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In looking at the literature dealing with issues of management,
control, structure, strategy, and so forth in industrial companies,
one sees that it is generally divided into two unequal parts. The
first and major part covers common problems of management of the
organization as a whole. The second part is concerned purely with
production management. This division of the literature presents
a definite break between studying production management as such and
studying production management as a part of management as a whole.l
As a result, the most importaﬁt part of any study, namely a systematic
investigation of the subject, is prevented in the case of managements.

This split in the economic, management, and technical literature

has historical roots.

A Historical View

Everyone who is familiar with the history of industrial develop-
ment in the United States knows that to the end of the nineteenth
century, and even the beginning of the twentieth century, the United
States possessed a large market characterized by a great demand for
industrial goods. Under these circumstances, the concerns of business-
men were concentrated on production~-i.e., on the resolution of
manufacturing problems--precisely because the success of their
businesses depended on how new and how inexpensive their products were.
As a rule, in this period almost every industrial firm consisted of a
single plant in which the owner himself performed a number of functions.
He was directly involved in running production, hiring workers, pur-

chasing raw materials, selling his products, etc. But his main



attention was focused on production--the basis of his business.

If one looks at the organization of business of this period from
a social viewpoint, it is not difficult to observe a division of labor
into two types. The first, and main type, was transacted between
businessmen themselves, with each businessman being a representative
of his own business. This type of labor might be called its social
division. The second type occurred inside each business or firm
according to its technology and equipment and can be called the in-
ternal or techmnical division of labor.

The ties between businessmen in the economy were based on the
market and competition. And the ties between employees within the
firm were strongly determined by the businessman as the owner of the
enterprise. The size of each enterprise, its volume of production
and its number of employees, was such that the owner could run his
business by himself with the help of a few assistants. Under these
conditions the success of a businessman's firm depended upon its
production processes being well organized and its use of labor in
each position being effective, thus reducing its production costs and
raising the competitiveness of its product. In short, success would
depend on improving production management. It is not surprising,
therefore, that the first serious works on management were concerned
primarily with the organization of work and after that with the
organization of production as a whole. In this connection the works
of Frederick Taylor became well known in the United States and abroad.
The science of production management began to develop rapidly, and

this development has significance even today.



At approximately the beginning of the twentieth century, however,
the concentration of production and capital accelerated and significantly
increased the size of an individual firm and the complexity of the ties
both between and within business firms. On one hand, within the company
the division of labor between its various parts--production, purchasing,
sales, research and development, marketing, etc.--continued to develop.
The company as a particular type of business had now come to involve
not only a division of labor within factories, the technical division
of labor, but also a division of labor between different spheres of
business activity. This development led to the following: First, the
company itself had to fulfill in part functions which formerly had been
entirely fulfiled by the market and competition. And, secondly, the
management of the company came to exceed the bounds of its earlier con-
cern solely with production management and began to involve the manage-
ment of a wide variety of company activities. Thus, there was a sub-
stantial change in the process of the development of production and
business, which led, in turn, to the further development of business
structure and management.

At the same time, in conjunction with the huge increase of the
volume of production, the increase in the number of goods produced -
faced businessmen with the problem of selling their products—-ﬁhat is,
with the task of studying their market and all the problems connected
with this. As a result marketing has become the major problem of concern
for most companies. Indeed, in response to the question of what is
the main activity of their company, managers answer marketing. Of
course, there are some examples of companies in which marketing is not the

paramount problem, but nevertheless, modern economic conditions force the



majority of companies to pay the greatest attention to marketing.
Thus, in both the practice and the science of management, pro-

duction management evolved into the concern of plant managers and
professors who write books on production management. Here we are
concerned, not with the technical side of production, but with the
economic and managerial side of business. From the economic and
managerial point of view one needs to examine production first as

to its role in the business as a whole, and second as to its place in
the structure of business. Obviously, the view of production in

these senses will not be weighted equally.

Production and Business

As indicated above, early in the development of American capital-
ism the meaning of the terms "production" and "business" in industry
essentially coincided. However, as American capitalism developed, the
term "business" in the industrial area came to involve, in addition to
production as such, research and development, planning, finance, mar-
keting, and so forth. When we now speak of big business, therefore,
as a rule we have in mind the entire complex of activities which must
be performed in order for a company to function.

To understand the basis of business and what that basis requires
to promote the life of a business, it is necessaryzjto view a business
as an organic whole, such as a tree. Every tree has roots, from which
grow a trunk, branches, and leaves. Without roots a tree is dead, but
it is the leaves and branches of a tree which promote its life. They

use the warmth from the sun and the elements from the air to sustain



the roots. If the roots fail to produce shoots above ground, they die.
The roots are needed, however, not for their own sake, but for that of
the tree. 1In the particular configuration of a tree we can look at the
roots as the material base of the tree structure. The growth of a tree
involves the growth of its roots, its material base, as well. If some-
thing happens to remove the leaves and branches of a tree, the root is
itself still capable of giving life to new shoots and a new tree as a
new structure. But if the roots die, the whole tree and its entire

complex is lost and nothing can revive it. Of course, one can plant a

'
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new tree, and’' one must also recognize that some kinds of tree can grow
roots from branches and cuttings which themselves give new life (but
this only shows the strong influence which the branches of a tree can
have on both its roots and its life as a whole).

If we view the whole complex of any big business as if on a tree,
it is not difficult to observe that production is the root of a business,
and little else. In reality it is because of production that there occur
all other business activities, which on one hand sustain production and
on the other hand constitute the business as such. If difficulties
occur in the production process this is reflected on the business as a
whole. If something happens to the other aspects of business activity
but production remains normal, the company, as a rule, is in an easier
position to find a solution and correct the situation than it would be
if there were a necessity to rebuild production. In such a case it is
only necessary to make changes in marketing, or research and development,
or in control systems and the like. Marketing, control systems, finance,

planning, and so on have an influence on production, changing its



character or its output as the leaves and branches of a tree have feed-
back to its roots. However, without production, there can be none of
these activities in industrial firms.

Clearly, then, the material basis of any industrialdﬁusiness is
production., Capital is necessary in order to begin production. Where
and how to get it is another issue. The question we are concerned with
here is the place (role) of production in business.

The issues concerning the material basis of business are not,
however, the same issues as those involved in the place of production in
business structure. With the same material basis the same kind of busi-
nesses can have differing organizational structures as is substantiated
by actual practice in the modern economies of the United States and

other capitalist countries.

Production and the Structure of Business

A lot of works have been devoted to analyzing the structure of
business.2 Their authors examine various factors which cause a change
in the structure of companies and the principals of forming structures
as such. One can cite companies that have horizontal structures, ver-
tical structures, or functional structures (including in this later
category the geographical distribution of factories and offices) and
other companies whose structure is a mixture of these,

At first glance it seems that companies adapt their structures to
the requirements of demand and the market and that in doing so their
strategy has a decisive influence on company structure. One can agree
entirely with this statement if one ignores the fact that most companies

of one and the same branch of industry have a similar structure. Let



us take, for example, automobile companies or, for another example,
diversified companies which encompass related branches of an industry.
In both cases we can find common features of the structures amongst
the firms of each of the industries themselves.

If this is so, and one branch of industry is distinguished from
another first by the character of its production, then it is not
difficult to observe a direct tie between Ehe character of production
and the type of the company's structure. This leads us to conclude
that the leading factor in developing company structure is production.
Of course, it does not follow at all from this conclusion that there
are other factors which cause change in a company's structure. More-
over, if one examines any concrete period of a company's development,
then it maybe possible to observe that first of all, it is not pro-
duction but the market which forces the company to reorganize. This
observation concerns only one period of development, however. In
general the structures of companies are based on the character of pro-
duction activity.

Here we can make a comparison with a building. Every building
has a foundation. But even buildings on the very same type of founda-
tion may be quite different inside and out. While the foundation
determines the building's general configuration and dimensions, it does
not determine all the building's specific details. These can be design-
ed to meet the particular desires of the owner and to fit various pur-
poses. In a similar manner, the structure of a company can be influenced
by various factors, including the nature of the character and skills of

company managers. But whatever structure of business we examine, we



always observe that the lowest level of structure belongs to production.
This is why in determining the role of production in business
structure it is necessary not to be limited to a quick look at the recent
situation but to follow carefully the connections between the development
of production and the structure of companies during a long period. As
in any organization there is a feedback in business from structure to
production, from strategy to production and so on. In a number of cases
the feedback can be stronger than direct influences. But these influences
do not nullify the leading reason for changing the structure of an in-

dustrial company.

Production Management and Business

The problem of production management can be examined from two angles.
First, as the problem of production management per se, and second as a
component part of the company or business. As we have already noted, the
practice and theory of management has its origins in production manage-
ment as such. But in modern economic organization, such as that of any
big business, production management is a more important component of
business than is production management as such. In the activities of
companies as a whole the result of production activities, and not the
organization of production processes, has a most important significance,
because production creates goods which a company can sell or can use for
internal purposes. From this point of view, the goal of production
management consists of achieving those results which the company needs

] ] . . . » ’ ] » .
to maintain a satisfactory position vis-a-vis its competitors.



To the extent that a company's position in the market and its
strategy are changing, then its production goals will change, too, but
without exception all companies as entire entities encounter changing
situations in their markets and national economies. These changes are
transmitted by their headquarters or staff to all parts of the company,
including production. The very fact of frequent changes in production
management does not mean that it is impossible to find common indica-
tors which usually are used for determining production goals as well as
for evaluating production results. It is necessary to emphasize that it
is difficult to find even two identical companies where production
management would be completely similar. Although each company tries to
resolve this area according to its own approach, it is possible to find
common features in the numerous ways and methods, indicators, and cri-
teria used by companies in production management--just as it is possible
to find common features among normal people, although it is difficult to
find identical people.

Various production activities differ from each other first of all
by the product mixture. Each company strives to have the very best and
most competitive output. Therefore, a company has to manufacture pre-
cisely that production mixture which has the greatest demand or most
customers. In these conditions it is not profitable for a company
either to expand or reduce its product mixture, because in either case
the company will lose profits. If this is correct then a company
establishes its own specific production mixture.

It is well known that a market cannot absorb any amount of pro-
duction. The size of a market depends on many factors which companies

study. A company wants to forecast the size of the market or to receive
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specific orders for output. It follows that the output of any company
must be produced in an amount for which either there are orders or for
which, according to marketing forecasts, there is the possibility ;f
sales. If production exceeds this level, inventories may grow and
profits may be reduced. Therefore, for the company as a whole it is
important to plan for production both the product mixture and the volume
of output.

Each company exists not for production itself, but to earn revenue
and make profit. Other conditions being the same, the lower the cost of
production, the higher will be the profit. Therefore its production
costs are very important for a company. Insofar as production represents
a big portion of company cost, minimizing the cost of production can be
viewed as both a goal and a result of production by which all production
activity can be evaluated. Thus, to the two indicators mentioned above,
product mixture and output, which can be planned for a company's factory,
can be added another--the cost of production.

It is not infrequent in business that factories and plants in trying
to reduce the cost of production neglect quality. Reduction of quality
is promptly reflected in a company's competitiveness, however, which
leads to a loss of income and customer trust. This interrelation forces
management to pay attention to quality and when trying to reduce produc-
tion costs,to maintain quality at the same time. Production with good
quality and an appropriate price always has customers.

Under contemporary economic conditions improvement of gocds in the
market proceeds quickly. Companies have to work on creating new goods
and there is the continuous introduction of new products in their manu-

facturing. In order to adapt to demand, production is continually
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adjusted to include new products whose share in output continually
increases. Although for any plant it is easier to manufacture the old
products and difficult to start production for new products, a company
must be prepared to produce to meet demand for new items. Consequently,
company managers set up quotas for new products to be produced in plant
output. Only in this way does a company maintain its place in the mar-
ket and its competitive position.

If a factory replaces its equipment with new equipment all at once,
it will suffer a production stoppage, a break in capital turnover, and
finally company losses. To avoid these negative consequences and yet
always to have modern equipment, the factory must introduce new equipment
continually. In this manner a company preserves its technological
position, an important consideration because as a rule new machinery
guarantees a higher labor productivity and lowers costs of production.
To accomplish orderly technological updating a company establishes for
its factories the amount of new equipment to be installed and the timing
of its installation.

One frequently finds in industry completely similar factories with
the same equipment and labor forces which nonetheless have different
production costs. One of the main causes of this difference is that the
equipment of these plants is used in different ways. And consequently
they have different capital turnover. Where capital turnover is less
the cost of production will be more. Any company has an interest in
using its equipment with the greatest effectiveness and in maintaining
the quality of its equipment. Therefore, the company establishes for
its plants indicators for equipment usage or revenue on capital.

In summary, from the viewpoint of the company as a whole, it is
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necessary to evaluate production in terms of such indicators or elements
as:

--Product mixture

—Volume of output

—Cost of production

~—Quality

—--The proportion of new goods in output

~=The use of new technology

--Revenue on capital, or equipment usage

Several of these elements (product mixture, volume of output, quality)
can be measured in either physical or monetary units. But the remaining
indicators can be established only in monetary terms.

Among the indicators the cost of production is "synthetic," because
in essence it includes such factors as labor productivity, wages and
salaries, depreciation, and other factors which comprise the cost of pro-
duction. It is not accidental, therefore, that the relation between the
actual cost of production and planned cost of production is frequently
used as a criterion of production efficiency or of plant efficiency.

In this connection it is interesting tonote that at a special con-
ference held in Cleveland, Ohio, in June 1957 on "The Factory of the
Future" one report mentioned that:

The productive force in manufacturing plants of
the future will have three major fields of
responsibility:
1. It will be responsible for quality of
production., Quality will be the key to
profits for the plant of the future, too.
2, 1t will be responsible for product quality.

3. It will be responsible for production cost.

It appears that the prediction of the conference has become reality in
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recent times. But now the productive force is responsible as well for
indicators that directly determine the interconnections between produc-
tion and the market for both present and future prospects--for example,
the indicator for revenue on capital, which directly connects present
tasks with the possibilities for future business development. In short,
what was the future in 1957 has become the reality of American business
today.

Companies' use of the above elements in managing their factories
justifies saying that, although plants cannot be considered as the profit
or investment centers of companies, they can be considered as cost (or
expenditure) centers, since all issues which do not directly concern
production but concern purchasing, selling, pricing, investment, and so
forth are resolved not by plants, but by headquarters or other units of
the company.

0f course, production management in big business does not consist
only of working on the matters measured by the above-mentioned elements
and letting things take care of themselves. Plant management is a com~
plex, dynamic process. The strategy of the company may emphasize certain
aspects of production--for example, quality--which in certain circum-
stances are more important. Therefore, in general production management
is the system of planning, control, motivation——a complex device react-
ing to all changes in the market and national economy. Companies do not
simply determine for plants what, how muchzand when to produce, but they
motivate plant managers so that the plant works for the common goals of
the company.

Professor Wickham Skinner has written:

The purpose of manufacturing is to serve the company--
to meet its needs for survival, profit, and growth.
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Manufacturing is part of the strategic concept that
relates a company's strengths and resources to op-
portunities in the market. Each strategy creates

a unique manufacturing task. Manufacturing manage-
ment's ability to meet that task is the key measure
of its success.

If a company strives for a strong position in the market and in
the economy, then it tries to have its factories fulfill all tasks and
perform well in terms of all elements, because underachievement in
regard to one element disturbs the system of all elements. If a company
decides to maneuver in the market, then often short-term goals are
determined for production. But, in any case a change of production
management must proceed in a balanced manner. On one hand all other
aspects of company activity besides production must be taken into account.
On the other hand the planning indicators for production must be accom~
panied by an appropriate system of control and incentives. Each plant
manager has to know in advance what will happen if the plant does not

fulfill its tasks or what he will receive if the plant completely fulfills

its tasks.

A Brief Conclusion

This article has not examined the numerous issues which are con-
cerned with problems of production, management and business in general.
I paid attention to only a few issues, and furthermore I have only
sketched the problems involved,not given a detailed analysis. However,
I find it is possible to come to several conclusions.

From the historical point of view production was the reason for

the development of a division of labor both in individual enterprises

and in the economy as a whole. There appeared and there continue to exist .
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three types of division of labor: that in the plant, that in the company,
and that in the economy. But manégement, as practice and theory, began
its development from productiOnf—that is, from division of labor in the
plant.

Because of its specific nature, production is the material basis
of any industrial business, and it is the leading determinanglof company
structure.

In the management of production big business relies on several
different elements. The significance of each depends on concrete situa-
tions and on the strategy of a given business. But the production
management is most effective when the elements for production are con-

sidered as an organic whole with the system of control and incentives.
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