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CLAIM: The development, production, and distribution of goods for national and global markets require a wide variety of activities calling for many different facilities and skills. Only when all these activities are carefully coordinated can they be integrated in ways that reduce price, assure quality, and provide essential services.

Managerial enterprise

Managerial enterprise requires combining both scale and scope in order to reduce your costs.
Scale: The bigger your plant is, the cheaper your cost of production because the higher the level of output, the smaller the cost of production. (bigger is better)

Scope: You can use the same raw materials of one product in order to produce a different product than your original. (For example potatoes. You can make both fries and potato chips in the same plant!)

Size and diversity alone is not enough in order to make a company grow. 2 different investments have to be made:

1) Companies have to create both national and international marketing and distribution organizations.

2) Companies have to hire top management to coordinate and monitor current operations, plan and allocate resources for future activities. They also have to hire lower and middle level managers to coordinate the flow of products through production and distribution.   (similar to Greiner)

*The companies who are able to combine all these points together, properly, are called first movers because they quickly dominated their markets when they made all these adjustments

Chandler mentions Singer Sewing Machine, Procter & Gamble, and National Cash Register as companies who invested a lot of money in research and developments in the 1890’s.

Why Britain failed

Chandler is basically saying that Britain had the opportunity to be the biggest suppliers for dyes and related products. The only thing is that Germany invested more money in production, distribution, and management that the British failed to make. (The Germans were first movers)

Chandler gives us the example of Friedrich Bayer & Co. a German company that made it big. The leader, Carl Duisberg, began by focusing on economies of scope, which means he produced both dyes and pharmaceuticals. He then combined all factories in a huge one (Leverkusen), which is today still one of the most efficient factories. 

At the same time, they invested heavily in marketing, distribution, and management. Bayer had created one of the most defined and biggest managerial hierarchies in the world.

Chandler also gives the example of Mather & Platt (British company) and how they also failed to make first mover investments unlike American companies such as General Electric and Westinghouse, and AEG and Siemens in Germany.

What Chandler is trying to tell us here is that when companies fail to make first-mover decisions it is often very difficult for them to regain the competitiveness that they have lost to the first movers in the field.

Competitive dynamics

What IBM’s top managers did (Thomas Watson Jr.) was to pursue as wide of a market as possible (scale). In 1964, they introduced the System 360. They invested their money in research and developments to computer systems (first movers). In 1980, the first entrepreneurial computer companies to have the market were AppleComputer, Tandy, and Commodore. 2 years later, well established companies like HP, IBM and NEC moved in and took 35% of the market, reducing the entrepreneur’s share of the market to 48%. 

When large is not logical

Chandler says that sometimes being too large of a company can be a disadvantage. Managerial enterprises can stagnate. For example Ford in the 1920’s, fired his most effective executives. What happened is that his son, who took over the company had to hire GM managers to restructure the company. 

Another thing that affected American businesses is the diversification movement of the 1960’s. Companies decided to move into very different fields because they thought they could gain a competitive edge, they ignored the logic of managerial enterprise.

What gave these companies the idea to diversify is the never ending thirst to grow (Porter). Don’t diversify out of your field!

The tangled logic of diversification

When companies diversified, what happened is that top managers and middle managers were separated (Greiner, decentralization; Porter, don’t diversify out of your field). Top management was becoming so complicated; they did not know how to properly take care of all these sub-companies. Divestitures (selling a part, or division of a company) started happening more and more. 

