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			Book Presentation
My Years with General Motors by Alfred P. Sloan JR.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of My Years with General Motors (Alfred P. Sloan JR.)

			Part 1

			Two key events occurred in 1908 which were to have a lasting impact on the automotive industry:

			
					Henry Ford announced the Model T, and started organizing his company around the concepts of assembly-line production, high minimum wages and a car which would become progressively cheaper as more were manufactured. (Within less than 8 years, the Ford Motor Company would be following this formula to sell more than 500,000 Model T’s per year. In 1920 alone, over 2 million Model T Fords were sold).

					William C. Durant formed the General Motors Company on September 16, 1908. Over the next two years, 25 companies, including Buick, Oldsmobile and Cadillac, were brought into the company in one of the most successful corporate consolidations in history.

			

			Both Henry Ford and William Durant would later become widely known for the business enterprises they formed during an exceptionally volatile period for the automotive industry.

			In setting up General Motors, Durant followed three key ideas:

			
					To provide a variety of cars for a variety of tastes and economic levels.

					To diversify to cover as many possibilities of the engineering future of the automobile as possible.

					To increase integration by bringing automotive parts manufacturers into the same corporate entity as vehicle assemblers.

			

			William Durant was good at building a company, but had less skill in running one. Within two years of the creation of GM, Durant lost control of the company which had over extended itself financially. A $15 million loan was secured from a group of bankers, who provided the funds on condition that William Durant be replaced by Charles Nash as president. A further $9 million loan for working capital was also secured.

			By 1915, General Motors was back on sound footing financially – so much so the directors paid a $50 per share dividend payment – a distribution of about $8 million which was the largest cash dividend per share ever paid out for a stock listed on the New York Stock Exchange to that time.

			While the banks were running General Motors, Durant teamed up with Louis Chevrolet and built up the Chevrolet Motor Company. By 1915, Durant started using Chevrolet to attempt to regain a controlling interest in General Motors. He was successful in doing so, and in 1916, Durant re registered the General Motors Company as the General Motors Corporation and increased its capitalization from $60 million to $100 million.

			Over the next few years, William Durant also introduced the du Pont company into General Motors as a financial partner. By the end of 1919, du Pont had spent about $49 million buying a 28.7-percent interest in General Motors on the open market and from individuals. Together, William Durant and du Pont had joint control of General Motors.

			In this same period, Alfred Sloan had been building up the Hyatt Roller Bearing Company, a supplier of roller bearings to the automotive industry. In 1916, William Durant approached him to see whether Hyatt could be acquired by General Motors. They agreed on a price of $13.5 million, to be paid half in cash and half in stock of a new corporation to be called United Motors Corporation. In 1918, United Motors Corporation was merged with General Motors, with Alfred Sloan becoming a director of General Motors and vice president in charge of various accessory companies within the group.

			Meanwhile, General Motors’ sales revenues were also increasing at an impressive rate of growth. In 1918, the company had $270 million in sales, increasing to $510 million the following year.

			Unfortunately, however, William Durant again lost control of General Motors. When the U.S. economy hit a recession at the end of 1919, William Durant had around $20 million in personal debt, secured by his shareholding in General Motors’ stock. To repay his loans, he was again forced to sell the bulk of his General Motors shareholding, and on November 20, 1920, Durant resigned as president of General Motors. He was replaced by Pierre S. du Pont, chairman of the du Pont Company which owned about 36-percent of the common stock of the General Motors Corporation. A four-man executive committee was formed to run General Motors, consisting of:

			
					Pierre du Pont (President)

					John Raskob (chairman, GM Finance Committee)

					Alfred Sloan Jr. (Executive Vice-President)

					J. Amory Haskell (Executive Vice President)“Thanks mainly to Mr. Durant, General Motors had then the makings of a great enterprise. Mr. Durant in 1921 sold back to the du Ponts his interest in the company formed to bail him out. He received for his interest 230,000 shares of General Motors stock, whose market value at the time of acquisition was $2,990,000. Mr. Durant’s disposition of these shares is not part of this story. However, their market value if he had held them to the time of his death, March 19, 1947, would have been $25,713,281, on which he would have received an aggregate of $27,033,625 in dividends and from the sale of rights.”
– Alfred Sloan Jr.


			

			Part 2

			The first challenge addressed by the new executive committee was to restructure the administrative organization of General Motors. General Motors had historically been a decentralized collection of standalone business units, brought under the General Motors umbrella by William Durant who ran the business with a “seat of the pants” style approach to management.

			The new executive committee decided to introduce a corporate governance structure which was more of a happy medium between pure centralization and pure decentralization. For the first time, General Motors was structured into operating divisions, each of which was headed by a chief executive officer who assumed responsibility for the results achieved by that unit. At the same time, a central organization which could provide advisory control and ancillary services was also established.

			Once the new corporate structure had been finalized, the new executive committee next turned its attention to the fact General Motors had no explicit policy regarding the line of cars the company should produce. Henry Ford with the Model T was pursuing the concept of a static model sold at the lowest possible price. General Motors, by contrast, had seven lines of cars (Chevrolet, Oakland, Olds, Scripps-Booth, Sheridan, Buick and Cadillac) but no coordinated approach as to which price bracket each company would target. In addition, all of the GM car companies were losing money in 1921, and they frequently competed directly against each other. (In 1921, GM’s share of the U.S. new car market dropped from 17-percent the previous year to 12-percent. By contrast, Ford’s market share rose from 45-percent in 1920 to 60-percent in 1921).

			An advisory committee was formed to develop a rational approach to product policy for General Motors. This advisory committee came up with the following ideas:

			
					The primary objective of the corporation was to make money, not to make motor vehicles. Therefore, the company should focus on designing and manufacturing cars of maximum utility value in quantity at the lowest possible cost.

					To meet Ford head on in the low-price market by introducing a new and revolutionary car design.

					To establish a line of GM cars for each of six specified price ranges without duplication by the corporation. The six price ranges (arbitrarily chosen) were defined as:	$450 - $600

	$600 - $900

	$900 - $1,200

	$1,200 - $1,700

	$1,700 - $2,500

	$2,500 - $3,500




					To encourage co-ordination and co-operation between the various operating divisions of the company, so as to take advantage of the resources owned by the company and to create opportunities for synergy to be created.

					Each GM car would be placed right at the top of its price range so that they would attract sales from below that price point (by competing on quality) and from above that price point (by competing on price advantage).

					Anytime a new car was to be added to the GM range, it would be evaluated and developed in relationship to the line as a whole, rather than just in relation to other cars produced by the same operating company.“The core of the product policy lies in its concept of mass producing a full line of cars graded upward in quality and price. This principle supplied the first element in differentiating the General Motors concept of the market from that of the old, Ford Model T concept. It also foreshadowed the challenge that General Motors was actually to make to the dominance of Ford.”
– Alfred Sloan Jr.


			

			Part 3

			At around the same time the new executive committee were developing their management philosophy that would lay the foundation for GM’s future growth, the company went through a significant episode involving the development of new technology – an air-cooled engine to replace the conventional water cooled engine.

			A company called the Dayton Metal Products Company headed by Charles Kettering was acquired by GM in 1919. Kettering was an excellent engineer who had been working on an innovative engine design using copper fins on the side of the engine block to dissipate heat – thereby eliminating the need for a radiator and plumbing system. The new technology also promised to lower the number of engine parts, resulting in lower costs of production.

			The new executive committee decided in 1920 this technology could be just what GM needed to compete head on with Ford at the lower end of the car market. Charles Kettering was given authority to proceed with the construction of some test cars using the new technology, in the hope that it might go into production by 1922.

			GM even went so far as to plan the cancellation of the older generation water-cooled engine models at Oakland and Chevrolet, and to schedule the release of the first air-cooled engine model when a slight technical problem appeared on the horizon – the test cars using the new air-cooled engines failed their engineering tests. This caused a major problem for GM, since that meant the launch of the new model had to be delayed. As a consequence of that, GM was going into a new model year with no new technology in its product range.

			The company was now in somewhat of a state of turmoil, with the senior management backing a research program (the air-cooled engine) against the better judgment of the divisional officers who would in the end have to manufacture and market the new car. Meanwhile, the company’s competitors were all pressing forward with the development of other new technologies for their motor vehicles.

			Adding to the dilemma was the fact 1923 was shaping up to be one of the boom years of the new automotive industry – the first four million car and truck year in history. Therefore, if General Motors was to continue to pursue the development of the new air-cooled engine technology, it may miss out on participating in a huge market expansion.

			The decision was made to delay the release of the air-cooled engine technology, and to undertake expedited development of the company’s existing product range. This decision was validated within a reasonably short period of time, when GM’s cars were selling in record numbers.

			When Pierre du Pont resigned as president of General Motors in May 1923, Alfred Sloan Jr. was appointed as the new president. By July, a decision was made to completely abandon development of the air-cooled engine and to focus all of GM’s energies on the advancement of cars and trucks powered by water-cooled engines.

			The decision was taken rather badly by Charles Kettering who considered taking his technology outside of General Motors for development, but in the end decided to stay at the company. This proved to be entirely fortuitous for GM, as in future years, Charles Kettering would develop tetraethyl lead additives for fuel, high-compression engines, nontoxic refrigerants, a two-cycle diesel engine which would revolutionize the railroad industry and an array of other inventions.

			“As to myself, I recognized that my election to the presidency of the corporation was a big responsibility and a business opportunity that comes to few. I resolved in my own mind that I would make any personal sacrifice for the cause, and that I would put forth all the energy, experience and knowledge I had to make the corporation an outstanding success. But to Pierre S. du Pont must go the credit for the very survival of General Motors and for laying the foundation of its future progress.”

			– Alfred Sloan Jr.

			Part 4

			As General Motors struggled to heal the rifts caused by the debate over the merits of producing the air-cooled engine, Alfred Sloan was also working on ways the company could be organized in order to take advantage of all of the resources available to it. This was considered to be a strong and sustainable competitive advantage GM had which no other vehicle manufacturer could match, but only if it could be brought to bear in ways that were practical and realistic.

			In order to address the need for co-ordination between the company’s various operating divisions, Alfred Sloan eventually (in late 1924) came up with the concept of forming inter divisional coordinating committees. Specifically, six new committees were formed at General Motors:

			
					An operations committee which was responsible for appraising the performance of each operating division within the corporation.

					A general sales committee which would be responsible for sales and advertising programs, each of which would publicize the parent company in addition to marketing the product of one division or another.

					A general purchasing committee which would centralize purchasing in order to achieve the lowest possible cost through high volume buying, make accurate pricing information available to all operating divisions and where possible ensure standardized parts were purchased by the divisions as far as possible.

					A general technical committee which would oversee product research, patents, innovations and long-term research for the corporation. (Product specific development programs were not carried out by the general technical committee, but was to be left up to the operating divisions to carry out as they had first-hand knowledge of what would be required). The general technical committee ultimately became the highest advisory body on engineering in the corporation.

					A works manager committee which would have responsibility for factory organization and production engineering throughout the company.

					A power and maintenance committee responsible for general maintenance of the company’s assets.

			

			These six committees, in addition to the corporation’s existing finance committee and executive committee became the accepted mode of management organization at General Motors.

			“In sum then, the whole picture of co-ordination in 1925 and for a number of years thereafter was as follows: The inter divisional relations committees gave a measure of co-ordination to the functions of purchasing, engineering, sales and the like. The operations committee, including the general managers, appraised the performance of the divisions. The executive committee, with contacts in all directions, made policy. It sat at the head of operations, responsible to the board of directors – indeed it was a committee of the board – but beholden to the finance committee for its larger appropriations. On the operating side the executive committee was supreme. Its chairman was the president and chief executive officer of the corporation; and he had all the authority he needed to carry out established policy. This was the new General Motors scheme of management from which developments down to this day, through much evolution, have been derived.”

			– Alfred Sloan Jr.

			Part 5

			With the management structure of the company now being put into place, attention next turned to the development of effective financial systems and controls.

			In the early 1920s, the company had no financial controls whatsoever – whatever request for funding each divisional manager made was met through the sale of new stock and from bank borrowings. No evaluation was ever made of the merits of the request – therefore, the very financial survival of the corporation was vested solely in the hands of the divisional managers and the financial requests they made. Clearly, this situation had to be addressed if the company were to be put on a stronger competitive footing.

			The following steps were taken to develop effective financial controls:

			
					An appropriations committee drawn from the executive committee and the finance committee was formed. This new committee analyzed funding requests from a divisional perspective and a corporate perspective. Regular monthly progress reports on each project were then to be provided, allowing the appropriations committee to gather accurate and detailed information on where funds were being applied – something that had never been done before.

					A cash control system was introduced in which the operating capital of the divisions was pooled into a central account from which withdrawals would be made as approved by the Financial Committee. Again, this was quite an innovative idea for companies of that business era, and it also allowed the company to develop policies for short-term investment of excess cash to increase corporate profitability.

					An inventory committee was formed to co-ordinate the inventory levels maintained by each of the company’s operating divisions. (As a result, inventory levels fell from $215 million in late 1920 to $94 million by mid-1922, while inventory turnover increased from twice a year to more than four times a year during that same period).

					The company started to develop systems to be used for the setting of production volumes of specific models. This is particularly tricky for a vehicle manufacturer, as the business is quite seasonal in term of sales and there are long lead times in respect of manufacturing. Eventually, a system was developed which aligned current production more closely with consumer sales and dealer inventories, thereby increasing the efficiency of the business enterprise as a whole.

					The company also developed financial controls based on the rate of return on investment of the capital employed. This was quite an innovative concept for businesses of that era, and had to be calculated manually. Over time, the calculation and reporting of return-on-investment became more standardized within GM, and became the yardstick by which financial performance was measured. Return-on-investment can be increased by either increasing the profit margin or by increasing the rate of turnover of capital.

			

			Next, the company also worked out a quantitative method for averaging out the year-to-year volume fluctuations inherent in the motor vehicle manufacturing business by using a “standard-volume” measure. In essence, the standard-volume concept relates to the fact that at a given volume, cost, price and projected return-on-investment can be calculated quite accurately. The given volume used for this calculation might be found as an average of the past five years production volume, adjusted upwards or downwards to take into account changing market conditions. This standard-volume approach allowed GM to analyze and track costs unaffected by the dynamics which actually came into play in the real world competitive markets.

			“The need for financial controls grew out of crises. Controls were brought in to ensure that crises did not recur. Their effectiveness was demonstrated particularly in the depression year 1932. The corporation’s U.S. and Canadian unit volume in that year was 50-percent less than that of 1931 and 72-percent below the high of 1929. But the corporation was not demoralized as it had been in 1920 and it stayed in the black. Not many corporations did as well. Financial control as worked out by General Motors gave the corporation a review of operations that reduced the need to administer operations from the top. Central-office management was able to know whether the decentralized management was operating well or poorly and had a factual basis for a judgment regarding the future of any particular part of the business.”

			– Alfred Sloan Jr.

			Part 6

			In the 1920s, the automobile market in the United States changed dramatically, and General Motors was ideally placed to take advantage of the changes that occurred.

			From a commercial standpoint, the automobile market went through three phases:

			
					Pre-1908 – Class Market Automobiles were extremely expensive and ownership was limited to those who were in the upper class who could afford to own one.

					1908 - mid-1920s – Mass Market Dominated by Henry Ford, the concept of the automobile as basic transportation at the lowest possible price held sway.

					Mid-1920s onwards – Mass-Class Market Better and better cars became available and were offered to people who started to buy a car not as basic transportation but as a reflection of taste and preference.

			

			There were four key elements which (combined with the general expansion of the U.S. economy and the construction of improved roads) contributed to the transformation of the automobile market from a mass market to a mass-class market:

			
					Installment selling became available.

					The used car trade-in market emerged.

					Motor vehicles with closed bodies became popular.

					The annual model change concept emerged.

			

			While Ford held steadily to its course of mass manufacture of the

			
			
			
			
			
			
			
			
			
			
			
			
			
			
					The corporation grew at a faster rate than the industry grew over the post-World War I era.

					General Motors became the number one producer in this industry.

					General Motors has distributed around two-thirds of its income to shareholders in distributions since its inception.

					The number of employees has grown from 25,000 in 1917 to more than 6000,000 people in 1962.

					The number of shareholders has increased from 3,000 in 1917 to more than 1 million in 1962.

					Unit sales have increased from 205,000 in 1918 to 4,491,000 45-years later in 1962.

					Sales revenue has increased from $270 million in 1917 to $14.6 billion in 1962.

					Total company assets have increased from $134 million in 1917 to $9.2 billion in 1962.

					Total capital employed has grown from $100 million in 1917 to $6.9 billion in 1962, of which the bulk of the growth has come from the reinvestment of earnings.

					Dividend payouts over the same 45-year period have totaled $10.8 billion – 67-percent of earnings.

			

			
			
			
			
			
					Tetraethyl lead was developed as a gasoline additive to reduce engine knock. General Motors and Standard Oil formed a 50-50 joint venture called the Ethyl Gasoline Corporation to market fuel using tetraethyl lead. In the process, the concept of “octane numbers” as a measure of the quality of fuel.

					GM engineers developed ways to better balance engine crankshafts – providing a smoother running engine.

					Higher compression engines were developed for the better quality fuels which were more efficient and more powerful than the early engines.

					Synchromesh gearboxes and automatic transmissions for passenger cars and other larger vehicles were developed. (By 1962, more than 74-percent of the new vehicles manufactured each year would have automatic transmissions).

					GM worked closely with tire companies in the development of modern, low pressure tires to replace the solid rubber tires used on early motor vehicles.

					Independent front wheel suspension was developed and introduced into the marketplace.

					GM and du Pont worked in collaboration to develop a new paint lacquer called Duco which revolutionized the finish of the motorcar – allowing any color and providing a finish which was durable and able to withstand the extremes of climate under which automobiles operate.

					GM assisted with the development of internal crankcase venting, which reduced pollution.

					GM also had a role in the development of four-wheel brakes, power brakes, power steering and automotive air conditioning systems.

			

			
			
			
			
			
			
			
			
			
			
			
			
					Research laboratories – who carry out basic research inside the automotive industry.

					Engineering staff – who take new engineering concepts and appraise them for future commercial application.

					Manufacturing staff – who work on improved manufacturing tools, equipment and methods to be integrated into the manufacturing processes.

			

			
			
			
			
			
			
			
			
					The chassis, cowl, fenders, running boards and hood were built on one production line.

					The doors, windows, seats and roofs were built on another.

			

			
			
			
			
			
			
					Because the purchase of a motorcar is a large investment for the average purchaser.

					Because people expect to operate their cars on a regular basis but generally have little or no mechanical knowledge.

			

			
			
			
			
			
			
			
			
			
			
			
			
					To establish vehicle assembly operations in those countries which have a suitable industrial infrastructure, in order to foster economic nationalism in those countries.

					To service the non-industrialized nations through the export of American manufactured vehicles in SUP (Single-Unit Packs of fully assembled cars ready to sell with only minor adjustments) or CKD (Completely Knocked Down – complete sets of components which then need to be assembled) formats.
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