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Off a Cliff


  Schenectady, New York, 2017


 

JOHN FLANNERY PULLED into the little city on the Mohawk River in late July with numbers on his mind, passing beneath what had once been the largest electrified sign in the world. The storied logo had been surpassed by taller structures long ago, but it still glowed from atop the mammoth brick shoebox of Building 37 as Flannery passed through the gates and into the birthplace and spiritual home of the General Electric Company.

Schenectady—the electric city—had been home to the Edison Machine Works. It was there that GE was incorporated in 1892, assembled by bankers out of the nonperforming attempts of inventors to translate their brightest ideas into business.

What had blossomed in Schenectady was the stuff of cultural legend—inventions, manufacture, mass production, unstoppable growth—but there was a sense of cavity now to the giant old industrial grounds. More than forty thousand men and women had worked there at GE’s peak. It was a tenth of that size by 2017.

History, however, wasn’t Flannery’s mission. His focus was inside. Schenectady now was the headquarters of GE Power, the largest and oldest division of what had long been America’s most famous conglomerate.

And John Flannery, just weeks away from taking over leadership of the most famous C-suite in American business, had come to see GE Power leaders on their home turf and to take stock of the heart of the company he was about to lead.

Flannery was like a president-elect, the incoming chief executive officer of one of the most famous and well-respected companies on earth. Just ten other men had held the job he was preparing to take on. With the formal and official announcement made, Flannery was organizing his team and girding himself to take on the hardest challenge of his professional life.

To an outside eye, nothing more than another orderly and carefully planned corporate succession was under way, one as smooth as those GE had prided itself on in the past. Flannery’s predecessor, Jeff Immelt, was overseeing a peaceful transfer of power before making way for a new manager to rise up from GE’s ranks and carry on the company’s traditions for another decade or so.

But appearances were deceiving. What was actually unfolding behind the scenes at GE was dysfunction tending toward chaos and a confrontation with the past that was mere weeks from spilling into public view. Beneath the placid surface, GE was in total disarray.

Flannery had barely had a moment to reflect after the company’s board tapped him to be the new CEO. That whirlwind weekend opened into a week of press conferences, media interviews, internal town hall–style meetings, and multiple executive briefings—all compulsory steps in the process of preparing Flannery to take the reins of one of the world’s biggest and most closely watched companies.

And prepare he would. Flannery was a voracious reader, his wide-ranging tastes reflected in his conversations, but he didn’t ooze arrogance as some corporate chieftains do. He was a man constantly reexamining himself, his curiosity often reflecting inward as he reviewed his past calculations and decisions like an analyst poring over a slide of film.

That same banker’s instinct to endlessly search for new angles and to weigh his options, to crunch and recrunch every number, flowed from the same quietly adventurous source that led him to venture down dirt roads with his wife in exotic locales. He was a hunter—for killer deals and hidden risks, for undiscovered roadside taverns serving lunch.

Flannery stood a little under six feet tall. He was slightly stout and usually wore dark suits that reflected his finance roots. He wasn’t shy, but he wasn’t one to work a room either, in contrast to some of those he had outmaneuvered to win the new job. Some GE executives glad-handed as aggressively as candidates for Congress. Flannery was self-deprecating, though possessed of a disarming confidence. At company events for investors and the press, a wry smile often played at the corners of his mouth, a contrast with the brand of GE earnestness exuded by his colleagues.

He would have to adjust to his new stature, however, as he took on a kinglike role in a company that took itself just as seriously as a kingdom. But he hadn’t yet. Like a world leader, Flannery would need to get used to being whisked from one place to another, having a full security detail, and constantly having a car, plane, or helicopter waiting to deliver him to the next stop. In the hours before his predecessor, Immelt, arrived for one of his innumerable visits to GE facilities all over the world, telltale trappings would begin to appear at his destination: hard candies and a plentiful supply of his favorite diet soda appeared on shelves in conference rooms, always there before anyone in Immelt’s entourage even had to ask. Rumor among stock analysts held that he flew with his own treadmill, lest the hotel gym prove insufficient. No one knew yet what soda John Flannery liked. And Flannery certainly wasn’t used to any of this.

When he walked to the elevator bank in GE’s Boston office, an assistant immediately scrambled over to hit the Down button, apologizing that the elevator hadn’t been waiting for him. Flannery appreciated the effort, but the royal treatment seemed a bit overboard and he told people so.

Working closely with Immelt, he had seen these trappings before, but now, Flannery told people, he found them slightly suffocating, and occasionally a little silly. Nevertheless, this was the job. With its vastness came complexity, the crammed agenda, the aides and meetings, the planes and guards. Although he wasn’t going to be able to ditch the entourage anytime soon, at least he had a good excuse to get away from headquarters on trips like this one to Schenectady. No one challenged his need to get acquainted with the details of the business.

A road trip was also good for clearing the head. John Flannery had been announced as the new CEO on June 12. His father, John, a retired banker in West Hartford, Connecticut, had died just twelve days later. It was some comfort to the younger Flannery that he had been able to share the news of his promotion, and that his father had lived to see his son tapped to land one of the most prominent jobs in American business. Still, his dad’s passing hurt. Loss shaded his satisfaction and pride.

Flannery had outperformed three rival GE executives to win the contest to succeed Immelt. The latter had served sixteen years as CEO, but had shown very little outward sign that he was ready to retire, even to those aiming to succeed him, until just before his departure was announced.

Flannery was a finance whiz, a veteran of GE’s large lending business, which made him a dark horse at first in the race for CEO, given the company’s traditional reverence for its industrial businesses and their leaders. But the board knew that GE needed a fresh assessment. Immelt’s strategy was stuck in the mud, and his supremely optimistic mantras simply weren’t falling to the bottom line.

Even from his first moments on the job, Flannery wanted his tenure to be defined not just by what he would do but by what he wouldn’t do. He wouldn’t just kick the can down the road. Instead, he would rip off Band-Aids and expose some of the festering ailments within the company to fresh air and sunshine. That meant dealing with the truth, no matter how harsh it might be and no matter the consequences. Flannery would be brutally honest, even though, as he was well aware, that would mean changing the company’s tone. Under Immelt, there had been a buzzy, vague, optimistic spin that not only often failed to hold up under scrutiny but had eroded GE’s credibility with Wall Street and its workers alike.

Flannery knew that his tenure as CEO would last at least a few years. The GE board of directors would give him some time. But he also had to set a new tone from the start and get started right away on changing what needed changing, even purging where needed. And he knew there was plenty to purge.

Flannery had taken to uttering a new mantra around the company’s shiny new offices in Boston: “No more success theater.”

Now, with just weeks to go before officially starting his new job, he was working around the clock to assess the company. Like any CEO, Flannery wanted to survey his new territory so that he could make decisions on strategy and assess performance based on his own firsthand observations of the company—its factories, its offices, its profit-and-loss statements, its debts. He had already met with more than one hundred investors and financial analysts in the previous weeks. Now he was visiting the GE Power division, before heading to the GE Aviation facility in Cincinnati.

He wasn’t alone, physically or emotionally. In fact, finding a way to be alone in order to think was sometimes difficult. And it was also sometimes difficult to see what he needed to see. GE was a siloed organization, in contrast to the image it presented to outsiders. By the standards of a normal business career, Flannery had been all over the GE corporate map, making stops in financial services, running operations in Asia, India, and Latin America. He had run the business development team when it bought one of GE Power’s biggest global competitors.

But that wasn’t the same as having worked at Power itself.

He didn’t know the intricacies of the markets, the products, the cycles, or the people. He didn’t know the myriad ways in which executives in that unit had adjusted accounting, calculated estimates, or weighed risks before they reported their figures up to the places in the company where an executive like Flannery could have seen them. Even for a GE lifer, the only way to know what the Power unit was actually up to was just to show up at its headquarters and look around.

So there they were: Sitting in a conference room in the heart of the Power business. Flannery and his team sitting on one side of a long table with the Power management group facing them. As they discussed the business, the expressions of the two sides began to look vastly different.

Flannery was comfortable with numbers, especially financial statements, and that was where he began his search in Schenectady. It didn’t take long to see the problem: as Flannery paged through the financials, he realized that GE Power had somehow run out of cash. This discovery wasn’t just shocking—it was unthinkable. GE’s largest industrial business was stretched thin. Its profits, on close examination, seemed to exist mostly on paper. Years of pro forma adjustments had given the appearance of a business that was turning decent profits selling power turbines and the services that kept them running, but in fact there was relatively little actual money coming in the door from customers. Even worse, Power was building inventory—making more of its huge, expensive machines—even as the global market for turbines was slowing. “It was like they drove off a cliff,” Flannery later told an observer, “and there were no skid marks.”

The gas turbines that made up the core of GE’s business were essentially cousins of their aircraft engines: enormous spinning rotors moving equally titanic generators not that different from those first installed in the early days of Edison in Lower Manhattan. And no one made more turbines—the massive machines at the center of power plants—than General Electric, whose equipment still generates about one-third of the world’s electrical power.

The GE Power unit that Flannery inspected in 2017 was under new management. Its leader of the past dozen years, another GE lifer named Steve Bolze, had put in for his retirement soon after losing out to Flannery in the contest to be GE’s next CEO.

Bolze’s exit wasn’t surprising once the succession contest had ended. But the decision to deprive him of the GE crown was shocking for some—primarily for Bolze himself. He had the tall, square-jawed looks and charisma of an Ivy League quarterback or TV weatherman and had been telling people he had the job just days before the GE board made its decision.

On paper, Bolze had looked like an obvious candidate to succeed Immelt. He ran the biggest division and had helped close GE’s biggest-ever takeover, and his résumé looked like a decades-long campaign for the job. Like most ambitious GE executives, Bolze had made stops at other businesses across the conglomerate. He had run GE Healthcare’s overseas operations. He had worked out of headquarters on the deals team that did mergers and acquisitions. He had allies on the board. And Bolze had presided over enough growth in his twelve years running Power to justify a place on the short list for CEO.

But Flannery’s review of the GE Power books now raised the question of just how real that growth had been. Had Bolze thought that the condition of this business was sustainable? Did he think that the power market could come around? Or was he planning to deal with GE Power once he was GE’s CEO and not beforehand, when reporting bad news—especially to a CEO like Jeff Immelt—would have killed his chances at the top job?

Or was he unaware of the true condition of the division, hardly a forgivable offense, until it was too late? The pressure to perform inside GE is omnipresent, and missed goals can be fatal, a tradition true at all levels of the company. Even as head of the division, Bolze didn’t necessarily know how his underlings got to the finish line and it didn’t really matter. Such details are fixable at GE, but missing the financial target for your business causes irreparable damage.

In any event, with Bolze now gone, Flannery needed to get his arms around the Power business and fast. He needed Jeff Bornstein, who came along for the trip. The chief financial officer was in some respects Bolze’s opposite: short, punchy, funny, and ensconced at the top of an intracompany network of financial chiefs that pervaded every last tentacle of the corporation. Like Bolze, Bornstein was another of the finalists Flannery had beaten out to become CEO. Unlike Bolze, Bornstein had stayed on, pledging to help the new CEO get GE back into shape.

Sitting in Schenectady, surrounded by newly crunched copies of Power’s numbers, Flannery’s mind reeled. The more he dug into the numbers, the more the problems grew and worsened as they built on each other. Not only was the Power business poorly positioned for any turn that might happen in the market, but it didn’t have the cash to fix itself. To GE investors, Power seemed to have been making its numbers and putting up solid profits. But those were illusory. The accounting tricks that looked like profits were actually just borrowing from the company’s future earnings to cover up problems in the present.

Power had sold service guarantees to many of its customers that extended out for decades. By tweaking its estimate of the future cost of fulfilling those contracts, it could report boosts to its profit as needed. Flannery shook his head; he couldn’t believe that a major GE division had dug itself such a deep hole.

The world wasn’t going green overnight, but as more alternative power sources came online, natural gas turbines were used less and needed less frequent service, which was the real cash cow of the Power division.

In the coming weeks and months, demand continued to drop for gas-fired power turbines. Competition from wind and solar had been growing for years and was only getting fiercer. Meanwhile, the division was sitting on too much unsold inventory, which was just capital that the company couldn’t access without selling the equipment. And selling it wouldn’t be an option as the market continued to sour. Somehow a potentially fatal spiral in GE’s biggest business had been gathering force out of sight of GE’s generously paid board of directors and many of its top executives, save a small circle that included Bolze and Immelt himself.

Now, just weeks before becoming CEO of the General Electric Company, John Flannery sat in Schenectady watching disaster approach on the horizon. Combing through the books of the sprawling conglomerate in preparation for taking on the job of his life, Flannery looked into the biggest and most important industrial business of them all—the unit that was the reason for GE’s existence—and found a deep, empty hole where there should have been cash.

The reported profits were aspirational, if not fraudulent. And the accounting devices that had hidden this disarray from the public were beginning to fail. Thirty years into a career at America’s most iconic company, John Flannery had reached the pinnacle. But now the whole corporation was about to plunge into the abyss.

Flannery was understated, even in panic. Still, a palm upturned, an eyebrow raised, made the incoming CEO’s thought clear to anyone in the room as he turned from the charts to the financial chief he had known for two decades.

“Did you fucking know about this?”
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The Meatball


  Boston, 2019


 

THE LOGO IS one of the most identifiable in the world: a circle, white on a bed of blue, with four subtle, scalloped winglets, suggesting the blades of a midcentury tabletop fan. In the center, in a typeface that has been altered only slightly over the decades, are two entwined cursive letters: GE.

At General Electric, the corporate logo is officially known as the Monogram. The old-timers have a more affectionate name for it. They call it “the meatball.”

For more than a century, the conglomerate has stamped its distinctive logo on a dizzying range of objects that reflect the businesses that it has pioneered, acquired, or briefly dabbled in. The meatball can be found on jet engines, ultrasound scanners, wind turbines, televisions, commercial loan agreements, clock radios, toasters, nuclear reactors, lightbulbs, security systems, tubes of silicone caulk, wing-mounted rotary cannons, locomotives, and washing machines. One estimate pegged the value of the GE brand represented by the Monogram at nearly $30 billion.

Since its founding in 1892, General Electric has been more than a corporation. It has been an American institution. For decades, it was a winning lottery ticket for its hundreds of thousands of employees and a safe bet for shareholders. For its executives, it was an elite business education, and for some a path to enormous riches. GE electrified America, powered its biggest machines, and became integrated into American society as few companies ever did. It was so large that it was given the same brand of financial credit and trust as the US government itself. GE melded Thomas Edison’s workbench with J. P. Morgan’s financial might to create a juggernaut that, in powering the nation’s middle class, its military might, and its explosion of financial wealth, marched in step with the rise of modern America.

GE grew as the nation grew, managed to evolve with the times, and entered the twenty-first century stronger than ever. At its peak in 2000, General Electric was the most valuable company in America, worth almost $600 billion, and had business lines that sprawled across boundaries to touch vast swaths of life in the developed world.

GE’s industrial machinery and consumer goods electrified the power grid and lit American homes and kitchens. Its engines kept aloft American fighter jets, commercial airliners around the planet, and even Air Force One. Its lenders propped up new owners of McDonald’s franchises and leased out railcars carrying oil, grain, and lumber across North America. Its sonograms beamed images to expectant parents, its X-rays revealed broken bones, and its MRI machines scanned organs searching for cancers. Americans dashed to its refrigerators for snacks, then back to their couches to watch episodes of Seinfeld and Friends—also made by GE. General Electric was an industrial company, yet it seemed to sell everything.

Fewer than two decades later, the meatball can still be seen everywhere, but that GE is gone, if not unimaginable.

While still a massive operation with hundreds of facilities, GE’s stock is a mere fraction of its peak value. The company is no longer a media darling or an analyst favorite, its shares are no longer counted in the Dow Jones Industrial Average, and the once-generous dividend is virtually gone. A share of GE stock was once an essential component of the beginner investor’s portfolio, but is now perceived as a speculative bet; a generation ago, such a view would have bordered on market heresy.

GE’s fall was fast when measured in dollars and cents and people employed. Pensioners and retirees watched money evaporate at a time in their lives when they had no way of replacing it. Thousands of employees lost their jobs, and those who remained were left with an uncertain future. Many who weren’t laid off at first found themselves working outside the very company they had always known after GE sold off pieces of its storied history in exchange for the cash it needed just to keep itself afloat. The end of GE as we knew it, however, was set in motion long before the cards finally fell.

In one important respect, GE’s demise is more profound than can be conveyed by numbers on a stock ticker or even the deeply felt pain and disappointment of individual workers and executives and their families. The collapse of a company that taught generations of American businesses what it meant to manage well raises a major question, one that is still unresolved. Just how much of the success of the many other companies that have chased and emulated GE was real? How much was a product of their imagination—and perhaps of our own?

 


In company lore, indestructible General Electric carries the torch of Thomas Edison, the legendarily prolific inventor. It is a connection that instantly validates the company’s place in America’s proud history of lucrative ingenuity. It is also, as it happens, a beneficial association for a company that sells lightbulbs.

But GE’s birth, like its life, was more about money than about invention. Edison had very little to do with GE, which was the result of financial titans rolling up multiple early players in the electrical industry, as the technology’s development required grand scale and, more importantly, mountains of capital.

The father of the General Electric Company proper was not Thomas Edison but J. P. Morgan, who arranged the merger of dueling rivals for just this reason. The lagging financial condition of Edison’s old companies had left the great inventor with no choice but to see his former firms acquired in the deal, and with no role for himself except as a figurehead on the first GE board of directors—and a useful avatar for company public relations. But he would serve only briefly on the company’s board. Edison sold his last GE shares within years of the company’s formation, missing out on its meteoric growth, to finance failed mining experiments.

Besides frequent appearances in its marketing, the inventor’s legacy nevertheless survived in GE research culture, which institutionalized problem-solving and made invention a team pursuit. Edison’s personal presence was not nearly as critical as the inspiration he represented, which was a hugely important factor in the company’s success and its broader renown. From GE’s labs flowed decades of pathbreaking research, patents, and Nobel Prizes. From its example flowed a broader heyday of private-sector research and development in the United States as other companies sought to match the success that GE had found in funding laboratories, paying scientists, and parlaying the fruits of their research into marketable goods and machines.

The company also taught its peers about the power of public relations, influence-peddling, and mythmaking. The archly rendered city of Ilium in the novels and stories of Kurt Vonnegut was a stand-in for real-life Schenectady, New York, the incorporated home of GE, which Vonnegut knew, perhaps too well, from his days spent writing copy for internal corporate communications. Vonnegut’s brother was a GE scientist in Schenectady who successfully worked on developing methods to induce clouds to begin raining. Thwarted on antitrust grounds from participating in the dawn of the great American radio networks, GE nonetheless found its way into pop culture as a sponsor of live television in TV’s golden age. It hired celebrity pitchmen—in particular, a film actor whose career was on the wane named Ronald Reagan—to entice consumers to buy its home goods and fire up workers with enthusiasm about the world-changing innovations being driven by GE’s work. It’s a truism of modern-day Silicon Valley that every startup promises that its business aims to change the world; GE beat them all to that line by at least three-quarters of a century.

GE also led its peers into a harsher and more successful battle against organized labor and in defense of the preeminence of investors, whose demand, foremost among all other concerns, was the protection of the company share price and the dividend. It was GE’s vice president of labor and community relations, Lemuel Boulware, who instituted the company’s aggressive posture in negotiations with its blue-collar manufacturing workforce. The company’s first offer was its offer, take it or leave it. Such intransigence was so associated with GE that it became known as “Boulwarism.” And Boulware’s tutelage is widely credited, among those who knew him, with engineering the transformation of the company pitchman, Reagan, from a run-of-the-mill Hollywood back-lot Democrat into the first nationally electable politician of the American right. GE remembers, with pride, its role in creating Reagan.


The company surfed the fads of the American twentieth century, including the rise of the essential postwar form of American capitalism, the industrial conglomerate. The tentacles of the GE conglomerate branched into a seemingly unlimited number of areas of commerce, investment, communications, and influence. Investing in a share of GE was an obvious smart move to the mom-and-pop investors of twentieth-century America. The company was as trusted as a government bond, tied to a proud national inheritance of innovation, and paid a reliable dividend that had been cut only once, in the Great Depression. Indeed, the company was a sort of proxy for the American economy as a whole because, in addition to hiring brilliant engineers and managers, it employed hundreds of thousands of skilled tradesmen. If one sector stumbled, another industrial segment of GE could sustain the larger body of the company. It was conservative. It unapologetically made money. Its collapse was unimaginable.

To many investors, GE was just the right amount of boring: dependable as a utility, unlikely to skyrocket in price, and predictable.

The first signs of trouble were barely visible during the period of General Electric’s greatest, wildest success, under the leadership of the man widely seen then as the greatest business executive of his generation. He was a tough Irishman from Massachusetts. His name was Jack Welch.
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Neutron Jack

THE MOST INFLUENTIAL CEO of the twentieth century was born in the middle of the Great Depression, the son of a railroad conductor and a homemaker, neither of whom had finished high school. During the long hours when his father was away, working the trains on the Boston & Maine Railroad, the slightly built boy, John Francis Welch Jr., formed a deep bond with his sharp-tongued, ambitious mother.

It was from Grace Welch that the boy Jack picked up what would become a favorite phrase: “Don’t kid yourself,” she would bark. “That’s the way it is.”

Grace Welch taught her child self-confidence with the same style he would use as he embarked on a career in business. There were cutthroat card games at home and withering public dressing-downs, like the time she berated him in front of his school teammates for his poor sportsmanship. The result was a child brimming with self-assurance, trained for boldness, and spoiling for a chance to prove his abilities to those who might have doubted him. The small but highly competitive child ultimately became the captain of his high school ice hockey team in Salem, Massachusetts. With Grace’s ever-vigilant eye on his studies, he graduated from high school and headed off to the University of Massachusetts at Amherst to study chemical engineering. The boy kept pushing and driving, earning a master’s degree and a PhD in the same field at the University of Illinois.

He was not interested, however, in an academic career. Grace Welch’s terrier of a son would go into business. He was determined to make a name for himself and to make some money. In 1960, Jack Welch was hired by the Plastics division of General Electric Company.

Welch spoke in animated bursts, his voice high-pitched, raspy, and accented by his New England blue-collar roots. Although he had fought a persistent stammer since childhood, he brought the locker room bravado that had served him in Salem into the corporate world. For Jack, the world was divided into winners and everyone else. Confrontation was his steady state. Outside of work, he kept the macho sense of competition boiling with nonstop sports banter, golf, hard drinking, and the unending ribbing of both colleagues and rivals.

Jack Welch had a fiery soul that filled the room; former executives remembered how his blue eyes could pierce through a crowd when he had something important to say. One GE executive described him as “radiating noise and energy like a thundercloud.” Doctorate notwithstanding, he was always known simply as Jack.

From the outset, Welch carried himself with a swagger that could tilt over into bombast. Even well into his two-decade scramble up GE’s corporate ladder, Welch’s genius for leadership wasn’t always recognized by everyone. When then-CEO Reg Jones asked for a list of possible successors in the late 1970s, he was given a list that didn’t even include Welch.

Jones was the quintessential CEO in the traditional GE image: a lean, highly admired Englishman who was twice asked to join President Jimmy Carter’s cabinet. Jones was modest to the point of self-effacing. According to company lore, he had once introduced himself so circumspectly to the mayor of the city of Bridgeport, which adjoined suburban Fairfield, where Jones had moved the headquarters from New York City, that the mayor had at first thought that Jones was the manager in charge of a local Connecticut office. When Jones gently clarified, the mayor exclaimed, “You run the whole fucking company?!”

Welch, a young man in a hurry even by GE standards, had left no one with an impression that he was less important than he was. Style aside, Jones was impressed with Welch’s strategic planning, even if he lacked the polish and reserve of a typical “GE guy.” The CEO added Welch to the succession short list himself.

The company’s shares performed miserably under Jones, but he was still considered one of America’s leading business executives, both of GE and of his era. GE’s stock woes were largely explained away as stemming from macroeconomic forces outside the company’s control. What was well within the company’s power, however, was solid. GE’s revenue and profits more than doubled during Jones’s nine years as chief executive, and amid the broader economic turmoil of the late 1970s, the company maintained its steady dividend and huge base of individual stockholders.

Meanwhile, the perpetually driving Welch continued to progress upward through the executive ranks. Jones had first encountered Welch after the young man left Plastics to join GE’s strategic planning operations, a team at headquarters that laid out multiyear plans for business development, acquisitions, and streamlining of the company’s portfolio. (The unit was the pride of Jones’s operation, but Welch found it stifling.) From the planning office, Welch was promoted again, to run GE’s consumer products business, churning out radios and toasters for the American mass market.

The consumer products job turned out to be only a stepping-stone. In just twenty years, Jack Welch was named the ninth chief executive officer in the history of GE.

When he got the top job, Welch was intent on eliminating bureaucracy in order to reduce excess costs. Welch was implementing and expounding the corporate philosophies that would define the 1980s and ’90s and make him a corporate celebrity. Welch’s core mission was to attack complexity, ripping out layers of bureaucracy that had built up inside the company and making the massive company more nimble. Welch would do his best to kill anything that slowed GE down.

Strategy meetings and reviews in the pre-Welch years were structured, daylong affairs, dominated by huge binders and projections for the next two decades, one GE executive recalled. Welch saw these as hopelessly lumbering exercises in a fast-changing economy that required constant updating, refining, and shifting the portfolio of businesses, products, and people. Executives like Jones had seen five-year plans for industrial businesses as conservative and essential planning tools, given the amount of investment required to develop new products and bring them to market. Welch called them “bullshit.”

Welch shunned the extensive planning and shrank the team. He pushed decision-making down to the individual businesses but kept a sharp eye on the specifics of each operation. He pushed middle managers to stop writing long memos and to lose their thick planning books. “I don’t want planning. I want plans,” he would say. Welch’s defenders said that he had an uncanny ability to marshal detailed information from deep within GE’s business lines, even as he kept an eye on the larger forces that were changing the face of global business, like outsourcing, trade policy, and the rise of Japan.

Executive teams were tasked with finding and removing layers of management. During one visit to the GE Aviation facility in Lynn, Massachusetts, Welch chatted with workers in the plant’s boiler room, where he learned that the operation of the boiler room was supervised by four layers of management, a shocking discovery. That was just the sort of complexity that Welch was determined to carve out of the company.

He proselytized the new GE religion: every business should be either first or second among its competitors. Welch sold major businesses that had been central to GE’s history, putting an end to the era of GE selling TVs and toasters. And he moved aggressively into new fields in search of profits, including a $6.5 billion acquisition of RCA Corporation, owner of NBC, in 1986.

The RCA deal was a huge dive into the media world that would be almost unthinkable today. The benefit of owning companies in disparate businesses would have been questioned in any era, because of the divergent skills required to churn out heavy-duty machinery in one unit and top television sitcoms in another. That diversity is even less favored today, thanks to the rise of activist investors and Wall Street’s general consensus that focused businesses have higher value.

The shares of conglomerates inherently trade at a discount off the sum of their individual units, but the company’s diverse set of businesses and better access to capital theoretically offer protection from volatility. In the age of cheap online trades, managed funds, and index funds, however, the so-called conglomerate discount is no longer worth it.

Under Welch, GE was changing rapidly. He famously gave a speech in his first year as CEO titled “Growing Fast in a Slow-Growth Economy.” With the power of the GE brand providing credibility to his strategy, the new CEO oversaw almost one thousand acquisitions, or about four deals a month over his two decades, with a value topping $130 billion.

By 1985, with only five years on the job, Welch had spent more than $8 billion to overhaul factories for robotics and automation. He had also seized on an important new source of profit: the financial services unit then known as GE Credit Corporation. Welch spent $10 billion at GECC, buying up property and business equipment that GECC then leased out to other companies.

It was the beginning of the assembly of one of the greatest profit engines in the history of the company, a vast portfolio of business units and properties all designed to use GE’s immense, solid balance sheet not just to finance goods so its customers could buy them but to pursue financial profits for their own sake. Welch’s greatest innovation, as great as his much-advertised embrace of management training and efficiency, was this embrace of finance. It would change the makeup of the company and alter its fate. By 1985, financial services made up one-sixth of GE’s annual profits—a marked jump from when Welch first took the reins and financial services accounted for about 7 percent of GE’s profits, the same level it had stayed at for much of the 1970s. As early as the mid-1980s, GE’s lending operation had become as large as some of the largest US financial services firms.

At its height, GE Capital produced more than half of GE’s total profits. The most famous industrial company in America had essentially become one of its largest and most inscrutable banks.

 


To Welch and his acolytes, the proof of his methods’ glorious success was in the numbers. But the glory came at great human cost. Welch famously slashed jobs wherever possible, which created tension in a company where many workers had assumed for years that they would be GE employees for life. He slashed more than 100,000 jobs in the 1980s, one-fourth of the entire workforce of General Electric, and he moved tens of thousands of other jobs overseas, where there were no unions and labor was cheap. Critics questioned whether Welch had any other management strategy than slashing costs and worried about the fallout from the dismal employee morale.

Unions and other opponents started calling him “Neutron Jack” because he removed the people while the buildings were left standing. Welch hated the nickname, but over the years, despite his fame as a CEO, that nickname has stuck to him.

Another famous and controversial tactic—often called “rank-and-yank”—forced managers to come up with an annual ranking of the performance of their workers. The bottom 10 percent would be put on notice, and if they didn’t improve, they were fired. The constant pressure from this kind of tactic only added to employee tension.

Rank-and-yank worked well for GE’s acquisitions, providing a formula for trimming fat and squeezing profits out of the operations. But some managers didn’t see it as helpful, especially after it had been used for a few years and some competent employees were ending up in the bottom 10 percent. You can trim fat only for so long. Also, some thought that the policy made workers fight each other for survival and inhibited managers’ ability to bring their workers together to operate as a team for the good of the company. One manager tried to subvert the system by putting an employee who’d recently died in the bottom 10 percent of the ranking list in order to save another employee’s job.

The company depended on its workforce as a competitive advantage, Welch argued, and keeping performance in line was an unending struggle. The GE management machine had effectively institutionalized a way for managers to overcome the natural reluctance of employees to improve on poor performance.

All of this made Wall Street happy. GE’s stock soared under Welch right from the beginning and would split five times in his time as CEO. Unlike Jones before him and Immelt after, Welch was leading GE into one of the biggest business booms in history.

Some of Welch’s critics see the country’s economic prosperity as the major reason for his strategy’s success. His supporters scoff at this, giving Welch full credit for GE’s booming decade, and some even argue that GE’s success actually fueled the concurrent expansion.

Workers came around to liking Welch for good reason: the stock kept rising. From 1980 to 2000, GE’s earnings rose to $12.7 billion from $1.5 billion, while revenue more than quintupled, rising to $129.9 billion. The stock price rose more than forty times its value in the period.

Around him, the conglomerates of Welch’s youth were collapsing, falling out of favor not just with investors but with the broader movements in American culture. The old behemoths of the 1960s and ’70s were seen as unwieldy, even arrogant, in their composition, which was too broad, too slow, and too big.

GE managed to thrive in a world where its peers couldn’t survive. Giant conglomerates, like GE’s historical rival Westinghouse Corporation, were fading away, and others, like AT&T, were under siege by increased competition or government regulation. GE’s success only reinforced its dogma: it was the exception to the rule because of its people, culture, and tradition. The idea of breaking up GE in the Welch years was mostly seen as absurd. As long as GE could continue its long trend of hitting earnings targets and beating expectations, the company and Welch would operate with an unofficial exemption from the law of the marketplace: the right to be the last of the great old conglomerates.

Welch’s returns also helped investors look past the Welch-era entanglements that didn’t fit with GE’s self-congratulatory narratives. The negative revelations began in the 1980s. Those black eyes included GE’s 1985 guilty plea to the charge of submitting time cards for too much overtime on government contracts and a 1994 bond-trading scandal at Kidder Peabody & Company, the investment banking firm GE had acquired to boost its financial business.

Under Welch, the company was also beginning to confront ugly legacies of the past, especially the pollution it had left behind over the decades at its factories. Years of environmental activism had finally yielded laws and regulations that would require major polluters like GE to begin figuring out how to carry out massive environmental restoration projects—and preparing to pay for them.

Welch fought this work bitterly, saving a special measure of scorn for the US Environmental Protection Agency (EPA), which was pressing GE to help remove more than a million pounds of polychlorinated biphenyls, or PCBs, that GE had dumped into New York’s Hudson River over the years. The dumping had once been legal, but the chemicals were banned in 1977 and were considered likely to cause cancer by the time Welch took over as CEO. Still, under Welch, the company fought hard to avoid having to pay to dredge the chemicals from the river bottom, whipping up public opposition in the small factory towns along the Hudson where the dredging would occur. Welch was livid, and he challenged the notion that the chemicals were even harmful. Either way, he insisted, the rushing current of the Hudson was strong enough that the river would clean itself.

Welch became a brand of his own as Wall Street, and to some extent even Main Street, swooned before his success and the style that brought it. He became famous for his straight talk and confrontational approach while encouraging others to bring the same to him. As his career progressed and GE’s stellar performance continued, it became harder to challenge his burning will.

Jack Welch was a bona-fide celebrity. He was treated like a star at shareholder meetings, where he would be asked to autograph the company’s annual reports for adoring investors.

These years birthed the Jack Welch myth. The company’s financial results were presented as proof of Welch’s brilliance and his extraordinary will. They also served as evidence that GE had somehow transformed the day-to-day tasks of managing a business into something resembling a hard science.

By the mid-1990s, GE and Welch were constantly venerated by the media and the financial community, and substantial pushback was rare on almost any front. Critics on Wall Street were aggressively pursued as research and published reports produced scathing formal responses from GE’s investor relations department. Executives from other companies made pilgrimages to GE’s management training center at Crotonville to see firsthand a little of the internal corporate training for which Welch’s company had become famous. Workouts and team-building exercises, merciless dissections of business pitches, beer-soaked, chauvinistic hijinks in the after-hours—all these features of the training helped create a whole generation of leaders forged in Welch’s own image (the favored ones anyway).

The oversight role of the board was minimal. After all, Welch’s meteoric success provided very little for the board to complain about. Being appointed to GE’s board was already seen as a prestigious accomplishment and considered an honor for leaders, business titans, and other powerful people.

The board had largely followed the chairman’s lead. One newcomer to the board under Welch was surprised by the CEO’s command of the boardroom and the sparse debate among the group. Confused by how the meeting transpired, the new director asked a more senior colleague afterward, “What is the role of a GE board member?”

“Applause,” the older director answered.

With a titanic image came ego and overreach. Welch had served nearly twenty years as CEO and was deep into the process of choosing a fitting successor when he rashly decided to delay his retirement and stick around to try to buy Honeywell, a rival industrial company. But this deal was a step too far—Welch’s motivation for the deal was preventing Honeywell’s planned merger with United Technologies, which was a major GE competitor in the jet engine market.

What seemed to Welch a perfect capstone for his tenure struck European regulators as a brash and dangerous consolidation. The Europeans also proved far less susceptible to Welch’s rough charm than the pundits and politicians in the United States. Welch seethed when he learned that this was an impasse he wouldn’t be able to break. Despite GE’s strenuous arguments, EU regulators blocked the deal.

The winds were shifting on Welch. GE’s share price had soared for years, making it, for a time, the world’s most valuable company. But now, in the CEO’s final eighteen months, the share price fell 33 percent. Even as Welch drove a succession process that winnowed the ranks of his possible replacements, a reckoning was coming for the company.

Was the company—was Welch—really worth what they said?

Like his predecessor, Welch started the process to find the next CEO years before he intended to retire. He often said that his legacy would be determined by his successor, so the decision on his replacement was the most important of his career.

He wanted to take a different approach to the hunt. When he was striving to get the top job, Welch had been forced to compete in a brutal battle with two other executives while they all worked in GE’s Connecticut headquarters. The candidates were each named a vice chairman of the company, with the understanding that one of them would get the job and the others would remain at the company in their prestigious posts. (One of them, Edward Hood, stayed on as vice chairman with Welch until 1993.)

Jack knew that his top managers were prized throughout the corporate world. In his mind, his top talent was so good that they were better off running other large companies. In some ways, the public battle royal would simply market his best leaders for their next jobs, elevating their stature along with GE’s and Welch’s.

The company put together a list of twenty-four candidates in 1994 and whittled it down over the years. Some of those passed over would have successful careers at other companies, including Dave Cote at Honeywell and Dave Calhoun at Nielsen, Blackstone, and Boeing.

The process involved the board, although Welch was naturally in the driver’s seat. The board, a group who had been handpicked by Welch over the years and seldom offered resistance in the later years of his rule, went to great lengths to conceal the candidates from the public. The directors spent time with all the contenders, both with and without Welch. He worked hard to get the directors exposed to the candidates, setting up golf pairings and arranging events where he meticulously chose the seating himself.

The list was cut to eight by 1997 and then pared down to only three by 2000, when the company signaled who was on its short list by placing chief operating officers, a position that didn’t exist in other GE businesses, under each of the candidates.

The three were Bob Nardelli, who ran the Power business; Jim McNerney, head of jet engines; and the youngest, an ebullient sales whiz who ran GE Healthcare and was widely seen as the front-runner, Jeff Immelt.
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Big Jeff

A DRIVEN, YOUNG JEFF Immelt was cruising along in the GE Plastics division in the late 1980s, wondering about his path to promotion, when an unlikely opportunity emerged. Over in the venerable Appliances business, the fridge compressors suddenly started blowing up.

As Japanese competition had begun to cut into GE’s dominant position in the appliance market, GE managers had the idea to use a new device for its refrigerator compressors. The new part, essentially the engine under the hood of a refrigerator, used a rotary design rather than the traditional piston-driven unit.

The change would cut energy consumption and save customers money, just as the import models claimed to, while also creating more room inside the fridge itself. The move was revolutionary, but GE designers were confident. A similar design was already being used inside the company’s air conditioners. The Appliances unit then skipped the usual field testing and rushed the new design into production, packing years of normal product preparation into a few months.

The new fridge was a huge success. But then the compressors started failing.

Not just here and there either. Under the right conditions, the critical component of GE’s new refrigerators was giving out within months. Panicked engineers now said two-thirds of the machines they had sold would fail within a year and a half.

The Appliances managers had sold Welch on their new rotary compressor design and even won the funding to build a new factory. Faced with the prospect of telling their tempestuous CEO that the new product was a disaster, the managers chose another route. They massaged the numbers. A new plot of the failure data showed that the failures weren’t likely to reach critical mass until most of the fridges were out of warranty.

It wasn’t much of a cover-up, and in truth, it didn’t work. Discovering the problem, Welch fired the entire Appliances team. The refrigerators, he decreed, would be fixed, even if that meant a massive recall. Welch had an ambitious executive in mind to lead the charge: Jeff Immelt.

Immelt had been managing a few hundred sales and marketing people at GE Plastics. At Welch’s order, Immelt relocated to Louisville, home of GE’s massive Appliance Park factory complex, where he tried to convince seven thousand workers that they could swiftly fix the faulty compressors in more than a million refrigerators that were already out in people’s kitchens.

Immelt led by diving in. He learned from engineers at Appliance Park how to make the compressor change himself. When the trucks with service crews rolled out of the gates to make repairs, Immelt was often riding along. Soon enough, the young hotshot executive on loan from Plastics was on his hands and knees in customers’ kitchens, alongside the repair techs, helping to fix the flawed design, one balky fridge at a time.

Repairing a million brand-new refrigerators for angry customers was not a recipe for great quarterly earnings. The solution was expensive and time-consuming, and it required regular pilgrimages back to Welch to share with him the grim details of how long it was taking and how much it was costing. Still, Immelt had passed the test. He had been the right man to solve the problem.

Immelt’s reward, at first, was a return ticket to his old job at Plastics. But Immelt knew that passing a crucial Welch management test put him on track for a promotion. Soon enough, it came: a promotion to a new post running the entire Americas operation for GE Plastics, a $6 billion business. Jeff Immelt was getting his shot at the big time.

 


Immelt was born on February 19, 1956, in Cincinnati. His mother, Donna, was a schoolteacher, and his father spent almost forty years at GE, eventually managing a portion of the Aviation business, which is still based near Immelt’s hometown.

His older brother Stephen blazed the trail for Jeff to follow. He was captain of the football team at Finneytown High School and president of the student council. Four years younger, Jeff would also captain the football team, as well as the basketball team.

Coming from blue-collar roots, their parents taught the boys to solve their own problems, to lead and not be victims, to “think big” and be comfortable in their own skins.

Jeff went to Dartmouth, where he played football and graduated in 1978 with degrees in applied mathematics and economics. He was president of his fraternity and worked in a Ford plant at home over the summers.

Like so many aspiring businessmen at the time, he went to work at consumer products giant Procter & Gamble, where he shared a cubicle with the future Microsoft CEO Steve Ballmer. Immelt would later tell stories of goofing off with Ballmer on the job. Immelt’s next stop was Harvard Business School, but then, after graduating in 1982, he turned down a job on Wall Street with Morgan Stanley.

Instead of Wall Street, Immelt was intent on following in his father’s footsteps and working for GE. It was a sound choice. GE ensured a prosperous career for workers who landed a job there. The salary and benefits were so good that some workers called it “Generous Electric.”

Now, entering the 1990s, Immelt was on a well-trod path upward through the company, regularly changing jobs and assignments, mostly within the Plastics division. He felt that such moves put him in a position where the powerful Human Resources Department could get a sense of his strengths and weaknesses. Meanwhile, his personal and professional lives were melding, as so often happened at the company. Arriving in Dallas for a stint as a regional sales manager for Plastics, Immelt had encountered a colleague named Andrea Allen. The ensuing romance survived her departure for Chicago, and the couple eventually married. Andy would eventually quit GE to become a homemaker when the couple’s only child was born.

Immelt himself was on the road. He spent twelve-hour days at work and 60 percent of his time traveling, squeezing in parental duties on fiercely guarded weekends and evenings. Immelt was a salesman. Whereas Welch traveled to walk GE’s factory floors, Jeff Immelt knew that his strength was being on the road to sell.

Immelt was enthusiastic and theatrical. Colleagues marveled at his backslapping charm, all football metaphors and eager smiles. He had been known to drop to one knee in mock pleading to seal a deal.

He hurled himself with equal abandon into the team-building exercises and the retreats through which GE, under Welch’s tutelage, tried to forge cooperation among its far-flung executives. It was at these same events that the company usually scouted for leaders.

So there was Immelt, burly and towering over the others, in a yellow life jacket and blue bandanna on Hurricane Island, in the fog and frigid waters of Maine’s Penobscot Bay. In a GE-sponsored visit to Outward Bound, teams were competing over a single long weekend, building rafts out of wood and barrels and downing green bottles of imported beer at day’s end. Immelt, the brawny former lineman, was the biggest man on his team’s raft, and some of his teammates credited him with naming the group as well: the eight-man band would be called El Pulpo, after the eight tentacles of an octopus.

In the middle of one sailboat race, in which the team was losing right from the start, the crew of El Pulpo tried augmenting their pace with oars. Cooped up in the long Hurricane Island boat and subjected to one too many splashes from Immelt’s crabbed oar, a company labor negotiator named Dennis Rocheleau finally snapped.

“You splash me one more time, I’m going to stick that oar so far up your ass your tonsils will pop out,” Rocheleau hollered at Immelt as the other occupants of the boat stared in disbelief. Immelt leapt to his feet, the boat rocking as he jutted his chin into Rocheleau’s face before the two of them were separated. This was just the fiery vibe that Welch liked—an ability to clash fiercely in competition, only to relax again over beers at the end of the day. The altercation showed the traits that had put Immelt on Welch’s list of rising young bulls in management who wouldn’t back down from a challenge.

A few days later, Rocheleau walked away from a long climb up the face of a granite quarry, sputtering and fuming at the exercise, only to stumble upon Immelt, who had taken the long way and become lightly stuck in a crevice. The future boss, scraped and bloody in a white tracksuit, was caught between some jagged rocks. Rocheleau offered him a hand to help him out. Jeff Immelt refused.

 


Running a manufacturing operation was a new experience for Immelt, and he had a lot to learn. He came to the new post in the Plastics division in 1994, the year he often points to when describing his education as an executive. That’s because he came close to getting fired.

What exactly happened in that time is controversial. As Immelt tells it, the division was caught in a squeeze as its raw material costs rose, crunching profits because it was locked into fixed-price contracts. Profits that were targeted to grow 20 percent rose by only 7 percent, and Immelt missed his goal by $50 million.

When GE’s annual leadership meeting in Boca Raton came around in early 1995, Immelt worked hard to avoid the boss, who would inevitably confront his underling about his poor performance. Instead of boozy nights and golf-filled days, Immelt made sure to slink into dinner late and then went up to bed early. On the last night, as he snuck off to the elevator, a firm hand landed on his shoulder. There was no question that Welch had found him.

“Jeff, I’m your biggest fan, but you just had the worst year in the company,” Welch told him, as both men have separately recalled. “Just the worst year. I love you, and I know you can do better. But I’m going to take you out if you can’t get it fixed.”

Immelt might have failed at avoiding the boss, but persuasion was his real strength. He told Welch what he wanted to hear.

“If the results aren’t where they should be, you won’t have to fire me,” he told Welch, “because I’m going to leave on my own.”

Welch’s wasn’t an idle threat. Dave Cote, another young executive phenom who was the same age as Immelt, had lost his shot at replacing Welch because he wasn’t making his numbers when running the Appliances business.

As with most things at GE, it was more complicated than it first appeared. When Immelt took over the Plastics operation, the previous management hadn’t been playing it straight. Under pressure from Welch, the division had stretched to make its numbers, including misreporting inventory figures to reduce the cost of goods sold. Fudging the numbers about the size of the inventory gave an artificial boost to the division’s earnings, making it appear to have made the numbers Welch demanded.

The problem stemmed not from any single action but from the practices of accountants on staff at the dozen or so plants in the division. They’d reported their numbers by working backward: starting with a profit target and then working out what their sales figures would have to show to get there, rather than simply running the business and reporting their results to headquarters every three months.

 


Immelt didn’t have a chief financial officer helping him in his first few months running the Plastics unit. Unfamiliar with the intricacies of the business, it was months before he understood the inventory tricks that the business had been playing to hit its targets. When Immelt did comprehend what was happening, he faced an immediate dilemma. There was pressure from above to not make waves over the issue, and coming clean to headquarters about Plastics sending them faulty financial results could dent Immelt’s image as a gifted manager, just as he was trying to establish his presence as a rising force in the corporation.

Immelt figured that if he had managed to get a million refrigerators repaired, he certainly could work his way out of this fix. So he swallowed the problem himself. It wasn’t just the flawed accounting that Immelt would have to find a way to quietly set right. For a GE executive, few things mattered more than financial projections—the size of the increase in sales and profits that the executive would commit to making for the company in the next quarter, or over the next year. Because his division had been gaming numbers to make their results look better than they were, Immelt was going to have to come up with two years’ worth of strong earnings in half that time just to keep pace with the targets that Plastics was already projected to hit.

The stress was overwhelming for Immelt as he dealt with this demonstration of how Welch’s numbers-obsessed culture could go wrong. Welch would argue that he pushed his underlings to produce results, not fraud. But even if the CEO didn’t bend the rules himself, Welch cultivated an environment of pressure that incentivized people to do just that. And his rough discipline also discouraged executives like Immelt from coming clean about their actual results once they recognized that they were in deep trouble. To do so might have been the more honest approach, but it also almost certainly would have blunted, if not ended, an ascendant career. If you couldn’t do the job and hit your targets, they all knew, Jack would get someone else who could.

Rather than clean up the books of the previous management, Immelt pressed ahead under the old projections—and promptly missed his numbers. It was a black mark, but ultimately just a hiccup, not the career-altering detour it could have been had Immelt reported that the numbers in Plastics had been fudged for years. Instead, the explanation was mundane: rising costs of raw materials had reduced GE’s profits on contracts whose prices were fixed. Immelt lived to fight on.

The flip side of Immelt’s jock-like salesman bravado was his aggressiveness, which almost triggered another disaster. Trying to boost the numbers from his division, Immelt pushed General Motors hard for a price increase on the plastic materials that GE supplied for GM cars. When Immelt and a GM executive nearly came to blows over the price dispute during a meeting at a restaurant, the young executive’s desire for standout numbers almost destroyed GE’s relationship with a vitally important customer. The relationship held, however, and Immelt, as was his way, laughed off the incident. The path he took had been messy, but the result was right. He told everyone who would listen that his priorities had been fully realigned by his time at Plastics. Immelt would never again overlook the minor details that went into making his company’s numbers.

Welch was forgiving of mistakes and knew what it was like to be in the hot seat. Early in his career in the same Plastics division in Pittsfield, Massachusetts, Welch was in charge of setting up the large-scale production of a new product. While a pilot facility was being set up, the main tank exploded and literally blew a hole in the roof.

When he was called to headquarters to explain himself, Welch was figuring that he might be fired, so he was surprised when his boss expressed more interest in learning about what went wrong and how they could fix it. Welch would say that he learned from this episode that it accomplishes nothing to step on the neck of someone who is already down. Despite his reputation for ruthlessness, Welch wasn’t heartless; he understood that a good coach knows when to keep his mouth shut and let the lesson be taught on the field.


And out on the field, Immelt was learning plenty. The young executive was now running the GE Plastics operations in North and South America. In the Americas, the company had factories on the ground that made all the basic materials it needed to manufacture its products, which were mostly plastic pellets for molding into different forms. Immelt’s counterpart in Europe did the same, relying on GE factories in France and the United Kingdom, but the Asian operation didn’t produce what it needed and instead purchased supplies from the other regions. In the organizational wrinkles of such arrangements, opportunities for ambitious salesmen were born.

Similarly, a transfer of GE Plastics components from the Americas division to Asia didn’t bring any actual money into the company. But accounting was accounting, and on the company’s ledgers those transfers were registered as sales at the regional level. Near the end of some fiscal quarters, the phone on the desk of another talented young GE executive, John Rice, who headed the Asia-Pacific division in Singapore, would sometimes ring. Without fail, on the other end was Jeff Immelt, asking for a favor. Just a few internal orders would be enough to help Immelt beat his earnings targets and keep him on the ascent toward an even bigger position.
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The Race

AS THE SUCCESSION race for Welch’s job heated up, the finalists were put into new positions to audition. To present him with another test of his ability to run a major business, Immelt was named CEO of GE Medical Systems. The business was a core part of the conglomerate and a market leader in CT scanners, MRI machines, and other medical equipment and supplies. For Jeff Immelt, it meant a move to Waukesha, Wisconsin, just a few miles west of Milwaukee. There he would manage twenty thousand workers—four times his workforce at Plastics.

To some, Immelt was the shoo-in for the job. He had the edge that Welch loved so much, exuding self-confidence in his ability to complete any task. This was the swagger that Welch cherished. Immelt carried himself like a winner.

Immelt flexed his sales and marketing muscles in the new job, but he also went deeper. He plowed money into developing new products, always with the goal of expanding GE’s capacity to sell service contracts that would keep the equipment running for years. Selling massive machines to hospitals and clinics was the mission, but the real money came from long-term service, which provided a steady stream of predictable revenue and also kept the sales team engaged with their customers. For a salesperson, just getting time in front of a customer can be a major challenge. When customers know you by your first name, the company’s thinking went, it becomes a lot harder for
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