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For Mae and Louise,

and in memory of Thomas E. O’Boyle




Turning and turning in the widening gyre
The falcon cannot hear the falconer;
Things fall apart; the centre cannot hold;
Mere anarchy is loosed upon the world,
The blood-dimmed tide is loosed, and everywhere
The ceremony of innocence is drowned;
The best lack all conviction, while the worst
Are full of passionate intensity.

William Butler Yeats,
The Second Coming
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AUTHOR’S NOTE

The General Electric Company is without doubt one of the most fascinating and important institutions in twentieth-century American society, and I have been fortunate to have had the cooperation of hundreds of people in my investigation of it. Regrettably, however, Jack Welch and a number of other company executives were unwilling to be interviewed. I have made a serious effort to gain Mr. Welch’s input, to give him and those others an opportunity to respond regarding the issues and concerns raised in this book, but my requests have been unavailing. Instead, I was referred to GE’s Corporate Public Relations office, which to a responsible journalist is not the same as conducting an in-depth interview. Regardless, I have continued to refine the book’s content and to investigate and verify the facts. I have done everything in my power to write a balanced and fair account of General Electric, gathering information and viewpoints from as many sources as possible. I have spoken to those who are fans of GE and Mr. Welch, and those who are not.
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PROLOGUE

JEFF DEPEW HAD THE JOB of a lifetime. The General Electric Company, America’s most prestigious and profitable corporation, had sent Depew to Japan as its overseas emissary to run a subsidiary that sold $100 million worth of electrical goods annually in Asia and the South Pacific. He was a thirty-something executive, president of GE Electrical Distribution and Control Asia/Pacific Limited, negotiating deals with people twice his age. A fast-track workaholic in a corporation with hundreds of fast-track workaholics, he was in the express lane, having raced through eleven jobs in nine years. Each new job had brought more money, more status, more responsibility, more deals to be done.

Depew’s personal and professional lives had blended into a big blur. He could no longer tell where one began and the other ended; his ex-wife had said more times than he cared to recall, “Jeff, you’re married to GE, not to me.” Depew couldn’t disagree because he was devoted to his job and because he loved it. He got a jolt out of working for General Electric, and the man reputed to be the greatest dealmaker in American business, Jack Welch. Depew loved the shooting highs he got from making deals. It may be hard to imagine anything less glamorous than the prosaic electrical products that Electrical Distribution and Control made, but ED&C, as it was called, had the same deep appeal common to all of GE’s businesses—the opportunity to execute bold strategies and global alliances. Depew was a geopoliticist, and making deals appealed to his sense of international intrigue and high adventure. He loved the strategizing, the finessing, the give-and-take. To him, doing deals was an art form, like kabuki or bonsai, and doing them in Japan was even more artful.

Depew was the type of executive who made Jack Welch smile: smart, aggressive, confident, young. He had been hired in 1981, the same year Welch was elevated to CEO and began the most systematic program of change ever attempted in corporate America. Depew was anointed as an acolyte, a high achiever, and a survivor as well. He went through management boot camp with five other MBAs, all graduates of Harvard, Stanford, Northwestern, or other top business schools. The other five were gone from GE within a few years, leaving only Depew, who personified the youth movement that Welch had initiated. Old-timers, those presumed incapable of change, were sacked in favor of upstarts like Depew, who were handed unheard-of opportunities to reshape GE. Depew climbed to the executive rung in just five years, then to the senior executive rung in four more, winning Welch’s praise and approval with each successive promotion. The next rungs, vice president and then corporate officer, were inevitable. Welch made the climb worthwhile—as president of a GE subsidiary, Depew had a salary of $123,000 a year, and with the performance bonuses, deferred compensation, stock option plans and other perks, his annual compensation easily surpassed $500,000, putting him among the four hundred or so most highly compensated executives in the company. The amenities weren’t bad either: membership in the exclusive Tokyo Birdie Club, a chauffeured Lexus LS400, and housing in a fully subsidized, fully furnished apartment. But an even bigger reward was the ability to exercise power, at a much earlier age than was typical in the best companies of corporate America.

The deal that consumed Depew in the spring and summer of 1991 was the biggest of his ten-year career at GE. It was very important to General Electric because its Electrical Distribution and Control division was in trouble. For more than a century GE had been the leading manufacturer of basic electrical goods like control panels and circuit breakers, the dominant player in the dominant market, America. By the late 1980s, however, the business was changing. Global dominance was now the ticket to success, and ED&C had very little global presence. The number-one player in the world, France’s Groupe Schneider, had bought out several American players to establish a preeminent position in the U.S. market, while GE flailed about trying to find a coherent strategy that would fend off its French rival. GE had executed several small transactions in Europe, and it had also established a joint sales venture with Fuji to sell products in Japan. Neither initiative had been successful. Larry Bossidy, the then vice chairman, had given Depew specific instructions to cultivate a relationship with Mitsubishi Electric, one of Japan’s premier electrical equipment manufacturers and a Fuji rival. Depew’s mission was clear: to improve radically GE’s position in Japan. “Success in this assignment will position you well for continued career growth when you return to the U.S.,” ED&C president Stephen Rabinowitz had written in the August 1990 letter offering Depew the promotion. And Mitsubishi seemed to be the path to success.

In a society where business relationships were feudal, Mitsubishi was a leading samurai. Although Mitsubishi Electric was only about half the size of General Electric, whose $60 billion in annual revenue at that time equaled the entire economic output of the state of Israel, the Mitsubishi “family” in its totality dwarfed GE. Mitsubishi was one of the giant keiretsu that controlled Japan, Inc. Through its cross-holdings in other companies, the Mitsubishi family held stakes in about fifty other enterprises, a diverse collection of businesses that included Mitsubishi Bank, Nikon cameras, and Kirin beer. Depew had successfully navigated the treacherous waters of the Mitsubishi keiretsu, and had met with his counterparts dozens of times, making great strides in winning their trust. After only six months in Japan, Depew was told by one Mitsubishi associate that he ought to find a Japanese wife. It was a high compliment, a sign that he had won a level of acceptance accorded to few gaijin.

What Depew envisioned was a “quantum leap,” GE jargon for the type of deal that typically gets Welch excited. The proposed merger would take the better part of a year to consummate and would combine GE’s and Mitsubishi’s ED&C businesses into one entity, a dominating world player with combined annual sales of $3.5 billion. As the discussions with Mitsubishi progressed, Depew became convinced the deal made strategic and economic sense, and that both companies had enormous incentive to make it work. The combined company could be the world leader in six of the eight product lines Depew and his colleagues evaluated, and the deal would also allow GE to establish a relationship with the Mitsubishi keiretsu. Tapping into that powerful network could spawn lucrative relationships elsewhere. Depew saw the potential synergy, and he convinced Paolo Fresco, Welch’s right-hand man on international matters (now chairman of the Italian automaker Fiat), that the initial gambit should involve ED&C, with many GE divisions to follow once the alliance had been established. Rabinowitz, Depew’s boss, visited Japan several times for talks with Mitsubishi counterparts, as did several other division vice presidents. Rabinowitz, Depew, and Fresco agreed that sufficient progress had been made; it was now time to bring together the two top men, Welch of GE and Moriya Shiiki of Mitsubishi, for a brief get-acquainted session during Welch’s trip to Japan in September 1991.

The day before their get-together, Welch met with the presidents of each of GE’s Japanese subsidiaries for an operations review at the Okura Hotel in Tokyo. A presentation by Depew lasted forty minutes, and dealt exclusively with the Mitsubishi talks. He gave Welch a detailed analysis of how they had progressed, and what still needed to be done. While all the details hadn’t been agreed upon yet, and wouldn’t be for at least five months, everything looked great, Depew told Welch, who was excited, and anxious to proceed. Depew left the Okura confident that he and Welch were at one in their thinking.

The envisioned meeting was a standard protocol session, part of the mating dance that preceded every big merger. Welch knew the protocol of mergers and acquisitions. Back in November 1985, during his first meeting with RCA chairman Thornton Bradshaw, Welch had studiously avoided discussion of the matter that was uppermost in his mind—his desire to buy RCA. It was bad form to appear too eager. The forty-five-minute session at the Park Avenue apartment of matchmaker Felix Rohatyn, the prominent New York investment banker and now U.S. Ambassador to France, was kept strictly to a general discussion of consumer electronics, U.S. competitiveness, and the Japanese. At their next session a month later, Welch popped the question, and the historic marriage of RCA and GE was officially consummated shortly thereafter.

The meeting of Welch and Shiiki was supposed to proceed the same way—exchange a few pleasantries, pronounce their mutual respect and admiration for each other, and exit. It was still too early to get into details; those would be ironed out in subsequent sessions by the due-diligence teams that were being assembled. The only hint Depew had that Welch intended to advance a different agenda came during the limo ride to Mitsubishi headquarters in central Tokyo. Welch said cryptically, “We can do this faster.” Depew dismissed the comment, not understanding the portent it represented for the deal, and, ultimately, for himself.

Arriving at the Mitsubishi building, the GE contingent—Welch, Fresco, Depew, and two other executives, one of whom served as interpreter—was escorted to a seventh-floor meeting room, where Shiiki and a complement of five associates were waiting. Depew had met Shiiki once before but had forgotten how tall he was for a Japanese. Towering over Welch, who stands five feet eight inches tall, Shiiki was the epitome of the Japanese executive persona—dignified, elegant, smooth, very much in control. Welch was also looking good. Depew always admired his spit-and-polish on appropriate occasions. There was a certain elegance about Welch: the solid silk handkerchief that perfectly matched his tie, the slim, elegant black watchband and face with white minute hands, distinctive yet subtle. There was a sleek exterior covering a cauldron of fiery emotions that stirred within his compact yet powerful frame. As Welch and Shiiki exchanged business cards, the setting seemed perfect. All systems were go. They began with a profuse exchange of thanks and the expected expressions of mutual admiration. Seated directly across from Shiiki, Welch quickly concluded the pleasantries and moved to the end of his chair. “It looks like we have a great opportunity here,” he began, speaking through an interpreter. “We’ve seen your facilities, and we’ve been very impressed with them.”

Welch reviewed for Shiiki why the deal looked so attractive—the product lines looked good, the cultures looked good, everything seemed to be a perfect fit. It would be an important combination, one that would allow both GE and Mitsubishi to smash Schneider. Shiiki nodded his head in agreement. “In the past,” Welch continued, “we’ve tried to do deals with big Japanese companies—Hitachi, Toshiba—and we’ve had troubles. Maybe in this instance we can make two elephants dance. But you have a big bureaucracy, and we have a big bureaucracy. So let’s not let the bureaucracies get in the way. Let’s agree to do this deal right now.”

Depew’s jaw dropped. The full significance of the limo comment suddenly became clear to him, like a baseball bat across his forehead. He tried to keep cool, not allowing the Japanese to see the rush of emotions that were exploding inside him. Welch had crossed the protocol line. Maybe he could have gotten away with it in America, but not in Japan, where protocol is religiously observed. You didn’t ignore a business card when it was offered, and you didn’t push for an immediate commitment when negotiating with the Japanese—and especially not in a case like the present one, since Mitsubishi had already agreed to a five-month timetable that Welch had seemed comfortable with before the meeting began. Welch had thrown a curveball Shiiki wasn’t the least bit prepared to hit. Depew watched helplessly as Shiiki and the Mitsubishi contingent recoiled, pressing their spines to the back of their chairs. They shot looks at Depew as if to say, “What’s going on here?” Depew didn’t have the slightest idea.

Shiiki reiterated his desire to go ahead with the plan, which under the circumstances Depew considered a victory, a subtle yet significant sign of how badly Mitsubishi wanted to do the deal; but Shiiki was not going to make a formal commitment on the spur of the moment. Mitsubishi had a longstanding relationship, dating back more than eighty years, with Westinghouse Electric Corporation, GE’s traditional rival. Shiiki was willing to walk away from that relationship—the GE deal under consideration was bigger and bolder than anything Mitsubishi had with Westinghouse, and Shiiki was convinced that Westinghouse intended to abandon the business (which it later did). Shiiki needed a partner of stature to prepare for that eventuality, which was why he had been eager to talk to Welch. At the same time, Japanese etiquette required that Mitsubishi tell Westinghouse of its intentions before the latter heard about it from GE. Depew knew the Westinghouse aspect was sensitive; he had spent six months massaging this issue in negotiations with Mitsubishi, and had explained its sensitivity to Welch at the Okura meeting, but when Shiiki, in his reply to Welch, mentioned his obligation to inform Westinghouse before making a formal commitment to GE, Welch got testy.

“What do you mean, you have to tell Westinghouse?” he demanded. Shiiki tried to explain the nature of the relationship, but no explanation would suffice. Welch, who felt he had been embarrassed by someone who was trying to play off GE against Westinghouse, reiterated his concern that he didn’t want to move forward unless Mitsubishi was unequivocally committed to doing the deal with GE. Shiiki assured him that was the case, and the deal would get done. On that note the get-together ended.

Welch had violated protocol because he believed the deal had to be done fast or it wouldn’t be done at all, and he left convinced that Shiiki’s reluctance to do it in speedier fashion was in fact a sign that they weren’t eager after all. “This smells bad,” he said to Depew and Fresco on the way out. “I don’t think they want to do it.” Welch went on to a meeting at the Ministry of Trade and Industry, while Depew and Fresco ducked into another session with Mitsubishi that appeared to go better than the first. A consensus was reached on how the negotiations ought to proceed, and ideas were exchanged on how the deal might be structured.

Several weeks later, however, Depew got a call from Rabinowitz. The deal, his boss told him, was hanging by a thread. Welch was very angry about how things had gone. He felt he had been sandbagged and embarrassed before one of the most prominent members of the Japanese business community. The only thing that would salvage the negotiations was a personal letter of apology from Shiiki, in which he stated his full commitment to do the deal. As far as Depew was concerned, it was Welch who ought to do the apologizing. Still, a letter seemed to be in the offing when Depew got a second call from Rabinowitz, who had again talked to Welch. Depew was now ordered to terminate immediately all discussions with Mitsubishi and instead focus on repairing the broken relationship with Fuji. Depew reluctantly followed orders and told his Mitsubishi counterparts what he had been directed to do. He apologized for not being able to deliver his management.

It didn’t end there, however. Someone had to take the fall, and in December Rabinowitz was fired. Two weeks later, in January 1992, at the annual GE senior management conclave in Boca Raton, Florida, Welch had a private session with the dozen or so top executives of ED&C, which Depew attended, as did James McNerney Jr., Rabinowitz’s replacement and a rising star within GE. Welch ran through the changes he wanted to see: better productivity, more growth, a coherent strategy. No more fiascoes like what had happened in Europe—or with Mitsubishi. Welch lingered on Mitsubishi, citing it as a supreme example of business failure, a poor strategy poorly executed.

All eyes were glued on Depew, who interjected calmly but emphatically, “They still want to do the deal, and it still makes sense, economically and strategically.” Welch jabbed back, then Depew returned the volley. Four times Welch made a statement, and four times Depew replied. The people seated around the table were clearly unaccustomed to seeing and hearing a public confrontation between Welch and a subordinate. They edged away from the table and from Depew, as if a leper were suddenly in their midst. Welch was also on unfamiliar territory. Rarely did anyone challenge him, and he grew slightly more agitated and redder in the face with each successive response from the obstreperous Depew, whose colleagues looked at him as if to say, “Are you nuts?” Finally, the exchange ended. “I never want to hear about Mitsubishi again,” Welch said.

Two months later, Depew, who had flown from Tokyo to GE headquarters in Fairfield, Connecticut, for a meeting, was told afterward not to return to Tokyo. McNerney “needs to see you” was the message. Depew waited around several days before McNerney, who was in Europe, phoned in. “We’re taking a different approach to the Asia/Pacific region. We want more of a sales orientation rather than business development. We’re eliminating your position. I’m sorry,” McNerney said. Depew’s stellar career at GE had ended.

He never challenged GE’s right to fire him. “It’s a feudal society. Jack demands fealty from his subordinates,” says Depew, who now works for General Motors. Later that year McNerney, as a reward for his allegiance to Welch, was promoted to senior vice president, stationed in Hong Kong. He was promoted in 1995 to head GE’s lighting unit, and again in 1997 to head the aircraft-engine unit, and was one of three finalists to succeed Welch as CEO, losing out to the eventual winner, Jeffrey Immelt. In May 1993, Depew filed suit against GE over the terms of his severance, a complaint that named Welch as a defendant. It was a fitting end to their relationship: Depew, whose sole existence at GE had been defined by the deals he had struck and the money he had made, wanted a better deal. The substance of his suit was that GE had reneged on more than $500,000, the difference between the severance package McNerney had promised and the one the company eventually offered and Depew reluctantly accepted.*

A BLOWN DEAL, a broken promise, a messy lawsuit—that’s certainly not the image American business has come to associate with Jack Welch. Since taking the reins of power at GE in 1981, he has been hailed as the wunderkind of Big Business, the man who revived an American institution. He is, according to reputation, America’s premier corporate changemaster, our most prominent and successful big businessman. His methods and methodology are extolled in business schools, praised by the media, and copied by other CEOs.

He is the most recent in a long line of GE stars, a proud lineage that traces its origins to the most famous inventor in American history. Ever since Thomas Edison gazed upon the first flicker of incandescent light, GE, its scientists, and its executives have been at the forefront of the American century. The forerunner of GE that Edison founded in 1878 to support his endeavors evolved in the twentieth century into the prototypical corporate conglomerate, a powerful multinational whose reach today, to say the least, extends well beyond lightbulbs. GE manufacturing plants are located in thirty-six states, Puerto Rico, and thirty-four other countries around the globe. Nearly two million Americans own shares in GE, not counting the millions more who own shares indirectly through stock mutual funds, making it one of the most widely held stocks on Wall Street. With annual revenue greater than the gross domestic product of all but forty-eight of the 185 countries in the United Nations, GE is a corporate leviathan the likes of which not even Thomas Hobbes could have envisioned. Nine of its twelve business divisions are big enough to be listed on the Fortune 500. Besides electrical and lighting products, it makes plastics, aircraft engines, 400,000-pound locomotives, motors, appliances, giant turbines that generate electricity, and medical diagnostic equipment. Service operations, where most of the growth has been during the Welch era, include an information services group; a television network, NBC, with more than two hundred affiliate stations; and GE Capital, the nation’s largest finance operation. More than three hundred retailers, from Montgomery Ward (which GE owned until its dissolution in 2001) to Levitz Furniture, use credit card systems run by GE Capital, which manages more credit cards than American Express and owns more commercial aircraft than American Airlines.

General Electric’s influence extends well beyond its products. As one of the titans of American capitalism in the twentieth century, it has been respected by its peers and envied for its success, and has greatly influenced how governments and other corporations conduct their affairs. When the concept of decentralization swept corporate boardrooms in the 1950s or strategic planning in the 1970s, GE set the pace. GE gave us the first industrial research-and-development lab; the first industrial park; a price-fixing culture that for a long time was nearly impervious to government control; the take-it-or-leave-it bargaining strategy of Lemuel Boulware, GE’s top labor negotiator in the 1950s; and Ronald Reagan, host of General Electric Theater.

Each of the eight men who have run GE has captured the spirit of his times. In the thirties, it was Gerald Swope, the New Deal Democrat who gave capitalism a kindly face; in the forties, Charles Wilson, who headed the War Production Board and captained GE’s immense contributions to the arsenal of democracy; in the fifties, Ralph Cordiner, a former Schick razor salesman who hired Reagan to sell the nation on conspicuous consumption, and “living better … electrically”; in the sixties, Fred Borch, whose hands-off approach to management nurtured many infant businesses; in the seventies, Reg Jones, the finance specialist and portfolio manager who advanced the concept of scientific management; and in the eighties, Jack Welch, who built the prototypical global company, and in the process created immense wealth. General Electric under Welch is the world’s most profitable and most valuable company, and the rewards to investors have been significant indeed—continuation of twenty-five consecutive years of dividend increases, a near perfect progression of ever higher profit, quarter after quarter and year after year, a 1,155 percent increase in the value of its shares from 1982 to 1997. In the summer of 1997, General Electric became the first corporation to be valued at more than $200 billion, up from $57 billion a decade earlier, and by July 1998 its shares had risen in value by yet another $100 billion.

That Welch has changed General Electric—and that shareholders have benefited enormously—is undeniable. Long before most chief executives had heard of corporate restructuring—and long before “downsizing” became a word heard daily in American life—Welch was practicing it. During his twenty-year tenure now coming to a close, he has eliminated hundreds of thousands of jobs, bought and sold hundreds of businesses, removed entire echelons from the corporate hierarchy, and shifted assets from mature manufacturing businesses into entertainment and financial services. His approach to personnel cuts earned him the nickname “Neutron Jack.” In some circles—including the Reagan White House, where he was a regular guest—it has been an epithet of honor.

Welch has wrought great change, but whether General Electric and the nation are better off because of it is open to question. His record as the man who saved General Electric is riddled with inconsistencies and seeming deception. Welch is impetuous, inclined to make lightning strikes and wage blitzkrieg. His decisions on people, assets, and strategies can be made in a heartbeat; one bad review with Jack may be the end of a long career. And the record shows that many of Welch’s snap decisions have turned out to be stupendous blunders.

Although Jeff Depew’s story presents a picture of Welch different from the one we’re accustomed to reading, it is representative. Welch has many strengths, to be sure. One need look no further than Westinghouse, for more than a century GE’s chief rival in the U.S. electrical-equipment industry and a corporation that has effectively ceased to exist, to understand that even great companies can be extinguished by mediocre management. In Westinghouse’s case, its two CEOs from 1983 to 1990, Douglas Danforth and John Marous, eager to please Wall Street and to pump up earnings as quickly as possible, followed a strategy that was a virtual clone of Welch’s. It was in the execution of the strategy that Welch succeeded where Danforth and Marous failed. Calamity has not befallen GE, partly because its position was always superior to Westinghouse’s, and partly because Welch was a superior leader. He has been a proactive catalyst of change, anticipating events rather than reacting to them, and he ruthlessly excises the cancer that has killed many large institutions, including Westinghouse—complacency.

At the same time, Welch is a person of glaring weaknesses. His way of doing business carries with it a heavy penalty, not necessarily for him or stockholders, but for the people who do his bidding and for government and society, which must often clean up his mess. There have been many fiascoes, but one of the biggest was the ill-fated rotary compressor, a refinement of the mass-produced home refrigerator GE invented in the 1920s. The rotary was supposed to be a revolutionary breakthrough, a project Welch championed as a “quantum” technological leap. Instead, testing of the new compressor was cut short to meet the deadline that had been imposed, and when the new product failed, it did so in massive numbers. GE replaced defective compressors in millions of refrigerators, and in 1988 it took a $450 million charge to offset its costs. As job losses go at GE, the compressor debacle was relatively insignificant—all told, about five hundred people had lost employment by the time the plant closed for good in 1993—but the event was near-catastrophic in that it almost cost GE its refrigerator business.

Or consider the stunning debacle that was to have been the crowning achievement of Welch’s career, his blockbuster $41-billion bid for Honeywell. Welch snatched Honeywell and its attractive aviation and avionics businesses away from archrival United Technologies in just three days over an October 2000 weekend. “The cleanest deal you’ll ever see”—that was Welch’s expectation of the minimalist antitrust scrutiny he expected the transaction to encounter, so much so he didn’t bother to notify regulators or consult antitrust attorneys beforehand. As it turned out, that was the first of many missteps, for European antitrust regulators had great reservations about the proposed merger and when they refused to give it their blessing without substantial changes, Welch in turn refused to make enough concessions to satisfy them. In the end, besides being a remarkably trenchant example of how not to conduct international business, the transaction’s collapse fell most heavily on Honeywell, which considered filing a lawsuit against GE for failing to put forth “best efforts” before the transaction was abandoned.

General Electric has compiled a record during Welch’s tenure that speaks for itself in both the severity of the miscues and the scope of the offenses:

• In one of Wall Street’s biggest scandals of the nineties, GE’s Kidder, Peabody securities firm lost $1 billion before the remains were sold to Paine Webber in 1994. The Securities and Exchange Commission subsequently sanctioned three of Kidder’s former senior bond executives, one for books-and-records violations and the other two for failing to supervise adequately.

• Dateline NBC, the signature newsmagazine of GE’s television network, rigged GM pickup trucks with rockets so they would explode in catastrophic fashion for viewers, which caused General Motors to sue NBC for libel. (GM dropped the suit after Dateline issued an on-the-air apology.)

• GE’s Aircraft Engine division pleaded guilty in 1992 to stealing $42 million from Uncle Sam and diverting the money to an Israeli general to win orders for jet engines.

• The same division paid $7.2 million to the federal government in 1995 to settle a whistleblower lawsuit brought by a young GE engineer who had charged his company with selling to the United States Air Force jet engines that didn’t comply with contract terms.

• GE was involved in more instances of Pentagon fraud (before it sold its arms business in 1993) than any other military contractor, with fifteen criminal convictions and civil judgments between 1985 and 1992, compared with seven for Teledyne, which had the second most in the eleven-year period covered by the General Accounting Office report.

In addition, GE has been the defendant in many lawsuits during the Welch era. Among the more noteworthy allegations are these:

• Kidder, Peabody was sued by the Equal Employment Opportunity Commission and accused of illegally forcing out seventeen investment bankers because of age—to that date, the largest age-discrimination case ever filed by the federal government against a Wall Street brokerage house. (Some five years later, the trial court dismissed the case because the employees had signed arbitration agreements with Kidder, Peabody, and, the court said, they could pursue their claims through arbitration if they chose to do so. That decision is now on appeal.)

• GE’s nuclear businesses were the object of several lawsuits based on alleged retaliation against employees who sought to expose illegal and unsafe practices at commercial and federal nuclear facilities. (GE has managed to avoid civil liability in all but one instance. In the case of Vera English, described in Chapter 11, the Nuclear Regulatory Commission fined GE $24,000.)

• GE’s synthetic diamond business and the De Beers cartel were indicted, along with two executives, in February 1994 for conspiring to fix prices, capping a two-year Justice Department probe that led to a lawsuit which was later dismissed.

• GE’s medical and plastics businesses were accused in separate suits filed in 1997 of having hired away key senior executives from Bayer of Germany and Dow Chemical, respectively. The suits alleged that GE had sought through the hirings to improperly obtain confidential trade secrets. Moreover, Bayer alleged that its departing executive met privately with senior GE executives, including Welch, then returned to his job, where he requested special briefings on confidential matters in his final days at Bayer. Both suits were quickly settled.

• GE’s Mutual Liability Insurance Company has been accused of deceiving Massachusetts insurance regulators in applying for permission to relocate to Bermuda four months before it declared insolvency in 1995, a move that the state’s highest court later reversed, saying it should not have been allowed. In another case involving Massachusetts, the state attorney general investigated allegations that GE covered up internal memos that might have revealed the presence of banned chemicals on residential property in Pittsfield; eighteen homeowners have sued the company for damages from diminished property values.

In many companies, scandals like these would have been more than enough for the board of directors to send the CEO packing. In the 1970s, illicit campaign contributions to the Nixon White House toppled Robert Dorsey, CEO of Gulf Oil. But at General Electric, this pattern of wrongdoing doesn’t seem to have inspired even introspection on the part of directors or shareholders about the regularity and persistence of its manifestations. Moreover, Welch distances himself from the taint of scandal, usually by hiring a prominent, well-connected lawyer whose investigation of the matter purports to be “independent” while he himself sidesteps any personal responsibility. “Let’s not kid ourselves,” Welch told the Wall Street Journal immediately following disclosure of the Kidder scandal, “this is a kick in the teeth for those guys.” But not for him. “Those guys”—the Kidder executives who were fired—included Welch’s close associate Mike Carpenter, who ran Kidder, Peabody and reported directly to him.

Why hasn’t there been a more candid examination of GE’s ethical problem? Because the man at the top doesn’t think there is one, and directors, who have profited enormously in the Welch era, no doubt concur. When Welch took over GE, it ranked eleventh among American corporations in the total value of its stock. He made it number one. General Electric now earns more profit in a single quarter than it did the entire year before Welch took over, and most people nowadays, Welch included, would argue that’s the bottom line for judging a CEO’s performance. He’s paid to make the shareholders wealthier, and on that score Welch has delivered. If a few miscreants at GE don’t follow the rules, what’s that got to do with him? The common element in all these transgressions is the business credo championed by Welch. He’s intimidating, tough, and unrelenting in his pursuit of ever higher profits, as are the people who report to him. That’s why GE racked up earnings gains quarter after quarter for more than twelve years, a string that wasn’t broken until the Kidder scandal and subsequent writeoffs. It’s also why the company has broken so many rules: Strength pushed too far becomes weakness.

More than any other large corporation in America, General Electric has assumed the personality of its general. It is a company where greed plays a powerful role. Consider the value of the GE shares Welch owns, which appreciated by $83 million in 1996 alone, bringing the value of his holdings then to $316 million. And that’s not counting his unexercised stock options, which were worth another $107 million. With sums such as those at stake, is it any wonder why he, as GE’s largest shareholder, would be anxious to please Wall Street? Or consider the fortunes being made, and, on occasion, fought over, in divorce proceedings. One lawsuit that received national attention in 1997 pitted Gary Wendt, then chief executive of GE Capital, against his wife, Lorna, and ignited a national debate over the role of corporate wives. The decision, by a state court judge in Connecticut, awarded the former Mrs. Wendt far less than the $50 million she had demanded—half of what she contended was Mr. Wendt’s net worth—but far more than the $8 million, plus alimony, he had offered. As a GE wife who had furthered her husband’s career, she was, the judge ruled, entitled to at least a share of Mr. Wendt’s stock options and stock dividends.

General Electric is also a company managed by threat and intimidation rather than encouragement. “People at GE don’t go off to work every morning. They go off to war,” says one former battle-weary executive. Drawing an analogy with World War II, he adds: “The basic problem is this—we have Patton, he thinks he’s Eisenhower, we need Bradley.” Welch needs to win the way other people need to breathe, and he defines winning very narrowly: being number one or number two in your business and getting the numbers, achieving your profit goals. The bottom line is always that you had better make your bottom line. The constant pressure to “go get the numbers” has led, inevitably, to aberrant behavior. The impact this Darwinian mentality has had on General Electric is huge; the impact it has had on America is more complex, and one of the primary concerns of this book.

WELCH HAS DEFINED the landscape in which dramatic change has occurred not only at GE but elsewhere in American business. As CEOs have sought to emulate his success, they have also adopted his tactics, and in this sense he is the father of a bare-knuckle approach to business that has won more and more believers. What mergers and acquisitions were to the 1980s, productivity—extracting more work out of ever fewer people—has been to the 1990s. It is a manic quick-fix done at the behest of Wall Street in which businessmen have become desensitized to the damage they do to society, just as they were oblivious to the excesses of buying and selling in the 1980s. Businessmen have crafted their own euphemistic terms for extracting more out of less. It’s called “reengineering” or “rightsizing,” and consultants are paid princely sums to design and facilitate the process. There are of course occasions when downsizing is inevitable, a necessary response to a fast-changing, globally competitive economy. All too often, however, it has become the option of first rather than last resort. “Don’t we have a responsibility,” asked Gerald Greenwald, the CEO of UAL Corporation, the employee-owned parent of United Airlines, “to use attrition long before we think of buyouts and certainly before we think of layoffs?” Chiding his fellow CEOs at the same forum on corporate responsibility, Donald Hastings, the head of Cleveland-based Lincoln Electric Company, added: “Everyone is assuming that layoffs are inevitable. Thinking ahead and having creative solutions for when there is a downturn is what management is all about.” Both United and Lincoln Electric have no-layoff policies.

Unfortunately, opinions such as these have not been the consensus among the captains of industry in our era. And, equally unfortunate, companies, like GE, that regard layoffs as a course of first resort have jettisoned more than people. They’ve also abandoned the old-fashioned business values that made this the American century—loyalty, trust, respect, teamwork, hard work, compassion—in a feverish pursuit of the quick buck. Today, these values, with rare exceptions, aren’t even a part of the American business lexicon, except as meaningless rhetoric. What a society loses when these values are jettisoned is the glue that holds it together. “What I’m concerned about is the idolatry of the market,” William Bennett, the conservative intellectual and former cabinet member in the Reagan and Bush administrations, recently told the Wall Street Journal, in an article which raised the prospect of a backlash against capitalism because of its excesses. “Unbridled capitalism … may not be a problem for production and for expansion of the economic pie, but it’s a problem for human beings. It’s a problem for … the realm of values and human relationships because it distorts things.”

While American businessmen may not view downsizing as representative of the “values” crisis that Bennett and others have spoken of, clearly there are connections. Workers simply disposed of inevitably must call into question everything they have come to believe in. 
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CHAPTER ONE

[image: ]

MADE IN AMERICA

EVERYTHING THAT WE IDENTIFY today as the General Electric Company—the products, profits, dividends, services, assets, and people that make up one of the world’s most powerful corporations—has its origin in a single idea. The idea wasn’t a new product per se; the products, thousands of them, would come later. Rather, it was a way of marshaling Yankee ingenuity to create a truly revolutionary concept: the industrial research laboratory.

Before 1876, only the cultivated devotees of pure science possessed laboratorie