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FOREWORD

IT HAS been the philosophy of the management of the Bell
System for a long time that as it conducted a public business
it should tell the public about its conduct. It has endeavored
to do this by official reports, public statements, pamphlets,
advertisements, movies, by opening the central offices to
public inspection, and in many other ways. This book is an
addition to what has been done before. There is little in it
which is not available in some form or other elsewhere, but
bringing it together may be a convenience to those who are
interested. _

As the time which the author owes the American Tele-
phone and Telegraph Company is not limited, the book is
written on company time, and such royalties as may come
from its sale will go to the Company.

The figures in the book have been checked by the various
departrhents of the Company having knowledge of them.
The book represents in general the Bell System’s policies and
practices. But it is not official in the sense that it has been
approved by the heads of all departments of the Company
or the Board of Directors. And, of course, the opinions in
it are the author’s. I do not think that they are far different
from those of my associates, but I am sure that no two of
us would either think exactly alike or express our opinions
in the same way.

The book is not an attempt to be an exhaustive study of
the Bell System, but is primarily an effort to give anyone
interested some insight into its philosophy and practices
and something of its problems and achievements.

New York, March 30, 1941
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BELL SYSTEM PROGRESS, 1925-1940

A Brier SumMARryY oF Poricy AND PERFORMANCE

BELL SYSTEM POLICY

To furnish the best possible telephone service
at the lowest cost consistent with financial safety.

BENEFITS TO PUBLIC

More anp Berter The investment in telephone plant and

TELEPHONE
INSTRUMENTALITIES

ExTENSION
OF SERVICE

Repuction
oF RATES

IMPROVEMENT IN
QuaLiTy oOF
SERVICE

Tax PayMENTS

equipment increased from $2,300,000,000 at
the beginning of 1925 to $4,750,000,000 at
the eng of 1940. Tﬁis increased investment
reflects not only the addition of telephone
facilities to serve the public, but the trans-
formation of physical instrumentalities, as
a result of systematic research, into im-
proved forms more efficient, more depend-
able, and more convenient to use.

At the end of 1940, 21,860,000 telephones in
the United States could be interconnected,
an increase of 6,100,000 over the number at
the beginning of 1925. Telephone communi-
cation, confined to this continent in 1925,
has become world-wide in its scope. New
auxiliary services, such as teletypewriter
service, have been introduced.

During the ten years ended in 1940, there
were decreases in telephone rates aggregat-
ing a saving of more than $300,000,000 to
telephone users.

Since 1925 there have been outstanding im-
provements in the speed, accuracy and
clarity of telephone communication, in the
reduction of equipment troubles and in all
business relationships with customers, to
the end that the best technical service will
be given in the most satisfactory and pleas-
ing manner.

Taxes in 1940 took 15.7%, of each dollar of
telephone revenue, as compared with 7.9%
in 1925. A total of $1,637,000,000 of taxes
have been paid into public treasuries during
the period.
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BELL SYSTEM PROGRESS 1925-1940

(Continued)

BENEFITS TO EMPLOYEES

Hicaer WAGEs

SnorTER HoURs

BerrEr WorkING
CoNDITIONS

SEcURITY

Wages of Bell System employees have risen
substantially. As a result of all factors affect-
ing employees’ earnings, the average weekly
pay envelope contained 40% more money
in 1940 than in 1925,

In 1925, hours of work averaged about 45
per week. In 1940, the work week was 40
hours or less.

Improvements in methods, tools and work-
ing quarters have contributed to better and
safer working conditions.

The provisions of the plans for employees’
benetits and pensions have been liberalized
and strengthened. Payments under these
plans increased from $5,100,000 in 1925 to
$16,000,000 in 1940. Force turnover, both
involuntary and voluntary, has been reduced
and programs designed to promote stability
of employment have been amplified.

BENEFITS TO INVESTORS

STRONGER
Financian
STRUCTURE

RecuLar
Divibenps

SEcURITY

The financial structure of the Bell System
has been strengthened. The ratio of debt to
total cagital obligations has been reduced
from 369, at the beginning of 1925 to 32%
at the end of 1940. Interest charges on debt
were lower in amount in 1940 than in 1925.

Reasonable regular dividends have been
paid on A.T. & T.Co. stock at a constant
amount per share. These dividends have
averaged 6.59% on the stockholders’ invest-
ment, including surplus, over the period.

The property has been fully maintained and
adequate provision made for depreciation.
The financial integrity of the Bell System
stands unimpaired.
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Chapter 1
THE MAKE-UP OF THE BELL SYSTEM

HE United States is a big country and big companies

have grown up to serve its needs. They are a natural
result in a big country with a single currency, good trans-
portation and communication and no trade barriers. The
economies and efficiencies which come with such a national
market have been achieved by industrial enterprises in large
enough units to serve such a market.

In other words, the very fundamentals of our political
structure seem adapted for the particular purpose of encour-
aging large scale enterprise. This structure has, in fact,
facilitated such enterprise, and the country has had the
benefits.

Nevertheless, the public is not at any time altogether
satisfied with big business, and from time to time is seriously
dissatisfied with it. Sometimes it is dissatisfied with one aspect,
sometimes with another. Sometimes the criticism is against
individual companies, sometimes against large enterprise in
general.

This is not surprising, for history is full of examples of
organizations built up to serve mankind and getting large
enough and powerful enough to breed fear or envy in the
individual. Through most of history, mankind has struggled
to free itself from the too great power of government, and
it has at times also feared the organization of business and
of the church. It is just as natural for the public to look with
a critical eye upon the power of business organizations as it

I



2 THE BELL TELEPHONE SYSTEM

is for it to look critically at the power of government or
any other agency that serves the individual.

This attitude of the public is not new. It is about as old
as history. It is not confined to business. It affects all concen-
tration of power and responsibility. Being a human reaction,
it cannot have a static or final solution. It can be handled
to the greater or lesser benefit of business and the public
together, according to the amount of wisdom, understand-
ing and responsibility applied to it.

What, then, should be the relationship between a large
business enterprise and the public in the United States
today? What are the responsibilities of big business? How
can it best serve the public? What are its functions in a
nation such as the United States? There are probably almost
as many answers to these questions as there are big corpora-
tions, for history and circumstance give each corporation
particular responsibilities of adjustment to the public.

This book is an attempt to show how one big business
has endeavored to answer these questions.

In discussing the Bell System’s endeavors to adjust itself
to and serve an ever changing American democracy, there
seems little reason to go back into early telephone history,
for the conditions of telephony were very different then and
probably the same could be said of the public state of mind.
The present general relationship of the Bell System to the
public has been much the same for twenty years. In the
early 1920's the competitive era in telephony was largely over
—that is, by that time most cities and towns in the United
States had ceased to have two competing telephone com-
panies, with all the inconvenience to the public that such
dual service caused. In 1921 the Graham Act was passed by
Congress; this, in effect, exempted telephony from the
Sherman Anti-Trust Act as far as consolidation of competing
companies was concerned. By that time the public had
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decided to have one telephone service—a monopoly in each
area, :

As the public became convinced that competition in te-
lephony was against the public interest, it felt the need of
some other control of prices and service to take the place
of that which competition was supposed to have afforded.
By 1919, 45 states and the District of Columbia had com-
missions whose duties included the regulation of telephone
rates and service. Interstate telephone traffic was already
under the jurisdiction of the Interstate Commerce Com-
mission. The public had also given the Bell System one
other indication of the conditions under which it expected
the System to function. In 1913 the United States Attorney
General reached an agreement with the American Telephone
and Telegraph Company, parent company of the Bell System,
by which the Company gave up what amounted to control of
the Western Union Telegraph Company. In layman’s
language that means that while the public by the Graham
Act indicated a willingness to have telephony itself a mo-
nopoly, it wants, up to now at any rate, the telephone and
the telegraph services to be separate.

By the time these conditions for the conduct of the tele-
phone business were crystallized by the public, the Bell
System had come to have much the same organization as at
present. Within the System are seventeen regional operating
organizations which give service in every state in the union.
These organizations do not furnish all the telephone service
in the country. There are about 6,400 telephone companies
outside the Bell System. These 6,400 companies and more
than 6o,000 rural or farmer lines connecting directly or in-
directly with the Bell System own about 20 per cent of the
telephones in the country. The seventeen Bell operating
organizations manage the rest.

Besides these operating organizations there is in the Bell
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System the largest industrial laboratory in the world, devoted
to research in the communication field, and the Western Elec-
tric Company, which manufactures equipment and purchases
supplies for the operating companies.

20 20
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BELL SYSTEM AND CONNECTING TELEPHONES
IN THE UNITED STATES
Number of telephones owned and operated by the Bell System and
by the 6,400 other telephone companies and more than 60,000 rural
or farmer lines which connect with the Bell System to make a national
service.

The American Telephone and Telegraph Company coordi-
nates the whole enterprise in five ways: (1) by stock owner-
ship in the operating companies, (2) by functioning as a
general staff for the operating companies, (3) by furnishing
interstate service over its long lines between the different
operating companies, (4) by ownership of the Western
Electric Company, which manufactures and furnishes ap-
paratus to the operating companies, and (5) by ownership
in conjunction with the Western Electric Company of the
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Telephones

Name of Company Jan. ¥, vo41

New:England Tel. and Tel, Co. . . . viiisivansummmsiimmamsas 1,294,557
The Southern New England Tel. Co..ovvvvnviiiniiiianiniinia... 383,338
e YOI Ll 00 oo o tsiois s s sk et i s e s 2,710,161
New Jersey Bell Tel. Co..ioovvinviiiiviidaiiipiionni s s 773,097
iThe Bell Tel. Co. of Penusylvasii. . .. Ly cindurenavsove s sssie sun 1,357,055
The Iamobd:Seats Fel B0s . o e el s e 51,593
The Chesapeake and Potomac Tel. Co.. . ......ooooiiiiiiiiint 275,326
The Chesapeake and Potomac Tel. Co. of Baltimore City......... 303,976
The Chesapeake and Potomac Tel. Co. of Virginia. .. ............ 135,064
The Chesapeake and Potomac Tel. Co. of West Virginia.......... 149,310
Sotithern Ball Tel apd el W00 ool e B e e e 1,350,927
Christian-Fodd TeliGot: .. pmiiienssoinmer eeiismarassies cri i 5,343
The Cincinnati and Suburban Bell Tel. Co............c.oooooiain 198,862
The Ohio:Bell Tel. €0, .\ ovvivivrume bt vd e e vaie sinipiae s s aisis 827,157
Michigan Ball el Cou.i: i oviiseinmtlb s v e i e st 820,088
Indiasa Bell TeliiCoi, i v v vntive snmiisaian s I o e 259,008
Wistonsin Fel. (G0, Lo s b wdinmie et Bk g M s 393,753
NlinoisBell el o i s i BT e e e el At 1,549,519
Notchwestery Bell Wel. (Co.. . ..o ovrir s sws somssiness sablsiivsnasms 717,604
The Tri-State Tell and Tedl CO v s o b n e wiame s samerios 145,521
Dakota Central Tel: Covvcni v ia fipsisasaisiivaammsas s 32,336
Sonthwesteen el Tal Gain . 0 o S A ot 2 e o ity 1,628,208
The Mountain States Tel. and Tel. Co..oovvvvviniiiniininiiennes 544,916
The Pacific-Teliand Tel: Co. o isviissciss s ina et 1,254,064
BellEEl CoratiiEvada. S AL DIl cn o el e 15,118
Sowshern: Califordia Tel, Co%irr it e gures < dpbrg 790,135

THE PRINCIPAL OPERATING TELEFHONE COMPANIES OF THE BELL SYSTEM

The Bell Telephone Company of Pennsylvania and the Diamond
State Telephone Company (of Delaware) are separate companies with
the same chief officers, both owned by the American Telephone and
Telegraph Company. The same is true of the four Chesapeake and
Potomac Companies. The Southern Bell Telephone and Telegraph
Company owns the Christian-Todd Telephone Company. The North-
western Bell Telephone Company owns and manages the Tri-State
Telephone and Telegraph Company and the Dakota Central Tele-
phone Company, The Pacific Telephone and Telegraph Company
owns and manages the Bell Telephone Company of Nevada and the
Southern California Telephone Company. The Southern New Eng-
land Telephone Company and the Cincinnati and Suburban Bell Tele-
phone Company are both operated as integral parts of the Bell System,
but because the American Telephone and Telegraph Company does
not own a majority of their stock, these two companies are not in-
cluded in Bell System statements which consolidate the accounts and
statistics of the American Company and its principal telephone
subsidiaries,
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THE MAKE-UP OF THE BELL SYSTEM 7

Bell Telephone Laboratories, which does the research for the
improvement of telephone plant and operations.

The seventeen operating organizations function within
the areas shown on the map on page 6, and the table on
page 5 gives the corporate names of the companies and
the number of telephones which each operates. To people
in the business, these seventeen organizations and the Long
Lines Department of the A. T. and T. Company are the
operating units of the Bell System. However, for the statis-
tically minded or those who are interested in the names and
numbers of corporations, it is fair to point out several tech-
nical matters. In the first place, many state laws make it
necessary as a practical matter to have property in the state
owned by a corporation chartered by that state. Consequently,
the Long Lines properties of the American Telephone and
Telegraph Company are owned by separate state corpora-
tions in many states, which corporations are also owned by
the A. T. and T. Company. Added to these are a few com-
panies, such as the Tri-State Telephone and Telegraph Com-
pany and the Christian-Todd Telephone Company, which,
because of particular circumstances in each case, have not
yet been consolidated with their controlling companies. The
four Chesapeake and Potomac companies have the same top
officers and this arrangement holds in several other cases.
And perhaps it should be noted that the American Tele-
phone and Telegraph Company owns less than a majority
of the voting securities of the Southern New England and
the Cincinnati and Suburban Bell Companies and that these
two companies are not included in Bell System statements
which consolidate the accounts and statistics of the A. T. & T.
Company and its principal telephone subsidiaries.

However, this situation does not change the fact that there
are seventeen operating groups, plus the Long Lines organiza-
tion of the A. T. and T. Company, which run the service
of the Bell System with the advice and assistance of the
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general staff of the A. T. and T. Company. Their equipment
is largely supplied by the Western Electric Company and its
quality is constantly improved by the research of the Bell
Laboratories. Since the inclusion or exclusion of certain of
the smaller financially affiliated telephone companies has no
significant effect upon overall statistics relating to the Bell
System, the data and charts used throughout this book relate
to the American Telephone and Telegraph Company and its
principal telephone subsidiaries as consolidated in the cur-
rent Annual Reports of the Company to its stockholders and
other System publications. Although the companies consoli-
dated in these publications are not in all cases identical with
the organizations listed in the foregoing table and map,
this practice thus avoids any confusion which might arise
from the use of statistics differing slightly, though unim-
portantly, from those which may be found in such other
sources.

The Bell System, being about four-fifths of the telephone
industry in the United States, is a large enterprise. At the
end of 1940, including the Western Electric Company and
the Laboratories, it employed about 322,000 people. That
is about as many as are employed by General Motors and
Chrysler combined, more than twice as many as are in the
half-dozen largest American oil companies, more than are
engaged in producing and distributing electric power, and
nearly a third as many as work on the country’s railroads.

The assets of the Bell System are over five and a half
billion dollars—about three times those of General Motors
or the United States Steel Corporation. The total yearly in-
come is a little more than a fifth of the assets. By the nature
of the telephone business, the money invested is turned over
very slowly. While the Bell System’s annual gross income
is about a fifth of its assets, there are many businesses—and
large ones—which do an annual business several times their
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invested capital. In other words, they turn their money over
ten or fifteen times as fast.

The Bell System is then a "'big business” with, however, a
simple set-up. A natural process of evolution has brought
forth the present operating companies in their respective
territories. The American Bell Telephone Company, the
predecessor of the American Telephone and Telegraph Com-
pany, owned the original Bell patents. Companies locally
organized throughout the country were licensed by the Amer-
ican Bell Company to rent its telephones to their local
subscribers. Thus, the American Telephone and Telegraph
Company through its predecessor first acquired its present
function of owning the operating companies because of own-
ership of the Bell patents. However, this ownership has been
retained since the early days much more because of the neces-
sity of financing the expanding operations of these com-
panies and at the same time discovering and introducing im-
provements in the art of telephony to assure the best and
cheapest universal service. The Western Electric was bought
by the A. T. and T. Company because it was the best manu-
facturer of telephone apparatus and a good and dependable
source of supply was essential to the business. The Bell
Laboratories grew out of the shop where Thomas A. Wat
son made Alexander Graham Bell's first telephone.

The Bell System has, therefore, grown naturally into its
present form of an integrated business furnishing service
to the public under general rules and conditions fairly
clearly laid out by the public.

The System as now organized, and these general rules
laid down by the public, have been pretty much the same
for more than twenty years, but there are two reasons for
confining to a shorter period this study of how the System
meets its responsibilities to the public. The first is that the
men and materials which the Bell System furnished to
the American Expeditionary Forces in 1917 and 1918
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curtailed its ability to serve the public at home, so that for
several years after the war the main task of the System
was to re-create good and adequate service. The second
reason is that the present management of the business
came in in January, 1925. Policies did not fundamentally
or suddenly change with the new management, but the six-
teen years, 1925-1940 inclusive, are a better basis for dis-
cussion of the policies and practices of the present manage-
ment than the years before it came into office could be.



Chapter 11
BELL SYSTEM POLICIES

N THE year 1927, after a comparatively short period as
President of the A. T. and T. Company, Mr, Walter S.
Gifford went to Dallas, Texas, to the meeting of the National
Association of Railroad and Utilities Commissioners. The
state commissions represented at this meeting had among
other duties the duty to see that telephone rates within their
respective states were just and reasonable. The Interstate
Commerce Commission, also represented at the meeting,
had the same duty toward interstate rates. It seemed, there-
fore, most appropriate for the Bell System to outline to
this body what it believed its fundamental relationship toward
the public should be. This is what Mr. Gifford did on Octo-
ber 20, 1927 in the following words:

Broadly considered, you as Public Utility Commissioners and we
in the telephone business, are engaged in a common enterprise; our
success must depend upon mutual confidence and understanding. In
the current performance of our daily tasks it is possible to lose sight
of the ultimate aim and goal of our endeavors. With the thought in
mind that it may prove helpful, I wish to state very briefly the
principles that guide the management of the Bell System.

There are today over 420,000 stockholders of the American
Telephone and Telegraph Company and no one of them owns as
much as one per cent of the capital stock. The business of this
Company and its Associated Bell Telephone Companies, whose
common stock is largely owned by this Company, is to furnish
telephone service to the nation. This business is from its very nature
carried on without competition in the usual sense.

1



12 THE BELL TELEPHONE SYSTEM

These facts have a most important bearing on the policy that
must be followed by the management if it lives up to its responsi-
bilities. The fact that the ownership is so widespread and diffused
imposes an unusual obligation on the management to see to it that
the savings of these hundreds of thousands of people are secure and
remain so. The fact that the responsibility for such a large part of
the entire telephone service of the country rests solely upon this
Company and its Associated Companies also imposes on the man-
agement an unusual obligation to the public to see to it that the
service shall at all times be adequate, dependable and satisfactory
to the user. Obviously, the only sound policy that will meet these
obligations is to continue to furnish the best possible telephone
service at the lowest cost consistent with financial safety. This policy
is bound to succeed in the long run and there is no justification
for acting otherwise than for the long run.

It follows that there is not only no incentive but it would be
contrary to sound policy for the management to earn speculative or
large profits for distribution as “melons” or extra dividends. On the
other hand, payments to stockholders limited to reasonable regular
dividends with their right, as the business requires new money
from time to time, to make further investments on favorable terms,
are to the interest both of the telephone users and of the stock-
holders.

Earnings must be sufficient to assure the best possible telephone
service at all times and to assure the continued financial integrity
of the business. Earnings that are less than adequate must result
in telephone service that is something less than the best possible.
Earnings in excess of these requirements must either be spent for
the enlargement and improvement of the service furnished, or the
rates charged for the service must be reduced. This is fundamental
in the policy of the management.

The margin of safety in earnings is only a small percentage of
the rate charged for service, but that we may carry out our ideals
and aims it is essential that this margin be kept adequate. Cutting
it too close can only result in the long run in deterioration of
service while the temporary financial benefit to the telephone user
would be practically negligible.

Our policy and purpose are the same as yours—the most tele-
phone service and the best, at the least cost to the public. Without
overlooking the fact that we lack the big money incentive for
maximum profits and the drive for improvement that results from
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active and strong competition, we believe the telephone company
is organized to make continuous and effective progress. . . .

Undoubtedly a very great factor in the continued progress and
improvement of telephone service is the intangible but quite real
spirit of service that has become a tradition in the telephone business,
but the results of the Bell telephone business have a broader
foundation. . . . It is fundamental in our plan of organization to
have at headquarters and in our laboratories several thousand people
whose sole job it is to work for improvement. They are engaged
in studying what is used in the telephone business and how it is
used and endeavor to find a better thing or a better way. Of
course, the people who are engaged day by day in trying to main-
tain a high standard of telephone service are doing their part, and
a most important part, in increasing the quality and keeping down
the cost of service, but progress is assured by having a large group
of scientists and experts devoted exclusively to seeking ways and
means of making the service better and cheaper.

It is now nearly 20 years since the State Commissions generally
took over the duties of regulating the telephone companies. During
those 20 years the physical results of your regulation and our opera-
tion are impressive. In 1907 there were about 6,000,000 telephones
in the United States but they were only partially interconnected,
while today there are over 18,000,000 telephones in the United
States so interconnected that it is possible for practically any one of
the 18,000,000 to be connected with reasonable promptness with
any other one of the 18,000,000. Thus, today, practically any one
anywhere can talk by telephone with any one else, anywhere else in
the country. Morcover, any one in the United States can now con-
verse by telephone with any one in Great Britain, Canada, Cuba
and the principal cities of Mexico. This is real progress in extent and
facility of communication, but we realize we are still far from
our ultimate goal.

With your sympathetic understanding we shall continue to go
forward, providing a telephone service for the nation more and
more free from imperfections, errors or delays, and always at a cost
as low as is consistent with financial safety.

There were several unusual things about this speech. In
the first place, I think it was at that time, and perhaps is
still, one of the few instances in which a “big business”
publicly stated the bases on which it hoped to serve the
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public. In the second place, the procedure was so uncom-
mon that the press of the country and the general public
missed its significance. Even the financial world, which
usually is quickly conscious of the policies of all large
companies, did not grasp the meaning of this statement.

The policy outlined committed the Bell System to furnish
the best telephone service that it could, to render that service
as economically as possible, and to limit its charges to an
amount sufficient to keep the company financially healthy—
that is, enough to attract new capital to insure the company’s
ability to give the increasing service the public needs. The
laws of most of the states provide that rates are to be just
and reasonable. The Federal Constitution provides that rates
cannot be confiscatory; in other words, they cannot be so low
that capital is deprived of a reasonable return and is, there-
fore, in effect confiscated. The Bell System policy is that the
rates shall be sufficient to operate the business adequately in
the long run. That amount must, of course, be higher than the
confiscation level. It might well be that just and reasonable
rates would be higher than the rates of the Bell System. The
method of keeping Bell System rates at the proper level in
the long run is further described in the statement—""earnings
in excess of these requirements (i.e., to run the business
adequately) must either be spent for the enlargement and
improvement of the service or the rates charged for the
service must be reduced.” There are to be no extra divi-
dends or “melons.”

This is a pretty specific overall definition of what the Bell
System thinks it is reasonable and proper to charge the public
for the best service it can give. Moreover, this definition
was given when rates held to be just and reasonable by the
several commissions were temporarily sufficient to allow
the A. T. and T. Company to raise its dividends if it had
wished to do so. This situation had led many people in the
financial community to voice their expectation that the Com-
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pany would increase the dividend and try to cover up the
process by splitting the stock, or that it would vote some
kind of extra dividend. But nothing of the sort happened.
The policy of the Company made it plain—to those who
would believe—that earnings beyond the normal necessities
of the business would either go into the plant to render
more or better service, or else the rates would be reduced.
The action of the Bell System in keeping the dividend at
the usual level showed that its stated policy was a governing
factor in regulating the price asked the public for service.

However, the results of the announcement of the policy
were, to begin with, more important inside the Company
than outside. The phrase “best possible service” became
the basis of an accentuated attention to improving the
service. That became more than ever the first duty of man-
agement.,

Another important result flowed from the announcement
of the policy. That was a significant increase in the informa-
tion given employees about the business. The policy state-
ment was distributed generally to the employees and its
implications as applied to their jobs were discussed. This
stimulated a system of education designed to give all em-
ployees a better understanding of the business and therefore
more capacity to do their parts well. This was an essential
part of a process of decentralization in operating the busi-
ness which, while maintaining direction at the top, aimed to
give everybody enough background to enable them to use
their brains and initiative,

There was in the statement another important element
which applied to both rates and service and to the conduct of
the business in general. The statement said, “This policy is
bound to succeed in the long run and there is no justification
for acting otherwise than for the long run.” This means that
operations are based on an orderly process of achieving
long-term efficiency and economy, without interruption by
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efforts to make particular showings in this, that or the other
six-month period. If expenses in one year will bear fruit
two years later, they are made regardless of the effect on the
first year. The mental conception of “the long run” is essen-
tial to the most effective and economical operation. But along
with the mental conception, as the policy points out, adequate
financial strength is also necessary. Nothing reduces economy
and efficiency more than stop-gap decisions based, not upon
the long-run needs of a business, but upon lack of available
cash to do what should be done.

The policy of the Bell System as announced at Dallas
gave the public an assurance of the System’s intention to
provide the best possible service, an indication of the phil-
osophy of the management toward this end, and some of the
methods for achieving it. It also explained to the public the
basic considerations which the System believed should gov-
ern the charges for the service.

Besides the general public, there are two other groups
particularly interested in Bell System policy—the stockhold-
ers and the employees.

The statement at Dallas said, "“The fact that the owner-
ship (of the Bell System) is so widespread and diffused
imposes an unusual obligation on the management to see to
it that the savings of these hundreds of thousands of people
are secure and remain so.”

At first sight, a policy which voluntarily limits the amount
of dividends to be paid the owners of the business might
seem adverse to their interest, but actually “in the long run”
that would not be true. Capital is due a reasonable return in
the long run. If it gets too much at one time, the public
will insist on too little at another, so that in the end the
stockholder will receive no more. On the contrary, both the
stockholder and the public will probably do worse because
the unsettling effect of ups and downs would interfere with
the orderly conduct and efficiency of the business.
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The general policy toward the employees is perhaps best
stated in a paragraph from the annual report for 1929—

While the Bell System seeks to furnish the public the best possible
service at the least cost, the policy which recognizes this obligation
to the public recognizes equally its responsibilities to its employees.
It is and has been the aim to pay salaries and wages in all respects
adequate and just and to make sure that individual merit is dis-
covered and recognized.

These policies, while general in statement, have the same
influence as the beliefs or creeds or platforms of other organ-
izations in providing a common faith, a common objective
and a cohesion and unity immensely valuable in any enter-
prise requiring the effective cooperation of many men and
woOomer.
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GOOD SERVICE

F YOU should go to any office of the Bell System and talk
I to the operating people, they would tell you that good
service ranks first of all requirements. It ranks above profits.
This seems to imply that the Bell System goes contrary to
the fairly common idea that the first duty of the manage-
ment is to make money for the stockholders—all the money
it can. As a matter of fact there is no real conflict between
service and profits if the business is conducted for the long
run. For a short time it might be possible to neglect service
and increase profits. But certainly in the telephone business
—and I suspect in most others—over any reasonable period
you are not likely to make a good profit on a bad service.

Over any considerable time the best possible service is
likewise the best possible protection of the stockholders’
investment and income. It is and has been the belief of the
management of the Bell System that its first duty is to
provide the public with good service. The word “good” in
this connection is an all-embracing word, but for the moment
it may be easier to confine it to some of the technical aspects
of the business. Good technical service requires apparatus
and operating forces that will allow anyone anywhere to
pick up a telephone and talk to anyone else anywhere else,
clearly, quickly and at a reasonable cost. That ambition was
stated in those words in the annual report for 1926, and
was present for all the period which we are examining.

There is a phrase current in the Bell System that the

18
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only good service is an ever-improving service. As a test of
the way this theory has been applied, let us glance at
some of the records of the business.
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AN IMPROVING SERVICE

Showing, for the Bell System, the average number of minutes re-
quired to establish a long distance connection.

In 1925 when a new customer asked for a telephone, the
average time that elapsed before he got it was nearly five
days. During that time a good many things happened in
different parts of the telephone company. A pair of wires
was selected running out to the customer’s house and a tele-
phone number assigned. In the central office, the wires were
connected with this number on the switchboard. The name,
address and number were sent to the information operators
of the exchange, and the operators who answer misdirected
calls to unused numbers were also informed that this number
would now represent a working line. Similar information
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went to the telephone directory division for the next edition.
Repair service forces set up a card record for instant reference
in case there should be any trouble with the service, and
the customer’s name and a description of the type of service
sold to him were also entered in the records of the com-
mercial and accounting offices. All this was in addition to the
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THE NO-HANG-UP LONG DISTANCE SERVICE

Showing, for the Bell System, the percentage of long distance calls
handled while the customer remains at the telephone.

visit of the installer to the customer’s home to install or con-
nect the telephone there.

Between 1925 and 1929 the time for these operations
was cut down by two days. Meanwhile it began to appear
that there was another way to meet the customer’s conven-
tence; the companies began making specific appointments for
the installation of telephones, so that the customer would
know just when to expect the installer to call and could more
conveniently arrange to be there to let him in and show
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him where to locate the telephone. By 1934, 95 per cent of
the orders for telephone service were handled on an appoint-
ment basis and 98 per cent of the appointments were met
by the telephone companies.

Paralleling this progress, the average time for doing
all the installation work was gradually cut down so that in
1934 it required only about two days on the average and
in 1937 only a day and a half. If a customer orders a tele-
phone today, he can usually have it tomorrow if he wishes.
In a good many cases, in fact, he can have it the same day.

There has been a marked improvement in the reliability
of telephone service in the last sixteen years. In 1925 the
average telephone, which with its connecting wires and
switchboards is a very delicate mechanism, needed some
repair or attention, large or small, once every thirteen and
a half months. Today it goes more than twice as long with-
out trouble. In fact it is in working order more than 99.98
per cent of the time. In the same period the number of errors
in telephone directories decreased from an average of about
thirty errors per 10,000 names to less than six. The frequency
of operators’ errors on the manual exchange switchboards de-
creased fifty per cent to the present low frequency of seven
errors in a thousand calls.

At the beginning of 1925, about 9 per cent of the tele-
phones in the Bell System were dial telephones. At the end
of 1940, about Go per cent were dial. Customers who have
dial service are generally appreciative of its speed and ac-
curacy. Equally important is its dependability, because it is
instantly capable of handling a full load of calls at any hour
of the day or night. A sudden, unexpected demand for serv-
ice at a time when there are normally few calls can be met
without difhiculty. Like any mechanism the dial equipment
works imperfectly once in a while, but in the last sixteen
years the small percentage of calls which go wrong for this
reason has been almost cut in half.



22 THE BELL TELEPHONE SYSTEM

Perhaps the most important improvement in telephone
service in those sixteen years is in transmission, that is, in
“hearability,” if one may use such a term. Sixteen years ago,
to make yourself understood on the average local call, you
would have to talk over the telephone about as you would
talk face to face with someone about 20 feet away from
you in a quiet open field. Now you get the same result if
you talk as though he were not more than 10 feet away.
This large improvement has come gradually, as if the other
person had moved slowly toward you during the years. For
that reason, while the improvement has been of the greatest
importance, there has been no particular moment when it
was very noticeable. On long distance calls, the improvement
in average transmission has been even greater. It has been
so marked, in fact, that it has been easily appreciated by the
public.

The same kind of constant scrutiny which produced these
improvements has been applied to every aspect of the busi-
ness.

Billing service to customers, for example, has been con-
stantly improved through the development of more efficient
methods and the study and application of modern billing
machines and other mechanical office equipment.

There is another way to make an estimate of the degree to
which the Bell System has succeeded in its obligation to
give the public good telephone service. That is by looking
at the overall extent of what it has done to improve the
plant through which this service is rendered. Wires, cables
and switchboards do not render service by themselves.
People—employees—use the plant to render service, and the
organization, training, and performance of the people are
the most important elements in the conduct of any business.
But reserving discussion of that to a later chapter, we can
take the plant improvements of the last sixteen years as one
measure of the effort to render an improved service. In spite
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of the fact that half of the period in question has been sub-
normal from a general business standpoint, three-quarters
of the present plant—buildings, pole lines, cables, switch-
boards, telephones and the thousands of things to go with
them—is new within these sixteen years. It is not only new,
but different and better. I think it is true that there is hardly
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BELL SYSTEM CONSTRUCTION

Showing the amount of construction in the last sixteen years.

any piece of telephone apparatus now standard in the Bell
System for new installation that is the same as it was sixteen
years ago. That does not mean that if an old switchboard
needs repairs there are not parts available to do it. It means
that if it is replaced it will be replaced by a better apparatus
perfected in the meantime.

At the beginning of 1925 about 11 per cent of the wires of
the Bell System were exposed open wires. That percentage
has gone down until now it is 5.2 per cent. The great bulk
of the wire is enclosed in compact, storm-resisting cable. In
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those sixteen years 29,932,000 miles of wire have been added
in underground cables and 19,384,000 miles in overhead
cables.
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WIRE MILEAGE IN THE BELL SYSTEM

Showing the great proportion of telephone wire which is in cable,
cither underground or aerial, and the small proportion which is on
open wire lines.

In this period ahout two-thirds of the present switch-
board capacity in the System has been put in, most of it dial.
Practically all telephone instruments have been changed in
one way or another, and more than three-quarters of those
now in use are new types, such as the handset. The headsets
the operators use, the chairs they sit in, the trucks, cars and
tools of the construction crews, installers and repairmen have
all been changed. Practically all of the commercial offices
that serve the Bell System’s customers have been transformed
in sixteen years for the customers’ greater comfort and the
more efficient handling of orders, bills and complaints.

The total plant in service in the Bell Telephone System
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at the end of 1940 cost when new about $4,700,000,000. Of
this, about $3,500,000,000 worth has been put in during the
last sixteen years. Only the remaining $1,200,000,000 worth
is older than that.
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PLANT INVESTMENT OF THE BELL SYSTEM

Showing the relation between the investment in telephone instru-
ments and other equipment on the subscriber’s premises to the invest-
ment in central office equipment, poles, overhead wires or cables,
underground cables and land and buildings.

The plant of 1941 not only gives better service to more
people than the plant of 1925, it also permits important
additional services. Transatlantic radiotelephony began in
1927 with one circuit to London. Now, except for war
restrictions, a call from the United States can reach practi-
cally any telephone in the world. Russia and New Zealand
are the only countries with 100,000 or more telephones to
which service has not yet been extended. They have, as yet,
not desired connection with this country. Broadcasts, news
and pictures come from abroad over radiotelephone circuits,
as they do in the United States over telephone wires.
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Radiotelephony is also used for ship-to-shore service and
on routes where wire lines are not feasible. There are also
portable radiotelephone units for emergencies. Whether open
wire, cable or radio is used depends upon the conditions. All

TELEPHOMNES OUTSIDE U.S.
NOT CONNECTED
WITH TELEPHONES IN U.S.

TELEPHONES

TELEPHONES OUTSIDE U.S.
CONNECTED
WITH TELEPHONES IN U.S

THE EXTENSION OF TELEPHONE COMMUNICATION WITH OTHER PARTS
OF THE WORLD

Except for war restrictions, one-half of the world’s telephones in
the United States can reach—by wire to Mexico and Canada, by cable
to Cuba, and by radiotelephone to other parts of the world—all but
7% of the world’s telephones. The extension of telephone communi-
cation overseas began with the opening of service between New York
and London in 1927. This radiotelephone development is the result
of Bell System research.

are a part of the same art and all are available if conditions
require their use.

In 1931 another service was added to those furnished
the public by the Bell System. At that time teletypewriters
were in use on private wires which customers leased. The
teletypewriter machine at one end of the wire would receive
and write down just what the machine at the sending end
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wrote down as the operator played the keys. The teletype-
writer service offered in 1931 connected Bell System tele-
typewriter machines to switchboards, just as telephones are,
so that any machine in the network could be connected with
and write to any other anywhere in the country. There are
now about 13,300 teletypewriter stations listed in the national
teletypewriter directory—serving mostly business houses.
Many other teletypewriters, of course, are used on private
wires not connected to the exchange network.

The technical and commercial problems of one business
usually differ considerably from the problems of all others,
and it is not possible to judge except by general observation
whether these improvements make as good a showing for
the telephone business as the improvements in the chemical
business, for example, make for it. Nor can we say whether
or not more might have been accomplished under the cir-
cumstances. But these improvements do show that the inten-
tion of the management to improve service continuously
has produced results.

Moreover, I think, the record would prove that it was that
intention which did produce the results. There was no
competition. At no time were there better results elsewhere
to lead the public to demand improvement. The public had
no visualization of what improvements might be made. Nor
was there any specific demand for improvement. I do not
mean to imply by this that the management felt that if it
made no progress for sixteen years the public would have
remained satisfied. It had no such idea. If service had not
improved, the public would not have been satisfied. But what
I want to bring out is that I believe this to be one of
the cases in which an industry of its own motion anticipated
the public desires and delivered the results without pressure.
And by and large, the improvement in this business seems
to compate well with the improvement in the best competi-
tive businesses.
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OVERTONES OF GOOD SERVICE

THE effort to provide good service to the public fits in
naturally with the effort to provide good jobs in the
telephone industry. Good workers at good wages working
with good tools under good conditions give good service.
And the refinement of good service known in the Bell Sys-
tem as personalized service, or service from the customer’s
point of view, likewise fits in with a refinement of the con-
ception of a good telephone job. This is a conception of a
worker who knows not only the rules and routines of the
job, but also the reasons, experience and policies behind
them. A personalized service to the public means a thought-
ful and responsible job for all who come in contact with the
public. The day-by-day relations of the telephone business
with the people of the United States are conducted chiefly
by the commercial office force, the operators, installers, re-
pairmen, etc. A company may have the best overall policies
in the world, but if this spirit is not translated into acts
by those who have contact with the public, they will be
largely discounted.

Consequently, whatever the policies are, everybody must
know them. To make policies effective it is necessary to give
employees an understanding of them so they can be rea-
sonable and polite. In order to be reasonable, a person must
know the reasons for what he does. If a customer objects to
something and is told it is a rule of the company and nothing
more—that seems arbitrary; and yet if the employee does not

28
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know the reason for the rule, or cannot readily find out,
he can’t explain it. Moreover, by instinct the public feels
that if the employee can’t find out what it is all about, it
will be impossible for the public to find out and there must
be something unreasonable in it.

On the other hand, the more an employee understands,
the more likely he is to grow in his job, so that the all-
around level of performance improves, not to mention his
satisfaction in life and capacity for advancement.

Along with this kind of reasonableness, and an integral
part of it, is politeness. I mean by this, as near unfailing
courtesy as human nature allows, plus a genuine desire to
make the company a friendly and helpful institution. This
means giving employees some latitude and encouraging
initiative. No routines and instructions can fit all cases.
Employees who know what the objectives of the routines
are can safely depart from them in exceptional cases to the
great benefit of the service to the public.

It takes time and money and the patient effort of super-
visors to inform employees of the reasons behind routines
and about the fundamental policies of the company, and
about anything else which they are likely to be asked by the
public. Yet without adequate knowledge to answer, they
cannot make the company appear reasonable and it is more
difficult for them to be polite and helpful. To have such
knowledge spread down through the ranks of an organi-
zation means that from the foreman up to the top manage-
ment, all supervisors must look upon the process as one
vital to the success of the business. Being reasonable and
polite to the public must be done by the company as a whole.
It is not a gesture—it is a way of life.

Perfection, of course, is impossible in anything, but a
rather considerable degree of reasonableness and politeness
ought to be easily achieved because these qualities are natural
to most people, if not diminished by the pressure of routines,
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techniques and ratings on other aspects of the job. If it is
clear to the employee that politeness and reasonableness are
rated high by the management, they come to their proper
place. Moreover, the employee himself has a better life if
his relations with the public are pleasant, and he is justified
in having a better opinion of his job and a greater satisfac-
tion in it if all who mention the enterprise of which he is a
part—and an understanding part—speak well of it.

In discussing politeness and reasonableness, I do not mean
something employees can be trained to put on like a cloak.
I am not talking about stage management. I am talking about
character—running a business so that the more the em-
ployees know about it the better they feel about it, and
running it with people who know what they are doing, have
a pride in their profession and want that profession held in
high esteem by other people because it deserves to be.

Some of the concrete methods of letting the employees
in the Bell System know what they are doing and why they
do it are:

1. Explanation of Bell System and company policies to new

employees along with their training for their particular jobs.

2. Group discussion of company policies and results. In the discus-
sion groups which meet all the year round, any question about
the business may be asked and all phases of the business are
discussed.

. Information about the business in company magazines.

4. Information bulletins, sometimes issued to all employees, some-

times issued to supervisors for discussion with employees.

5. Executives meeting with employees in large groups.

LV

There is a constant variety of use of different methods,
but in one way or another the main facts of the business
and its policies are brought to everyone’s attention. In this
process an opportunity is given to everyone to find out any
particular thing about the business he wants to know, from
such matters as why there is a service connection charge
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to why the Bell System has increased the proportion of
equity money (represented chiefly by stock) in its capital
structure and decreased the proportion of debt. All this
is to inform the employees why the business is run as it is
and where his activity fits in the picture.

Personalized service has been dramatized by Bell System
employees who have participated in “Service Skits™ given be-
fore employee audiences to show how and how not to handle
certain situations which come up in the business.

Test cases are also used in which a situation is presented
and employees describe what in their judgment are the
best procedures.

Employees in groups are asked what aspects of service
bring good results with the public and what aspects seem
unsatisfactory.

Out of all this work come not only more competent and
understanding employees, but a constant stream of informa-
tion to help management in its tasks.

Added to these and other methods of improving and
personalizing service, in many companies there are interde-
partmental committees at various levels of the organization
which watch for and appraise all manifestations of public
approval or disapproval. These committees have been re-
sponsible for many changes in practices or routines and for
specific decisions to give the public service more nearly as
it wants it. In one area some 42 changes in methods and
practices for the improvement of service came out of these
discussions in a year. Most of these were small matters
and applied to only one or two places but some were of
larger application. To apply an ever-changing art to an ever-
changing public needs constant and careful scrutiny.

This process of spreading information through the System,
from management to the employees and from the employees
to the management—this effort to use the brains and capaci-
ties of everyone in the business in an orderly way, takes a
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vast deal of time and energy. It is infinitely harder than

just giving or taking orders. Giving or taking responsibility

always is. But the time and effort are put into the process

because the Bell System believes that:

1. It makes every employee abler as an employee and a bigger
person generally.

2. It helps train the next groups of supervisors and those
who will ultimately manage the business.

3. It gives a better and more satisfactory service to the
public.

4. It keeps the management closer to the public desires.

In the policy speech at Dallas Mr. Gifford said, “Un-
doubtedly a very great factor in the continued progress and
improvement of telephone service is the intangible, but quite
real spirit of service that has become a tradition of the tele-
phone business.” This is a spirit which makes men and
women forget their comfort, their own interests, even their
safety to see that the public’s messages get through. Per-
haps it is the nature of the business which produces this, for
most communication and transportation businesses have it in
large degree.

This spirit of service and adventure is a normal comple-
ment to the reasonableness and courtesy of well informed
people who are free from too much restraint.

The kind of service which results from all these factors
is perhaps best explained by half a dozen instances.

Following the hurricane of September, 1938 in the north-
east part of the country, a newspaper writer who lives on
Long Island and who was in the thick of the storm wrote:

I want to write a letter that gives me more pleasure than anything
I have written in many years.

My family was caught, literally, in the vortex of the hurricane
... 1. .. was elected to go down to Westhampton to see what
could be salvaged . . . after the storm,

What 1 found . . . would be only a useless repetition of what has
appeared in the newspapers. But I was conscious, as I threaded my
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car through the howling gale and ripping rain, that an inspiring
drama was going on all around me.

All along Jericho Turnpike, with the lashing storm still wresting
trees from the earth, still hurling branches, boughs, and buildings
through the air, I saw little groups of men huddled around small
gray trucks. All the way from Cold Spring Harbor to Westhampton
and beyond I saw men clinging to precarious perches on tall poles.
No crow’s nest watch in a storm at sea ever took worse beatings
than these men. Where poles had fallen, they were cutting them
away; putting new ones back and putting on the gamest fight
against the elements that it has ever been my pleasure to watch. . . .
These boys, apparently, never got tired . . .

When I reached Westhampton, the telephone building there was
a welter of mud and muck. . . . But upstairs, girls were virtually
glued at their posts—trying to get calls through—while trouble
shooters downstairs were trying to clear water-soaked wires.

In the midst of all their own trouble, these harassed telephone
workers were courteous and kindly. They asked me to wait until
they could clear a wire through to Brooklyn and then gave me a
headset to permit me to report to the worried people back home
that the storm had torn everything in Westhampton to shreds. .

It drove home to me, more thoroughly than ever before, what a
terrific social necessity and link the telephone is. And more impor-
tant, the well-trained, loyal, heroic and courageous morale of the
telephone company’s employees were an inspiration. . . .

When I reached home, my phone rang, and a girl's voice said:
“We're just testing. Your line is back in service again.”

Maybe I sounded a little silly to the girl, but I said: “Thank
you . . . and God bless you!"

Here are two short stories from two widely separated
areas. They are taken from telephone company magazines
or memoranda.

Citizens of Snyder, Texas, couldn’t quite understand it when
they saw a local business man sitting in a parked car at the curb
talking over a telephone. The facts, as revealed later, were these:
He had been injured in an automobile accident and was about to
be taken to a hospital in a nearby town. He had wished to place
some long distance calls to relations to give a first-hand explanation
of his injuries. This was an easy one for Telephone Wire Chief
Bailey. He placed the calls for him and connected an extension
































































































































































































































































































































































































































































































































































































































































































