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PREFACE

At the request of the Subcommittee on Trade, House Commit-
tee on Ways and Means, the General Accounting Office (GAQO) began
studying Japanese approaches to product guality and comparing them
to approaches typically fcllowed by American firms. As part of
that effort, a l-day roundtable discussicon was convened at GAQ
where 15 well-informed representatives from industry, labor, aca-
demia, and Government participated, along with the then Chairman
of the Subcommittee on Trade, the Comptroller General of the United
States and several congressicnal staff members. The full day's
transcript is contained in this document.

The purpose of the roundtable was to promote discussion on
the many aspects of product gquality, and to demonstrate the perva-
siveness of this term, from the broadest of national economic pecl-
icy and strategic planning, to the individual company level, down
to the shop floor where actual quality goes into a product as ulti-
mately measured in the marketplace. Discussions covered a myriad
issues, including:

National strategic planning and policy making

-=p comparison of economic policy for planning and
implementation

--Cooperation among corporations, banks, and Government

~=Long-range economic planning«-targeting of industries
and the role of product quality

-=-Government tax policy, investment policy, savings,
research and development, and long-term growth of
firms

Marketing strategy

-=Concept of global market share

-~Product guality as an integral part of strategies for
market penetration

Production/product quality standards

--High technology

-—Capital intensity; automation for efficiency and
guality

~--Emphasis on "process" toc achieve consistently high
guality products



--Quality control
.management's responsibility
.quality and productivity not seen as trade-offs
.concept of zero-defects

.statistical techniques tc "fine tune" the process
and maintain high gquality

Concept of management and employees as partners

--Company policy of assuring job security

--Management practices to assure precductivity and quality
.quality circles and participative decision making
.communication and cocoperation
.top managers responsible for quality
.training and development of people

.product designers required to understand produc-
tion needs

Comparisons between Japanese and U.S. approaches and emphasis
on product guality had a specific purpose in this roundtable dis-
cussion. That is, the Japanese model appears to demonstrate the
pervasiveness of product quality as a tocl for economic and stra-
tegic planning on a naticnal level, as well as for the structuring
of cooperative linkages among Government, industry, and financial
institutions:; for cooporate strucgturing, planning, production and
marketing strategies: and for management/labor relations and com-
mitments which have been conducive to high rates of productivity
without compromising product guality.

To the extent, therefore, that an examination of the Japanese
"system" provides insights into this nation's needs, then Japanese/
U.S. comparisons are useful.

We are deeply grateful to the participants whose contributions
provided rich insights into the myriad issues which, in combination,
comprise the definition of "prcduct gquality” and its importance
in the competitive marketplace.

et Ao —

Donald L. Scantlebury
Director and
Chief Accountant of GAOQ
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PROCEEDINGS

MR. FRITTS: Ladies and gentlemen, welcome to the panel
session this morning. Before giving our introductory remarks, I
think it would help everyone here to know who the panel members
are. I1'd like to start by having the panel members around the
table introduce themselves, and then Mr. Scantlebury will introduce
the Comptroller General. First, let me introduce Brian Usilaner
on my left, Dr. Fred Tarpley from Georgia Tech, Nick Horsky from
our Los Angeles Regicnal Office, and I'm E4d Fritts, your moderator
for today's session.

Dale, would you introduce yourself, please?

MR. CUNNINGHAM: 1I'm Dale Cunningham, I'm with Texas
Instruments in Dallas, Texas.

DR. TSURUMI: Yoshi Tsurumi, Founding Director of the
Pacific Basin Economic Study Center, UCLA, and Professor, City
University of New York.

MR. RUBINSTEIN: Sidney Rubinstein, President,
Participative Systems.

MR. VORHES: I'm Jim Vorhes with General Motors, and I !
have the Consumer Relations and Service staff of the Corporation.

MR. VAUGHN: Bill Vaughn of the Ways and Means Trade
Subcommittee.

MR. FEUILLAN: I'm Jacques Feuillan of the Federal f
Trade Commission.

MR. KEELBECK: I'm Joe Kehlpbeck, I'm with General
Electric but I'm here representing the American Institute of
Industrial Engineers.

MR. HAYNES: I'm Fred Haynes, I'm with the Cooperative
Generic Technology Program, U.S. Department cof Commerce.

MR, NAGATA: I'm Takao Nagata, Nagata Engineering
Company.

MR. JENSEN: I'm Bob Jensen, United Autoc Workers.

MR. BARRA: Ralph Barra, Westinghouse Electric Corporation.

MR. WADA: Chris Wada, Scny Corporation cof America,
Assistant to the Chairman for Special Assignments and also

Assistant Vice President in charge of import/export.

MR. USERY: I'm Bill Usery, Bill Usery Associates:
Inc., and I'm here today for the American Productivity Center.



MR. STAATS: I'm Elmer Staats, GAO.
MR. SCANTLEBURY: I'm Don Scantlebury, GAQ.
GAO'S ROLE

I1'd like to say at the start that you may wonder who all
those people sitting in the back of the room are. Most are GAO
staff people who are very much interested in productivity and prod-
uct gquality. A few pecople have been invited from outside GAO.
They're taking this opportunity to get brought up to date on it.

I'd like to just say for the benefit of the panel mem-
bers, some of whom may not be too familiar with GAO, a little back-
ground about us.

The General Accounting Cffice is an arm of Congress and
it's not a part of the Executive Branch. We perform audit work
and certain other functions for the Congress, and we report to
them on matters that need to be changed. Our basic charter makes
us responsidle for doing certain types of audit work and, in addi-
tion, looking for areas in which the economy, efficiency and ef-
fectiveness of the government can be improved. We make recommen-
dations to Congress, we.issue over 1,000 reports every year, and
the recommendations contained in these reports result in substan-
tial savings to the government, some c¢f which we can measure and
scme we cannot. ’

We are an independent organization. The Comptroller
General is appointed for a l5-year term, and that gives us a great
deal of independence in the work that we do.

In carrying out our work, we've divided our efforts into E
issue areas; these are major areas of concern that we feel need
attention. One of these areas is productivity. That includes not
only the productivity of the federal work force, the productivity
of the state and local work forces, but alsoc the productivity in
the private sector.

With that, I'd like to turn to my boss, the Comptroller
General, Mr. Elmer Staats.

WELCOMING REMARKS BY
THE COMPTROLLER GENERAL

MR. STAATS: Thank you, Don.

You have in your folders a list of GAO reports on pro-
ductivity completed and in progress. These are some of the more
recent efforts. I mention this because it reflects, as Don
Scantlebury said, the interest we have had in this subject now for
some 10 or 12 years. We have a sizeable staff in Washington and
in field offices working in this area. It's a matter of high pri-
ority as far as we're concerned.



Today, you're going to be addressing productivity from
the aspect of productivity and quality control. This comes about,
I think as you are familiar, because of the interest which has been
generated in the House Ways and Means Committee, and particularly
in the Subcommittee on Trade and the U.S./Japan Trade Task Force,
to examine product quality as an aspect of product competitiveness.
The concern here is with design, operating characteristics, relia-
bility and serviceability which are well known to all of you.

Quality control and reliability, it seems to me, have
been trademarks of the U.S. industrial competitiveness histcri- !
cally. But in recent years, this trademark has become somewhat
eroded. Japanese products, on the other hand, rightly or wrongly ‘
have been sought after particularly now because they have been !
perceived to be of higher quality in many product lines than those
in the United States.

About 30 years ago, I think it would be fair to say that
our competition was mostly in the area of price, and now quality |
takes on more and more importance to the consumer. A commitment
to quality contrel in Japan appears to be shared by labor, by man-
agement and by government, and it has been carried over to the
Japanese-owned and managed plants in the United States.

What we are going to be concerned about today is how this
came about. Where are the examples of high gquality control in the
United States? Is there anything in this picture where government
plays a part positively or negatively? These are some of the issues
which are before you. This will be a very informal session. I
believe we are making a record of the session so that we will have i
the benefit of that record for purposes of responding to the Ways :
and Means Committee.

I believe we have representatives or will have repre-
sentatives from the staffs of several members of that Committee.
I believe E4d Fritts will introduce them in due course, but the idea
here is, to put it colloguially, to pick your brains and share in
the discussion and get the benefit of different points of view,
all to give us a better basis on which to respond to the Committee,

Again, we appreciate very much your joining us. It will
be invaluable to us, and while I have to go up for a hearing this
morning, I will bte spending as much of the day with you as I can.
I'll turn it back tc Ed Fritts.

MR. FRITTS: Thank you, Mr. Staats.

INTRODUCTICON OF
CCNGRESSIONAL STAFF

We do have scme staff members who either are here . now or
will be coming. Of course, Bill vVaughn with the Subcommittee on
Trade has already introduced himself. We also have other memkers



from House Ways and Means:; Art Stein. If any of you are present
please stand up. Thelma Askey: Eileen Bergen. And we have Tim
Nugent, representing Congressman John LaFalce from New York: and
James Costello representing Congressman Stanley Lundine, also from
New York.

Incidentally, I might add that the microphones on the
back table are active and we want to encourage the Congressicnal
staff people, because we're werking very closely with them, to
raise guestions to the panel members. You may use those micro-
phones on the back table.

I also understand that Congressman Charles Vanik, Chair=-
man of the Subcommittee on Trade, will be with us very briefly
around 11:00 o'clock. I'm sure his time constraints are very
tight, and he will probably not be able to stay very long but we
will welcome him and I think we will interrupt the proceedings upon
his arrival to give him an opportunity to address this audience.

I would be remiss if I failed to recognize an old friend
of mine with whom I worked here in GAO for about 7 or 8 years,
Fred Haynes, who "jumped the traces"” to go to Commerce to head up
the Cocperative Generic Technology Procgram. Fred, welcome back
to the halls of GAO.

MR. HAYNES: Thank you.

MR. FRITTS: The only absentee sc far is Biff Gale from
Music Corporation of America, another good friend of mine whom I
met, of all places, in a little port town in Portugal a few years
ago. 1 found out very guickly that if I were going to address
productivity issues with Biff, I had better be pretty sharp because
he certainly was. So I hope that he can make it later on because
I'm sure he could add much to the discussion. BAnd, of course, to
all of you, we are very, very gratified that you came.

CONCERNS OVER
PRODUCT QUALITY

When I called to invite you I was met with more than
mild interest. There was a great deal of enthusiasm, which I
perceived to be a form of alarm that this country is perhaps in
deep economic trouble. Of course, I'm personally gratified that
you came, but I'm alsoc fully aware of your concerns. We share
those concerns.

The agenda that you received was our attempt tCc separate
the levels of guality, if I can put it that way, from a national
policy level, further and further dcwn to the micro level, or shop
level where product gquality goes in as ultimately measured in the

marketplace. Obviously, we can't separate them entirely. Every
single aspect of product guality is related either directly or
indirectly to every other aspect. But it's a way, I think, of

handling perhaps the discussion here.



BASIS FOR DISCUSSING
U.S. V5. JAPAN

I would like to begin now to get the discussion started
by quoting the opening paragraph of Caryl Callahan's paper enti-
tled, "Business-Government Relations in Japan."” i/ Let me empha-
size that we're comparing Japan versus the United States, not to
irtroduce an argument as to whether they are better than we are,
because that's a fruitless argument. The point is that product
quality is one of the finite elements impacting international trade
and marketing: the Japanese have learned to capitalize on product
guality; and it behooves the United States to find ways to improve
its competitive position by improving the quality of products pro-
duced. That's the pcint we want to address. To the extent that
we can use the Japanese "system"” to better understand our own prob-
lems and areas for improvement, then that's what we want to try
to do.

JAPAN'S INDICATIVE
ECONOMIC PLANNING
SYSTEM

Let me guote from this first paragraph which I think sets
the stage for our discussion of product quality as an element of
national strategic planning and policymaking.

"In the post~-World War II period, Japan had achieved a
rate of growth unmatched in the industrialized world. Contrary
to popular myth abroad, this phenomenal growth has not been due
to cheap labor, to low profits, to a special Japanese mystique or
to any of the other glib and easy explanations of the Japanese
economic miracle. Instead, Japan's success has been due largely,
to the cooperative interaction between business and government in
formulating and implementing detailed plans for the structure and
direction of the economy. The indicative economic planning process
that has developed in Japan since the War is a non~coercive method
by which the government, working closely with industry, sets the
overall goals for the economy and communicates them publicly to
private firms who voluntarily share in their implementation. The
government merely indicates goals, rather than legislates them."

I would like to ask Dr. Tsurumi, who is very familiar
with the Japanese system, to describe for us his impression of
how the indicative economic planning process works, and then we
want dialogue as to what portions of that system, that process,
may be implantable within our U.S. system, if any. Dr. Tsurumi?

1l/"Business-Government Relations in Japan," Pacific Basin Center
Foundation, 1980. P. 2 (available from Y. Tsurumi, Baruch
College, New York, N.Y¥. 10010Q).



DR. TSURUMI: Let me make a very topical statement.
Yes, indeed, the product guality has been the recognized element
of Japanese business strategy. There is no guestion about it in
Japan. This didn't come about as a matter of government policy.
It has more or less evolved rapidly.

PRODUCT QUALITY AS
INTEGRAL PART OF
BUSINESS STRATEGY

Personally, I have traced the evolution ¢of product
guality as an integral part cf the Japanese business strategy.
This means that you do not go for pricing or cheap products, et
cetera, but certainly for product quality as the distinct compet-
itive strength of firms. Therefore, the firms have endeavored to
produce the managerial systems which do not create physical notion
of productivity--how many units per hcour, et cetera--as a tradeoff
against the quality. If you can characterize the Japanese firms,
they might be seen as an entity which treats the physical notion
of absclute product quality--how many units you can produce--and
the scale economy of large scale procduction as their overriding
strategic weapons. Anybody can produce lots of things if they're
allowed to produce shoddy things. By doing anything that every-
body can do, you do not abtain any competitive edge.

Therefore, a competitive edge in the worldwide export of
domestic products can only come from the system which can produce
many products, and therefore milk the economy of scale or learning
curve effects, and also improve the product gquality at the same
time.

ROLE OQOF JAPANESE
GOVERNMENT

Now, hcow does the government indicative economic system
fit this picture? The indicative economic system clearly emerged
after World War II when the government was put into the subtle
role, I would say, of allocating the scarce resources, technology,
capital, among diverse private firms for industrial activities.

At the outset, it was just a trial and error method, and
aut of that something had emerged. When you talk about the indi-
cative economic planning system of corporate growth, you're dis-
cussing some kind of corporate visions which the economic¢ planners
of the government or business or labor share. The only vision they
share is that somehow the world is in a state of flux. This is
nothing but common sense observaticn of reality. Therefore, they
have to live in the world of uncertainty. But they want growth,
and growth meant a betterment of living standards.

Then, what government can do is to provide some kind of
framework for the industrial allocations of the crucial resources,
in particular scarce resocurces, like technology. Technology was



clearly identified from the outset as an independent policy vari-

able by the Japanese government. From the very outset, technology
as much as capital or financial investment, has been reccgnized as
an independent and necegsary policy variable by the government and
by private industry.

The government reole is more like giving the first draft
of their future vision of the world, like the ecconomic situation
20 years from now. And right after the World War, it was easy for
Japan to come up with that kind of vision because the only thing ?
Japan needed to do was to loock at the United States or the indus-
try of leading nations and study their industrial structure and
all the other things and then say, well, what did it take for them
to do all these things? Where are we right now and what will it
take for us to move from here to there? And we kxnow that, unlike
the United States, Japan dcesn't have ample resources to spare.

So from the ocutset, for both government and businesses, the plan-
ning concept as we teach it in business school was how to manage
growth under scarcity and shortage. The growth target was very
easily drawn at the outset by looking at the United States struc-
ture. '

What government did was to propagate this general notion
about the desired target for Japan. To be very efficiently drawn
by the government in close consultation with industry and labor,
each industry must reconcile different views. Otherwise, diversity
of views emerge, and diversity may bring about all kinds of con-
flicts of interests and jockeying for their own interests. In
terms of drawing up a national vision as to, say, the makeup of
the economic situation or the desired industrial structure of Ja-
pan say 20 years from now or ten years from now, which will again
be adjusted as they go on, both government and industry cooperated
and tried to come up with some kind of shared understanding of
what it's like toc be living in the years ahead and what it takes
to get there.

The indicative planning was, as the Callahan paper pointed
out, nothing but an indicative system.

The word "indicative" is as opposed to a planned "coer- :
cive" measure. The government was to indicate what was the de- {
sired goal and what were the necessary technologies for private
industries to acguire in order to attain their particular goals.

The government, then, used foreign exchange allocation and capital
allocation processes to simply favor the successful firms which
came out of the survival of the fittest to prove that they can
produce efficiently and competitively.

SIMILAR APPROACHES
BY OTHER COUNTRIES

Now, the indicative economic system, as we understand
it, is not unique to Japan. France implemented, rather successfully



in my opinion, the indicative economic planning after World War
II because that country also faced the problem of managing growth
under scarcity and catching up with Germany and the United States.

But the contrast between Jagan and France might be in-
teresting. I don't think this is a superficial contrast. In order
to implement the goals of the indicative econcmic system in France,
I don't think the government was able to count on informal but ef-
fective cooperation from private sectors. Accordingly, in order
to implement the targeted goals, they needed to own the three major
commercial banks and use capital rationing processes so that the
funds would be channelled into the targeted industries. Alsc, they
came to own some key parts of manufacturing industries, the auto-
mobile industry in particular, as well as others,

WHY INDICATIVE
PLANNING WORKS
IN JAPAN

The indicative economic planning system was not unique
to Japan, but the way they went about implementing it might te 5
somewhat characteristic of Japan. This was because there existed
in the main, the cooperative mode of interaction between business
and government, between especially business elites and government
elites. They went to the same school and all kinds of things and
they've been doing things together for about half a century now,
and after World War II they wanted to deo things together.

Therefore, once some kind of shared geal emerged as to
the future makeup of the Japanese industrial structure, it was
easier for the government to communicate the key targeted indus-~
try to the private industries and leave mainly the rest of the
implementation to private industry.

The way the government uases the industrial policy 1is
through administered competition. All governments try to adminis-
ter market competition, but what it dces in Japan is to promote
the philosophy ¢£ "survival of the fittest." You're trying to
develop new industries. You don't know which companies are going
to succeed. You cannot simply select from the outset the winner
and simply ¢get the whole thing done. All you can do is simply
call for the candidate entrants into that industry and see which
ones will succeed. At the same time, yor cannot let too many
guys into the play from the outset because the domestic market
will be too small to permit any economy of scale,

The government tried to regulate the first of three
entrants or four entrants as the domestic market size increased,
rather than simply letting the initial entrants cover the increase
in growth; let's try to bring in a few more competitors and go
through a whole shakedown process. Eventually, they tried to re-
ward the survival of the fittest, and meanwhile, always mindful of
allocating the resources ocut of the declining industry into ithe
future growth potential. :

4 4]



This may be changing in Japan today, but still, I be-
lieve that's the Japanese government industrial policy. And this
is shared by private industry and is characterized by the survival
of the fittest. It's not a conglomerate or a conspiratorial sort :
of group cooperation. !

MR. FRITTS: There are exceptions, in other words.
Honda, for example, was an exception to indicative planning be-
cause they were not one of the preferred or early winners in the
game.

DR. TSURUMI: That's right. TIt's not a rigid system.
It leaves enough leeway for entrepreneurial things. And obvicusly,
the key industry like steel got much more leeway than others, and
the government directed the protections of, say, consumer elec-
tronics and others. There's encugh industry difference.

But the only point I wanted to make here about the in- :
dicative econcomic system is that the government's role has emerged :
as the kind of conveyor of the future vision of the industry, so
that they can signal business opportunities for any private firms
to exploit. As a result, the government has emerged as the allo-
cator, the key allocator, of the scarce resources tc targeted
industries and let the private industries sort of bid for them.

Again, I come back to the point of technology, and especially pro- :
duction process technology. When you talk about technology, let's :
start classifying it. I classify it into the product feature- ?
oriented technology and the producticen process technclogy--how to
make this particular product once you design it. Then, all these
technologies are considered as an independent policy wvariable.
Private firms have internally absorbed that concept and have built
their export growth strategy as well cn the noticn that the qual-
ity is the key factor of their success in sales and growth, and
sales only follow the reliability of product.

MR. FRITTS: Let's concentrate on the part, for the
moment, of the implications c¢f the indicative economic planning
system. I would like to hear other panel members comment on
their own perceptions as to whether this kind of policy planning
is even acceptable within our American system.

MR. WADA: 1I'd like to supplement what Dr. Tsurumi said
by taking an example from cur experiences. First, when Sony wanted
tc take a license from Western Electric in 1953 on the semiconduc-
tor, the Japanese Gevernment did not help us; in fact, government
made it difficult for us to send the first payment for the royal-
ties. Government did not help us. Certainly, government did help
us by taking care of the country and so forth, but in the crucial
issue for the success of Sony, government did not help.

Number two, in 1968, the =ZIA [Electronic Industries
Association] said that all televisions from Japan were being Jumped.
Sony proved tc the U.S8. government that we were not dumping. After

LT =,



a thorough examination in 1975, the U.S. government said, "you are
not dumping," and so stated in the Federal Register of February 13,
1979. The Japanese Government did nct help in this.

what I'm trying to say is that as far as Sony is concerned

with our crucial successes, I den't think we had so much help from
government. Government is necessary, but I think one does not have

to have so much help from government to be successful from the qual-

ity standpoint, or from the productivity standpoint. So I wanted’
to supplement what Dr. Tsurumi said.

MR. FRITTS: What you're describing, then, is that Sony
was not one of the industries per se that was in the indicative
economic plan at that moment, nor the technology involved.

MR. WADA: That is correct, yes. And many American com-
panies, such as Texas Instruments and IBM, among others, are very
successful in Japan. I don't think they had any help from the
U.S. government. They have always been scrutinized by government
because of antitrust, et cetera. So I think government is very
impertant for us but I think the clue for success is not se much
in government, but the clue is in each company.

MR. FRITTS: So there is entrepreneurship within each
successful company.

MR. WADA: I think so.

MR. FRITTS: Just as we have in the United States.

MR. WADA: What Dr. Tsurumi said is true, but there are
also examples where without any help from government--I shouldn't
say any help--but without crucial help companies have been success-

ful.

CAPITAL FORMATION

MR. FRITTS: We must recognize, however, that in the
total inncovation process the important role of formation and
availability of capital is very critical, so in that respect, the
indicative planning and to the ownership of the banking system and
allocation of resources, government plaved a very important role.

MR, WADA: Yes. This depends probably on the industry.

MR, FRITTS: Yes.

MR. WADA: There are certain industries which are very
capital intensive and we are a little different. Industries such

as integrated circuits, steel, and autos, surely need help in
capital,



MR. NAGATA: I fortunately or unfortunately have to agree
with both gentlemen, Dr. Tsurumi and Mr. Wada. Scony is the same
way as Mr. Wada has said, that government never, in a sense, put
any suppeort in terms of financial support I think. My involvement
with the electronics industry is Sony and Panasonic-—they are
basically the same way.

Dr. Tsurumi pointed out right after the war in 1945 and
1953, during that time it was natural that government came in and-
helped private industry because of the fact of financial trouble
and needing naticnal solidity. Therefore, government stepped in.
But after that, I'm sure Scony as well as major electronics indus-
tries, which today we call electronics giants, never were assisted
by any financial support.

In order to expand their market research, there are a
lot of functions through the government, Japan Electronic Industry
Development Organization is probably cone of the very successful
organizations to expand their market shares throughout the United
States or throughout the world, for that matter. But basically
we have done it ourselves.

Therefore, what I'm saying is that American industry has
matured already in terms of firnancial standing. IBM is a good ex-
ample, probably. They're doing cne of the best gquality products
as well as Hewlett-Packard and Westinchouse and we can see it. But
they dc have financial support by themselves, I believe. Thereafore,
what we need, what I'd like to see here in the United States in
American industry, is they have to get together in terms of the
productivity of which we are talking about today, in terms of gual-
ity. Then we can be on our feet.

DR. BARANSON: Let me just introduce a little leavening
tc this loaf. There's no question that in Japan, beginning in the
early period of the 1950's when they were infant industries and
where government support was 0f a very pervasive kind of orches-
tration and the government supplied the typical pattern of govern-
ment support, which was in successive waves. And there's no ques-
tion, as Mr. Wada and Mr. Nagata have pointed out, that the
government policies have always had a certain ambivalence and have
on the one hand, c¢hosen instruments and in a sense of nurturing
the early stage ¢f the industry as a whole; and at the same time,
maintaining a kind of free for all in the internal competition.

In the early period cf the electronics industry, for
instance, there were something like 80 or 90 radio manufacturers.
In television, there were 20 or 30 which finally filtered down to
10. The government had certain policies which at a certain stage
encouraged rationalizaticn and merger. And thers are such things
as the Sony's and the Honda's, the Toyokogyo's, the Matsushida's
and so on, which became the sixth and seventh tier but which don'=
get preferential treatment,.
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PROVISICNAL MEASURE LAW:
COMPETITION WITH PROTECTION

But the thing I want to point out is that as you gentle-
men know, in the electronics field, for instance, there have been
what the Japanese called the provisional measure laws which are a
broad umbrella providing financial assistance in targeted growth
areas. And all companies, including the Sony's and the Matsushi-
da's, in addition to the Hitachi's and the traditiconal established
industries, get extra depreciation allowances; the export becomes
a critical element of financial support, and the tax exemptions
connected with overseas markets. So these firms benefited from a
brecad range of goverament policies, to say nothing of the fact of
the very carefully orchestrated protectionism, the shield, which
the government provided in the early fifties and sixties, so these
industries could not be touched by foreign competition.

PROTECTICON BROUGHT
ABQUT LICENSING

As a matter of fact, that's the thing that unleashed the
licensing. RCA, which really began massive licensing in early
sixties, and that's the thing that really got all of these indus-
tries started, was because the government didn't allow anybody in.
It was a very careful orchestration of these infant industries.

I think the critical thing to understand when we try <o
understand what is it that Japan did so well and how we are losing
ground, is to understand the very critical role of government in
the long~range kind of--you call it indicative planning. That be-
comes a little dangerous because it's too tight. 1It's a very care-
ful, subtle, pervasive orchestrating of growth at critical stages,
and that's the thing that has launched Japanese industries. You'll
find now that the provisional measure law was passed in three ver-
sions. The first cne was between 1957 and 1971, and then 1971 to
1978, and the new law that was passed in 1978.

In each of these, there is a new wave of industry. What
was the television industry in the fifties has become the computer
and the microprocessor industry in the eighties., That pattern of
critical concern about growth targets and growth environments and
an overall shield and 1lncentive tc industry that is very, very dom-
inant in Japan. It is virtually, totally lacking in the United
States.

MR. FRITTS: We have, do we not, in this country bits
and pieces of that total system? For example, what Fred Haynes
is working with in Commerce and the whole idea of nurturing and
improving the flow of technology, certainly from the government

sector, and even developing new technologies, generic technologies--

that's a very important piece of the puzzle. Perhaps Fred can
address 1it.

b
N2



OTHER GOVERNMENT
LINKS TO INDUSTRY

DR. BARANSON: Let me say just one other thing, Ed, that's
very important. There's ancother institution in Japan which links
government to industry. In the electronics industry you have the
Japan Electronic Industry Development Associations, JEIDA, and the
Electronics Industry Deliberation Council. These are very impor-
tant bodies where the broad framework of growth is set, and where
government and industry people are totally interactive. Now, our
system with our antitrust laws completely preclude that. There is
no basis whatscever for doing that. The only area that I think
is anywhere near that is in the Cepartment of Defense. When we
really have a critical problem in national defense, there are cer-
tain areas where you begin to collude. This would te what is
called intelligent forward thinking and planning, and would be
called ccllusion in this country. And they have a body and instru-
mentation in Japan to do this and we don't.

ANTITRUST LIMITATIQNS

MR. FRITTS: I might ask at this pcint if Jacques
Feuillan is able to discuss with us what the Federal Trade Commis-
sion is now doing, at least in its pelicy planning in the area of
antitrust. Is this an area that you are dealing with, Jacques?

MR. FEUILLAN: Ed, this is really tco preliminary for
me to ccomment on. We're just beginning to lock at this whole
issue, and there really are no policy recommendations even on pa-
per at this point for discussion. We're really simply taking an
overview.

MR. FRITTS: Yes, I don't want to put you on the spot.
MR. FEUILLAN: I understand that,
DEPT. OF COMMERCE EFFORTS

IN PRODUCTIVITY, TECHNOLOGY
AND INNOVATION

MR. FRITTS: Fred, I'd like to ask you, what are®the
plieces of this scenario that you can describe that are now within
the Department of Commerce program for productivity, technology
and innovation? Can you address some of these issues?

MR. HAYNES: We can #ry, Ed. I think before I do, it's
important to understand that the infrastructure in which our co-
operative generic technology program and the Department of Commerce
initiatives are trying to get started are significantly different
from the situation in Japan. And I don't want to suggest that
there is a complementary relaticnship between the two.

We're cbhvicusly trying o shoot for the same %3
from a different cultural and eccnomic background. <Comme
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you know, reorganized in March and created the Cffice of Produc-
tivity, Technology and Innovation under Assistant Secretary Jordan
Baruch. One of the major initiatives under that activity is some-
thing called the Cooperative Generic Technology Program, and I
will give just a very, very brief commercial for it.

It's a means whereby, for the first time, individual
firms in the United States are provided a forum for coming together
and doing exactly what Jack Baranson has said. We call it coopera-
tive collaboration in the development of generic technologies. We
are taking technology as a separate variable for lcoking at how
the United States' economic greowth is going to be develcoped in the
1980's and the year 2000.

Generic technology as we have defined it are those kinds
of technologies for which there is little or no incentive for in-
dividual firms to pursue, but if they were pursued, would carry
those individual firms and the industries ahead at a faster rate
than in the past. Perhaps cne of the best examples of that was
the joint development between the government and industry of the
APT language for the numerical control machine tools. Had not the
government cocperatively gone in and done what machine tcol pro-
ducers who, at that time, were not versed in programming computers
or numerical controls, we probably would not have what advantage
we have left in the numerical control machine toQl area. There
are a number of other examples, such as agriculture, aerospace and
computers.

This program is working on the concept of developing
generic technology centers which usually will be separate nonpro-
fit corporations, jointly funded with the private sector. The
government funding will be used to provide egquipment, initial
startup costs and salaries:; the kind of stuff that will get you
over the hump and will allow the individual private sector firms
to put most of their funds into the generic research agenda and
the diffusicn of the results.

: In 25 words or less, Ed, I think that's probably about
all I should say, but I would like to offer a ccuple of other cb-
servations in terms of what has been said so far.

JAPAN'S SURVIVAL DEPENDS
ON EXPANSIONM OF MARKETS

I think it's very important to note that Japan is dif-
ferent from the United States. The only way that Japan is going
to survive is to expand her markets. And I think that's critical.
We don't have that sentiment in the United States. They must ex-
pand their markets in order tc provide jobs because even though
only 25% or sc of their labor force has lifetime employment, the
only way an individual firm can continue lifetime employment is
to build a new plant to try to expand its market and create more
Jjobs.



SPECIALIZATION CF
FUNCTIONS: PRODUCTION,
MARKETING, AND FINANCING

Additionally, they have segregated their goods procducing
activities into several highly interactive functions. For example:
the purchasing of materials and the marketing of gcods are both
often dene by the international trading companies; the firm's fi-
nancing is frequently handled by their asscociated large, medium
and small banks; and the production activities are relatively un-
encumbered by overhead operations. This grouping of functions,
distinctly different from that found in the U.S., fosters a unique
production quality orientation not often found ocutside of Japan.
And, as I think we have all seen, if you are going into interna-
tional markets, it is quality that's going %o take you there.

JAPAN ADCPTED AMERICAN
MANAGEMENT TECHNIQUES

Now I want to hark this audience back to about the early
1950's when a guy by the name of Mogenson said work simplification
is something that must be very important to our domestic econcmy
because through work simplification, we can develop what are now
called gquality control c¢ircles in individual U.S. plants, and
thereby engender the individual employee's interest, nct only in
his own Jjeb, in his own position, but in the interest ¢f the plant.
And Mcgenscn did a lot of work in that area, but you don't see very
many of those activities around today.

U.S. EMPHEASIS ON
PRICE NOT QUALITY

One of the reasons you den't, I Ttelieve, is because
United States, unlike Japan, never got top level interest in
quality. Here the top level interest was primarily in price. I
think this is an important distinction to make when we're trying
to talk about the structures that were arranged in Japan to enhance
guality and therefore make thelr gcocds extremely competitive on
the international market, and the kinds of things that we have
done in the United States which have really been to enhance price
competitiveness, which has not necessarily produced us the long-
term quality image that we would like to see,

You gave me just a minute, Ed, and I went cn. I apolo-
gize.

MR. FRITTS: I appreciate that. ©On the idea of work
simplification, I think Dale Cunnincham frem TI cculd probably
describe in 25 words or less that TI has been very successful in
doing that very thing.



WORK SIMPLIFICATION AT
TEXAS INSTRUMENTS:
PEQPLE INVOLVEMENT |,

MR. CUNNINGHAM: It's interesting that you brought that
up. Back in the early fifties, TI entered into the procgram with
Alan Mcgenson in work simplification. In fact, in 1954, I attended
his course up at Lake Placid and actually conducted work simpli-
fication within TY for several years.

That whole program is geared around pecple involvement:
that's basically what it is. Team apprcach to sclving prcblems.
It's been a continuocus program at TI ever since, and it's evolved
now into really what we call the P&AE program, the Pecople and As-
set Effectiveness Program, and part of the P&AE program is still
the classic work simplification training program but it's been ex-
panded to include many other things now.

We still have teams, but we've changed the name a little
bit. We generally call them either P&AFE teams or TIP teams, Team
Involvement Programs, and they’'re used for a number of different
activities. <Cost reduction, productivity improvement, quality
improvement, work simplification, whatever the problem is we're
trying to solve at whatever plant we're trying to solve it in.
We're in the office, we're in the becardrocom or wherever it may be.
We try to do it as best we can through an emplovee team.

Under the theory that the pecple understand the problem
the best and understand probably how to solve it the best and
understand how to go about it the best, are the people intimately
involved in the Jjob. Plus the fact that if they are a party to
the solution they're going to be much more--they'll make it work--
as opposed *o some sclution coming down from the top that every-
body tries to find all the reascns why it won't work.

So that program has been a continuocus program at TI.
We think we'wve got quality circles even though we don't call them
quality circles. We didn't realize we had them until we started
reading all of these journals and we said gee, we've had those
since the early fifties. We just call them by a different name.

If I could just take another minute or two, I'd like to
comment on some of the things that have already been said. I
guess I view the problem as being extremely .imple with respect
to quality of the product. In fact, just to give you some per-
spective, in NVovember of last year, Tl established a corporate
quality assurance operation which I'm in charge of. And up until
that time, all of our quality operations have been in our plan:s'
divisions but we never had a corpcrate function.
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U.S. PRODUCT QUALITY NO WCORSE,
BUT COMPETITION IS BETTER

But in any event, with respect to quality, I think the
quality of the United States is not any worse than it was ten
years ago; it's probably better in most industries. The problem
is that the competition is better, and that's gecod. I think the
strongest company ocught to be able to survive in the world, with
whatever it is they're making. And the Japanese learned a lot
from us and we need to go back and learn from them. They had to
export to survive, so they've concentrated on growth industries
or growth product lines. We're in a growth industry so they
attacked us on every product line we've got, I think. 8o they
picked good industries to go into. They've been competitive in
pricing. Not necessarily low prices but competitive. They've
done an excellent job of engineering, really gocd job of engineer-
ing. Goeod design, good tests, they ccme out with good products.
And then they've had the strategy that their high quality was re-
gquired to capture the Western markets which i1s where they need to
sell. Their gquality had to be as good as the guality of Western
producers 30 years ago, and they've done it and excelled in it.
Now all we've got to do is just do exactly what they've been doing.
Just do better. And it seems to me if we dc that we'll pull back
up out of where we are; we'll succeed.

MR, FRITTS: Part of that I think is f£irst to recognize
that there is a problem.

MR. CUNNINGHAM: You recognize your problem and then you
just go do exactly the same thing; get a good product, good price,
good engineering, good gquality and you'll win.

HIGH QUALITY DEMANDS
GOOD DESIGHN

MR. HAYNES: Building on that, I'd just like to cffer a
brief observaticn, too, as a matter of fact. I just came back from
the West Coast talking to cur semiconductor friends about differen-
ces in design concepts. And I was flcored when I was told by one
of the design engineers in one of the major firms that the average
Japanese design team in the areas of designing new semiconductor
circuits runs about S0 people; 50 engineers. I den't know how they
classify them but a%t least that's how they come across. The aver-
age size design team in the U.S. is from 8 to 10 engineers. XNow,
on futher investigation one finds that these 50 engineers are not
just design engineers but they are manufacturing engineers, they're
electronic engineers, they're electrical engineers and they're
metallurgists. And they form a very unigque team, designed to en-
sure that guality is designed into the product. Furthermore, they
den't necessarily pay any attention o the existing processs. tech-
nology. They may design new egquipment at the same time they'rs
designing a piece ©f IC (integrated circuitry).
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JAPANESE INCENTIVES:
DEBRT VS. EQUITY

Aand this gets back, I think, to another very important
government incentive that is applied to Japan and not here. That
is they get extraordinarily high depreciation rates for selected
industries. This provides further benefits. For example, there's
an incentive to reinvest which tends to deflate their profits so
that a superficial lock at activities in Japan would say they are’
not very profitable. Yet the cash flow generated from rapid de-
preciation also provides an assured servicing of debt. Conse-
quently, from the banking standpoint, this would suggest that the
firms are very profitable.

As you look further you find something like 16% or less
of the Japanese firms are financed from equity; all the rest are
primarily financed from debt. The oppcesite is true in the United
States. If my statistics are right, 58.2% is financed from equity
in the U.S. '

SHCRT TERM VS.
LONG TERM PLANNING

This creates a built-in short-run versus long=-term view
on investments. Especially investments that are key to enhancing
the gquality of any manufacturing process--the process technology
itself.

aAnd I will suggest to you that one of the things that
those Japanese design teams of 50 or more do is to ensure that
quality is build into their process technology; gquality control
is built in. That in-process guality control assures that you
don't add value to the product when it's no good. We don't do
that yet.

MR. SCANTLEBURY: Fred, you lost me on your debt and
your equity. What difference does it make?

MR. HAYNES: If you're financing mecre from an equity
standpoint, the allegation is that you have a greater incentive
to meet short-term goals and short-term financial statements and
short-term stock market fluctuations. When you are financed from
debt, there is an incentive for you to take a longer look. Be-
cause the bank 1s interested in lecaning money, they are interes*ed
in the long term ability to service debt. And by the bank invest-
ing in you, they are your partner for a long term. Moreover, the
way they do their numbering, it comes out that the individual firms
may have a 1.3% return on sales but they're extremely viable be-
cause with the long-term debt and the high depreciation rates,
they have an incentive to reinvest in their process technologies,
having a much longer payback than our firms can justify. McGraw-
Hill surveys I think suggest that ¢n balance when the top 8 in-
dustries in Japan are compared to those in the U.S., two-thirds
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of their process equipment inventory is less than 10 years old. 1In
contrast, we're running just the cpposite-«two-thirds more than

20 years old or older. Among other things, this means that as our
capacity utilization increases, we will have to employ less produc-
tive egquipment than they, and as a result, start to feed inflation
earlier.

DR. BARANSON: One other point on that, and that's very
important. A Boston consulting group did an analysis also of the’
Japanese firm and its after tax, after distributed dividend income
tc the company, and they're higher. 1It's contrary to the myth that
the Japanese firm's average earning is low. The available funds
for reinvestment in the future is greater in Japanese industry.
It's a very critical ccmponent zo the financial structure.

MR. FRITTS: Sc¢ then, the tax structure is--

DR. BARANSON: Tax and dividends. Because the other
thing he's mentioning, this whole business 'of the propensity for
American management to go for the necessity for survival to go
for the quick buck is very critical, and it's because the pressure
is on to show dividends for the last two quarters and to distribute
dividends to the stockholders. It's disastrous when you can't
distridbute dividends.

Well, Japanese management is not under this compulsion,
it's able to retain earnings not only after tax but after dividends.
They don't distribute dividends until they really get going.

MR. WADA: To further develop what you said, I compared
American annual repcorts against Japanese annual reports, and what
is very interesting is that Amnerican annual reports have lists

of both boards of directors and of officers. 1In Japan, we have
only ocne. We don't have the two lists. There may be one or two
ocutsiders who sit on the board of directors. Sony's annual report

shows two; those represent two banks.

~ In other words, Japanese management normally does not
have to worry about the stockholders, or about dividends; we worry
about interest. This illustrates the point you've been saying.

The banks want you to becrrow more and more and more.
You borrow and pay the interest before tax. Inflation will help
you., You'll be s¢ happy yocu korrcwed.

(Laughter.)

In America, you are more concerned with dividends. You
have to pay dividends after tax. And again, you will be paying
tzx on the dividends you receive. Tremendous disincentive. 1In
Japan, take Sony, for example, we tock 2 long time to perfect our
version of cclor televisions. We spent about $700,000 every vear
for about five years.



The founder of our Company was heading the project. He
was spending $700,000 every year for about five years. No cne was
coming in to fire him because the officers and the board members
were the same people. The average Japanese company's equities are
about 11 or 12%. The manufacturer's is about 15% or 16%, and a
larger porticn of that small percentage is usually controlled by
a board of directors or the cfficers or the founders or the owners
who are after all, to a great extent, identical. So we can plow
back and plow back. The only dilemma is we have to continue to
expand our markets. How far can we go? In the 1950's and 1960's,
Dr. Baranson mentioned, we had a shield. I think that was good
+that we had a shield in the fifties and sixties.

JAPAN'S NEED TQO BE
ECONOMICALLY STRONG

In 1945, the war was cver. I was a little kid. Tokyo
was really in rubbles. What was the greatest concern? The minute
you won World War II, what was the greatest concern? Not to see
Japan be part of Russia or of Communist countries. The greatest
incentive immediately after the war was to make Japan economically
strong. In th 1950's, there was the Korean War; in the 1960Q0's the
Vietnnam war. There were many business opportunities in defense
associated with those wars.

In 1955, 1956, I was working in the U.S.-Tokyoc Ordnance
Depot. I was sitting with Sergeant Nicholas, Sergeant Kopeski,
Sergeant Humphrey and so fecrth. What were we doing? Repairing
M-43 and M-46 tanks from Korea. And this helped Japan build, not
to have economic and social unrest. Thank God Japan, thanks to
you, became strong. We have China and we have Russia very close
to us. Is there social unrest in Japan? No. We are very stable.
But thank God we stayed strong and stable.

We see so many Russian submarines going around our coun-
try and islands. Thank God we are economically strong; no one is
going to tamper with us.

So I think we were shielded. This psychclogy makes us
work harder and we're united instead of having adversarial con-
frontation among curselves. We den't want to have adversarial
confrontation between management and workers. We work together.
And thank Ged zhe financial structure in Japan works in our faver.
Faced with the problem of continucus expansion cf the market, we
have to see 1f we can co-exist in harmony.

JAPANESE BANKS HOLD EQUITY
POSITIONS IN COMPANIES

MR. VCORHES: Chris, in addition to borrowing from the
banks, did the banks also have an ecquity position in the companies?

MR. WADA: Yes, Dbecause very often through gquick expan-
sions, companies could get in a very dangerous financial position.
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There were so many electronics companies growing with borrcwed
money. Many companies have gone down, and only the strong and
correctly managed cnes survived. Every time a major ceorporation
goes deown, many subsidiaries or related banks have to go down with
it. Government tried to help, but they go down. That's precisely
why the Japanese government recommended shifting people from, say,
the textile industry or the shipping industry to high technology
industries. So there have been many who had to go down and banks
had to go down, too. So banks have to be very careful. It's a
matter of their survival, too, because they have so much in those
industries. If they invest in the wrong industry, they may not
survive. That has been the history with us. Only the strong sur-
vive. So we have to work and design, and develop patents and so
forth.

The number of patents applied for in Japan is 160,000.
In U.S. I think it's about two-thirds of Japan. In many companies
there are contests for employees tc make suggestions in engineering
design. Within Sony, in cone year we had a:tremendous number of
suggestions--1,500 suggestions within one year. Technically, some
are very simple, like how to pack efficiently to save money, and
waste less and so forth. Girls and boys, young and old. 1In cne
year 1,500 suggestions..

So because of a situation like seeing another company
going down, every emplcyee works hard. There is no other company
to go to. Once we are where we are, we work together, and maybe
the boss doesn't take so much money. We are very democratic I

think. Because in this country, confrontation--. Wherever you
go in the United States, people seem to want to destroy something,
divide and attack. You are dividing yourselves and vou're attack-

ing yourselves.

MR. FRITTS: We have a guesticn from Jim Costello in the
back.

U.S. POLICY IMPLICATIONS OF
DEBT VS. EQUITY FINANCING

MR. COSTELLO: I just wondered i1f mavybe scme <f the
representatives of the American businesses wanted to comment on
the debt wversus equity qresticn as to whether it wculd be feasible
or even desirable within the context of the American econcmics
system to have scome shift in that ratio that Mr. Haynes Jjust out-
lined. And it's something that certainly has congressional policy
implications because we have a virtual obsession in Congress right
now with the guestion of whether we ought to be, with tax incen-
tives, encouraging more savings or mcre investment among average
peers.,

MR. CUNNINGHAM: I'll comment on that. I think we agrees
totally with what Mr. Hayvnes said, We can get money:; what we need
is incentive from a tax and depreciation point of view to make



longer-term investments. The Japanese make investments based on
10, 15 or 20 year payouts. We have to make investments based on
one or two-year payouts. And that's the big problem.

MR. VORHES: And that would be true whether it's debt or
equity or whatever it is.

DR. BARANSON: Why don't we give the other business people
an opportunity. I think it's very interesting to hear their com--
ments.

In the first place, on debt-equity, firms like Sony,
Matsushida, Henda, their debt-equity is untypical. It's closer to
50-50 than the 80-20. So the debt-equity in and of itself is not
the key to this.

The whole business of financial structure, the gquestion
that was raised, is critical and we have in this country no sense
of allocation, either in mobilizing savings or allocation of in-
vestments toward either critical growth areas, and defense is the
only one--I mean, cne of these small areas where we d¢ that. Nor
is there any sense that when an industry--they have systems to
seek early warning when the thing i1s getting bad and to do some-
thing about it. In our automotive industry, there's no builtin
thing to recognize this and to have the discipline of a bank. Proc-
fessor Tsurumi, I hope, will mention it. He wrote an article
which I think is a classic, comparing how the Chrysler situation
materialized and how it was handled in this country as compared
to the way it was handled in Japan, and the business of the in-
volvement, the discipline of a hardheaded banker coming in and not
giving the money until they showed a plan of reconstructien.

So the critical element is capital and growth capital.
I think if congressicnal committees look at nothing else, the fi-
nancial structure of this country is going to kill us.

SOME AMERICAN COMPANIES SUCCEED
UNCER THE PRESENT SYSTEM

One other thing let me mention. The TI [Texas Instru-
ments] case has been a continued enigma. Why is it TI is a thriver?
TI has been characterized in a number of very fine classical arti-
cles as a very Japanese kind of company. TI for 15 years was
earning 15% and was plowing it back into redesign, re-engineering
and moving down that learning curve. They're a very typical Ja-
panese company. How is it TI thrives under our system? I think
that part of lcocking for the answer is to answer that question.

I think it has something to do with ethos and management and or-
ganization. TI does very well under our system. Under the old
tax incentives they'wve done beauvtifully and they are managed like
a Japanese company.

)
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MR. FRITTS: I would like to ask Dale to respcend to that
and also, whether he can really identify the conditions today within
our tax structure and financial structure that are more difficult
than they were 15 or 20 years agc.

MR. CUNNINGHAM: Well, I think part of the prcblem is
understanding the problem, as ycu menticned. TI has been very
concerned and very interested in it and it's been one of our ob-
jectives to constantly improve cur productivity. As I think I
menticned earlier, productivity, quality and cost reduction are
very involved. You do the same thing to make each one of those
three things happen. And it takes good pecple, it takes trained
people, it takes being sure that the people do everything right,
pecople effectiveness. It takes assets, equipment, it takes good
equipment and you must be sure that the equipment does everything
right. So we have had a very aggressive program to constantly im-
prove our productivity through what we've called pecple and asset
effectiveness. And as a result, we have forced ourselves to con-
tinuously add equipment to keep preoductivity geoing up through
capital investment. And we've used every trick in the game to
figure out how to procure that egquipment, how to raise the mcney,
how to financially make it happen. We did work at it maybe harder
than other people have worked at it because we certainly work under
the same set ¢f rules evérybody else does. But it is very diffi-
cult, and I think that's one area that a lot of people just aren't
working at it as hard as we do. And for the whole country to do
the same thing, there's probably going to have to be some relaxa-
tion or some change in the tax and depreciation laws.

MR. FRITTS: But with the maturity of TI plus its con-
stantly developing of new fields, there is a continuous, I'm sure
redesigning of process technologies which takes new capital. Now,
is this from accumulated savings or is it still in the financial
marke+t?

MR. CUNNINGHAM: We have, through the last number of
years, self-financed our grcwth. Earlier this year, we had to go
out and borrcow money, large amounts of it.

HIGH QUALITY
CONSERVES RESCURCES

MR, RUBINSTEIN: 1I'd like to make a couple of comments.

First, in terms of objectives. Quality isn't cnly a way to improve
gsales, it's a way to save rescurces. And that activity is criti-
cal not only to the Japanese but to curselves. The Japanese now

are saying that their current oblective is to reduce their compo-
nents by one-~third while keeping intact all the reliability fea-
tures of their products. The pctential impact of that type of
strategy is even greater than we've seen up to this point in terms
of manufacturing quality.

We have the same responsitility to be able to conserve
cur resources and we're going tc have to get curselves into the



positicn to be able to deo that. The position that lets you do
that is to have an effective system of manufacturing and gquality,
based on the total organization's participation in improvement and
self-control within manufacturing.

It seems to me the guestion of what the Japanese did tc
do this is only one part of the issue. I think the other part is
what we didn't do during the same period of time that allowed us
to drift into the situation we're currently in, because there's
very little about Japanese technology that was not known here 40
years ago, or 30 years ago, or 20 years ago, as it evolved. A
good deal of what they learned came from expertise from the United
States. And there are basic concerns that I have about why job
simplification didn't take off as a major effort, why efforts at
involving people didn't succeed during the last 20-~year period,
and a lot of experimentation did not succeed.

I think, for some of these questions, we might look at
some underpinnings of the Japanese system 1in terms of principles
that haven't been discussed at this point. I don't know whether
you want to do that now or not.

MR. FRITTS: Yes. 1If you can raise some of the underly-
ing principles that you're alluding teo, Sid, I think that might be
very helpful.

THE "SYSTEM" OF QUALITY:
JAPAN VS. THE UNITED STATES

MR. RUBINSTEIN: Quality as a system in Japan has a diff-
erent objective than guality as a system in the United States. 1In
the United States it's maintaining your gquality standard. 1In Ja-
pan, it's to change your quality standard. The activity of the
total organization is involved in reviewing continucusly how you
can improve the quality of the product and the gquality of your
operation. And it involves the entire organization.

In the United States, quality is an exception process.
You improve guality by exception. You have a group of managers
and technicians who are responsible for guality, and you select
the Xey guality areas that you want to improve on, and that's
assigned tao that particular group.

QRGANIZATION FOR QUALITY

In Japan, they've organized a system in which the total
organization is involved in improving operations. Let's look at
the guality data of the auto industry in terms of what's behind
it. Toyota does an analysis of warranty losses every year. Ap-
proximately 2,000 different causes produce the external quality’
loss or warranty loss. Two hundred of those problems, or 10%,
represent 30% of the loss. And 90% of the proolems produce the
other 50% cf the loss. Toyota assigns the 10% of the problems
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that are the big cones--that prcduce the 50% of the loss--to their
engineering organization, and follows that very carefully to make
sure that they are corrected.

Chrysler, General Motors and Ford do something similar.
They also select the critical issues, the critical problems and
send those with a very careful follow-up system to their engineer-
ing and manufacturing organizaticon to correct. Then there is a
difference. In Toyota the other 90% of the problems, the smaller-
and less critical cnes that produce 50% of the loss, are then sent
to the entire manufacturing organization and they're distrirtuted
to quality control circles, or problem-sclving teams, and there's
a total corporate effort to solve those problems.

In the United States the practice, by and large, has

been that those less critical g 2lems alsc go tc engineers. How-
ever, the cpportunity of gettin. zo them is a function of the re-
sources and priorities. ' Of course, the focus is on the major prob-

lems. So a lot of those smaller problems that are seen by the
customer are perpetuated. The hope 1s that they will be cleared
up in the next design. But frequently they're not; they're con-
tinued.

LACK OF CONTINUITY OF U.S.
MANAGEMENT INHIBITS QUALITY

Now, what would it take to have a total organization to
be able to do this? The first thing it takes is continuity of
management. The major reascon why we have had fajilures in this
country over the last 20 to 30 years in these programs, and par-
ticularly with continuity of these programs, is ccnstant change
of management. When managers change, a new manager comes on poard
and has a different set of objectives. There's nc motivation to
continue programs or efforts started by a predecessor.

LACK QF CREDIBILITY
INHIBITS QUALITY

The second reascn for failure of these organization
preograms is related to the lack of credibility of these programs
with the work force. Now, 1if you have workers involved in problem-
solving activities and there's a layoff and they're laid off, what
credipility is there to this type cf activity? Further, if the
union sees this as a vehicle for speed-up or a way of locoking at
greater efficiency which is translated as the same amount of work
with less pecple, instead of, "how do we get more with the same
pecple,” then the credibility of such programs is gquestioned by
the trade union movement.

OVERSPECIALIZATION
INHIBITS QUALITY

Let's add a third factor, namely the vested interest in
a specialist class in this counzrv. 2Zur total educa-ion program
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and the total corganizaticn of our engineering community is arcund
the concept of selving these problems through specialists, instead
of sharing them with the work force as a whole. .

So you have three fundamental factors that continue to
cause the failure of what we're doing. The economy is in trouble;
there's going to be a lot of activity and there is a lot of activ-
ity going cn. ©One of the questions that concerns me is whether
this activity will last, because it's not difficult 'to start a
program that involves the entire organization. 1It's very easy.
But it's very difficult to continue it,

The Japanese have had difficulty with continuing it.
Toyota has had twe starts in implementing QC circles. Many crgan-
izations in Japan have had difficulty with the continuity of what
is now being touted as a major system, because there are complex
problems in Japan.

The problems we have are even greater, so we have to
look very carefully at any recommendations that are made~~to see
if they would, in fact, be continued. And those are some @f the
places where I think government can help, not to dupligate the
help that the Japanese Government gave. What Japanese government
did about quality was that it said: "you're not going to export
unless you meet a guality mark," and they allowed semi-government
agencies to be created that set Japanese standards, set up train-
ing, set up ccnsultants, made sure that a guality system was in
place, that the mark was there, and then said, "you can now ex-

port."” It was not a direct, controlled process that the govern-
ment was part of to guarantee quality levels of exports from Japan.
We don't need that. We need other solutions. We need a different

approach, not the government approach that you had in Japan. We
need an apprcach that will address those problems in our society
that are preventing this %ind of an effort.

Now, scme of the good things that have taken place here
in the last six or seven years are that there have been some sig-
nificant changes in certain key relationships. T think the rela-
tionship in the auto industry has changed between the major cor-
porations and the union, in terms of how they can jeointly address
these problems. That's a significant, critical breakthrough in
our country that will have an impact on the entire society-~an im-
pact of establishing the credibility of both labor and management,
of jointly working to improve quality and the quality of work life
and of the system as a whole, while maintaining their own indivi-
dual responsibilities to theilr constituencies.

There are breakthroughs in place now which make it
credible for us to be able to successfully mcocve toward a massive
soluticn. But I think we have to very carefully analyze what has
prevented us from doing it up 2o this point. '
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I sat in Washington in 1972 at a meeting of the Jational
Academy of Engineers. The topic was quality. The guestions that
are now being addressed were addressed then. The issues were ad-

dressed then. The call to the government to get involved was made
at that point. Nothing came out of that meeting. The general
attitude was one of arrogance, one ¢f saying the only thing the
Japanese know is what we'wve taught them. I think the timing is
right to change that, but in order to do this, in my opinion we
have to very carefully look at what has prevented this country
from using the technology it has known, because the technology has
been known.

DR. BARANSON: Let me just very guickly reinforce what
Sid is saying. I think it's important that what Sid just said is
being said in 1980. If he'd said what he did in 1960 and we had
taken heed, we would have gone scmewhere. The relative dynamics
of the U.S. and the Japanese economies are of such a proportion
now that I think we have to consider just how much reconstruction
we do at this point. Let me give you a few statistics,

GROWTH TECENOLOGLES

One of the technolcgies Sid i1s talking about here isg
robotization. This is the new frontier trend. Japan today has
13,000 of the 17,000 industrial robots in the world. The United
States has 2,500. That's 13,000 compared to 2,500. Seventy com-
panies in Japan are develcoping new robots as comgpared tcoc 27 in the
United States, and the Japanese government, Jjust as one activity,
has a $50 million research program in unmanned robot-operated
factories. The Japanese firm has a sustained--take Matsushida--
has a slogan of "scrap and rebuild." Matsushida in 1979 anncuncsd
a more than deoubling in its scrap and rebuild program. Compare
this and think abcocut what happened at Chrysler, and failing toc get
this thing in time.

I visited Hitachi a few months ago when I was in Japan,
and this was their latast LSI, large-scale integratiocon, cne of the
moest modern. This is where the 64,000 bit semiconductor-
microprocessing device is being built. And they had an automatic
welding machine that was doing 15 welds at .07 seconds per weld.
They did 15 welds. I was looking in a microscope and it was faster
than the eye could see, and the engineer was telling me they're
not satisfied with 15 welds at .07 seconds. They're already re-
designing scmething at .02 seccnds.

This scrap and rebuild and the money they're nutting
into it and this dynamics, tha<t's what we have to understand. AaAnd
we're talking now--we're dealing with a 15=-year gap almost, of laz-
ging in this country compared 2o full speed ahead in Japan..

MR. NAGATA: Naturally, in order to make a rotot or At
we call in terms of industry a "iig," they don't happen overnicht.
As everybody Xnows, it takes a lcng time to make a jig and then
after all, it will be a robot.



Now, what we have to see here in the United States is
that individual effort as well as the entire corporation effort,

ELEMENTS OF
JAPANESE SUCCESS

There are five major portions that Japan has looked into
in terms of industry. One is quality, two is quantity. And qual-
ity is, of course, a tradeoff between better quality versus quant=-
ity. In other words, efficiency of the industry.

Number three is cost: how effectively, how cheaply. It
doesn't mean, though, making a junk product. How inexpensively
can you produce.

Number four is just what we need in the United States,
morale.

Number five, we don't often see here in the United
States, 1is safety. 1In Japan, 1if you visit Japan, there have to
be always in big writing in the middle of the aisles, "Safety is
Number One." I have visited gquite a few companies in the States,
but nowhere have I seen a sign that says "Safety."

In other words, what we're saying here is we care about
the people. That is really the core of the system we have devel-
cped; care. And that means it's so important not only for the top
management as well as the people on the floor. In fact, in rela=-
tion to TI's program, I'm sure TI has had a program. But until
recently you have realized that ycu have gquality control circles.
But I suspect that basically in 1967 in Florida in terms of the
U.S. Defense have developed a so-called zero-defect program. In
fact, that was a really great program. However, somehow today in
private industry it is diminishing.

On the contrary, we're talking about a guality control
gircle imported from Japan. But we have to see and we have %o
analyze the zero-defect program, how it could be implemented and
how effectively it could be worked cut. Well, the gquality control
circle itself is approaching it from one angle; that is, problem
solving. How to minimize cost, how to increase the productivity
after quality goes into the product. And zero defect goes parallel
to the program. I deon't know what kxind of program TI has had, but
basically the United States in 1962, July 20th, they had and we in
had develcped a system. But nonetheless, we start drifting apart,
in a sense, and then we're looking for scmething.

BUILDING IN QUALITY

Another comment I'd like to make, as Fred mentioned,
total quality contrel system, that guality has to be made a built-
in, not at the end of the producticon line. It's got to be built
first with the people. The workers, Zfortunately or unfortunately,
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kxnow the best. So we should invite those people on the design
phase with engineers, production design pecple, corporate head
paople, so we all talk and discuss it. Then quality will be built

into the product,

MR. FRITTS: I'd like to ask Ralph Barra if he would
give us some experiences from the Westinghouse view.

QUALITY CONTRCOL CIRCLES

MR. BARRA: Thanks, Ed. I had a chance to be part of
that quality control study team last year that went to Japan. Only
10 of us went but we spent an exciting 15 days there and went
through some 10 different companies in Japan and really had a chance
to study the gquality control circle and the Japanese tctal strategy
of just how they got that concept to werk in their culture and busi-

ness environment.

But I think I had my own personal interest in seeing
what could be transferred from Japan to Westinghouse and the
United States. I really believe at that time of the trip that
most cf what I saw in Japan is definitely transferrable to the
United States and now I'm proving it at Westinghouse because we
are doing it.



Some of you who are familiar with gquality circles are
familiar with the Ishikawa diagram, the cause and effects diagram,
which is a very powerful tool that workers use in Japan to solve
quality, productivity and cost reduction problems. I used that
particular diagram to analyze the Japanese strateqgy to improve pro-
ductivity. When you lock at that diagram, they call it the four
"M's"-=-Manpower, Materials, Methods and Machinery--as the four
causes to produce an effect. And if you apply that analysis,
problem-solving analysis to the problem, being to improve produc—
tivity as a corporation or as a nation and then look at those four
"M's" as a company, we can take a look, I think, at the secrets of
success the Japanese have had in productivity.

MANPOWER

Loock at manpower first--Educaticn and training. The
Japanese after the Second World War put a top priority on guality,
but they started with education of the presidents of their corpo-
rations and the top executives and middle managers. And it gradu-
ally filtered down in the sixties to the workers. And that's how
the quality circle got started. After the top executives were
convinced that quality was their responsibility, they then endorsed
substantial commitments and investments in time to train all their
people in guality; gquality added tc the conscicusness.

QUALITY IS MIDDLE
MANAGER'S RESPCNSIBILITY

The guality circle really started as a reading circle.
In 1962, when Ishikawa was the then president ¢f JUSE 1/ and also
a professor of one cf the universities there, they recognized
that the foremen had to learn about statistical gquality control
that Dr. Deming and Dr. Juran were then starting tc teach in Ja-
pan, and they didn't know how to get those foremen to learn that.
So they published a menthly publication to get the foremen to read
it. And then they formed reading circles with the foremen and
werkers to read one chapter a week or a chapter a month, to learn
about statistical gquality control, and that's how the gquality cir-
cle evolIved. It really wasn't planned.

QUALITY IS WORKERS'
RESPONSIBILITY

And as t! :se workers learned the problem-solving techni-
gues, they then realized gee, with these powerful tocls that we
have, let's actually solve precblems. And they did.

1/Japan Union of Scientists and Engineers.
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INVEST IN EDUCATION
AND TRAINING

I think the main point, then, in that first "M" is that
education and training from the top to the bottom is a very impor-
tant strategy that has tc be implemented in any organization in
the United States if you want the gquality circle of participatory
management concept to work. We have to start making that invest-
ment, and it's not easy to make because most of our managers are
short term managers and they aren't ready to spend money on the
future, if the impact is going t¢ be seen 5 or 10 years from now,
and that's what we are seeing,

What is happening now in the seventies and the eighties
in Japan and in the international markets started 25 vyears ago,
so we're not going to start turning things arcund in just a few
months. It's going to take the United States or any cone of our
corporations several years of dedication in the educational area.

MATERIALS

The second area is purchased materials. Some cf the
comments were made where do we need government support. Certainly,
cne of these areas is to provide mechanisms where we can get more
ccoperative relaticnships between suppliers and the people they
supply. The Japanese have done this.

THE SUPPLIER
TPAMILY"

They have a family, and when they have productivity as
a goal of the major cerporation such as Sony, all the suppliers
are in tune with that goal, too. They work together on establish-
ing improved processes and materials and components so that Seny's
television set can last 12 years withcocut a failure. And we have
to do that.

HIGH COST OF DEFECTS

We find in ocur corporaticn that a large percentage of
our failure costs in our factories are due to the high defect rate
cf the incoming parts that we actually accept from our vendors.
We've been patsies for a lot of cur suppliers and we've been accept-
ing the so-called AQL, acceptable gquality level, that just would
never be heard of in Japan. When they lock at their suppliers they
demand perfection and they get it. And we've learned a lesson just
recently when we visited one of cur suppliers and asked them, what
could we get when we bought his par+ts. And it turned out that he
also supplied parts to Japan. The Japanese got his best parts and
we got his worst ones.

(General laughter.)
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And he said all we had to dc was to ask for the best and
we would have got the best, tco. At least we would have competed
with the Japanese for getting the best. I think there's a message
there., We've got to figure out ways tc get our suppliers in with
us in establishing strategic objectives in the area of quality--
levels of quality and productivity.

QUALITY IS A SOCIAL
RESPONSIBILITY

In fact, I loock at productivity or quality improvement
as a social responsibility. Not only do we as a corporation have
responsibility to ocur customers to provide them the best quality
products so that they can be more productive--. You see, when we
look at productivity, let's not be selfish about it. We shouldn't
look at productivity of our own corperation conly as being cur ob-
jective or responsibility: we have to look at the productivity of
our nation and our customers. So, locking at it that way, it
behooves us as a corporation to be responsible to our customers
who then are respconsible to the nation to be more productive. And
then locking back, our suppliers have to be responsible to us to
provide us the highest quality parts and materials they can so we
can be more productive. - And if we do that jointly, certainly the
nation will be more productive.

MACHINERY

In the area of machinery--autcmation--the Japanese with
robots, with automated tests and inspection equipment have been
able to get away from the kind of prcblem we'wve had in the United
States, and that is, it's very costly to detect quality into the
product, or to inspect it into a product. You cannot achieve
guality at the final stages of an assembly or in the middle of an
assembly; it's too expensive. And we've been doing it as a coun-
try manually with labor.

HIGH COST OF MANUAL
QUALITY CONTROL: THE
ADVERSARY APPROACH

When we lock at productivity measures, it's no wonder
we have low productivity growth, because most of ocur people in
some of our factories are associated with looking over the shoul-
ders of other people rather than doing prcocductive work themselves.
And what really has disturbed me is the fact that when you have
that kind of an atmosphere and environment, how can you get pecple
motivated to think about quality when you're promoting distrust
and a lack of respect of the worker because he's being watched,
He's being timed and he's not being trusted at all. He's not given
a chance to really be respconsible for the gquality ©f his work be-
cause there's some inspectcr who's being paid to do that for him.
And it alsc promotes adversarial relaticonships within our depart-
‘ments. Engineering, manufacturing, purchasing do not talk to each



other; in fac%t, they point fingers at each other when we have
quality proklems. 1It's not a team apprcach like Texas Instruments
is shcwing us is the right approach. 1It's an adversary approach.

I come from a background of being in guality for scme
25 years, so I know the relationships I've had with engineering
managers and purchasing managers and manufacturing managers. 1I've
been the bad boy because I've been demanding quality and they've
been telling me I've been holdlng it up because my lnspectors and
my engineers have not been accep i

get shipped on time.

One of the greatest things we did for the Japanese indus-
try I think was to give them the chance to really start a new or-
ganizational concept in the fifties after the War. They were able
to actually organize without a gquality department. They were able
to say to the president of a company you're responsible for the
gquality, and then he said to his staff ycu're all responsible for
quality and then it filtered down so that everyone was respcnsible
for guality: therefore, there were no adversary relationships.

They all assumed their responsibility for quality.

HIGH QUALITY THROUGH
AUTOMATION AND ROBQTICS

So you get back to the machinery part. Automation,
rebotics are good things now. They have to be looked at as good
things because they will improve guality. Rcbots, once they're
programmed correctly, never make mistakes. Human beings can be
managers of machines, as the Japanese are showing us, rather +than
laborers, and they czn have more exciting work with robots working
beside them. They'd be more productive,

When you look at the machine inspecting rather than
having pecple performing an inspection--let a2 robot do it or a
piece of equipment do the testing and have the person analyzing
the results of those tests and doing statistical quality analysis,
trend analysis and the management part of it.

I believe that 1n the eighties and nineties we're coing
to see a lessening of the number of blue collar workers and many,
many mcre pecople involved in what we now call white collar activ-
ities in the factory. 1It's going to be very exciting work and our
educated work force is ready for it. In fact, we have been under-
utilizing our work force.

METHCDS

And the last "M", Methods, the Japanese have certainly
shown us with their strategy that value engineering, that origi-
nated in the United States, works in Japan beautifully. Wi<h
value engineering they design guality richt intoc the product in
the beginning. Less parts, less ccmponents, better parts and thev



design the product so that the custcmer perception, as in the auto-
mobile and steel industries, is in concert with the way we measure
and precduce the product. So we actually put into the product the
characteristics that the customer is going to be looking for when
he decides whether he's going to buy cur product again.

QC CIRCLES: DIGNITY AND
RESPECT FOR THE WORKERS

And we've got to do that. Quality circles? Beautiful
concept that embodies all the principles that we'wve had in our
participatory management concepts, our crganizaticnal development.
Qur psychiatrists have told us that in the hierarchy of needs,
cnce you've satisfied the lower needs of the worker then you've
got to now satisfy his need for dignity, respect and his need tc
be creative. Quality circle gives that tc the worker.

The gquality circle also provides to management a mecha-
nism to learn how to listen to his people, how to communicate with
his pecple which he hasn't learned for years now. Qur managers
have been paid to do all the problem solving with the workers fol-
lowing his directions. Well, a foreman who's just been put on the
job for two years doesn't know how to run a milling machine like
the operator who's been Tunning it for 25 years. What we've been
telling our foremen and our first-level supervisors is you make
the decisions on how to flow the work in, how to train the people,
how to run the milling machine, and have your people follow vour
directions.

Well, that's the wrong way arocund. The people who have
been running that darn machine for 25 years know the right way to
flow the material, they know the right way to set up the machine,
they know how best to get the most cut of the machine. They live
with it and the machine is a part of them. We've got to give them
the chance to actually voice their opinions and speak up, and the
quality circle allows us tc do that.

A lot of pecple are telling me that gee, we'wve had gqual-
ity circles for 20 years. They haven't, because they look at their
workplace meetings as quality circles. That's not a quality cir-
cle. A quality circle embodies everything we'wve been talking
about. It embodies education and training of the workers. We
teach them problem-solving technigues like statistical gquality
=ontrcl and cause and effects, brainstorming, how to make a man-
agement presentation. We're elevating the entire population of
industry all at the same time, and this has given us a2 mechanism
now that we never had before.

Most ©f us have had training courses in most of these

concepts—-—-brainstorming and all these others. What has been missing

is the fact that when you leave your classroom you g¢ back to your
job and management, your boss does not encourage you tQ practice
what you learned. I learned wvalue engineering 15 years ago, and
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I was a peliever. I was brainwashed for those two weeks. And when
I went back I was part of a value engineering team and within one
month we saved that particular division in Defense in Baltimore a
millien dollars. And I was really excited about it for about a
year until I realized that my bosses and the other people arocund

me weren't as excited as I was, and I got back to my regular way

of functioning. All those beautiful documents and bocks went into
the bcokcase and I didn't open them up again for 15 years.

Management has got to be educated to recognize that we've
been teaching these things in our schools, not only in universities
but also in the locker room. In corporations we have our own edu-
caticnal evening schcols. They're good principles, good concepts,
and they have to be practiced. Management has got to provide the
environment to do that and it's got to be a caring environment:
it's got to be a listening environment; it's got to be cne that
recognizes that the strength of decision-making, the strength of
problem~solving lies with the people, not with the managers.

Managers have a responsibility to approve the recomen—
dations of the people.

JAPANESE AUDITING
CF QUALITY

And the other method that the Japanese have really dem-
onstrated very effectively is the auditing system, because when
you go to a Japanese company and find cut that all thelir business
unit managers and plant managers are interested in gquality, yocu've
got to look a little deeper and say why are you soO interested?
Well, the president's visiting me next month, and he's going %o
be studying me for three days ané he's going to be measuring me,
He knows what my defect rates were. He knows what my prcblems
were last month or six mon-hs ago, and he's going to measure ne
again. And if he doesn't like what he sees, I'm going to have to
answer a lot of guestions and I may not be here later.

Well, theilr top executives are inveclved in that kindé of
an auditing system, which is a very effective cone. It's not that
we don't have those in the United States. We do, but too of+en
we lose sight of the total value of that auditing system and zhe
importance of the involvement cof top management. In many cases
we delegate that responsibility to some guality organization,
which is an adversary role once again. And so you get this gqual-
ity organizaticon going over into manufacturing auditing. You
know that the manufacturing people are geing to hide the problems,
they're going to try to get away with as much as they can and hope
that that quality guy doesn't find the real proklems.

NO SIMPLE ANSWERS

J

S¢ I think just to summarize, we can't loock at any cne
thing as the sclution or strategy. We can't lock at gualis
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circles as the total answer. It's not the panacea. But if we

lock at the total, all four "M"'s, I think we have a real good

shot at staying in first place. I think it was Mr. Arai, head of
the Japanese Productivity Center, who very nicely gave us a little
analogy when he said the United States is like a track star, the
mile runner, who has been breaking the four-minute mile and he's
always been at the head and has been winning those races. But

over the last 10 years, each time he wins the margin of victory

is narrower and narrower and narrower, and that track runner be-
hind him is a Japanese runner right now. And he said we shouldn't
be disturbed by that because the Japanese runner has been studying
our training, our calisthenics and how our American runner has been
winning all those races. And he's been studying that and emulat-
ing it and then improving on it in his own training exercises. And
all we have to do now is recognize we're still winning the race,
but now we've got to go back inte our own training and improve our
training curselves so that we can maybe hit that mile in three and
a half minutes instead of four minutes.

MR. PRITTS: You've made some very excellent points,
Ralph, thank you. We have one more person from the back. Would
you please identify yourself?

NEED FCR A NATIONAL FOCAL
POINT FOR PRODUCTIVITY

DR. NUGENT: Yes, I'm Tim Nugent, I work for Congressman
LaFalce. Mention of the Japanese Productivity Center brings to
mind what I think of as moving from the micro tc the macre point
of view. That is, in Japan they have a highly funded very dynamic,
very well staffed Japanese Productivity Center. 1In 1978, the Na-
tional Center for Productivity and Quality of Life working died
without a whimper. It has been replaced by a National Productiv-
ity Council which hides out in the COffice of Management and Budget
with a total staffing of two people.

Now, at the risk of antagonizing Mr. Haynes--,
(General laughter.)

I would suggest, seriocusly, though, that there is a prob-
lem at the highest level in this country. That is, there is no
naticnal plan cn prrductivity, whereas the Japanese have a con-
scious, well-articulated plan on a national basis for productivity.
There i1s no coordinating agency in the United States on productiv-
ity, despite Mr. Baruch's appointment to the new office within the
Department of Commerce. There 1s no national c<enter, no U.S. cen-
ter. Japan has cne, other countries have them. And I would sug-
gest perhaps that no long-term sclution to declining productivity
in this country, declining--not even England has this problem--will
ever be found until the United States, and that is the Administra-
tion whatever administration it will be, makes a lasting dedicaticn
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to the concept of productivity and its importance and establishes
a center on productivity; a center which could bring tcgether the
government, labor and management. '

At the present time, for instance, we have labor-
management cooperation in the Department of Laber in one of its
subsidiary organizations. Within the Department of Commerce we
have another office. We have offices in Argriculture, we have
offices in almost every department, but is there any coordination?
No. How many times has the National Preoductivity Council met?
Three times in two years. There 1s no coordination, there has
been no articulation at the highest level, and I think as our
Japanese friends will tell us, without that dedication, without
that feeling that the government is leading, no meaningful progress
on a long-term basis will ever be made on improving productivity
and product quality in this country.

MR. FRITTS: Thank you, Tim. Joe Kehlbeck?

MR. KEHLBECK: Ed, it's been very interesting to sit
here and listen to all the comments made this morning. Let me say
that I am very fortunate to have the opportunlty to continually
travel throughout the world visiting factories in the United
States, in Japan, and other Far East countries two or three times
a year. I think it would be worthwhile Jjust to comment on my ob-
servations.

RAPID DIFFUSION OF
PRODUCT TECHNOLOGY

As I lock at the U.S. industry versus Japan, in particu-
lar, and many other countries that are develcping very rapidly,
what I see is similar product technolegy. The development of new
product technology spreads worldwide very rapidly. If TI comes
up with something, it's being develcped in Japan tomorrow or vice
versa. Product technology moves rapidly throughout the world.

SLOW DIFFUSION OF
PROCESS TECHNQLOGY

Where the Japanese have the lead on us is in process
technology. I think you can go through any factory in the United
States and then look at its counterpart in Japan and find that in
the area of process technology the Japanese factory is probably
5 to 10 years ahead of us. Another important point is that when
you lcok at product techneclogy and process technology, it is ob-
vious that gquality and prcductivity go hand in hand--you can's
separate the two. By putting in up-to-date, modern process tech-
nology you are able to accomplish considerable improvements in
quality at the same time that vou're getting higher productivity.

In one of my visits to a factory in Japan, the pecple
were explaining how they had eliminated a job, and the foreman
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said that it was not only the changing of the job place and the
reduction of the amount of cost to make the product, but the im-
portance was that the gquality improved considerably through the
elimination of that tedious job on the assembly line.

NEED TO RECOGNIZE
COMPETITIVENESS
AS A PROBLEM

At the same time, I don't think we should conclude that
the Japanese are better than we are in all respects. I think that
American industry, where it has recognized the need to do scme~
thing about productivity and quality, has addressed that issue. I
think TI is an excellent example. I think the telephone system
in the United States is better than any in the world. In jet en-
gines I think our record is outstanding on quality.

I think the importance is that management in the United
States recognize the need fcr competing on' a worldwide basis and
address this issue. We have the technical capability to solve the
problems. It's when we fail to recognize that need for worldwide
competitiveness that we fail.

NEED TQO UPDATE
TECHNOLOGY

In conclusion, I think there's a real need for us to
update our factories, especially in process technelogy and %o
build on the experience that Japan has, bring it to the United
States and go one step further--build on theirs like they built
on ours.

NEED TO CHANGE
ADVERSARIAL
RELATIONSHIPS

I alsc feel that we need to address the pecple problem
and ‘that has come cut in many different ways here this morning
with guality circles and the need teo change the adversary rela-
tionship between management and unions. There's certainly a need
to aggressively address the "people problem.”

But, I'm ccnvinced that with the support of government,
industry in the United States has the wherewithal _o be competi-
tive in the world market. I support many of the comments made by
the other speakers here this morning.

MR. FRITTS: Thank you very much. Let's take a brief
break.

(A4 short recess was taken.)
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MR, FRITTS: 1I'd like to resume the discussicen by asking
Jim Vorhes from General Motors to give some cf his perspectives
on the issues we've discussed.

RELATIONSHIP QF
PRODUCTIVITY AND
PRODUCT QUALITY

MR. VORHES: Thank you. I won't take our time to go
back over many cf the same areas, but will make a couple observa-
tions, and ask a couple of general type guestions. The two spe-
cific areas of purpose today seem to be directed at productivity
and quality. And I think we've heard a number of things already
this morning that suggest to me at least that in terms of priority,
productivity is first and product gquality is second. I don't mean
in importance, but that guality is almost a product of improved
productivity. And we've heard that a number of times.

MR. CUNNINGHAM: I'd like to interrupt you. I think
it's the cther way arcund.

MR. BARRA: I say the same thing. Quality i1s first and
productivity is the product.

MR. VORHES: Alright, let me give you an example of what
I mean, I believe what Joe said. Some of the process methods and
process engineering that helps productivity is a big contributor
to guality. Those of you who have gone through an automobile as-
sembly plant kxnow that one of the great theatrical shows in our
automobile assembly plant is near the final assembly line where
there is a group of "Michelangelo" workers who are really great.
They have large wooden-handled rubber mallets and they fit doors
and trunks. They open a door and they stick the wooden handle in
and slam the door on it and they whomp on it a couple of times and
never blemish the paint and the dcor ends up fitting.

(Laughter.)

In fact, our industry shculd have fired those pecple
many years ago. You do not find such a person in a Japanese as-
sembly plant. The reason is that in Japanese process engineering
and design they make a door opening that's exactly the way the
blueprint says it should be. And then they prcduce a door that's
exactly the way the blueprint says it should be. The worker simply
attaches the door in the right place. He doesn't have to lock to
see 1f it fits, because he knows that back in the system everything
was made right.

Toco many times in our process, we weld together 15 pieces
to make a door opening, or to assemble a door. The whole thing
tecomes a matter of having each piece made right, not just one docr
opening made right or one door made richt. The process that pro-
duced the methods to make that door opening richt wasn't perfcrmed
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from a quality point of view originally, I den't think, but rather
from a productivity peoint of view, and guality was simply a natural
follow-on to that.

I have the sense--and I'd be interested in learning more
if I'm wrang, and I've heard it suggested here this morning too--
that productivity was the first major thrust in Japan, and that
the quality strategy seemed to evolve from develcopment in that
pericd, as opposed to a2 determination that they were going to build
a great quality product and productivity in some way came along
behind that.

Whether my perception of this is right or wrong, I sug-
gest that it's important in developing a plan because if there is
a relaticnship between the two, or if there is an order between
the twa, then that needs to be a pretty important part of the plan,
whatever we have.

Added to that, I suspect, is another important part of
it. I sometimes feel that there's a basic difference between an
understanding of guality in the Japanese business world and in
ours. I sometimes feel that in this ccocuntry we asscciate guality
with a product that has dimensions according to a blueprint, if
the material is the right material and the docr either fits the
opening or it does not. 1In Japan, I sense that guality is a way
of life. The medical department, the stenographer, everybody
thinks about how they do whatever they do in terms of quality.
Not just whether the product had quality.

As an example, say there was a widget compconent plant
in the United States that was part of a system supplying an
assembly plant. If at necon con a busy Friday the manager of that
plant found that something had gone wrong with his process that
morning, and he had 10,000 widgets cut on the dock and he knew
they weren't all bad but he knew that mcre of them had to be bad
than should be because of his knowledge that scmething happened
to that process that meorning, he's got a decision to make. It's
noon cn Friday; there's an assembly plant working overtime needing
his widgets; should he close down the plant, recheck all 10,000
widgets, recheck his process before he starts up again, <¢r should
he ship the widgets~--it's Friday after all--finish the afternoon
shift, and then work over the weekend tc check his process? I
guess that usually in this country he would ship the widgets and
sincerely work cover the weekend to check his process.

But given a manager in a parts plant in Japan, facing
the same situation, I guess he wouldn't even think--he would not
ship the widgets. And I'd suggest “hat both managers arrived at
their decision exXactly the same way. They did what they thought
their management wanted them to do. And they did the thing that
they thought they would get rewarded for and they avoided doing
the things that they thought they would catch hell for. So their
process was no different, as a thought process, in arriving at
what to do.
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And lastly, somewhere along the line, regardless of how
well a plan or a scheme or a strategy is developed, we need to ask
ocurselves whether business and government have the relationship to
make any scheme or plan work effectively. That guestion has been
raised a number of times this morning. 1Is there any major indus-
trial country in the world that has the adversarial relationship
between government and business that exists in the United States?

And while it's important to get the plan, it's also im—"
portant, both from business point of view and government's point
of view, to figure out some way of making a mutual commitment to
get on with it, because ycu can write the most beautiful music in
the world but if we're not going tc play it together it won't work,

CHAIRMAN,
SUBCOMMITTEE ON TRADE

MR. FRITTS: Jim, if I could interrupt--you've made some
very good points and we can pursue scome of them a little later.
Mr. Vanik has arrived. Congressman Charles Vanik from Ohio whe is
Chairman of the Subcommittee on Trade, House Ways and Means. Good
morning, Mr. Chairman, and welcome to this roundtable discussion.

CONGRESSMAN VANIK: Thank you very much. I just want
to say that I'm grateful tc the membership of this distinguished
panel for ycur work on the issue of gquality of production. During
my last four years as Chairman of the Trade Subccocmmittee, I've
come to believe that improving the image and the reality of qual-
ity of American preducts is one of the most important steps we <an
take to compete with the Japanese, the Germans and cthers. &and I
say that if we can't find a better way to beccme more competitive,
then there will be irresistible pressures in the Congress for trade
restrictions.

I want to just say that I den't want, at this time, to
respond to the question c¢f the adverse relationship between Con-
gress and business. I'd like to debate that in a more open forum
sometime because I don't sense that. I think that what we've done
with rescect to OSHA and EPA has set a pattern for the whole world.
As a matter of fact, we've created some new industries in the con-

trol 9f pellution. I've found many people abrocad in Germany and
in Japan traveling, selling American developments in pollution
control and American developments in OSHA. S¢ wea've created z new

item for export. And I don't think there's going to be any back-
ward step in America. We're nct geing to back off saving the
envirconment. That's part of the heritage of this country and I
don't consider that as an adverse relationship with industry.

I think there's a climate in the Congress now that's

unigue, and it's not partisan. There is a greater interest on
the part of Congress to get involved in the concerns of American
business. I think you must recognize that. &aAnd I think that this

climate i1s cne that's conducive tc working cut a more effectiva

]
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relaticnship between Congress and our business community. 1I've
urged my colleagues in the Congress to travel less abroad and
more in fhe industrial sectors of this country, farming sectors,
to become as familiar with America as they are with Paris, Tokyo
and other places in the world. I think it's important that they
should be aware cof and have hearings in the various areas of
America that are producing specialized products.

I might add that as cone who's been interested in tax
reform, I'm almost sick and tired really of the--I can't get very
much more tired since I'm a departing member--of the paradeé of
people that look for tax reform or tax changes as a solution to
their problems. I've asked all of these pecple, would you be
willing to trade the entire business tax code of Germany for the
entire business tax code of the United States. And the answer is
no. Would yocu be willing to trade the entire tax code of Japan
for the entire business tax code of America? No, they don't want
that, they just want certain elements; they want the increased
depreciation that comes somewhere or the accelerated depreciation.
It comes under subsystems. But they've failed to recognize that
there are other systems of taxation in those countries like wealth
taxes and other things that are different than cur system, and I
don't think they'd want to trade the entire tax system that we

have.

As a matter of fact, our tax system is a model that a
gocd part of the world is locking at, and I think what we might
expect in tax changes as more and more pressures develop and the
needs of government develop that they're probably gcing te look
more to our tax system than we will at theirs.

But there have been some differences in management, in
the style in which fcoreigners have operated plants in this country.
I have a large facility in my own community that is being very
successfully operated by German management. We have the VW plant,
the Honda plant and the Sony plants that are here in America mak-
ing items that are very competitive.

We also have American plants doing business here and in
Japan. Texas Instruments, for example, is doing a very success-
ful job in both places, producing high quality and competitive
products.

Now, I believe the time has come that our American
businessmen need the competiticon of foreign management here in
America, to see if there are some differences in methodoleogy or
appreoaches to the productive system that might be useful., I think
there is very wide room for an interchange c¢f ideas and of ap-
prcaches. And I'm very much afraid, for example, in the autcmo-
bile industry, that our competitors are--I think we're making
progress and I think the progress nhas been very sleow. But you
must remember that at the time cf the o0il crisis I was one of the
first--1 was the first member of Ccngress to introduce a bill <o
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tax gas guzzlers in the United States, and my own newspapers
criticized me editorially and said that I was advocating the pur-
chase of foreign cars in America. And it took so long for our

industry to lead and find a way out.

If we had government involvement as they have in cther
countries, I think scme people would have been banished for their
indiscretions in business decisions because I remember the manage-
ment of a company that we have since tried toc save when the Chair-
man of the Board said in the middle of the energy crisis,--"We're
going to continue to make the big cars because that's what America
wants." And I responded, "America wants what you teach them to
want. They listen to your televisicn ads, they see your advertis-
ing, and they become absorbed and taken into this preccess.”

So with respect to automobiles, we've been very slow in
responding. I have been just sitting patiently waiting to buy
two American made gasoline-efficient cars, and until that happens,
I'm driving my 1971 Mercury which is a gas ‘guzzler. 1It's worth
nothing, so I have no capital investment to worry about. I have
a very fine Qldsmobile that's very goecd for its size. It's a
1977 car, and I'm still waiting for my $200 rebate, which I don't
think is enough because I've lost $300 in gasoline for not getting
the California car which I thought I was buying! And I feel that
that hasn’'t been settled to my satisfaction. I'm cne of the pecple
who's on the other side of that unsettled issue.

I just feel that today while ocur industry is creeping
ahead on gasoline efficiency, I'm astounded by the accelerated
gascline efficiency that I see advertised in foreign cars. I saw
one advertised the other night offering 53 miles to a gallon, while
the very finest thing we're doing on ocur side isg-=I don't know
whether we're approaching it or not, that's a matter of speculation,
but I think we really have to leap £rog in the industry.

I've urged the Japanese and the Europeans to develcp
plants here. 1I've urged that they buy component parts made in
America, and I've asked that in the interest of econcmy and ef-
ficiency that they buy all of their replacement parts in this
country because that's one of the breakdowns in the supply of re-
placement parts for foreign automobiles that are scld in this
country. That's a big business which will approcach $7 oillion
within the next three or four years.

So I say I hope, I hope, zhat if we have the introduc-
tion of competitive systems of production here. I think it would
be good for America. We've given a lot of our technology; a lot
cf the technolecgy that's been develcped by General Motors and
Ford and Chrysler and American Motors has come out in improved
products of our foreign competizsrs. 32ut I think we have ko move
frcm their plateau ¢f achievement, and I measure it from their
plateau ¢f achievement because that's what the competitiocon is.

If we're now getzing 37 miles =< a zallon, we have to recccnize



that they're moving from 40 to 53 miles per gallon. And the price
of fuel is going to continue to rise, we all know that, so somehow
we need the introduction of a competitive form of production in
our cwn country, using our own power, using ocur own labor, using
QUr OwWn resources.

I don't want to talk down or criticize the American
automobile industry or any other industry. It's been an industry
that has done very well. Another very important element that
people overlock is the element of safety in a car. If it hadn't
been for my 1977 Oldsmobile and my 1971 Mercury I don't think I
would ke here, because I was in two small accidents that could
have been very serious with a car as unsafe and as small as I
would otherwise have had. So we do have something to offer the
competition by way of increased safety, which I think they can't
compete with. There's something we used to see advertised in the
American automobile industry and in a lot of American products,
and that's dependability.

Now, I'm 2 consumer advocate. I've been a long time
respondent in consumer affairs, and I want guality products. I
think we do so much better with an American toaster than the one
Sony has which rings bells and doesn't toast.

{Laughter.)

I think there are so many products that we excel in that we just
don't advertise enocugh or talk enough about.

So I think we have a great deal to learn on this inter-
change. I hope this panel is going toc be giving serious consider-
ation to new ideas and te help us £ind soluticns, along with
taxes. I think we're going to have to modify our tax structure,
and I want to do that as we can within the structure and limita-
tions of government. I like the idea ©of phasing in these changes
so that industry knows they're coming, so that pecple know they're
coming, but I don't want to throw the cost of government out of
balance and get us intc a big borrowing program. That happens
to by my own philoscphy. I think we can do it over a peried of
years and give industry in America some idea of what we can do tc¢
meet this problem without upsetting the fiscal structure of the
country.

But I don't think America is really gecing to do very
much in retreating. I don't think the Congress is going te do
very much in retreating from our standards, which are going to
increase with respect to safety, with respect to 0SHA, with re-
spect to polluticn ¢ontrol. I think we're dedicated on this
course, and the ccompetiticn seems to meet these demands. The
competition has never said that these were adverse actions of the
United States States government. Thev'wve just met them. 2nd I
think the pressures are now very strong in foreign countries for
the same kind of standards that we insist on here in America. So



I think that that handicap is going to be uniform, and it ceases
to be a handicap 1f it has uniform application. The pecple of Ja-
pan have a greater stake even than the pecople of the United States
in clean air and in clean water and in the safety of people. It's
a much more congested place, and so is Germany, and they have a
much greater stake in these things which I consider as necessary
and not adversary to business.

Now, we do have problems with antitrust, and we have a
need to modernize the law to help make our industry more realis-
tically competitive with the Japanese.

I think it's very, very essential for Americans, and I
think the Congress is going to be vitally concerned with what
you're doing here today. I'm going to report to the Congress about
this hearing, because we want to give our industry every opportun=-
ity to be competitive; we want to give American workers every op-
portunity to be competitive; and I think while we've done very
well in the past, and I'm very proud of our past, I want to look
with as much pride to the future and the idea that we are going
to be a competitive society of people that want tc produce gquality
products.

I'm amazed with so many, many things that I buy of fine
quality that are American made, and it's exciting to see the high
quality of so many things that we produce. I would hope that this
panel comes up with some realistic recommendations that we can take
back to the Congress. I want Congress to be talking more about
quality cof production and efficiency of production. I hope to con-
tinue this interest out ¢f office. I hope that we can keep that
fire burning in Congress. This is the sort of thing we cught to
be debating, instead of the irrelevant things we talked about at
the national conventions, both of them.

{Laughter.)

This is what our competition is talking about in the
Socialist and Communist worlds. I've attended some of the eco-
nomic discussions and they've gone along con the same line, guality
control, productivity: the same discussions take place in the
highest levels of government. And the error makers are not put
into institutions where they can rest after they make their mis-
takes. We have a lot of places here, foundations and places where
pecople can stay on payroll and exist for periods of reprieve from
their errors. I think we've got to fine tune our system, and I
think we in government ocught to do what we can to accelerate the
keen interest and the continuing debate and partnership that we
have. We're not adversaries with anybody in industry or business;
we're partners. And this partnership of interest I think is what
we seek; nct to interfere with the decisicns of private business,
but to try to pralse private business when it does things right
and criticize it, as we criticize errors in government, when
things are done wrong. I think too many businessmen in America
have the option that so many dociors nave--~to bury their mistakas
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or sell them as freak car collection items in later years. They
must face up to and live with the realities of the stakes.

In the becards cf directors, people are going to be more
actively following their decisions. There's going to be more of
a public concern. If it's not in government it's going to be from
private people who are going to be outsiders who are going to com-
ment on this and who are going to be more observing about the de-
cision making process. I know these decisions are extremely dif-
ficult and it's difficult in a competitive soclety to always be
right. All I ask is that we are wrong less frequently.

So, I'm proud of this panel and I want to keep informed
of what you're doing, and I'd like to take the opportunity *o
thank you for your deep and dedicated participation in this very
important issue.

MR, FRITTS: Thank ycu, Mr. Chairman. I wonder if your
time permits you to answer guestions by panel members?

CONGRESSMAN VANIK: I'll pe happy Lo answer any gquestions.

MR. CUNNINGHAM: I'd just like to make a comment on some-—
thing you said. ‘

CONGRESSMAN VANIK: I didn't even see that you were here
from Texas Instruments.

(Laughter.)

MR. CUNNINGHAM: I think I disagree with you from the
peint of view of the adversary relationship between industry and
government. You say there's not one, but I think it's perceived
by industry that there is.

CONGRESSMAN VANIXK: ©Ch, I think it's perceived by indus-
try.

MR. CUNNINGHAM: And it's like a lot of our customers
now perceive the quality of U.S. made products not to be as good
as some of the competition, and we can debate whether that's true
or net. But the fact is it's perceived that way and we need to
change it.

So there's cne way to go about changing that perception
of quality of products, and that's tc improve it and show gocd
faith and advertise and do all the things you have to do to change
the percepticn. I think government needs to deo the same--if it's
not an adversary role there, it needs to be aggressive towards
convincing industry that there's not one. And I think industry
has got a big challenge in changing the adversary role between
customer-vendor relaticnships. We'wve got an adversarial role with
vendors, and I think we're all working towards trying to change



that adversary role between company and employee which to varying
degrees keeps coming up.

But if there's one thing that comes out of all this,
it's that this adversary situation has got to go away and we've
all got to get on the same team to whip the same problems.

CONGRESSMAN VANIK: I can't argue with that. I can't
argue with the perception, but I would say that the degree of the
adversary relationship is not as extensive as industry perceives,.

MR, CUNNINGHAM: I deon't think the adversary relation-
ship is all OSHA or all environmental. I think there's a whole
myriad of problems there.

CONGRESSMAN VANIK: You see, we have in America the
private litigative process, and this has troubled me. You wonder
where your warranties end, and we've got tc probably do something
about that. I worry about that as a member of Congress. If they
ever were to develop a causive action--I think one could develop
for negligence in what we do in public life--

{Laughter.)

It would mean that we probably wouldn't run for office unless we

could buy a $100 million liability insurance policy for indiscre-
tion. But that's the private sector, and I do think that that's

dne of the very difficult problems.

I would be very troubled as a businessman in knowing
where my liability ended, because it seems to be eternal, and
that's a separate problem.

I read a very elaborate report the other day in Trial
Lawyer about the chainsaw industry. I don't know how anybody can
stay in the chainsaw industry and let anybody use one because it's
a dangercus thing and has to be used with care, even if they put
on all the protective gear. When I buy a lawnmower, the first
thing I 'do usually is take the encumbrances off; those are the
safety devices. Because if you have all the flippers on the side
of it, you can't get around and cut your lawn, and you're carrving
S or 10 extra pounds of shields that are pretty difficult for aging
arms to handle. So there has to be some rationale, some moderation
and scme temporizing about the degree to which we prevail in stre-
tching out warranties infinitely and without limitations.

MR. BARRA: One of the lessons we've learned from the
Japanese 1s that the relationship between government and industry
in the area of long-range planning has been a very powerful factor
in their achieving their productivity objectives in the seventies
and now in the eighties. Could vou share with us some of the
thoucghts that you have in this arez of long-range planning?



CONGRESSMAN VANIK: I think you have struck on what I
think is the key. I think what the American businessmen need
more than almost anything else 1s a survey as to what the rules
are for five or six years. Our competition needs that, really,
because if everybody knows what the rules are with any feeling cf
performance, General Motors c¢an make plans, Texas Instruments can
make plans, anybody can. And foreign govenments can make plans
to adjust. I think that is one of the more critical things. I
felt that it's time, and I felt long ago that it's time for America

- T I e | 3 . .
to have a national steel policy. What do we really want to do?

How much production do we want tc have in this country? The same
thing with respect to automobiles. How much? We've got to deal
with the world car issue, it ought to be debated, it ought to be
discussed. That concept provides a sharing of producticn from
all over the world in which everybedy can contribute, and I think
we can do a great job. We ought to te thinking about that.

But instead of doing that, we spend more of ocur time=--
probably about 20%--in Congress just talking about ethical rules
governing ourselves. Not that that is not necessary, and then on
the single issues we take about 60% of the time. So the real
vital economic issues of this country are just passed over. I
think the kind of discussicn we're having right here is the kind
of discussion that really cught tc cccur on the floor of Congress
every day. It's not dramatic. One of our problems is it doesn't
capture the media. And in Congress we have a great many actors
now and campaigners. 1It's a tragic thing that cur system has
created.

You know, one of the reasons I'm leaving is I'm frus-
trated with the problems of achievements. It's hard to find ocut
what you're ¢&oing when we have a revolving docr Congress in which
many people seek the office so they can get credentials with which
they can go to other places in the private sector, or get a careser
credential rather than making the public office a career and devel-
oping the long-term expertise that is necessary to help sclve the
proplems.

But I do think there i1s a strong desire in the Congress
to make declarations of policy as to what we ought to be doing in
various sectors. I would recommend that we do it by sectors. I
have felt that there i1s a special need in automobiles, in high
techneology, in steel and in chemicals, and I think that Jjust con-
centrating first in four sectors and trying toc establish national
goals which would include determinations about what we would be
doing about the industrial participants and the labor participants.
I think this sort of discussion and determination of policy is a
very critical need.

MR. COSTELLO: Mr. Cunningham mentioned that there is
this pervasive, in his wview, that goes beyond CSHA, sense cf
distrust and adversarial relaticnship between business and govern-
ment. I also wanted to call Mr. Vaorhes in on this. Since he had
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some good words about the Oldsmobile before Congressman Vanik
arrived. Mr. Vorhes said that there was also this strong adver-
sarial relationship. The questicn is what can government and
business do to bridge that gap. Is the kindé of sectoral planning
strategy that Mr. vVanik is talking about sufficient, or de you
need a more expensive token of good faith such as an accelerated
depreciation bill?

MR, VORHES: I suppose that anything that would come,
like tax incentives to help with some cf these problems would have
to come after the relationship improves. If there is, in fact,
this relationship that's at least perceived by many of us in busi-
ness, I suppcse one of the first things that must be done is to
get a commitment from both parties to try to stop it, even if it
means we're doing too much shouting at each other, to stop the
shouting and get on with the planning or the commitment. Or, a
commitment to help understand better each other's problems, to try
to see whether, in those areas where business looks dumb from the
outside, they are, in fact, all that dumb. Can it be a coincidence
that they all do that, even when they're competing with each other?

We must recognize that there are, even in the United
States, limited resources. <Capital formaticn is a huge problem.
We must try to get the priorities of our country reasonably
aligned. As an example, Congressman, I think that all of us as
citizens of the country certainly don't want to go backward, if
you will, on any ©of the ecclogic gains that the country has made.
Oon the other hand, closing off all of the final increments can
get hugely expensive, and there's only so much capital availalble.
My company will be spending scme $40 billion between now and 1985.
Not encugh of it, probably, will be spent to increase productivity,
which is important to what we're talking about.

As Jjust one example, we'll be spending hundreds of mil-
licns cf dollars to redo paint shops in assembly plants to comply
with government regulations. If we were building a new assembly
plant, it wouldn't cost any more te build one that complies with
the regulations than one that did not, but to redo an existing
facility takes a lot of meney, and there's a guestion that needs
to be answered. If there's just so much money, which is best for
the country? To spend it right then to convert that paint plant,
or tc use that money to buy more robots or whatever it would take
to lncrease productivity? Those are legitimate questions that
need a raticnal and reascned atmcsphere to come up with the best
solutions.

CONGRESSMAN VANIK: I would just like to say in comment
that there are finite limited resources of the government to give
up other than the tax code. We're in a very precarious conditicn.
I opposed a tax cut this year and next vear, and I den't know when
I can be for it unless we can take it out of operating expenses.
To borrow money is an incredibly £fcolish thing. If yvou borrow
$10 billion now you're prcbably zoing to spend $20 billion to pay
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it back. You'll never pay it back, it Jjust becomes a growing debt
that adds to our inflationary problems.

I have personally felt that giving 10-5-3 across the
board to everybocdy was very wasteful. That would be an indiscre-
tion on the part of government. It would give some pecple the op-
portunity to buy surer futures with the proceeds or invest money
in foreign countries or do other things with it. I've always felt
that incentives cught to be targeted. o

what do you do about 10-5-3 and depreciation allowances
are good for the successful business? What do you do about those
that have no income ocut of which they can use depreciation? More
and more of our companies in America, almost half of them probably.
are in that category. We've talked about reverse inccme tax where
if they can't use the credit, then you use Treasury funds to give
them the credit. That's a foodstamp for industry, and I don't
think that's ever going to be or shculdn't be acceptable to the
American people. ‘

I do think that what the Japanese have done very suc-
cessfully is to establish priorities on resources, on capital re-
sources, rather than create interference that the private system
could not accept. But if we at least targeted the tax program to
investment: in other words, scomehow, 1f we wrote a tax law that
says yes, you <can get this, you get it for capital fermation but
you're going to have to plow it in, but you're not going to get
it tc buy someocne else's business ¢r to buy sugar futures. You're
going to have to plow it into the enterprise.

That would cost the Treasury infinitely less and the
program would be more of a quality tax program than the kind that's
liable to emanate in the passion of a political campaign. It's
very difficult tc get people off scmething for everybody because
the 10-5-3 has a wide political base. As you narrow the political
base then you narrcow the chances of creating the political support
for it. But I think it's time for pecple in industry to get on
the side of helping us be more efficient about how we write tax
laws, so that what we do provides an incentive for gquality pro-
duction in America, for new systems, for expansion and development
of our own productive potential, rather than scattering the re-
sources that are taken out of Treasury and borrowed by Treasury
from others whe loan mcney to the government, and then let them
scatte 1t around the ccuntryside. I think you have to help us
in the Congress to write a quality law.

MR. RUBINSTEIN: Congressman, one of the lessons we've
learned from Japan that's been very clear is that the responsi-
bility of the corporation cr the organization teo the individual,
particularly for job security, has been a critical condition tha+
has allowed for this rapid expansion of gquality knowledge and com-
mitment tc the organization. Basically, their policy is to guaran-
tee that some porticon cof the work fzrce will not be laid off Zdur-
ing cyclical downturns.
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In 1976, I testified at hearings conducted by Congress-
man Lundine, and propcsed this job maintenance concept: Instead
of laying people off and looking toward income maintenance, you
would keep the workers employed and they would spend a pertion of
their time in training and problem solving. Ycou would provide
some form of job insurance to continue their employment, instead
of applying all the fiscal resources cnly after the person 1is
laid off.

You say that the Congress is now ready toc look at some
of the problems in a more sericus light. Would it be your judg-
ment that a proposal of this type--which would get directly to
the heart c¢f providing for continuity of employment during cycli-
cal downturns--could be seriously explored by Congress. Do you
think the timing is right for that?

CONGRESSMAN VANIK: I think the timing is right for a
discussion of the idea. But you Xnow, you have o relate that to
what comes forth in the law. Just giving & declaration of inten-
tion has no meaning, and I think it depends on the specifics of
what kind of law you want Ccngress o pass.

I think that most American workers would be willing to
give up some of their fringe benefits and perhaps some of their
demands for higher adjustments to meet inflation if they had ten-
ure, Certainly, in cyclical industries the tenure has much more
meaning than almost any other ingredient that can be provided. I
just don't kxnow how you're going to fund that income maintenance
during a down spell. What would you do at General Motors if you
were to maintain your employees on compensation?

We have a little problem getting autcmobile workers +o
gualify for rebuilding a paint shop, for example. That's another
union that's involved. We have very difficult problems that ars
a little different.

MR. RUBINSTEIN: I would think that a study of General
Motors or any cther corporation would show that there is a tre=-
mendous cost to the current system that could be locked at.

CONGRESSMAN VANIK: Yes. I want to say I've appreciated
this time. I owe my life tc two American automobiles in spite of
their problems, and it's worth something to be a living American,
who may have wasted a little fuel, than a dead one who was effi-
clent.

I think we have some ccmpetitive factors, and we haven':

-1

said enough abcut the safety of the perscn in the automokbile. I've

never seen an automeobile, American preduct that said you're safer
in this car, and I think that's such an important selling pcint.
I think it's a very important competi-ive point.

Although they've ¢

e ed lrmportant standards on auto-
Tepbiles 1n Japan, I never thco t there

would be much of a market



for our cars in Japan. I feel the sclution to our problem here

in America with respect to automobiles is the production of highly
competitive, safe, dependable automobiles with parts here. I've
got letters, countless letters, from people who buy foreign cars
and say they've got to wait six weeks Zor a carburetor adaptor,
for example, which takes time to get here. I think we have some
special advantages, and although I think there's a permanent place
in America for our competition I think that in the experience of
the last six years we have developed a corps of Americans who have
now developed a desire for some of these foreign products, and I
think it's very, very important that we have this mix on the scene
of America of competitive, gquality products. Scmetimes, when I
think about trade I think that when ycu deal with gquality there
should be almost no restraint. I think the best thing ought to
come in free, no matter what it is, and I think General Motors
believes in that. The best product ocught to come in free.

MR. CUNNINGHAM: All pecple in the werld should be able
to buy the best products made in the world:

CONGRESSMAN VANIK: VYes. The price of scap, for example,
has gone so high that now I buy Yardley's. What's the difference?
I've always liked it.

(Laughter.)

So I may as well have what I really want instead of wor-
rying about some cf the other products.

MR. VORHES: Congressman, a good starting point for our
whole program is that we'd like to sell you one of ocur safe, £fuel-
efficient General Motors cars and get you cut of that '71 gas
guzzler.

{Laughter.)
We think they're safer than most ilmpoer:is.
CONGRESSMAN VANIK: I'm locking at your Cmega and I--

MR. VORHES: Great, it's a fantastic car and gets better
fuel economy than many of the cars coming in from Japan.

CONGRESSMAN VANTX: And with a high degree of safety?
I think that's something we cught %0 talk about Decause it's a
fine automcbile.

1 want to truly say that my life was saved twice. To-
day, every motcrist has lapses cf wiscom as he drives alecng the
road. I don't worry about running in+s another car; I usually run
into a2 standing object that I don’'t guite appraise. But I wan:t =
tell ycu that my Mercury was a ictallv damaged car and +the carin
compartment was entirsly untouched. I had Zcur feet of steel on
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each side of me, or five, which was protective and it didn't get
pushed inte the passenger section. The Oldsmobile is another fine,
safe automobile. 1If you can get that Oldsmobile Delta to about

40 miles a callon, I think we've got a real good competitive item
because you've got space and storage and safety, and I think it
would compete very well with an import product that did S3 or 53.

MR. VORHES: We'wve got z little over 30 now on the high-
way with that c¢ar with the diesel engine.

CONGRESSMAN VANIK: I want you tc do it in my lifetime.
(Laughter. Applause.)

MR. FRITTS: Thank you Mr. Chairman for sharing with us
your time and your thoughts in spite of your very heavy schedule.

DEFINE THE PROBLEM BEFORE
IMPLEMENTING SOLUTIONS

: MR. CUNNINGHAM: I'd like to make a comment on a gues-
tion that was asked earlier. I guess I think that maybe a change
in taxes or tax laws or depreciation schedules could certainly
help solve the problem, but I hesitate to guess at the solution.

I think the thing that has got to be done is to first understand
what the problem is, the problem of productivity and quality and
how they interrelate, and a plan has got to be made for how to
solve the problem. And then, the varicus solutions worked out.
Maybe that's a solution and maybe it's not, but there are probably
many solutions that have to go inzc that, and then we ¢go implement

it.

If we start guessing at the solutions before we under-
stand the problem, it's not the right thing to do.

MR. FRITTS: I would agrse with that wholeheartedly.
Plus the £fact, and I think this is what Mr. Vanik was alluding +c,
there has to be, at the very top level, consensus building between
thogse of us in government and these ¢f you in industry and labor.
Because consensus among those three ccmponents 1s abscolutely es-
sential. We each can't be doing our own things in our own ways
without dialcguing with the others and making the total system
operative. I think ccnsensus building is the beginning zoint.
What we have today is a form of ccnsensus building. I think the
domestic policy review which Jordan Baruch conducted a year and
2 half ago was a2 consensus-pbuilding forum that, unfortunately,
didn't get as far as 1t might have, but that's the kind of style
that we've got to be looking at arnd pushing for.

At this point, I'd like to turn the chalr over to Dr.
Fred Tarpley arnd change cears slichtly. We'wve coversd many sub-
jects and many more snould be covered. Fred?

DR. TARPLEY: I think we've gone through a number of
topics, not necessarily in corder. Thnis sessicn is kind of like
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the freshman essay which is to address the universe and all re-
lated problems, but in three pages or less.

COMPARATIVELY LOW SAVINGS
AND INVESTMENT RATES
IN THE UNITED STATES

One of the items in terms of national policy that we
haven't dealt with directly is the problems assocliated with the
U.S. savings rate, and the effect of the savings rate in the
United States, which 1s at a historical low, and which compares
very unfavorably with the much more robust savings rate in many
other countries, especially Japan.

Jack, would vyou like to start?

DR. BARANSCN: I was collared during the coffee break
and I was warned that I might be called on to say scmething on
this. :

The gquestion of the savings rate, I don't know that I'm
particularly knowledgeable on just what it is in terms of savings
versus consumption. The fact is that when you compare the United
States to Japan, both the savings and investment rates are veary
far apart; two to one or more. I do know that mobilization of
savings, the Japanese economy still relies wvery heavily on things
like postal rate savings, and that these are funneled into chan-
nels where the governmental authority, in strong consultation with
industry interests and feasibilities, i1s able tc channel available
rescurces into the kind cf activities we've been talking about;
growth areas and in maintaining productivity andé sc on.

Now, Congressman Vanik touched on that, and I was think-
ing 2s he mentioned it, this is an area where the channeling--I
think this whole guestion of the mobilization of savings and the
channeling of those savings into needed areas, either restructur-
ing U.S. industry or maintenance of technclogical dynamies in
frontier industries, 1s an essential consideration. Here in the
United States the conly area that I think we really have anything
like this is in the housing field. AZter all, their savings are
given a special preferential treatment.

Not too long age, yeou cculd put money into savings at
above the Treasury rate; they were giving a quarter of a percent
or more, and you had such a thing as a loan guarzantse system. So
a very large number of people who, when vou think back to the time
when the Act was passed somewhere in the thirties, the risk of an
individual homeowner Jjust on his inccme to 2 tank was out of the
gquestion. And yet, this system of the homecowner loan corzporaticn
and the mortgage guarantee through the FHEA I think is indicative
©f a mechanism that needs to be thoucght of from a legislative
point of wview. I really think that the channeling, the mobiliza-
tion the raising the level of savincs znd the mobilizaticn is con
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thing, but the channeling and the devising of some system for a
much greater allocation of investment Zunds for growth industries
is something we badly need. I think that's an area that we can
work on, within our style or without getting into some of the much
deeper sociological questions--because 2 lot of the things we're
talking about are sociology. The whole way Japan functions, the
ethos and social organization is very different than what we have
here.

NEED FOR CONSENSUS BUILDING
AND PROBLEM DIAGNQOSTICS

Let me just say one final thing. I think that this gques-
tion, as a number of the ¢ther gquestions, harks back to an umbrella

issue. I know Dale Cunningham was talking about this gquestion of
consensus and the adversary relationship. Now, nice talk across
the table really isn't the problsm and so cn. The fact is, I be-

lieve a little more on Dale's side. There is a very deep problem
in this country of--let's put it in broader terms--of consensus
reaching, and definitive diagnostics of what is wrong. We just
don't have mechanisms for that.

To this day, where is there anyplace we can go, the GAC
or a congressional ccmmittee, and say what is wrong with the U.S.
autcmotive industry? There is a babble of voices that is occur-
ring; there are all kinds of things bteing written. Most of them
are briefs by special interests wheo don't want their particular
boat rocked. But the consensus, the prcocess of definitively diag-
nosing a situation and arriving at a consensus as to what our
policy opticns are just doesn't exist.

I think people like Congressman Vanik--he's +thinking of
retiring--I think there's nothing better than a person like him
to think about this problem of consensus in our society. And at
the first level, people like him ought =0 be able to get tcgether
with people from CGeneral Motors who have decision-making capabil-
ity and be able to decide how it is we get a common diagneostic and
a set of alternatives that management and government can think

about before government passes an act. By then industry is faced
with a fait accompli. I think that's part of our problem; how do
we build consensus within the kind of scciety we are and the xind
of ethos we have. That's the problem.

DR. TARPLEY: Mr. Jensen, we haven': heard from vou to-
day. Would you like to comment?

WORKERS NOW DEVELOPING
GREATER AWARENESS OF
NEED FCOR QUALITY

MR. JENSEN: I don't want to comment on the savings
thing; that's teyond my expertiss. Cn the industry and gualitvy,
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and that gets you back to where you were, I think there's develop-
ing among our workers in the auto industry a much greater aware-
ness of the need for gquality, especially cut of the Chrysler sec-
tion. We have had preliminary meetings with the corporation,
we've had commitments from their pecple and their vice presidents
to get invelved in guality, and they'wve been meeting at the plant
levels, the new K car plants; new cars, ©ld plants, to get the
quality program rclling.

PROBELEMS WITH
HIGH LABEOR TURNOVER

I don't know--you're trying to say, well, what happened
in the past. There has been a tremendous turnover in the auto
industry in labeor, a2 tremendous whole shift., I was telling some-
one here earlier today that in one plant they put on 2000 Arabs.
They are good workers; however, few of them could speak English,
Detroit has the nations largest Arab community. They had inter-
preters in the plant. The signs in the employment office were in
Arabic. And if you have tremendous turnover, and they did have
tremendous turncver in the industry, labor turnover, the lower
skilled workers gc to the second shift and the cars that come off
the second shift have less guality +than the day shift.

I think, though, now with the down sizing in cars, it's
easier to build guality intc them because as the gentlemen from
General Motors said, it's true, they used to make that side panel
cn the car all in little pieces. Yow, the new K car side panel is
all stamped in one piece. The door opening, rear guarter panel,
it's all one stamping, so it's got to have engineered into it a
lot of gquality.

FEWER WORKERS IN
THE AUTQ INDUSTRY

I think the American worker, with the amount of Japanese
cars coming in, and downsizing, is getting scared and starting %o
get quality conscicus. We're gettinc an older work force. I don'=
think you'll ever see the industry again at the levels of employ-
ment we had, even if Chrysler could sell as many cars today as
they d4id in 1973 which was their peak year, about 2.3 million cars.
They could cdo it with about half the workers or three-fifths of
the workers, because the down sizing has taken sc much cut of *he
car. The engines use less than half of <he grey ircn:; less steel,
less press capacity, etc.

There's competiticn develcring within the international
unicn. Who's going to be the first up with the best quality pro-
gram. The Ford Department also nas a guality program similar =0
the Chrysler Tepartment’'s and we're cocmparing notes and we're say-
ing we've got a better idea, and none of us has really ¢ot our feex
far off the grcocund yet., But I thinX vou're gcing to see a much
greater awarszsness ¢n the part c the American worker of the need

to build guality croducts,
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UNION RECOGNITION THAT
SURVIVAL DEPENDS ON QUALITY

I think two things have hit the industry at once; :the
recession and the volume of imports coming into the country. This
has really scared a lot of people. The top union leadership seems
very receptive to quality improvement. The local union leadership
endorses the program and they say we're going to make it work be-
cause they figure it's their plant next that goes down the tube 1f
they den't get the quality.

MR. FRITTS: Thank you, Mr. Jensen. Dr. Deming has
joined us but I think we had better break for lunch and we'll be
back in one hour.

(Thereupon, at 12:05 p.m., the meeting in the above-

entitled matter recessed for lunch, to reconvene at 1:05 p.m. th
same day.)

AFTERNCON SESSION

MR. STAATS: I"d like to start the afternoon session.
Ed Deming and I are colleagues of years gone by. Maybe we shouldn
say, £Zd, how leong ago that was. 3ut back in the late 1940's, he
and I were colleagues in the Bureau of the Budget. Ed came to
the Bureau from the Bureau of the Census. He has been interested
in this subject of guality contrcl for many, many years:; I think
witheout much fear of contradicticon he's now undoubtedly among the
leading experts in the world in this field.

We're very happy that he's been able to work it intec his
schedule to join us here for part of the afternoon, and I think
you've seen, Ed, the agenda. You knew the people who are here,

So I'm going to turn it over to you and let you deal with <he sub-
ject however you will.

DR. W. EDWARDS DEMING, ON
STATISTICAL CONTROL OF QUALITY
IN JAPAN

DR. DEMING: Elmer, thank you very much for the kind in-
troduction and for the privilege <c e here. I know very well that
what I have to offer is a small part of the problems of productiv-
ity. I'm also well aware, if you'll forgive me, that what I have
to offer 1s impcrtant.

Pecple ask me, how did it s<art in Japan? Well, I'l1l
try to be rapid. BRill Leonard, whom you'll remember, EZlmer, used
to say, when you don't guite Xnow what you're talking about, %Lalk

rapidly. So I always remember that, Elmer, it's a cced idea.
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I had bteen to Japan in 1946 and 13948 to work on the
census of population and of agriculture, on the monthly report on
the labor force, and a number of demographic studies. took the
trouble when I was there tc get acquainted with statisticians, and
in fact, I would go to the PX and buy food, and the focod was pretty
wicked. I somehow wangled a room in the Dai Ichi Hotel and was
able to serve that terrible food. I invited all the statisticians
that I knew to c¢ome, and they would all come. And I was not aware
of the fact that some of them had to walkX long distances because
the tramways stopped, I found out, some of them at 9 o'cleck. A
lot of things I didn't know, a lot of things I still deon't know
about almeost anything.

Anyway, I met with them and I told them how important
they were; what they could do for Japan. Well, in 1949 came a
letter from somecone in General MacArthur's staff. I didn'* under-
stand then how it originated. It originated, I learned years
later, from the statisticians in the Union of Japanese Scientists
and Engineers. Come and teach us something about statistical
methods in industry. I was able to go in the summer of 1350, anrd
the movement dates from that time.

I was teaching 230 engineers in Tckyc in the auditorium
of the Medical Asscciation in June of 1950. It was very hot, there
was no air conditioning. I was drippring wet by half past eight in
the morning and seven or eight hours of that per day was prettiy
grueling, but I stcced it. Somehcw or other, the engineers stood
it also.

I logked back at what happered in America, which was
nothing. There had been 10-day courses in simple statistical
technigques, instituted by Stanford University at my suggestion.
There were also courses given by the War Department. I taucht in
23 of these courses. The results were trilliant fires hers and
there, illustrations of what cculd be done with statistical meth-
ods in industry, but nothing permanent happened. It would Zust be

a big fizzle, a tright fire ancd it would burn out. Management in
America had no idea what was haprening. I became worried after
two or three days in Tokyc. Here were these wonderful engineers,

so satisfying it was tc teach them; s0 well-educated they were.
And I realized that nothing woulcd hapren in Japan unless manage-
ment learned something about statisticzal technigues and how *o
manage them. Why repeat in Japan :he mistakes of America?

So somehow I arranged to talX to top management. Amer-
ican friends %knew the right Japanese. The man to get Japanese
management together was Mr. Ichiro Ishikawa, President of the
Union of Japanese Scientists and Zngineers, and President of the

great Federatsd EZconomic Societies oI Japan. Anyway, Mr. Ishikawa
sent 45 telegrams to 45 men—--cocme t2 zhe Industry Club next Tues-
day at 5 o'clock. They came, and I =zzlked, and they wanted mors.

Thev asked for more sessions, sc we nad more. and so I taught
englineers and management that whols summer at Osaka, Yacawa,
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Hakata, Hakata, and so on. Thus management got started on their
responsibilities.

This movement, I told them, will £fail and nothing will
happen unless management does thelr part. Management must know
something about statistical technigues and know that if they are
gcod one place, they will work in another. Management must see
that they are used throughout the company. I alsc emphasized the
impcrtance of gquality in incoming materials from vendors. Poor
quality from vendors was a problem all over the world. It was
nothing unusual in Japan in 1950 except that it was perhaps worse
at that time. Help your vendor, help your competitor: I thoucht
all this was new. It was not new in Japan; pecple work together.
In fact, the relationship between a2 ¢ood vendor and a purchaser is
as binding a relationship as that between a worker and company,
or between teacher and pupil; a lifelong relationship.

Well, it began. And they wanted more. And I will men-
tion one cther thing--they never locked to ‘their government nor
tc ours for support. When they ask me to come, they send a ticket
and a check from industry. I have just made my 18th trip to Japan.

Well, where are we? I'm no economist, I'm net trying =o
tell you that productivity in aAmerica is down, or anything about
the balance of trade. I am only a statistician. I am an appren-
tice. But I have heard that productivity in America is no:i good,.

You may not like this idea. You may think that it is
overdrawn, and you may think that I am out of my field. I am not
out of my field. I know what I am talking about because I have
received over these years many letters, many calls, many invita-
tions to come and work, help us. I think that I know what I am
talking about. A friend of mine is in China, Dr. William R. Dill.
He was Dean of the School of Business at New York University and
he wishes me to come to China. I know something about China from
my work in Japan. And I Xnow scomething about this country. For-
give me, perhaps, when I try to draw z parallel. There are some
very interesting opposites, ccnflicts, some differences worth men-
ticning, as I see it.

In China, they lost a generaticn of education tut they
know it. They are trying to make up Zor it; they are studying and
trying to learn. There i1s one little trouble in this country:
management already knows everything, sc they don't need to learn

anything more. Now, that 1s a pleasant state to be in. But it is
a dream. Management here have the handicap of not knowing that
they must start from scratch and relearn. In China, they Xnow

where they z2re at.

You may ask Zor illustrzticns. I coulé show vou a
letzer; I would take the signature 0fZ and the lest+tarhead. The
man asked me 1f the statistical methods that I use mad ever been
used in the manufacturs ©f wheel chairs. Now wheel chairs have

(9]
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nothing to do with the case. Another man wished to know if any

of my colleagues or myself had ever worked with small motors, the
kind used in refrigerators. Several bankers have called up. They
had apparently never heard of William J. Latzko at the Irving
Trust Company. Last Friday, someone called up, a manufacturer

of semi-conductors. Ee wished to know if I or anyone whom I

could recommend to him had ever used statistical methods for the
manufacture of semi-conductors. (Apparently he had never heard

cf NEC.) [Nippon Electric Co., Ltd.] He needed, he said, a sta-
tistician that understands the manufacture of semi-conductors.
That had nothing to do with the case, I explained, anéd I continued:
"I am now beginning to understand you: You have no one in your
organization that understands semi-conductors: You need somecne
that knows something about semi-conductors.” Ch! But this is
such~and-such company. Yes, I understand, but you're locking for
somebody that knows semiconductors. He finally admitted that what
they were looking for was somecne that knows statistical methods,
never mind the semi-ccnductors.

A roster of all the successful cases and unsuccessful
ones in the manufacture ¢f wheel chairs, small motors, semi-con-
ductors, cr anything else would constitute no basis £for prediction
of success in the use of statistical methods for these same pro-
ducts in other companies. Statistical methods are universal.
Success 1n application depends on the management, how hard they
work, how willing they are to learn simple statistical technigues
and how to manage them, and on the statistical knowledge in the
company. Productivity in small motors could be great in cone town
and flunk in ancther one, solely because of management and the
statistical help that they have in one place and not in the other
one.

Until people learn some fundamentals abcut the trans-
ferability of statistical theory, not much will happen. And pec-
ple ask me, and it's nothing new, ccoculd I spend a day with them?
Could they come and talk to me? We have heard of your work in
Japan, and we, too, would like to te saved.

(Laughter.)

They have no idea that +<heyv must go to work and learn
in a series of frcm 8 to 12 seminars stretching over a pericdé of
a year and a half or more. It is difficult for men in management
in America that they need ed catiocn, that there are gaps in their
education that must be filled. In between seminars, their task-
forces go to work under my directicn on a pilot plan or two or
more. I use some examples in the next seminar. My only intersst
is to create a structure that will ccnzinue te function withcu=z
me. It may take two years, maybe ihrae,

Folklore in America

nas 1% that 1f you emphasize gro-
duction, your guality will suffer. 3AsX any plant manager in Zhis
country. That 1s what he will tell —vou. You have one or vyou nave
the other. Ancd nhe gets the devil Zor 2ne and +then nex:t menth he
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gets the devil for the other one. That's because he doesn't know
what quality is, or how to achieve it. He is only doing his best.
He has the devil's own Job; any plant manager has.

I received a letter from a Japanese friend dated the 23rd
of March of this year. I will read it to ycu. He said, "I have
just sprent a year in the northern hemisphere and in EZurope, visited
23 countries, talked with many people in industry. They are all

interested in the cost of gquality."'" Even yesterday, somebody asked
me how much will gquality cost. I said look, if you are interested
in cost, we don't talk. I will send a bill. Don't worry, it will

be enough. That's only part of it, You will have o get hold of
some statistical help, but if it dcesn't deliver 5C to 1 I will

not be interested. Ycu have to gualify as a client, and stay guali-
fied.

Anyway, people here and in Europe talk about cost of
quality. He went on. "There is a direct relationship between
productivity and quality." And he doesn't mean inverse, either.
"As quality goes up, so does productivity. The source <f this
statement 1s comparison of Japanese versus American and Western
Europe industries. Quality and productivity are different aspects
of the same thing."

"In Europe and in America, people are now more inter-
ested in cost of guality and in systems of quality audit."” I won't
have time to be logical in this hour and 45 minutes that you allot-
ted me. There is only 35 more minutes. But if you are asking me,
I would say that arbitrary numerical goals, work standards, un-
manned computers, and quality audit, are hurting production and
guality in +his country. Anyway, let me go on with his letter.

"But in Japan, we are xeeping very strong interest to
improve guality by using statistical methods which you started in
your very £irst visit in 1950. When we improve gquality, we also
impreove productivity, Jjust as you said in 1950 would happen.

A schoolboy can unders:zand this. Don't ask the plant
manager; he's too close to the 5ci. Look, suppcse vou spend $100
in the plant, and suppose that you zraduce 89 good pieces and 11
defective. Now, the smartest thing vou can do sometimes 1s Jjust
throw the 11 away, because 1t costs more to rework them than they
cost 1in the first place. Why rewcrk zhem? Well, because we mus:
meet a contract a week from Fridav, and we are going =¢ meet 1%,
So they rework the defectives at any cost, but let us just say
that we have spent $100, we have 39 gocd cnes, and throw away the
11 defectives.

Now, this 1s an actual czse. In December 1379 the
portion defective was ll per cent. Seven weeks later the pro
porticn defective 1In the same operation rad dropped to 3%. N
11 minus 3 Lis 6; that's cne of CTeming’'s +hecrems, I guess. 3B
arcther theorem is, what notody Xncws but what a schoolZov ca



learn, that six pecple are now engaged in making product that is
good instead of making product that is defective. Quality thus
went up. It went up from 1ll% defective to 3% defective. 38ix
people that were making cdefectives are now making good product.
What is the resul:c?

Better Quality (6% fewer defectives)
Productivity increased 6%

Customers better satisfied

Workers happier

000

The people cn the job are happier making good product:
they are unhappy when they can't possibly make gocd product no
matter how hard they try.

A man told me only last week oOf a little problem that
they had trying toc stick leather to¢ plastic. The problem was, as
most everybody here knows, leather will not stick to plastic 1if
the grease in the leather is more than 9%. ' Well, he took steps,
either washed the leather and gct the grease down to 9% or lower,
or did not buy any leather that has grease content more than 9%.
Easy to say, not so easy to do. He had been plagued with turn-
over, tut once he changed the system =0 use only materials that
would do the Jjobk, turnover dropped to near zero., In other words,
the workers are happier now that qualiiy and productivity have
improved.

I'd like to enumerate some rcadblocks to greater pro-
ductivity. One roadblock i1s that management supposes that all
prokblems are produced by the worker. The fact is that most of
them belong to the system which only the management can change.

For exanmple, 1if we were trying tc do some close work here, all of
us, with needle and thread, cr looping stockings, or something of
the sort, the light isn't good encugh. We dc the bhest that we can,
but our work 1s neot good. We might even all be in statistical con-

trel, yet produce much defective product. The problem is the light-

ing. Well, we Jjust work here, we can't change the light. Yes, we
could go out and buy fluorescent tubes and we could put them in
and then somebody would come alcng and ask 1f we had permission %o
reconstruct the building.

Incidentally, that doesn': Dother people in Japan; they
just go ahead and do it.

Another curse 1is that manacement here does not see their
own problems. Statistical methods help to find problems and to
measure their magnitude, and lezrn what kind of correciive actiaon
willl be effective.

Another curse i1s dependences on inspection. A friend of
mine working with one of my c<lients used the term fZollgats inscec-
tion, and I like i%., Total reliance on final inspection is <the
Wrong way o o azcout 1t. The guality is alreadvy in the producs;



you don't make it better by inspecting it. When it comes to ser-
vice organizations, tanks, government, the payroll department, the
service part of a manufacturing ccnrcern, you'd be amazed how many
mistakes there are in the payrcll. Where did i1t happen? Mistakes
are costly. What doces it cost a bank to send a2 remittance to the
wrong bank? The wreong bank received the money and they can't
figure out why. It 1s not top priority to try tc straighten it
out. Maybe we can locate the papers that go with this; meanwhile,
we'll hold it. Meanwhile, the bank that sent the money has to pay
interest to the company or bank that should have gotten the remit-
tance and had to borrow money to get along.

Well, those add up. Anyway, the costly mistakes are
these that happen along the line. The cnes that got ocut are also
cestly, and nobcecdy knows their cost. I think that it is impos-
sible to compute them. But there is a tetter way. Know that it
is right before it goes to the next stage, Why make a defective
in the first place? Why let it happen? Get at the roocts. You
say that's simple and sounds, good, sounds ‘great. Let's do it.
Yes. But you can't do it without sta+tistical methods.

Inspection is tco late. Better make it right in the
first place, and you can do it. There 1s no point in receiving
parts that aren't right, 'and no reason tc make mistakes as you
gc along.

Cnly three weeks ago the manager of a large company, I
won't mention any names, was making a large cylinder with tubes
in it for another company that is represented here. You know,
Doctor, what we do? We make a recoré of every one of those de-
fects.

Where are the data, I asked? In the computer. Well,
that's the usual answer. But this time, he was doilng something
about it. "Our engineers never stcwn," he said, "until they £ind
the cause of every one of those Zefects.”

Now, most people would think that that is great. When
you go home tonight, on the way home, 1f you ride home on the
train or on the bus, *=11 people that that is wrong. That is not
guality control; that is making trouble. And without statistical
thinking, ycu den't see why. It sournis great. Sc obvious, so
wrong, like a lct of cother practices.

-

Scmehow, I have a feeling that people have gotten so
accustomed to late mail, which 1s absolutely unheard of in any
other country except Canada; trains late, nothing on time. I

-

went tc do some work in Philadelchia, was going onward later in
the day to work in New York. The train was 30 minutes late zc

-~

Philadelphi=. Now, that takes some zlanning, I think, to do that.
So the first thing I do in Philadelzhiz is to get on the telschone
and try to make new arrangements in YNew York, I'll ke

there an
hour late. Tes, +hey cdidn't mind, we wculd worx through dinner.
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Well, that's too bad; you have to make alternate plans for every-
thing that you do. Ncthing works, nothing on time.

We think that this is a way of life, a necessary way of
life. My little commuter would roll in 00 to the second in Japan.
A train was due to leave at 1420. As 00 rolls in, I felt the first
tremor. I've kept track of arrivals for a long time, anéd the la-
test train was 18 secconds late. Usually, three secconds ahead, three
seconds behind. You wouldn't believe it, but my itinerary three
weeks ago was this: arrive Eakata at 7:23; change trains and leave
at 7:24. Why not? Got a whole minute to cross the platform. Don':
need a minute. XNo problem. Don't think about it,

Last week, I sent two envelopes, one to Chicagc and one
to Atlanta, at a cost of $50 and $60. 1 received three envelopes
at a cost of whatever it is, $45, $50, $60 for each one. In Ger-
many, England, Japan, use a postage stamp and it will be there in
the meorning. Mail a letter in London this afterncon; it will be
in Paris in the morning. Don't worry about it; it will be there.

Another curse, to my way of thinking, is the unmanned
computer. Cata, Zut no analysis and no action. I can tell you
about a plant manager that receives every morning on his desk a
figure that shows the average gquality of what he produced yester-
day in an important line. Also the standard deviation ¢f that dis-
tribution, the Zfourth moment coefficisnt and the proporticn defec-

tive; what the Ford Motor Company would not accept. That report
is on his desk every morning. And vou kXnow what it is worth tc
him? Absalute zero. The same mechanism, same machinery, could

put con his desk something that he could use. It could tell him
that at 10:00 o'clock yvesterday morning, something happened. There
was a point out ©of control, 2z statistical, signal that something
happened at 10:00 o'clock yestercday. Now, nhe and his men can get
together and figure out what happened, and remove the cause of =he
trouble. Then, they <an begin to study the process, and improve
it.

I had lunch one day with one of the vice presidents of
a large life insurance ccmpany and he said to me, E&, I'm buvin
another three millicn dollar computer. I said to him, what vou
need around your place 1s three hundred thousand dollars worth of
brains.

(Laughter.)

Well, I tcld that joke at a lecture at American Uni-
versity one time. Some people laughed. I suppose scme people
laughed the next day, I don't knecw. 3ut after the lecture thersa
wera about 18 people gathered around and I was very pleased, of
course, at their interest. But cne ¢ the men from the C&P Tele-
phone Ccompany, Mr. Kingman, said, you Xnow, pecovle laughed, tu
it isn't funny. If I wish to buy three millicn dcollars worth
ecuipment, no prcklem. There are Icur ccompanies that would o
lichted to wrize up the purchase cr-ifer. And all I would have
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do is to sign it. But if I wished to buy $300,000 worth of brains,

there is no easy way for me to do it, I would have to work hard
to convince people that we need brains in this company.

Mr. Staats, there's a lesson there for you. Government
agencies can buy hardware but they cannot buy brains without so
much rad tape that I won't have a +thing to do with it. I wouldn't
go to that much trouble, and I Xnow that a number of competant
pecple will not put up with it either.

Scme people talk about installing quality control. They
can install this microphone system and a new takble and some new
chairs, these lights, but you don't install gquality centrol.
Quality control is something that takes root; you seed it, it has
to take root, and nourish it, study, and it is very interesting
study. The more you study, the more you wish to study.

Some people think that if they could just have a day of
my time, or come and have a talk, they would understand all about

what to do. That 1s worse than starting £from zero; that is a handi-
cap. And I am afraid that these ideas pervade the whole of Ameri-
can industry. There are excepticns, of cocurse. I have known 2res-

oyterians that smoke cigarettes.
(Laughter.)

Bad training in industry: There are ways to know how
training is doing:; statistical methods will tell you when some-—
pody is trained and when he 1s nct yet -rained, and as long as he
is net yet trained, there is still hope to improve his practice
for whaz-ever the jcb i1s. When he reaches statistical control, it
is not economical to train him further on that job., If his work
is not satisfacteory, you must move him to ancther job. How many
people that are deing training Xnow that? Yes, there are some.

You hear the story, "We Jjust don't get the kind cof
worker today that we used to get." It may be a matter of train-
ing. And statistical methods help the worker t0 know how he's
doing.

In Japan, there was and is the JUSE 1/--if I start on

the history of this I'll take up all =av time. If you say it stands

for 2 union of Japanese scientists and engineers, you are almost
correct but not gquite. A better name is Union ¢of Science and En-
gineering.

Anyway, when I pointed cut to Japanese management in
1350 the need Zor scheols for management in statistical methods,
the need for continued s+tatistical education of engineers, of

l/Japan Union <f Scientists and
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foremen, of producticon workers, it was possible in Japan through
this organization, JUSE. Massive training was possible there.
Here, mavbe it can be even better, but it will have to be com-
pany Dy company. Mr. Barra, whom I've had the pleasure of meet-
ing and talking with, is doing that training in his own company,
Westinghcuse, I suppose that he could, maybe 1f he has any spare
teachers and time, train for other companies. I don't know. But
that's the way it will have to be done here. Perhaps there is no
better way The point 1s, do it. But who is doing it? Scomebody
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But all I know 1is Just the little that I know. There
may be a lot of other examples. For the most part, it Jjust isn't
being done. Maybe you can dig up examples that if all told would
make up a half a percent. Where 1s the other 99-1/2%. 1It's a big
problem, but it can be done, and it will have tc be done company
by company.

I'd like to have guesticns. I think that I have talked
long enoughn.

MR. FRITTS: Very good. Do any panel members have gues-
tions they would like to pose to Dr. Zeming?

DR. BARANSCN: 1In your sxperience between Japan and <h
United States, how much of the receptivity to some cof your think-
ing is due to the Japanese culture and values as distinct frem
American culture and values?

DR. DEMING: There may be a 1ot cf difference. I made
the statement on my first visit there that a Japanese man was
never teco old nor tcoo successful to learn, and to wish Lo learn;

to study and to learn. I know that people here also study and
learn. I'll be eighty next month in Jctober. I study every day
and learn every day. So you find studious people everywhers, -tut

I think that you Zind in Japan the desire to learn, the willing-
ness to learn.

You didn't come to hear me on this; there are other pecple

here much better gqualified than I am =z talk. But in Japan, a man
works for the company:; he doesn'*t work to please somebody. Ee

works for the company, he can argue for the company and stick with
i+ when he has an idea because his position is securs. He doesn't

have to pliise somebody. It 1s so here in some companies, but only

in a few. I think this 1is an impcrtant difference. You' just
asked me and I gave yoOu my answer.

MR. STAATS: What 1s your resacticn, E4, to the use of
labor-management committees, such as we have in some industries
and some ccmpanies in the United Sta=zes? Have you any particul
views as to whether those have reallv contributed much to gquali
and productivity, arnd, 1£ so, what <culd e dcne o foster thas
I1£ that's a fair conclusicn?
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DR. DEMING: I think that other people neres are much
better qualified on that than I am, but I can tell you one thing.
The workers can contribute what nobedy else can contribute because
they work there, they know about the light, machines out of order,
etc. Other people go through with leather spectacles and don't
see the problem. One company that I work with had a strike, and
the cffice force went ocut and workad ll hours a day, six days a
week, or seven. One wcman told me that she was sorry when the
strike ended because she had been paying off the mortcage. (They
did get some overtime cn this, even the office force.) Production
went up 50%, 35%, in every line.

Anyway, a man said to me, ycu know, the first two days I
spent tuning up those machines. I didn't know that they were in
such bad order. One machine was just ready for discard. It wasn'=:
even worth tuning up. When I tuned up those machines, things
straightened up and production jumped 2o double what it had been. .
I said, Larry, you know whose fault it was that the machines wera :
cut ©of order, don't you? He said, yes he knows whose fault it
was; it won't happen again.

Well, you asked me a qguestion, I don't really have any
answer. QC circles can make tremendcus contributions. But let
me tell you this, Elmer. If it isn't cbvicus to the workers zhat
the managers are doing their par+, which only they can do, I think
that the workers just get fed up with trying in vain to improve
their part of the work. Management must do their part: they must
learn scmething about managemen<=.

MR. STAATS: They've got to set the example.
DR. DEMING: Yes. 0©On what only they can do.

MR. FRITTS: 1I'd like %o asx Dr. Deming--part of your
discussion had to do with developing a finite process: the build-
ing of guality as you go, and once ycu have the process fine-tuned,
leave it alcne. Is that essentially correct?

DR. DEMING: Well, you'd better know wha<t it is doinag.
Leave it alone except to remove a special cause of trouble, and

only on statistical signal. Once you achieve statistical control,
then improve the system; management's “ob. And if you don't know
what statistical control is, believe me, you don't know. Aand i=

does not mean computers.

MR. VORHES: Docter, I belisve ycou when vou say that
quality must be built into the process; it cannot be inspected
Yet, the few times that I've been Iin a Japanese clant, it seem
te me I saw & lot of inspectors, and they were censidered rather
elite among the workers and thev s lic
the covernment <o nhold zhat “cb.
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be exported must satisfy Japanese indusctrial standards. There

may be more inspection in some places than there need be. 0n the
other hand, most parts are delivered t0 the purchaser for assembly
witnout defect, and the purchaser need not carry on any incoming
inspection.

MR. FRITTS: Is it possible in your estimation in this
country tc develop vendor relationships with the prcducers that
would be amenabtle to developing and preducing products that are
of high guality?

DRK. DEMING: The answer is ves. With every vender? Yo.
I atrended a meeting only two weeks ago called by a company with
25 vendors that had expressed interest in guality contreol, or
claimed that they had some quality control and wished to learn
more about it. They were deeply interested. Now, being inter-
ested doesn't produce; you've got to do something. It's action
that counts. And action has to te direcied.

I named an example a while ago of what seemed tc most
people as absolute, tight guality control, which is totally worth-
less and cnly making things worse. So interest and good inten-
tions are nct enough.

But anyway, I've answered yocur guestion, and the answer
is yes. ©On the other hand, there are a lot of vendors that just
don't understand, they Jjust don't believe that there is any way =
improve their product. Sometimes they are right; usually not.

MR. FRITTS: Is it possible that many venders don't
recognize that they're adding the xind 2f guality problems that
indeed the producer finds?

DR. DEMING: Most of them, ves. I'd say most. A ccm-
pany that I worked with sent out 2C0 letzers to 200 vendors Ior
800 parts in one machine. This company sent cut 200 letters to
200 venders, and 170 of the answers could be put into a pattern
that- sounds like this. We bellieve in guality. Quality is our
motto. Everywhere in our plants you can see that we believe in
guality. We inspect and inspect. 11 fact, we inspect everything
that goes out, =0 make sure of guality. These answers were self-
ineriminating, admissicn that they are not making it right and
that they are relying on final inspecticn. Inspecticon doesn't do
it. You cannot separate the good Zrom the bad. ¢Ch, 1if this
tumbler is smashed, I think we can all agree that it is smashed.
But you cannct separate good from bad, especially iZ you're in a2
hurry. We have cot to get this contract out, sO we won't laspect
it at all. Never mind, we'll gez 2 . Friday nicht, iz will
be ocut, on board, That's the way Lns “ion goes. I see 1
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course, most of the problems, so many prcoblems, are in management.
A lot of people think that if they buvy testing egquipment, expen-
sive testing ecuiment, they eliminate the groblems of inspecticn.
If you ask me, I'd say that expensive equipment confuses the prob-
lem. There 1s more trouble, more disagreement between twe machines
than there is between people.

There 1s ancther little thing to rememker when you talk
about machines. You read in the Wall Street Journal, the New York
Times, Tcronto Mail, and so on, that the reason for loss of pro-
ductivity is that there has not been enough investment put into
machinery and automaticn and so on. Very interesting reading and
very interesting writing. I am sure, for people that Xnow ncthing
about it. They get sucked down the river,

MR. NAGATA: Dr. Deming, I have two cuesticns. We Ja-
panese have learned that statistical analysis is a tremendous +<ocl
for us, and my perscnal experience has led toc two gquestions. One
is, quality assurance versus quality contrecl., If I'm wrong, please
correct me, Quality assurance is that the preoduct be delivered to
the customer; at the factory, we wcrkers assure it. But guality
ccntrol is done in the factory. am I right?

DR. DEMING: Well, I think =0 most peooble, quality as-
surance is figures that show where yvou have been, whereas quality

control is a program for continuzal improvement.

DR. NAGATA: My other guestion you defined--we Japanese
call it the Deming circle versus QC c¢ircle. The Deming circle--

DR. DEMING: I'm sorry, Dr. Nagata, I didn't hear you.

DR. NAGATA: The question 1s between a Deming circle,
the circle that you have designed, ané the QC Circles.

DR. DEMING: They bear nc relation %o each other.
MR. NAGATA: That's right. Quality control circle by

itself is plan and do and c¢check and act. Now, how do they re-
late, the *wo circles, one +o each other?

DR. DEMING: The Deming circle is a gquality control opro-
gram. It is a plan for management; 4 steps: desicn it, make iz,
sell it, then test it in service. Repeat the 4 steps, over and
over, redesign it, make it, etc. Mavbe ycu could say that the
Deming circle is for management, and the QC Circle is a group of

3

e
people tha:t work on faults encounter=sd at the local level.

MR. RUBINSTEIY¥: 1I'd l:ke =z=o get your insight into a
problem. I think one of the unigue =hings abcout “he Japanese 1is
the sharing ¢I kXncwledge. The enginssr is willing to share Xncwi-

edge with tne worker; the marager 15 willinc to shars xncwledge--

o
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DR. DEMING:

ith everybody.

MR, RUBINSTEIN: With everytody. There's a sharing of
that knowledge. And there's a desire to learn, as you said, in
everyone, and guality and statistics are learned by all levels cf
the organization. What's your insight about the United States?
How can we break through this barrisr of delineating the varicus
technigal functions, and thinking that everything has to be sgolved
by a technical specialist? How can we move in the direction of
making problems the common property of everybody in the organiza-
tion? What would have to be done in cur institutions to make that
happen?

DR. DEMING: I den't know. Maybe 1f things get bad
enough you can do some things that you can't do now; they're not
guite bad enough. I don't know. I'm no ecconomist. Sidney, you

can answer 1t much better than I <¢an, or Mr. Nagata. Anybody here.

And I'd like to listen. Sidney, I Jjust don't have answers.

You know, Mr. Barra is doing training in Westinghcuse
for everybody as fast as he can, and I'm sure he's not going to
do it faster than he can. t takes time. I'm sure he probably

had a lot of learning cof hew to co it.

MR. KEHLBECK: Dr. Deming, along this line, it seems

that what we need tc do is to go thrcuch a large cycle of retrain-

ing pecple to change the mental approach to the subject we're ad-
dressing today. Most of us come out of school thinking that AQL
1s an acceptable level rather than parts per million, it seems
like we've got to make major changes =zt our educational institu-
tions relative to quality relatecd courses.

DR. DEMING: That is a very cocd illustraticn: acceptza-
ble quality level. Acceptable. ary zhing will do. That's a
gocd point.

A

ally starting under a handicapn

<

Well, ves, I say we're reall
because people in management +try t2 thinkXx they know. They thin:
it is a sign of weakness to imagine crtherwise. I think there ar
a lot of things that we just have to change. People are going
have to relearn, under the handicap < thinking that they know.
A lot of people say that they have stazistical contreol, but all
that they mean ls they have some automatic registracion that goes
into the computer.

-
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In one cf the companies tha
=

duct was inspected, a small sample, sazv 200 cut of 8000, but 200
was about all that the girl cculd Zc¢ in one Zay. When I asked wha:z
had happened to the figures that shte zroduces, ncbody seemed to
kxnow anything akout *hem. And zhat time the figures were not in
the computer; they didn't have a ccmputer. That's better becauss

you save money.

{Laugnter.)

I work with, the £inal pro-



Well, Professor Chambers and I got hold of this girl's
tickets for the last seven wesks and he did most of the work, bu
it turned out that the finished product that they had been sending
out to their customers was afflicted with 7-1/2% major defects,

on the average day. I am using their definition oI what a major
defect is., I don't need to know. It's what their management
classed as major defects. There are a2bout 1l ways SO make major
defects, sometimes more than that. Seven and a half percent on
the average of what they were shipping cut was afflicted with
major defects, and they didn't know it, They had never loocked at
those figures,

-
-
.

I picked up two blocks in a2 plant, both beautifully made,

lacquered, ncoct a Zlaw, both met the specifications. The company
had paid for them. One, the manager said he cculd use; the other
he could not. One was made in Cleveland, the other made in YNaples.

Don't ask me which is which, I don'= remember; it maxes no differ-
ence. But what are you going to do about it? I'll have to rework
these; he said, there i1s nothing else to do. There wasn't time
encugh to arcgue about getting new cnes. The c<ompany had bought
10,000 of each one. They had to rework 10,000 of them at terrific
ccst to get that contract out.

Well, they got it out. I asked him how about <he pur-
chasing department that purchases these things? Did they know
anything about this? Is there any channel of communication by
which you can alert them to the fact that you are having trcuble,
and are forced o use materials under duress? Using stuff that
is defective, making it go some way or other. Well, he said, +there
is no use to complain.

You know how people solve provlems? The way he solved

this one. There are two ways. Cne way: "this is the kind of
thing that we see any day." And zhe cther ocne: "our ccompetitors
are having the same problems."” That solves it!

MR. STAATS: Accept 1%t as a way of life.
DR. DEMING: That's the way we live.

MR. FRITTS: Are there any other gquesticns? Ralph
Barra--we've hit around and toucned ¢n the guality c¢ontrol circles
several times today. Ralph has proucht with him a videotape <f
about 15 minutes' duration which cives an update or a preview of
what he's been able to do at Westinghcuse. Ralph, would vou like
<o come forward, or dces 1+t take dascriztion?

[

C CIRCLES AT

WESTINGEQUSE

MR. BARRA: Just one minute, zthat's all. A fsw montihs
ago, we actually videotaped wwo 5I cur gquality circles atz one cf
our divisicns i California. It was when they made Zheir marage-
ment presen+taticn, And for both oI “nese cirzles this 1s their



first presentation they ever made. They'd only been in overation
a few months, and I think ycu'll be impressed at the guality of
the statistics that they show and the way they communicate with
management the results of their study of the two problems that
they chose.

(A videotape was played.)

MR. USILANER: Did all these emplovees go through train-
ing before they participated?

DEDICATED TRAINING
ESSENTIAL IN QC CIRCLES

MR. BARRA: Yes. Cne of the most important elements c<f
the program is that the first two or three months are dedicated
primarily to training in all the problem-solving steps, including
the Prazedo analysis, the brainstorming, cause and effects analysis,
histograms, trend analysis. And these are people whe may not have
had a high schcol education and have even been cut ¢f school for
20 or 30 years and they can learn these very Zasic simple techni-
ques of problem-sclving ané they love 1it.

Dr. Deming, to take that one step further,
lt-in resistance if you tried to train +these

MR. USILANER:
i
guality contrcl technigues?

wouldn't there e a bu
people in statistical

DR. DEMING: But, you do train them.

MR. BARRA: We do.

MR, USILANER: Did ycu go the whole route?

DR. DEMING: They have to learn the difference btetwesan
(a) a special cause of trcuble, and (b) a fault of the system,
which must be ccrrected by the management. The cnly safe guide

is a statistical signal. The naked evye can't do it. VYou musct
rely on a statistical signal.

MR. BARRA: The most imporzant thing we %teach <them 1s
cause and effect--could I use the blackboard. It would Just take
a second, because we're talking about the cause and effects dia-

gram. And this is where the statistical gquality control comes in.
When we talked about the four M's~-~the Japanese Ishikawa diagram--
all it does is it identifies the problem and the cause. Sometimes
you put on a £ifth one, money, if ycu want to.

PROBLEM DEFINI
BEFORE SQLUTION

If the prcblem is lacxk of sroductivity, lost time,
lack of tocling, lackx of training, any one of those manacement-
controllable problems, your circls f£irst works on defining the



prcblem. They may spend twe or three meetings, and each meeting
is about an hour apiece, but they do learn how to delve into the
prcblem definition phase, which is what I was talking about this
morning. Befcre we tackle the problem we have, we'd betier de-
fine it before we try o come up with solutions. They're taugh=
that, too., Define the problem. Once you've defined it, then
lcok at the four groupings of possible causes. And you go into
that, and under Manpower you get into training, you get into a
lot of things in that area. Materials, you get into the purchase
parts, problem, gquality of parts and material that you're using
and so on.

DATA COLLECTION
AND ANAIYSIS

Then they find out very guickly as a circle that they
need data to convince management. They need statistics, they need
to know about these most probable causes. We also teach them %he
Praedo analysis, which is prioritizing. You may come up with a
list of 100 causes and you say well, it's impossible to analyze
all those causes. And we teach them how to £ind the critical 10%
or 20% wnhich comprises possibly 80% or 20% of the provlem.
once they pricritize, now they can dig in and they can then 4
mine throuch check sheets, charting technigques and collecting
at their work staticns on a continuing basis over a period of
it may be twc or three months, they can then collect <he actuzl
data they need to convince management that they are losing a sub-
stantial amount ©of time ¢r there is a high defect rate ¢or a machine
needs maintenance because it has a large amount of down time, or
they have a2 problem on a particular part of the shift, or the prob-
lem is asscciated with a machine, a perscn or a time, and £hat <ind
of thing. So the statistics come in.
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CONVINCING MANAGEMENT

Then, ©of course, they're =Zaucht in the last phase wh
you saw on the videotape, how to maxe an effective management
sentation whers zll the members cZ =he circle have an opportun
to actually present thelr contrituzicon and their pars of ix.
the statistics come right into the zircle. And what we're
ing is that as the circle matures, =2ven after six Or seven mecnths,
they've learned several technigues and we start teaching them mors
advanced techniques, and we will get intc scatter diagrams, and
we will get into some of the other analvses that are more advanced
and maybe have been primarily taugh=z %0 engineers in the past. We
think we can teach these technigues o olue ¢ollar workers and
secretaries and purchasing pecple.

3o

b

s
O ¢t g cF

rh

’_‘_

ja ]

0]
|

ind of a reward system
S

MR. STAATS: Is there o
oming up with idea

recogniticn or incentive payments Iz
ilmprove guality or safety?

nv

oA

(§]

or
ol ale

oy -
AIL ol



REWARDS SYSTEMS:
RESPECT AND DIGNITY

MR. BARRA: No. In general now, in some of our divi-
sions in Westinghcuse, 10% of Westinghouse, there are suggesticn
systems that had been in place tefore the circles got started. We

weren't able to tell the people that when you join a circle you
couldn't also still be eligible as a circle to put it intoe the
suggestion system and also get a financial reward. 3So that's con-
tinuing.

In most of our plants, ©90%, there are no suggesticn sys-
tems, and the primary reward that the pecple have i1s the respect,
the dignity, the opportunity to be thought of as a human being, as
a person that can contribute, and <he self-esteem that they receive
is all they want. That's all they want.

What we feel would be a tremendous negative is if we
treated the quality circle program like the suggestions program.
The worst thing we could do is tc tell the people that we're ready
to pay for your brain power, because what the suggestion program
has done is that we've been paying most of our workers in the
factories $1000 or $1500 a month or whatever it might be for Jjust
their hands. We cut them off at the throat and we say all we want
is your body and your hands and vcu de what you're told and ycu
get $1000 a month. Now, 1f you ever tell them that for their
brains you're going to give them a $50 check, which the suggestion
system in general has given to the pecple $50 or $100, that's an
insult to them as human beings. So we never downplay their con-
tribution of their brains, financially. We feel that that's a
separate problem and should be dealt with by either a profiitshar-
ing plan or proper compensation in salary adminis<ration but shoulid
not be assoclatad with a program l:iXe this where it's really owned
by the people and 1t provides them an opportunity to really ccn-
tribute their thcughts, their experisnce and their recommendaticrs
to the ccmpany. They feel more securs when they do i<, tecause
they now feel that they have a chance to influence the directicn
cf the company.

CCMMITMENT BY MANAGEMENT

The only thing that the program provides which had never
been available before is that management has always had the excuse,
I don't have cime to talk to my veople; I don't have time, because
I have to ship thousands of widgets cut every we=sk or at the end
of the month. With the quality circle, at the beginning of the
program we tell management 1I you offer it to your zeople, you ars
saying you are ready Lo commit cne hcur o vour zime every week =o
whatever they want tc workX on. Thev not conly volunteer “or the
circle; management has no ccontrol cver the prcblems -hat the peoro
select in cur circles. Now, that's no% true cf all the circles i
the Unitecd States. There ares a lz= =

feeds the prooblems 2 the circle.

=
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We believe that if it's people owned and they not only
volunteer but pick their own prcoblems, they know it's for their
test interest. And the other thing we have done with our program
is that we only start one c¢r two circles, Tecause we fz2el that
1f the program has no merit tc the people, then the circles will
die with little risk on management's part., If the people see
merit in it, the circle program will crow on its cwn Terit.

QC CIRCLE MUST
BE CREDIBLE

DR. TSURUMI: ©Of course, ycu didn't turn this QC circl
attempt over to the cwners or whatever; that's the worst possizl
thing you could do. However, we have peen discussing the lirkin
of this success of the QC circle to the idea of building the gual-
ity contreol inte the producticon process. This rests on the idea
that the guality improvement wouldn't come cut of “he worker's
hides. This means that the job security of workers is the deter-
minant cf plant productivity. Management commitment to workers--
not the one hour every month when they listen to all these good
things--management commitment that it will not use layoffs as =h
easy scapegoat for making their own managerial mistakes is the
key to the devotion of workers to total procductivity. Only when
workers are convinced of that, would they really oput all they
have into it. This has been already proven by other examples.

[SERNe] (D (b

Therefore, the guesticn I'd like to ask you is, is this
plant unionized?

MR. BARRA: OCh, yes. And ncn-unicnized, too.
DR. TSURUMI: Yes, that's what I assumed. Z2oth.

MR. BARRA: When you say this plant, the cne that you
just saw, that's unionized.

DR. TSURUMI: Yes. Wren -usiness is going very well it'
easy to introduce all kinds of chances. Yow the crunch comes when
the business declines, or if it's cveclical or otherwise. Tren -he
management commitment proof can only be proven in such a way tha=z
the costs of readjusting are going tc be distributed fairly. In
the past, you lop off 10% or 153% of the workers who can lsast af-
ford to be laid off.

Obviously, you haven't instituted that plan, bust is any

discussion being started in terms of the management changing its
attitudes? What regulations and rulss?

MR. 3ARRA: Discussiorn is Zefinitely getiting started.
We alreacdy discussed 1t earlier tcday. If we don't have the richt
cultural envircnment, 1I we don't nave that tendency to lifetize
employment, to caring Ior 2dur ceccle and keeping them when “hincs
ars rad, then sometning like guality zcirzles will not last. 3o



management, once they've seen the value of this, hopefully this
will be a motivator to then get them t¢ think in terms of ways to
have lifetime emplovment and jcb security.

DR. BARANSON: The motiwvator 1s tc management.

MR. BARRA: Motivators to management, right, to be com-
mitted to that philosopnhy because they'll be afraid <o lose this
participation by the pecple that will show big results within a
few vears.

DR. BARANSON: Do you feel at Westinghouse that manage-
ment 1s beginnirg to learn this, or is this scor:t of, you Xnow,
good public relations? 1Is it scmething that's beginning to sink
into management?

MR. BARRA: I wouldn't be as enthusiastic as I am if I
didn't have the president of the corporation behind me, as well as
the board of directors and the c¢ther presidents are getting on
board now. 2and we're now dealing with the middle managers and
vice presidents. There are a lot cf things we've been doing cver
the past two years that you have to do. You just can't bring in
a consultant from the ocutside and have him come in and get every=-
one converted. It's a tedious process, and Dr. Deming has al-
ready pointed out if we don't get management totally ccmmitted
and behind 1% and believing in i+ and inveolwved. Japarese manace-
ment is very proud to say that more than 50% of their time 1is
spent in the factories with the peopls, talking to them and work-
ing with them. Our management has got to get into that style of
management; they've got to get in there, involved, kncwing the
people and committed to them and caring akout them. That's what
really is the bottom line.

"}

MR, RUBINSTEIN: Can I ask vou for aone more elaboration
What ig the role cf the union a* Westinghouse in this program?

UNION/MANAGEMENT
ROLE IN QC CIRCLES

MR. Z2ARRA: In this particular program, the role of man-
agement came first, and that was manacement was to only offer <he
program to the pecple and not own it. And it was pretty hard Ic

some of cur managers to buy that. We tcld them that that's the
only way we wanted to get this _rogram going, was you offer it €9
your people and they have to veclunteser to try 1t ocut. We wen: =0

the union and told them it's the same role for you; you can cer-
tainly watch ané see and let the znecscle own it. We didn’'t wan:
the union =o get intoc a directicn mcée or to try %o fz2ed protclems
Cr to censcr prcoplems, the way manacement was not allowed sither,
We told manacgement they cculd nct zell the circles what preobles
to work on. We =old the unions tha same thing: you can tell them
what preoiolems ot ©C work on.

(BN



If it =urns out that the circle, after being given ela-
borate instructicns--we instruct them during the training that
they are to stay away from all kinds of collective bargaining is-
sues, it's off limits. It's off limits for the circle to work cn
salary, to work on vacation or those kinds of normal, personnel
relations or public relations or that kxind of stuff; industrial
relations issues.

What we want the circle to work cn is problems that
they're expert at, their c¢wn work. You know, the problems that
are work-related within their own entity. If vou're a bunch of
milling machine cperators, you work on problems associatad with
the milling machine; the flow of materials, the training that's
reguired, the lighting that's required, the environment, sc that
you can be productive., And they do fantastic things when they
stay within their own field of expertise and don't deviate,.

So the unicn role is, as the management role should be,
one of watching bHut not involvement in a sense of direction or
trying to manage the program.

MR. RUBINSTEIN: But yocu had to report back to manage-

ment. Were the unicn leaders there as well?
MR. BARRA: Ch, yes. The union leaders are invited o
certainly, in fackt, give status repcris. Minutes of the meetings

are kept and they're supplied tc the management so the progress

of the problem solving i1s actually reported to management and the
union, and if it turns cut that a collective bargaining issue dces
come in, that's when the perscnnel relaticns and the union get
together ocutside of the circle toc try %o iren i1t cut and then pos-
sibly go to the circle and steer them back ¢ff the wrong track 1f
they went down the wrceng track.

DR. DEMING: Ralph, vou have made such a2 wonderZul point.

You can't dump 1000 pecple and then nirs 1000 peoble six montns
later and nave anything like this happen. You made the pecint. =
don't know why I'm makXing it again, Tut that su“- is important.

U

And when Dr. ZBaranscon asked his guestion I didn'+t have sense encugh

to think. There's no level in Japan. Anybody is as goecd as any-
body else. And management, anybody, 1s out there working in zhe
zlant, learning about the problems there. I have been with themn,
I Xnow.

You made the point. I deon't kXnow why I reiterated it,
but they're imrortant.

MANAGERS WCRKING

ChN THE LINE

"

MR, NACGAT2: If I may add -“ust ons more +hing =o wha=z
Ralph mas said. Frcm my zast excerisnce, I'v7e Deen working in the
factory wizh the pecrle. Cn some ~ccasions - have had 200 or- 3380



people working for me. The most difficult thing was the communi-
cations, naturally. However, as Ralph pointed cut, 1f you're a
plant, manager or a vice president or president of the ccmpany,
what I used to do was in the morning at 8:00 c'clock I'd come intc
the factory, had a cup of coffee, -“hen Zive minutes later, I was
on the floor. Eight hours a day, taking my jacket and t

and I was cn the flcor with the gecple.

, I
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What I eventually did was basically remcved my office
from the company headguarters to the IZloor, next to the conveyors,
And that's what rezlly makes a company and people work together,

I believe that probably one of the very successful stocries thaz
the Japanese company in Japan has, is all people working together
regardless 1f you're an engineer, the plant manager or simply on
the floor., They work together. That makes it.

DR. DEMING: My wife put it in a very good way, I think,
Mr. Nacata. Democracy in the workplace in Japan cgoes far teyond
what we 1n America can believe or fzel. It is totally differen-z.
There are no levels in Japan. Anvtedy can talk to the president;
he is iust one of us. Now, I don't mean that anybody would czall
on the gresident on New Year's Day., no. But in the plant, theres's

no level.

MR. FRITTS: 3ut, BDr. Deming, don'

t you feel that the
Westinchouse experience that Ralph has Just exp
c

xplained demonstraczes
that the same general %kind of relactionsnhips can be cultivated here

in America?
DR. DEMING: I think so. I think we can dc it
De overtake them, but it will surely %taXxe scome new learning ty

management, and cn & mass basis.

MR. USILANER: Are there many business schools that ycu

know of that have required courses of this type for people who zra
potential managers?
FEW SCHCQOLS TEACH
QC CIRCLE PRINCIPLES

DR. DEMING: ©¥No, but there are schools where you can
learn statistical technigues. One 1s given py Professor Tavid S.

Chambers at the University of Tennesses, Xncxville. Thers were
such courses a+ Rutgers; I don't kncow zbout the present. I
talking to a chap not long ago who sesmed %0 Xnow guite a lo
statistical technigues, and I said, where Zid yocu learn %hem
University of Axron. I hadn't Xnown actout it. There's a lo
I don't knowl!

2 are
and gu=

i}
im)S
ﬂz
z,
n
0
oy
@]
0
’_l
u
It
|
fu
r
A
"
D

MR. RUBINSTEIN: Ther
teaching courses in statistics

DR. DEMING: I am sure glad =22 kxnow, Sidnev.



MR. USILANER: Yes, but %he point I'm making is it 1is
not a required course for a manager coing through a program. He
might take some "statistics" but nct from the standpoint of pu:s-
ting it in the framewcorXk that this is statistical guality contrcl:

it's an important tcol; and this is how 1t's applied.

-
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MR. RUBINSTEIN: And they <end not to be management
courses, but engineering courses. Ru'"e*s has a Master's decgree
in applied statistics mestly for statisticians and 2ngineers., An
Tennessee has the same thing. So it's not that you develcp a2 man-
ager's understanding <¢f applied statistics, but an engineer's.
That's one of the main nroblems.

MR. USILANER: And isn'+t this, Dr. Deming, =he pocint
you were making that the managers are gecing to have to get their
feet wet in this?

DR. DEMING: They have iz get their feet wet, ves. And
they are under z handicap.

A woman called me up in April, I'd better not mention
the name of *the university but i+t is one ¢f the biggest in the
West and isn't very far from Chicaco, =aking a course in plant
management. She had tc write a term zaper, and somebody had men-
tioned at supper the night befcore something about guality control,
and she asked a little it and scmenocw got my name, She called
me up; could I send some papers? I said well, did vou learn about
this and did you learn abcout that? XNo, no. The answer is always
no, never heard of anything that has a thing to do with the man-
agement of a plant, and yet, the ccurse was management of a plant.

R IEYS I B

Somepody gave the course who I think had never been in
a plant.

MR. CUNNINGHAM: I'd like =0 ask a gquestion of Ralph.
The guality circle program that vcu have apparently is primarily
for the manufacturing part 0f ths Zusiness. VYou didn't =2alk <o~-

MR. BARRA: I didn't ta2lx 2o the other portion.
QC CIRCLES ARE NOT

BEING APPLIED TC
DESIGN AND ENGINEERIXNG

MR. CUNNINGHEAM: OQne c<f the other tig important areas
is the design, development and engineering, proper tes-ing of =he
product before they ever put It into manufacture. For the poorly-
designed preduct I don't cars what you do, you're going to end up
with a Zzad product. Ané that's a2 ~arder area =2 attack tHan manu-
facturing.

MR. BARRA: Yes. It's a nct area, and the Japanesa in
general have avcided iz, Thelr z:vzlas are nct cgeratinc, in



most companies in Japan, in the engineering design function.

However, I think Hitachi--
DR. DEMING: Some are.

MR. BARRA: Yes, some are, Zitachi

for example does
13w
lar

have circles in engineering design, and ;Here are a few other
companies in Japan that do have them in engineering.

But what we did was to develop the materials first for
manufacturing, cne reason being that for the longest period of

time in our organization and

He's always gotten secondhand stuff an
or anything.

never gotten the
Here's our £f£irst opportunity tc actually give the

I'm sure it's true of many others,
the Tlue collar worker had always peen a second class cit

lLZenl.

trainin

1g

blue collar worker =he firsthand treatment; &Lreat him as a firs:z
class citizen before the engineer. And we did it purpcsely.

We are now training the engi:
engineering and purchasing; our drafti
taries, accounting, sales, marketing are all
it's a seed.

We're planting seeds in all these
ments and finding out that everyone wants to have a little mors

eers to form circles in
ing technicians,

forming circles.
various depart-

the secre-

dignity, wants more respect and they want more communication and

they want a chance to veocice their opinicons, no matter

jor is. And it's working.
AMERICAN EDUCATION:

A SYSTEM QF SPECIALISTS,
NOT COQPERATICON AND RESPECT

MR. NAGATA: Ralph, don't ycu think that the

educaticonal system has to do a 180 decree. I

and worked in American companies:; z2nd getting a

what
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0

N .
Tnelr

=

And

ol
Master's degree,

for instance, or a Ph.D. in engineering, you have pride and scme-
times you work, you have to work, wizh the technicians.
cians come out of a two-year school and even though the guy work-

ing propably four or five years longer than ycu, because of the
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educa*ional prestige you say, who are yvou telling me to <o

and in Japan, Dr. Deming Xknows guite well, that

Tuilt into the ceompany. Don't you think so?

MR. BARRA: Yes. We

talked azout it at lunch.
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the biggest problems we've seeh 1s when an engineer coming cut
college and joins our company, Jgets intc the labeoratory environ
been ax
the job for 20 years or 30 years. And he thinks because oI

ment and starts having toc work with the technician who's
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it done this way. What happens is that the technician is shut ofZ

and says to himself, screw him, I'll do it his way: I Xnow thers's
a better way but i1f he wants to sabotage 1t and 4o it the lcusy
way, I1'll do whatever he tells me znd that's it. And you've got

a turned-off technician. And that's ZJust an example that we have
haprvening in many, many places.

RESULTS:
HIGH DEFECT RATES AND POCR
CUSTOMER RELATIONS

MR. CUNNINGHAM: and then you f£find tha*t preotlem in cus-
tomer returns.

MR. BARRA: You find it in customer returns, ycu find
it even pefore then. You find 1% in 10% defect rates and all
kinds of other problems because--

»

MR. CUNNINGEAM: Yes, but vy<ou're committed then, you've
got to keep going, it's tco late.

MR. BARRA: You'wve got to kXeep goling, right. The cuszo-
mer wants 1000 of these items a weekx or whatever it is and you
keep sending them to him.

That's the essence of it. think what we're findin
cut 1s that with the circle, even the engineers are learning to
respect the worker and the technician. Managers and foremen are

learning to respect the emplovee whc has been on that job for
30 years and to listen to him, without any repercussions or em-
barrassment.

MIDDLE MANAGEMENT IS
PART OF TEHE PRCBLEM

One of “he prablems I think we all face is that middle
management is in the middle ¢f a lot ¢ the cause of this partic
lar problem of relzationships. For <he longest time, middle man-
agement has sald to the foreman, I'n naving ycocu to solve the p
lems and to tell those workers what T2 do. And the foreman has
assumed the responsirility for preglem-solving all con his own
shoulders tecause ne felt that's what =e was cetting paid to do.

Now, what we do with qualicy circles 1s to tell the
foreman we'ra giving vyou an out. You knew that that was wrong
prebably in the first place. Now we're telling vyvou that with =zhe
circle we, middle management, are ready to let you involve your
pecple in sclving the problems that we'Te paying you -2 solve.
And this gives zhe foreman a chance =2 save face and Lo actually
have the people tell him what the solizicns should be to these
preblems and in many cases these greblsms have peen arcund 10
y=2ars. The only reascon <hey havern'

"

.

man 4idn'% lis*en o them 1n the 7
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NEED TC IMPROVE TEHE
AMERICAN EDUCATION SYSTEM

DR. NUGENT: I might mention that there micht be cne
problem in applying the Japanese =xample to the United States com-
pletely and successfully, and it might te shown if the White Hcuse
would release a report which 1%t was given by the National Academy
of Sciences and the Department of Zducation or old EEW, which
analyzed the state of the average nigh school and college educa-
tion in *erms of basic mathematics, basic sciences and statistics
and techneclogy. Advance reports leaked out by the Naticnal Academy
of Sciences which wants the report released indicates that the
average American, both with a high school diplema and a college
diploma, has at least three to five years less technical educa%ion
than a German, a Japanese, a 2ritain <¢r a Frenchman.

So we might have a oroblem in Zully applying this gual-
ity circle question to the United States than we had in Japan or
in Europe simply because the average 2merican is so pocrly educated
that the great spurt has completely Zissipated. And I think any-
tody who has taught a course on & college campus recently can
attest to the abysmal ignorance amcng most Americans of any kind
of technical or eccnomic issue, much less any kxind of aprlied sta-
tistics which is beyond the ken c¢f anvone with a BA degree.

MR. BARRA: There are twec respcnses I have to that,
First, yes, I do feel that the education system has really been
falling down and providing industry with less than we we really
cculd use. We take workers anc we ithen have to educate them our-
selves., So the £first severzl years oI employment of those peopls
out ¢f hich school or college ars sgent on teaching them what
they didn't learn in the first clac first the basics and then

lace
the specialities that they're getting into.

) -

THE STRENGTHES CF
EXPERIENCE: LIFETIME
EMPLOYMENT U.S. STYLE
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But when you take a2 lock az “he guality circle,
talking akout th . people who have Teen con the Jjob fcr 15 <
years, and their education came Zrcm experience, the pract
side. And there we have strength. As a nation, we have s
in that particular arsa. We nave employees who have been
us theilr entire careers--you +talk a: T lifetime employmentz.
xnow at Westinghouse we have theousands of emplovees who have
I'm sure Texas Instruments an
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with Westinghouse for 25 years.

General Motcrs and other corrpora
stuck with the company. It's ve
company after 7 or 8 years' inve

< nave peoplsa Wno nave ra
ry nard fcr scmecne to leave zhair
stmenz, a2nd statnistics shcow “hat.,
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It's sort of a turning point. Most cf the mopility is in the
first 10 years. But after that, you've got lifetime employmen:
in most companies.

And those people have a weal:th of Xnowledge and exper:
ence that can be brought to bear on solving guality problems, zro
ductivity problems, whatever they micgnht be, on the job. And it's
really divorced from what they learned in high school 20 vears aco
or 30 years ago. But what you're saying is true. TIt's an obstacle
we have to overcome. We've got to get our educational instituticns
up so that the quality level of pecple coming into the company is
pretty hich to begin with, and then we can build from that to a
higher level, rather than starting frcm the bottom and trying &2
£fill that gap first and then go up.

AMERICAN INDUSTRY IS STILL
NOT READY FQR STATISTICAL
QUALITY CONTEOL

address another guestion
ad articles by you, and
v known as a leader 1in

<

to Dr. Deming. Mecst cf us here have
recognizing that you are internaticna
statistical control of guality: bu< I guess the Zirst :zime many

of us actually saw you was when ycu apgeared on the NBC Special

a month or so ago. 1/ I'm curicus as tc American lidus;ry s
reaction, how many ilnguiries you'wve raceived from that program,
and whether you consider their resoponse as an indication that in-
dustry 1s just peripherally interested in statistical guality con-
£rol, or whether there 1s some dedication and new awareness oI
this important area of management. Would you comment on that?

MR. FRITTS: I would like to

2
1

DR, DEMING: Well, there's lL:z:is of interest. Peovbls
ask me *o come and talkX to them one <Zav. We, toc, would 1i:
e saved. They have nc idea whaz 1t zakes.

MR. FRITTS: But 1n terms
I guess what you're saying is tn

want 20 be saved but don't know how
learn how.

Z numbers, you don't
a recognition that =
né rthey're not willing

that there is Zust o

a2t think the job 1s simple.
¢ for people that suppodse -hat
s wil

DR. DEMING: I have to
peint in trying to work with peop
There is nothing that anybody car
a little talk alecng with a £
Quality control must take root with s
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1 solve their problems.
imple statistical technigues
cmpany must learn. 3y these

that manacgamen: and everyone in the

technigues, people begin to understanc the different kinds cI
variation. Then guality control must Irow with statistical zcheory
and further exgerience. All this learning must De gulided -y a
master. Remarxanle rasulis may ccme gulck, but one nas nc rizhs
t0 expect results in a hurry. The leazrning perizd never ards.
1/NBC Yews Special entitled, "IZI Japan lan--Why Can'st We?"



The statistical contrcl of gquality is not for the timid

and the halfhearted. There is no way to learn except to learn it
and do it. You can read about swimming, but you micght drown if

you had to learrn it that way!

THE JAPANESE DIZFERENCE
IS DEDICATICN

MR. FRITTS: So then the distinguishing difference would
be the level cf dedication of the Japanese versus, perhaps, a
typical American manager.

DR. DEMING: Yes. Well, the Japanese went off in 19350
totally dedicated. I mean, I ‘old them that qualitcy control te-
gins tcmorrsw morning, and we can't have anything tut companywide,
nationwide, learning. And I toclf zhem that within five years they
would invade “he markets of the world with quality. They couldn'=
understand how I was so confident, but I had seen thelr management
at work and their workers, and I xnew zhat they cculd do it. They
beat my prediction. In fcocur years. people were screaming all cver
the world Zor protection.

COMPETITICON PRESSURE CN
AMERICANS WILL FCORCE CHANGE
MR. CUNNINGHAM: Let me make a ccmment. I think to

learn these things and to make them happen takes a desire on the
part of management and the people involved. AaAnd I'm not a psv-
chologist, but I guess I think American people will do what they
have to do when they have to do it and not any socner. And I
think that many companies are now beginning to understand and get

that desire to go do what they havs 2 do to compete with the

Japansse. And I think the Japanese competiticn 1s crobably th
best thing that ccoculd ever happen to us. And competition is a
desire to stay in business and 1s gol ing to bring a revolution in
American towards Detter guality and migher productivity and all
the things it takes. I thirk it's going to happen.

The thing we'wve got to Te careful of is that we get on
top of it tefore we're wiped ocut of business.

MR. FRITTS: So you would suppcrt the old cliche that
the greatest metivation for succes=s -s fesar of Zailure.

MR. CUNNINCHAM: Yeou're darned righ=. It's a wonder-

ful motivator.

JAPANESE INDUSTRY-~
NCT GOVERNMENT--TCCX

THE LEZAD

MR. VORHES: May I asx IZr, Zeming a guesticn? “ou made
the goint zhat the Japanes=2 businessmen asked ycocu ©o ccme over =o
Japan 1n 12530C; zhey 4idn't Zc 2 =thelr zovernmen:t =0 ask vou or
seex nelz. They zame o vou,



-1

CR. DEMING: No, *they did noct gc to the government.
have just made my 19th trip, and every +time that they invite me,
they enclose a ticket and a check.

MR. VOREES: I understand. 2ased on what we need to
accomplish, what, 1f any, do you see as the role of the United
States government in this?

DR. DEMING: It might be grsat, but I <don't Xnow how.
I'éd be the worst one in thils rcom, in the country maybe, to try

to say how the government could helr. In Japan, the government
stayed out. But in Japan, thers was the Federated Economic So-
cleties, which is powerful. Mr. Ishikawa sent =elegrams to 45 mer
in top management to come and hear Dr. Deming. This was in July
1950. They asked for more conierences, so we had mere. It may c=e
that the government can do something mars. I don't know what it
could be.

SHORTAGE OF
STATISTICIANS

Another +thing that worriss me is that ¢
per=s 1n use of statistical theory is pitifully s
that the great zottleneck will e a shortage of s
Where would yecu find the statisticians even 1f 2%
were in earnest and wished to co anhead? What wou
den't know. I have no answers.

IS TEERE A
GOVERNMENT ROLE

DR. TSURUMI: I have not soc much a comment as a re-
grouping thougnt. As I've listened =9 all these arguments, I've
been trying to ccme up wiith some specific points about what the
government can <o in terms of legislation and others. Only a few
of what we have discussed as conducive £ productivity as well as
to guality can be legislated or encouraged by scme kxind of govern-
ment action.

The gcvernment can be the Zisseminator of needed infcr
maticn. When good technigues tend to ze privatized and internal-
ized by the successful company, ncbody is going Lo really teach
his competitors, free o charge, ‘ust =cw they michit be abkle =0
ccme back and Leat him.

But when the technigues inv
they are standard--aven statistics
talking arcutr, when teschnicgues and
generic stuff, =<he governmen* waoul
cessful es Zor nmany more fir
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The informaticn <can also be disseminated by industry
assoclations as well as by government, but what it takes here is
credibility of the one who disseminates, and unfortunately perhaps
in the state of the United States with perceived adversarial rela-
tionships between tusiness and government, the i1nformation that is
promoted by the guasl or whatever government entity, might not De
accepted so readily.

Therefore, we need just more private leadership. I
teach in business schcools and I feel very much remiss in terms of
being able to turn out those managers who possess management ethcs
and skills conducive to productivity. B2But scme industry associa-
tions, with the help of government perhaps, c<an be disseminating
the importance of this management reorientation from short-term
interests to long-term, et cetera, and why the Jjob security of
rank-and-£file employees and professional staff shculd be manage-
ment's responsibility.

Cnly in the area of financial incentives can I see some
areas of government's acticns. For example, we talked about de-
preciaticn which cbviocusly requires governmen: legislation. And
we already xnow about the need for reduction of capital gains
taxes, ©f accelerated depreciaticn of incentives to save, of <he
avoldance of doubple taxation of corpcrate dividends and the like,
But unless they ars targeted to growth industry--unless they are
targeted to-reinvestment in the prcductive facilities rather than
in sugar futures speculaticn--they'res not useful. Unless you ties
the targeting of financial incentives %2 a certain benhavior of
firms--either jcb security, product guality, expert or growth--I
don’'t think we can promote productivitv,

The cther area we are discussing as an area where
government can ce and should Te invclved in is antitrust co
Suppose when companies succeed on their own, in intermal g
as Texas Instruments has been trying =0 do, all sor<s of anti-
monopoly or antitrust conventlons will =end to put the successiul
companies in a straightjacket, like a magic less than 50% market
share, what have you. There, obvicusly, the government has &
abandon the ol& notion of the domestic definition of market con-
centration that 1s totally obsoleste. ZIven if there are Just Zwo
glants in the world, they should nct Te restrained as long as they
are batting zt each other. Obviocusly, =that 1s one area that the
government can <o scmething about.

1

t

PRIVATE SECTOR'S ROLE--
STOP THE SHCRT-TERM

ORIENTATION

The rest are about managemen: sthos. The only thing
we can <o here 1s to have a body lLike zhis (conference) cr a
government agency, Or better vyet, the captalins of the i1ndustry,
come and tell z2ll 0L us related <2 Zusiness schcecol =ducz<icon
that the kind cf desired image 0f ranacement we have been tesach-
ing for the last 235 years is compleza2ly wrong. 2And “ha zanme

n
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messace should bte given to the industry financial analysts. Af:ter
all, they are the ones who %end <o push manacgers inte this guar-
terly short-term Qrientation, teca

o

use <hat is their gualitative
and guantitative criteria of Jjudging a good ccompany. It's a very
past-oriented, short-term oriented, earnings per share Xxind of
thinking, rather than looking at what zthey are doing in terms oI
research and development and in terms c¢f training and all those
implications the results of which can only come to fruition in

t {u D

five or six years. No analyst in this country that I know of would

pay attention to those things when they write about some company
or industry. Even the Fortune 500 firms, to me, prasent a totally
rrelevant study. They simply line up companies, 300 of them,
according to their past and present guarterly achievements. Fc
wnat? They may not survive tomorraow or next week.

H

Yet, these methods are all the evaluative criteria and
the feelings that creep into the mass media and the business
schools and others. This is how we have develcped the pervasive
criteria of looXing at American companies. Here again, I belisve
industry assoclations and government can do gquite a bit to really
change this tyoce of orientation.

AGRICULTURAL EXTENSION
SERVICE AS THE U.S. MOLEL
FOR PRODUCTIVITY

MR. BARRA: 1I'd like t0o toss something cu+. I think we
have an excellent model right ncw in =Zhe United States that the
government can emulate in the area of productivity, and that is
the mcdel that we have in agriculture. With the agricultural
extension service and the tie-ins with universities in the United
States in the agriculture, we become the most zprcductive natian
in the world and we can foed the world almost with our productiv-
ity. Why can't we use that meodel or a2 modification of it to sor
technclogy transfer and educaticn iz the area of guality and orz-
ductivity across the United States, toe? I pose that as a2 gues-~
tion.

4]

MR. TR ood peint.

1*1

TS: That's a very

DR. TSURUMI: And export orisentation of agriculture.
e g

MR. FRITTS: This has been a most stimulating sessicn.
I'm surs we've Xept Dr. Deming much longer than he expectaed to

stay and we are very appreciative, Dr, Jemlng, thank you very
much. I hink perhaps we'll take 2 shorz break and Go a lit=le
summarization Zollewing that. Sid Rubinstein has another tape
that is a Zfiffsrent version or a 4ifferent set ¢f cenditions than
you saw in Raloh Barra's Westinghouse sxperience that we'll ses
when we ccme cack., But let's tzke aTcut 10 minutes.

[eh)
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MANAGEMENT/LABOR RELATIONS
REQUIRES COMMITMENT AND
CONTINUITY ‘

MR. FRITTS: We're about =20 see a videotape which
Mr. Rubinstein has brought with him of a diffsrent set of circum-
stances invelving union-management relationships. It addresses
some of the difficulties faced by managers and workers when a pla
is facing closure, and shows that labor-management cooperaticn is
achievable. <Can we just run the tape, Sid, and then have discus-

sion?

nt

MR. RUBINSTEIN: Perhaps a
My hope would be that as we explore this,
happening in Japan and the history of ocur own experience in the
United States over the last 20 years. I come cut 0f a shcp expe-
rience of six years as a machinist, and tcool and diemaker, and a
4-year enginering experience, while working at Rutgers tc get a
Master's degree in applied mathematical statistics. After doing
all of that, I walked intc a shop as a consultant 20 years ago,
and if I had to solve some problems I had to go o the workers.
But when I had worked &s an engineer just three years earlier,
my boss told me, "stay out ©f the shep, don't ask the workers,
you'll lose your credibility as an encineer if you ever ask vour
workers anything." This is my personal history.

w introductory remarks.

<a
hi we study both what's
ol

The £irst ¢group we arcanized 20 years ago was very af-
fective. They learned applied s:tatistics, could solve problems,
and they were able to solve prcblems very rapidly. But when the
consultant left, there was no program there. We didn't know how
to do this on an ongoing basis, sc then we built a system to do
this, and the Japanese also built a2 system and that was great.

When you walk in with a2 system, you can continue scme-
thing, except for one new phenomencn which toock place in the
latter part of the sixties. As scon as manacement changed, the
orogram went down. We had a lot of excellent prcgrams “at Wersa
discontinued Jjust tecause management changed, or & new presidentz
wanted his own program. And then, downturns in <he economy
would destroy the program, or unicon-manacement cenflict would.

A very fundamental break:tnrcugh tock place in the early
seventies. I came back frcm Japan and was invited by Gensral

Motors to speak to their managemen®. and at that pecint they said,
it would be great to involve workesrs in solving gquality proolems,
but the union wouldn'% support =, wouldn't let it happen, ané
without union support, we're not Joing 10 be successful." So I
said I'd go to the unions and talXk ¢ fhem. And I met with =zhe
United Auto Workers and I sat arzund and discussed =—he same L3es
and their respcnse was, "it's a zrzaz idez =0 invelve workars

in solving prcblems, Tut managemen: wen't l2t it happen.' This
was the posture oI 1972; everybcdy was polnting in <he other Fi-

e
rectlon.
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Well, 1972 was a watershed. ©Ceneral Motors and the UAW
signed the Zirst letter of agreement wnich said, let us axplore
ways of changing cur relationship, and they called 1t the Quality
of Work Life.

Well, their first objective was to change the relaticn-
ship between the union and management, but that very qu;cxly led
to changing the relaticnship in terms of really allowing pecople
to participate, They asked me to ccme into the assembly plant
in Tarrytown, New York, to initiate a program. I referred tc a
number of nect so successful experiences in Europe whero I learned
that 1if you don't bring the _nteres;ac carties in, you're not
going to have continuity. I said, "let's take the concept of a
joint committee at a national level a2nd put it on a local level.”

So in 1874, the first ° Jnlon~maqacemen; committes
in a pzlant envircnment was created. rom that DO nt on we con-
tinued to learn nhow to do this, s = you can train union lead-
ership and management and the workers themselves not only tg solve
problems, but tc continue the process, <o te able zo explore these
unanswerad questions akout job security andé cother issues. And
this process has now Degun td grotw.

b
{

That's the background o the film we have here, This
particular plant in Waterbury, Connecticut, is the last brass mill
that exists there. It dcesn't have the resources of Cenheral
Motors or Taxas Instruments or Westinchouse. It is a small firm,
trying to survive in an industry where everybody else has already
left the commurnity. And the UAW and the state have at:enpted =2

1 1

assist; and the UAW, the union, took =he initilative in saying let's

change our rela+ticnship; let's trv =c create a joint way in wnich
's the setting we have.

we can begin to scolve problems. 2And that

(A shor+ £film was shown.:

MR, RUBINSTZIN: It was =he vice president of =zhe lccal
who said he files the grievances. Thelr grievances went down 20%
during this time; and at Tarrytown i Cenerzl Motors, they went
from 2000 o 30 grievances bteling srccessed at any one time. Sc th
impact was considerable.

It's interesting also that zhe Tarrytown experience
brought that assembly plant from a very low positzion in <he gual-
ity ranking among plants to a very nhicgh oositicon, and thersfors
gqualified them o get the XK car; znéd thev're now one <¢f the glanzs
working overtime while a good many cther plants have nrcblems

MR. VZREES: X-cars. X zar 1s Chrysler.

(Laucghter.)

MR, FEURINSTEZIN: ¥=-czar. I'w=2 cct Becb on mv mind.

[§3]
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QUALITY OF WORK VS.
QUALITY OF WORK LIFE

MR. STAATS: Is +there anythi
ity of work life" tends to throw pecocle
of the work" in the shop?

it ot

MR, RUBINSTEIN: There's scme confusiocon in the term.
They think it's the guality of the work. But I tthx in the long
run that's good because they are very much related. The ability
of the worker to have direct impact con the guality of his or her
work is probably the single most important quality of work life
aspect of the Jjob. So I think more educatiocon c¢n this relaticnshio
is needed. But initially, it is confusing. Pecovle see the issue

of product guality and you have to exnlain the broader implications

of the gquality of work life,

WRAP-UP SESSION

MR. FRITTS: I think we're going to have to start wrap-
time has Jjust about run out cn us. Fred Tarpley will

g :
i he wrap-up sessiocn.

ing up
egin t©
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DR. TARPLEY: When we got zhe initial request from the
Ways and Means Committee, they wera interes d in what we could
learn from the Japanese that could be possib transierred o the
U.S., that would zazllow cur products =2 maluta‘n nigh guality and,
in many cases, develop ccecmpetitiveness in the world markeiplace.

Today, we have looked at a number of pcints startin
with macro-policy andéd lcoking at things which ha appen within the
organization reslated to marketing strategy, relating tc the =thos
of U.S. management t0 various tyves < societal wvalues which
affect toth the Japanese and the V.S, sxperience.

In the hour that's remalning, I'd like for the can=!l
to address the guesticn of what can we as a society do, but more

articularly, what the relative rcles Zor government, induszry
and labor are: what Xinds of changes iIn the relationship as %2
hew they S0 business with cne arnother are needed 1if we are =2 im-
orove the guality compenent of productivity in tfhe United Stazes,
and therefore, our international ccmperitiveness,

I would like =Zo simply <o around the tabls and give
everyecedy & chance Lo summarize their approach. Try to focus in
on specific approaches that we could zake to develop an ocutline
cf aoo*ooriate roles and responsss cecially those zhat havs

sereitning 2o do with covernment onoll

WeEsT CAN BE CCONE?

m

Jale, can we sStart wizh voo

5



DEFINE THE PROBLEM

MR. CUNNINGHAM: I guess right off the top of my head,
I thirk that the rcle 0of governmenzt and industry and labor has
got to be ¢ne 0f cocperation, and I gZuess I think that the place
that government <¢an probabnly help zhe most would te to reallw
sort cut the proplem. I think ezach Industry may have a certain
degree of different problems and a diffsrent way to attack the
soclutions. But from a total United Statzes of America point of
view, we need to understand the total problem to the country, and
then help to evolve what the rlgh olutions would be. 3ecause

4

a conclusion cr jump %o a

cnt not e the right ultimate
n 'm not smart enough to sis

o oDe. T

solution that will help them, but =i
solution for industry in general. And
here and say wnat the soluticn ought =
don't really xnow.

a
s
I think again, everybody can jump tc
i
Y

MCRE PUBLIC/PRIVAT
SECTCR DISCUSSIONS

E

But I think maybe “hrouch ngre ranels like this and more
organized, ongoing kinds of activisv z plan coculd be cut tcocgether
and the prcper sclutions determined. I guess I'm encourzged Zust
by the fzct that there's a group starzing to talk apoutr it. I be-
lieve those are all my comments.

PROMOTE CCMPETITION

DR. TSURUMI: Well, we have learned that what government
should do is %o promote competition a2t home and abroad, and thas
the worst possi:la thing government czan o is to curb competizion
by promoting dying indusctries. It's easier said than done, but
unless you nave that Xind ©f policy cocmmitment I don't think zny-

thing else will Zall out of it,

TARGET INCENTIVES

Now, when we talk atout tarcesting certain financial in-
centives, such as accelerated depreciazicn cr whzat have you, =he
we need to identify the kind of, say, zthree or four specific be-
navioral firms which also happen t©9 c¢cincide with the tenefits

ol
for the country as a whole. Ncow, what happens %o te zccod for =he
country has to Ze good for private Zirms. You're Ltrying to tar-
get the reward oI accelerated depracizazion 2o Zhose benaviors cf
firms that are z2lso good £or the indusirial growzh of the counzrv,
ENCQURAGE EZHPERT
FIZRFORMANCE

For example, when you're ¢oing to manage the corowhth onds
scarcity in the United States for the first Lime in history, Zust
like Japan, %“hers nhas to be smchasi 1 2xXporst performance. v
targeting any financizl arnd = T 5 T3 scme cocmpany's 2xDors

by



performance--it doesn't matter which industry--then I believe you'll

begin to bring what 1s good for a zprivate firm closer o what is
good for the whole country.

BROADEN THE DEFINITICN
OF RESEARCH AND DEVEILOP-
MENT TO INCLUDE TRAINING

AND RETRAINING

The next thing is research and development activities,
plus in-company training. Here we need to redefine research and
training a pit more broadly when vou zalk about expansion. We
sheculd include retraining the worksrs as part ¢f the companies'

R&D activities. Without that, vyou den't have any benefit of bring-

ing the results of researcn and develcpment intc production pro-
cesses and *hen, cut of the firm into the market. Somehow, =he
company nas to e rewarded for plowing their revenues hack into
research and develcpment and training of their personnel. That is
matching the private benrnefits with the public benefits.

ENEANCE EMPLCYMENT STA3ILITY

The third one is the stablility of employment, which also
has a very good implication £for the nation, as well as for the in-
centives to management so that they won't e able to shift =heir
mistakes tc the person who can least z2f8Zcrd to ear it. When you
talk about targeting anything, accelsarzted depreciation, for ex-
ample, my personal recommendation s 2o simply come up with the
criteria by which any company can nave access to these gcodies so
long as they meet these criteria. Ffor the sake of argument, I
have thrown in three areas which public benefits happen to coin-
cide with the crivate benefits.

ENCQURAGE SAVINGS AND
CAPITAL INVESTMENT

The next gquesticn 1s how ars you goinc to generate the
investment funds needed? Thers uer‘ﬂ*“s, some things that Japvan
and Germany have been doing would e very useful, which is trying
to encourage savings--perscnal savings Or group Or corporata
savings, especially personal savings--Dv exempting some kind of
dividends up to a certain level, or interest =arnings, what have
you, £frcm income taxes, or helping =he company develcop emplovee's
pensicn plan, which can be used %o, .3ain, promote stability of
employment while at the same time generating the funds znd simply
exempt those investment earnings Ircm income taxes or deferring

Iz
them from income taxas. Throuch *his apprcach, you acaln have
what I call congruence of mazichling privats and oublic gecals.
MR. RUBINSTEIN: I hoge =hat this is the Teginning cf
a process and not seen as consensus-Tuilding at the 2nd oFf zhe
process. 3ecause iz seems %o me =thers's an awiul lot that still
hasn'% Zeen sa2ild cr nhasn't been suplorad.



AVOID CONTLICTING GOALS

I'm particularly concerned with conflicting policies,
where we get up one set <f goals that are in conflict with anoiher.
My sense 1s that there are some conflicting policies that zre un-
axamined. For example, I'll give you zwo illustrations f£from Jagpan

in 1978. I met Wwith Mr. Shioji, whne is the head of the auto werk-
ers in Japan. I reviewed a paper he wrote in 1969 in which he
clearly states that a2 Lransiticon nhad =zo take place in the relazicn-
ship between lator and management Zrom the mid-fiftfies until the

sixties, when all the productivity effgris and the gquality effcrts

could be successfully launched; thaz that rela=ionship did not exis:

in the fifties, and %here was a very zonsclcus prccess of change.

DEVELQOP CONSCIQUS
PROCESS OQOF CHANGE

That conscious process of change 1s taking place hers
right now, but there isn't sufficient a2ttention being oalc o =hat
process, and *here isn't sufficient aszistance being given o lakor
and management %25 Zfacilitate that chanze. While some legislation
has been passed, funding is slow, =2nd cother measures Xsep rala-
tionships i a pretty traditional Icrmat.

So 1f Congresss lcoks at that relationshio, 1% must laock
at the long-term relaticnship between labor and management. I=
should take steps that will allow Zcor a joint effort =2 solve many
of the problems that can't Le soclved unless there is a joint labor-
management effort to do so.

DEMOCRACY IN TEX
WORK PLACE

Another area of cecnflic:t that I'm concerned with 1s our
lack of aprreciaztion ©f the fact <hat we ars wmoving i"to a new
period in wnich everyone feels that nis or her expectaticns have
a right to be increased, toth in terms of demands on society and
the respect that one will have from 211 peers. The idea cf Zeo-
mocracy in the workplace is something that would brinc us =0 zhls
point even 1f Japan didn't exist. We are here bDecause thers's
¢great competition; we are alsc here because there's great turmoil.
People want a different type of life experience, fhev want Lo nave
a different relationship at work. And that must be recocnized.
And I think we have to address the ques:ion of what stops thax,
whnat are the kinds of conflict that =2xist in our scclety.
KNCWLEDGE SEQULD
BE SHARED

And certainly, the ldez 22 knowledge beinc in some wav
invested in somecne wno geis & dagraze in a particular suzjeck
matter, ©r nas = particular oSesiziosn, Is an antiguatsd orniloscoh,
The keay diffzrence actcut 2appliszd s<wazistics Zetweesn Jarzan znd sna

(¥
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United States is that applied statistics in the United States 1is
taught to a very small group of pecple in a very narrow format.
In Japan, it's a popular thing, where you turn on the television
in the morning and you learn applied statistics in a way that
everybody can understand. Sc we're talking about broad populari-
zation, and applied statistics 1s cnly one of the bcdies of know-
ledge.

CHANGE UNION RCLES
TOWARD MORE LEADERSHIP
I think we have to look at some changing roles. My

opinion is that trade unions must change their rcle. They must
btecome more willing to participats in zroviding leadership in an
organization. I mean they have tc become aware and skilled to 2e
able to deal more effectively wisth such guestions as quality. I
think there is a leadership role that's going to have to be played
by the trade unions in gquality. 2nd for a very simple reason; ze-
cause in many firms their members
ity and leadership. If you go pl
ity of the manager is twc or thre
cof the trade union member is 15 or 20 years. If that Z2iffersnce

-
nt by plant, the average senicr-

in leadership isn't utilized, then we're losing a tremendcus social

advantage that i1s possible in cur scciety, and we're not going to
change rapidly the way we manage. We'rs not going to see managers
become less interested in mobilisy and more committed to that or-

ganization and have all of the tuilt-in conditions that will prcmote

that very guicklvy.

We ares, at the mcment, in a scciety where there 1s hich
mobility in management, but vou dcn'zt have high mobility in labor.
IZ labecr and the leadership of lartor learns how to offsr effective
joint leadership with management, ~e have a tremendous asset that
we should take advantage oI,

In order to do this, we're golng Lo have %o deal with
work stabllity. We're going to nave to come to grips with +h
problem of cyclicel layofis; to ccme 2o grips with the insecurity
that exists irn that area. The president of the auto workers of
Nissan in 1978 spent a day with me the day after I met with man-
agement. The management tock me thrcough the plant and showed me
the great improvement in productivity, 10% a year =ach vear for
the last 10 years. So the first cuesticn I asked the presiden=
of the unicn was, aren't you concerned about that productivity
improvement? He said, of course rot The jobs of my opecple are
- & - e

™
0 ¢

not Jjeopardized. It allows us Lo ve increased opportunity in
terms of cur benefits and salarlss, &% cetera. S0 <Zhere 1z a
built-in securizy thet fuels this whecle effcrt; 2ffort toward in-
creasing productiviity and gquall+y
GOVERNMENT CaN ZDUCATE
AaND DISSEMINATE

"I believe the covernmen:t can do a lot in oromoting sdu-
cation andé dissenmination, In zrocviiing the kinds of support thax

re the cnes who nave the senior-

3
e years, anc the average senioricy



would allow good lakor-management relaticns tc develop, in provii-
ing support to test scme of these concepts. The guestion of eco-

nomics and Job maintenance could e tested. I2's not difficuls =c
set up programs that will actually test what would nappen 1f a garc
of the workforce would spend twlime during a non-groduction pericd,
in educaticn and zroblem solv1:c. We could measure the imsact of
such programs, coth 1n terms of the problems that would be solved
and on total econcmic costs--unemplcoyment insurance, subpayments,
reniring, retraining and all these other factors.

REDEFINE THE ROLES

CF DISCIPLINES AND

SPECIALISTS

Pinally, I think a majcr natiocnal effor: is needed toc re-
define the role of the disciplines and svecialists, and we should
bring into this effort our instizuticns of learning, the Acadenmy
of Sciences and Academy oI Zngineers. The major differencss e~
tween the Union of Japanese Scientis<s and Engineers and the tach-
rical sccieties we have here are z—wofsld. OCne, they have the di-~
rect support 9of organizaticns so zhevy have an 2ffective budgex.
Second, theilr membersnip includes many Jdisciplines. =Hare, our nro-

essional sociecies are sepa:atei, and we need 2o have a chance iz
the relaticns ameong cisciplines t2 lay the Zoundaticn for sharing
of Xnowledge, Zfor DOpular121 g the xinds of technical knowledce
that people need tc solve problems effectively.

We're working with a2 namber of the technical sccileties
now=-including the American Sociesty Zor Quality Control and the
American Society for Training and Develcpment. I've just circu-
lated a concept statement cn this suoject “o help the fachnical
societies review this. And I wecul? like o thank you for inwviiting
me to this seminar,

MR. VORHES: I'm sensizive about trving t¢c cive any sus-
cestions in aresas that I really zm not exper= in, like many cf you
around the tabls are. Zaving said trhat, I'll go ahesad and say
what's on my mind anyway.

(Lauchzear.)
>OVERNMENT CAN 3=
LEADER IN IDENTIZVING
NATICONAL ISSUES

As far as %the governmen:t 1s ccncerned, 1t could tzke =2
leadership role in identifying productivity increasss as a na=izcnal
issue, to help the country, business, covernment, all aresas raccg-
nize that productivizy is what zuilt zhe industrial micht of znis
ccuntry. We've nad 1t descriled very accurately that zhat Zao Lz
closing and c¢lcsing. A% the raze that 12 has Zeen closing we will
not continue 4o e the leaders in produczivizy, znd if we arzan'-
&5 & ccunitry <ompeting In the worlld markst, we wan't csntinuse o



pe a producer 9of goods. I guess that's a simple economic pcint.
fWla 219171 Tma o ~miamdmyrr klaads 911 e smrracafr1] MAarmaSi1 ] 1y 1m s S
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ing services and other things, but we won't be manufacturing or
producing goods. Period.

COVERMNMENT CAN 2RING

COALITION FOR BRIORITIZING

ISSUES ANMD ACTICNS

is -0 realize the seriocusness
£ view, ané to then bring to-

So a very important role
ded o deal with that priorizy.
=

of that from the national Doint
gether whatever ccaliticon is nee
And in dealing with that from th

gcvernment’'s point ©f view on
productivity, & big part of it is goling te De Lnvestment. So do
those things that encourage ane zrent, and review everytning else
that you do to make sure you're rot doing things that disccurace

investment.

And I suppocse priorities, national pricrities, wcoculd be
an important part of that.

GOVERNMENT C2aNYNOT
LEGISLATE QUALITY

Ag far as guality is concerned, I don't Xnow that I fzel
the government would have a grez=z role tc play in guality. Vou
cannot ‘egisla*ﬁ i4, you cannot regulate it, you can't demand it.
“here s cnly one regulator when it comes to product guality, and
that's the customer who buys it. Sc other than encouraging gual-
ity or recognizing it as an impor=ant par: or what needs to be
done, I really don't kncw. Nct =<hat =here isn't anything, but I
can't see governmment oplaying & direct role in improviag gualizv.

You've heard scme guestlzns acrcss the table as o whac

he relative positions of productivity and guality are. I fesl
Zone, cur

w“ne 1
that, as I sal~ i1f we all get thne proéuctivity Zob
qu allby coiectives will be easier <o acccmplish.

THE EDUCATIONATL CVSTEM
NZEDS A LONG-TZR
CRIZNTATION

The educational system mas —een menticoned a faw times,
and while that may not help us in zhe short term, we may not be
dealing with a shcert-term problem here. Ané I think that rsally
needs to be locked at, and there, the covernment very oossibly
could have another gcod strong 212 ¢f leadership and par<icipa-
ticn through grznts <r other encouracement, lcoking z

~

the nigh technology areas of “he aniversi neering a=n
scientific universizies. And wizn acclogles to any ©f zhe tawyer
that may te in =he rcem, we shoull te careful about the raolative
number of lawyers that we're gensratincg in this c¢ountry wich our
university systam versuas the numisr of sngineers and scientists.

v}
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BETTER BALANCEI NEEZDED
IN DISCIPLINES GRADUATED

I've had some ©f my Japanese business IZriends tell me
that the hardes< <hing to learn zbout zoming t¢ the United States
to do business is how to do business with our legal system in this
country. Just make sure that in the area oI hicher educazicn,
engineering universities are getting support relative to the kind
of support that flows to the law schools and to the liberal arts
schools. Is their support in line wizh the needs of this country
in the area that we're =zalking aktcut.

NEED FOR MQRE AND BETTEE
VOCATION TRAINING

And then associated with that 1s the vcoca:icnal ascpect
of this country. Pecrle in this c<¢2tintry must learn ho take better
care of their thnings--kxids' +toys, vsople's cars, *heilr homes and
everything else., When I ¢ c¢o Tzkyo or Frankfor:, Germany, I

hardly ever see unrepairad collisicn damace con an automobile.
Hardly ever, I think almost every car in Tokyo nhas got one or wo

-

faather dusters in i<, andé it's not 2= all unusual “ust Lo be

stooped for a traffic signal and see zeople cut dusting theilr czars
cff. They get 2 lot more for thelir Tuck's worth for whatever tthev
buy by simply taking cars of them. We'we been a country that's

]

e
teen blessad with unlimited ratural rescurces and so on and we'wve
got to learn to do a better jcb on thaz. And part of that is go-
ing te have to be a much stronger vocaticnal educaticonal system
so that we supply the pecorle +*rained at the vccational levels to
take care cf the things that reallv keep America moving. At bozh
the hicgh end cf technical sduca=zicn and on the low a2ndéd, I think
there'

-

s an important Joo to te

{a

—~
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NEED FOR RBETTIR INDUSTRY/
LABCR COCPERATICON

Induszry and labocr have =c con=inue to develcop what T
feel is their increasing ability to sit down with each cther arid
recognize that they're both in the same boat, and vou just can'=
sink one end ¢f that ship. And increasingly, thev'll solve <hcse
problems of procductivity and prcduct zuality and avervthing else
that needs *o0.Te solved to ccmpete in “he marketplace, or they'll
both be in a lot of hLrcuble. And we'll all face the challence,
as our oDusiness in this country 1s tetter in the next Zsw months,
to find cut 1if we'wve got that same ccmmitment and dedicaticn when
business is very, very gccd and we'rs workilng cvertime to keep up
with the market, as we are when we'ra ccncerned becausse wa've cc:
a few plants shut down. We have z few slants shut down o this

cuntry wsday not because ¢ 2 Japanese threat T the automeirils
tusiness cr znvthing else, Tut Tecausse of a tcough recessionary
situaticn richt in %this ccunzy. 2t wa'll e testad Lo see 17
wa're just as =2ager -3 sgolve thasas croblems when times ars cccd
25 wher times zr2 zad. ) i
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NEED FOR MCORE CONFIDENCE

IN THE FREE MARKET SYSTEM

And finally, all three 2lasments--government, bdusiness
and labor--have to nave falth in the markatplace. It has worksd
terrifically up until this time in this country. It dcesn't
really need a2 lot of tampering or tinkering with, and the nmors
confidence we have 1n it, the better it will respond to cur needs.

I appreciate the chance to e here.

RECQGNITICN CF DEEP
STRUCTURAL CHANGCES

DR, BARANSON:
dealing with, I think, is of a
are very profound <hanges that

including the Japanese challenge tccay,

Let me say ZI1

rst that the provlem we'rse
deep sctructurzl nature, and there
ars gcing on in the world econonmy,
which wasn't the case in

1550, and some very deep changes that have occurred with our own
eccnomy. And it's the relativity cf cur cwn industrial positicn
today and our competitiveness in the world econcmy that I think

is the center or the focus of ¢our gprcocisem.

We assume that all zproclems ars pcesatble and that they
lend themselves *o scolutions. We also go for the guick fix. Yeu
can see this, anyone who lives and works in Washingzon. Yeou £:ind
pecwnle on congressional committess or scmecns in the President's
office and when they <iscuss productivity, they don't want Lo <o
into deep structurzl problems and the deep changes needed in +the
world and what we need to think abcut now. They want £ know wnhat
is "the" problem and what can we 4o abcout it LOmOrrow. I'm afraid
that we're dealing not with a simple <cold. Ne’*= dealing with in-
dustrial cancer. and I think the Chrvsler syndrcme points to that
NEED TO 2ETTER UNDERSTAND
MULTIVARIABLES 2XND CAUSE
AND ZFFZCT RZLATICNSEIPS

Quality control and work mexznods and so0 on, I zhink we
run into great danger 1I we don’'s fhink of those as part of the

ucset Of the ceneral productivity prodblem, and the generzl orob-
lem ¢f maintaining our competitiveness in world markerts.

One %hing that 1s happening in this recard is that com-
panies are survivin,. The General Mctors and the RCA's are find-
ing ways to adjust commercially, but part of precisely that is
creating different problems. I won'= mention CM toco much teczause
they're ners tccday, but RCA's scluzicn 2o the Japanese challarnce
in the sixties was first to pegln =0 Dnase cut produczion in zhis
ccuntry and o move aproad, to Tecln 2 sell off its technology;
as financial ccnirzl %o more and = zontrel of the company, ou
Zird that they wers %ninking atcc ersifying Into Hertz zars
and 1o carpe+x making, and the iZ investing In the videogtace
racorder. The nexst censraticn o Ity ¢cntrol in the ccoleorx
selavision s2ts tecame Tors and splgnant =o the corporate
Tmanacement T )



Now all of this is oy way ¢ saving that we have some
deep economic adjustment probl ems, and to divorce the commercial
corporate reszonse from society's concerns and the basic eccononic
adjustment of maintaining competi:iveness in the worlid econcmy can
be disastrcus. We have to begin =2 taink about £inding ways to
begin 4o think about this problem in an integrated way and to try
to find solutions that deal with the basic difficulties, rather

=

a
than trying to resort to expediency and finding some quick way out
that we can Justify to our labor consti '
of directors and so on, glossing all %
NEED TO RECOGNIZZ AND
CEAL WITH INTERNATIONAL
INTERDEPENCENCE

The marketplace-—~I think zhis 1s part of cur zroplem--
that our great stirength in the past and certainly well into the
fifties, was this very mult D11c1‘y ci purpose and intitiazive cf
companies and government. I'm afrzid this is running cut on us.
We now face challenges in the rest 2% the world wners government,
industry, labor znd Zirnancial corganizaztions are very well inte-
grated, and Japan cer=ainly is a case study cf this. We need =
find consensus in this countryv. ani ac the first level, I think
you see the difficulty in this by lzcking at what happensd to

rysler.

NEED TO BE ABLE TO
DIAGNQSE SYMPTOMS

We don't have even the ceginnings of a diagnostic, let
alone consensus, as to what cur zclicy options are, let alons con-
sensus as o what to do about it This is a woeZzlly deficient
way to tackle the problem of what has gone wrong wiith our oreduc-
tivity as an element of competitiveness in the world and wha:z we
do about 1iz. We've got to find scme Drocess wherseby the rasulss

re credible.
NEED FOR PROGRESS
TO PRESCRIZE CUERES

You know, even in the ar=za ¢ smcking and what 1t does
to you, +the Surcgeon General repcrt nas a2 limited credibili=zy. The
cne paper tha* says this is the pazholcgy and this i1s the nroecne-
sis, and i1Z we <o something afou- it zhis 1s what will happen; 17
we don't do something about i1t we will end up in =2 very sesrious
and in<tractatle zositicn--we don'z have chat. We den':t nave this
kind of process. I think zthat's the Zirst crder 27 Zusiness--how
de we find the mechanism. and I agree, this type oI 3discussicon is
a first s=Zen. 32ut a2lil of vou have zwtended these sessicns, wners
vou always =2nd ut with these kind I 2ncounters--thess z2rz gcoad
and we ougnt =Zc have more ¢ then It will tzke mora than zhaz.



NEED FCR
CREDIRBLE FGRUMS

It's coing to take people like Congressman Vanik and
responsinle people from industry, General Motors and others,
really to nave a forum in which they really go to a diagnostic
in the sense tha% 1if you or I had a pathclogy of the Xidney we'Zl
go to the Mayo Clinic and get a reading on it. We wouldn't have
lawvers and PR respresentatives preparing briefs, which are the
basis cn which decisions are made in this town.

Then, *there 1s the questicn of the legal processes in

this ccocuntry. I run a small, profiimaking pclicy research cor-
poration, and we do mostly studies in the purlic interest. Ve
got $25,000 Zor our last study, z2nd I “now at least three cases
where az least $200,000 a piece was given to a law firm to prepare
a trief. And I assure you that the $600,000 is going to have, not
only for the money itself, much mcre weilght in the public discus-
sions of what we do, for exampls, on this duesticn of the consumer
electreonics industry. And that is a ZIact of life. The lawyesar

thing vou mentioned.

This *own nas mors lawvers in 1% than in all of Japan,
There are 25,000 lawvers in the CTistrict of Columbia; I think
there's scomething like 18,000 or 17,000 in 2ll of Japan. The
£ that 1% comes :to

litigious nature <Z this society and zhe = a
call i< anvthing le
ri

matter of social patholegy -- and I wceuldn

than that. The Ch: ar situaticn is symptomatic of an indusz
pathclogy. And vet we don':t have 2 means for getting 2 cliniczl
reading on what's wreng as a firs: step toward advising the pa-
tient, look, you're gecing to have to taXe some tough medicine ncw,
these ars some things you're golng to have to do.

Dr. Deming's discussion--I nhad a Zfeeling we would have
~“c resort tack to values that ex:isted in +*his country at the fturn

cf 2he century; the xind of work ezhic, the Xind oI cooperative

(-

thing in the wvillage I <think passef out 2f this country about 1310
or thereatouts. And the idea that we can somehow again forcs the
guick f£ix on a sociezv zhat 1s unrecepiive o 1t and doesa't have
+the mechanism for thinking resovensibly aboux wha=z's wrong with it
andéd <oing scomething z2pout 1t. I =hink %hat's %Zhe =hing, unless w=s
Zdo something abtout it. That's Zuncamenzal.

I mentioned befcore, and this is the last zthing I'll szyv,
I feel +that insofar as what can Te done within the =2xisting sociszl
framewcrX that we have todzy--ths capizal markets-- the financial
structures ars critical, I think we mave proplems, the Chrysler
syndrcme, sroblams oI what %0 2c with the patient with incipiant
heart fzailure, We have this prcolem Wwnere Wwe nave & sick patlant
and he's chronicazllw sick. WwWhat 2o we 2o about nim? We need =he
xind of resources thers “hat ars rasconsibly applied In <ases
likxe Chrysler's I think zhe markszolzcse 1is no éccd anymors.
Chrvsler's maxking these < : anZ coming o the Tovarnment




and askirg
where some
Toyokogyo: we

nardreaded

in goveraoment
sensible
The zautomotive industry
and I Xnow a listtle

and kncwledge 1in

governm
have any kind of banking insti

ent

WO XKnow enough
decisicns akout

to maxe these decisi
tuticn

for capital refunding withcut a responsible process
bankers, like a Sumatome leoking a2t a
den't have anythins like =-hazt. We don't have opecpls
acout ihe zutcmotive industoy o nake
the induszry. These are simple Zacts.
is scmetﬂ‘rg I'7e worked on over tne vears
about it. We “ust dcn't have the expertise

cns, and we dcon'%z

that have reconstructicn mcney

of this kind that can make responsible -‘udgments. Management Is
pretty much using political terror < the consequences cf not do-
ing something rather than having a reszonsible decisicn making
process. I thirk that's what's l_CK’“g
NEED TO CHANNEL CAPITAL
INTO GROWTEZ ARZAS

I think certainly if the Jacanese experience Zeaches us
nothing else, it's tne use of the mobilizacion of capitzl resources
in *he country and channeling %hem inzo growth areas, and maxing
sure that those have plenty of watsr and fertilizer tc grow. We
have capiltal markets where the mcney zces, whers the guick rezurn
ig. What happened to the RCA's in going into the more cerzain
gquick returns, z2and where monay i3 zol into real esta<te, a2nd
areas where the stockholder sses a gulck, rapid return; zhat'
adequate. The marke+place is inadequ e there, and we nesd s
new mechansimns <9 channel capi+al rsscurces into growth areas.,

Thank you.

GOVERNMENT =AS BEEN
AND CONTINUZS TO BE
INVOLVED IN MARKETS

MR, FEUILLAN: TI'll #rv and make it sh ars
beginning o run ouz of time. Wnhat Zzsciniated scus-
ion of turning markets locse Is zhe Zzct that ‘ L nas
vean- - sort of intertwined in <thos=2 markezs for so long I o2
us were pDecinning Lo Lry to recocgnize that, I think, o b
the discussicn The fact 1s thaz the zovernment 4 sc
much ©f zhe infrastruchture, Zanclng I-co the hichway ~c =z
lot of government ilnsurance programs, tz2riff prograrn czizn
programs and so Zorith, and 1t's ncon as 1E this 1s the = “ime
goverrment and zusiness and laber have Zome together in this roccom
o sort of discuss wnere it 1s that ws sught 2o Te coling.
BUT ITS INVCLVEMENT
EAS ZEEN UNCCCRODINATE

and I golng 4o inevizazly
continue. 2ut is that 1t's -Zean
done in a vary ar I “nink zhra:z
Tr. Baranscn 13 gency T2 zocvarnmsants




now +<hat ELQne* ha
the thormat on to

whether it's a Joint Eccnomics Ccmmittee,
Advisors, or who, who ought to te able to do that,

a major lack.

Right now, we have a maijcr
in the private sector with recard

to over-specializa
well. The Council
set of esconomic pr

that are done by the Federal Reserve

better, but those

We have
pointed ocu:t to me
tation refused to
¢losings in the au
iz viewed those as
proplem of a treme
all of which are a
way. And I think

to the gver-special

~ions that have De
tials to create st
competence.

NEED TO REVIEW 1YV

s the authcrity =7 the competence Or access 0
do adequate seﬂtoral analyses. And I don't Xnow
the Council of Econcmic
but it's clearly

prcelem that exists not conlvy
Ltz gver-segmentaticn with regerid
tion, but we hawve it a2t the government level =
of Econcmic adviscrs, for example, has 1ts cwn
ojections; i1t does not have access to the ones
Becard, wnich are supposadly
are private property.

similar kxinds <cf things. A situation ¢
csarlier tcday where the Department ©f 7T
share information it nhad on potential plant

to industrv with the 2Zevartiment of Labor because
being proprietary inifcrmation. We have this

ndous number of disparate elemencs,

cting in a very and anccoordina+ted

MECHEANISHMS TOWAR

TEEM RATICNALE

We do, L
ment mechanisms.
Lo the obtaining a
markets do appear
term payoff situa:z
nizh technolegy, =

anisms shculd e 4

we'wve really discu
lems hav= neen ide
tc Te addressed

I really have ncthin

we see that in 4he private sector with r=sgard
izazicn of job catsgories, with the distinc-
2n polinted out with ra2gard zc the use ¢f creden-
atus, often very Zictizicus status in terms ¢f
TSTMENT
LONGER-
ndeed, need to lcok at cur whole set of invest~
There do appear tc be major problems with regard
ndéd granting of Long-term access to capital. The
L0 be much mere Inclined to put money into shors-
tons, and there 15 a ¢ritical lack of funds for
or new high risk ventures. What kinds of mech-
eveloped to deal with zhat, I don't Xnow that
ssed this in any cetzil yet. But those two proo-
entified repeatedly 2s problems 50 thev do need

DR. TARPLEY: Well, the IZ's TIndustrial EZngineers. ars
always the grovlem—-solvers. Mr. Xehlfeck?

MR. XZELB3ECK: I don't kXncw zhat we're able to solve
chis particular zrerclem, Dut 12+ me sav that f£irst of 2ll I aoers-
cizze Deingc hera zoday and rsprasenting -he American Institute of
I:dustrialﬂﬁnglneers. As I've lis-zened o many 2f the comments
macde, we csritainly support the ccrments oI Sid and Jack and ever.-
ore else hera. There's no gues=zicn that ~we 40 have 2 need o
ad<ress these 1ssues on a natignal scale in the United Sza<es zni
gddress them very rTzoidly,

A



IMPROVING PROCDUCTIVITY AND
QUALITY WILL GENERATEL JOEBS

I would like to make a ccuple of comments., First I 211,
I +hink there is a common thread in the Unized States that we're
all wvery much aware cf, and that is Iobs, and jobs have an Znilu-
ence on goverrment, labor and induszry This common thread of
generating Jobs, when you look at the numbers of tobs tha+t could
ve prought tack to the United States, would solve many of our 3roc-

lems. Improving productivity and guality will generate jobs.
keep talking productivity and gquality and I really shculd talX
cquality first and ‘eq productivity. Maybe what we cucght to do
is coln a Dhrase galitivicy" and bring the two o0f them together
vecause you cannct oe generating sroductivity without gualizy and
vVigce vVersa.

.

-
"o
1

COVERINMENT COULD 3SE
FOCAL POQINT FOR PRCLDCC

I think we need to addrass <his, and as £fzr as scme of
the comments made tcday, we've teen very successful in some sec-
tors ©of our country in the effort cf inmproving oproductivity and

-

a
guality. In other ar=as we have not, and what we need to CoO i

[4}]

0 addresg those arsas where we navs2 nct and lock at what can ce
done, I =hink =his is where government can tlay an important gars;
in supvorting scmezhing similar to the Vational Center for roduc-
tivity, an organization such as zhis could be the focal pOln; 0
identify where in our different sectcrs we are having problems
competing with worldwide acceptabls guality and productivity lavels,
or where the zhrea% is colng to be five years ouz, and malking
cecple aware of it. And when I say reople, that's everypedy, =he
znion and maracement, ¢f those companiss that will De alfscted sc

b N b =
*hat corrective aczicns <can o2 taxan.

NEED TO IMPEQVE
PRCCESS TECENCLIGY

and cer+<azinly, in suprort o <the comments here Dy the
gentleman on my left, there is no guesticn that we need =0 address
-he arsa of process %technolcgy. This 1s a shortcoming ©or limiza-
—ion that I think nas the bigges< single impact on guality and
productivity. Of ccocurse, the peorle aspect of the problem is alsc
orevenzing us from caining back zhils leadership rcle that we had
a faw years agc. In summary, I think 1I we addrsss the Issue oI
improving »rocess technology and the environment 1n wnich we work
in cur fac+ories, we certainly can move a2head and tzke thea lgader-
ship rcle. Some 1.5, companies »resently are the worldwids lead-
ers.

MR, NATATL: Those cerntlsmen nave said a lot. I cn'sz
have any commant 2Xxcepi o infect & Tcupls nolnts on thoss sentls-



NEED FOR SCLUTICN-
QRIENTED CONTERENCES

A committee like this Is ¢
not only £for us tut alsc £for Amer
In other words, what we are Tryl
problem mere clearly. That 1s a
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problem soluticn. Most of the in indu stry, whnat we
we cannot define the problem ex
No tcols to solve the problem. And what we have o do 1s continuse
and endeavor to define the proplem by means of cocmmittees and
gatherings like this.

NEED

o
TIVE

R MQ
SCCT!

gl 0
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I heope we can continue, Tne way or ancther, this Xxind
of panel to %eep going. If we defermine the nature of the problem,
then we have to work; and government, I am very certain, czn help
private indusirv oy ﬁﬂa“s lixe, in Javan, the union of scilentific
engineers. I think it's very wvizal that the un*te“ States nas
certain engineering socletles. We do have existing and we micht
be able to u+tilize them in such a w~ay zhazt guality control--zhe

educational system builds in the system so that the Industry
veople can learn; not only the people in industry, tut alsc
government pecple can De exposed o i1ne system sC we c<an get ihe
informaticn when we needé it.

Unferzunately, we don't have 1t here in the States vet,
but I certainly would like to see that iIn the near future cerzain
organizations, where we pecple can reacn and get bDettar gualiy
control and prcductivity studies.

Thankx vou.

UNIQNS YEED 70O ZE AWARE
AND BECOME INVCLVED IN
QUALITY ISSUES

MR. JZNSEN: I have a faw short comments. Tirst of 2ll,
I fourd the discussion very interesting tut I feel somewhat likes
a fish out of wa%ter here discussing worli economics. I thinkx it's
really new--as the unicns get into this guestion oI guality, I
think it's a rcute we have to go. We saw that one videctape pre-
sentation; we are golng that rouzse Dut zrobably not as fast as we
should be. T can't add to what 2he rest 0of you have said. The
only thing I weould be concerned abcut I think government nas
to play 2 suppcrzive role, but hers =z , I agrze with Ihe cantle

o : ' Tecislate, That's pad news



GOVTﬁ’ EJT SEQULD PLAY

I think government has 22 plavy 2 suppor=ive role. Wrat
type of supportive role I don't Xnow. ZYou'wve cct to get the mess-
age across to the worker somencw hat <he sales of his product ars
responsible for his Zob. I thirk when vyvou work for an ounfit liks

e i
Chrysler, like I have for all these years, vou work *Qr this com-
pany and you just think that check 1s coing to come in every week
and you don't really connect it with that car out there that has
to be sold. 1It's just 2 thing you see going down an assemply lins,

WORKERS NEED TO RELATE
)

WEAT TEEY DO TO HOW WILL
TEZ CCMPANY IS5 LDCING

Somehow we nave o get the message ta the Ameri can sup-
lic that as workers in this coun=rv, w~we've gct L0 put mora inte
it and do better and Ze mors competitive. ‘We're not an islanid zin-=o
curselves any longer.

i s i
e ooking W getti
this meeting so we can study just wha: we did say.
{Lauchter.}
CONTINUING AND CLCSER
RELATIONS NEEDED BETWEIEY
INDUSTRY, LABOR, COVIRNMENT,
AND ACADEMTIA
But what I'd like to see hazpen, and in fact I was con-
vinced of this Derfore I even came =2 this meeting:; is that this
nct te the end. I thiznk this should te the beginning of a clcser
relazicnstip between industry, lakor, Zovernment and =he acadenis
community. We nesd 1t. I think one of the things we'wve Zsen
seeing with guality circles as an example is tha+< we communica==
more effectively with the workers and we listen 2o them, and gcod
things hapren. I think we need that Xind of a relatiocnship npe=zwsaen
industry and the government and zhe uanicn andé lacor. We've SCT Lo
improve our ccecmmunicazions. This 1s cone way 2o do it., There zars
many other mechanisms that we cugh= %o e emploving, <co
r2laticnshiz, whether it's
ni Zovernment, nas ocht 1o e
can't lgncrs befora we can
i wWay tThe manacement-
nhal o e Zdealt wi=sn
X 1ife program ocoull

£3
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NEED TC SEE SOME
T

NATICNAL PRICRITIES
I'd like to see morese empnasis vlaced on setitling scme
national priorizies. I'd like to see the Ccngress e more active
in this area. 2Jne of the greatest s=Zirsngths ¢f this naciszsn is
when we do have a crisis where we all -“oin together, and I +£hinx
we do have a crisis right now but we maven't reccgnized it as much
- 1. -

as we could, and that is the energy sizuation. I 4
want to live with economic blackmail Zrom the il o

tions and with hostaces in Iran. I think we've got <c recognize
that that's just a2 symptom of a higger preblem, anéd that iz wheres
we're not independant of some oI these cther forces that are ex-
ternal to the United States.

NEEZD FOR LONMG-
RANGE PLANNING

Long-range planning. I +<hink we definitely have gct 0
get on with 1t. Just as the Japanese mcdel has shown us, thrcugh
effactive long-range vlanning they iaszituted in the late £ifztis=s,
early sixties, they nave now made suzszantial cains in the inter-

national marketglace.

Now, the long-range ol n.; .c Socesn't have %o bte connectad
with Jjust guality aleone, it ceould Ze In other areas, tcc, but car-
tainly, quality is a good place to start, and productivity being
a motivator. For us to be interested in guality as being =z way
£o get producktivity, and a way o oDeat inflation and “neWDTGV“E .
I think we now nave forces in ths Jnizsd States zthaz we didn':
have before. Double digit inflazisn znd unemplovment at the sanme
time, »plus a ccmpetlitive situatizon zhat 1s all happening at the
same time. S0 we'wve got a crisis sisctuzticon that the government
can take advantzage ¢ in order tco set zthis nation on izs fzex and
get ceople reallv workxing togetrer

THE EDUCATICYN SYSTEM SHCULD
BE ALIGNED TO YNATIONAL NEEDS

The educatioral system, a very Important area wherse
-] .
- A

feel that the covernment has a leadersnip role that it can assume
o allocate rescurces in those Lechnclzoglies whers, 1Z we do es<zb-
lish a national »nclicy of being atls =2 have growth in certain Ln-
dustries we've got o *hen dedicate cur educztional systam 2o wralin
lng the Zuturs scientists and engineers and the computsr analysis,
tne programmers, =he sclid state 2xzerzs, so that we can mest zhe
re=ed cf irncdustrm the United S=zz<2g in ordsr to estzaclish

cur growth and in & competizive zosiztion in those new indius-
tries; microopr sclid stz+e sschnology.




I think there was an excellent article written recently,
"The Re-Industrializaticn of the United States."l/ Zverycne shoull
read that. There are scme :=remendcus ideas in there that we can
certainly learn from and cgrasp ncld cf.
CALL FCR ANCTHER
PANEZL MEZITING

I'd Like %o recommendé =zha:t we give some sericus thought
to having this xind cf a fcocrum again within three months or so, or
six months, so that sach of us can 2izther come ourselves or send
someone a&lse that we fszel mian:t even Te mors gualified representa-
tive 0f some of these suojects, and see what we can do Lo continue
this dialogue. I think it's such an important dialogue 1t s!
not be limized =y the time limi=aticn we have on this particul

|

and also reccmmend tha=z

- ia

b4
meetirg. d
e lesscns we'va
o

we might aven

I Ly
sider some ©f in learned from the guality circl
concept, the problem solving technigue that you den':t Jump £O
“icns wizhcout first defining the oroblem z2ppropriately and tl
going threough a very systematic Zata c¢ollecticon and problam
before wea then start Locking at optizns we might have as conm
and as a na<ion Lo improve productivity and cguality. 2And o
using that =23 a model, a forum like this mignt even be more
tive.

Looking back, I think that we probably could nave oeen
more productive in our meeting zcday had we stuck to some of the
principles of creative problem solving and starting with the prob-
lem definition right in the becinning and t“en starting to lock ac
21l “he propable causes pefore umping zo all the sclutions. Even
thouch it certainly is healthv 22 jump into soluzicns Iirst Tecaus
scmetimes vou find cut okay, vyeou Xnow what the solution 1s and now
let's ¢o tack and ficure out what =<he prcblem was and--

(Laughter.)

——-ané +the most Tropadbls causes so that vou can get I3
that solution.

AS A NATICN, WE MNEED
T0O 3IE WORXING TCWARD
ICENTIFIZD COALS .

S5 I ~hink we know what cur solution is, we want 0o im-
orove the productiviiy of the naticn. May:e we naven't cuantifiad
it; mayte we should set 2 g¢oal naticrally of improving productivic
vty some 10% or 20%, the way =tnhe Jzpanese have Zcne, and then conce
doing =hat, figures out ways T2 achisve that objective as a natlaon
with some lznc-range slanning, whether 1< e 3 or 10 wvears and xnhs
1/3C¢siness wWeek, June 3C, 1287, "Ths Feindustrializacticrn o Americ

m
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prooer allocation of rescurces and our talents in order to achisve

“hose objectives. And then measure thcse oblectives jointly, peri-

odically, to see 1f we're on htarcet, anéd 1 we're noct, why, and
taxXxe corrective zctigon as a rnaticon jolntly, whether it Ze in zthe
area of rescurce z2llocaticn or educaticn ¢r tax incentives cr c-her
things, in crder o meet those ¢gcals.,

CCMPANTIZES
AN ATMOSPE
MOTIVATION
PRCEOUCTIVI

MR. WAZA: wWhen wes wer= ccm

ing to America, we thcught
it would be a great place to do Tusinss
1

ey
5. You nire pecple when
J-

you want to, lav them ©off when you don want zthem. But that's
not what we did in San Diego. We nave never laid off anyone. We
all wear the same workxing clothes and worx for Sony., We eat in
the same cafeteria. When some assemcly line has a great thing,

we celebrate tcgether. What I'm trvinc o say is
the level with zhe workesrs in the shco like one £

We reccgnize them as z zeoplse. I think what's wvery im-
porzant 1s %that zZoth management znd worksers shculd e zrzud of
whatever they are doing together, Ii's oeen missing, the =sthics
on the part cf managemen=. Cnce vou nirs, you have rasgonsibil-
iry. ¥You hired zhe peoplse. If scrmecne Is hiring or laying oIF,
certainly the union nas Lo protect them. 3ut 1if the ethics cn zhe
pvart of the manacement is, cnce we hirs them we live together, good
Workers will resoond to that kxind of Zeterminaticn on the part of
management.

Sony 1in 1973, bpad time; we never laid off anvcne. We
kept the manufacturing peonla: we cculdn't £ill any morse warshcuses,
So we star:ed clzaning and palnting, z2nd cleaning machines. Ne
never laid off., Thev resgonded. T ne I co to Sar Diego Zrzm
time to time and ¢ne dav I was shcc duse My manacemant Tegupls
were telling cur 1800 workers wha= plem with our salss was.
Thig would Te good Ifor our ccmpetTiz thougnt we snou’ld kaep
all this a2 secrs=. 3But we tell =h=2 ~ocked.

CF
5

But %his estaplishes gocd tend ce between the managsment
and the workers. We're in the same tcat. Further, educazicn Lis
impertant and w2 explain what televisiocn is. We are not teaching

them how Lo put =ocether a Zew thincs; no, we teach them evary-
thing. think <thet's very i: ©32:. I think zhet =duca-ion

I bl bos}
X S sm mamaeoe
encd schieogl can nelp a lot on tha: z=scecz.

[
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NEED FOR 2CTH SEORT AND
LCNG=RANCGZ DLANNING 3BY
GOVERNMENT

I +think wha+t covernmen=t can 42 1s t¢ plan for long range
andéd short range. For shert range, I want capital formaticn v
helping with a tax break on intersst and dividends and so Zorth.
veou educate pecple on one hand ard help ¢et needed capital cn the
other. There nave %0 be short rance and long range zlans.

NEZD TO XNCW
GOCD QUALITY

Productivity can be Incresased Ty gualliy conzrol thrcuch
statistical analysis and so forzh. Tha+< does not achieve superi-
ority of a crcduct, the design, zhe zrecisicn ¢f the desizn. Taxe
the German came '

c 1

a. It's a beauti:

ou have Lo Xnow whazt 1
can vou Dulld 20

eak, vou Zon'ht X

productivity, ¥
you xnow gcod g
Xncw a gccd gua

I've walked decwn Fifth Avernue 1n Yew York and I see the
stores witn Bali shoes, Hermes, and so forth, I see that zualitvw
is what people more and more like. I think that is awiully impor-
tant for people to like good things, 10 reccgnize something teauzi-
ful, because conly then will mecrls like to produce egually good
things. Maybe zhils is long-rance =ducazion, 2ut that's very impor-

P -
~anT.

I think pveopls should like something teautiiul, scme-
thing of pracision, in additicn 10 Teing preductiive Tecause pro-
ductivicy alcne will not win the market. You have to czatch the
top market. Then pecple like 1= acause 1f you catch the otttz
market, thaz's 1=z 3ut pecpls L:x= T3 have scmetning graat.  Hare
(holding up 2 2ortable cassetts-raccorier), this 1s Teautiful; it's
nct a Sony 2r Sanyo, odut still 1:'s5 2 ¢ood design and has a good
many fsaturss.

{Lauchter.)

That's impcrwanz, awiully impor=zanz. It all has to te dcne throug
long-range =ducation.

Sveaking oI capital Zormatisn and depraciztion--10-3-3,
I was looking a2t the Japaness Jepracliztlon rates Scme is 12,
scme is 14, and these ars Ior eguictment. So, 10-3-=3 across =n2
ccard is rificulous. I think it was =arly zhis hern Secre-
Lzry Bercliz F32 acriculscra] W ; g.1 Ze said
unlsass ~hese ZIZunds, = cut oI Tocd
Stzmos. < of zhe 1220 s W ~ended
Titerszl ol e s! and curseslveas
sn tha=z izan ‘ Tra: £:; Amerizan

-



cameras will Dbe tter than Cerman ¢r Jjapanese cameras, I #hink
we have to shift our focus and emprasis. Thank you,.
CR. TARPLZY: Jim, 2hil, 1s =There anyihing vou hava t2
2

say hefore we go-

DR. NUGENT: Well, usually I don't say znything at zhe
end of things like this, tut my tess has made s0 many speeches cCn
this issue I <think I can feel Zrse L2 4c so.

ACTIONS T=EAT CCNGRESS
CCULD TAXE,A MNATICNAL
CEINTER

I think there are six zhings the Congress can do. 9ne,
it can enact a 2ill to establish a national center Zor oroductiv-
ity with meanincZful funding. The ZIzact zhat the old Center wan:
ocut of existence 1s a scandal, and the fact that we do not have a
national centar 1z even mors ¢f a scandal,

LAROR/MANVAGEMENT
CCMMITTEER

I think, tco, the Zfederzl overnmen: should provide nors

assistance, and Jim can *talk apcut zThis 2 lot tetter than I, =o
nelp create lLabor-maragement committess =hroughout this country,
both on the plant level and on the ccunty lsvel, city level, =%

cCetera.
TAX POLICY

Number <hree, I thini

ceted tax volicvy., The gentlem
should tarcet tax ilncentives it
vaeloovment, and zthe small Dusin
majority ¢f new jchs.

PATENT POLICIES

Nurber four,

ridiculous. Thers
allowing Zirms =z
wnilzas under fedarza

TECHNCLCCY
INNCOVATICN CENTZIRS

Numper Zive, there shouli Ze naticnal technology innc-
vazicn centers modelsd ¢n the Agrizulzurs Zgtension Serwvice,
These would be cccperztive eifforss oy faderzl covernment, oTusi-
ness and academia o dilsseminats t2chaolcgy information, Sust as
is done in Japan and CGarmanv,

PR




ZXPCORT-TRADTY
COMPANIES

Numter six is a somewhaza= rslated item which nizht Se znhns
creation of export =rading ccmpaniss, This was conly mentioned cnca
in passing today, =ut I think =hat <he Japanese covernmen:t was C-ril
liant in allowing export trading companies to Ilcurish Zecause ihey
vrovided the way Zcor small and medium sizad businesses to get 1n-
volved in expor-ing. Small and medium size businesses tend -0 o
very productive, and I think that allowing the creaticn oI U.3. 2x-
port trading companies would be a2n ideal soluzion.

NEZD FCOR FORMALZZED
ENTITY 70 DzZZINZ PRCBLEMS
AND SOLUTICNS TEROUGH
CCNTINUING CIALCGUE

MR, CCSTIZLLS: I'll make corne comment. It strikes me,
hate to say, very much tecause like Tim, I think we lcck at 1=
through *inted ¢lasses, but i1t deces s=rike me that there 1s 2 com-
mon thread Lo 2 numcer oI the wrap-ug comments that came., Mr,
Cunningham menticned that government and ilndustry together have
+0 decide what =<he real problems are In a number 22 s2cw3rs wners
we have malcr proplems. Tr. Tsururmi mentioned that we have 20
tarcet financial incentives, whazevs e lncer s
ticularly tax zclicies, to those ind S
sotential Zfor growth, the greatest ¢

increases.

K Dr. Baranscn takes a2 mcore z.cbal look and savs that 1<'s
zart of a large structural mprenlam and that we deon't even have 2
methed for naving a dlagnosis of wnat's gone wrong, and I think
Tost sersuasivelw, Mr., 2arra talXks aocuz the need to have mcre oI
chis dialegu=.

It strikes me, and agaln, o Doss like Mr. LaTfalce, nas
ceen very muchn compatible wiith this wav of thinking, but it strikss
Te that we epcdy, scme Zormalized entitcy, thaz is zecing
0 Le resoonsib perpetuating whzt dialogue and for making
sure that usiness ani lakcr and induastry coming =ogeinhs
and searching oblem itselZ, wnat the nature ci the Trobo-
lem is, and apousz wnat the solutidns snhoull Se.  We
Zon'= need f hearincgs. 7Ycou can go rack and loack =2t
the r=cor rary Naticral Tconcomic Ccmmission in the
late thi 't know wrzt zood 1t will e ovcou
to read al+

T think we need a Zizlzcus <hat 1s mors Iocussed Lowarts
the soluticons, 2ad a2s Zr. Zaranssn s3ali T ofnhink earlisar 1 e Iz
and wverw mersuasiviay, 2 conssnsus; = s 2 nuomTer oS
rel : ancaz soluzions vhich ER

T4
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BE WARY Cr TOO MUCH
GOVERNMENT INVCLVMENT

MR.
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