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PREFACE 

At the request of the Subcommittee on Trade, House Cornmit- 
tee on Ways and Means, the General ACCOuntinq Office (GAO) began 
studying Japanese approaches to product quality and comparing them 
to approaches typically followed by American firms. As part of 
that effort, a l-day roundtable discussion was convened at GAO 
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 congressional 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 quality, and to demonstrate the perva- 
siveness of this term, from the broadest of national economic pol- 
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 

--A 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 I 

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

Marketing strategy 

--Concept of global market share 

--Product quality as an integral part of strategies for 
market penetration 

Production/product quality standards 

--High technology 

--Capital intensity: automation for efficiency and 
quality 

--Emphasis on "process" to achieve consistently high 
quality products 
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--Quality control 

.management's responsibility 

.quality and productivity not seen as trade-offs 

. concept of zero-defects , 

. statistical techniques to "fine tune" the process 
and maintain high quality 

Concept of management and employees as partners 

--Company policy of assuring job security 

--Management practices to assure productivity and quality 

*quality circles and participative decision making 

e communication and cooperation 

s top managers responsible for quality 

. training:and development of people 

.product designers required to understand produc- j 
tion needs ? 

Comparisons between Japanese and U.S. approaches and emphasis 
on product quality had a specific purpose in this roundtable dis- 
cussion. That is, the Japanese model appears to demonstrate the 
pervasiveness of product quality as a tool for economic and stra- 
tegic planning on a national level, as well as for the structuring 
of cooperative linkages among Government, industry, and financial 
institutions: for cooporate structuring, 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 quality. 

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 "product quality" and its importance 
in the competitive marketplace. 

\ n 

Donald L. Scantlebury 
Director and 
Chief Accountant of GAO 
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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. I'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 Regional Office, and I'm Ed Fritts, your moderator 
for today's session. 

Dale, would you introduce yourself, please? / 
MR. CUNNINGHAM: I'm Dale Cunningham, I'm with Texas 

Instruments in Dallas, Texas. 
I 

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

MR. RWBINSTEIN: 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 / / 
Trade Commission. 

MR. KEHLBECK: I'm Joe Kehlbeck, 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 of Commerce. 

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

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

MR. BARRA: Ralph Barra, Westinghouse Electric Corporation. 

MR. WADA: Chris Wada, Sony Corporation of 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, GAO. 

GAO'S ROLE 

I'd like to say at the start that you may wonder who all 
those people sitting in the back of the room are. 1Most are GAO 
staff people who are very much interested in productivity and prod- 
uct quality. A few people 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 Office 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 responsible 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 reconunen- 
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 of which we can measure and 
some we cannot. 

We are an independent organization. The Comptroller 
General is appointed for a 15-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 
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 also 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. 
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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 histori- 
tally. 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 control 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. 

I , 
What we are going to be concerned about today is how this 

came about. Where are the examples of high quality 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 r 
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 Ed Fritts will introduce them in due course, but the idea 
here is, to put it colloquially, 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 be spending as much of the day with you as I can. 
I'll turn it back to Ed Fritts. 

MR. FRITTS: Thank you, Mr. Staats. 

INTRODUCTION OF 
CONGRESSIONAL STAFF 

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



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 Congressional 
staff people, because we're working very closely with them, to 
raise questions 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:OO 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 Jhe traces" to go to Commerce to head up 
the Cooperative Generic Technology Program. Fred, welcome back 
to the halls of GAO. I*, 

MR. HAYNES: Thank you. 

MR. FRITTS: The only absentee so 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. I found out very quickly 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. And, 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 also fully aware of your concerns. We share 
those concerns. 

The agenda that you received was our attempt to separate 
the levels of quality, if I can put it that way, from a national 
policy level, further and further down to the micro level, or shop 
level where product quality goes in as ultimately measured in the 
marketplace. Obviously, we can't separate them entirely. Every 
single aspect of product quality is related either directly or 
indirectly to every other aspect. 9ut it's a way, I think, of 
handling perhaps the discussion here. 
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BASIS FOR DISCUSSING 
U.S. VS. 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." l/ Let me empha- 
size that we're comparing Japan versus the Unitea States, not to 
introduce 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 
quality: 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 point 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 quote 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? 

l/"Business-Government Relations in Japan," Pacific Basin Cqnter 
Foundation, 1980. P. 2 (available from Y. Tsurumi, Baruch 
College, New York, X.Y. lOOl@) . 
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DR. TSURUMI: Let me make a very topical statement. 
Yes, indeed, the product quality has been the recognized element 
of Japanese business strategy. There is no question 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 
quality as an integral part of 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 hour, 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 absolute product quality-- how many units you can produce--and 
the scale economy of large scale production 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'nbtain 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 quality at the same 
time. 

ROLE OF JAPANESE 
GOVERNMENT 

Nowd how 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 
out 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 observation 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 kknd of 
framework for the industrial allocations of the crucial resources, 
in particular scarce resources, like technology. Technology was 
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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 recognized as 
an independent and necessary policy variable by the government and 
by private industry. 

The government role is more *like giving the first draft 
of their future vision of the world, like the economic 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 look 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 know that, unlike 
the United States, Japan doesn't have ample resources to spare. 
So from the outset, 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 cl&se consultation with industry and labor, 
each industry must reconcile different views. 
of views emerge, 

Otherwise, diversity 
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 to 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 acquire 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, 
it, 

the indicative economic system, as we understand 
is not unique to Japan. France imnlemented. rather successfr~l Iv 



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 Japan and France might be in- 
teresting. I don't think this is a superficial contrast. In order 
to implement the goals of the indicative economic 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 .i I 
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. Also, they 
came to own some key parts of manufacturing industries, the auta- 
mobile industry in particular, as well as others. 

The indicative economic planning system was not unique 
to Japan, but the way they went about implementing it might be 
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 centuq now, 
and after World War II they wanted to do things together. 

Therefore, once some kind of shared goal 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 itses the industrial policy is 
through administered competition. All governments try to adminis- 
ter market competition, but what it does in Japan is to promote 
the ,philosophy of "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, yolk 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 tc regulate the first of three 
entrants or four entrants as the domestic market size increased, 
rather than si;nply letting the initi al entrants cover the increase 
in growth; let's try to brin3 in a few more competitors and.30 
through a whole shakedown process. Eventually, they tried to re- 
ward the survival of the fittest, and meanwhile, always mindful of 
allocating the resources out of the declining industry into the 
future growth potential. 



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. It's not a rigid system. 
It leaves enough leeway for entrepreneurial things. And obviously, 
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 enough industry difference. 

But the only point I wanted to make here about the in- 
dicative economic 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 to targeted 
industries and let the pkivate 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 production process technology--how to 
make this particular product once you design it. Then, all these 
technologies are considered as an independent policy variable. 
Private firms have internally absorbed that concept and have built 
their export growth strategy as well on the notion 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 of 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: I'd like to supplement what Dr. Tsurumi said. , ' 
by taking an example from our experiences. First, when Sony wanted 
to take a license from Western Electric in 1953 on the semiconduc- 
tor, the Japanese Government 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. 

Yumber two, in 1968, the 21.A [Electronic Industries 
Association] said that all televisions from Japan were being Zumped. 
Sony proved to the U.S. governrer.t that we were not dumping. ,l-fter 
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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 not help in this. 

What I'm trying to say is that as far as Sony is concerned 
with our crucial successes, I don'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. 

E 
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 
important for us but I think the clue for success is not so much 
in government, but the clue is in each company. 

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

I 
MR. WADA: I think so. 1 
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 FOR%TION 

MR. FRITTS: We must recognize, however, that in the 
total innovation 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 played a very important role. 

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

MR. FRITTS: Yes. 

YR. W-A : 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. Sony is the same 
way as Mr. Wada has said, that government never, in a sense, put 
any support 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 national solidity. Therefore, government stepped in. 
But after that, I'm sure Sony 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 one 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. 3 

Therefore, what I'm saying is that American industry has 
matured already in terms'of financial standing. IBM is a good ex- 
ample, probably. They're doing one of the best quality products 
as well as Hewlett-Packard and Westinghouse and we can see it. But 
they do have financial support by themselves, I believe. Therefore, 
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 qual- 
ity. Then we can be on our feet. 

DR. B-SON: Let me just introduce a little leavening 
to 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 of 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. Naqata have pointed out, that the 
government policies have always had a certain ambivalence and have 
on the one hand, chosen instruments and in a sense of nurturing 
the early stage of t:?e industry as a whole: and at the same time, 
maintaining a kind of free for all in the internal competition. 

In the early period of 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 rationalization and merger. And there 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't 
get preferential treat-Tent. 
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PROVISIONAL 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 traditional 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 
broad range of government 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. 

PROTECTION BROUGHT 
ABOUT 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 to 
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. It'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 one 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 cf 
critical concern about growth targets and growth environments and 
an overall shield and incentive to 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 tec:lnologies, generic technologies-- 
that's a very important piece of the puzzle. Perhaps Fred can 
address it. 



OTHER GOVERNMENT 
LINKS TO INDUSTRY 

DR. BARANSON: Let me say just one other thing, Ed, that's 
very important. There's another 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 whatsoever for doing that. The only area that I think 
is anywhere near that is in the Department of Defense. When we 
really have a critical problem in national defense, there are cer- 
tain areas where you begin to collude. This would be what is 
called intelligent forward thinking and planning, and would be 
called collusi& in this country. And they have a body and instru- 
mentation in Japan to do this and we don't. 

ANTITRUST LIMITATIONS 

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

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

MR. FRITTS: Yes, I don't want to put you on the spot. 

MR. FEUILLAN: I understand that. 

DEFT. OF COMMERCE EFFORTS 
IN PRODUCTIVITY, TECHNOLOGY 
AND INNOVATION 

MR . FRITTS: Fred, I'd like to ask you, what are-the 
pieces 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 try, 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 relationshi? between the two. 

We're obviously try1ir.g to shoot for the same target but 
from a different cultural and eccnomic background. Zmmerce, as 
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you know, reorganized in March and created the Office 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 looking at how 
the United States' economic growth is going to be developed 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 one 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. Bad not the 
government cooperatively gone in and done what machine tool 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 tool 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 equipment, 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 diffusion of the results. 

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

JAPAN'S SURVIVAL DEPENDS 
ON EXPMSIO" 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 to provide jobs because even though 
only 25% or so of their labor force has lifetime emploment, the 
only way an individual firm can continue lifetime employment is 
to build a new plant to try to expand its market ant! create more 
iobs. 



SPECIALIZATION OF 
FUNCTIONS: PRODUCTION, 
MARKETING, AND FINANCING 

Additionally, they have segregated their goods producing 
activities into several highly interactive functions. For example: 
the purchasing of materials and the marketing of goods are both 
often done by the international trading companies: the firm's fi- 
nancing is frequently handled by their associated 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 outside of Japan. 
And, as I think we have all seen, if you are going into interna- 
tional markets, it is quality that's going to take you there. 

JAPAN ADOPTED AMERICAN 
MANAGEMENT TECHNIQUES 

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

U.S. EMPHASIS ON 
PRICE NOT QUALITY 

One of the reasons you don't, I believe, 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 dis+; ,;nction to make when we're trying 
to talk about the structures that were arranged in Japan to enhance 
quality and therefore make their goods 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 on. I apolo- 
gize. 

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



WORK SIMPLIFICATION AT 
TEXAS IXSTRUMENTS: 
PEOPLE INVOLVEMENT , 

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

That whole program is geared around people involvement; 
that's basically what it is. Team approach to solving problems. 
It's been a continuous program at TI ever since, and it's evolved 
now into really what we call the PhAE program, the People 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&AE teams or TIP teams, Team 
Involvement Proqrams, 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 whate+er plant we're trying to solve it in. 
We're in the office, we're in the boardroom or wherever it may be. 
We try to do it as best we can through an employee team. 

. 
Under the theory that the people 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 job. 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 to some solution coming down from the top that every- 
body tries to find all the reasons why it wontt work. 

So that program has been a continuous program at TI. 
We think we've 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 November of last yearp Tf 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 plants' 
divisions but we never had a corporate function. 



U.S. PRODUCT QUALITY NO WORSE, 
BUT COMPETITION IS BETTER 

But in any event, wit3 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 good. I think the 
strongest company ought to be able to survive in the world, with 
whatever it is they're making. And the Japanese ledrned 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. So 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 good job of engineer- 
ing. Good design, good tests, they come out with good products. 
And then they've had the strategy that their high quality was re- 
quired to capture the Western markets which is where they need to 
sell. Their quality had to be as good as the quality 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. Aild it, seems to me if we do that we'll pull back 
up out of where we are; 6e'll succeed. 

MR. FRITTS: Part of that I think is first to recognize 
that there is a problem. 

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

HIGH QUALITY DEZMANDS 
GOOD DESIGN 

MR. HAYNES : Building on that, I'd just like to offer a 
brief observation, too, as a matter of fact. I just came back from 
the .West Coast talking to our semiconductor friends about differen- 
ces in design concepts. And I was floored 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 50 pecple; 50 engineers. I don't know how they 
classify them but at least that's how they come across. The aver- 
age size design team in the U.S. is from 8 to 10 engineers. Now, 
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 unique team, desiqned to en- 
sure that quality is designed into the product. Furthermore, they 
don't necessarily pay any attention to the existing procoss.tech- 
noloqy. They may design new equipment at the same time they're 
designing a piece of IC (integrated circuirry). 
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JAPANESE INCENTIVES: 
DEBT VS. EQUITY 

And 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 look 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 opposite is true in the United 
States. If my statistics are right, 58.2% is financed from equity 
in the U.S. 

SHORT 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 quality of any manufacturing process --the process technology 
itself. 

And 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: quality control 
is built in. That in-process quality control assures that you 
don't add value to the product when it's no good. We don't do 
that yet. 

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

: MR. HAYNES: If you're financing more 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 is interested in loaning money, they are intere?+.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. XcGraw- 
Hill surveys I think suggest that on balance when the top 8 in- 
dustries in Japan are compared to those in the U.S., two-thirds 



of their process equipment inventory is less than 10 years old. In 
contrast, we're running just the opposite-- 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 equipment than they, and as a result, start to feed inflation 
earlier. 

DR. BARANSON: 
important. 

One other point on that, and that's very 
A Boston consulting group did an analysis also of the' 

Japanese firm and its after tax, after distributed dividend income 
to the company, and they're higher. It'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 component to the financial structure. 

MR. FRITTS: So 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 
distribute 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 reports against Japanese annual reports, and what 
is very interesting is that Amnerican annual reports have lists 
of both boards of directors and of officers. In Japan, we have 
only one. We don't have the two lists. There may be one or two 
outsiders who sit on the board of directors. 
shows two: 

Sony's annual report 
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 borrow more and more and more. 
You borrow and pay the interest before tax. Inflation will help 
you l You'll be so happy you borrowed. 

(Laughter.) 

In -erica, you are zore concerned with dividends. You 
have to pay dividends after tax. tid again, 
tax on the dividends you receive. 

you will be paying 
Tremendous disincentive. In 

Japan, take Sony, for example, 
version of color televisions. 

we took a long time to perfect our 

for about five years. 
'rle spent about $700,000 every year 
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The founder 
was spending $700,000 
coming in to fire him 
were the same people. 
about 11 or 12%. The 

of our Company was heading the project. He 
every year for about five years. No one was 
because the officers and the board members 

The average Japanese company's equities are 
manufacturer's is about 15% or 163, and a 

larger portion of that small percentage is usually controlled by 
a board of directors or the officers 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 TO BE 
ECONOMICALLY STRONG 

In 1945, the war was over. 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 1960's the 
Vietnam war. There were many business opportunities in defense 
associated with those wars. 

In 1955, 1956, I was working in the U.S.-Tokyo Ordnance 
Depot. I was sitting with Sergeant Nicholas, Sergeant Kopeski, 
Sergeant Humphrey and so forth. 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 psychology makes us 
work harder and we're united instead of having adversarial con- 
frontation among ourselves. We don't want to have adversarial 
confrontation between management and workers. We work together. 
And thank God the financial structure in Japan works in our favor. 
Faced with the problem of continuous expansion of the market, we 
have to see if we can co-exist in hamony. 

JAPANESE BANKS HOLD EQUITY 
POSITIONS IN COMPANIES 

MR. VORHES: Chris, in add' ,tion to borrowing from the 
banks, did the banks also have an equity position in the companies? 

MR. WADA: Yes, because very often through quick expan- 
sions, companies could get in a very dangerous financial position. 



There were so many electronics companies growing with borrowed 
money. Many companies have gone down, and only the strong and 
correctly managed ones survived. Every time a major corporation 
goes down, many subsidiaries or related banks have to qo 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 to make suggestions in engineering 
design. Within Sony, in one year we had aatremendous 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. In one 
year 1,500 suggestions., 

So because of a situation like seeing another company 
going down, every employee 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 you're attack- 
ing yourselves. 

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

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

MR. COSTELLO: I just wondered if maybe some of the 
representatives of the American businesses wanted to comment on 
the debt versus equity qlrestion as to whether it would be feasible 
or even desirable within the context of the American economics 
system to have some shift in that ratio that Hr. Haynes just out- 
lined. And it's something that certainly has congressional policy 
implications because we have a virtual obsession in Congress right 
now with the question of whet-her we ought to be, with tax incen- 
tives, encouraging more savings or more investment among average 
peers. 

MR. CUNNINGHAY: I'11 camment on that. I think we aqree 
totally with what Mr. Eiaynes said. We can get money; what we need 
is incentive from a tax and depreciation point cf view to make 



longer-term investments. The Japanese make investments based on 
10, 151 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: I Why don't we give the other business people 
an opportunity. I think it's very interesting to hear their com- 

1 
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ments. I 

In the first place, on debt-equity, firms like Sony, 
Matsushida, Honda, their debt-equity is untypical. It's closer to 
SO-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 question 
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 areasp and defense is the 
only one--I mean, one of these small areas where we do that. Nor 
is there any sense that when an industry--they have systems to 
seek early warning when the thing is 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. Pro- 
fessor Tsurumi, I hope, will mention it. He wrote an article j 
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 reconstruction. 

! 

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

SOME AMERICAN COMPANIES SUCCEED 
UNDER THE PRESENT SYSTSM 

One other thing let me mention. The TI [Texas Instru- 
merits] case has been a continued enigma. Why is it TI is a thriver? 1 y 
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 153 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 system7 I think 
that part of looking 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've done beautifully and they are managed like 
a Japanese company. 

I 
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MR. FRITTS: I would like to ask Dale to respond 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 ago. 

MR. CUNNINGHAM: Well, I think part of the problem is 
understanding the problem, as you mentioned. TI has been very 
concerned and very interested in it and it's been one of our ob- 
jectives to constantly improve our productivity. As I think I 
mentioned 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 people, it takes trained 
people, it takes being sure that the people do everything right, 
people 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 people and asset 
effectiveness. And as a result, we have forced ourselves to con- 
tinuously add equipment to keep productivity going up through 
capital investment. And we've used every trick in the game to 
figure out how to procure that equipment, how to raise the money, 
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 of rules everybody 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 
market? 

MR. CUNJ9INGEU4.M: We have, through the last number of 
years, self-financed our growth. Earlier this year, we had to go 
out and borrow money, large amounts of it. 

HIGH QUALITY 
CONSERVES RESOURCES 

MR. RUBINSTEIN: I'd like to make a couple of comments. 
First, in terms of objectives. Quality isn't only a way to improve 
sales, it's a way to save resources. And that activity is criti- 
cal not only to the Japanese but to our-selves. The Japanese now 
are saying that their current objective is to reduce their compo- 
nents by one-third while keeping intact all the reliability fea- 
tures of their products. The potential 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 ressonsikility to be able to conserve 
our resources ar.d we're going tc have to get ourselves into the 
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position to be able to do that. The position that lets you do 
that is to have an effective system of manufacturing and quality, 
based on the total organization's participation in improvement and 
self-control within manufacturing. 

It seems to me the question of what the Japanese did to 
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, becduse 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. 

1 think, for some of these questions, we might look at 
some underpinnings of the Japanese system in 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. If you can raise some of the underly- 
ing principles that you're alluding to, 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 quality as a system in the United States. In 
the United States it's maintaining your quality standard. In Ja- 
pan, it's to change your quality standard. The activity of the 
total organization is involved in reviewing continuously how you 
can improve the quality of the product and the quality of your 
operation. And it involves the entire organization. 

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

ORGANIZATION FOR QUALITY 

In Japan, they've organized a system in which the total 
organization is involved in improving operations. Let's look at 
the quality 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 :I~~ality 
loss or warranty loss. Two hundred of those problems, or lo%, 
represent 50% of the loss. And 90% of the problems produce the 
other 50% of the loss. Toyota assigns the 10% of the problems 

25 



that are the big ones --that produce 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 silnilar. 
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 organization to correct. Then there is a 
difference. In Toyota the other 90% of the problems., the smaller- 
and less critical ones that produce 50% of the loss, are then sent 
to the entire manufacturing organization and they're distributed 
to quality control circles, or problem-solving 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 F:.mblems also go to engineers. How- 
ever, the opportunity 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 is 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. 
LWAGEXENT IXHIBITS 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 reason why we have had Eailures in this 
country over the last 20 to 30 years in these programs, and par- 
ticularly with continuity of these programs, is constant cilange 
of management. When managers change, a new manager comes on board 
and has a different set of objectives. There's no motivation to 
continue programs or efforts started by a predecessor. 

LACK OF CREDIBILITY 
INHIBITS QUALITY 

The second reason for failure of these organization 
programs is related to the lack of credibility of these programs 
with the work force. Now ‘ if you have workers involved in problem- 

‘ solving activities and there's a layoff and they're laid off, what 
credibility is there to this type of activity? Further, if the 
union sees this as a vehicle for speed-up or a way of looking at 
greater efficiency which is translated as the same amount of work 
with less people, instead of, 9ow do we get more with the same 
people," then the credibility of allch programs is question4 5;~ 
the trade union movement. 

OVZRSPECIALIZATION 
INHIBITS QUALITY 

Let' s add a thir< factor, namely the vested interest in 
a specialist class in this country. Our total educa'_ion program 
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and the total organization of our engineering community is around 
the concept of solving 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 on. 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. It's very easy. 
But it's very difficult to continue it. 

The Japanese have had difficulty with continuing it. 
Toyota has had two starts in implementing QC circles. Many organ- 
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 ilave to 
look very carefully at any recommendations that are made--to see 
if they would, in fact, be continued, And those are some of the 
places where I think government can help, not to duplicate t3e 
help that the Japanese Government gave. What Japanese government 
did about quality was that it said: Ilyou're not going to export 
unless you meet a quality mark," and they allowed semi-government 
agencies to be created that set Japanese standards, set up train- 
in9 , set up consultants, made sure that a quality 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 approach that will address those problems in our society 
that are preventing this kind of an effort. 

Now, some of the gooj. 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. I think the rela- 
tionship in the auto industry has changed between tSe major cor- 
porations and the union, in terms of how they can jointly atc?Zress 
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 liff 
and of the system as a whole, while maintaining their own indivi- 
dual responsibilities to their constituencies. 

There are breakthroughs in place now which make it 
credible for us to be able to successfully move to,-Jard a massive 
solution. But I think we have to very carefully analyze what has 
prevented us from doing it u? 50 this point. 



I sat in Washington in 1972 at a meeting of the Xationa; 
Academy of Engineers. The topic was quality. The questions t'nat 
are now being addressed were addressed then. The issues were ad- 

dressed then. The call to t'ne government to get involved was made 
at that point. Nothing came out of that meeting. The general 
attitude was one of arrogance, one of saying the only thing the 
Japanese know is what we've 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 quickly 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 somewhere. 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 TECHNOLOGIES 

One of the t&hnologies Sid is talking about here is 
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 developing new robots as compared to 27 in the 
United States, and the Japanese government, just 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 announced 
a more than doubling in its scrap and rebuild program. Compare 
this and think about what happened at Chrysler, and failing to get 
this thing in time. 

I visited Hitachi a few months ago when I was in Japan, 
and ,this was their latest LSI, large-scale integration, one of the 
most modern. This is where the 53,000 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 something at .02 seconds. 

This scrap and rebuild and the money they're ,utting 
into it and this dynamics, that' s what we have to tinderstand. And 
we're talking now-- we're dealing with a 15-year gaD almost, of l+;- 
qinq irz this country compared to f?Jll speed ahead in Japan+. 

MR. NAGATA: Yatural::/, in order to make a robot OCR .x':at 
we call in terms of industry a "jig," they don't happen overnight. 
As everybody knows, it takes a 'zng time to maXe a 11; and t:len 
after all, it will be a robot. 
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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, is safety. In Japan, if you visit Japan, there have to 
be always in big writing in the middle of the aisles, "Safety is 
Number One." I have visited quite 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- 
oped: 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 TX has had a program. But until 
recently you have realized that you have quality 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 quality control 
circle imported from Japan. But we have to see and we have to 1 
analyze the zera-defect program, how it could be implemented and 
how effectively it could be worked out. Well, the quality control 
circle itself is approaching it from one angle; that is, problem 
solving. How to minimize cost, how to increase the productivity j 
after quality goes into the product. And zero defect goes parallel i 
to the program. I don't know what kind of program TI has had, but 
basically the United States in 1962, July 20th, they had and we in 
had developed a system. But nonetheless, we start drifting apart, 
in a sense, and then we're looking for something. 

BUILDING IX QUALITY 

Another comment I'd like to make, as Fred mentioned, 
total quality control system, that quality has to be made a built- 
in, not at the end of the production line. It's got to be Suilt 
first with the people. The workers, fortunately or unfortunately, 



know the best. So we should invite those people on the design 
phase with engineers, production design people, corporate head 
people, so we all talk and discuss it. ??len quality will be built 
into the product. 

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

QUALITY CONTROL 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 quality control circle and the Japanese total strategy 
of just how they got that concept to work 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 of what I saw in Japan is definitely transferrable to the 
United States and now I'm provinq it at Westinghouse because we 
are doing it. 

29 



Some of you who are familiar with quality 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 strategy to improve pro- 
ductivity. When you look 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 companys we can take a look, I think, at the secrets of 
success the Japanese have had in productivity. 

MANPOWER 

Look at manpower first --Education and training, The 
Japanese after the Second World War put a top priority on quality, 
but they started with education of the presidents of their corpo- 
rations and the top executives and middle managers. And it qradu- 
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 quality: quality added to the consciousness. 

QUALITY IS MIDDLE 
MANAGER'S EZESPONSIBILITY 

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

d 

\ 

QUXtXTY IS WORKERS' 
RESPONSIRILITY 

And as t1 ?se workers learned the problem-solving techni- 
ques, they then realized gee, with these powerful tools that we 
have, let's actually solve problems. And they did. 

I/Japan Union of Scientists and Engineers. 
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CAUSE AND. EFFECT DIAGRAMS 
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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 to be implemented in any organization in 
the United States if you want the quality 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 to 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 years ago, 
so we're not going to start turning things around in just a few 
months. It's qoinq to take the United States or any one of our 
corporations several. years of dedication in the educational area. 

MATERIALS 

The second area is purchased materials. Some of the 
comments were made wher,e do we need government support. Certainly, 
one of these areas is to'provide mechanisms where we can qet more 
cooperative relationships between suppliers and the people they 
suPPlY* The Japanese have done this. 

THE SUPPLIER 
"FAMILY" 

They have a family, and when they have productivity as 
a goal of the major corporation 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 Scny's 
television set can last 12 years without a failure. And we have 
to do that. 

HIGH COST OF DEFECTS 

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

(General lauqhter.) 
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And he said all we had to do was to ask for the best and 
we would have got the best, too. 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 to 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 look at productivity or quality improvement 
as a social responsibility. Not only do we as a corporation have 
responsibility to our 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 corporation only as being our ob- 
jective or responsibility: we have to look at the productivity of 
our nation and our customers. So, looking.at it that way, it 
behooves us as a corporation to be responsible to our customers 
who then are responsible to the nation to be more productive. And 
then looking 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--automation--the Japanese with 
robots, with automated tests and inspection equipment have been 
able to get away from the kind of problem we've 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 
quality 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 
QUX,ITY.CONTROL: THE 
ADVERSARY APPROACH 

When we look at productivity measures, it's no wonder 
we have low productivity growth, beca!se most of our people in 
some of our factories are associated with looking over the shoul- 
ders of other people rather than doing productive 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 people 
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 responsible for the quality of his work be- 
cause there's some inspector who's being paid to do that for him. 
And it also promotes adversarial relationships within our depart- 

'merits. Engineering, manufacturing, purchasing do not talk to each 
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other: in fact, they point fingers at each other when we have 
quality problems. It's not a team approach like Texas Instruments 
is showing us is the right approach. It's an adversary approach. 

I come from a background of being in quality for some 
25 years, so I know the relationships I've had with engineering 
managers and purchasing managers and manufacturing managers. I ' ve 
been the bad boy because I've been demanding quality and they've 
been telling me I've been holding it up because my inspectors and 
my engineers have not been accepting the product and letting it 
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 quality department. They were able 
to say to the president of a company you're responsible for the 
quality, and then he said to his staff you're all responsible for 
quality and then it filtered down so that everyone was responsible 
for quality: therefore, there were no adversary relationships. 
They all assumed their responsibility for quality. 

HIGH QUALITY THROUGH 
AUTOMATION AND ROBOTICS ' 

So you get back to the machinery part. Automation, 
robotics are good things now. They have to be looked at as good 
things because they will improve quality. Robots, 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 can have more exciting work with robots working 
beside them. They'd be more productive. 

When you look at the machine inspecting rather than 
having people performing an inspection-- let a 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 in the eighties and nineties we're going 
to see a lessening of the number of blue collar workers and many, 
many more people involved in what we now call white collar activ- 
ities in the factory. It'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. 

METHODS 

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 Ln Japan beautifully. With 
value engineering they design qua lity riqht into the product in 
the beginning. Less parts, less ccnponents, better parts and they 
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design the product so that the customer perception, as in the auto- 
mobile and steel. industries, is in concert with the way we measure 
and produce 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 our 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've had in our 
participatory management concepts, our organizational development. 
Our psychiatrists have told us that in the hierarchy of needs, 
once you’ve satisfied the lower needs of the worker then you've 
got to now satisfy his need for dignity, respect and his need to 
be creative. Quality circle gives that to the worker. 

The quality circle also provides to management a mecha- 
nism to learn how to listen to his people;how to communicate with 
his people which he hasn't learned for years now. Our 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 'running 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 your 
directions. 

Well, that's the wrong way around. 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 out 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 to do that. 

A lot of people are telling me that gee, we've had qual- 
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've been talking 
about. It embodies education and training of the workers. We 
teach them problem-solving techniques like statistical quality 
control 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 a mechanism 
now that we never had before. 

Most of us have had training courses in most of these 
concepts --brainstorming and all these others, What has been missinq 
is the fact that when you leave your classroom you go back to your 
job and management, your boss does not encourage you to practice 
what you learned. I learned value engineering 15 years aqo, and 
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I was a believer. 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 
million dollars. And I was really excited about it for about a 
year until I realized that my bosses and the other people around 
me weren't as excited as I was, and I got back to my regular way 
of functioning. All those beautiful documents and books went into 
the bookcase 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- 
cational evening schools. 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 one 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 recormnen- 
dations of the people. 

JAPANESE AUDITING 
OF 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 out that all their business 
unit managers and plant managers are interested in quality, you've 
got to look a little deeper and say why are you so interested? 
Well, the president's visiting me next month, and he's going to 
be studying me for three days and he's going to be measuring me. 
He knows what my defect rates were. He knows what my problems 
were last month or six moczhs ago, and he's going to measure me 
again. And if he doesn't like what he sees, I'm going to have to 
answer a lot of questions and I may not be here later. 

Well, their top executives are involved in that kind of 
an auditing system, which is a very effective one. It's not that 
we don't have those in the United States. We do, but too often 
we lose sight of the total value of that auditing system and the 
importance of the involvement of to9 management. In many cases 
we delegate that responsibility to some quality organization, 
which is an adversary role once again. And so you get this qual- 
ity organization going over into manufacturing auditing. You 
know that the manufacturing people are going to hide the problems, 
they're going to try to qet away with as much as they can and. hope 
that that quality guy doesn't find the real problems. 

NO SIMPLE ANSWERS 

so I think just to summarize, we can't look at any one 
thing as the solution or strategy. ;3e can't lock at quality 



circles as the total answer. It's not the panacea. But if we 
look 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 hess 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 into our own training and improve our 
training ourselves so that we can maybe hit that mile in three and 
a half minutes instead of four minutes. 

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

NEED FOR A NATIONAL FOCti 
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 to the macro point 
of view. That is, in Japan they have a highly funded very dynamic, 
very well staffed Japanese Productivity Center. In 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 Office of Management and Budget 
with a total staffing of two people. 

Now, at the risk of antagonizing Mr. Haynes--. 

(General laughter.) 

I would suggest, seriously, though, that there is a prob- 
lem at the highest level in this country. That is, there is no 
national plan on prrductivity, whereas the Japanese have a con- 
scious, well-articulated plan on a national basis for productivity. 
There is 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 is no national center, no U.S. ten-. 
ter. Japan has one, other countries have them. And I would sug- 
gest perhaps that no long-term solution 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 Se, makes a lasting dedication 
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to the concept of productivity and its importance and establishes 
a center on productivity: a center which could bring together the 
government, labor and management. , 

At the present time, for instance, we have labor- 
management cooperation in the Department of Labor 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 Productivity Council met? 
Three times in two years. There is 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. FRXTTS: Thank you, Tim. Joe Kehlbeck? 

MR. KEHLBECX: 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 opportunity 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 just to comment on my ob- 
servations. 

RAPID DIFFUSION OF 
PRODUCT TECHNOLOGY 

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

SLOW DIFFUSION OF 
PROCESS TECWOLOGY 

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 look at product technology and process technology, it is ob- 
vious that quality and productivity go hand in hand--you can't 
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 l~ou'r e getting higher productivity. 

In one of my visits to a factory in Japan, the people 
were explaining how they had elirnirated 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 quality 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 some- 
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 for 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 TO UPDATE 
TECHNOLOGY 

In conclusion, I think there's a real need for us to 
update our factories, especially in process technology and to 
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. 

I also feel that we need to address the people problem 
and'that has come out in many different ways here this morning 
with quality circles and the need to change the adversary rela- 
tionship between management and unions. There's certainly a need 
to aggressively address the "people problem." 

But, I'm convinced that with the support of government, 
industry in the United States has the wherewithal -0 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. 

(A short recess was taken.) 
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MR. FRITTS: I'd like to resume the discussion by asking 
Jim Vorhes from General Motors to qive some of his perspectives 
on the issues we've discussed. 

RELATIONSHIP OF 
PRODUCTIVITY AND 
PRODUCT QUALITY 

MR. VORHES: Thank you. I won't take our-time to go 
back over many of the same areas, but will make a couple observa- 
tions, and ask a couple of general type questions. 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 quality is second. I don't mean 
in importance, but that quality 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 other way around. 

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

MR. VORHES: Alriqht, 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 quality. Those of you who have gone through an automobile as- 
sembly plant know 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 door ends up fitting. 

(Laughter.) 

In fact, our industry should have fired those people 
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 produce 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 look to 
see if it fits, because he knows that back in the system everything 
was made right. 

Too many times in our prccess, we weld together 15 pieces 
to make a door opening, or to assemble a door. The whole thing 
becomes a matter of having each piece made right, not just one doer 
opening made right or one door made right. The process tSat pro- 
duced the methods to make that ?!oor opening right wasn't perfcrmed 
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from a quality point of view originally, I don't think, but rather 
from a productivity point of view, and quality was simply a natural 
follow-on to that. 

I have the sense-- and I'd be interested in learning more 
if I'm wrong, 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 development in that 
period, as opposed to a 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 relationship between the two, or if there is an order between 
the two, 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 quality in the Japanese business world and in 
ours. I sometimes feel that in this country we associate quality 
with a product that has,dimensions according to a blueprint, if 
the material is the right material and the door either fits the 
opening or it does not. In Japan, I sense that quality 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 component plant 
in the United States that was part of a system supplying an 
assembly plant. If at noon on 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 out on the dock and he knew 
they weren't all bad but he knew that more of them had to be bad 
than should be because of his knowledge that something happened 
to that process that morning, he's got a decision to make. It's 
noon on 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 UD again, or should 
he ship the widgets--it's Friday after all--finish the afternoon 
shift, and then work over the weekend to check his process? I 
guess that usually in this country he would ship the widgets and 
sincerely work over 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 that both managers arrived at 
their decision exactly 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 
ourselves whether business and government have the relationship t3 
make any scheme or plan work effectively. That question has been 
raised a number of times this morning. Is 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 you can write the most beautiful music in 
the world but if we're not going to 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 some of.them a little later. 
Mr. Vanik has arrived. Congressman Charles Vanik from Ohio who is 
Chairman of the Subcommittee on Trade, House Ways and Means. Good 
morning, Mr. Chairman, and welcome to this roundtable discussion. 

CONGRESSMAN V&&K: Thank you very much. I just want 
to say that I'm grateful to the membership of this distinguished 
panel for your work on the issue of quality of production. Durinq 
my last four years as Chairman of the Trade Subcommittee, I've 
come to believe that improving the image and the reality of qual- 
ity of American products is one of the most important steps we can 
take to compete with the Japanese, the Germans and others. And I 
say that if we can't find a better way to become more competitive, 
then there will be irresistible pressures in the Congress for trade 
restrictions. 

I want to just say that I don't want, at this time, to 
respond to the question of 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 respect 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 of pollution. I've found many people abroad in Germany and 
in Japan traveling, selling American developments in pollution 
control and American developments in OSHA. So we've created a new 
item for export. And I don't think there's going to be any back- 
ward step in America. We're not going to back off saving the 
environment. 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 
unique, and it's not partisan. There is a greater interest on 
the part of Congress to qet involved ir! the concerns of American 
business. I think you must recognize that. And I think that this 
climate is one that's conducive tc workinq cut a more effective 



relationship between Congress and our business community. I ' ve 
urged my colleagues in the Congress to travel less abroad and 
more in $he 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 of and have hearings in the various areas of 
Rmerica that are producing specialized products. 

I might add that as one 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 parade of 
people that look for tax reform or tax changes as a solution to 
their problems. I've a$ked all of these people, 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 
l-lo. Would you 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 cumes 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 our 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 
good part of the world is looking 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 going to look 
more to our tax system than we will at theirs. 

But there have been some differences in management, in 
the style in which foreigners 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 competition of foreign management here in 
America, to see if there are some differences in methodology or 
approaches to the productive system that might be useful. I think 
there is very wide room for an interchange of ideas and of ap- 
proaches. And I'm very much afraid, for example, in the autcmo- 
bile industry, that our competitors are--I think we're makinq 
progress and I think the progress has been very slow. But you 
must remember that at the time cf the oil crisis I was one of the 
first-- 1 was the first member of Ccngress to introduce a bill to 
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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 other 
countries, I think some people would have been banished for their 
indiscretions in business decisions because I remember the manaqe- 
ment of a company that we have since tried to 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 television ads, they see your advertis- 
ing, and they become absorbed and taken into this process." 

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. It's worth 
nothing, so I have no capital investment to worry about. I have 
a very fine Oldsmobile that's very good for its size. It's a 
1977 car, and I'm still waitinq for my $200 rebate, which I don't 
think is enough because I've lost $500 in gasoline for not getting 
the California car which,1 thought I was buying! And I feel that 
that hasn't been settled to my satisfaction. I'm one of the people 
who's on the other side of that unsettled issue. 

I just feel that today while our industry is creeping 
ahead on gasoline efficiency, I'm astounded by the accelerated 
gasoline 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 our side is--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 frog in the industry. 

I've urged the Japanese and the Europeans to develop 
plants here. I've urged that they buy component parts made in 
America, and I've asked that in the interest of economy 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 sold in this 
country. That's a big business *which will approach $7 Sillion 
within the next three or four years. 

So I say I hope, I hope, that if we have the introduc- 
tion of competitive systems of prodIction here. I think it would 
be good for -erica. We've given a lot of our technology; a lot 
of the technology that's been developed by General Notors and 
Ford and Chrysler and American >!otors has come out in irrtproved 
products of our foreign competitors. 3ut I think we have to move 
from their plateau of achievement, and I measure it from their 
plateau of achievement because ti:?a:'s w-hat the ccmpetition is. 
If we're now qettinq 37 miles tC a Gallon, 'de have to reccqnize 



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 own country, using our own power, using our own labor, using 
our own 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 overlook 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 be 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 a consumer advocate. I've been a long time 
respondent in consumer affairs, and I want quality products. I 
think we do so much better with an American toaster than the one 
Sony has which rings beh+s and doesn't toast. 

(Laughter.) 

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

So I think we have a great deal to learn on this inter- 
change. I hope this panel is going to be giving serious consider- 
ation to new ideas and to help us find solutions, 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 people know they're 
coming, but I don't want to throw the cost of government out of 
balance and get us into a big borrowing program. That happens 
to by my own philosophy. I think we can do it over a period of 
years and give industry in America some idea of what we can do to 
meet this problem without upsett ing the fiscal structure of the 
country. 

But I don't think America is really going to do very 
much in retreating. I don't think the Congress is going to do 
very much in retreating from our standards, which are going to 
increase with respect to safety, with respect to OSXA, with re- 
spect to pollution control. I think we're dedicated on this 
course, and the competition seems to meet these demands. The 
competition has never said that these were adverse actions of the 
United States States government. They've just set them. And I 
think the pressures are now very strcng in foreiqn 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 if it has uniform application. The people of Ja- 
pan have a greater stake even than the people of the United States 
in clean air and in clean water and in the safety of people. I-t'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 to produce quality 
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 of production and efficiency of production. I hope to con- 
tinue this interest out of office. I hope that we can keep that 
fire burning in Congress. This is the sort of thing we ought 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 on the same line, quality 
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 
people 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 ought to do what we can to accelerate the 
keen interest and the continuing debate and partnership that we 
have. We're not adversaries wit3 anybody in industry or business; 
we're partners. And this partnership of interest I think is what 
we seek; not to interfere with the decisions of private business, 
but to try to praise private business when it does things right 
and criticize it, as we criticize errors in government, when 
things are done wrong. I think tco nany businessmen in Lnerica 
have the opti9n that so many dcctcra have--to bury their rristskes 
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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 boards of 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 society to always be 
right. All I ask is that we are wrong less frequently. 

Sor I'm proud of this panel and I want to keep informed 
of what you're doing, and 1"d like to take the opportunity to 
thank you for your deep and dedicated participation in this very 
important issue. 

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

CONGRESSMAN VANIK: I'll be happy to answer any questions. 

MR. CUNNIWG2A.M: I'd just like to make a comment on 
thing you said. 

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

some- 

here 

(Laughter.) 

MR. CUNNINGHAM: I think I disagree with you from the 
point 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 VAXIK: Oh, I think it's perceived by indus- 

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 not. But the fact is it's perceived that way and we need to 
change it. 

So there's one way to go about changing that perception 
of quality of products, and that's to improve it and show good 
faith and advertise and do all the things you have to do to change 
the perception. I think qovernment needs to do the same--if it's 
not an adversary role there, it needs to be aggressive towards 
convincing industry that there's not one. 4nd I think industry 
has got a big challenqe in changing the adversary role between 
customer-vendor relationships. NC ' ve got an adversarial role with 
vendors, and I think we're all workinq 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 VWXK: I can't argue with that. I can't 
argue with the perception, but I would say that the'deqree of the 
adversary relationship is not as extensive as industry perceives. 

MR. CUNNINGHAM: I don'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 litiqative process, and this has troubled me. You wonder 
where your warranties end, and we've got to probably do something 
about that. I worry about that as a member of Congress. If they 
ever were to develop a causive action-- 1 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 
one 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 anvbody use one because it's 
a dangerous 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 carrying 
5 or 10 extra pounds of shields that are pretty difficult for aoinq 
arms to handle. So there has to be some rationale, some moderation 
and some 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 is 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 you share with us some of the 
thouqhts that you have in this area of long-range planninc? 



CONGRESSMAN VANIK: I think you have struck on what I 
think is the key. I think what the Junerican businessmen need 
more than almost anything else is 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 of 
performance, General Motors can 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 
to have a national steel policy. What do we really want to do? 
HOW much production do we want to have in this country? The same 
thing with respect to automobiles. Eow 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 production from 
all over the world in which everybody can contribute, and I think 
we can do a great job. We ought to be thinking about that. 

But instead of doing that, we spend more of our 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 discussion we're having right here is the kind 
of discussion that really ought to occur on the floor of Congress 
every day. It's not dramatic. Cne of our problems is it doesn't 
capture the media. And in Congress we have a great many actors 
now and campaigners. It's a tragic thing that our 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 out 
what you're doing when we have a revolving door 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 yet a career 
credential rather than making the public office a career and devel- 
oping the long-term expertise that is necessary to help solve the 
problems. 

But I do think there is 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 is a special need in automobiles, in high 
technology, in steel and in chemicals, and I think that just con- 
centrating first in four sectors and trying to 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. 

HR. COSTELLO: LMr . CunninGham mentioned that there is 
this pervasive, in his view, that goes beyond OSHA, sense of 
distrust and adversarial relationsh' +-g between business and govern- 
ment. I also wanted to call Yr. l/arhes 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 question is what can government and 
business do to bridge that gap. Is the kind of sectoral planning 
strategy that Mr. Vanik is talking about sufficient, or do 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 of 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- E 

ness, I suppose 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 formation 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 ecologic gains that the country has made. 
On the other hand, closing off all of the final increments can 
get hugely expensive, and there's only so much capital available. 
My company will be spending some $40 billion between now and 1985. 
Not enough of it, probably, will be spent to increase productivity, 
which is important to what we're talking about. 

As just one example, we'll be spending hundreds of mil- 
lions of 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 to build one that complies wit5 
the'regulations than one that did not, but to redo an existing 
facility takes a lot of money, and there's a question 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 to use that money to buy more robots or whatever it would take 
to increase productivity? Those are legitimate questions that 
need a rational and reasoned atmosphere to come up with the best 
solutions. 

CONGRESSNAN VAXIK: I would just like to say in comment 
that there are finite limited resources of the government to qive 
up other than the tax code. We're in a very precarious condition. 
I opposed a tax cut this year and next year, and I don'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 you borrcw 
$10 billion zow you're prcbably ?oinq to spend $20 billion to say 



it back. You'll never pay it back, it just becomes a growing debt 
that adds to our inflationary problems. 

I have personally felt that giving 10-5-3 across the 
board to everybody was very wasteful. That would be an indiscre- 
tion on the part of government. It would give some people 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 ought to be targeted. 

What do you do about 10-S-3 and depreciation allowances 
are good for the successful business? What do you do about those 
that have no income out of which they can use depreciation? Xore 
and more of our companies in America, almost half of them probably, 
are in that category. We've talked about reverse income 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 shouldn'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, somehow, if we wrote a tax law that 
says yes, you can get this, you get it for capital formation but 
you're going to have to plow it in, but you're not going to get 
it to buy someone else's business or 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 to get people off something for everybody because 
the 10-5-3 has a wide political base. As you narrow the political 
base then you narrow the chances of creating the political support 
for it. But I think it's time for people 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 quality 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 who loan money to the government, and then let them 
scatte it around the countryside. I think you have to help us 
in the Congress to write a quality law. 

MR. RUBIXSTEIN: Congressman, one of the lessons we've 
learned from Japan that's been very clear is that the responsi- 
bility of the corporation or the organization to the individual, 
particularly for job security, has been a critical condition that 
has allowed for this rapid expansion of quality knowledge and com- 
mitment to the organization. Basically, their policy is to gT:aran- 
tee that some portion of the work fcrce will not be laid off dur- 
ing cyclical downturns. 

I 



In 1976, I testified at hearings conducted by Congress- 
man Lundine, and proposed this job maintenance concept: Instead 
of layinq people off and looking toward income maintenance, you 
would keep the workers employed and they would spend a portion of 
their time in training and problem solving. You would provide 
some form of job insurance to continue their employment, instead 
of applying all the fiscal resources only after the person is 
laid off. 

You say that the Congress is now ready to look at some 
of the problems in a more serious light. Would it be your judg- 
ment that a proposal of this type-- w'nich would get directly to 
the heart of providing for continuity of employment during cycli- 
cal downturns-- could be seriously explored by Congress. 90 you 
think the tirninq is right for that? 

CONGRESSMAX VAXIK: I think the timing is right for a 
discussion of the idea. But you know, you have to relate that to 
what comes forth in the law. Just giving a declaration of inten- 
tion has no meaning, and I think it depends on the specifics of 
what kind of law you want Congress to 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 inqredient that can be provided. I 
just don't know 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 qettinq automobile workers to 
qualify for rebuilding a paint shop, for example. That's another 
union that's involved. We have very difficult problems that are 
a little different. 

MR. RUBIXSTEIN: I would think that a study of General 
Motoirs or any other corporation would show that there is a tre- 
mendous cost to the current system that could be looked at. 

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

I think we have some ccmpetitive factors, and we haven't 
said enough about the safety of the person in the automobile. I ' ve 
never seen an automobile, A..erican prcduct that said you're safer 
in this car, and I think that's such an important sellina pcint. 
I think it's a very important competitive point. 

E 

Althouqh thev've i relaxed L.r.zortant standards on auto- 
mobiles in Japan, I never thocqht there woulc! 'be much of a mar:<et 



for our cars in Japan. I feel the solution to our problem here 
in America with respect to automobiles is the production of highly 
competitive, safe, dependable automobiles Mth parts here. I've 
got letters, countless letters, from people who buy foreign cars 
and say they've got to wait six weeks for a carburetor adaptor, 
for example, which takes time to qet 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, quality products. Sometimes, when I 
think about trade I think that when you deal with quality there 
should be almost no restraint. I think the best thing ought to 
come in freep no matter what it is, and I think General Eotors 
believes in that. The best product ought to come in free. 

MR. CUNNINGHAM: All people in the world should be a'kle 
to buy the best products made in the world; 

CONGRESSLW VA8IK: Yes. 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 war- 
rying about some of the other products. 

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

(Laughter.) 

We think they're safer than most imports. 

CONGRESSMAN VANIK: I'm looking at your Omega and I-- 

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

CONGRESS?!! VAX?*<: And with a high degree of safety? 
I think that's something we ought '-,o talk about because it's a 
fine automobile. 

L want to truly say that my life was saved twice. "O- 
day, every motcrist has lapses of ,Ascom as he driT>es along C.-i2 
road. I don't worry about ranning into another car; I usually r.Jn 
into a standing object that I don't GiLit-e appraise. Rut : wazt ~2 
tell ycu that my Mercur:J was a ;stally damaged car and the ca>in 
compartment was entirely untoucke",. I had four feet of steel ofi 



each side of me, or five, which was protective and it didn't get 
pushed into the passenger section. The Oldsmobile is another fine, 
safe automobile. If you can get that Oldsmobile Delta to about 
40 miles a gallon, 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 53 or 55. 

MR. VORHES: We've got a little over 30 now on the high- :3 E 
way with that car with the diesel engine. 

CONGRESSlMAN VANIK: I want you to do it in my lifetime. 

(Laughter. Applause.) 

MR. FRITTS: Thank you ?4r. Chairman for sharing with us 
your time and your thoughts in spite of your very heavy schedule. 

DEFIXE THE PROBLEM BEFORE 
IMPLEMENTIXG SOLUTIONS 

i"IR . CUNNINGZAM: I'd like to make a comment on a ques- 
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 t,o 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 various solutions worked out. 
Maybe that's a solution and maybe it's not, but there are probably 
many solutions that have to go into 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 agree with that wholeheartedly. 
Plus the fact, and I think this is what Xr. Vanik was alluding to, 
there has to be, at the very top level, consensus building between 
those of us in government and those of you in industry and labor. 
Because consensus among those three components is absolutely es- 
sential. Ne each can't be doing our own things in our own ways 
without dialoguing with the others and snaking the total system 
operative. I think consensus building is the beginning point. 
What we have today is a form of cccsensus building. I t'nink the 
domestic policy review which Jordan Baruch conducted a year and 
a half ago was a consensus-building forum that, unfortunately, 
didn't get as far as it might have, but that's the kind cf style 
that we've got to be looking at end pushing for. 

At this point, I'd like to tlrrn the chair over to Dr. 
Fred Tar pley and change gears slightly. We've covered aany sub- 
jects and many more s'nould be covered. Fred? 

DR. TXiwLEY : X think ‘de'*Je gone throug'n a number 0 f 
topics, zot ~ecessaril~~ in crder. Tnis sessisn is !<i,?d of Like 



the freshman essay which is to address the universe and all re- 
lated problems, but in three pages or less. 

CDMPAR2!iTIVELY LOW SAVINGS 
AND INVESTMENT RATES 
IN THE UXITED STATES 

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

Jack, would you like to start? 

DR. BARAXSON: I was collared during the coffee break 
and I was warned that I might be cal led on to say something on 
this. 

The question 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 very 
far apart: two to one or more. I do know that mobilization of 
savings, the Japanese economy still relies very 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, is able to channel available 
resources into the kind of activities we've been talking about; 
growth areas and in maintaining Froductivity and so on. 

Now, Congressman Vani'A touc:led on that, and I was think- 
ing as he mentioned it, this is an area ,where the channeling--i 
think this whole question of the mobilization of savings and the 
channeling of those savings into needed areas, either restructur- 
ing U.S. industry or maintenance of technological dynamics in 
fron.tier industries, is an essential consideration. %ere in the 
United States the only area that I think we really have anything 
like this is in the housing field. After all, their savings are 
given a special preferential treatment. 

Xot too long ago, you cculZ 
above the Treasury rate: 

gut money into savings at 
they were giving a quarter of a percent 

or more, and you had such a thing as a loan guarantee system. So 
a very large number of people who, when you think back to the time 
when the Act was passed somewhere in the thirties, the risk of an 
individual homeowner just on his incsme to a bank was out of the 
question. And yet, this system of the homeowner loan coxcratisn 
and the mortgage guarantee through tke F't-:A I think is indicative 
of a mechanism that needs to be t:-,oug'nt of from a legislative 
point of view. I really think that the channeling, the mobiliza- 
tion the raising the level of savings 1-32 the mobilizaticn iS z ;I 2 



thing, but the channeling and the devising of some system for a 
much greater allocation of investment fllnds 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 a 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 DIAGNOSTICS 

Let me just say one final thing. I think that this ques- 
tion, as a number of the other questions, harks back to an umbrella 
issue. I know Dale Cunningham was talking about this question of 
consensus and the adversary relationship. Now, nice talk across 
the table really isn't the problem and so on. 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 GAO 
or a congressional ccmmittee, and say what is wrong with t'he U.S. 
automotive industry? There is a babble of voices that is occur- 
ring: there are all kinds of things being written. ?ost of them 
are briefs by special interests who don't want their particular 
boat rocked. But the consensus, the process of definitively diag- 
nosing a situation and arriving at a consensus as to what our 
policy options 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 li)ee him 
to think about this problem of consensus in our society. And at 
the first level, people like him ought fo be able to get together 
with people from General lYotors who have decision-asking capabil- 
ity and be able to decide how it is we get a common diagnostic 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 society we are and the kind 
of ethos we have. That's the problem. 

DR. TXRPLEV: Mr . Jensen, we haven't heard from you to- 
day. Would you like to comment? 

WORKERS NOW DEVELOPITG 
GREATER AWARENESS OF 
NEED FOR QUALITY 

MR . JENSEN: I don't :+anc to comment on the savinlss 
thing; that's beyond ny expertise. 2 n the industry and quality, 



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 quality, especially out of the Chrysler sec- 
tion. We have had preliminary meetings with the corporation, 
we've had commitments from their people and their vice 9resident.s 
to get involved in quality, and they've been meeting at the plant 
levels, the new K car plants; new cars, old plants, to get the 
quality program rolling. 

PROBLEMS WITE! 
HIGH LABOR 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 labor, a 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 Xrab 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 turnover in the industry, labor turnover, the lower 
skilled workers 90 to the second s‘nift and the cars that come off 
the second shift have less quality than the day shift. 

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

FEWER WORKERS I_U 
TEiE AUTO IYDUSTRY 

I think the American worker, with the amount of Japanese 
cars coming in, and downsizing, Is getting scared and starting to 
get ,quality conscious. We're gettin. an older work force. I don't 
think you'll ever see the industry acain at the levels of employ- 
ment we had, even if Chrysler could sell as many cars today as 
they did in 1973 which was their pea:< year, about 2.3 million cars. 
They could do it with about half the workers or three-fifths of 
the workers, because the down sizing has taken so much out of the 
car. The engines use less than half of the grey ircn: less steel, 
less press capacity, etc. 

There's competition develcpinq within the international 
union. Who's coing to be the firs: ~2 with the best quality pro- 
gram. The Eord Department also 'las a quality program similar to 
the Chrysler Department's and we're comparing notes and we're say- 
inq we've cot a better idea, and none of '2s has really cot our A feet 
far off the ground yet. But I t:~in:i you're going to see a much 
greater awareness on the part c5 the .\m.-erican worker of i-he need 
to build c-calit:/ croducts. 



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 if 
they don't get the quality. 

XR. FRITTS: 
joined us but I think 
back in one hour. 

(Thereupon, 

Thank you, yr. Jensen. Dr. Deming has 
lcre had better -break for lunch and we'll be 

at 12:05 p.m., the meeting in the above- 
entitled matter recessed for lunch, to reconvene at 1:05 p.m. the 
same day.) 

AFTERYOON SESSION 

MR. STAATS: I"d like to start the afternoon session. 
Ed Deming and I are colleagues of years gone by. Maybe we shouldn't 
say, Ed, how long ago that was. But Sack 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. Eie has been interested 
in this subject of quality control for many, many years: I think 
without much fear of contradiction 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 into his 
schedule to join us here for part of the afternoon, and I think 
you've seen, Ed, the agenda. You know the people who are here. 
So I'm going to turn it over to you and let you deal with the sub- 
ject however you will. 

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

DR. DEMIXG: Elmer, thank you very much for the kind in- 
troduction and for the privilege to be here. I know very well that 
what I have to offer is a small part of the problems of oroductiv- 
ity. I'm also well aware, if you'll forgive me, that whit I have 
to offer is important. 

People ask me, how did it start in Zapa?? Well, I'll 
try to be rapid. Bill Leonard, whom you'll remember, Flmer, USed 
to say, when you don't quite knoti -dhat you're talking abcut, ta1:~ 
rapidly. So I always remember that, Zl.mer, it's a qccd idea. 
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I had been to Japan in 1346 and 1948 to work on the 
census of population and of agriculture, on the monthly report on 
the labor force, and a number of demographic studies. I took the 
trouble when I was there to get acquainted with statisticians, and 
in fact, I would go to the PX and buy food, and the food 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 comet and they would all come. And I was not aware 
of the fact that some of them had to walk long distances because 
the tramways stopped, I found out, some of them at 9 o'clock. A 
lot of things I didn't know, a lot of things I still don't know 
about almost 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 someone in General YacArt>ur's staff. I didn't under- 
stand then how it originated. It originated, I learned years 
later, from the statisticians in the Lnion of Japanese Scientists 
and Engineers. Come and teach us something about statistical 
methods in industry. I was able to go in the summer of 1950, and 
the movement Zates from that time. 

I was teaching 230 engineers in Tokyo in the auditorium 
of the Medical Association in June of 1950. It was very hot, there 
was no air conditioning. I was dripping wet by half past eight in 
the morning and seven or eight hours of that per day was pretty 
grueling, but I stood it. Somehow or other, the engineers stood 
it also. 

I looked back at what happened in Pmerica, which was 
nothing. There had been lo-day courses in simple statistical 
techniques, instituted by Stanford Uni=tersity at my suggestion. 
There were also courses given by the ;v‘ar Department. I taught in 
23 of these courses. The results were brilliant fires here and 
there, illustrations of what could be done with statistical meth- 
ods in industry, but nothing permanent happened. It would just be 
a big fizzle, a bright fire and it would burn out. Nanagement in 
America had no idea what was happening. I became worried after 
two or three days in Tokyo. Eere were these wonderful engineers, 
so satisfying it was to teach them; so well-educated they 'dere. 
And I realized that nothing woulld hannen in Japan unless manage- 
ment learned something about statist'"= ,,,l tec'nniqnes and how to 
manage them. Why repeat in Japan the mistakes of America? 

So somehow I arranged to talk to top management. Amer- 
ican friends knew the right Japanese. The man to get Japanese 
management toqether was Mr. IchirD Is:-.ilcawa, President of the 
Union of Japanese Scientists and Zngineers, and President of the 
great Federated Economic Societies 35 Japan. Anpay, Wr. Ishika;~a 
sent 45 telegrams to 45 men--come to 2s Industry Club nex; T-es- 
day at 5 o'clock. They came, and I t~.l:<ec?, and they wanted mars. 
They asked for more sessions, so rde :?~ad more. And so I taught 
enqineers and management that whcl= sxmer at Osaka, Nagawa, 



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 their part. Wanagement must know 
something about statistical techniques and know that if they are 
good one place, they will work in another. Management must see 
that they are used throughout the company. I also emphasized the 
importance of quality in incominq 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. Elelp your vendor, 'help your competitor: I thought 
all this was new. It was not new in Japan: people work together. 
In fact, the relationship between a qood 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 other thing--they never looked to'their government nor 
to 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'3 no economist, I'm not trying zo 
tell you that productivity in ?merica 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 not 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 talX.ng 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 frcm 
my work in Japan. And I know somethinq about this country. For- 
give me, perhaps, Idhen I try to 3raw a Farallel. There are some 
very. interestinq ooposites, ccnfiizts, some differences worth men- 
tioning, as I see it. 

In China, they lost a generation of education but they 
know it. They are trying to make up for it; they are studying and 
trying to learn. There is one little trouble in this country: 
management already knows everyt5lng, so they don't need to learn 
anything more. Now, that is a pleasant state to be in. But it is 
a dream. Management here have the handicap of not lcnowinq that 
they must start from scratch and relearn. In China, they know 
where they zre at. 

You may ask for illustraticns. I could show you a 
letter; I would take the siqnature off and the letterhead. The 
man asked me if the statistical yethcds that I use had ever 5een 
used in t:?e mandfactxre cf wheel zhalrs. Xow wheel chairs have 
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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 
of XEC.) [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, and I continued: 
"I am now beginning to understand you: You have no one in your 
organization that understands semi-conductors: You need someone 
that knows something about semi-conductors." Oh! But this is 
such-and-such company. Yes, I understand, but you're looking for 
somebody that knows semiconductors. 3e finally admitted that what 
they were looking for was someone that knows statistical methods, 
never mind the semi-ccnductors. 

A roster of all the successful cases and unsuccessful 
ones in the manufacture of wheel chairs, small motors, semi-con- 
ductors, or anything else would constitute no basis for prediction 
of success in the use of statistical methods for these same prc- 
ducts in other companies. Statistical metSods are universal. 
Success in application depends on the management, how hard they 
work, how willing they are to learn simple statistical techniques 
and how to manage them, and on the statistical knowledge in th.e 
company. Productivity in small motors could be great in one town 
and flunk in another 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 about the trans- 
ferability of statistical theory, nor much will happen. And peo- 
ple ask me, and it's nothing new, could 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 tc be saved. 

(Laughter.) 

They have no idea that they must go to work and learn 
in a series of from 8 to 12 seminars stretching over a period of 
a year and a half or more. It is Ci fficult for men in management 
in America that they need ed cation, that there are gaps in their 
education that inust be filled. In bet,nieen seminars, their task- 
for-a L,s go to work under my direction cn a pilot plan or t-do or 
more. I use some examples in the next seminar, Ny only interest 
is to create a structure that will ccntinue tc function withccz 
me. It may take t.++c years, maybe ~h.rte. 

Folklore : i in America has __ cSat if you emphasize erc- 
duction, your quality will suffer. As:< any plant manager in t:-.is 
country. That I s what 5e will tell -jou. You have one or ycc have 
the other. And he gets the deyill fcr Ine an3 then next mcnth 'ne 



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 you. He said, "I have 
just spent a year in the northern hemisphere and in Europe, visited 
23 countries, talked with many people in industry, They are all 
interested in the cost of quality." Even yesterday,‘ somebody asked 
me how much will quality 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 to set hold of 
some statistical help, but if it doesn't deliver 50 to 1 I will 
not be interested. You have to qualify as a client, and stay quali- 
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 of this 
statement is comparison of Japanese versus American and Western 
Europe industries. Quality and productivity are different aspects 
of the same thing." 

"In Euro_oe and in America, =,eople are now more inter- 
ested in cost of quality 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 
quality in this country. Anyway, let me go on with his letter. 

"But in Japan, we are keeping very strong interest to 
improve quality by using statistical methods which you started in 
your very first visit in 1950. Vhen we improve quality, we also 
improve productivity, just as you said in 1950 would happen. 

A schoolboy can understand this. Don't ask the plant 
manager: he's too close to the jcb. Look, suppose you spend $190 
in the plant, and suppose that you produce 89 good pieces and 11 
defective. Now, t'ne smartest thiz.9 you can do sometimes is just 
throw the 11 away, because it costs more to rework them than they 
cost in the first place. Why rework them? Well, because we must 
meet a contract a week from Friday, and we are going to meet it. 
So they rework the defectives at any cost, but let us just say 
that we have spent $100, we have 59 gocd ones, and throw away the 
11 defectives. 

?iow, this is an actual case. In December 1379 t5e ?rz- 
portion dezective was 11 zer cent. S e v e n weeks later t5.e pro- 
portion defective in the same operation bad dropped to 54. _vclw , 
11 minus 5 is 6: that's one of Yeming's theorems, I guess. s u t 
another theorem is, xhat no'codlr kncxs hut w'nat a school‘ooy can 



learn, that six people are now engaged in making ~raduct that is 
good instead of making product that is defective. Quality thus 
went up. It went up from 11% defective to 5% defective. six 
people that were making defectives are now making good product. 
What is the result? 

0 Better Quality (6% fewer defectives) 
0 Productivity increased 6% 
0 Customers better satisfied 
0 Workers happier 

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

A man told me only last week of a little problem that 
they had trying to stick leather to plastic. The problem was, as 
most everybody here knows, leather will not stick to plastic if 
the grease in the leather is more than 9%+' Well, he took steps, 
either washed the leather and got the grease down to 9% or lower, 
or did not buy any leather that has grease content more than 9%. 
Easy to sayr not so easy to do. ;re had been plagued with turn- 
over, but once he changed the system to use only materials that 
would do the job, turnover dropped to near zero. In other words, 
the workers are happier now that qualii-:r and productivity have 
improved. 

I'd like to enumerate some roadblocks to greater pro- 
ductivity. One roadblock is that management supposes that all 
problems are produced by the worker. The fact is that most of 
them belong to the system which only the management can change. 
For example, if we were trying to do some close work here, all of 
us, with needle and thread, or loopinq stockings, or something of 
the sort, the light isn't good enough. We do the best that we can, 
but our work is not good. We might even all be in statistical con- 
trol, yet produce much defective product. The prcblem is the light- 
ins. Well, we just 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 if we had permission to 
reconstruct the building. 

Incidentally, that doesn't bother people in Japan; the:/ 
just so ahead and do it. 

Another curse is that management here does not see t;heir 
own problems. Statistical methods 'he12 to find problems and to 
measure their magnitude, and learn w-rat kind of corrective acticn 
will be effective. 

Anotl-ier curse is dependence on inspection. .\ Friend of 
mine working with one of my clients used the term tollgate inspec- 
tion, and I like it. Total reliance cn final ins?ecticin is the 
wrens way to go aBout it. The quality is already in the _3rodTuct; 



you don't make it better by inspectins it. When it comes to ser- 
vice organizations, banks, government, the payroll departTent, the 
service part of a manufacturing concern, you'd be amazed how many 
mistakes there are in the payroll. Where did it happen? .M.istakes 
are costly. What does it cost a bank to send a remittance tc the 
wrong bank? The wrong bank received the money and they can't 
figure out why. It is not top priority to try to straighten it 
cut l Yaybe we can locate the papers that go with this; meanwhile, 
we'll hold it. Meanwhile, the bank that sent the mohey has to pay 
interest to the company or bank that should have gotten the remit- 
tance and had to borrow money to qet along. 

Well, those add up. Anyway, the costly mistakes are 
those that 'happen along the line. The ones that got cut are also 
costly, and nobody knows their cost. I think that it is impcs- 
sible to compute them. But there is a better way. Know that it 
is right befcre it goes to the next stage. Why make a defective 
in the first place? N'hy let it happeg? Get at the roots. YOU 
say that's simple and sounds, gcod, soundsgreat. Let's do it. 
Yes. But you can't do it without statistical methods. 

Inspection is too late. Setter make it right in the 
first place, and you can do it. There is no point in receiving 
parts that aren't right, 'and no reason to make mistakes as you 
cjo along. 

Only three weeks ago the manager of a large company, I 
won't ‘mention any names, was makinq a large cylinder with tubes 
in it for anotSer company that is reoresented here. You know, 
Doctor, what we do? We make a record. 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 doing something 
about it. "Our engineers never step," he said, "until they find 
the cause of every one of those defects." 

blow, most people would t?,ink that that is great. When 
you go home tonight, on the way home, if you ride home on the 
train or on the bus, tell people that that is wrong. That is not 
quality control; that is making trouble. And without statistical 
thinking, ycu don't see why. It scunls great. So obvious, so 
wrong, like a lot of other practices. 

Somehow, I have a feeling that people have gotten so 
accustomed ts late mail, which is absolutely unheard of in any 
other country except Canada: trains late, nothinq on time. I 
went to do some -work in Philadelphia, was going onward later in 
the day to work in Yew York. Tke train was 50 minutes late to 
?hiladelphiz. Now, that takes some ;,1anninq, I think, to do that. 
So the first thini; I do in Philadelp:?ia is tz qet on tSe telephone 
and _ trv to make new arrancenents in !;ew York. I'll be tkere an 
hour late. .fdS, they didn't .mind, we wcillti worX thrscch .Zinner . 



Well, that's too bad: you have to make alternate plans for every- 
thing that you do. Vothing works, nothing on tiine. 

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, and the la- 
test train was 18 seconds late. Usually, three seconds ahead, three 
seconds behind. You wouldn't believe it, but my itinerary three 
weeks ago was this: arrive Hakata at 7:23; change trains and leave 
at 7~24. Why not? Got a whole minute to cross the platform. Don't 
need a minute. ?Jo problem. Don't think about it. 

Last week, I sent two envelopes, one to Chicago and one 
to Atlanta, at a cost of $50 and S60. I 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 morning. Mail a letter in London this afternoon: 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 unmanne", 
computer. Data, but no analysis and no action. I can tell you 
about a plant manager that receiTies every morning on his desk a 
figure that shows the average quality of what he produced yester- 
day in an important line. Also the standard deviation of that dis- 
tribution, the fourth moment coefficient and the proportion defec- 
tive; what the 1 ord Yotor Compan:i would not accept. That report 
is on his desk every morning. And you know what it is worth tc 
him? Absolute zero. The same mechanism, same machinery, could 
put on his desk something that he could use. It could tell him 
that at 1O:OO o'clock yesterday nornizg, something happened. There 
was a point out of control, a statistical, signal that something 
happened at lo:00 o'clock yesterday. xow, he and his men can get 
together and figure out what happened, and remove the cause of the 
trouble. Then, they can begin to study the process, and improve 
it. 

I had lunch one day with one of the vice presidents of 
a large life insurance company and he said to me, Ed, I'm buying 
another three million dollar computer. I said to him, what you 
need around your place is three h$~ndred thousand dollars worth of 
brains. 

(Laughter.) 

Well f I told that joke at a lecture at American Uni- 
versity one time. Some people laughed. I suppose some people 
laughed the next day, I don't know. 3ut after the lectirre there 
were about 18 people gathered around and I was very pleased, of 
course, at their interest. Sut cne of the men from the C&i? Teie- 
phone Company, ?Ir. Kingnan, sai2, you know, people laughed, 'zu-, 
it isn't r'unny. If I wish to bc:y three millicn dollars worth cf 
equipment, no prcblem. mere are fcur ccmpanies that would be de- 
lighted to write CT t:le pUiChaS2 ZrfSr. An2 all I .~'ouId have z3 



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 se 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 red tape that I won't have a thing to do with it, I wouldn't 
go to that much trouble, and I know that a number of competent 
people will not put up with it either. 

Some people talk about installinq quality control. 3 e Y 
can install this microphone system and a new table and some new 
chairs, these lights, but you don't install quality control. 
Quality control is something that takes root; you seed it, it has 
to take root, and nourish it, study, and it is very interestinq 
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 tal?r, they would understand all about 
what to do. That is worse than startinq from zero; that is a handi- 
cap. And I am afraid that these ideas pervade the whole of .%neri- 
can industry. There are exceptions, of course. I have known =)?a~- -Au 
byterians that smoke cigarettes. 

(Laughter.) 

Bad training in industry: There are ways to know how 
training is doinq: statistical methods will tell you when some- 
body is trained and when he is not yet trained, and as lona as he 
is not yet trained, there is still hope to improve his practice 
for wheTever the job is. When he reaches statistical control, it 
is not economical to train him further on that job. If his work 
is not satisfactcry, you must move him to another job. How many 
people that are doing training know th,at? Yes, there are some. 

You hear the story, "'de just don't get the kind cf 
worker today that we used to Set." It xay be a matter of train- 
ing. And statistical methods he12 the worker to know how he's 
doing. 

In Japan, there was and is the JUSE l/--if I start on 
the history of this I'll take up all my time. -If you say it stands 
for a union of Japanese scientists and engineers, you are al&most 
correct but not quite. X better name is Union of Science and Bn- 
gineerina. 

-?qp+iay, when I pointed cut to Japanese manaqement in 
1950 the need for schcols for nanaqement in statistical methods, 
the need for continued statistical education of engineers, of 

I/Japan Union 3f Scienti - sts a.nd 3zqlneers. 



foremen, of production workers, it was possible in Japan throuqh 
this organization, JUSE. Massive training was possible there. 
Eere, maybe it can be even better, but it will have to be com- 
pany by company. Yr. Barra, whom I 've Zlad the pleasure of meet- 
ing and talkinq with, is doing that training in his own company, 
Westinghouse. I suppose that he could, maybe if he has any spare 
teachers and time, train for other ccmpanies. I don't know. -But 
that's the way it will have to be done here. Perhaps there is no 
better way. The point is, do it. But who is doing it? Somebody 
is. Dr. Donald W. Marquard at DuPont is doing it. 

But all I know is just the Little that I know. There 
may be a lot of other examples. For the most part, it just isn't 
being done. Maybe you can dig up examples that if all told would 
make up a half a percent. Where is the other 99-l/2%. It's a big 
problem, but it can be done, and it will have to be done company 
by company. 

I'd like to have questicns. I think that I have talked 
long enough. 

MR. FRITTS: Very qood. Do any panel members have ques- 
tions they would li'ke to pose to Dr. Zeming? 

DR. BA,RAXSGN: In your experience between, Japan and the 
United States, how much of the receptivity to some of your think- 
ing is due to the Zapanese culture azd values as distinct frcm 
American culture and values? 

DR. DEMING: There may be a lot of difference. I made 
the statement on my first visit there that a Japanese man was 
never too old nor too successful to Learn, and to wis'h to Learc: 
to study and to learn. I know zhat people here also study and 
learn. I'll be eighty next month :n 3ctober. I stcdy every day 
and learn every day. So you fired studious people everywhere, but 
I think that you find in Japan t'ne desire to learn, the willing- 
ness to learn. 

You didn't come to hear me on this: there are other people 
here much better qualified than I am to talk. But in Japan, a man 
works for the company: he doesn't work to please somebody. E e 
works for the company, he can argue for the company and stick with 
it when he has an idea because his position is secure. Ee doesn't 
have to plclse somebody. It is so here in some companies, but 3nly 
in a few. I think this is an important difference. You ' just 
asked me and I gave you my answer, 

!flR. STAATS: What is your reaction, Ed, to the use of 
Labor-management committees, suc'n as 'de have in some industries 
and some companies in the United Statis? Zave you any particular 
views as to whether those have rezl“- contriSutod much to aualitv & - ,' i 
and productivity, and, if so, what cc.~ld 'be done ;3 foster t?at? 
If that's a fair conclusion? 

ic 



DR. DEMING: I think t:nat other people here are much 
better qualified on that than I am, but I can tell you one thing. 
The workers can contribate what no'body 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 office force went out and worked Ll hours a day, six days a 
week, or seven. One woman told me that she was sorry when the 
strike ended because she had been paying off the mortgage. (Thev 
did get some overtime on this, even the office force.) Production 
went up 508, 35%, in every line. 

Wcw I a man said to me, you 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't 
even worth tuning up. When I tuned u-3 those machines, things 
straightened up and production jum,ced to double what it had been. 
I said, Larry, you know whose fauli iz was that the machines were 
out of order, don't you? Ee said, yes he knows whose fault it 
was: it won't happen again. 

Well, you asked me a question, I don't really have anv 
answer. QC circles can make t-0 ,,mendcus contributions. 3ut let- 
me tell you this, Elmer.' If it isn't obvious to the workers that 
the managers are doing their part, which only they can do, I t:?ink 
that the workers just get fed up with 
their part of the work. 

trying in vain to improve 
Kanagement must do their part: they must 

learn something about management. 

HR. STMiTS: They've got to set the example. 

DR. DEXIXG: Yes. On what only they can do. 

MR. FRITTS: I'd like to ask 3r. Ceming--part of your 
discussion had to do with developing a finite process: the build- 
ing of quality as you go, and once you have the process fine-tTJned, 
leave it alone. Is that essentially ccrrect? 

DR. DEMIYG: Well, you ' d bett er 'know what it is Coina. 
Leave it alone except to remove a special cause of trou.ble, a4 
only on statistical signal. Once you achieve statistical control, 
then improve the system; management's job. And if you dor.'t know 
what statistical control is, believe me, you don't know. And iz 
does not mean computers. 

MR. VORSES: Doctcr, 1 
quality must 

believe you when you say that 
be built into t:ne process; it cannot be insoected i r! . 

Yet, the few times that I've Seen in a Japanese Flant, it see-me< 
to me I saw a lot of inspectors, and they were ccnsidered rather 
elite amcng the wor!<ers and :hey szmer_imes were even A---.. k. 
the government to hold that jcb. 

' i raqsed -A/ 



be exported must satisfy Japanese industrial standards. There 
may be more inspection in some places than there need be. On the 
other hand, most parts are delivered to the purchaser for assembly 
without defect, and the purchaser need not carry on any incoming 
inspection. 

MR. FRITTS: Is it possible in your estimation in this 
country to develop vendor relationshiss with the prcducers that 
would be amenable to developing and producing products that are 
of high quality? 

DR. DEMING: The answer is ~2s~ With every vendor? X0. 

I attended a meeting only two weeks ago called by a company with 
25 vendors that had expressed interest in quality control, 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 be directed. 

I named an example a while aqo of what seemed to most 
people as absolute, tight quality control, which is totally worth- 
less and only making things worse. So interest and gocd inten- 
tions are net onocgh. 

But anyway, I've answered ycur question, and the answer 
is yes. On the other hand, there are a lot of vendors that just 
don't understand, they just don't believe that there is any way to 
improve t'heir product. Sometimes t5ey are right: usually not. 

MR. FRITTS: Is it possible that many vendors don't 
recognize that they'r2 adding the kind of quality problems t'nat 
indeed the produc2r finds? 

DR. DFJlIWC: ,Yost of t'nem, yes. I'd say most. A com- 
pany that I worked with sent out 2CO letters to 200 vendors lror 
800 parts in one machine. This company sent out 200 letters to 
200 vendors, and 170 of the answers could be put into a pattern 
that. sounds like this. We believe in z_uality. Quality is our 
motto. Everywhere in our plants you can see that we believe in 
quality. We inspect and inspect. In fact, we inspect everytYing 
that goes out, to make sure of quality. These answers were self- 
incriminating, admission that they ar2 not making it right and 
that they are relying on final inspection. Inspection doesn't do 
it. You cannot separate the ;ood zron =he bad. Ch, if this 
tumbler is smashed, I think we can ail aqree that it is smashed. 
But you cannot separate good from bad, especially if you'r2 in a 
hurry. We have qot to get this oontract out, so we "4on't inspect 
it at all. Never mind, we'll get :t cut. Friday night, it will 
be out, on board. That 's the wa:r :ns?ection goes. Is22 . it 

Anybody can tell you if :t's made right, you don't n22d 
to inspect it: just a small ccntro: sa,zsLe to nak2 sure. 0 f 



course, most of the problems, so many problems, are in management. 
A lot of people think that if they buy testing equipment, ex?en- 
sive testing equiment, they eliminate the Froblems of inspection. 
If you ask me, I'd say that expensive equipment confuses the prob- 
lem. There is more trouble, more disagreement between two machines 
than there is between people. 

There is another little thing to remember when you talk 
about machines. You read in the Wall Street Journal‘, the-New York 
Times, Toronto Mail, and so on, that the reason for loss of Dro- 
ductility is that tSere has not been enough investment put into 
machinery and automation and so on. Very interesting reading and 
very interesting writing. I am sure, for people that know nothing 
about it. They get sucked down the river. 

MR. NAGATA: Dr. Deming, I have two questions. We Ja- 
panese have learned that statistical analysis is a tremendous tool 
for us, and my personal experi.er.ce has led t3 two questions. One 
is, quality assurance versus quality control. If I'm wrong, please 
correct me. Quality assurance is that the product be delivered to 
the customer: at t'ne factory, we wcrkers assure it. But quality 
control is done in the factory. Aii I right? 

DR. DEXIXG: Well, I thi"‘k to most people, quality as- 
surance is figures that show wher2 you have been, whereas quality 
control is a program for continual improvement. 

DR. NAGATA: My other question you defined--we Japanese 
call it the Deming circle versus QC circle. The Deming circle-- 

DR. DEMIITG: I'm sorry, Dr. Yagata, I didn't hear you:. 

DR. NAGATA: The questicn is 'between a Derning circle, 
the circle that you have designed, and. the CC Circles. 

DR. DENIXG: They bear no relation to each other. 

F!R . NAGATA: That's right. Quality control circle 'oy 
itself is ,lan and do and check and act. Xow, how do they re- 
late, the two circles, one to each other? 

DR. DEMIXG: The 3eminq circl2 is a quality control 3ro- 
gram. It is a plan for management; -I stsps: design it, make ii, 
sell it, t'nen test it in service. Repeat tfie 4 steps, over and 
over, redesign it, make it, etc. Xaybe you could say that t:?e 
Deming circle is for management, and ;he QC Circle is a Group ~5 
people that work on faults encountersd at the local level. 

UF. . _- RUBIXSTEIN: I'd I::<2 tz get your insight Lnt3 a 
problem. 1 think one of the c:nl;'de chinqs about the Japanese is 
the sharing of kncwledge. 732 er.q:nesr is .Jillir.C t3 share kr.cwl- 
edqe with the wor!<2r: the manager L; xL1lir.q to share :<ncwle~iqe-- 



DR. DEMING: With everybody. 

MR. RUBINSTEIX: With everytody. There's a sharing of 
that knowledge. And there' s a desire to learn, as you said, in 
everyone, and quality and statistics are learned by all levels of 
t'ne organization. Nhat' s your insight, about the United States? 
Bow can we break through this barrier of delineating the various 
tec'hnical functions, and thinking that everyrhing has to be solved 
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 t>at 
happen? 

DR. DE4IIYG: I don't know. Maybe if things get bad 
enough you can do some things that you can't do now: they're not 
quite bad enough. I don't know. I'm no economist. Sidney, you 
can answer it much better than I can, or Mr. Xagata. Anybody here. 
And I'd like to listen. Sidney, I just don't have answers. 

You know, Hr. Barra is doing training in Westir.ghouse 
for everybody as fast as he can, and I'm sure he's not going to 
do it faster than he can. It takes time. I'm sure he probably 
had a lot of learning of how to do it. 

MR. KE:ILBECK: Dr. Demir;g, along this line, it seems 
that what we need to do is to go thrccgh a large cycle of retrain- 
ing pecple to change the mental approach to the subject we're ad- 
dressing today. Yost of us come out of school thinking that ACL 
is an acceptable level rather than parts per million, it seems 
like we've got to make major changes at our educational institu- 
tions relative to quality related courses. 

DR. DEXING: That is a very good illustration: accepta- 
ble quality level. Acceptable. xr.y tking will do. That's a 
good point. 

Well, yes, I say we're real1 y starting under a handica? 
because people in management try tz t:".i.?k they know. They elizk 
it is a 'sign of weakness to imagine ot'nerdise. I think there are 
a lot of things that we just have to c‘nange. Reople are going to 
have to relearn, under the handicap cf thinking that they know. 
A lot of people say that they have statistical control, but all 
that they mean is they have some automatic registrarion that goes 
into the computer. 

In one of the companies tYa= 1 work with, the final pro- 
duct was inspected, a small sample, say 200 out of 8000, but 200 
was about all that the girl could Zc in ccc day. When I asked xh;;rlat 
had happened to the figures that she produces, ncbody seemed tc 
know anything about them. And 1'12L -..-& i--l-7.e _.._ _ be-r- =igl<res 'der= ?.ot in -- 
the computer; they didn't have a csne~zer. That's betzer 'becatse 
you save money. 

Y 
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Well, Professor Chambers and I got hold of this oirl's 
, 

tickets for the last seven weeks and he did most of the work, but 
it turned out that the finished 2rodoct that they had been sending 
out to their customers was affl icted with 7-l/2% major defects, 
on the average day. I am using their definition of what a major 
defect is. I don't need to know. It's what their management 
classed as major defects. There are about 11 ways to make major 
defects, sometimes more than that. Seven and a half percent on 
the average of what they were s'ni_=pinc out was afflicted with 
major defects, and they didn't know it. They had never looked at 
those figures. 

I picked up txro blocks in a plant, both beautifully made, 
lacquered, not a flaw, both met the specifications. The company 
had paid for them. One, the manager said he could use: the other 
he could not. One was made in Cleveland, the other made in Yaples. 
Don't ask me which is which, I don't remember: it makes no differ- 
ence. But what are you going to do about it? I'll have to rework 
these: he said, there is nothing else to do. There wasn't time 
enough to argue about getting new ones. The company had bought 
10,000 of each one. They had to r eworlc 10,000 of them at terrific 
cost to get that contract out. 

Well, they got'it out. I asked him how a-bout the =ur- 
chasing deuartment that purchases these things? !3id they know 
anything about this? Is there any channel of communication by 
which you can alert them to the fact that you are having trouble, 
and are forced to use materials under duress? Using stuff that 
is defective, ma:<inq it go some way cr other. Well, he said, there 
is no use to complain. 

You know how people solve problems? The wav he solved 
this one. There are two ways. ,2 n e way : "this is thi ki=ld of 
thing that we see any day." And the ether one: " our competitors 
are having the same problems." T?7at solves it! 

MR. STAATS: Acce_at it as a way of life. 

DR. CEYING: That's the way 'Me live. 

PA.R . FRITTS: Are there any other questicns? Ralph 
Barra-- we've hit around and touczed on the quality control circles 
several times today. Ralph has brought with 'hi.7 a videotase cf 
about 15 minutes' duration which Fives an update or a Frevietd of 
what he's been able to do at Westl?.chcuse. Ralph, would you like 
to come forwar;,, or does it take ,descri;ticn? 

QC CIRCLES XT 
WESTIYCFOUSE 

MR . a;ixu: Just one minute, that's all. A few sont::s 
ago I we actually videotaped t-do of ccr qualit:, circles at one s5 
our divisions in California. It .4as -<her. they mace ihpir mar.ase- -AI--* 
nent prese-taticn. >.r,ci for boz'r: 7: "_?.ese circles t>is is their 



first presentation they ever made. 
a few months, 

They'd only been in oqeratior, 
and I think you'll be impressed at the quality 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.1 

MR. USIIJJER: Did all these employees go .zhrouqh train- 
ing before they participated? 

DEDICATED I'R4INIYG 
ESSEXTIAL IX QC CIRCLES 

tYR . BARK=.: Yes. One of the most important elements cf 
the program is that the first two or three months are dedicated 
primarily to training in all the problem-solving steps, including 
the Praedo analysis, tiae brainstorming, cause and effects analysis, 
histograms, trend analysis. And these are'people who may not have 
had a high schcol education and have even been out of school for 
20 or 30 years and they can learn these very basic simple techni- 
ques of problem-solving and they love it. 

LYR . USIL.XZ??: 'Dr. Dem:ng, to take that one step further, 
wouldn't there be a built-in resistance if you tried to train these 
people in statistical quality control techniques? 

DR. DENING: But ( you do train them. 

MR. BAR,XA: We do. 

MR. LTSIL.U?ER: Did ycu 5'0 the whole route? 

DR. DE,YI>JG: They have to learn the difference between 
(a) a special cause of trouble, and (‘~1 a fault of the system, 
which must be ccrrected by the management, The cnly safe quid2 
is a statistical signel. The na:ced eye can't do it. You must 
rely on a statistical signal. 

MR. BARR\: The most important thing 'de tsach them is 
cause and effect --could I use the 5lackSoar2. It would just take 
a second, because we're talking about the cause and effects dia- 
gram. And this is where the statist ical quality control comes Fn. 
When we talked about the four ?l's--the Japanese Ishikawa diagram-- 
all it does is it identifies the problem and t:he cause. Sometimes 
you put on a fifth one, money, if ycu want to. 

s 

If the problem is lack of ~rzE~1ct~.7iCy, lost time, 
lack of tooli;lg, iacX of training, azy one of tkose nanage.ment- 
controllable problems, your cFrcl% first wor:<s on defining the 



problem. They may spend two or three meetings, and each meeting 
is about an hour apiece, but whey do learn how to delve into the 
problem definition phase, which is what I was talking about this 
morning. Before we tackle the problem we have, we'd better de- 
fine it before we try to come up with solutions. They're taught 
that, too. Define the problem. Once you've defined it, then 
look at the four groupings of possible causes. And you qo 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, quality of parts and material that you're using 
and so on. 

DATA COLLECTION 
AND AXALYSIS 

Then t5ey find out very quickly as a circle that t'ney 
need data to convince management. '111 e y need statistics, t:ley need 
to know about these most probable causes. We also teach them the 
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 Ilow to find the critical 13% 
or 20% which ccmprises possibly 909 CT 90% of the problem. And 
once they prioritize, now they can dig in and they can then deter- 
mine through check sheets, charting techniques and collecting data 
at their work stations on a contin7u;ir.g basis over a period of Tine, 
it may be two or three months, they can then collect the actcal 
data they need to convince managemenr t;?at they are losing a sub- 
stantial amount of time or there is a high defect rate or a machine 
needs maintenance because it has a large amount of down time, or 
they have a problem on a particular par? of the shift, or the ?rob- 
lem is associated with a machine, a person or a time, and tha; kind 
of thing. So the statistics come in. 

Then, of course, they're 5augF.t in the last phase what 
you saw on the videotape, how to make an effective management ere- 
sentation where all the members cf the circle have an opportunity 
to actually present their contri'cution and their part of it. So 
the statistics come right into the circle. And what we're find- 
ing is that as the circle mat'xres, even after six or seven ncnths, 
they've learned several techniques an2 we start teaching them more 
advanced techniques, and we will get into scatter diagrams, and 
we will get into some of the other analyses that are more advanced 
and maybe have been primarily tacqht t3 engineers in the past. 'tie 
think we can teach these techniques ts blue collar workers and 
secretaries and purchasing people. 

IYR. STATS: Is there any kind of a rewar? svste.n or 
recoqn ltion or incentive payments f;r ccmi,nc UD wit-n ideas whi-'m ; i.i - _ 
improve quality or safety? 

-- 



REWARDS SYSTENS: 
RESPECT AND DIGNITY 

EIR. BARRA: ??o. In general now, in some of our divi- 
sions in Westinghouse, 10% of Westinghouse, there are suggestion 
systems that had been in place before 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 into the 
suggestion system and also get a financial reward. So that's ccn- 
tinuing. 

In most of our plants, 9r?S, there are no suggestion sys- 
tems, and the primary reward that =he people have is the respect, 
the dignity, the opportunity to 'be thought of as a human being, as 
a person that can contribute, and the 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 to 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 !nost of our workers in the 
factories $1000 or $1500 a month or whatever it might be for just 
their hands. We cut them off at the throat and we say all we want 
is your body and your hands and you do what you're told and ycu 
get $1000 a month. Now, if you ever tell them that for their 
brains you're going to give them a $50 check, which the suggesticn 
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 profitshar- 
ing plan or proper ccmpensation Fn salary administration but should 
not be associatsd with a program l:ke this where it's really owned 
by the people arad it provides tllern a3 onportunity to really ccn- 
tribute their thcughts, their experience-and their recommendaticns 
to the ccmpany. They feel more secure when they do it, because 
they now feel that they have a c:?ance to influence the directicn 
of tire company. 

CCPA.MITFlEMT BY 4rANAGEXEXT 

The only thing that the program provides which had never 
been available before is that management has always had the exc'use, 
I don't have cirne to talk to my people; I don't have time, because 
I have to ship thousands of widgets cut every week or at the end 
of the month. Wit'n the quality circle, at the beginning of the 
progra,m we tell management if you offer it to your people, ycu are 
saying you are ready to ccmmit cr.2 hci;r of your :i.r,e ey/erv wee12 zc 
whatever they want to work on. They not onlxy vol;lnteer fsr t'i..e 
circle: manasernent d has no control over t:?e prcblems tti+at the pecble 
select in clur circles. sow, t'nat's not trae of all t1he circles '1~7 
the 3nited States. There are a 12: cf companies iinere manacement - feeds the pr.0,ble.r~ ts tne circle. 



We believe that if it' s people owned and they not only 
volunteer but pick their own problems, they know it's for t:heir 
best interest. And the other thing we have done with our program 
is that we only start one or two circLes, Because we feel that 
if the program has no merit to the people, then the circles will 
die with little risk on management's sart. If the people see 
merit in it, the circle program will grow on its cwn merit. 

QC CIRCLE NUST 
BE CREDISLE 

DR. TSURUMI: Of course, ycu didn't turn this CC circle 
attempt over to the cwners or whatever: that's the worst gossi31e 
thing you could do. Jowever, we have been discussing t'ne lir.kinq 
of this success of the QC circle to t;ne idea of building the cual- 
ity control into the production process. This rests on the idea 
that the quality improvement wouldn't come out of the worker's 
hides. This means that the job security of workers is t'ne deter- 
minant of plant productivity. Management commitment to workers-- 
not the one hour every month when t-hey listen to all these good 
thinqs-- management commitment that it will not use layoffs as the 
easy scageqoat for &making their own managerial mistakes is tine 
key to the devotion of workers to total productivity. Only wher. 
workers are convinced of'that, would they really nut all thev 
have into it. This has been already proven by otl?er exar?ple;. 

Therefore, the questicn I'd like co ask you is, is t'nis 
plant unionized? 

MR. BARR&: Ch, yes. And Eon-unicnized, too. 

DR. TSURUMI: Yes, that's ,Aat I assumed. Both. 

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

DR. TSURUXI: Yes. *en Business is going very well it's 
easy to introduce ali kinds of changes. 130~ the crunch comes when 
the business declines, or if it's I=yclical or ct:nerwise. T'ren t:?e 
management commitment proof can only be proven in such a way '. t-at 
t'ne costs of readjusting are qoing tc be distributed fairly. fn 
the _nast, you lop off 10% or 15% of t:ie workers who can least zf- 
ford to be laid off. 

Obviously, you haven't instituted that plan, but is anv 
discussion being started in terms sf the management changing itsA 
attitudes? What regulations and r.ules? 

-- > 



management, once they've seen the :/alue of this, hopefully this 
will be a motivator to then get them to think in terms of ways to 
have lifetime employment and job security. 

DR. BMWSON: The moti'lator is to management. 

MR. BAR*RA: Motivators to management, right, to be com- 
mitted to that philosop'ny because they'll be afraid to lose tInis 
participation by the people that will show biq results within a 
few years. 

ment 
good 
into 

DR. 3ARWSON: Do you feel at Westinghouse that manage- 
is beginning to learn this, or is this sort of, you know, 
public relations? Is it somethinq that's beginning to sink 
management? 

MR. BAR-U: 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 other Tresidents are getting on 
board now. And we're now dealinq with the middle managers and 
vice presidents. 'There are a lot of things we've been doing over 
the ?ast two years that you have to do. You just can't bring in 
a consultant from the outside and have him come in and qet every- 
one converted. It's a tkdious process, and Dr. Deminq has al- 
ready pointed out if we don't gex manaqement totally ccmmitted 
and behind it and believing in i: and involved. JaDar!ese manaqe- 
ment is very proud to say that more than 50% of their time is 
spent in the factories with the people, talking to the.m and work- 
ing with them. Our management has got to get into that style of 
4management: they've got to qet in there, involved, kncwinq the 
people and committed to them and caring about them. That's what 
really is the bottom Line. 

FlR. ?.UBIl?STZIN: Can I ask you for one more elaboration? 
What is t'ile robs cf the union at Xestinqhouse in this sroqram? 

UNION/WXAGZXEYT 
ROLE IN QC CIRCLES 

MR . 3AR*RA : In this particular proqram, the role of man- 
agement came first, and that was management was to only offer the 
program to the people and not own Ft. And it was pretty hard for 
some of our manaqers to buy that. We tcld them that that's the 
only way we wanred to get this _rsgram qoinq, was you offer it to 
your people and they have to vclunteer to try it out. We went :a 
the union and told them it's the sa;r,e role for you; yol; can cer- 
tainly watch and see and let the Feccle own it. We didn't want 
the union 'to get into a directicn ~cde or to try to feed problems 
or to censcr preblems, tlke way nar.acer;.ent was co-, allowed 2it‘ner. 
We told manaqement they cculd net tell the circles what ?roblsr.s 
to work on. We rclZ t5e unions t‘n2 same thinq: 17ou car. tell tY.er; 
whaz pro‘cle.ms zot tc wor'k on. 

1 



If it turns out that the circle, after being given ela- 
borate instructions--we instruct them during the training that 
they are to stay away frcm al 1 kinds of collective bargaining is- 
sues, it's off limits. It's off li.mits for the circle to work cn 
salary, to work on vacation or those kir,ds of normal, personnel 
relations or public relations or that kind of stuff; industrial 
relations issues. 

What we want the circle to war!< on is problems that 
they're expert at, their own work. You know, the problems that 
are work-related within their own entity. if you're a bunch of 
milling machine operators, you work on problems associated with 
the milling machine: the flow of materials, the training that's 
required, tke lightin that's required, the environment, so 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 union role is, as the management role should Se, 
one of watching but not involvement in a sense of direction or 
trying to manage the grogram. 

YR. RUSIYST"I~: But ycu 17ad to report back to manage- 
merit. Were the union leaders there as well? 

XR. 3P.Rwi : Oh, yes. The union leaders are invited to 
certainly, in fact, give status reports. Minutes of the meetings 
are kept and they're supplied to the Xanagement so the progress 
of the problem solving is actually reported to management and the 
union, and if it turns out that a collective bargaining issue dces 
come in, that's when the personnel relations and the union get 
together outside of the circle tc try to F, -cn it out and then =os- 
sibly go to the circle and steer them back off the wrong track if 
they went down the wrong track. 

DR. 3EMING: Ralph, you have made such a wonderful point. 
You can't dump 1000 ceople and then hire 
later and 'nave anything like this hapFen. 

1000 people six months 
You made the goint. 1 

don't know why I'n making it aga;r,, 5tit that sure is important. 
And when Er. 3aranson asked his cuestion I didn ' t have sense encugh 
to think. There's no level in JaFar.. Anybody is as good as any- 
body else. And management, anybody, is out there working in the 
plant, learning about the prob1en.s there. I have been with the-m, 
I know. 

You made the point. 1 dcn't know why I reiterated it, 
but they' re imFortar,t. 



people working for me. The most difficult thing was the comrnuni- 
cations, naturally. Eiowever I as Ralph pointed out, if you're a 
plant,;nanager or a vice president or president of the company, 
what I used to do was in the morning at 9:OO o'clock I'd come into 
the factory, had a cup of coffee, then five minut2s later, I was 
on the floor. Eight hours a day, takinq my jacket and tie off, 
and I was on the floor with the people. 

What I eventually did was basically remcved my office 
from the company headquarters to the flcor, next to the conveyors. 
And that's what really makes a ccmpany and people work together. 
I believe that probably one of the very successful stories that 
the Japanese company in Japan has, is all people working toqet'n2r 
regardless if you're an engineer, the plant manager or si;nply sn 
the floor. They work together. That makes it. 

DR. DEMIYG: 
Mr. ?Jagata.. Democracy 
what we in America can 
There are no levels in 
he is just one of us. 

My wife _3ut it in a very good way, I think, 
in the workplace in Japan goes far beyond 
believe or f221. It is totally differen=. 
Japan. Anybody can talk to the presiCen:; 
NOW) I don't near; that anybody would call 

on the Fresident on Xew Year's Day, no. Rut in the plant, ther2's 
no level. 

MR. FRITTS: Rut, Dr. Deming, don't you feel that the 
Westinghouse experience that Ralph has just 2xplained demonstrates 
that the same general kind of relationships can be cultivated her2 
in Sunerica? 

DR. DEMIXG: I think so. I think we can do it and may- 
be overtake them, but it will surely take some new learning 'zy 
*management, and on a mass basis. 

.MR * USLLXIJER: Are there mar,Ty 'business schools th.at ycu 
know of that have required courses of this type for people who ar2 
potential managers? 

FEW SCEOOLS TSACH 
QC CIRCLE PRI?JCIPLES 

DR. DEMI-UG: No, but there are schools where ycu can 
learn statistical techniques. One is given by ?rofessor David S. 
Chambers at the University of Tennesse2, Knoxville. There were 
such courses at Rutgers: I don't knew a'bout the present. I was 
talking to a chap not long ago w'no sesmed to know quit2 a 7or_ about 
statistical techniques , and I said, where <id ycu learn t:Tem? 
Univ2rsity of .Ikron. I hadn't kncwn i‘xct it. Ther2's a lot that 
I don't know! 

m* RU3LNSTEiX: There are ;.dite a f2w sc:hools that a72 
teaching courses in statistics 2nd qczlity. 

f 

DR. DE?41?JG: I am sure glad 53 know, Sidney. 



MR. USILMER: Yes, but the ? oint I'm making is it is 
not a required course for a manaqer qoing through a proqram. 3 e 
might take some "statistics" but net from the standcoint of put- 
ting it in the framework that this is statistical quality contrcl: 
it's an important tool: and this is how it's applied. 

MR. RUBINSTSIN: And they tend not to %e management 
courses, but engineerincj courses. Rutgers has a 4laster's degree 
in applied statistics mostly for statisticians and e'ngineers. ~.nd 
Tennessee has the same thing. So it's not that you develcp a man- 
ager's understanding of applied statistics, but an engineer's. 
That's one of the main problems. 

Yl . CSILXVER: And isn't this, Dr. 3eminq, the point 
you were making that the managers are qcinq to have to get their 
feet wet in this? 

DR. DUIING: They have tc $:e= t'zeir feet wet, yes. .And 
they are under a handicap. 

A woman called me up in April, I'd better not mention 
the name of the university but it i s one of the biqqest in the 
West and isn't very far from Chicago, za:<inq a course in plant 
management. She had to tirite a term saper, and somebody had ze2- 
tioned at supper the night before something about quality conrroi, 
and she asked a little bit and somehcw got my name, She called 
me up; could I send some papers? I said well, did you learn aScut 
this and did you learn about that_? So, 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 course was management of a plant. 

Somebody Tave the course who I think had never been in 
a plant. 

The 
for 

tYR . CUNNINGiiiM : I'd like to ask a question of Ral2.h. 
quality circle proqram that ycc have apparently is primarily 
the manufacturing part of the business. You di!n't talk to-- 

YR. SARRA: I didn't talY< to the other portion, 

QC CIRCLES ARE ?;CT 
SEIUG APPLIED TS 
DES;GN AXD ENGIXEERISG 

MR. CUXNINGEAN: Ore cf ttne other Big important areas 
is the design, development and enqiceering, prober testinc of t'ne 
product before they ever put it iz:=o manufactur;. ‘or the poorly- 
desiT;ned product I don't cars what ycu do, you're coinc to end 
with a bad product. And that's a 73r*er area to az+JrY< t:zan ?,a::- i La-. 
facturing. 
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most companies in Japan, in the engineering design fTJnction. 
However, I think Hitachi-- 

DR. DEIYIXG: Some are. 

!m . BARRA : Yes, some are. Hitachi, for example does 
have circles in engineering design, and there are a few other large 
companies in Japan that do have them In engineering. 

But what we did was to develop the materials first for 
manufacturing, one reason being that for the longest period of 
time in our organization and I'm sure it's true of many others, 
the blue collar worker had always 'been a second class citizen. 
Eie's always gotten secondhand stuff and never gotten the training 
or anything. Here 's our first oppartcnity to actually give the 
blue collar worker the firsthand treatment: treat hi3 as a first 
class citizen before the engineer. .lir,d we did it purposely. 

We are now training the engineers to form circles in 
engineering and purchasing; our drafting technicians, the secre- 
taries, accounting, sales, marketing are all forming circles. .Ll 2 
it"s a seed. We're planting seeds in all these various depart- 
ments and finding out that everyone wants to have a little more 
dignity, wants more respect and they want more communication and 
they want a chance to voice their opinicns, no matter what their 
job is. And it's working. 

AMERICAN EDUCATION: 
A SYSTSX OF SPECIALISTS, 
NOT COOPER;?TION AXD RESPECT 

MR. NAGATA : Ralph, don't ycu think that the American 
educational system has to do a 150 degree. I went through school 
and worked in American companies; 2nd getting a Master's degree, 
for instance, or a Rh.D. in engineering, you 'nave pride and some- 
times you work, you have to work8 xit:T? the technicians. Techni- 
cians come out of a two-year school and even though the guy xiork- 
incj -probably four or five years longer than you, because of the 
educational prestige you say, who are you telling me to do this? 
.ind in Japan, Cr. 2eminc knows cuite well, that no hierarchy is 
built into the ccmpany. Don't you tkin1< so? 

XR. BARR\: Yes. We talked about it at lunch. Scme of 
the biggest problems we've seeh is when an engineer coming cut zf 
college and joins our company, gets into the labcratory environ- 
ment and starts having to work with t::e technician who's been at 
the job for 2G years or 30 years. And he thinks because of his 
diplcma he can gc to a technician and say, here is the way I Ze- 
signed the circuit; build it my 'day and that's it. And the tech- 
nician's first yjoice ~~i.11 be--?a:, I ;icr!<ed with ancther engineer 
last year cr two years aqo and we fccz5 out we ~a.2 irmrove t3e 
circuit by chanqir,g this component an? doing it t'nis kay. "Y.-e 
engineer Sal/s I don': care ydhat _rci dL5 r~lith this other guy; I '.4ant 
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it done this way. What happens is that the technician is shut off 
and says to himself, screw him, I'll do it his way: I know there's 
a better way but if he wants to sa'botaqe it and do it the lcusy 
wayI I'll do whatever he tells me and t:?at's it. And you've TO+_ 
a turned-off tec:Tnician. And that ' s jldst an example that we have 
hapoeninq in many, mazy places. 

RESULTS: 
HIGH DEFECT RATES AYD POOR 
CUSTOMER RELATIONS 

MR. CUXu'?JIYGiLWl: And then you find that problem in cus- 
tomer returns. 

MR. akm3 : You find it in customer returns, ycu find 
it even before then. You find it in 193 def2ct rates and all 
kinds of other problems because-- 

MR. CUNNINGHAM : Yes, but you're committed then, you've 
got to keep goinq, it's too late. 

MR . BARRA: You've got tc, keep going, right. The custc- 
mer wants 1000 of these items a week o Tdhatever it is and you 
keep senc2ir.g them to him/ 

That's the essence of it. I think what we're finding 
out is that with the circle, even the engineers are learning to 
respect the worker and the technician. Yanagers and foremen are 
learning to respect the employee who has been on that job for 
30 years and to listen to him, without any repercussions or em- 
barrassment. 

MIDDLE .YAYAGE,cIEXT IS 
PART OF TEE PRGBLEY 

One of the problems I think we all face is that middle 
management is in the niddle cf a lot cf the cause of this sartico- 
lar problem of ralationships. _Por the longest time, middle man- 
aqement has saiZ to the foreman, I'm baying you to solve t:?e prob- 
lems and to tell those wcrkers w‘na: z; do. And the f oreman ‘has 
assumed the ressonsibilit:7 for ?rcBlen-solving all cn his own 
shoulders because he felt that's wha= he '4as qetting ?ai.< 53 do. 

Now, ,&hat we do with qualit circles is to cell the 
foreman we're qLT7ing you an out. You knew that that was wronq 
probably in the first place. Now we're telling ycc, that wit:? the 
circle we, middle management, are reads to let you involve your 
people in solving the problems thaw we're paTying yoc t3 solve. 
And this qives zhe foT=man a c:nance to save face and ",o aczuall*i . -. 
have the people teii hi;n what the sol:zicns should be to these - 
Fr0blerr.s ai?d in x?.n;J cases t:leSe arcbleT.s have besn areur,d 10 
Y 2ars. The 0r.i:~ r2ason they ha~72r.': l-e29 $31 T7car-4 is A-;-.&r _._+. &',, GAya- - i..L -4* - 
man didn't list2r. to r&-nrrl in t:be z- r-- -a.-.. ---a- ;- ' acp--,G i sr ' * dAUbI - listen ?I2 =:-I2 

3 L 



people in the first place; there wasn't a mechanism, and middle 
management was not demanding those recommendations and solutions 
from the first-level supervisor. 

NE3 TO I,YPROVE TBE 
X4ERiCM EDUCATION SYS?E,L 

DR. XUGEXT : I might mention that t-here might be one 
problem in applying the Japanese example to the United States com- 
pletely and successfully, and it might he shown if the White House 
would release a report which it was given by the National Academy 
of Sciences and the Department of Sducation or old EZW, which 
analyzed the state of the average high school and college educa- 
tion in terms of basic mathematics, basic sciences and statistics 
and technology. Advance reDopts leaked out by t:he National XcaCemy 
of Sciences which wants t5e report released indicates that the 
average American, bot:h with a high school diploma and a college 
diploma, has at least three to fi*7e years less technical education 
than a German, a Japanese, a 3ritain cr a Frenchman. 

ity 
So we might have a ~ro'elerra in f;~lPy applying this qual- 

circle guestion to the Unite6 States than we had in Japan or 
in Europe simply because the average American is so poorly educated 
that the great spurt has completely dissipated. .9nd I think any- 
body who has taught a course on a zs lleae campus recently can _ 
attest to the a'bvsinal ' Ignorance 
of technical or ;'economic issue, 

among most &nericans of any Ycind 
mcc'n less any kind of ap_clied sta- 

tistics which is beyond the ken cf anyone with a BX degree. 

!4R. BARR4: There are twc responses I have to that. 
First, yes, I do feel that the education system has really been 
falli ng down and providing industry wi th less than we we really 
could use. We ta:ce workers and ‘we then have to educate them ouz- 
selves. So the first seT7eral years 05 employment of those people 
out of high school or college ar? s2er.t on teaching them w‘nat 
they didn't learn in the first clace; first the basics and then 
the specialities that they're getting into. 

TEiE STRSYGT'E-:S OF 
EXPERIEKCS: LIFETIYE 
ExPLOY?!EYI U.S. STYLE 

But when you taXe a lock a: the quality circle, you're 
talking abcut t?.. people who have been cn the jcb fcr 15 or 20 
years, and their education came frcm experience, the Practical 
side. .rlnd there we have strength. .l.s a nation, we have strength 
in that particular area. We ha=re ernplayees who have been with 
us their enti re careers--you talk 2'2ccc lifeti;ne e.mploymer,t s I 
know at Nest inghouse 'we ha'le thccsards of ernclloyees who have 'ceer. 
with Westinghouse for 25 years. I'm sure Texas InstrTJments and 
General Motors ar.d ot?,er coraorazions heave ?eopla -ti;~~o have raally 
stuck wi tl-l zhe com,pany. It's very ?.a.r? fcr someone to leave their 
csmpany after 7 cr 8 years' inves:.:en=, and statistics 5;2cw that. 



It's sort of a turning point. Most of the mobility is in t‘ne 
first 10 years. aut after that, :~ou've Tot lifetime employment 
in most companies. 

And those people have a weal3 of linowledge and experi- 
ence that can be brought to bear ,on solving quality problems, _sro- 
ductivity problems, whatever they might be, on the job. And it's 
really divorced from what they learned in high school 20 years ago 
or 30 years ago. aut what you're saying is true. It's an o'bstacie 
we have to overcome. Xe've got to get our educational instit?uticns 
up so that the quality level of pecple coming into the company is 
pretty high to begin with, and- then we can build from than to a 
higher level, rather than starting frsm the bottom and trying to 
fill that gap first and then go 1;~. 

.?JlERICW IXDUSTRY IS STILL 
NOT READY FOR STATISTICAL 
QU;U;ITY CONTROL 

FlR. YRITTS: I would like to address another question 
to Dr. Deming. !4ost of us here have read articles by you, an2 
recognizing that you are internationally known as a leader in 
statistical control of quality: but I guess the first time many 
of us actually saw you was wtren ycu a?ceared on the xac Special 
a month or so aqo. l/ I'm curious as to American industry's 
reaction, how many Tnquiries you've received from that program, 
and whether you consider their response as an indication that in- 
dustry is just 9erigherally interestee in statistical quality con- 
trol, or whether there is some dedic atisn and new awareness of 
this important area of management. ‘rJCU li you comment on that? 

CR. CEXI?JG: Fell, there's 1::s of interes:. ?e0plt 

ask me to come and talk to them one eat/. we , too, would Lil<e 70 
be saved. They have no idea what it tz:<es. 

LYR l c’RITTS: ad in ter71s cf numbers, YOU 2017 ' ; see-- 
I guess what you're saying is there's a recognition that they 
want' to be saved but don't know :ncr,i 2ZC they're not willing to 
learn how. 

DR. DEMIWG: I have to tell Them that there is just no 
point in trying to work with people that think the job is si*m-,le. 
There is nothing that anybody car. dc f=r people that suppose :tna.r 
a little talk along ydith a few ideas ;~'ill solve their problems. 
Quality control must take root with simple statistical techniques 
that management a.nd everyone in the ccmpany must learn, 3y t::ese 
techniques, people begin to understand the different kinds cf 
variation. Then quality control rust ~rzw with statistical Zheory 
and further ex;eriecce. A11 this learr.inq must 5e guized 'zy a 
master. ?.emar:ia'ble results may crrne exick, but sne has nc riht 
to expect resclts in a hdrr;i. __>_ lezrni.-.c period never enZs. -+-a 



The statistical control of quality is r,ot for the timid 
and the halfhearted. There is no way to learn except to learn it 
and do it. You can read about swiim3izg, but you might 2rown if 
you had to learn, it that way! 

THE JAPAXESE DIFFEREYCZ 
IS DEDICATION 

MI?* FRITTS: So then the distinguishing difference would 
be the level of dedication of the u'apanese versus, perhaps, a 
typical American manager. 

DR. DEMLWG: Yes. 'dell, the Japanese wenT: off in 1950 
totally dedicated. I mean, I told t%em that quality control 'se- 
gins tcmorr3w morning, and we can't have anything but ccmpanpide, 
nationwide, learning. And I to25 =hem that within five years they 
would invade the markets of the xcrl< with quality. They cou13,1'= 
understand how I was so confici,er,t, but I had seen their management 
at work aEd their workers, and. r "<zew that they ccuLd dc it. T4.ey 
beat my prediction. In four years, people were screaming all ever 
the world for protection. 

COMPETITION PRZSSURE ON 
UlERICUiS WILL FORCE CE!XYGZ 

.XR. CUNNINGYIP : Let me make a ccnment. I think to 
learn these things ar.d to make th?m hapsen takes a desire on t?e 
part of management and the people involved. And I'm not a psy- 
chologist, but I guess I think American people will do what they 
have to do when they have to do it and not any stoner. And I 
think that .many companies are now 'beginning to understand and Set 
that desire to go do what they ?.aY/e ',z do to comuete wizh the 
Japanese. And I think the Japar.ese csmpetiticn is _croba'bly tk e 
best thing that could ever haDae:r, to cs. -_ And competition is a 
desire to stay in business and 1s yo:-g to bring a revolution in 
Americar, tswar~s better quality 3nci ?.igher producti.Jity ar?d all 
the t'nings it 'lakes. I thick it's going to hapFen. 

3e thing we"Je got to 'ce careful of is that we get op. 
top of it before we're wiped o~;t 3f 5,csiness. 

MX . FRITTS: So you wo~l.~ suppcrt the old cliche t';.at 
the greatest nctivation for succesc 1s fear of failure. 

.“. R . CS'xxIxG:xW: VoUtrS darned right. It's a wonder- 
ful motivator. 



DR. DEMING: No, they did not gc to the government, I 
have just made my 19th trip, and every time that they invite me, 
they enclose a ticket and a check. 

MR. VOREES: I CnderstaEZ. 3ased on what we need to 
accomplish, what, if any, do you see as the role of the 'c'nited 
States government in this? 

DR. DEMING: It might be grzat, but I Zon”t know how. 
I'd be the worst one in this room, in the country maybe, to try 
to say how the government could hel?. In Japan, the government 
stayed out. But in Japan, there was the ? ederated Economic So- 
cieties, which is powerf*;ll. ?!(r. Ishilcawa sent telegrams to 45 men 

top management to come and hear Dr. 3emizg. 
L. 

3is was ir. JzLy 
They asked for &more cor'=rqFces, .LWA -*. so we had mere. It may 3e 

that the gcverxment can do something ?.sre. I don't know what it 
could be. 

SHORTAGE OF 
S"XTISTICIXUS * 

Another thing that worries 7.e is t3at the number of ex- 
perts in use of statistic21 tl?eor:J is pitifully small. I t?.ink 
that the great bcttlenecX xi.17 A be a s:7..ortage of statisticians. 
'ti%ere would you find the statisticians even if 22 cf management 
were in earnest and wished to go a:?ead? Wnat would they r70? I 
don't know. I have no answers. 

IS TEERE A 
GGVZ,,RWEYT ROLZ? 

DR. TSURL'MI: I have not SC much a comment as a re- 
grouping ttloug‘ht . As I've listened to all these arguments, I've 
been trying to ccme u? with some specific points about what the 
government can do in terms of legislation and others. Only a few 
of what **ie have discussed as condTJcive tc productivity as well as 
to quality can be legislated or encouraged by scme '<iTid of govern- 
ment action. 

The governme.nt can be :ke disseminator of needed infer- 
mation. Wnen .sood technic-ues tend to ‘ze privatized and Intcrnal- 
ized by the successf.~l comnany, nob0d.i is going to really teach 
his ccmpetltDrs, free of charge, '.ls- dir - :ICW they might be able ;o 
ccme bat:< and beat him. 
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The information can also be disseminated by industry 
associations as sJel1 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 *dit:? perceived adversarial rela- 
tionships between business and government, the information that is 
promoted by the quasi or whatever government entity, might not be 
accepred so readily. 

Therefore, we need just nor2 private leadership. I 
teach in business schools and I feel very much remiss in terms of 
being able to turn out those managers who _oossess management ethcs 
and skills conducive to productivity. But some industry associa- 
tions, with the help of government perhaps, can be disseminating 
the importance of this management reorientation from short-term 
interest5 to long-term, et cetera, and why the job security of 
rank-and-file employees and professional staff should be manage- 
ment's responsibility. 

Only in the area of financial incentives can I see same 
areas of goverzment's actions. For example, we talked about ke- 

preciation which obviously requires government Legislation. And 
we already know about the need for reduction of capital gains 
taxes, of accelerated depreciation of incentives to sa'l2, of the 
avoidance of dou'ale taxation of corpcrate dividends and the like. 
But unless they are targeted to growth industry--unl2ss t:ley are 
targeted to<reinvestment in the prcductiTle facilities rather than 
in sugar futures speculation--they're net useful. Unless you tit 
the targeting of financial incentives tc a certain be'havior of 
firms --either jc'b security, product gcality, export or growth--I 
don't think we can promote productivity. 

The other area we are discussing as an area w-here the 
government can Ce and should be in7/clved in is antitrust policies. 
Suppose when companies succeed, cr. 512iz own, in intnrnal gr~wt'n 
as Texas Instruments has been trying to do, all sorts of anti- 
monopoly or antitrust conventions *dill tend to put the successf-~1 
companies in a straightjacket, like a naaic less than 50% market 
share, what have you. There, obvicusly, the government has to 
abandon the old notion of the d0mesti.c d2finition of market ccn- 
centration that is totally obsolet2. Erren if there are just t-40 
giants in the world, they should net ‘;e restrained as long as th'ey 
are batting at each other. Obviously, that is one ar2a that the 
government can do sonet3ing about. 

PRIVATE SECTOR'S ROLE-- 
STOP TElE SECRT-TPXY -I- 
ORIENTATIOK 

The rest are about managemen: sthos. TYe only thing 
we can do here is to have a bodTy Li:c2 zY7.i~ (conference) er 3 
government agency, or better yet, the captains cf t’ne intiustr;~, 

come and t2ll a!.1 of ;1s related zo ‘ccsiness schccl educaticr. 
that the ki?,d cf Eesired irr,aTe of xar,ag2ment we hav2 ‘seen teach- 
ing for the las: 25 ;;ea.rs ia coc~L~:rl- :~"rong. .l.nd tb.2 same 



message should Be giyren to the i:dustr:7 financial analysts. After 
all, they are the ones who tend cc push managers into this quar- 
terly short-terx orientation, ‘cecacse that is their qualitative 
and quantitative criteria of judging a good ccmpany. It's a verl7 
past -oriented, s'nort-term oriented, earnings zer share kind of 
thinking, rather than looking at what zhey are doing in terms of 
research and development and in terms cf training and all those 
implicatiocs t'ne results of which can only come to fruition in 
five or six years. ?;o analyst in this country that I know of wcul2 
pay attention to those things when they write about some cornpan*] 
or industry. Even the Fortune 500 firms, to me, present a totally 
irrelevant study. They simply line u? companies, 500 of them, 
according to their last and Present ccarterly achievements. ___ Ppr 
what? They may not survive tomorrow or 2ext week. 

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 ha17e develcped the ?ervasi,re 
critsria of looking at .;nerican companies. Here again, i believe 
industry associations and government can do quite a Sit to really 
change this type of orientation. 

AGRICULTURAL EXTE?jSIOY 
SERVICE AS T:-:E 'J.S. FODEL 
FOR PRclDWC"IVITY 

MR. EXR,RA: I'd like 20 toss something out. I think we 
have an excellent model right new in the United States that the 
government can emulate in the area of productivity, and that is 
the mcdel that we have in agric?Jlture. With the agricultural 
extension service and the tie-ins with universities in the UniTed 
States in the acricultcre, we become the most _=rsctuctive nation 
in the war Id and we can feed the ,tiorld almost with our ~roducti~7- 
ity. Kny can't 'de use that model or a modification of 1; to .S3r2ad 
technology transfer and educaticn in r'ne area of quality and zro- 
ductivity across the United States, too? I pose chat as a ques- 
tion. 

YR. ?RITTS: That's a '7~~73 * good point. 

DR. TSURUMI: And export orientation of agriculture. 

YR. ‘RITTS: This has been a most stimulating sessisn. 
I'm surs we've kept Dr. Deming much ionger than he expected to 
stay an2 we are very appreciative, . Deming, Dr tliank you r7ery 
mu&. I think perhaps we'll take a short break and do a little 
suAmmarization follcwing that. Siti R*2binstoin h.as another tace 
that is a 2iFZ=,ren* ---- .A& Y7ersion or a Different set of ccnditions +'-a- L_.C_. 
you saw in Ralzh Rarra's Westinghouse tx-,erience t'nat we'll see 
imer: we c3nL2 -c 2 c k . sue let's ta:<e a.'zcuc LO minu:es. 



MP.NAGEMENT/LAEOR RELATIONS 
REQUIRES COMMITMENT XYD 
CONTINUITY 1 

/ 
MR. FRITTS: We're about t3 see a videotape which 

Hr. Rubinstein has brcught with him of a different-set of circum- 
stances involving union-management relationships. It addresses 
some of the difficulties faced by managers and workers when a plant 
is facing closure, and shows that labor-management cooperation is 
achievable. Can we just run the tape, Sid, and then have discus- 
sion? 

,MR. RUBINSTEIY: Perhaps a few introductory remarks. 
Yy hoge would be that as we explore this, we study both what's 
happening in Japan and the history of our own experience in the 
United States over the last 20 years. 1 come out of a sficp exze- 
rience of six years as a machinist, and tool and diemaker, and a 
4-year enginering experience, while working at Rutgers to get a 
Naster's degree in applied mathematical stdtistics. Xfter doing 
all of that, I walked into a shop as a consultant 20 years ago, 
and if I had to solve some problems I had to go to the worlkerr . 
But when I had wor3ed as an engineer jest three years earlier, 
my boss told me, "stay out of the shcp, don't ask the workers, 
you'll lose your credibility as an engineer if you ever ask your 
workers anything." This is my personal history. 

The first group we organized 25 years ago was very ef- 
fective. They learned applied statistics, could solve problems, 
and they were able to solve problems very rapidly. But wken t:12 
consultant left, there was no program there. We didn't know how 
to do this on an ongoing basis, so then we built a system to do 
this, and the Japanese also built a system and that was great. 

When you walk in with a sysrem, you can continue scme- 
thing, except for one new phenomenon which took place in the 
latter part of the sixties. 4s soon as management changed, the 
program went down. We had a lot of excellent prcgrams that krere 
discontinued just because managert,ert changed, or a new _cres-= ‘en: 
wanted his cwn program. And then, dcwnturns in the economy 
would destroy the program, or union-management ccnflict would. 

A very fundamental breakthrough too)c place in the early 
seventies. I came back frcm Japan aze was invited by General 
Xotors to speak to their management. &And at that pcint they sa'= -'-, 11 it would be great to involve workers in solving quality ~ro'clems, 
but the union wouldn't support it, wculdn't let it hapben, and. A 
without union support, we're not going to be successful.' So I 
said I'd go to the unions and tal:r. zc them. And I met wit:? -*-a +.-i 
United Auto Workers and I sat arzcnd 3 2 4 r-7 Ziscussed tke sa.3.e Fe3 
and their res_scr.se 'n'as? "it's a I'->- ;-.-.A- idea t3 in-iclve :<crkers 
in solving prcblens, tu= rmanagecent kcn't let it hapcen." YhFs _* 
was the post!cre sf 1972; ever:/bc<:; '6~"s aointincr ir: z:qe ot:~er ii- 
rect:sn. 



Well I 1972 was a watershed. General Xotors and the VA.‘& 
signed the first letter of agreement .hlhich said, let us explore 
ways of changing our relationshi?, and they called it the Sualit;/ 
of Work Life. 

Well, their first objecti-re xas to change the relaticn- 
ship between t'he union and nanagenen:, 'cd that very quickly led 
to changing the relationship in terms of really allowing people 
to participate. They asked me to ccme into the assembly plant 
in Tarrytown, Xew York, to initiate a program. I referred to a 
number of not so successful experiences in Europe where I learr.ec! 
that if you don't bring the interested carties iz, you're not 
going to have continuity. I said, "ler's take the contest - a 0; 
joint committee at a national level and ?ut it on a local level." 

So in 1974, the first joint union-management committee 
in a plant environment was create<. _+" -r?,m that point cn we c011- 
tinued to learn how to do this, so z-a-, you can train union lead- 
ershi, and management and the wor:cers themselves not only to solve 
problems, but to continue the _crrccess, to be able t3 e:t?lore t'r.cse 
unanswered guesti ons about jo*b sec*-lri=y and other issues. &nd 
this process has now begun to grew. 

That's the background zc t?.e film we have here. "l-is 
particular plant in Waterbury, Connecticut, is the last brass mill 
that exists there. It doesn't have the resources of General 
Motors or Texas Instruments or Westinghouse. It is a small firm, 
tryin g to survive in an industr;J where everybody else has already 
left the corxrvxity. And the UAW and the state have attemnted tb 
assist: and the UAW, the union, took the initiatirre in saying let's 
change our relaticnship; let's try zc create a joint way in which 
we car! Segir. to solve problems. .Qd 3at's the setting we have. 

(A short fil.n was shown. 

YR. ~U3iNSTEIX: It was the vice president of the Iccal 
who said he files the grievances. Their grievances went Zown 20% 
during this time ; and at Tarrytown in General .Yotors, they wen: 
frcn 2000 zo 30 grievances being ;:rccessed at any one tir;:e. Se =:se 
inpacc, was considerable. 

It’s interesting also -hat the 
brought 

Tarrytown experience 
that asse-ably plant from a ~;er-~y Icw position ln =he sue;- 

ity ranking among plants to a very ?igi position, a.nd therefore 
qualified them -,o get the K car; and they're now oEe cf the alants 
working overtime while a coed manv d c-'-p- slants iAl-- have ?rcblems. 



QUALITY OF WORK VS. 
QUALITY OF WORK LIFE 

MR. STAATS: IS t-here azyt::ir?g to the point that "qxal- 
ity of work lifeH tends to throw _ceccle off as against the "qcaliz:, 
of the vork" in the shop? 

MR. RUBIHSTZIS: There's scme confusion in the term. 
They think it's the quality of the work. But I think in the 13ng 
run that's good because they are very much related. The ability 
of the worker to have direct impact on the quality of his or her 
work is probably the single most i,mportant quality of work life 
aspect of the job. So I think more education on this relaticns?.iD 
is needed. But initially, it is confusing. People see the iss%ze 
of prodcct quality and you have '13 explain the broader implications 
Of the c_uality of ,xork life. 

WRAP-UP SESSION 

MR . FRITTS: I think we're :air,g to have ts start wrap- 
ping up: time has just about run out cn us. 'red Tar?l.ey will 
begin the wrap-lip session. 

DR. ?XR?LE'I: Xhen we got the initial request from tine 
'Jays and >leans Cormittee, they we=? interested in 5v1hat we could 
learn from the Zapanese that COCX be possibly transferred tc the 
U.S., that would allow our products to maintain 3igh quality and, 
in many cases, #develo_o ccmpetitiveness in the world marketplace. 

Today, we 'nave looked at a number of points starting 
with macro-p01 icy and looking at thir,cs which happen within the _ 
organization related to marketing strategy, relating to the ethos 
of 3.s. management tc various ty?!es cf societal val,Jes whit:-. 
affect both the Zapanese and the !.:.S. sxgerience. 

In the hour that's renainlrg, I'd like for the panel 
to address the question of what can 'tie as a society do, bl't yore 
particularly, what the relative rclec for covernxent, Fnduszr-y 
and labor are; what kinds of changes in the relationship as to 
how they do 5usiness with cne ar.other are needee if we ar2 z3 ir- 
_3rcve the quality ccmpcnent of zrsdcctLvit;J in the Cnited Staees, 
an2 tkerefcre, our international ccmFetiti.Jeness, 

I would like to sinpl:, gc arcund the table and give 
everybcdy a chance tc summarize their approach. Try tc fcczs in 
on specific approaches tInat we cc:ld take tc develop an outline 
of approcrlate roles and responses, 75" ,eciall Y those zhaL have 
s 0rr.e thinc 2 pL9 do ;ciith government 3~1 1:..1. 

r 



DEFIXE THE PROELEY 

41R. CUSYINGSAhl: I guess riq:?~ off the top cf my head, 
I think that the rcle of gover>m.ent a,r.C industry and labor has 
got to be cne of cocperation, and I guess I thi2k that the 2iace 
that government car? projably help the most would be to really 
sort cut the problem. I think eactn industry nay :have a certain: 
degree of different problems and a diffsrent way to attack the 
solutions. But from a total United S:azes of America point of 
view, we need to understand the total problem to the country, and 
then help to evolve what the right solutions would be. 3ecause 
I think again, everybody can jump to a conclasior. or jump to a 
solution that will he12 them, buz might not be the right ultimate 
solution for industry in general. And L "n not snart enoug'n to SF: 
here and say what the solcticn oug;?: :o be. I 
don't really knew. 

?doF!E ?UBLIC/"RIVATS 
SZCTCR DISCVSSIOSS 

3ut I think maybe through mere Tanels like this and more 
organized, ongoing kinds of acti*lity a Tlan cculd be out tzcether 
and the =rc?er sollltions determineti. f guess I'm encouraged just 
by the fact that there's's group starting to talk about it. I be- 
lieve those are all my comments. 

PROMOTY COMFETITION 

DR. TSL;RUMI: Well, we have learned that what government 
shculd do is to promote competition at home and abroad, and that 
the worst ~ossiBl2 thing government can do is to curb competition 
by promoting dl;ir.g industries. It's easier said Clan done, but 
unless ycu hav2 that :<ind of ?ollz:i os,zmitment I don't thi3k any- 
thing else will fall out of it. 

Now, -&en we talk about targeting certain financial Fn- 
centives, such as accelerated Zepreclaticn or what ha77e you, then 
we need to identify the kind of, say, three or four sDecific be- 
havioral firms which also 'napper, to coincide wit5 the 'cenefits 
for t'tte country as a whole. Yew, whaz :?appens 53 be ~cod for the 
country has to Be good for pri-late firms. "ou're trying to tar- 
get the reward of accelerated decreciation to those 5ehaviors zf 
firms that are a130 good for the Fndilstrial grcwth of t're cour.;rli. 

R 



performance--it doesn't matter which industry--then I believe you'll 
begin to bring -4hat is qood for a Sri-Pate firm closer to what is 
good for the whole country. / 

BROADEX TUE DEFIYITICN 
OF RESEARC:i AXD DWZLGP- 

The next thing is rcsearc5 and development activities, 
2112s in-company trainir,q. Here we need to redefine research and 
training a bit more broadly when you talk about expansion. Xe 
s’hculd include retraining the workers as part of the companies' 
R&D activities. Without that, you don't have azy benefit of brinq- 
ing the results of researc'n and deve lc?ment into production pro- 
cesses and then, out of the firm into the market. Somehow, the 
company has to 5e rewarded for Flowin< their revenues bat!< into 
research and develapment and training- of their personnel. That is 
matchinq the Trivate benefits w;::? 5.3 SuSlic benefits. 

The thirS one is the stability of employment, Aich also 
has a very qood implication for the nation, as well as for the in- 
centives to nanaqement so that they won't be able to shift their 
mistakes to the person who oan least :.fZorZ to bear it. When ycu 
talk a%out targeting anythinq, accelerated depreciation, for ex- 
ample, my personal recommendation 1s to simply come up with the 
criteria by whic'n any company can ::ave access to these gcodies so 
long as they meet these criteria. F‘s r the sake of argument, I 
have thrown in three areas w-nich public benefits happen to csin- 
tide with the private benefits. 

The next question is how art you goinc to Generate the 
investment funds needed? There ;erhass, some t<lnqs*that Zapan 
and Germany have been doing would be very useful, which is trying 
to encourage savlnqs--personal savings or qrcup or corporate 
savings, especially personal savinqs--‘ oy exempting some kind of 
dividends up to a certain level, cr interest earnings, what have 
yor: I from income ta.xes, or helginq t::e 
pension plan, whic'n can be used to, 

company develop em~lcyee's 
-qain, 2rcmote sca.bilsr,y of 

employment while at the same time qeneratinq t:le f.crnds and simpl.~ 
exempt those investment earninqs fro: income taxes or deferring * 
tfiem fron income taxes. ThrocqLn this apprcack, you aqair. have 
what I call csr,qr'-lezc~ 3= - - marc;k.ln- u sr:;rate and 2u'bli.o qcals, 



AVOID CONFSICTISG GOALS 

I'm Darticularly concerned -dith confiictinc .J ~OliCiPS, 
where we set up one set of goals that are in conflict ldith anot:;er. 
!-ly sense is that there are some c3nflizting policies that tre un- 
examined. For exa;nple , I'll ' c;lVP you Z'NIG FLlustratiocs from Ja;=an 
in 1978. I met ;iizh Mr. Shioji, ,N“;:c is the head of the auto work- 
ers in Japan. I reviewed a paper he 'H'rSte in 1969 in which he 
clearly states that a transition had ~3 take place i'n the re'atisn- 
ship between labor and management from the mid-fifties until the 
sixties, when all the productivity efforts and the quality effcrts 
could be successfully launched; that that relationship did not exist 
in the fifties, and there was a ver:/ zgnscicus prccess of c'nange. 

DEVELOP CONSCIOUS 
PROCESS OF CEs,;LyG': 

That conscious process of change is taking ilace here 
right now, but the2re isn't sufficier.: attention. being paid to that 
process, and there isn't sufficient assistance being given to laker 
and management to facilitate that change. inihile some legislation 
has been passed, funding is slow, ane dther rneascres keep rela- 
tionships in a pretty traditional format. 

So if Congress looks a: that relationshi?, it must lzck 
at the long-term rela ticnship 'oecweer. labor and management. It 
should take ste_cs that will allow fsr a joint effort t3 solve manv 
of the problems that can't be solT;ed unless there is a ,'cint labor- 
management effcrc to do SC. 

DEMOCR4CY IX 7'55 
WORK PLAC3 

.-other area of conflizz that I'm concerned 7iit:n is 3ur 
lack of appreciation of the fact tl-.at .tie are rr,ovir.s into a new 
period in ti'nich everyone feels that ?.is or her eqectaticns ha'10 
a right to be increased, both in terms - OX demands on society and 
the respect that one will have from a.11 ?eers. Tke ilea of ie- 
mocracy in the work?Lace is somez'ring that rdould bring us -3 t'nis 
point even if Jaran didn't exist.. We are here heca,use there's 
great competition; we are also here because there's great turmoil. 
300~15 want a different type of life exnerience, e- they war+r to 'na'fe 
a different relationshi? at work, ;rls tInat gust be recognized. 
dnd I think we have to address t:?e qreszlon of what stops that, 
what are t'ne kinds of conflict tI;at exist in our scciety. 



United States is that applied stati sties in the United States is 
taught to a very small group of iecsle 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. So we're talking about broad populari- 
zation, and applied statistics is onl:i one of the bcdies of know- 
ledge. 

CHAYGE UYICN ROLES 
TOWARD MORE LEADE,9SHIP 

I think we have to look at some changing roles. My 
opinion is that trade unions must change their rcle. They must 
become more willing to participat2 in providing leadership in an 
organization. I mean they have cc; become aware and skilled to be 
able to deal more effectively with such questions as qnality. I 
think there is a leadership role that's going to have to be played 
by the trade unions in quality. .%d for a very simple reason: be- 
cause ir! many firms their -members are the ones who have the senior- 
ity and leadershiD. If you go plant by plant, the average ser.icr- 
ity of the manager is two or thr22 years, and the average seniority 
of the trade union member is 15 or 20 years. If t'nat differenc2 
in leadershi? isn't utilized, then we're losing a tremesldous social 
advantage that is possible in our society, and we're not going to 
change rapidly the way we manage. 'de 're not going to se2 managers 
become Less interested in mobility and more committed to that or- 
ganization and have all of the built-in conditions that will Iromote 
that very quickly. 

We ar2, at the ;ncment, iri a society where there is high 
mobility in ,management, bit you Zcn't have high mobility in labor. 
If labor ar.d the leadershi;, of la'ror learns :TOW t3 offer effectiv2 
joint leadership with management, de have a tremendous asset that 
we should ta:-ce advantage of. 

In or?er to do this, we' re going to have to deal wit:? 
work stability. We're going t3 ha-72 to come to gri?s with 51-e 
problem of cyclical layoffs: to ccTp,e tc grips with the insecurity 
that exists in that area. The president of th2 allto workers cf 
Nissan i.2 1978 spent a Eay with Te tke cay after I met with nan- 
agement. Tke management tcck me t:7rcuq3 the plant and shcwed me 
the great imnrovement in producti.J:ty, 
the last 10 bears. So the first 

10% a year each y2ar for 
question I ask2d the president . 

Of the unicn-was, aren't you coccerzed about that productivity 
improvement? ?e said, of cours2 cot. The fobs of my secpie are 
not jeopardized. It allows ES tc 'zave increased cpportyznity in 
terms of cur benefits and sal=rLts, 2: cetera *-A. So there is a 
built-in security that fuels this x5cL-t effcrt; effr+- tcwar: iFI- 
creasing prad*uctL-;Lt;/ and qca1lty. 



would. allow good la%or-management relaticns to develop, in Frcvit- 
ing support to test some of these concepts. The question of eco- 
nomics and job maintenance could 'oe tostec. 15's not '3iffiCUlZ Y.c 
set up programs that will actuall;/ test wnat wculd hazen if a _cart 
Or - the workforce ..4ould spend time 2c;rir.q a non-cr3duction peris'd, 
in educaticn and ;ro'blem solving, Ne cccl& measure the intact of 
such grograms, ‘cot5 in terms of z3.e ~rc~biens that would be solved 
and on total econcmic costs--unemployment insurance, subpayaects, 
rehiring, retraining ane all these otter factors. 

REDEFINE THE ROLES 
CF DISCIPLIXES AND 
SPECIALISTS 

?inally, L I xhink a major national effort is needed tc re- 
define the role of the disciplines and specialists, and we should 
brinq into this effcrt 3ur instit>2:icns sf learning, the .Acad.eav 
of Sciences an6 Academy of Zngineers. The major differences kel 
t'deen the Union of ;a?anese Scientists and ,Engineers and the tech- 
nical societies *de have here are t~~cfzld. Cne, they 5 a v e t3-e -. Sl- 
rect support c5 organizations SC :fiey 5ave an effective budqet. 
Secor,d, their cernbershi? includes x.zy disciplines. Zere, our ?rc- 
fessicnal scciezies are separatt, 222 xe r.esd 5.0 have a change in 
the relations among disciplines ~3 lay t:ie foundation for sharing 
of knowledge, for popularlzinq the kinds of technical Xnowledce 
that people need to solve projlerns effectively. 

We're working with a n-,mber cf the technical societies 
now--including the A.merican Societ;f fslr Quality Control ar.d the 
American Society for Training and Develcpment. I've just circu- 
lated a concept statement on t-15 subject to help the technical 
societies >-TLC T ki review this. 1 - _ 2 ' .A.- li:ie to thank you fcr Inviting 
me tc this seminar. 

LYR . VORUES: I'm sensiriVre a3out tr~~inq tc give any s.dq- 
qestions in areas that I really 2rn net expert in, 1i:ce .zany cf ya.2 
around the table are. :-:av i 2 4 _ saii that, I'll qc ahead ar.d se-y 
w-hat' 5 on my mind any.4ay. 

(Laughter.) 



be a producer of goods. I guess that's a. simple economic poir?t. 
We will be a country that will be successful hopefully in provid- 
ir,g services and other t'hings, but xe won't Se manufacturing or 
producing goods. ?eriod. 

So a very important role is to realize the seriousness 
of that from the national ooint of view, and to t'nen bring to- 
gether whatever coaliticn 'rs neede? 50 deal ?dith that priority. 
And in dealing Wit3 that from the ccvernnent's point of view on 
productiy?ity, a bi: part of it is going to be investment. so do 
those things that 2ncourage inves=zen:, and review everyc'Ti2q else 
that you do to Take sure you're rot doing t-hints that disccurage 
invest&ment. 

And I suo72ose priorities, -- Zational priorities, wcub2 be 
an important part of that. 

As far as ql2ality is cGncerzed, I don't know t'nat I feel 
the governrent xould have a grea: role to play in quality. You 
cannot legislate it, you cannot regulate it, you can't demand it. 
There's only one regulator when i: csmes to product qcality, and 
that' s the custcmer who buys it. SC other than eccouraging qual- 
ity or recognizing it as an imporant sart of what needs to be 
done, I really don't kr,cw. Yot t>at =here isn't anything, but z 
can't see government 2Laying a d:=ect role in improving cualizy. 

you'y7e tcleard scme quesI1:.3ns 3crcss the ta'ble as x3 wha; 
-k &,,e relative positions of proc2uc::*~lt:7 and quality are. Z Zee1 
that, as I said, if we all get t.7e srsductivity :ob 232e, cur 
o_uality objecti-les will be easier to accsnplish. 



I ‘ve had some of my Japanese business friends tell re 
that the hardest thing to Learn, aSo<ut ccminq to the 'Jr,ited Statss 
to do business is kow to do bcsiz.ess ;iith ~'JT legal system in this 
country. ;cst Take sure tl:zt in the area 02 Y;i:her educazicn, . . 
engineerinq universities ar2 settin support relative to the kind 
of support that flows to the law sckools and to the liberal arcs 
schools. IS their scpport ir, line xi=:: the needs 32 this cour,try 
in the area thaz we're talkincj akcct. 

And then associated with thar, is tlhe vccatiocal aspect 
of this country. ?eoDle in this ccz~,try must 1earz to ta:qe better 
care of their tkings-IkiZs' toys, :3op1e's cars, their homes a. 
everything else. When I to 50 Tck;-o or ?rankf3rC-, Gsrmany, I 
hardly ever see cnrepaired collision damage on an autonobile. 
;iardLy ever. I think almost ever-i car in Takyc 'nas ,fot cne or z~+-o 
feather dusters in it, and it's :ot 2: all unusual just to 5e 
stopped for a traffic sigr,aL and see seogle cut c7,csting t:leir cars 
Off. T5ey Get 2 let 3or2 fr t'neir 'zcck's worth for whatever t3ev 
buy by simply taking care of t‘nez. 'rje've been a country that's 
been blessed with unlknited r.atural resources a.112 so on and we've 
got to learn to do a bezter jcb cn that. And part of that is ~;3- 
ing to have to be a much strorcer -7ocat ional educaticnal system 
so that we supply the people trained a= the vocational levels t3 
take care cf the things that reall;! Yceep America moving. At Boz? 
the h2q'n e?d or' techr.ical ed~.zcat~cn ax on t'ne L2w end, I thi2.k 
there's ar. important j0.0 to 'ze 22x5. 

T - 



YEED FOR XORE CGXFIDEXCS 
IN TEiE FREE ,YARKET SVSTPY 

And finally, all three elements--g0vernment, business 
and labor--nave to have faith in the marketplace. It has workeri 
terrifically up until this tiir,e in this csuntry. It dcesr.' t 
really need a Lot of tampering or tinkering with, and the more 
confidence we have in it, the Setter it will respond t0 our needs. 
I appreciate t'he chance to be here. 

RECOGNITION OF DEEP 
STRUCTURN, CYJJiC-ES 

DR. BARXJSON: Let me say first that the problem we're 
dealing with, I think, is of a Seep structural nature, and there 
are very profound changes t-hat are gcing 3n ir! the world econom:~~, 
including the Japanese challenge tsday, which wasn't the case in 
1950, and some very deep changes t'nat have occurred with our 3'43 
economy. And it's the relativitlf cf cur cwn industrial positian 
today and our competitiveness in the world economy that I think 
is the center or the fscus of our ~rc3:er-i. 

We assulme that all cro'2le.ms are posa'cle and that t‘nev . 
lend t'nemselves to solutions. 5 e also 2’0 f3r t?e quick fix. YCC 
can see this, anyone who lives and rh'orks in Washingt0n. Ycu fin2 
peoole on congressional corr,-nittees 3r scme0n.e in the ?resident's 
office and when they discuss $rcductivity, t'ney don't want to ~0 
int0 deep structural 2robLems and t:le 2eep chances needed in t1r.e 
world and what xe need to think a&u= now. The; want t0 know what 
is " the " problem and what can xe 60 about it tomorrow. I'rr, z frai? 
that we're eealina not with a simple cold. We're dealing with 1~ 
dustrial cancer. .Ynd I think t'r2 Zl:r-jsler syndreme ccints ts t:-.at. 

Quality ccntrol and wor3 met:?ods and so on, I think we 
run into great danger if we don't think of these as 3art cf t::e 
su‘sset of the General >roductivit:/ ~rz'nlem, and the L=m=r=J zrz'z- ‘=-.--A CL 
lem of naintai zing 3ur competiti,1eness F2 world markets. 



304 all. of this is by wayi' cf saying t'lat we ?ave some 
deep economic adjustrr.er,t prcjlems, 33d to divorce the commercial 
corporate response frcn society's concerns and =he basic eccnonic 
adjustment Of ma ir.taining competi:%-Jeness i3 the worli ecor.cmy CZR 
be disastrous. Vie have to begin ~3 think about findiATg ways ~3 
begin to think about this prz*olem i: ar? integrated way and to tr:~ 
to find solutions that deal ,dith zhe 3asic difficulties, rather 
than trying to resort to expediency an? fir.ding some quick way out 
that we can justify to our labor zcnstitcencies or i,?~ our boar5.s 
of directors and so on, glossing a11 t‘ne way. 

The marketplace--I thir,X z'nis is part of our rrroblem-- i 
that our great strencz'n in t:le past ar.d certainl:. we11 int3 the 
fifties, was this very multiplicity of purpose ant Inti'iative cf 
companies ar,d governrzent. I'm afrzi2 this 'is running out on us. 
We now face ckalleEges i.rl the res: ~5 :‘ne world w‘nere Government, 
industry, Labor 2-d flzancial Or;aziz2zi3~s are very TtieLl Lnte- 
grated, and Za~an certainly is a case s:-dy cf this. 'tie need zo 
find consensus in this country. .\r: 5 7 t the first level, I tlhink 
'you see the dif:iculty Ln this '~I; l:cking at what ha_sgeneC to 
Chrysler. 

NEED TO 33 ?&LE 7'3 
DIAGXOSZ SY!4PTCk!S 

We don't have even the keqLnnings 05 a iiagnostic, let 
alone consensus, as to what ouz ;CLFC:i options are, let zlone COG.- 
sens!Js as to ?tihac to do about it. This is a woef,:lly deficFer,z 
way to tackle ths problem of w'nac ';,zs gone wrong ;sith 0Lr prsduc- 
tivity as an element of compezizi.Jeness in the war12 aAd whaz we 
do a'sout ic. We've got t0 find SCrLe ;rOC2SS Gl2i2hy '152 results 
are credi‘sle. 

KEED. FOR 2RCGR5SS 
TO -oRESCIII3E CL3ES 



NEED FOR 
CREDIBLZ FORUMS 

It's going to take people li:ce Congressman \ianik and 
resyonsi3le people fr2rn izdustr:r, General Yotors and atkers, 
really to have a forum ir. which they really go to a diagnostic 
in the sense that if you or I had 3 Fat3clocy of the kidney we'9 
go to the Yayo Clinic and get a reading on.it. We wouldn't have 
lawyers and PR representatives preparing briefs, which are the 
basis on which Aecisions are made in this town. 

Then, there is tile question of the legal processes in 
this ccuntry. I run a small, prsflZ.aking ,clicy research cor- 
poration, and we do mostly studies in t:le public interest. We 
got $25,GOO for our last study, and I know at least t3ree cases 
where at 12ast $200,GOO a piece was cjven to a Law firm to preTa.re 
a brief. And 1 assure you that tke S6Or3,OCO is going to ?aT/e, ZO? 

only for t:le mor.ey itself, much acre weight in the public discus- 
sions of what we do, for example, cn this duesticn of the conscmer 
electronics industry. And that Is a fact oif life. The 1 shyer 
thing you mentioned. 

This town has more iatA;/ers iz it t'han in all of Japari. 
There are 25,000 larwyers'in ti-,e Zlstrict of Columbia; I thin:< 
there's something like 15,OOC cr 17,OCO In ail. of Zapan. The 
litigious r.ature cf this society aEd zhe fact that it comes to 3 
matter of social pathology -- and I ,dcClti,n't call it ar.ythinG less 
than that- The Chrysler sit?Jaticn is symptomatic of an industrial 
_catholoqy * 2md yet we don': have a xeans for getting a clinica!. 
reading on w-hat's wrcr,g as a first step coward advisir.g zhe ~a- 
tier.t, look, you're qcing to have to ta:ce some tough nedicize ncv.4, 
these are some things you're goi to ha=re ;o do. 



and as)cir.g fcr capital refunding wit::cut a responsible process 
where s0Tp.e hardbeaded bankers, li:12 a Sunatcno lcokir,,- at a 
Toyo:<cgyo; TN-e dcn't h,ave anythi-2 li1ce ::?a:. We don' t hayre sesplo 
i2 government w;qo k,?ow enocg?, a'coc;t t'r2 3'2tcFctive i?.dustry 53 7ake 
sensi'ble decisisns about the industry. These a~2 simple f2CtS. 
T?e autcmotive inZustr;r is scrr.etb.i.7.: I'-ie .nior:<ed 3n over t‘ne ;/ears 
and I know a little ajout it. 'rie just Zcr.'t haTIe the exserzise 
and knowledGe ir, Covernr;l.ent to make tl-Lese dec1sicns, and 'N‘e dcr+'t 
have any kind of Sar.king instituticn that have recci7structicn money 
of this kind that can snake responsible judgments. Yanacerent is 
pretty much using political terror of :he consequences cf 2ot ?a- 
ing sorrethir?g rather than having a resconsijle decisicr. rrta:cinq 
process. I tY-~ir,k that's what's ^~Ckir-.~. 

I t5ir.k certainly if t5e Jazanese exserier.ce teaches us 
rlOYi?irllg 2lse, it’s 3.2 use of t5e noblliza?ion of caoiral fesouv-a= _ _& -u-- 
in t'ne country a;ld channeling i-hex into growth areas, ar?.d na:<i.-.c 
sure that those 'nave Plenty cf wa;zr a-d fertilizer tc gr'cw. x e 
‘nave capital Xarkets 5jhere the mcney ;ces, w-here t'ne c_uick rerlurn 
is. Niat kappeze", tc the 3CX's In s0ir.g inz3 the inore certain 
qdck returns, _ 2 na vhe r e money is ;cLn; ints real estate, ___ 2-r-j G m-m -I- ..I 
areas where the stoc:<holder sees a 'qu:ic:<, ra-,id ret~~rn: =kat's IT- *_ 
adequate. The marketFlac2 is ir;2deq*22=2 there, 2nd we need son2 
new necharsins "-3 chanr.el capitzl ~4scu~ces into srcwt'n areas. 

Thank you. 



now that either 3as the authority ST *_I?= czmpecence 3~ access ;D 
the information to do adequate sectoral analyses. And I don't know 
whether it's a Joint Economics Cerrmittes, the Council of Economic 
Advisors, or who, vho ought to be a5Le to do that, but it's clearly 
a ;r;ajor lack. 

Right now, we have a 7ajcr prs'clem that exists not only 
in the prir/ate sector with reszri ~2 ever-seg7zntaticn biith regzrl 
t3 over- specialization, but we havfe it at the government level as 
well* The Council of Economic Advisors, for exam31e,, has its own 
se-c of economic projections; it does lot have access to the ones 
that are done Sy the Federal Reserve %ard, which are scpposetily 
better, but those are private property. 

We have similar kinds cf C-:--s. L"i---- A si",la+ i 0" i -A .a that '~'as 
poi.?ted out to xe earlier tcCay xhere xhe Departrent of Transpcr- 
tation refused zc share inforTatisn 2~. had on potential plant 
closings in t'ne auto industry wi-,h the Department of Labor because 
it viewed those as being proprietary infcrmazion. We have this 
problem of a tremendous number of different, -7isparate elements, 
all of which are acting in a ;rery inflexible and Jncoordinated 
way. And I thin:< we see that in t:::e pri.;ata sector with rsgard 
to the over-specializ2Cicn of j0.c categories, with the <istinc- 
taons that 'rave been pcinted out with r2sarZ to the ;ise of creden- 
tials to create status, often very fictitious status in terms cf 
competence. 

We do, indeed, need kc lcok at our whole set of invesT- 
men: mechani s,ms . There do awear to Se major pro'clems with regard -- 
t0 the obtainin and granting of Icng-term access to capital. l_.i -?a 
markets do appear tc be muc:-i nor2 izciined co put money into short- 
term payoff situations, and there TS 2 critical lack 05 f.Jnds 5-r 
his-I1 technolcgy, for new high risk ventures. Xhat :<i?.~s of meek- 
anisns shculd be developed to Zeal with that, I Con'? :<now that 
we've really discussed this in any detail yet. 3ut those t*tio pr:'z- 
lems have been identified repeatedly as oroblsms so t'nev 20 re2fi 
CO 5e aCcres.seC. 

I really have ncthing :cre to say t;?an that. 

DR. TAR?IEY: Nell, the IZ's 'Industrial Engineers] ark 
always the ,zr ob12a-solvers. Mr . Kfilllkec:c? 



I would LiYce to make a ccuT1e 35 com.mer.ts. T?rsc ==" ‘1 2-A, 

I think there is a common thread i.-. the United States that ,tie're 
all very rzuch aware cf, and t:lat is jo8s, and jobs have an 4-51'- --ii--- 
ence on ~overznent, labor and Fnd'Llszry. F-Lis cGmnon thread of 
ger.eratir,g jobs, ydhen you look at the r,u;nkers of Sobs t'nat coci4 
'se brought ‘tack to t3e United States, would solve many of cur ?ro'c- 
lens. Improving crcductivity and c_gality will generate jobs. 1 
keep talking productivity and quality and I really should talk 
c_uality first an2 then productivity. XaySe what 'de c~q'r.t to 20 
is coin a phrase "q~dzlitivi~y" 2.12 brlr,? t:2e two of then =oqez%er, 
‘secause you cai2r.c t be generacing ~rCd'~ctlvl-_ -'f :Jitkout qmality ar.2 
vice v2rsa. 



.A c337ittee li:ce this is certaizly of tremendcus value, 
not only for cs 'cut also for herican industry for tt?e =~~+~~5-e. -UC..L 
or, ot:qer words, what SJP are trying tz 20 here is defining t're 
problem acre clearly. That is 2 z.aycr stez; an as_crcach tzwar? 
problem soluticr.. Yost of the tixe iz industry, xhat we face is 
we cannot define the problem exactly, let alone have solutions. 
No tools to solve r-he problem. And ?dc/:lait we have to do is continue 
and endeavor to define the pro'elem *ey means of ccmmittees and 
gatherings iike this. 

i hope we caz continue, 3r?e xay or ancther, this :<ind 
of panel t3 Xeei going. ff we G=Ca~~inn t:he nature of the prcblem, -- --*. 
then we have to work; and government, I am very certain, can I?el? 
private indcstry by means Ii:<=, in Zasan, the union of scientific 
engineers. I think it' s very vita1 t1y.a~ the United States ?-as A 
certain engineering societies. '27 e 50 iay7~ exisi 1 I cing ar:d we m,ic?,t 
be able to utilize t:?em in such a da? :::a.= gaality control--Cie 
educational system Suilds in the s~~stem so that the industry7 
people can learn: nor Or,ly t'he people in industry, kut aIsc 
government people can be exposed t3 t:ye system sc we can get t3.e 
information when we need it. 

Unfcrtunately, we don't kave it here in t‘ne States :/et, 
but I certainI:/ would like to see ?:?a= in t'ne near future certain 
organizations, ?Jhere we people czn reach and get Setter qualit;/ 
control and prcductivity studies. 

MP. . ,‘zTSEN: I have a r=w s:?ort -- csrnments. 'iiS' L of al:, 
I four.=i the 6iscussion very interesting But I fee1 somewhat li:ce 
a fish out Df water kere discussing world economics. I t??.ink it's 
really new--as t;he unions get into t1245 sUeStiC cf z,ual:ty, I 
think it's a route we have to go. N e s a w t 11 a t one TJideotaFe ore- 
sentation; we are going that rOc:'Ie but =ro*ea'bLy not as fast as we 
should be. I can't add to what 2.e rest of ycu halie said. -ha _A__ 
only thing I r.dould be concerned 23cut is I thin:< government 'nas 
t3 pla-y 2 S"73DCr=ive - 'c. 0 km - role, *sut yo'-a =-; :-- f--'1*+ 7 3- .-_ - -zi-.-, I aoree 'd F 512 -*A+ y e-a i A - 
7an frcm C-ereral >!ctors, we A=-'= -,,-sLate. &&.I 1 ar-; %z I s ‘=a5 5 e 5 s m 
I = ' s a turnoff. 



I thirk g0vernmer.t has ~3 oLay a suDDor",ive role. -- SZ! a ; & LyFe of supportive role I don ' ', h-m-. vYou '*7e sot to get rhe Tess- 
age across t3 ::le xorker some:lnew that tke sales of his prodcct zr2 
res~ocsible for '?.is job. 1 t&i .I-r.:c Yrlher! you work fcr an cctfit Iike 
Chrysler, like I have fzr all these years, you war:< for this CD?!- 
pany and you jast 2.i~k that check is coin9 to c3pe in every week 
and you don't really conriect it xiir_:l that car out ttlere t'nat has 
to be sold. It's just a thing you sea soinq down an assembly lir,e. 

(Lau2hter.j 



YEED TO SEE SCIMP L-d 
YATICNAL FXIORITIES 

I'd like to see r;1ore exp:c~asis placed on settinq sore 
national priorizles. I'd like to se2 2e Ccnqress 'ce acre acti-;e 
in this area. 1Gr.e 0 r the greatest szr2ngths cf this r,aCiSr, is 
when we do have a crisis where hi2 2.11 loin together, an< 1 think 
we do have a crisis 7,.,-m right r,ow but -de :.aven' t recoqzized it as ..r-rC-. 
as we could, and that is the energ; sizaation. I don't think xe 
want to live ;jit'n economic blackxail from yhe oil _=rcduciriq na- 
tions and with hostages in Iran. I +y-'?l< we've got to recoqnize il.-- 
that that's just a s:m?ton of a jiqqer ?r&iern, ar,d that is *hi'lere 
we 're not indepecdect 05 soiile of 9ese st'ner forces that ara ex- 
terns1 to t'r?e :Lr.i:ed States E 

Long-r anqe planning. I :P.in:c we ,defizitely have sc= t3 
qet on with it. Just as the Japanese xdel has shown us, tkrcug:? 
effective long-rar,ge p1azmir.q t3ey L.-,srLt~uted in t:-le late fifzits, 
early sixties, zhey nave now made zuks:antial gains I2 t:?e inzrr- 
natior,al xarketzbace. 

xow, the long-rar.qe p1tnnir.g Doesn't have to be cor.r.ected 
with just qLl.allty alone, it could Se ir. other areas, tee, 5ut cer- 
tainly, c_uality is a good place t=; start, and productivity being 
a xotivator. For us to Se interested 1:: quality as being a 'day 
tc get prDducti-Jity, and a way t=, Sea= inflation and. unemDlcy.zerz, 
I think we now 3ave forces in the 3nizad States that xe didn': 
have Sefore. Soub;e digit infla-; j-m --"II 2r;d unemployment at t3.e sane 
time, plus a ccm?etitive sitoaticn :?~a.= is all happening at t5e 
same the . SO we ' ve qct a crisis sit_lletion that the qoverneerz 
can take aCT,aztage Cf ir. order zs get :l?is zation on its feet and 
gee geopl2 real 1;~ worY<iz,q toget?er. 



I think t:qere was an excellent article written recentl;/, 
"The 9.e-Industrialization of the irnited States."l/ Zveryone sl>oul~l 
read t'nat. T3ere are scme ;remer,ccxs iZ2zs in tZ2rs that we car; 
certainly learn from and grasp hcl? zf. 

I'd 1 ;Le to recomner,d =:?a= 'de give some serious -,hocght - -, 
to l>aving this Icind of a fcrux again THtizhin three months or so, zr 
six months, so that each of us car, eit:?er come olzrselves or send . P. 
someone else tS.at we f2el might ev22 Se xore qxallrled represerta- 
tive of some of these subjects, ar.d see what we can do to conti:cre 
this dia!locue. I think it's such 313, Inc0rtar.t dialague it s:loclZ 
not Se limited '2:~ the tine Limitation 'de have OK this =artic*;lar 
me2tir.c. .Is.d I'd also reccmiier.d fka: *de night even seriously ccn- 
sieer some of the lessens we've learned frclm ~52 qcalit:J zirc12 
concept, the problem solving zec3nique that you 5on't jump to SGL.d- 
tions ~di;hcct first defininu the =1rzbLe!7 zppropriazely and t'len 
goina through a very systematic Zaza collection 2nd problem ar.alysls 
before 743 then s;art IcokinG a: 3et:.2ns 'de Tight have as ccmcar.ies 
2nd as a nation t3 im?rsve ~raductl-:Lz~7 an? c_uaLit:i. .krld - 50s s i-2 Iy 
using that 9s a r?.odel, a forum like t'zls mis'nt even be zore effec- 
tive. 

(La~g:lter. ) 



proper allocation of resources and 3ur talents in order to ac:lieve 
those objectives. And then measure these objectives jointly, peri- 
odically, to se2 if we're or: tarcez, and if we're not, why, and 
take corrective action as a naticn ;oir,zly, whetker i: Se in :'re 
area of resource a-llocatlcn or sdncazicn cr tax incec=i.Jes cr z=;?er 
things, 1 n 0 rd 2 -I 50 meet t'nose seals. 

NR. WA.2 A : Xhen we were ccrxnc ta AAmerica, we thcuqht 
1-5 TklouEd Se a g-eat place tc do 'cusiness, You hire peop12 w'r.en 
you want t3, iay them 055 when you &sn’t xant them. aut ' t's t i? a 
not what we dim5 in San Cieco. We 3. a 71 e never laid off anyone. -,G e 
all wear the sax2 workin clothes 2nd xor:c for Sony. Ne eat ir. 
the same cafeteria. 'dhen some ass2m'rl;f line 'nas a qreat thins, 
we celebrate tccet‘ner. What I'm tr;iL-7-q ~3 'say is t:-&a: ke'r= on 
the level with zI?e workers in the skcp like one ta.xily. 

F7e recccnize them as a zeoclt. I think fNfkat ' S TJery :.71- 
porzant is that '50th management 2nd xcr1<ers s;?culd '~2 ?rccti of 
whatever t'rrey ar2 doing tccether, Iz's Seen missing, t‘ne st?ics 
on the part cf mana9emenr. ()nce *jot' .-: -a .*A.- -, YOU :1 a v 2 ras~onsi3i?- 
ity. You hired t?.e seogle. If ssmeone is hiring or lal~inc off, 
certainly the union has to protecr them. 3ut if the ethicS cn -'-a c--i 
?art of the =anzceSezt isr once h-2 hire them we live togerher, ;cod. 
Workers will ressond to t'nat Ycind of detorminatien on the part of 
management. 

. -- - _ ,t 



(I. aucbAter.) 



cameras .dill be 3etter than Gem.ar. cr ;asaAese cameras. I thinic 
we have to s‘nift our focus and emst-masLs. Thank yon. 

DR. KGENT: :J e I 1 , l2suall:J I ,lon't say ai7.yt~i.l.g a= t-z2 
er.d of things like this, but X-W 'kcss 
this issue I zhi2k I can feel ?ree to 

3as nade so mar.;/ speeches c:: 
lo so. 

I thir,k there are six zhiz$s zhe Congress can do. 3r.e, 
it can enact a bill to estaSlish a natioml center fcr srod~cti~~- 
ity with meanin?% funding. TYe fact =hat t're 013 CP~C:PL we,2t 
GUt Of existencs is a scar.dal, and tYa2 fact tkat T4e do nor, ?.a-ie a 
natio;lal centsr is even Ixore cf 2 sc292al. 
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