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PREFACE

At the request of the Subcommittee on Trade, House Commit-
tee on Ways and Means, the General Accounting Office (GAC) becan
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 GAQO
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 Gereral 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

-=Government tax policy, investment policy. savings,

research and development, and long-term growth of
firms

Marketing strategy
-=Concept of global market share

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

Production/product guality standards

-=-High technology

-=Capital intensity; automation for efficiency and
quality

--Emphasis on "process" to achieve consistently high
gquality products



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

.statistical techniques tc "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
.communication and ccoperation
.top managers responsible for quality
.training and development of people

.product designers required to understand produc-
tion needs

Comparisons between Japanese and U.S. approaches and emphasis
on product quality had a specific purpose in this roundtable dis-
cussion. That is, the Japanese model appears to demonstrate the
pervasiveness of product guality 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 srrategies: and for management/labor relations and com=-
mitments which have been conducive tec 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 Javanese/
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 defipition of "product quality” and its importance
in the competitive marketplace.
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PROQCEEDINGS

MR. FRITTS: Ladies and gentlemen, welcome to the panel
session this merning. Before giving ocur 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 Gecrgia Tech, Nick Horsky from
our Los Angeles Regicnal 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.

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

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

MR. VORHES: 1“5 Jim Vorhes with General Motors, and .
have the Consumer Relatiocns 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 Ccommission.

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 Ccoperative
Generic Technology Program, U.S. Department of Commerce.

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

MR. JENSEN: I'm Beb Jensen, United Auto Workers.
MR. BARRA: Ralph Barra, Westinghouse Electric Corporation.
MR. WADA: Chris wWada, Sony Corporation of America,
Assistant to the Chairman for Special Assignments and also
Assistant Vice President in charce of import/expors.

MR. USERY: 1I'm Bill Usery, Bill Usery Associates,
Inc., and I'm here today for the American Productivity Center.



MR. STAATS: I'm Elmer Staats, GAC.
MR. SCANTLEBURY: I'm Don Scantlebury, GAO.
GAQ'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. Most are GAQ
staff people who are very much interested in productivity and prod-
uct quality. A few pecple 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 toc 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 recommen-
dations to Congress, we.issue over 1,000 reports every year, and
the recommendations contained in these reports result in substan-
tial savings to the government, some of which we can measure and
some we cannot.

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

In carrying out our work, we've divided our efforts into
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.

WELCCOMING 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 are=a. It's a matter of high pri-
ority as far as we're concerned,.



moday, 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 1in the House Ways and Means Committee, and particularly
in the Subcommittee on Trade and the U.S./Japan Trade Task Force,
to examine product gquality as an aspect of product competitiveness.
The corncern 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-
cally. But in recvent years, this trademark has become somewhat
eroded. Japanese products, on the other hand, rightly or wrongly
have been socught after particularly now because they have been
perceived to be of higher quality in many preduct lines than those
in the United States.

About 30 years ago, I think it would be feir 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.

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 so0 that we will have
the benefit of that record for purposes of responding to the Ways
and Means Committee.

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

Again, we appreciate very much your jeoining 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 yocu as I can.
I'll turn it back to E4d Fritts.

MR. FRITTS: Thank ycu, 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 cn
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 microphcnes on the
back table are active and we want to encourage the Congressicnal
staff pecple, because we're working very closely with them, to
raise questions to the panel members. You may use those micro-
phcnes on the back table.

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

I would be remiss if I failed to recognize an old friend
of mine with whon I worked here in GAO for about 7 or 8 years,
Fred Haynes, who “jumped the traces” to go to Commerce to head up
the Cooperative Generic Technolegy Program. Fred, welccome back
to the halls of GAO.

MR. HAYNES: Thank you.

MR. PRITTS: 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 ocut very quickly that if I were going to zddress
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 cur attempt to separate
the levels of gquality, 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 gces in as ultimately measured in the
marketplace. Obviocusly, we can't separate them entirely. Every
single aspect of product guality is related either directly or
indirectly to every other aspect. B8ut it's a way, I tnink, of
handling perhaps the discussion here.



BASIS FOR DISCUSSING
U.s. VsS. JAPAN

I would like to begin now to get the discussicon started
by quoting the opening paragraph of Caryl Callahan's paper enti-
tled, "Business-Government Relaticns in Japan.” 1/ Let me empha-
size that we're comparing Japan versus the United 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
guality is one of the finite elements impacting international trade
and marketing; the Japanese have learned to capitalize on product
guality; and it behooves the United States to find ways to improve
its competitive position by improving the quality of products pro-
duced. That's the point we want to 23dress. To the extent that
we can use the Japanese "system" to better understand our own prob=-
lems and areas for improvement, then that's what we want to try
to do.

JAPAN'S INDICATIVE
ECONOMIC PLANNING

SYSTEM

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

"In the post-World War II period, Japan had achieved a
rate of growth unmatched in the industrialized world. Contrary
to popular myth abroad, this phencmenal growth has not been due
to cheap labor, to low profits, to a special Japanese mystigue 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 cocperative 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?

i/“susiness-eovernment Relations in Japan," Pacific Basin Center
Foundation, 1980. P. 2 (available from Y. Tsurumi, Baruch
College, New York, N.¥. 10010).



DR. TSURUMI: Let me make a very topical statement.
Yes, indeed, the product gquality 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 prcduct
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 tradecff
against the gquality. If you can characterize the Japanese firms,
they might be seen as an entity which treats the physical noticn
of absolute product gquality--how many units you can produce---and
the scale economy of large scale production as their overridiag
strategic weapons. Anybody can produce lots of things if they're
allowed to produce shoddy things. By doing anything that every-
body can do, you do not abtain any competitive edge.

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

RCLE OF JAPANESE
GOVERNMENT

Now, 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 inte 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
cut of that something had emerged. When you talk about the indi-
cative economic planning system of corporate growth, you're dis-
cussing scme kind cf corporate visions which the economic planners
of the =overnment or business or labor share. The only vision they
share i: 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 kind of
framework for the industrial allocations of the crucial resources,
in particular scarce resources, like technology. Technology was



clearly identified from the cutset 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 businesse: , 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 loocking at the United States struc-
ture.

What government did was to propagate this general notion
about the desired target for Japan. ToO be very efficiently drawn
by the government in clcose consultation with industry and labor,
each industry must reconcile different views. Otherwise, diversity
of views emerge, and diversity may bring about all kinds of con-
flicts of interests and jockeying for their own interests. In
terms of drawing up a naticnal visicn as tc, say, the makeup of
the economic situation or the desired industrial structure of Ja-
pan say 20 years from now or ten years from row, 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 teo be living in the years ahead and what it takes
to get there.

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

The word "indicative” is as opposed to a planned "ccer-
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
allcoccation processes to simply favor the successful firms which
came out of the survival of the fittest to prove that they can
produce efficiently and competitively.

SIMILAR APPROACHES
BY OTHER COUNTRIES

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



in my opinion, the indicative economic planning after Werld war
II because that country also {aced the problem of maraging growth
under scarcity and catching up with Germany and the United States.

But the contrast between Japan and France might be in-
teresting. I den't think this is a superficial contrast. 1In 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 cooperaticon from private sectors. Accordingly, in order
to implement the targeted goals, they needed to own the three major
commercial banks and use capital rationing processes so that the
funds would be channelled intc the targeted industries. Also, they
came to own scme key parts of manufacturing industries, the autc-
mobile industry in particular, as well as others.

WHY INDICATIVE
PLANNING WORKS
IN JAPAN

The indicative economic planning system was not unigque
to Japan, but the way they went abcocut implementing it might be
somewhat characteristic of Japan. This was because there existed
in the main, the cocperative mode of interaction between business
and government, between especially business elites and government
elites. They went to the same school and all kinds ¢f things and
they ve been doing things tcgether for about half a century now,
and after World War II they wanted to do things tcgather.

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 uses the industrial policy is
through administered competition. All governments try <o 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 cutset the winner
and simply get the whole thing done. All you can do is simply
call for the candidate entrants into that industrv and see which
ones will succeed. At the same time, yoO'*r cannot let to0 many
guys into the play from the cutset because the domestic market
will be oo small to permit any economy of scale.

The government tried to regulate the first of three
entrants or four entrants as the domestic market size increased,
rather than simply letting the initial entrants cover the increase
in growth; let's try to bring in a few more competitors and. go
through a whole shakedown process. Eventually, they tried to re-
ward the survival of the fittest, and meanwhile, always mindful of
allccating the rescurces cut ¢f 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. 1It's o0t 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. 1It's not a rigid sysc-em.
It leaves enough leeway for entrapreneurial things. And obviocusly,
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 peint I wanted tO make here about the in-
dicative econcomic system is that the government's role has emerged
as the kind of conveyor of the future vision of the industry, so
that “hey can signal business copportunities for any private firms
to exploit. As a result, the government has emerged as the 2llo-
cator, the key allocator, of the scarce rescurces to targeted
industries and let the private industries sort of bid for them.
Again, I come back to the point of technology, and especially pro-
ducticn 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 technoclogy=-=kow 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 gual-
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 econcmic planning
system. I would like to hear other panel members comment on
their cwn perceptions as to whether this kind of policy planning
is even acceptable within cur 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 cend the first payment for the roval-
ties. Government did not help us. Certainly, government did help
us by taking care of the country and so forth, but in the crucial
issue for the success of Sony, government did not help.

Number two, in 1968, the EIA [Electronic Industries
Asscciation] said that all televisions from Japan were being dumped.
Sony proved to the U.S. government that we were not dumping. After



a thorough examination in 1975, the U.S. government said, “"you are
not dumping,” and so stated in the Federal Register of Fabruary 13,
13979. 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 dces not have
to have so much help from government to be successful from the qual-
ity standpoint, or from the productivity standpoint. S$o I wanted’
to supplement what Dr. Tsurumi said.

MR. FRITTS: What you're describing, then, is that Sony
was not cne of the industries per se that was in the indicative
econcmic plan at that moment, ner the technology inveolved.

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 ¢lue for success is not so much
in government, but the clue is in each company.

MR. FRITTS: SO there is entrepreneurship within each
guccessful company.

MR, WADA: I think so.

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

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

CAPITAL FORMATION

MR. FRITTS: We must recegnize, however, that in the
total innovation process the important role of formation and
availability of capital is very critical, s¢o in that respect, the
indicative planning and to the ownershnip 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.

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

as integrated <ircuits, steel, and autos, surely need help in
capital.

10



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 suppert in terms of financial support I think. My involvement
with the electronics industry is Sony and Panasonic-—-they are
basically the sames 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, governmen:t stepped in.
But after that, I'm sure Sony as well as major electrunics 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 ¢f the very successful
organizaticns to expand their market shares throughout the United
States or throughout the world, for that matter. But basically
we have done it curselves.

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 Westinchouse and we can see it. But
they do have financial support by theaselvas, 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 gqual-
ity. Then we can be on cur feet.

DR. BARANSON: Let me just introcduce a little leavening
to this locaf. 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 corches-
tration and the government supplied the typical pattern of govern-
ment support., Which was in successive waves. And there's no ques-
tion, as Mr. Wada and Mr. Nagata have pointed out, that the
government policies have always had a certain ambivalence and have
on the one hand, chosen instruments and in a sense of nurturing
the early stage of the industry as a whole; and at the same time,
maintaining a kind of free for all in the internal competition.

In the early pericod of the electronics industry, fer
instance, there were something like 80 or 90 radioc manufacturers.
In television, there were 20 or 30 which finally filtered down to
10. The government had certain policies which at a certain stage
enccuraged rationalization and merger. And there are such things
as the Sony's and the Honda's, the Toyokcgyo's, the Matsushida's
and so on, which became the sixth and seventh tier but which don's
get preferential treatment.
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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 :aws which are a
broad umbrella providing financial assist:1ce 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 axport 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 orchestrate. 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 %o
understand what is it that Japan did so well and how we are losing
ground, is to understand the very critical role of government in
the long-range kind of--ycu 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 industriss. You'll
find now that the provisicnal 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. Wwhat
was the television industry in the fifties has become the computer
and the microprocesscor industry in the eighties. That pattern of
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 technolocies, generic technologies--
that's a very important piece of the puzzle. Perhaps Fred can
address it.
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QTHER GOVERNMENT
LINKS TO INDUSTRY

DR. BARANSON: Let me say just one other thing, 4, that's
very important. There's another institution in Japan vhich 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 droad framework of growth is set, and where:
gevernment and industry people are totally interactive. Now, our
system with our antitrust .aws completely preclude that. There is
no basis whatscevar 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 naticnal 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 collusieon 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 Jacgues
Feuillan is able to discuss with us what the Federal Trade Commis-
sion is now doing, at ledst 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 taking an
overview.

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

IN PRODUCTIVITY., TECHNOLOGY
AND INNOVATION

MR. FRITTS: Fred, I'd like to ask you, what are“the
pieces of this scenario that you can describe that are now within
the Department of Commerce program for productivity, technology
and innovation? Can yocu 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 suggesz that
there is a complementary relaticnship between the two.

We're cbvicusly tryincg to shoct for the same Lfarses but
from a different cultural and econcomic¢ background. JCJommerce, 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 Cocperative 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 develcped 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 tc pursue, but if they were pursued, would carry
those individual firms and the industries ahead at a faster rate
than in the past. Perhaps cne of the best  examples of that was
the joint development between the government and industry of the
APT language for the numerical control machine tools. Had not the
government cocperatively gone in and done what machine 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, aercspace 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
governmnent 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 resulcts.

- In 25 words or less, Ed, I think that's probably about
all I shoculd say, but I would like to ¢ffer a couple of cother ob-
servations in terms of what has been said so far.

JAPAN'S SURVIVAL DEPENDS
ON EXPANSION QF MARKETS

I think it's very important t¢o 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 crder to provide jobs because even though
only 25% or sc of their labor force has lifetime employment, the
only way an individual firm can continue lifetime employment is
to build a2 new plant to try to expand its market and create more
jobs.
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SPECIALIZATION OF
IONS: PRODUCTION,
¢ IHG

Additionally, they have segregated their gocds preducing
activities into several highly interactive functions. For example:
the purchasing of materials and the marketing of good= 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 coperations. This grouping of functions,
distinctly different from that found in the U.S., fosters a unique
production quality orientation not often found cutside of Japan.
And, as I think we have all seen, if you are going into interna-
ticnal markets, it is quality that's going to take yocu there.

JAPAN ADOPTED AMERICAN
“TECHNI

Now I want to hark this audience back to about the early
1950's when a guy by the name of Mogenscn said work simplificaticn
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 oniy in
his own job, in his own pcsition, but in the interest of the plant.
And Mogenson did a lot of work 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 intersst in
quality. Here the top level interest was primarily in price. I
think this is an important distincticon to make when we're trying
to talk about the structures that were arranged in Japan to enhance
gquakity and therefore make their gocds extremely competitive cn
the international market, and the kinds ¢of things that we have
dene 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 Cunningham from TI <ould probably
describe in 25 words or less that TI has been very successful in
doing that very thing.



WORK_SIMPLIFICATION AT
TEXAS INSTRUMENTS:
FEOPLE 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. 1In 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 pecple involvement:
that's basically what it is. Team approach tc solving problums.
It's been a2 continuous program at TI ever since, and it'yg evolved
now into really what we call the P&AE program, the People and As-
set Effectiveness Program, and part of the PSAE program is still
the classic work simplification training program but it's been ex-
panded toc 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 Prcgrams, and they're used for a number of different
activities. Cost reducticn, productivity improvement, quality
improvement, work simplification, whatever the problem is we're
trying to sclve at whateVer plant we're trying to solve it in.
Ne're in the cffice, we're in the boardrocom or wherever it may be.
We try to do it as best we can through an employese team.

Under the theory that the peocple 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 pcoplc 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 £ind all the reasons why it won't work.

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

If I could just take another minu:-. 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 qguality of the product. In fact, just to give you some per-
spective, in November of last year, T] established a corporate
guality assurance operation which I'm in charge of. And up until
that time, all of our quality operations have been in ocur plants'
divisions but we never had a corporate function.
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U.S. PRODUCT QUALITY NO WORSE,
UT COMPETITION IS BETTER

But in any event, with respect to quality, I think the
quality of the United States is not any worse than it was ten
years ago; it's probably better in most industries. The problem
is that the competition is better, and that's 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 learned a lot
from us and we need to go back and learn from them. They had to
export to survive, so they've concentrated on growth industries
or growth product lines. We're in a growth industry so they
attacked us on every product line we've got, I think. So they
picked gcod 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 gecod job of engineer-
ing. Good design, gocd 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 gquality 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 deoing.
Just do better. And it seems to me if we do that we'll pull back
up out of where we are: we'll succeed.

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

MR. CUNNINGHAM: Ycu 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.

BEIGH QUALITY DEMANDS
GOCD DESIGN

MR. HAYNES: Building on that, I'd just like to offer a
brief cbservation, too, as a matter of fact. I just came back from
the West Coast talking to our semiconductor friends abocut 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 aresas of designing new semiconductor
circuits runs about 50 people: 50 encineers. I don't kxnow 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, designed to en-
sure that quality is designed into the product. Furthermecre, they
don't necessarily pay any attention =9 the existing process.tech-
nology. They may design new eguipment at the same time they're
designing a piece of IC (integrated circuitry).
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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 extracrdinarily 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 wculd 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 sugqest that the
firms are very profitable.

As you lcocok further you £ind something like 16% or less
of the Japanese firms are financed from equity: all the rest are
primarily financed from debt. The cpposite 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 é'built-in short-run versus long-term view
on investments. Especially investments that are key to enhancing
the guality 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
guality 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.

MR. SCANTLEBURY: Fred, you lost me on your debt and
yeur 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 lcok. Be-
cause the bank 1s interested in locaning money, they are interesced
in the long term ability to service debt. And by the bank invest-
ing in you, they are your partner f£or a long term. Moreover, the
way they do their numbering, it comes out that the individual firms
may have a 1.3% return on sales but they're extremely viable be-
cause with the long-term debt and the high depreciation rates,
they have an incentive to reinvest in their process technologies,
having a much longer payback than our firms can justify. McGraw-
#ill surveys I think suggest that on balance when the top 8 in-
dustries in Japan are ccocmpared o those in the U.S., two-thirds



of their process equipment inventory is less than 10 years old. 1In
contrast, we'rs 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-
tiﬁ:icquipmnnt than they, and as a result, start to feed inflation
earlier.

DR. BARANSON: One other point on that, and that's very
important. A Boston consulting group did an analysis also of the
Japanese firm and its after tax, after distributed dividend income
to the company, and they're higher. 1It's contrary to the myth that
the Japanese firm's average earning is low. The available funds
for reinvestment in the future is greater in Japanese industry.
It's a very critical component 0 the financial structure.

MR. FRITTS: So then, the tax structure is=--

DR. BARANSuUN: 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 20 show dividends for the last two gquarters and to distribute
dividends to the stockholders. 1It's disastrous when you can't
distribute dividends.

Well, Japanese management is ncot under this ceompulsion,
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 thac Armerican annual reports have lists
of both boards of directoers a:ud of c¢ificers. 1In Japan, we have
enly cne. We don't have the two lists. There may be cne or twe
outsiders who uit on the becard of directors. Sony's annual repors
shows two:; those represent two banks.

~ In cther words, Japanese management normally does not
have to worry about the stockholders, or about dividends; we werry
about interest. Tris 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. You'll be so happy you berrowed.

{Laughter.)

In America, you are more concerned with dividends. You
have to pay dividends af+ter tax. And again, you will be pavying
tax on the dividends you receive., Tremendous disincentive. In

Japan, taka Sony, for example, we took a long time to perfect our
version of cclor televisions. We spent abkout $700,000 every vyear
Eor about five years.
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The founder of cur Company was heading the project. He
was spending $700,000 every year for about five ysars. No one was
coming in to fire him because the officers and the board members
were the same people. The average Japanese company's equities are
about ll or 12%. The manufacturer's is akbout 15% ~» 16%, and a
larger porticn 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. S0 we can plow
back and plow back. The only dilemma is we have to continue to
expand our markets. How far can we go? 1In the 1950's and 1960's,
Dr. Baranson menticned, we had a shield. I think that was good
that we had a shield in the fifties and sixties.

JAPAN'S NEED TC BE
ECONOMICALLY STRONG

In 1945, the war was cver. I was a little kid. Tokyo
was really in rubbles., What was the greatest concern? The minute
you won World War II, what was the greatest concern? Not to see
Japan be part of Russia or of Communist countries. The greatest
incentive immediately after the war was to make Japan economically
streng. 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 Crdnance
Depot. I was sitting with Sergeant Nicholas, Sergeant Kopeski,
Sergeant Humphrey and ao forth. What were we doing? Repairing
M=43 and M-46 tanks from Korea. And this helped Japan build, not
to have economic and sccial unrest. Thank God Japan, thanks teo
you, became strong. We have China and we have Russia very close
to us. Is there sccial unrest in Japan? No. We are very stable.
But thank God we stayed strong and stable.

We see sc many Russian submarines going around ocur goun-
try and islands. Thank God we are economically strong:; ne one is
Joing 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 amcng curselves. 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 faveor.
Faced with the problem of continuous axpansion of the market, we
have to see if we can co-exist in harmony.

JAPANESE BANKS EBOLD EQUITY
POSITIONS IN COMPANIES

MR. VQRHES: Chris, in additsion to borrowing from.the
banks, did the banks alsc have an eguity position in the companies?

MR. WADA: Yes, because very coften through gquick expan-
sions, companies could get in a very dangercus financial pesition.
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Thers were SO many electronics companies growing with borrowaed
money. Many companies have gone down, and only the strong and
correctly managed ones survived. Every time a major corporation
goes down, many subsidiaries cor related banks have to go down with
it. Government tried tc help, but they go down. That's precisely
why the Japanese government recommended shifting pecple from, say,
the textile industry or the shipping industry tc high technology
industries. So there have been many whe 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 nany companies
there are contests for employees t0O make sugcestions in engineering
design. Within Sony, in one year we had a tremendous number of
suggestions=--1,500 suggesticns within one year. Technically, some
are very simple, like how to pack efficiently to save money, and
waste less and so forthi. 3irls and boys, young and old. In one
year 1,500 suggestions..

S0 because of a situation like seeing ancther company
going down, every employee works hard. There is no other company
to go to. Once we are where we are, we work tcgether, and maybe
the boss dcesn't take s0 much money. We are very democratic I
think. Because in this country, confrontation--. Wheresver 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 IMPLICATICONS QF
DEBT VS. EQUITY FINANCING

MR. COSTELLO: I just wondered if maybe scme cf the
representatives of the American businesses wanted to comment on
the debt versus equity grestion as to whether it would be feasible
or even desirable within the context ¢f the American economics
system to have some shift in that ratio that Mr. 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 gquestion of whether we ought to be, with tax incen-
tives, encouraging more savings or more investment among average
peers.

MR. CUNNINGHAM: I'll comment on that. I think we agree
totally with what Mr. Haynes said. We can get money: what we need
is incentive from a tax and depreciation point of view to make
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longer=-term investments. The Japanese make investments based on
10, 15 or 20 year payocuts. We have to make investments based on
one Or two-year paycuts. And that's the big problem.

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

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

In the first place, on debt-equity, firms like Sony,
Matsushida, Honda, their debt~equity is untypical. It's closer to
50-50 than the 80-20. So the debt-agquity 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 ov allocation of in-
vestments toward either critical growth areas, 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
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 geing to kill us.

SOME AMERICAN COMPANIES SUCCEED
UNDER THE PRESENT SYSTEM

One other thing let me mention. The TI [Texas Instru-
ments] case has been a continued enigma. Why is it TI is a thriver?
TI has been characterized in a number of very fine classical arti-
cles as a very Japanese kind of company. TI for 15 years was
earning 153% and was plcwing it back into redesign, re-engineering
and moving down that learning curve. They're a very typical Ja-
panese company. Hcw is it TI thrives under our system? I think
that part of looking for the answer is to answer that gquestion.

I think it has something to do with ethos and management and or-
ganization. TI does very well under our system. Under the ald
tax incentives they've done beautifully and they are managed like
a Japanese company.
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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 difficuls
than they were 15 or 20 years age.

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 cne of our ob-
jectives to constantly improve cur 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 thcse
three things happen. And it takes good people, it takes trained
people, it takes being sure that the pecple do everything right,
pecple effectiveness. It takes assets, equipment, it takes gocod
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 pecople and asset
effectiveness. And as a result, we have forced curselves to con-
tinuously add equipment to keep productivity going up through
capital investment. And we've used every trick in the game to
figure ocut how to procurse 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 pecple 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 continucus, 1'm sure
redesigning of process technologies which takes new capital. Now,
is tinis from accumulated savings or is it still in the financial
market?

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

HIGH QUALITY
CONSERVES RESCURCES

MR. RUBINSTEIN: 1I'd like to make a2 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 nct only to the Japanese but to curselves. 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 resronsibility t£o be able tc conserve
our resources and we're going to have t0 get ocurselves 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,
pased on the total organization's participaticn in improvement and
self-control within manufacturing.

It seems to me the gquestion of what the Japanese did to
do this is only cne 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 intc the situation we're currently in, because there's
very little about Japanese technology that was not known here 40
years ago, or 30 years ago, or 20 years ago, as it evolved. A
good deal of what they learned came from expertise from the United
States. And there are basic concerns that I have about why job
simplification didn't take off as a mnajor effort, why efforts at
involving people didn't 3ucceed during the last 20-year period,
and a lot of experimentation did not succeed.

I think, for some of these questions, we might look at
some underpinnings of the Japanese system 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 guality standard. The activity of the
total organization is invelved in reviewing continucusly how you
can improve the quality of the product and the gquality of your
operation. And it involves the entire organization.

In the United States, gquality is an exception process.
You improve gquality by exception. You have a group <of managers
and technicians who are responsible for guality, and yocu select
the key guality 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 gquality data of the autc industry in terms of what's behind
it, Toyota does an analysis of warranty losses every year. Ap-
proximately 2,000 different causes produce the external quality’
loss or warranty loss. Two hundred of those problems, or 10%,
represent 50% of the loss. And 90% of the provlems produce the
other 50% of the loss. Toyota assigns the 103% of the problems
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that «re the big ones--that produce the 30% 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 siailar.
They also select the critical issues, the c<¢ritical problems and
send those with a very careful follow=-up system to their engineer-
ing and manufacturing organization to correct. Then ther= is a
difference. 1In 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 eontrol 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 pr:-olems alsoc go to engineers. =How-
sver, the opportunity of gettin: =0 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 tha next design. But frequently they're not:; they're con-
tinued.

LACK OF CONTINUITY OF U.S.
MANAGEMENT INHIBITS QUALITY

Now, what would it take to have a total organization to
be able to do this? The first thing it takes is continuity of
management. The majer reason why we have had failures in this
country over the last 20 to 30 years in these programs, and par-
ticularly with continuity of these programs, is constant change
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 QOF CREDIBILITY
INRIBITS QUALITY

The sacond 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 layecff 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, "how do we get more with the same
pecple," then the credibility @f such programs is questioned by
the trade union movement.

OVERSPECIALIZATION
~NHISITS QUALITY

Let's add a third factor, namely the vested interest in
a specialist class in this country. Our total educaiion 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. »

S0 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 active
ity going on. One of the gquestions 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 nad 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 have 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 the
help that the Japanese Government gave. What Japanese govarnment
did about quality was that it said: "you'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-
ing, 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 Jifferent
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 good things that have taken place hnere
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 the major cor-
porations and the union, in terms of how they can jointly address
these problems. That's a significant, eritical 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,
¢f jointly working to improve gquality and the guality of work life
and of the system as a whole, while maintaining their own indivi-
dual responsibilities to their constituencies.

There are breakthrcughs in place now which make it
credicle for us to be able to successfully move toward a massive
solution. But I think we have to very carefully analyze what has
prevented us from deing it up to this point.
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I sat in washington in 1972 at a meeting of the Fational
Academy of Engineers. The topic was quality. The questions that
are now being addressed were addressed then. The issues were ad-

dressed tlien. The call to the government to get involved was made
at that point. Nothing came out of that meeting. The general
attitude was one of arrogance, one 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 lock 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 scmewhere. The relative dynamics
of the U.S5. and the Japanese esconomies are of such a proportien
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 technologies 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 latast LSI, large-scale integration, one of the
most modern. This is where the 4,000 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 loocking in a microscope and it was fastar
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 nsutting
into it and this dynamics, that's what we have to understand. and
we're talking now=-we're dealing with a lS-year gap almost, of laz=-
ging in this country compared t» full speed ahead in Japan..

MR. NAGATA: Naturally, in order to make a robot Or what
we call in terms of industry a "jig," they don't happen covernicht,
As everybody knows, it takes a long time to make a jig and then
afrer all, it will e a robot.

27



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 locked intoe
in terms of industry. One is gquality, two is quantity. And gqual-
ity is, of course, a tradecff between better guality versus quant-
ity. 1In 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 pecple. 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. 1In fact, in rela-
tion to TI's program, I'm sure TI 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 guality control
circle imperted from Japan. But we have to see and we have to
analyze the zero-defect program, hew it could be implemented and
now effectively it could be worked cut. Well, the guality control
circle itself is approaching it from one angle: that is, problem
solving. How to minimize cost, how t0 increase the productivity
after quality gces into the product. And zero defect goes parallel
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 apare,
in a sense, and then we're locking for something.

BUILDING IN QUALITY

Ancother comment I1'd like to make, as Fred mentioned,
total gquality control system, that guality has to be made a built-
in, not at the end of the production line. It's got to be built
first with the people. The workers, fortunately or unfortunately,
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know the best. So we should invite those people on the design
phase with engineers, production design pecple, corporate head
pecple, so we all talk and discuss it. Then quality will be built
into the product.

MR. FRITTS: 1I'd like to ask Ralph Barra if he would
give us some experiences from the Westinghouse view.

QUALITY CONTROL CIRCLES

MR. BARRA: Thanks, ¥d. 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 perscnal interest in seeing
what could be transferred frem Japan to Westinghouse and the
United States. I really believe at that time of the trip that
most of what 1 saw in Japan is definitely transferrable to the
United States and now I'm proving it at Westinghouse because we
are doing it.
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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
gquality, productivity and cost reduction problems. I used tha:
particular diagram to analyze the Japanese strategy to improve pro-
ductivity. When you lock at that diagram, they call it the four
"M's"-~Manpower, Materials, Methods and Machinery--as the four
causes to produce an effect. And if you apply that analysis,
problem=solving analysis to the problem, being to improve produc=-
tivity as a corporation or as a naticn and then look at those four
"M's" as a company, we can take a look, I think, at the secrets of
success the Japanese have had in productivity.

MANPOWER

Look at manpower first--Education and training. The
Japanese after the Second World wWar 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 gradu-
ally filtered down in the sixties to the workers. And that's how
the quality circle got started. After the top executives were
convinced that gquality was their responsibility, they then endorsaed
substantial commitments and investments in time to train all their
pecple in gquality; gquality added to the consciocusness.

QUALITY IS MIDDLE
MANAGER'S RESPONSIBILITY

The guality 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 rccagniz.d
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 tc 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 gquality contrel, and that's how the quality cir-
cle evolved. It really wasn't planned.

QUALITY IS5 WORKERS'
RESPONSIBILITY

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

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

I think the main point, then, in that first "M" is that
education and training from the top to the bottom is a very impor-
tant strategy that has 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 ocur 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,
sc we're not going to start turning things arcund in just a few
months. It's going 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 where do we need government support. Certainly,
one of these areas is to provide mechanisms where we can get more
cooperative relationships between suppliers and the pecple they
supply. The Japanese have done this.

THE SUPPLIER
"FAMI

They have a family, and when they have productivity as
a goal of the major cerperation such as Sony, all the suppliers
are in tune with that goal, tco. They work together on establish-
ing improved processes and materials and components so that Sony's
television set can last 12 years without a fajilure. And we have
to do that.

HIGH COST OF DEFECTS

We find in our corporation that a large percentage of
our failure costs in ocur factories are due to the high defect rate
of the incoming parts that we actually accept from cur 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 cur suppliers and asked them, whac
could we get when we bcught his parts. And it turned cut that he
alsc supplied parts to Japan. The Japanese cot his best parts and
we got his worst cnes. :

(General laughter.)
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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 gquality--
levels of quality and productivity.

QUALITY IS A SOCIAL
RESPONSIBILITY

In fact, I look at productivity or gquality improvement
as a social responsibility. Not only do we as a corporation have
responsibility to our customers to provide them the best gquality
products so that they can be mores productive--. You see, when we
lock at preductivity, let's not be selfish about it. We shouldn't
look at productivity of our own corporation only as being cur ob-
jective or responsibility:; we have t0 look at the productivity of
our nation and cur customers. So, looking at iz that way, it
behocves us as a corporation to be responsible to cur customers
who then are responsible to the nation to be more productive. And
then looking back, ocur 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 inspecticn 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 cnstly to detect quality into the
product, or to inspect it into a product. You cannot achieve
quality at the final stages Oof an assembly or in the middle of an
assembly; it's too expensive. And we've been doing it as a coun-
try manually with labor.

HIGH COST OF MANUAL
QUALITY CONTROL: THE
ADVERSARY APPROACH

When we look at productivity measures, it's no wonder
we have low productivity grewth, because most of Qur pecple in
some of our factories are associated with looking over the shoul-
ders of other pecple rather than doing productive work themselvas.
And what really has disturbed me is the fact that when you have
that kind of an atmosphere and environment, how can you get pecple
motivated to think about quality when you're promoting distrust
and a lack of respect of the worker because he's being watched.
He's being timed and he's not being trusted at all. He's not given
a chance to really be 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 depars-
‘ments. 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, 30 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 $0 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 averyone 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. Autcomation,
robotics are good things now. They have to be looked at as good
things because they will improve gquality. 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
Peside them. They'd be more productive.

wWhen you look at the machine inspecting rather than
having pecple performing an inspection--let a robot do it or a
piece of egquipment 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 coing
£o see a lessening of the number of blue collar workers and many,
many more pecple involved in what we now call white collar activ-
ities in the factery. 1It's going to be very exciting work and our
educated work force is ready for it. In fact, we have teen under-~
utilizing our work force.

METHODS

And the last "M", Methods, the Japanese have certainly
shown us with their strategy that value engineering, that orizi-
nated in the United States, works in Japan beautifully. With
value engineering they design quality right into the preduct in
the beginning. Less parts, less ccmponents, better parts ané 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 ocur 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 ovr
participatory management concepts, our organizational development.
Our psychiatrists have tcld us that in the hierarchy of needs,
once you've satisfied the lower needs of the worker tnen 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 guality circle also provides to management a mecha-
nism to learn how to listen to his pecple, how t0 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 ocur foremen and cur first-level supervisors is you make
the decisicns on how to flow the work in, hew to train the peocple,
how to run the milling machine, and have yocur pecple follow your
directions.

Well, that's the wrong way around. The pecople who have
Seen 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 veice their opinions and speak up, and the
quality circle 2llows us to de¢ that.

A lot of people are telling me that gee, we've had qual-
ity circles for 20 years. They haven't, because they loock at their
workplace meetings as quality circles. That's not a guality cir-
cle. A gquality circle embodies everything we've been talking
about. It embodies education and training of the workers. We
teach them problem-sclving techniques like statistical gquality
2sontrol 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 missing
is the fact that when you leave your classroom you go back to your
job and management, ycur boss does not encourage you to practice
what you learned. I learned value engineering 1S years age, 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 vzlue engineering team and within cne
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 pecple arocund

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 bocokcase and I didn't open them up again for 15 vears.

Management has got tc be educated to recognize that we've
been teaching these things in our schools, not oaly in universities
but also in the locker rocom. In corporations we have our own edu-
caticnal evening schools. They're good principles, gced 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 envirocnment; it's got to be one that
recognizes that the strength of decision-making, the strength of
problem=-solving lies with the pecple, not with the managers.

. Managers have a responsibility to approve the recommen-
dations of the pecple.

JAPANESE AUDITING
CF QU

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, yocu'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 ne.
He knows what my defect rates were. He knows what my problems
were last month or six monzhs ago, and he's going to measure ne
again. And if he doesn’'t like what he sees, I'm going to have to
answer a lot of 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. 1It's not cthat
we don't have those in the United States. We do, but too cften
we lose sight of the total value of that auditing system and <he
importance of the involvement of top management. In many cases
we delegate that responsibility to some quality organization,
which is an adversary role once again. And so you get this gual-
ity organization going over into manufacturing auditing. You
know that the manufacturing pecple are going to hide the prctlems,
they're going to try to get away with as much as they can and hope
that that quality guy docesn't find the real problems.

NO SIMPLE ANSWERS

So I think just to summarize, we can't lock at any one
thing as the solution or stratagy. We can't lock at gqualisy
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circles as the total answer. It's not the panacea. But i{f we

loock 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 besen studying
our training, our calisthenics and how our American runner has been
winning all those races. And he's been studying that and emulat-
ing it and then improving on it in his own training exercises. And
all we have to do now is recognize we're still winning the race,
but now we've got to go back into ocur own training and improve our
training ourselves so that we can maybe hit that mile in threse and
a half minu~es instead of four minutes.

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

NEED FOR A NATIONAL FOCAL
POINT FOR PRODUCTIVITY

DR. NUGENT: Yes, l'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 macre point
of view. That is, in Japan they have a highly funded very dynamic,
very well staffed Japanese Productivity Center. 1In 1978, the Na-~
ticnal Center for Productivity and Quality of Life working died
without a whimper. It has been replaced by a National Productive
ity Council which hides ocut 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, sericusly, though, that there is a prob-
lem at the highest level in this country. That is, there is no
rnaticnal plan on preductivity, 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 t0 the new office within the
Department of Ccmmerce. There is no national center, no U.S. cen-
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 Efngland has this problem--will
ever be found until the United States, and that is the Administra-
tion whatever administration it will be, makes a lasting 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 cne 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 progres
on a long-term basis will ever be made on improving productiviey
and product quality in this country.

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

MR. KEHLBECK: Ed, it's been very interesting to sit
here and listen to all the comments made this morning. Let me say
that I am very fortunate to have the 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
OLO

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

SLOW DIFFUSION OF
PROCESS TECHNOLOGY

Where the Japanese have the lead cn us is in process
technology. I think you can go through any factory in the United
States and then locok at its counterpart in Japan and find that in
the area of process technology the Japanese factory is probably
5 to 10 years zhead of us. Another important pecint is that when
you look at product technology and process technolegy, it is ob-
vious that quality and precductivity 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
guality at the same time that you're getting higher productivity.

In cne of my visits to a factory in Japan, the zeople
were explaining how they had eliminated a job, and the foreman
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said that it was not only the changing of the job place and the
reduction of the amount of cost to make the product, but the im-
portance was that the guality improved considerably through the
elimination of that tedicus 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 d¢ scme-
thing about productivity and quality, has addressed that issue. I
think TI is an excellent example. I think the telephone system
in the United States is better than any in the world. In jet en-
gines I think our record is cutstanding 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.

NEED TO CHANGE
ADVERSARIAL
RELATICNSHIPS

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

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

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

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

RELATIONSHIP OF

ERODUCT QUALITY

MR. VORHES: Thank you. I won't take cur 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 purposs today seem to be directed at productiviesy
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 guality is almost a product of improved
productivity. And we've heard that a number of times.

MR. CUMNINGHAM: I'd like to interrupt you. I zhink
it's the other way arcund.

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

MR. VORHES: Alright, let me give you an example of what
I mean, I believe what Joe said. Some of the process methods and
process engineering that helps productivity is a big contributor
to quality. Those of you who have gone through an automobile as-
sembly plant know that one of the great theatrical shows in our
automcbile 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 oOpen a door and they stick the wocden 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 pecple
many years ago. You do not £ind such a person in a Japanese as-
sembly plant. The reason is that in Japanese process engineering
and design they make a door cpening 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 dcesn't have to look to
see if it fits, because he knows that back in the system everything
was made right.

Tco many times in our prcocess, we weld together 15 pieces
o make a door opening, or to assemble a door. The whole thing
becomes a2 matter of having each piece made right, not just one deccr
opening made right or one door made right. The process that sro-
duced the methods to make that dcor opening richt wasn't perfcrmed
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from a3 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 bagsic difference between an
understanding of gquality in the Japanese business world and in
ours. I sometimes feel that in this country we associate guality
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. 1In Japan, I sense that guality is a way
of life. The medical department, the stenographer, everybody
thinks about how they do whatever they do in terms of quality.
Not just whether the product had quality.

As an example, say there was a widget 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 10,0800
widgets, recheck his process before he starts up again, or should
he ship the widgets--it's Friday after all--finish the afterncon
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 thev would catch hell for. So their
process was no different, as a taought 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 to
make any scheme or plan work effectively. That question has been
raised a number of times this morning. 1Is there any major indus-
trial country in the world that has the adversarial relationship
between government and business that exists in the United States?

And vhile 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 Subccmmittee on Trade, House Ways and Means. Good
morning, Mr. Chairman, and welcome to this roundtable discussion.

CONGRESSMAN VANIK: Thank you very much. I just want
to say that I'm grateful to the membership of this distinguished
panel for your work on the issue of quality of production. During
my last fcur years as Chairman of the Trade Subcommittee, I've
come to believe that improving the image and the reality of gqual-
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 guestion 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 senss 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 pecple abroad in Germany and
in Japan traveling, selling American developments in pollution
control and American develcopments 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 longress to get involveéd in the concerns of American
business. think you must recognize that. AaAnd I think that this
climaca is one that's conducive to working out a more effective

41



relationship between Congress and our business community. I've
urged my colleagues in the Congress to travel less abBroad and
more in the 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 mecrtant that they
should be aware of and have hearings in the various areas of
America 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 sclution to
their problems. I've asked all of these pcople, would you be
willing to trade the entire business tax code of Germany for the
entire business tax code of the United Stataes. And the a;
no. Would you be willing to trade the entire tax code of Japan
for the entire business tax code of America? No, thcy den
that, they just want certain elements; they want the i
depreciation that comes somewhere or the accelerated de
it comes under subsystems. But they've failed to rac
there are other systems of taxation in those countr
taxes and other thzngs that are different than cur syst
den'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 locking at, and I think what we might
expect in tax changes as more and more pressures develop and the
needs of government develop that they're probably going to lock
more to our tax system than we will at theirs.

But there have been some differences in management, in
the style in which forelgners 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 guality 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
approcaches to the productive system that might be useful. think -
there iz 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 cur competitors are=-I think we're making
progress and I think the progress has been very slow. But you
must remember that at the time ¢of the oil crisis I was one of the
first--I was the first member of Congress to introduce a bill <o
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tax gas guzzlers in the United States, and my own newspapers
criticized ?cditorially and said that I was advocating the pur-
chase of foreign cars in America. And it toock so long £-r our
industry to lead and find a way out. ,

1£f we had government involvement as they have in other
countries, I think some pecple would have been banished for their
indiscretions in business decisions because I remember the manage-
ment of a conpnn that we have since tried to save when the Chair-
man of the Board said in the middle of _energy crisis,--"We're
qoinq to contiuuc to “make thc hig cars ise that's what America
wtntl. : '
want. _ ' “your tolcvision ads, they ses ‘your advertis-~
ing, and they become absorbed and taken into this process."”

So with rcspcct to autamobilos.
responding. I have, !
ewo Amnr;can uadc ga.

we've been very slow in
iently waiting to buy
and until that happens,
_ 8 guzzlcr. It's worth
ncthing. so I havc no capital investment to worry about. I have

a very fine OLdsnnbiln that's very good for its size. It's a
1977 car, and I'm still wliting 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-I thought I was buying! And I feel that
that hasn't been settled to my satisfaction. 1I'm one of the pecple
who's on the other side of that unsettled issue.

I just feel that tcd;y while cur 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 £rog in the industry.

I've urged the Japanese and the Europeans to develcp
plants here. 1I've urged that they buy component parts made in
America, and I've asked that in the interest of economy and ef-
ficiency that they buy all of their replacement parts in this
country because that's cne of the btreakdowns in the supply of re-
placement parts for fcoreign automecbiles that are sold in this
country. That's a big business which will approach $7 billion
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 procduction here. I think it would
be good for America. We've given a lot of ocur technology:; a lot
of the technolegy that's been develcped by General Motors and
Ford and Chrysler and American Motors has come out in improved
products of our foreign competritors. 3ut I think we have to move
from their plateau of achievemert, and I measure it from their
plateau of achievement because that's what the competition is.

I£f we're now get+ting 37 miles to a za.lcn, we have to reccgnicze
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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 cf a competitive form of production in
our own country, using our own power, using our own labor, using
our oOwn rescources.

I don't want to talk down or criticize the American
automobile industry or any other industry. 1It's been an industry
that has dcne very well. Another very important element that
pecple 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 tpa
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 gquality products. I
think we do so much better with an American tcaster than the one
Sony has which rings bells and doesn't toast.

(Laughter.)

I think there are so many products that we excel in that we just
don't advertise 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 tc be giving seriocus consider-
ation o 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 pecple 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 periocd of
years and give industry in America some idea of what we can do to
meet this problem without upsetting 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 OSHA, 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 met them. And I
think the pressures are now very strong in foreign countries for
the same kxind of standards that we insist on here in America. So
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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 grsater stake even than the pecple of the United States
in clean air and in clean water and in the safety of pecple. It's
a much more congested place, and so is Germany, and they have a
much greater stake in these things which I consider as necessary
and not adversary to business.

Now, we 40 have problems with antitrust, and we have a
need to modernize the law to help make our industry more realise
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 tc give American workers every cop=-
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
t:g:. a competitive society of pecple 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 akout
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 cught to
be debating, instead of the irrelevant things we talked about at
the national conventions, both of them.

(Laughter.)

This is what cur 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, gquality
contrel, productivity; the same discussions take place in the
highest levels of government. And the error makers are nct 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 payrcll 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 with anybody in industry or business;
we're partners. And this partnership of interest I think is what
we seek; not 20 interfere with the decisions of private business,
but to try to praise private business when it does things righe
and criticize it, as we riticize errors in government, when
things are done wrong. I think too many businessmen in America
have the cption that so many doctors have--to bury their mistakes
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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, pecople 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 cutsiders 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.

S0, I'm proud of this panel and I want tO keep informed
of what you're decing, and I'd like to take the copportunity to
thank you for your deep anc dedicated participation in this very
important issue.

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

CONGRESSMAN VANIK: 1I'll be happy to answer any questions.

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

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

(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 VANIK: OCh, I think it's perceived by indus-
tIy.

MR. CUNNINGHAM: And it's like a lot of our customers
now perceive the gquality of U.S. made products nct 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 government needs to 4o the same--if it's
not an adversary role there, it needs to be aggressive towards
convincing industry that there's not cone. And I think industry
has got a big challenge in changing the adversary rcle between
customer-vendor relationships., We've got an adversarial role wicth
vendors, and I think we're all working towards trying to change
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that adversary role between company and employee which to varying
degrees keeps coming up.

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

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

MR, CUNNINGHEAM: 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 litigative process, and this has troubled me. You wonder
where your warrant'ss 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 actione-I think one could develcp
for negligence in what we do in public life-~

(hug’httr . )

It would mean that we probaily 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
cne of the very difficult problems.

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

I read a very elaborate report the other day in Trial
Lawyer about the chainsaw industry. I don't know how anybody can
stay in the chainsaw industry and let anybody use one because it's
a dangercus thing and has tc 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 arcund and cut your lawn, and you're carrying
§ or 10 extra pounds of shields that are pretty difficult for aging
arms to handle. So there has to be some rationale, some moderaticn
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 fac=or
in their achieving their productivity objectives in the seventies
and now in the eighties, Could you share with us some of the
thoughts that you have in this area of long-range planning?
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CONGRESSMAN VANIK: I think you have struck on what I
think is the key. I think what the American businessmen need
more than almost anything else 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
tc have a national steel policy. What do we really want to de?
How much production do we want to have in this country? The same
thing with respect to automobiles. How much? We've got to deal
with the world car issue, it ought to be debated, it ocught to be
discussed. That concept provides a sharing of producticn 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 cur time==-
probably about 20%--in Congress just talking about ethical rules
governing curselves. 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 cught to occur on the flocor of Congress
every day. It's not dramatic. One of our problems is it doesn't
capture the media. And in Congress we have a great many actors
now and campaigners. 1It's a tragic thing that ocur system has
created.

You know, one of the reasocns 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 pecople seek the office so they can get credentials with which
they can go toc other places in the private sector, or get 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 Congreass
toc make declarations of pelicy as to what we ocught 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 naticnal
goals which would include determinations about what we would be
doing about the industrial participants and the labor participants.
I think this sort of discussion and determination of policy is a
very critical need.

MR. COSTELLO: Mr. Cunningham mentioned that there is
this pervasive, in his view, that goes beyond OSHA, sense of
distrust and adversarial relationship between business and govern-
ment. I also wanted to call Mr. Veorhes in on this. Since he had

18



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 face,
this relationship that's at least perceived by many of us in busi-
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 rescurces. Capital formation is a huge problem.
We must try to get the priorities of our country reasconably
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 scolocgic gains that the country has made.
On the cther 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 exanmple, we'll be spending hunireds of mil-
lions of dollars to redo paint shops in assembly plants to comply
with government regulaticns. If we were building a new assembly
plant, it wouldn't cost any more to build one that complies with
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.

CONGRESSMAN VANIK: I would just like to say in comment
that there are finite limited rescurces of the government to give
up other than the tax ccde. We're in a very precariocus 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 borrow
$10 billion now you're probably going to spend $20 billion <o zpay
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it back. Ycu'll never pay it back, it just beccmes 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 pecple the cp-
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 10-5-3 and depreciation allowances
are gooed for the successful business? What do you do about those
that have no income out of which they can use depreciation? More
and more of our companies in America, almost half of them probably.
are in that category. We've talked about reverse 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, scmehow, 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 somecne else's business cor %0 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 cof a quality tax program than the kind that's
liable to emanate in the passion of a political campaign. 1It's
very difficult to get pecple off socmething for everybody because
the 10-5-3 has a wide pclitical 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 pecple in industry to get on
the side of helping us be more efficient about how we write tax
laws, so that what wa do provides an incentive for guality pro-
ducticn in America, for new systems, for expansion and development
of our own productive potential, rather than scattering the re-
sources that are taken out ¢f Treasury and borrowed by Treasury
from others who loan money to the government, and then let them
scatte it around the countryside. 1 think you have o help us
in the Congress to write a guality law.

MR. RUBINSTEIN: Congressman, one of the lessons we've
learned from Japan that's been very clear is that the responsi-
bility of the corporation 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 0 the organization. Basically, their policy is to guaran-
tee that some portion of the work force will not be laid off dur-
ing eyclical deownturns.



In 1976, I testified at hearings conducted by Congress-
man Lundine, and proposed this job maintenance concept: Instead
of laying people off and loocking 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 perscn 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--which would get directly to
the heart of providing for continuity of employment during cycli-
cal downturns--could be sericusly explored by Congress. Do you
think the timing is right for that?

CONGRESSMAN VANIK: I think the timing is right for a
discussion of the idea. But you know, you have to relate that tc
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 ¢f 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 scme of their
demands for higher adjustments to meet inflation if they had ten-
ure. Certainly, in cyclical industries the tenure has much more
meaning than almost any other ingredient that can be provided. I
just don't know how yocu're going to fund that income maintenance
during a down spell. What would ycu do at General Motors if ycu
were to maintain your employees on compensation?

We have a little problem getting autcmobile 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. RUBINSTEIN: I would think that a study of General
Motors or any other corporation would show that there is a tre-
mendous cost to the current system that could be locked a<x.

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

I think we have some competitive factors, and we haven't
said encuch about the safety of the person in the automobile. I've
never seen an automobile, American product that said you're safer
in this car, and I think that's such an important selling =c¢in=.

think it's a very important competitive point.

Althouch they've relaxed important standards ¢n auto-
mobiles in Japan, I never thoucht there would pe much of a markst
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for our cars in Japan. I feel the solution to our problem here

in America with respect to autcmobiles is the producticn of highly
competitive, safe, dependable automobiles with parts here. I've
got letters, countless letters, from people who buy foreicn cars
and say they've got to wait six weeks for a carburetor adaptor,
for example, which takes time to get here. I think we have some
special advantages, and although I think there's a permanent place
in America for cur 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, guality 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 free, no matter what it is, and I think General Motors
believes in that. The best product Oucght to come in free.

MR. CUNNINGHAM: All people in the world should be adle
to buy the best products made in the world:

CONGRESSMAN VANIK: VYes. The price of socap, 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 2f wor-
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 better
fuel economy than many of the cars coming in frcm Japan.

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

I want to truly say that my life was saved twice. To=-
day, every motorist has lapses of wisdom as he drives along the
road. I don't worry about runniag ints another car; I usually zun
into a standing object that I don't guite appraise. But I wan:t =2
tell you that my Mercury was a totallv damaged car and the cartin
compars<ment was entirely untouched., I had fcur feet of steel cn



each side of me, or five, which was protective and it didn't cet
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 S3 or 55.

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

CONGRESSMAN VANIK: I want you to do it in my lifetime.
(Laughter. Agplause.)

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

DEFINE THE PROBLEM BEFORE
IMPLEMENTING SOLUTIONS

" MR, CUNNINGHAM: I'd like to make a comment on a gques-
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 toc guess at the solution.

I think the thing that has got to be done is to first understand
what the problem is, the problem of productivity and quality and
how they interrelate, and a plan has got to be made for how to
solve the problem. And then, the variocus solutions worked out.
Maybe that's a solution and maybe it's not, but there are probably
many sclutions that have t0 go into that, and then we go implement
i\t'

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 Mr. 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. We each can't be doing our own things in our own ways
without dialoguing with the others and making the total system
cperative. I think consensus building is the beginning point.
What we have today is a form of consensus building. I think the
demestic 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 kiad of style
that we've got to be locking at and pushing for.

At this point, I'd like to turn the chair over to Dr.
Fred Tarpley and change gears slightly. We've covered many sub-
jects and many more should be covered. Fr2d?

DR. TARPLEY: I think we've gone through a number of
topics, nct necessarily in order. This sessicn is xind of like
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the freshman essay which is to address the universe and all re-
lated problems, but in three pages or less.

COMPARATIVELY LOW SAVINGS
AND INVESTMENT RATES
IN THE UNITED STATES

One of the items in terms of national policy that we
haven't dealt with directly is the problems asscciated 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. BARANSON: I was collared during the coffee break
and I was warned that I might be called 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 xnow that mcocbilization 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 wizh
industry interests and feasitilities, is able to channel availabple
resources into the kind of activities we've been talking about:;
growth areas and in maintaining productivity and so on.

Now, Congressman Vanik touched con that, and I was think-
ing as he mentioned it, this is an area where the channeling--I
think this whole gquestion of the mobilization of savings and the
channeling of those savings into needed areas, either restructur-
ing U.S. indus«ry or maintenance of technological dynamics in
frontier industries, is an essential consideration. Here 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.

Not too long ago, you could put money into savings at
above the Treasury rate; they were giving a gquarter of a percent
or more, and you had such a thing as a locan guarantee system. 5o
a very large number of people who, when you think back to the time
when the Act was passed somewhere in the zhirties, the risk of an
individual homeowner just on his income to a bank was out of the
guestion. And yet, this system of the homecwner loan corporation
and the mortcage guarantee through the FHEA I think is indicative
of a mechanism that needs to be thoucht of froem a legislative
point of view. I really think that the channeling, the ncbiliza-
tion the raising the level of savings and the mcbilization is one



thing, but the channeling and the devising of some system for a
much greater allccation of investment funds for growth indussries
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 socioclogical questions-=because a lot of the things we're
talking about are sociology. The whole way Japan functions, the
ethos and sccial 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 gques-
tion, as a number of the other gquestions, harks back to an umbrella
issue. I know Dale Cunningham was talking about this gquestion of
consensus and the adversary relationship. Now, nice talk across
the table really isn't the problem and so ocn. 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
den'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 the U.S.
automotive industry? There is a babble of voices that is cccur-
ring; there are all kinds of things being written. Most 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 peocple like Congressman Vanik-~he's thinking of
retiring-=-I think there's nothing better than a person like him
to think about this problem of consensus in our society. And at
the first level, pecple like him ought t0 bDe able to get together
with people from General Motors who have decision-making capabil-
ity and be able to decide how it is we get a common diagnostic and
a set of alternatives that manacement 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 d=2
we duild consensus within the kind of society we are and the xind
of ethos we have. That's the problem.

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

WORKERS NOW DEVELOPING
GREATER AWARENESS OF
NTED FOR QUALITY

MR. JENSEN: I don't want to comment on the savings
thing; that's bteyond my expertise., OCn the industry and guality,
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and that gets you back to where you were, I think %here's develop-
ing among our workers in the auto industry a much greater aware-
ness of the need for quality, especially ocut of the Chrysler sec-
tion. We have had preliminary meetings with the corporation,
we've nad commitments from their people and their vice presicdents
to get involved in quality, and they've been meeting at the plant
levels, the new XK car plants; new cars, old plants, to get the
quality program rolling.

PROBLEMS WITH
HIGH LABOR TURNOVER

I den'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-
cne here earlier today that in one plant they put on 2000 Arabs.
They are good workers; however, few of them could speak English.
Detroit has the nations largest Arab community. They had inter-
preters in the plant. The signs in the employment office were in
Arabic. And if you have tremendcous turnover, and they did have
tremendous turnover in the industry, laber turnover, the lower
skilled workers go to the second shift 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 guality 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. Now, the new X car side panel is
all stamped in one piece. The door opening, rear guarter panel,
it's all one stamping, sO it's got to have engineered into it a
lot of quality.

FEWER WORKERS IXN
THE AUTO INDUSTRY

I think the American worker, with the amount of Japanese
cars coming in, and downsizing, is getting scared and starting %to
get guality conscious. We're getting an older work force. I don':
think you'll ever see the industry acain at the levels of employ-
ment we had, even 1f Chrysler could sell as many cars today as
they did in 1973 which was their peak vear, 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 taXen so much out of the
car. The engines use less than half of the grey ircn:; less steel,
less press capacity, etc.

There's ccmpetition developing within the international
union. Who's ccing to be the first up with the bdest guality pro-
gram. The Tord Department alsc has a guality program similar o
the Chrvsler Department's and we're ccmparing notes and we're say-
ing we've got a better idea, and none of us has really cgot our feex
far off the ground yet. But I think you're going £o see a much
greater awaraness on the part of the American worker of the need
2o build guality products.
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UNION:- RECOGNITION THAT

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

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

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

AFTERNOON SESSION

MR. STAATS: 1I"d like toc start the afternoon session.
Ed Deming and I are colleagues of years gone by. Maybe we shouldn's
say, E4, how long ago that was. But back in the late 1940's, he
and I were colleagues in the Sureau of the Budyet. Ed came to
the Bureau from the Bureau of the Census. He has been interested
in this subject of gquality contrcl 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 afterncon, and I think
you've seen, E4d, the agenda. You know the people who are here.

S0 I'm going to turn it over to you and let you deal with the suz-
ject however you will.

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

DR. DEMING: Elmer, thank you very much for the kXind in-
troduction and for the privilege toc be here. I know very well =hat
what I have to offer is a amall part of the provlems of productiv-
ity. I'm also well aware, if you'll forgive me, that what I have
to offer is important.

People ask me, how did it start in Japan? Well, I'll
try to be rapid. Bill Lecnard, whom vou ll remember, Zlmer, used
to say, when vou don't guite Xnow what y<u're talking about, salk
rapidly. So I always remember that, Elmer, it's a good idea.
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I had been to Japan in 1946 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 ccome, 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 ané I told thdér how important
they were; what they could do for Japan. Well, in 1949 came a
letter from somecne in General MacArthur's staff., I édidn't under-
stand then how it originated. It coriginated, I learned years
later, from the statisticians in the Union of Japanese Scientists
and Engineers. Come and teach us something about statistical
methods in industry. I was able to go in the summer of 1950, and
the movement dates from that time.

I was teaching 230 engineers .n Tokyo in the auditorium
of the Medical Associatidn in June of 13950. It was very hot, there
was no air cenditioning. I was dripping wet by half past eight in
the morning and seven or eight hours of that per day was prettiy
grueling, but I stoed it. Somehow or other, the engineers stood
it also.

I lockesd back at what happened in America, which was
nothing. There had been 10-day courses in simple statistical
techniques, instituted by Stanford University at my suggestion.
There were also courses given by the War Department. I taucht in
23 of these courses. The results were brilliant fires here and
there, illustrations of what could be cdone with statistical metn-
ods in industry, but nothing permanent happened. It would just De
a big fizzle, a bright fire and it would burn ocut. Management in
America had no idea what was happening. I became worried after
two or three days in Tokyo. Here were these wonderful engineers,
so satisfying it was to teach them; s0 well-educated they were,
And I realized that nothing would happen in Japan unless manace-
ment learned something about statistical technigques 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 together was Mr. Ichiro Ishikawa, President of the
Unieon of Japanese Scientists and Sngineers, and President of the
creat Federated Economic Societies of Japan. Anyway, Mr. Ishikawa
sent 45 telegrams to 45 men--come to =he Industry Club next Tues-
day at 3 o'elock. They came, and I talked, and they wanted mcrs.
They asked for more sessions, s$o we nad mecre. And so I taught
engineers and management that whole summer at Osaka, Nacawa,



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. Management nust Xnow
something about statistical technigues 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 gquality in incoming materials from vendors. Poor
quality from vendors was a problem all over the world. It was
nothing unusual in Japan in 1950 except that it was perhaps worse
at that time. Help your vendor, help your competitor: I thought
all this was new. It was not new in Japan; pecple work together.
In fact, the relationship between a good 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 locoked to ‘their government nor
to ours for support. wWhen they ask me to come, they send a ticket
and a check from industry. I have just made my 1l8th trip to Japan.

Well, where are we? I'm no economist, I'm not trying to
tell you that productivity in America iz 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 gcod.

You may not like this idea. You may think that it is
overdrawn, and you may think that I am out of my field. I am not
out of my field. I know what I am talking about because I have
received over these years many letters, many calls, many invita-
tions to come and work, help us., I think that I knew what I am
talking about. A friend of mine is in China, Dr. William R. Dill.
He was Dean of the School of Business at New York University and
he wishes me to come to China., I know something about China from
my work in Japan. And I kxnow scmething about this country. For-
give me, perhaps, when I try to draw a parallel. There are scme
very interesting opposites, conflicts, scome 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 £or it:; they are studying and
trying to learn. There is one little trouble in this country:
management already knows everything, 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 Xnowing that
they must start from scratch and relearn. In China, they know
where they are at.

You may ask Zfor illustraticns. I could show you a
letser: I would taxe %he siznature 0ff and the latsarhead. The
man asked me if the statistical methods that I use nad sver Teen
used in the manufacturs cf wheel chairs. Now wheel chairs have



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

of my colleagues or myself had ever worked with small motars, 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, somecne called up, a manufacturer

of semi-conductors. He wished to knew 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 NEC.) [Nippon Electric Co., Ltd.] HEe 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: Ycu have noc one in your
organization that understands semi-conductors: You need somecne
that knows something about semi-conductors.” Oh! But this is
such~and-such company. Yes, I understand, but you'rs looking for
somebody that knows semiconductors. He finally admitted that what
they were looking for was someone that knows statistical methods,
never mind the semi-conductors.

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 pro-
ducts in other companies. Statistical methods are universal.
Success in application depends on the manacement, hcw hard they
work, how willing they are to learn simple statistical technigues
and how to manage them, and on the statistical knowledge in th
company. Productivity in small meotors could be great in cne town
and flunk in another one, solely because of management and the
statistical help that they have in one place and not in the cther
one,

Until people learn some fundamentals about the trans-
ferability of statistical theory, not 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, tco, would like to be saved.

(Laughter.)

They have no idea that they must g@ to work and learn
in a series of from 8 tc 12 seminars stretching over a pericé of
a year and a half or more. It is difficult for men in management
in America that they need ed cation, that there are gaps in their
education that must be filled. In between seminars, their task-
forces go to work under my direction on a pilot plan or two or
more. I use some examples in the next seminar. My only interes:
is to create a structure that will continue to function withcu:
me. It may take twe years, maybe thrae.

Folklore in Americ¢a has it that if you emphasize zro-
duction, your guality will suffer. Ask any plant manager in zkis
country. That is what he will tell you. You rave one or you have
the other. And ne gets the devil Jor cne and then nex:t menth he
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gets the devil for the other one. That's because he doesn’'t know
what quality is, or how to achieve it. He is only deing 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 Eurcpe, visited
23 countries, talked with many people in industry. They are all
interested in the cost of quality.” Even yesterday, scmebcdy 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 get hold of
some statistical help, but if it doesn’'t deliver 50 to 1 I will
;ot be interested. You have to qualify as a client, and stay guali=-

ied.

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 dcesn'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 aspec:s
of the same thing.”

"In Europe and in America, pecple are now more inter-
ested in cost of quality and in systems of quality audit.” I wen'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 procducticn and
quality in this country. Anyway, let me go on with his letter.

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

A schoolboy can understand this. Con't ask the plant
manager: he's too close to the job. Look, suppose you spend $10Q0
in the plant, and suppose that you sroduce 89 good pieces and 1l
defactive. YNow, the smartest thing vou can do sometimes is just
throw the ll away, because it costs more to rework them than they
cost in the first place. Why rework them? Well, tecause we must
meet a contract a week from Friday, and we are going =0 meet it.
S0 they rework the defectives at any cost, but let us just say
that we have spent S100, we have 89 goocd ones, and throw away the
11l defectives,

Now, this is an actual case. In December 1279 the pro-
portion defective was ll per cent, Seven weeks later the pro-
porticn defective in the same operation had dropped to 3%. Now,
11 minus 3 is &é:; that's one of Deming's theorems, I guess. But:
another theorem is, what nobody Xnows but what a schooloy can
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learn, that six pecple are now engaged in making producs that is
good instead of making prcduct that is defective. Quality thus
went up. It went up from 113% defective to 5% defective. Six
peonle that were making defectives are now making good product.
What is the result? ’

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

Customers better satisfied

Workers happier

0000

The pecple 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 tcld 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 crease content more than 9%,
Easy to say, not so easy to do. He had been plagued with turn=-
over, but once he changed the system to use only materials tha:
would do the job, turnover dropped &9 near zers. In other words,
the workers are happier now that quality and productivity have
improved.

I'd like to enumerate scme rcadblocks to greater »ro-
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 looping stockings, or something of
the sort, the light isn't good encugh. We do the best that we can,
but ocur werk is nct geoed. We might even all be in statistical con-
trol, yet produce much defective product. The preoblem is the lighs-
ing. Well, we just work here, we can't change the licht. Yes, we
could go cut and buy fluorescent tubes and we could put them in

and then scomebody would come along and ask if we had permissicn =2
reconstruct the building.

Incidentally, that doesn't bother pecple in Japan; they
just go ahead and do it.

Another curse is that manacemen:t here does not see their
own problems. Statistical methods help to £find problems and to
measure their magnitude, and learn what xind of corrective acticn
will be effective.

Another curse is depencdence on inspection. A friend of
mine working with one of my clients used the term tollgats insgec-
tion, and I like it. Total reliance con final inspection is the
WrONg way to €0 about it. The quali:tv is already in the producs:
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you don't make it better by inspecting it. When it comes to ser-
vice organizations, tanks, government, the payroll department, the
service part of a manufacturing concern, ycu'd be amazed how many
mistakes there are in the pavroll., Where did it happen? Mistaxes
are costly. What does it cost a bank to send a remittance to the
wrong tank? The wrong bank received the money and they can't
figure cut why. It is not top priority to try to straighten it
out. Maybe we can locate the papers that go with this; meanwhile,
we'll hold it. Meanwhile, the bank that sent the money has to pay
interest to the company or bank that should have gotten the remit-
tance and had to borrow monsy to get along.

Well, those add up. Anyway, the costly mistakes are
thoese tha® happen along the line. The ones thaec got out are also
costly, and nobody knows their cost. I think that it is impos-
sible to compute them. But there is a better way. Know that it
is right before it goes to the naxt stage. Why make a defective
in the first place? Why let it happen? Get at the roots. You
say that's simple and sounds, good, sounds great. Let's do it.
Yes. But you can't do it without statistical methods.

Inspection is too late. Better 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
go aleng.

Only three weeks ago the manager of a large company, I
won't mention any names, was making a large cylinder with tubes
in it for another company that is represented here. You know,
Doctor, what we do? We make a 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. "OQur engineers never stop,"” he said, "until they £find
the cause of every one of thocse defects.”

Now, mest people would think 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 pecple that that is wrong. That is not
quality control; that is making trouble. And without statistical
thinking, you don't see why. It sounds great. So cobvicus, 350
wrong, like a lot of other practices.

Somehow, I have a feeling that people have gotten so
accustomed to late mail, which is absolutely unheard of in any
other country except Canada; trains late, nothing on time, I
went to do some work in Philadelphia, was coing onward later in
the day to work in New York., The train was 30 minutes late %9
Philadelpnia. Now, that takes some slanning, I think, to do that,
So the first thing I 4o in Philadelghia is to get on the telsphone
and try to make new arrangements in New York. I'll ke there an
hour late., Yes, they didn't mind, we weculd work thrcugh dinner,
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Well, that's tco bad; ycu have to make alternate plans for every-
thing that ycu do. Nothing works, nothing on time.

We think that this is a way of life, a necessary way cf
life. My little commuter would rsll in 00 to the second in Jagan.
A train was cdue to leave at 1420. As 00 rolls in, I felt the firse
tremer. I've kept track of arrivals for a long time, and the la-
test train was 18 seconds late. Usually, three seccnds anhead, 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's
need a minute. No problem. Don't think about it.

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

Another curse, to my way of thinking, is the unmanned
computer. Data, but no analysis and no actiocn. I can tell you
abou‘ a plant manager that receives every morning on his desk a
figure that shows the average gquality ¢f what he prcduced yester-
day in an important line. Alsc the standard deviation of that dis-
tribution, the fourth moment coefficient and the proportion defec-
tive; what the Ford Motor Company would not accept. That report
is on his desk every morning. And you know what it is worth to
him? Absolute zero. The same mechanism, same machinery, could
put on his desk something that he could use. It could tell him
that at 10:00 o'clock yesterday morning, something haprened. There
was a point out of control, a statistical, signal tha¢ something
happened at 10:00 o'clock yesterday. Now, he and his men can cget
together and figure out what happened, and remove the cause of the
trouble. Then, they can begin to study the process, and improve
.

I had lunch one day with one of the vice presidents of
a large life insurance company and he said to me, E4, I'm buving
another three million dollar computer. I said to him, what ycu
need around your place is three hundred thousand dollars worth of
brains.

(Laughter.)

Well, I told that joke at a lecture at American Uni=-
versity one time. Some pecple laughed. I suppose some peccle
laughed the next day, I don't Xknow. 3But after the lecture there
were about 18 people gathered around and I was very pleased, of
course, at their interest. But ocne of the men from the C&?P Tele-
phone Company, Mr. Kingman, saii, you Xnow, pecople laughed, Tut
it isn't Zunny. If I wish to buy three millicn dollars worch of
equipment, no problem. There are fcur ccmpanies that would te de-
lizhted to write up the purchase order. And all I would have =2



do is to sign it, But if I wished to buy $300,000 worth cf brains,
there is no easy way for me to do it. I would have to work hard
to convince pecple that e need brains in this company.

Mr. Staats, there's a lesson there for ycu. Governmen:
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's
go to that much trouble, and I know that a number of competent
pecple will not put up with it either.

Scme people talk about installing quality control. They
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 interesting
study. The more you study, the more you wish to study.

Some people think that if they could just have a day of
my time, or come and have a talk, they would understand all about
what to do. That is worse than starting f£from zero:; that is a handi-
cap. And I am afraid that these ideas pervade the whole of Ameri-
can industry. There are exceptions, of course. I have known ?res-
byterians that smoke cigarettes.

(Laughter.)

Bad training in industry: There are ways to know how
training is doing:; statistical methods will tell you when some-
bedy is trained and when he is not yet trained, and as long as he
is not yet trained, there is still hope to improve his practice
for whazever the job is. When he reaches statistical control, it
is not economical to train him further on that job. If his work
is not satisfactory, you must move him to another job. How many
pecple that are doing training know that? Yes, there are scme.

You hear the story, "We just con't get the kind cof
worker today that we used to get."” ¢ may be a matter of train-
ing. And statistical methods help 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. TIf you say it stands
for a unicn ¢f Japanese scientists and engineers, you are almos:
correct but not quite. A better name is Union of Science and En-
gineering.

Anyway, when I pointed cut to Japanese manacgement in
1950 the need for schcols for management in statistical methods,
the need for continued statistical educaticn of engineers, of

l/Japan Uniocn of Scientists and Zngineers.



foremen, of production workers, it was possible in Japan throuch
this organization, JUSE. Massive training was possible there.
Here, maybe it can be even better, but it will have to be com=-
pany by company. Mr. 3arra, whom I've had the pleasure of meet-
ing and talking with, is doing that training in his cwn company,
Westinghouse. I suppose that he could, maybe if he has any spare
teachers and time, train for other companies. I don't Xnow. 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? Somebedy
is. Dr. Donald W. Marquard at DuPont is dcing it.

But all I kniow is just the little that I kXnow. There
may be a lot of other examples. TFor the most part, it just isan's
being done. Maybe you can dig up examples that if all told woulld
make up a half a percent. Where is the other 99-1/2%. 1It's a big
problem, but it can be done, and it will have to be done company
by company.

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

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

DR. BARANSON: In your experience between Japan and the
United States, how much cf the receptivity to some of your think-
ing is due to the Japanese culture and values as distinct from
American culture and values?

DR. DEMING: There may be 2 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 £o wish to learn:
to study and to learn., I know that people here also study and
learn. 1'll be eighty next month in Cctober. I study every cday
and learn every day. So you find studious pecple everywhere, =ut

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

You didn't come to hear me on this; there are other zeco.
here much better gqualified than I am to talk. But in Japan, a man
works for the company: he doesn’‘t worX to please scmebedy. Ee
works for the company, he can argue 3or the company and stick with
it when he has an idea because his position is secure. He doesn':t
have to pliase somebody. It is so hers in some companies, but onl
in a few. I think this is an important difference. You' just
asked me and I gave you my answer.

MR. STAATS: What is your reaction, Ed, to the use of
labor-management ccmmittees, such as we have in some industries
and some ccmpanies in the United Statzes? Have you any particular
views as to whether those have really contributed much %o gquali:xy
ané productivicy, ané, if so, what czuld be dcne to fsster thas?
If£ that's a Zfair conclusion?



DR. DEMING: I think that other people here are nuch
better qualified on that than I am, but I can tell you one thing.
The workers can contribute what ncbedy 2lse can contridute because
they work there, they know about the light, machines cut of ordéer,
etc. Other pecople go throuch with leather spectacles and don's
see the problem. One company that I work with had a strike, and
the office force went cut 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 cff the mortcage. (They
did get some overtime on this, even the office force.) Producticn
went up 50%, 35%, in every line.

Anyway, a man said toc me, you know, the first two days I
spent tuning up those machines. I didn't know that they were in
such tad order. One machine was just ready for discard. 1It wasn':
even worth tuning up. When I tuned up those machines, things
straightened up and production jumped =0 double what it had been.

I said, Larry, you know whose fault it was that the machines were
cut of order, don't you? He said, yes he knows whose fault it
was: it won't happen again.

Well, you asked me a guesticon, I don't really have any
answer. QC circles can make tremendous contributions. But let
me tell you this, Elmer. If it isn't covicus to the workers that
the managers are doing their part, which only they can do, I %hink
that the workers just get fed up with trying in vain to improve
their part of the work. Manacement must do their part: they must
learn something about management.

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

MR, FRITTS: I'd like to ask Dr. Deming--part of your
discussion had to 4o with developing a finite process: the build-
ing of guality as you g0, and once you have the process fine-tuned,
leave it alone. Is that essentially correct?

DR, DEMING: Well, you'd better know what it is doing.
Leave it alcne except to remove a special cause of trocuble, and
only on statistical signal. Once you achieve statistical conerol,
then improve the system; management's job. And if you don't Xnow
what statistical control is, believe me, you den't <new. And is
does not mean computers.

MR. VORHES: Doctor, I believe you when vou say that
quality must be built into the process: it cannot be inspected in.
Yet, the few times that I've been in a Japanese plant, it seemed
to me I saw a lot of inspectors, and theyv were gcnsidered rather

the covernment *o hold that icb.

CR. DEMING: There a
feveloped Sy industry, with th



be exported must satisfy Japanese industrial standards. There
may be more inspectiocon 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 incouing
inspection.

MR. FRITTS: Is it possible in your estimation in this
country to develop vendor relationships with the producers that
would ce amenable to developing and producing products that are
¢f high quality?

PR. DEMING: The answer is yes, With every vendor? Yo.
I attended a meeting only two weeks ago called by a company with
25 vendors that had expressed interest in gquality control, or
claimed that they nad some gquality control and wished to learn
more about it. They were deeply interested. Now, being inter-
ested dcesn't procduce; you've got to dec something. It's acsion
that counts. And action has to be directed.

I named an example a while ago of what seemed to most
pecple as absolute, tight guality control, which is totally worih=
less and only making things worse. S0 interest and good inten-
tions are not encugh.

But anyway, I've answered ycur questiocn, 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 their product. Sometimes they are right:; usually not.

MR. FRITTS: 1Is it possible that many vendors don's
recognize that they're adding tre kind of quality problems thas
indeed the producer finds?

CR. DEMING: Most of them, ves. I'd say most. A com=
pany that I worked with sent out 200 letters to 200 vendors for
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 quality. Quality is our
motto. Everywhere in our plants you can see that we believe in
guality. We inspect and inspect. 1In Zact, we inspect everything
that goes out, to make sure of gquality. These answers were self-
incriminating, admission that they are not making it right and
that they are relying on final inspec:zion. Inspection doesn't do
it. You c¢annot separate the jood from the bad. Oh, if this
tumbler is smashed, I think we can all agree that it is smashed.
But you cannot separate good from bad, especially if you're in a
hurry. We have cot to get this contract out, sco we won't inspect
it at all. Never mind, we'll get it cut. Friday night, it will
be cut, on beocard. That's the way inscecticn goes, I sees it.

*

Anybedy can tell you if it's made right, you don need

-
to inspect iz; just a small control sample to make sure., Of
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course, most of the problems, so many problems, are in management.
A lot Qf pecple think that if they buy testing equipment, expen-
sive testing equiment, they eliminate the problems of inspecticn.
If you ask me, I'd say that expensive equipment confuses the prob-
lem. There is more trouble, more disagreement hetween 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 Vork
Times, Torconto Mail, and so on, that the reason for loss of pro-
auctivity is that there has not been enough investment put into
machinery and autcmation and so on. Very interesting reading and
very interesting writing. I am sure, for peopls that know nothing
about it. They get sucked Jdown the river.

MR. NAGATA: Dr. Deming, I have two questions. We Ja-
panese have learned that statistical analysis is a tremendous %col
for us, and my personal experience has led to two questions. One
is, quality assurance versus quality control. 1If I'm wrong, please
correct me. Quality assurance is that the product be delivered to
the customer:; at the factory, we workers assure it. But gquality
control is done in the factory. Am I right?

DR. DEMING: Well, I think <o most people, guality as-
surance is figures that show where you have been, whereas guality
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. DEMING: I'm sorry, Dr. Nagata, I didn't hear you.

DR. NAGATA: The gquestion is between a Deming circle,
the circle that you have designed, and the QC Circles.

DR. DEMING: They bear no relation £o each other.

E MR. NAGATA: That's right. Quality control circle by
itself is plan and do and check and act. Now, how do they re-
late, the two circles, one to each other?

DR. DEMING: The Deming circle is a gquality control pre-
gram. It is a plan for management; 3 steps: design it, make iz,
sell it, then test it in service. Repeat the 4 steps, over and
over, redesign it, make it, =tc. Mavbe you ¢ould savy that the
Deming circle is for management, and the QC Circle is a croup of
pecple that work on faults encountered at the local level.

MR. RUBINSTEIN: 1I'd like tc get vour insight intc a
problem. I think one of the unigue things about the Japanese is
the sharing ¢f kXnowledge. The engineer is willing to share xngwl-
edce with the warker; the manacger i3 willing to share xnowladga--



DR. DEMING: With everybody.

MR. RUBINSTEIN: With everyrzcdy. There's a sharing of
that Xnowledge. And thers's a desire to learn, as vou said, in
everyone, and guality and statistics are learned by all levels of
the organization. What's vour insight avout the United States?
fcw can we break through this barrier of delineating the various
technical functions, and thinking that everything has tc 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 that
happen?

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

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

MR. KEHLBECK: Dr. Deming, along this line, it seems
that what we need to do is to go throuch a large cycle of recrain-
ing pecple to change the mental approach to the subject we're ad-
dressing today. Most of us come out ¢f school thinking that AQL
is an acceptable level rather than parts per million, it seems
like we've got to make major changes at ocur educational institu=-
tions relative to quality related courses.

DR. DEMING: That is a very cood illustraticn; accepta-
ble quality level. Acceptable. Any thing will do That's a
good point.

Well, yes, I say we're really starting under a handicap
because people in management try to tiainx they know. They think
it is a sign of weakness to imagine ctherwise. I think there are
a lot of things that we just have to change. People are going to
have to relearn, under the handicap of thinking that they know.

A lot of people say that they have statistical control, but all
that they mean is they have some automatic registration that goes
into the computer.

In one of the companies that I work with, the final pro-
duct was inspected, & small sample, say 200 out ¢f 8000, but 200
was about all that the girl could do in cone day. When I asked wha:z
nhad happened to the figures that she produces, nobody seemed tc
know anything about them. And that tinme the figures were not i
the ¢omputer; they didn't have a computer, That's better because
you save money.

{Laughter.}
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Well, Professor Chambers and I ¢got hold of this girl's
tickets for the last seven weeks and he did most of 2he work, but
it turned out that the finished product that they had been sending
out to their customers was afflicted with 7-1/2% major defects,
on the average day. I am using their definiticn ¢f what a major
defect is. I don't need to know. It's what their management
ed as major defects. There are about 1l ways to make major
somotzmos more than that. SCVQn and a nalf percent on

_cts, and they didn't know it. They had never locked at
thoao figures. &

I picked up two blocks in a plant, both beautifully made,
lacquered, not a £flaw, toth 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 Naples.
Dofi't ask me which is which, I don't remsmber; it makes no differ-
ence. But what are you going to do about it? 1I'll have to rework
these: he said, there is nothing else tc do. There wasn't time
enough to argue about getting new cnes. The company had boucht
10,000 of each one. They had to rework 10,000 of them at terrific
cost to get that contract cut.

Well, they got it out, 1 asked him how about the pur-
chasing department that purchases these things? Did they know
anything about this? Is there any channel of communication by
which you can alert them to the fact that you are having trouble,
and are forced to use materials under duress? Using stuff that
is defective, making it go some way or cocther. Well, he said, there
is no use to complain.

You know how pecople solve problems? The way he solved
this one. There are two ways. One way: "this is the kind of
thing that we see any day." And the other cone: “our competitors
are having the same problems.” That solves it!

MR. STAATS: Accept it as a way of life.
DR. DEMING: That's the way we live,

MR. FRITTS: Are there any other questicns? Ralph
Barra--we've hit around and toucned ¢on the aualxby control circlas
several times today. Ralph has broucht with him a videotape of
about 1S5 minutes' duration which gives an update or a preview of
what he's been able to do at Westinghouse. Ralph, would vou like
to come forward, or does it take descriztion?

QC CIRCLES AT
WESTINGHCOUSE

MR. 2ARRA: Just one minute, that's all. 2 faw montihs
aco, we actually wvideotaped <wo of cur guallity circles a% 2ne c¢f

our divisions in California. It was wnen they made their manace-
ment presen=a=z=icn. Ané for toth 2f these circles <his is 4hair



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

(A videotape was played.)

MR, USILANER: Did all these employees o through train-
ing before they rcarticipated?

DEDICATED TRAINING
ESSENTIAL IN QC CIRCLES

MR, BARRA: 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, includi=ng
the Praedo analysis, the brainstcrming, cause and effects analysis,
histcgrams, trend analysis. And these are people who may not have
had a high school education and have even been ocut of scheool for
20 or 30 years and they can learn these very dasic simple techni-
ques Of problem=-scolving and they love it.

MR. USILANER: Dr. Deming, to take that one step further,
wouldn't there e a built-in resistance if you tried to train these
people in statistical guality control technigues?

DR. DEMING: But, you d¢ train them.
MR. BARRA: We do.
MR. USILANER: Did you go the whole route?

DR. DEMING: They have to learn the édiffesrence betwean
(a) a special cause of trouble, and (b) a fault cf the system,
which must be corrected by the management. The only safe cuide
is a statistical signal. The naked eye can't do it. You must
rely on a statistical signszl.

MR. 3ARRA: The mosi impor=ant thing we teach them is
cause and effect-=-could I use the blackboard. It woulé just take
a second, because we're talking about the cause and effects dia-
gram. And this is where the statistical guality contrcl comes in,
Whe:. we talked abcut the four M's--the Japanese Ishikawa diagram--
all it does is it identifies the problem and the cause. Sometimes
vou put on a £ifth cone, money, if you want to.

If the provlam is lack of product.vity, lost time,
lack of tocling, lack of training, any one of those manacement-
contrcllable proplams, your circls £irst works on definingc the



problem. They may spend two or three meetings, and each meeting
is about an hour apiece, dut they do learn now to delve into the
problem cCefinition phase, which is what I was talking about this
morning. Before we tackle the problem we have, we’'d bettar Ze-
fine it before we try to come up with soclutions. They're taucgh:
that, too. Define the problem. Once ycu've defined it, =hen
look at the four groupings of possible causes. And you go into
that, and under Manpower you get into training, you get into a
lot of things in that area. Materials, ycu get into the purchase
parts, problem, guality of parts and material that you're using
and so on.

DATA COLLECTION
AND ANALYSIS

Then they find out very gquickly as a circle that they
need data to convince manacement. They need statistics, they need
to know akout these most probable causes. We also teach them =he
Praedo analysis, which is prioritizing. You may come up with a
l1ist of 100 causes and you say well, it's impossible to analyze
all those causes. And we teach them how to find the critical 10%
or 20% which ccmprises possibly 80% or 20% of the problem. And
once they prioritize, now they can dig in and they can then cdeter-
mine through check sheets, charting techniques and collecting data
at their work stations on a continuing basis over a periocd of tfime,
it may be two or three months, they can then collect the ac:ual
data they need to convince management that 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 part of the shift, or the prob-
lem is associated with a machine, a perscn or a time, and that <ind
of thing. So the statistics come in.

CONVINCING MANAGEMENT

Then, of course, they're taucht in the last phase what
you saw on the videotape, how to make an effective management pre-
sentaticn where all the members of the circle have an copportunity
to actually present their contribution and their part of iz. So
the stacistics come right iato the circle. And what we're fincé-
ing is that as the circle matures, even after six or seven mcnszhs,
they've learned several technigues and we start teaching them more
advanced techniques, and we will get into scatter diacrams, and
wr #ill get into some of the other aralyses that are more advanced
< . maybe have been primarily taught tC engineers in the past. We
think we can teach these techniques to Ttlue collar workers and
secretaries and purchasing people.

MR. STAATS: 1Is there any xind of a reward system or
recogniticn or incentive payments for ceming up with ideas which
improve guality or safety?



REWARDS SYSTEZMS:
RESPECT AND DIGNITY

MR. BARRA: YNo. In general now, in some cf our divi-
sions in Westinchouse, 10% of Westinchouse, 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 alsc get a financial reward. So that's con-
tinuing.

In most of our plants, 90%, there are no suggestion sys-
tems, and the primary reward that the pecple have is the respec:,
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 srogram.
The worst thing we could do is to tell the people that we're ready
to pay for your brain power, because what the suggesticon program
has done is that we've been paying most of our workers in the
factories $1000 or $1500 a month or whatever it might be for juse
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 you
get $1000 a2 month. Now, if you ever tell them that for their
brains you're going to give them a $50 check, which the suggestion
system in general has given tc the pecple $50 or §100, that's an
insult to them as human beings. S¢ 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 in salary administration but should
not pe associated with a program like this where it's really owned
by the pecple and it provides them an opportunity to really con-
tricute their thoughts, their experience and their recommendations
to the ccmpany. They feel more secure when they do it, tecause
they now feel that they have a chance to influence the directicn
of the company.

CCMMITMENT 3Y MANAGEMENT

The only thing that the program provides which had never
been availacle before is that management has always had the excuse,
I don't have cime to talk to my pecple; I don't have time, bDecause
I have to ship thousands of widgets Cut every weex oOr at the end
of the month. With the guality circle, at the beginning of the
program we tell management if you offer it to your people, ycu ars
saying ycu are ready to commit cne hcur of your time every weex 0
whatever they want to work on. They not only volunteer Zor the
circle; management has no control over the provlems that the peo
select in cur circles. Yow, that's not true of all the circles
the United States. There are a lot oI companiss where manacemen
feeds the problems %5 the circle.
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We believe that if it's pecple owned and they not only
volunteer but pick their own problems, they Xnow it's for their
best interest. And the other thing we nave done with ocur program
is that we only start one or two circles, Tecause we feel thac
if the program has no merit to the pecple, then the circles will
die with little risk on manajement's zart. If the people see
merit in it, the circle program will grow on its own Terit.

QC CIRCLE MUST
BE CREDIBL

DR. TSURUMI: Of course, ycu didn't turn this QC circle
attempt over t2 the cwners or whatever:; that's the worst possidle
thing you could do. However, we have teen discussing the linking
of this success of the QC circle to tne idea of building the qual-
ity contrel into the production process. This rests on the idea
that the quality improvement wouldn't ccme out of the worker's
hides. This means that the job security of workers is the deter-
minant of plant productivity. Managemrnt commitment to workers--
not the one hour every month when they listen =0 all these gocd
things--management commitment that it will not use layoffs as the
easy scapegoat for making their own managerial mistakes is the
key to the devotion of workers to total productiviey. Only when
workers are convinced of that, would they really put all they
have into it, This has bean already proven by other examples.

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

MR. BARRA: Ch, yes. And non-unicnized, too.
DR. TSURUMI: Yes, that's what I assumed. 32Both.

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

DR. TSURUMI: Yes. When business is going very well it's
easy %¢ introduce all kinds of chances. YNow the crunch comes when
the business declines, or if it's cyclical or otherwise. Then the
management commitment prcof can only te proven in such a way thas
the costs of readjusting are going to be distributed fairly. In
the past, you lop off 10% or 15% of the workers who can least al-
ford to be laid off.

Obv. usly, you haven't instituted that plan, but is any
discussion being started in terms of the management changing i:s
attitudes? What regulations and rules?

MR. BARRA: Discussion is éefinitely getting starszed.
We already discussaed it earlier =cday. If we don't have the r-ic
cultural environment, 1f we cdon't have that hendency 20 lifetime
amplovment, %o caring for our gecple and keeping them when things
are zaé, <hen sometr-ing liXke gualizy cirzles will neor last. 8o
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management, once they've seen the value of this, hopefully <his
will be a motivator to then get them to think in terms of ways %o
have lifetime emplovment and jcb security.

DR. BARANSON: The motivator is to management.

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

DR. BARANSON: Do yocu feel at Westinghcuse that manage-
ment is rteginning to learn this, or is this scre of, you Xnow,
good public relations? 1Is it something that's beginning to sink
into management?

MR. BARRA: I wouldn't be as enthusiastic as I am if T
didn't have the president of the corporation behind me, as well as
the board of directors and the other »>residents are getting on
board now. And we're now dealing with the middle managers and
vice presidents. There are a lot of things we've been doing over
the past two years that you have to do. You just can't bdring in
a consultant from the outside and have him come in and get every-
one converted. It's a tedious process, and Dr. Deming has al-
ready pointed out if we don't get management totally committed
and benind it and believing in it and involved. Japanese manage-
ment 1s very proud to say that more than S0% of their time is
spent in the factories with the people, talking to them and work-
ing with them. Our management has got to get into that style of
manacement: they've got to get in there, involved, knowing the
people and committed to them and caring apout them. That's whas
really is the bottom line.

MR. RUBINSTEIN: Can I ask you for one more elaboration?
What is the role of the union at Westinghouse in this program?

UNION/MANAGEMENT
ROLE IN QC CIRCLES

MR. 3ARRA: In this particular program, the role ¢of man-
agement came first, and that was manacement was %o only cffer <che
program to the people and not own it. And it was pretty hard Zcr
some of our managers to buy that. We told them that that's the
only way we wanted to get this _rogram ccing, was you offer it <o
your pecvle and they have to velunteer to try it ocut. We wen:t <o
the union and told them it's the same role for you; you can cer-
tainly watch and see and let the people cown it. We didn't wan<s
the unicn o get into a direction mode or to try to feed prcclans
Or to censcr problems, the way manacement was not allswed either,
We told management they could not tell the circles what provlenms
to work on. We told the unions the sane thing; you can tell <henm
what problems not o work on.



If it turns out that the circle, after being given ela-
borate instructions--we instruct them during the training thas
they are to stay away from all kinds of collective bargaining is-
sues, it's off limits. It's off limits for the circle to werk cn
salary, to work on vacaticn or those xinds of normal, perscnnel
realations or public relations or that kind of stuff; industrial
relations issues.

What we want the circle to work on is problems that
they're expert at, their own work. You know, the problems that
are worke-related within their own entity. If you're a bunch of
milling machine operators, ycu work on problems associated with
the milling machine; the flow of materials, the training that's
required, the lighting that's required, the environmens, s$¢ 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 be,
cne of watching but not involvement in a sense of direction or
trying to manage the »rogram.

MR. RUBINSTEIN: But you had to report back to manage-
ment. Were the union leaders there as well?

MR. BARRA: Oh, yes. The union leaders are invited :2
certainly, in fact, give status reports. Minutes of the meetincs
are kept and they're supplied to the management so the progress
of the problem solving is actually reported to management and the
union, anéd if it turns ocut that a collective barszaining issue cces
come in, that's when the personnel relations and the unicn get
together ocutside of the circle to try to iron it out and then pos-
sibly go to the circle and steer them back off the wrong track if
they went down the wrong track.

DR. DEMING: Ralph, you have made such a wonderZul peint.
You can't dump 1000 people and then hire 1000 pecple six months
later and have anything like this happen. VYou made the point. I
deon't know why I'm making it again, zut that sure is importans.
And when Dr. Baranson asked nhis gqueszion I didn't have sense encugh
te think. There's no level in Japan. Aaybody is as good as 2aay-
body else. And management, anybody, is out there working in the
slant, learning about the problems there, I have Deen with them,
I know.

You made the point. I don't know why I reiterated ix%,
tut they're important.

MANACERS WORKING
G TH= LINE

MR. NAGATA: 1If
Ralph has said. Frcm my
factory wich the pecple.

may adé Zust one more thing Lo wha:
st exgerience, I've Teen working Iin
n scme occasions 1 have hacdé =00 cr
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people working for me. The most difficult thing was the communi-
cations, naturally. However, as Ralph pointed out, if you're a
plant, manager or a vice president cr prasident of the company,
what I used to do was in the morning at 3:00 o'clock I'd ccme into
the factory, had a cup of ccifee, then five minutes later, I was
on the floor. Eight hours a day, takinc my jacket and tie ofZ,
and I was cn the flcor with the pecple.

What I eventually did was basically remcved ny office
from the company headguarters to the £loor, next to the conveyors.
And that's what really mal.es a company and people work together.

I telieve that probably one of the very successful stories thas
the Japanese company in Japan has, is all people working together
regardless if you're an engineer, the plant masager or simply =n
the floor. They work together. That makes it.

DR. DEMING: My wife put it in a very good way, I think,
Mr. Nagata. Democracy in the workplace in Japan goes far Teyond
what we in America can believe or feel. It is totally differenc.
There are no levels in Japan. Anybody can talk to the president:
he is 3just one of us. YNow, I don't mean that anybody would call
on the president on New Year's Day, no. But in the plant, there's
no level.

MR. FRITTS: But, Dr. Deming, don't you feel that =he
Westinchouse experience that Ralph has just explained demonstrates
that the same general kind of relationsnips can be cultivated here
in America?

CR. DEMING: I think so. I think we can do it and may-
be overtake them, but it will surely take some new learning by
management, and on a mass basis.

MR. USILANER: Are there many tusiness schocls that ycu
xnow of that nave required courses of this type for people whe are
potential managers?

FEW SCHQCLS TEACH
QC CIRCLE PRINCIPLES

DR. DEMING: Yo, but there ace schools where you can
learn statistical technigues. One is civen by Professor lavid S.
Chamkbers at the University of Tennessee, Xnoxville. There were
such courses at Rutgers:; I don't know akcout the present. I was
talking to a chap not long ago who seemed to Xnow quite a 1ot atcu:z
statistical techniques, and I said, where did ycu learn them?
University of Akron. I hadn't known azcut it. There's a lot that
I don't know!

MR. RUBINSTEIN: Ther2 are cuite a few schools that are
teaching courses in statistics and quality.

DR. DEMING: I am sure glaé <o xnow, Sidnev.
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MR. USILANER: Yes, but the point I'm making is it is
not a required course for a manager c¢oing through a program. =He
might take scme “statistics™ but not from the standpoint of pus=-
ting it in the framework that tais is statistical guality control:
it's an important tool: and this is now it's applied.

MR. RUBINSTEIN: And they tend not t¢o te management
courses, but engineering courses. RutSers has a Master's degree
in applied statistics mostly for statisticians and engineers. and
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.

MR, USILANER: And isn't this, Dr. Deming, the point
you were making that the managers are soing to have to get their
feet wet in this?

DR. DEMING: They have £o get their feet wet, ves. 23nd
they are under a handicap. '

A woman called me up in April, I'd better not menticn
the name of the university but it is one of the biggest in the
West and isn't very far from Chicago, taking a course in plant
management. She had to write a term paper, and somecody had men-
tioned at supper the night before scmething about guality control,
and she asked a little bit and somencw got my name. She called
me up: could I send some papers? I said well, did you learn abtout
this and did you learn about that? Yo, 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 ¢f a plant.

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

MR. CUNNINGHAM: I'd like to ask a gquestion of Ralph.
The quality circle program that you have apparently is primarily
for the manufacturing part of the business. You didn't talk t0==-

MR. 3ARRA: I didn’'t talk to the other portion.
QC CIRCLES ARE NOT

SEING APPLIEZD TO
DESIGN AND ENGINEERING

MR. CUNNINGHAM: One of the other =ig impcrtant areas
is the design, develcpment and engineering, proper testing of the
product before they ever put it into manufacture. For the pcorly-
designed product I don't care what ycu do, you'rs going to ené up
with a tad product. And that's a harier area to attack than manu-
facturing.

MR. BARRA: Yes. 1It's a het area, ané the Ja
ganaeral have avoided it. Their circles are nct cperaci
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most companies in Japan, in the engineering design function.
However, I think Hitachi--

DR. DEMING: Some are.

MR. BARRA: Yes, some are. Hitachi, for example dces
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 fcr
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 Dlue collar worker had always bDeen a second class citizen.
He's always gotten secondhand stuff and never gotten the training
or anything. Here's our first opportunity to actually give the
blue collar worker the firsthand treatment; treat him as a first

class citizen before the encineer. And 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. and
it's a seed. We're planting seeds in all these varicus depar:-
ments and finding out that everyone wants to have a little mcre
dignity, wants more respect and they want more communicaticn and
they want a chance to voice their opinicns, nc matter what their
iob is. And it's working.

AMERICAN EDUCATION:
A SYSTEM QF SPECIALISTS,
NOT COOPERATION AND RESPECT

MR. NAGATA: Ralpn, don't you think that the American
educational system has t; do a 180 cdecree. I went through schcol
and worked in American companies; and getting a Master's cdegrae,
£or instance, or a Ph.D. in engineering, you have pride and scme-
times you work, you have to work, with the technicians. Techni-
cians come out of a two-year school and even though the cuy work-
ing prcocbavly four or five years loncer than ycu, because of the
educational prestige you say, who are you telling me to o this?
And in Japan, Dr. Deming knows guite well, that no hierarchy is
tuilt into the company. Don't you think so?

MR. BARRA: Yes. We talked abcut it at lunch. Some of
the diggest problems we've seeh is when an engineer coming cus 2fF
college and joins our company, gets into the laboratory environ-
ment and starts having to work with the technician who's teen a:z
the job for 20 years or 30 years. And he thinks because of nis
diploma he can go to a technician ané say, here is the way I de-
signed the circuit; build it my way and that's it. And the tech-
nician's first voice will de-=-3ut, I wcrked with another encineer
last year or two years aco and we found cut we can improve the
circuit by chancing this component anc édoing it this way. The

engineer says I den't care what you 3il with this cother guy:; I want
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it done this way. What happens is that the technician is shut 9022
and says to himself, screw him, I'll o it his way: I Xnow there's
a better way but if he wants to sabotage it and do it the lousy
way, I'll do whatever he tells me and that's it. And you've go«

a turned-cff technician. And that's just an example that we have
happening in many, many places.

RESULTS :
HIGH DEFECT RATES AND POCR
EUSTOM£R RELATIONS

MR. CUNNINGHAM: And then ycu £find that proolem in cus=
tomer returns.

MR. BARRA: You find it in customer returns, you £ind
it even before then. You find it in 10% defect rates and all
kindas of other problems because~-

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

MR. BARRA: You've got to keep going, right. The custc-
mer wants 1000 of these items a weex or whatever it is and you
keep sending them to him.

That's the essence of it. I think what we're findin
out is that with the circle, even the engineers are learning to
respect the worker and the technician. Managers 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 MANAGEMENT IS
PART OF THE PROBLEM

Cne of the problems I think we all face is that middle
management is in the middle of a lot ¢f the cause of this particu-
lar proolem of relaticnships. For the longest time, middle man-
agement has said to the foreman, I'm gaying ycou to solve the prot-
lems and to tell those workers what £9o do. And the foreman has
assumed the responsibility for prcpblem-solving all on his own
shoulders tecause he felt that's what he was getting paid to do.

Now, what we do with guality circles is to tell the
foreman we're giving you an ocut. You Xntew that that was wrong
probably in the first place. Now we're telling ycu that with the
circle we, middle management, are ready toc let you iavolve your
pecple in seolving the problems that we're rcaying you to solve.,
And this gives the foreman a chance t2 save face and Lo actually
have the people tell him what the soluziceons should te to these
proolems and in many cases these prcclsms have teen arcund 10
years. The only reason <hey haven'=t Zeen sglvad is +“hat the
man Zién'% lis<2n to them in the Zirst place--dicdn'% liszen
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people in the first place; there wasn't a mechanism, and middle
management was nct demanding those reccmmendations ané solutions
from the first-level supervisor.

MEZED TG IMPROVE THE
AMERICAN EDUCATION SYSTEM

CR. NUGENT: I might meniion that there might ke cne
preblem in applying the Japanese example to the United States ccm=-
pletely and successfully, and it might te shown if the White House
would release a report which it was given by the Naticnal Acadeny
of Sciences and the Department of Education or old HEW, which
analyzed the state of the average high school and college educa-
tion in terms of basic mathematics, Dbasic sciences and statistics
and technolcogy. Advance reports leaked out by the Naticnal Academy
of Sciences which wants the report released indicates that the
average American, both with a high school diploma and a collece
diploma, nas at least three =¢c five vears less technical educaticn
than a German, a Japanese, a Britain ¢or a Frenchman.

So we might have a problem in fully applying this gual-
ity circle question to the United States than we had in Japan or
in Eurcpe simply because the averace 2merican is 8o poorly educated
that the great spurt has completely <dissipated. And I think any-
cody who has taught a course on a college campus recently can
attest to the abysmal ignorance among most Americans of any xind
of technical or economic issue, much less a2ny Xind of applied s:a-
tistics which is beyond the ken of anyone with a BA degree.

MR. BARRA: There are two responses I have to that.
First, yes, I do feel that the education system has really teen
falling down and providing industry with less than we we really
could use., We taks workers and we then have to educate them cur-
selves. So the first several years of employment of thcse pecplas
out cf high school or college are spent on teaching them what
they didn't learn in the first place; first the basics and then
the specialities that they're getting into.

TEE STRENGTHS OF
EXPERIZNCE: LIFETIME
EMPLOYMENT U.S. STYLE

Sut when you take a2 look at the guality circle, you're

talking about th. pecple who have been on the jeb for 15 or 20
years, and their education came from experience, the practical
side. aAnd there we have strength. As a nation, we have strencszh
in that particular area. We have employees who have been with
us their entire careers--ycu talx abcut lifetime employmenz. I
know a+= Westinghouse we have thousands of emplovees who have zeaen
with Westinchouse for 25 years. I'm sure Texas Instruments anc
General Motors and other corporations have peovls2 who have real’lwy

tuck wizh the company. It's very hari for someone to leave zThalirs
company after 7 or 8 years' investment, and statistics show thaz.



It's seort of a surning point. Mos:t of the mobility is in the
first 10 years. 3ut after that, you'wve got lifetime amploymen=
in most ccocmpanies.

And those people have a wealth of knowledge and axperi-
ence that can be brought to bear on solving qualisy problems, zro-
ductivity problems, whatever they might 2e, on the job. And it's
really divorced from what they learned in high school 20 vears ago
or 30 years ago. But what you're saying is true. It's an obstacle
we have to overcome. We've got to get our educational institu=icns
up 80 that the gquality level of pecple coming intec the company is
pretty high to tegin with, and then we can build from that to a
higher level, rather than starting from the bottom and trying &2
£ill that gap first and then go up.

AMERICAN INDUSTRY IS STILL
NOT READY FOR STATISTICAL
QUALITY CONTROL

MR. FRITTS: I would like t2 address ancther guesticn
to Dr. Deming. Most of us here have read articles by you, ané
recognizing that you are internaticnally known as a leader in
statigtical control of guality; but I cuess the first time many
of us actually saw you was when you a2ppeared on the NBC Special
a month or so age. 1/ I'm curious as :o American industry's
reaction, how many inquiries you've received from thas program,
and whether you consider their response as an indication that .n-
dustry is just peripherally interested in statistical guality con-
trol, or whether there is some dedication and new awareness oI
this important area of management. Weould you comment on that?

DR. DEMING: Well, there's l:-:s of interest. Pecpl
ike =0

ask me to come and talk to them one day. We, too, would 1
be saved. They have no idea what it takes.

MR. FRITTS: But in terms o numbers, you don't gee--
I guess what you're saying is there's 2 recognition that they
want o be saved but don't know how ané they're not willing <o
learn how.

DR. DEMING: I have to tell them that there is just no
point in trying to work with pecople tha: think the job is sixple.
Thera is nothing that anybtody <¢an do for people that suppose zhat
a little talk along with a few ideas will solve their problerms.
Quality control must take root with simple statistical technigues
that managament and everyone in the ccmpany must learn. 3y these
techniques, people hegin to understand -he different kinds o2
variation. Then guality control must srow with statistical ctheory
and further experience. All this learning must be cuided 2y a
master. Remarkable results may come cuizsk, but one has no ris:
to expect resulss in a hurry. The lazrning pericd never ends.

1/N3C News Special entitled, "If Japan Can=--Why Can's We?"
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The statistical control of guality is not for the timigd
and the halfhearted., There is no way to learn except to learn it
and do it. You can read about swimming, bdut you might drown if
you had to learn it that way!

JADANZSE DIFFEREMNCE
S DECICATION

TEE
I

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

DR. DEMING: Yes. Well, the Japanese went off in 13350
totally dedicated. I mean, I told them that quality control te-
gins tomorrow morning, and we can't have anything but companvwide,
nationwide, learning. And I told them that within five years they
would invade the markets of the world with quality. They coulédn's
understand how I was so confident, but I had seen their management
at work and their workers, and I Xnew that they could do it. They
beat my prediction. In four years, people were screaming all over
the worlé Zor protection.

COMPETITION PRZSSURE ON
AMERICANS WILL FORCE CHANGE

MR. CUNNINGHAM: Let me make a ccmment. I think to
learn these things and to make them happen takes a desire on the
part of management and the people involved. And I'm not a psv-
chologist, dbut I guess I think American pecple will do what they
have to do when they have to do it anéd not any socner. AaAnd I
think that many companies are now beginning to understand and cet
that desire to go do what they have to do to compete with the
Japanese. AaAnd I think the Japanese competition is probably the
best thing that could ever happen to us. And competition is a
desire to stay in business and is going to bring a revolution in
American towards better guality and higher productivity and all
the things it takes. I think it's going to happen.

The thing we've got to be caraful of is that we get cn
tcp of it vefore we're wiped out of business.

MR, FRITTS: So you would suppert the old cliche that
the createst motivation for succes<s is fear of failure.

MR. CUNNINGHAM: You're darned right. 1It's a wonder-
ful motivator.

JAPANESE INDUSTRY=--
NCT GOVERMMINT--TCCK
TES LZAD .

MR. VORHES: May I ask Dr. Ceming a guestion? You x=acde
nat the Japanese bDusinessmen asked vou o come ovar =
5 they didn't g0 t2 their Zovernment = ask vou or

:
hey came to you.

ths point zha
Japan ia 13250
seek nelp. 7T

8+



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

MR. YOREES: I understand. 3ased on what we nead =25
accomplish, what, if any, do you see as the role of the United
States government in this?

DR. DEMING: It might be great, but I don'"t know how.

I'd be the worst cne in this room, in the country maybe, to try
to‘say.how the gav-rnmcnt could help. In Japan, the governmen:
stayed out. But in Japan, thers was the Federated Zconcmic So-
cieticl. which is powerfil. Mr. Ishikawa sent telegrams 2o 45 zen
in top management to come and hear Dr. Deming. This was in July
1950. They asked for more conferences, sO© we had more. It may Ze
that the government can do something here. T don't kXnow whas it
could be.

SHORTAGE OF
STATISTICIANS

Another thing that worries me is that the number 52 ax-
perts in use of statistical theory is pitifully small T £hink
tnat the great zottleneck will be a shortage of s.at-st;c*ans.
Where would ycu find the statisticians even if 2% of managemen:
were in earnes: and wished to go ahead? What would they do? I
don't know. I have no answers.

IS. THERE A
GOVERNMENT ROLE?

DR. TSURUMI: I have not s¢ much a comment as a re-
grouping thcught. As I've listened to all these arguments, I've
been trying to come up with some specific points abtout what the
goveranment can do in terms of legislation and others. Only a Zfaw
of what we have discussed as conducive to productivisy as well as
to guality can be legislated or encouraged by scme kxind of govern-
ment action.

The ccvernment can be the disseminator of needed ing
mation. When gocd technigues :2end to 2e privatized and zutﬂzn
ized by the successful company, ncbody is coing to really ¢
his competitors, free of charge, just ncw they might be able -o
come back and -eat him.

-
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3ut when the tecrnigues involved are sco generic that
they are standard--even statistics ani the other things we're
talking about, when tachnicues and infsrmaticon involve mostly
ceneric stuff, the governmen: would te adle =g disseminate suc-
cessful examples Zor nany mcre firms o adopt. The government's
role as the disseminascr 2F uselul infcrmation can be facilizazses
by coogeraziosn 0f covernment, zusiness ané laror,

w
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The information can also be disseminated by industry
associations as well as by government, but what it takes here is
credirility of the one who disseminates, and unfortunately perhaps
in the state of the United States with zerceived adversarial rela=-
tionships between business and government, the information that is
cromoted by the guasi or whatever government entity, micht rnot be
accepted sO raaul?y

Therefore, we need just more private leadership. I
teach in business schools and I feel very much remiss in terms of
being able to turn out those managers wWho poOsSsess management ethcs
and skills conducive to productivity. 3But some industry associa-
tions, with the help of government perhaps, can be disseminatin
the importance of this management reorientation £rom short-term
interests to long-term, et cetera, and why the jcb security of
rank-and-£file employees and professional staff should bSe manace-
ment's responsibility.

Only in the area of financial incentives can I see scme
areas of government's actions. Ffor example, we talked about de-
preciation which obviously requires government legislation. And
we already know about the need for recduction of capital sains
taxes, of acceleasrated depreciation of ingentives o save, of the
ivoidance of double taxation of corporate dividends and the like.
But unless they are targeted to growth industry--unless they are
targeted to-reinvestment in the productive facilities rather than
in sugar futures speculation--they're not useful. Unless you %:ie
the targeting of financial incentives %o a certain behavior of
firms--either job security, product cuality, expor: or growth=-I
don't think we can promote productivity.

The other area we are discussing as an area where the
government can be and should be involved in is antitrust policies,
Suppose when companies succeed, on their own, in internal growth
as Texas Instruments has been trying o do, all sorts of anti-
moncpely or antitrust conventions will tend to put the successful
companies in a straightjacket, like a magic less than 50% market
share, what have you. Theres, obvicusly, the government has %o
abandon the o¢lé notion of the domestic definiticn of market con-
centration that is totally c¢bsoclete., Zven if there are just Lwo
giants in the world, they should not te restrained as long as they
are batting at each other. Obvicusly, that is one aresa that the
government can <do something about.

PRIVATE SECTOR'S ROLE--
STOP THE SEQRT-TERM
ORIENTATION

The rest are about manacement =thos. The only th
we can do here is %o have a body like his (conference) or
government agancy, oOr better yet, the captains of the indus
come and tell all of us related Lo 2usiness school education
that the kxiné of desirad -mage of manragement we have been teach-~
ing for the last 25 years is complataly wrong. Anc the same
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message should Te given 225 the iadustry Zinancial analysts. Af=er
all, they are the cnes who tend 4¢ push manacers into this cuar-
terly short-%werm orisnzasion, because that is their gualieative
and guantitative criteria of Sudging a2 geod cempany, It's a verw
sast-~oriented, shori-term orientad, 2arnings cer share kind ol
thinking, zather than lcoking at what they are cdoing in tfterms oF
research and develcopment and in terms c¢f training and all those
implications “he results of which can only come to fruition in

five or six years. Yo analyst in this country that I xnow of weculd
pay attention to those things when they write about some company

or industry. Even the Fortune 300 firms, to me, prasent a tctally
irrelevant study. They simply line up companias, 300 of them,
accoriiag “o their past and present cuariterly achievements., Fer
wnat? They may not survive LomOrrow ©r lext week.

Yet, these methods are all the evaluative criteria and
the feslings that creep into the mass media and the business
schocls and others, This is how we have develcped the pervasiva
criteria of looking at American companiss. Here acain, I beliave
industry associations and government can do quite a hit Lo really
change this tyve of orientation.

AGRICULTURAL EXTENSION
SEZRVICIZ AS THE U.5. MODEL
FOR PRCCUCTIVITY

MR. BARRA: 1'd like to toss something cus. I think we
have an excellent model right now in %the United 3tates that the
government can emulate in the area of productivity, and that is
the model that we have in agriculture., With the agricultural
gxtension serwvice and the tic-ins with universities in the Unized
States in the agriculturs, we become the most productive nation
in the world and we can feed the worldé almost with our productiv-
ity. Why can'* we use that model or 2 modification of it to spraad
technology transfer and education in the area of guality and zsr:a-
ductivity across the United States, tco? I pose that as a gues-
ticn.

MR, TRITTS: That's a very cood peint.

|
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DR. TSURUMI: And export corisntation ¢f agric

MR, FRITTS: This has been a most stimulating session.
I'm sura we've kept Dr. Deming much longer than nhe expecited o
stay and we are very aprreciative, Dr. Deming, thank vou very
much, I 42hink perhaps . .2'll fake a short breax and do a licels
summarization Zollowing the<. Sid Rubinsgtein nas another tage
that is a Ziffarent version or a diffarent se+x of cocnditions than
you saw in Ralzpn Barra's Westingnousse axgeriengs thai we'll ses
wnen we come zack. 3ut lec's takxe azoutr 10 minutes.

- 3

f4 ghort recess was Laxan.



MAMAGEMENT/LABOR RELATIONS
REQUIRES CCOMMITMENT AND
CONTINUITY ‘

MR, FRITTS: We're about %0 see a videotape which
Mr, Rubinstein nas brought with him of a different set of cirzum-
stances invelving union-management relationships. t 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. RUBINSTEINM: Perhaps a few introductory remarks.
My hope 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. I come out 9f a shcp exce-
rience of six years as a machinist, ané tool anéd diemaker, and a
4-year enginering experience, while working at Rutgers to gat a
Master's degree in applied mathematical statistics. After doing
all of that, I walked into a shop as a consultant 20 years ago,
and if I nad to sclve some problems I had to go to the workers.
But wnen I had worked as an engineer just three years earlier,
my boss told me, "stay ocut of the shop, 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 g¢group we orcanized 20 years ago was very efe-
fective, They learned applied statistics, could sclve problems,
and they were able to solve problems very rapidly. But when the
consultant left, there was no program there. We didn't Xnow how
to do this on an ongoing basis, so then we built a sygtem Lo do
this, and the Japanese also built a system and that was greas.

When vou walk in with a system, you can continue scre-
thing, except for one new phenomenon which took place in the
latter part of the sixties. As socn as management changed, the
program went down. We had a lot of eaxcellent progarams that wers
discontinued Zust because managemenit changed, or a new presiden:
wantad his own program. And then, downturns in the economy
would destroy the program, or union-management ccecnflict weuld.

by

A very fundamental breakthrcugh took place in the sarl:
seventies. I came back from Japan and was invited by Ganeral
Motors to speak to thelr management. And at that peint they sai
“is would be great to involve workers in solving gualiwy problem
but the union wouldn'% support it, wouldn't let it happen, and
without union support, we're not going to be successful.” Seo
said I'd zZo to the unions and talk o = Ané I met with
United Auto Workers and I sat arcund and
- »
e
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and their response was, "it's a cre
in solving prcblams, tut management W
was the 2os=ure o 1272; evervybody wa
Zegiibn,

ing in the othar
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WNell, 1972 was a waitaershed. Zeneral Meotors and the UAW
signed the first letter of agreement wnich said, let us axplore
ways of changing ocur relaticnship, ané they called it the Qualisyw
of Work Life.

Well, their first objective was to change the ra
shiz Zetween the union and managemens, Dut thaz very cuick
0 cﬁana;na the relationship in terms o. really al'ow*ng ;
to participate, They asked me Lo ccme into the assembly o

in Tarrytown, New York, to initiate a program. I rn:erred to a

number of not so successful experiences in Eurcpe wnere I learned
that if you don't bring the interested carties in, you're not
going to nhave continuity. I said, "let's take the concept of
joint committee at a national level and put it on a local lave

b-' i

So in 1974, the first joinz union-management commitsee
in a plant environment was created. TIFrom that point on we con-
tinued %2 learn nhow %0 do this, so thaz you can train union leacd-
ersnip ané manacement and the workers themselves not dnly <o solve
problems, but tc continue the 2rocess, <o be able t£o explore incse
unansweresd guestions about job security ané other issues. And
this process has now Segun to grow.

That's the background to the f£ilm we have here. This
particular plant in Waterbury, Connecticut, is the last orass mill
that exists there. It doesn't have the resources of Gener:2
Motcers or Texas Instruments or Westinaghcuse. t is a sna1l Eizm,

rying to survive in an industry where everybocdy else has alreacdy
left the community. And the UAW and the state have attempted =22
asgist; and the UAW, the union, toock the initiative in sayinag let's
change cur relationship; let's try t©o create a joint way in which
we can bYegin to solve problems. And that's the settiing we have.

{A short film was shown.)

MR, RUBINSTEZIN: It was the vice president o zthe local
who said ne files the griesvances. Their grievances went down 20%
duriac this time; and at Tarrytown in General Motors, they went
£rom 2000 =0 30 crievances keing srccessed at any cne time. Sc the

impact was considerable.

It s interesting also that the Tarrytown experisncse
broucght &th assemzly zlant from a verwy low position in the gqual-
ity ranking among pl=nts tc a very higH cosm ion, and theraiors

qualified =hem to get the X car:; ané they're now one cf the glants
working overtime while a cood many c:iher nlants have prcblems.

MR. VOREES: X~cars. XK carz 1ls Chrysler.

MR, RUBINSTZIN: X-car. >'ve Tot B0 on oiv oing.



QUALITY CF WORK VS.
QUALITY QF WORX LIFE

HRe BTARTS: L8 :herd Anysnimg L0 428 ooint thes “geasl
ity of work liZe" tends to throw pecple oif as against tha “suyalil
of the work™ in the shop?

MR. RUBINSTEIN: There's scme confusion in the zern.
They think it's the quality of the work: But I think in the ieng
run that's good because they are very much related. The abilisy
of the worker to have direct impact on the gurality ©f his or her
work is prebably the single most important guality of werk lifas
aspect cf the job. So I think mare educaticn con this relatiznshi
1s needed. But initially, it is confusing. Pecple see the issue
of product guality and you have t2 explain the broader implicatic

of the guality of work life.
WRADP-UP SEZSSION

MR. FRITTS: I think we're going to have to start wrac-
cing up; time has just about run out =Zn us, Fred Tarslev will
tegin the wrap~up session.

DR. TARPLEY: When we got %he initial reguest from <he
Ways and Means Committee, they wera incerested in what we coul
lzarn from the Japanese that could be possibly transfarred Lo 2he
C.S., that would allew our products =2 maintain nicgh gquality ang,

in many cases, develop competitiveness in the world marketplace.
we have logked at a number of peints starsing
with macro-policy and lcoking at things which happen within
organization related to marketing strategy, relating to the
management o variocus tvpes ¢I socistal values which
Zoth the Japanese and +the U.5. experisnce.

Today, z
The
aznos

In the hour that's ramaining, I'd like for 4he
the guestion of what can we as a socliety do,
cularly, what the relative reoles Ior government, ind
labor are; what kinds of chances in the relationship a
“Mey <o business with one anothaer are needed if we ars
the guality ccmponent of produczivity in the Unitad
cur ipnternational ccmpetitiveness,
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MR. CUNNINGEAM I guess right oif the top of ay head,
I think that the role of gcvernmen: and industry and lazor 1as
got t2 be cne of cooperaticn, and I guess I think that the place
that covernment can prcbablj help zthe =ost would Te td really
sQrt cut the proolem. hink each incustry may have a cersain
degree of diflerent p-oolems and a diffsrent way to attack the
soluticns. 3ut from a total United Staczes of America poinit of
view, we need to understand the tozal croblem %o the csuns-y, and

then help to evolve what the right sclutions would be., 3ecause

I think again, everybody can jump to a2 conclusion or jump %9 a
solution that will help them, Sut might not be the right ultimasze
solution for industry in general. Ané I'm not smart enough o sit
here and say what the solution cugnt to te. I

don't really Xnow.

MORE PUBLIC/PRIVATE
SECTCR DISCUSSIONS

Sut I think maybe throuch mcr2 panels like this ané mors
organized, ongoing kinds of activity 2 plan cculé be sut tccesher
and tne zroper solutions determined. I cuess I'm encourageé ‘uss
by the face that there's ‘a group star=ing $9 talk agout it. I De-
lieve those are all my comments.

PROMOTE COMPETITION

DR. TSURUMI: Well, we have learned that what government
should do is 0o promote competition at home and abroad, and tnas
the worst possible thing government can do is o curb compezizicn
2y promoting dying industries. 1It's easier said than done, =us
unless ycu nave that kind of policy cormictment I don't think any-
thing else will fall cut of it.

TARGET INCINTIVE

Now, when we talk about targesing certain financizl in-
centives, such as accelerated deorec:a:;on or what have you, than
we need to ide ntzby the kind of, say, zhrese or Zfour specilic te-
havioral firms which alse nappen £t czincide with the Tenefi:zs
for the ccunt:y as a whole. YNow, wha: happens t£o ve ggod Zor che
country has tc te good £for private firms. You're '-v;nc L0 Tar-
get the reward ¢ accelerated capreciz2zion to those Hsehaviors c¢i
firms that are also geod for the indus=rial crowth 0f the countrv.

FZRFORMANCE

For exam:le, wnen vou're gsinc to manage the cgrowih indaer
goarsity in £hs 1 ed Statog Zop the Jizst <ime in Riszory, Tuss
like Jagan, :hera nas to be amrnasis cSn e2xzors perisrmance. 2w
varsesine any Zisancial ang sther rawaris to some company's sxpore



perfigormance——it do 't mazstar whic
begin to bring wha t l cood far & o
aocod for <he whole counsry.

n industry--then I Teljave you"‘
rivats firm closer %2 what is

BROADEN THZ TEFINITION
OF RISEARCH 2ND SEVEZLOP-
MENT TO INCLULDE TRAINING

AND RETIAINING

The next thing is research and develcroment activities,
plus in=company training. Here we need to redefine research ané
raining a bit more broadly when ycu =alk about exzpansicn. We
should iaclude retraining the workers as part of the companies'
R&D activities. Without that, you don't have any benefit of brin
ing the results of research and develcpment into producticn pro-
cesses and then, out of the firm into the market. Somehow, <he
company nas to te rewarded Zor plowing their revenues back int
research and develcpment and training of their persconnel. Thas

matchineg she grivate benefits with the public benefits,

-
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ENMANCE EMPLCYMENT STASILITY

The =hird one is the stability of emplcyment, which also
has a very good implicaticn Zor the ration, as well as for the in-
¢entives o manacement so that they won't be able to shift their
mistakes to the person who can least z22ford to zear it. When vou
talX apoust tarseting anything, accelerated depreciation, for ex=-
ample, my personal recommendation is 20 sinply ccocme up with the
criteria by which any company can have access to these gocdizs so
long as they meet these criteria, For the sake of arguments, I
have thrown in three arsas which public benefits happen £0 coin-
cide with the private benefits.

ENCOURAGE SAVINGS AND

CADITAT INVESTMENT

et T L

The next guesticn is how arz2 vou going ~o cenerata the
inves<ment funds needed? There perhanps, some things tha:z 33931
anéd Germany have been doing would be very useful, which is trying
to encourage savings—--perscnal savings Or group ©Or corporata
savings, especially perscgnal savings--ov exempting some xind of
dividends up to a certain level, or interest earnings, what have
you, ZIrom income taxes, or helping the company develop emplcyee's
pension plan, which can be used to, zgfain, promote stabilicy of
employment while at the same time ce"e*atl g the funds and simply
exempt those investment earn-“gs Irom income taxes or de‘=rring
them Ircm income taxes. Throuch this approcach, you again have
what I ca2ll cecngruencs of maitching private andéd publis geals,

MRy RUBTNSTEIN: I nope thas this is the tecinning <f
a process and not seen as consansus-tuilding at the snd o she
procass. 3Zecause 1t se2ms 2o me thera's an awful lot shat szill
hasn't zZeen sali or nasn't te=n exsleorad,



AVOID CONFLICTING GOALS

I'm particularly concerned with cons Flinving zolicias,
where we set up one sat of ccals that are in conflics wizh anc:iiher.
My sense is that there are some conflicting solicisgs thaz are un-
examined. For example, I'll cive you =wo illustrations Zrom Jazan
in 1978, I met wizh Mr. Shioji, who is 2he head of she a2uts work-

ers in Japan. I reviewed a paper he wrste in 1969 in which ne

clearly states that a fransition nad =0 take »place in the rela=ign-
ship between lator and manacement from the mid-fifties until =he
sixties, when all the :rcduc-zv--y efforts ané the cualisy efforss
cculd be successfully launched:; tha: that relationship 4ié nags =2xis=
in the fifties, and there was a very Icnscicus prccess oF change.
DEVELQOP CONSCICUS
PROCESS OF CEANGZ

That conscious process of chargu is takiﬂg plac= nhera
right now, obut there isn't suf‘lc*e“h tenticn seing paid to shas
process, and there isn't sufficient a:;xstanc- Yeing ¢iven to lator
and management %o facilitate that change. While some la2gisiazion
has been passed, funding is slow, ané cther measures <eep rala=-

tionships in a pretty traditional Zcrmacz.

So if Congress looks at that relationships, it must lzek
at the long-term relationship between labor and managcemen:. It
should take steps that will allow for a Joznt effcrt to solve many
of the provlems that can't te solved unless there is a2 jcint lazor-
management effort to do so.

DEMOCRACY IN THE
WORK PLACE

Another area of ccnflict that I'm concerned wikh is oguz
lack of aprreciation of the fact that we are moving ;:tc a new
period in which everyone Izels that nhis or her expectat cn nave
a right to be increased, both in terms ¢f demands on sociesty and
the respect that cne will nave freom all peers., The ilea ¢ Z2-

mocracy in the workplace is something that would bring us to zhis
point even if Japan didn't exist. We are hers Tecause therz's
great competition; we are also nere Decause there's greac turmoil.
Pecple want a different tvpe of life excerience, _Hey wanit TQ have
a different relationsnip at work Ancd zhat Must De reccgnizad.
And I think we have to address the question of what stops shasz,

wnat are the kinds of ccnflict that =2xist in our scciaty.

KNO"E 3E SEOULD

and certainly, the idea of Xnowledge deinc in some way
invested i someone whno g2ts a degree In a2 parzicular susiscs
;atcar, ©r kas & partisular sScgicion, is an anzigquated gallsscehy.
Tha oy diffarsnce azcuz appliag s=az=istics Tezween Sazan zné zhs



United States i{s that applied stacistics in the United States is
taught 0 2 very small group of peozle in a very narrcw format.
In Japan, it's a popular thing, where vou turn on the televisioan
in the morning and you lszsarn applisd gtatistics in a way that
everytody can understanc. SO we're talking abou:z brcadéd zcpulari-
zation, and applied statistics is only cocne O0f the todies of kxnow=-

ladge.

CHANGE UNICN RCLES
TOWARD VMORE =ZSDERSHID

I think we have to look at scme changing roles. My
cpinion is that trade unions must change their role. They mus:
oeccme mor2 willing to participate in ,-ovxdz leadersnip in an
organization. I mean they have tc become aware and skillad to e
aple to deal nore effectively with such guestions as gualitv. I
think thera is a leadership role that's going to have to te nlayed
by the trade unions in quality. 2ané Icor a very simple reason; te-

ause in many Iirms thelr members are the ones who have the senior-

ty and leadersnip. If wvou go plant 2y plant, the average senicr-
ity of the manager is two Or three years, and the average seniorisv
of the trade union member is 13 or 20 vears. If that differance

in leadership isn't utilized, then we're losing a tremendcus social
advantage that is possible in our socisty, and we're not going to
change rapidly the way we manace., We'r2 not going %o see manacers
btecome less interested in mobility and more committed 2o sthat or=-
ganization and have all of the zuilt-in conditions that will sromes
that very gquickly,

We are, at the mcement, in a society where there is hig
mobility in management, but you cdon't have high mobili<y in laber.
If labor and the leadership of labor learns how £2 offer e“ect‘v-
joint leadership with manacement, we have a tremendous asset th
we should zake advantage of.

In order to do this, we're coing Lo have to deal wi
workx stability. We're goling t2 have L9 come Lo grips with ih
problem of cyclical layoiis; to come £2 grips with the insecurity
that exists in that area, The president of the auto workers of
Nissan in 1978 spent a cday with me zhe éay after I met with man-
agementz. The management tock me through the plant and shcwed ne
the ¢reat inprovement in prcduc*;v;ty, 10% a year 2ach vear Zor
the last 10 vears. So the first cuestion I askad the president
of the unicn was, aren't vou concerned about that sroductiviey
improvement? He said, of course not. The jobs of my zecple are
not jeoparZized. It allows us to nave increased opportunity in

terms of our benefits and salariass, et cetera. Sg there is a
Buils-in security that fuels this whols effcrs; affave towari in-
creasing produczivity and gualisy.
COVERMENT C2N TDECATE
NG SI55THMINaATE

I telleve the government can g0 & 168 1n promgrtisy §du-
casion aeané fZissemiaactian, I Sravidtiao she Rincs o susSpest That



would allew good laccr-manacement relazicns =o davelep, ia pravii-
ing support %o test scme oI these concepts. The guestion cf ecc-
nomics and jcb maintenance csuld te te2stec. I%2's nos 2ifficulz =:o
Set Up programs that will actually tes= whnat wculd haprgen if a zars
of the workfcrce would spend :zime Zfuring a nen-greducsion pericd,
in educaticn and problem solving. We <¢2uld neasure the imzact ¢f
Such Programs, toth in terms of the sroclems That woulsd de solved
and on total econcmic costis--unemployment insurance, sutpayments,

reairing, retraining and all these other faczors.

REDEFINE THE ROLES
CF DISCIPLINES aND

IALISTS
finally, I think a major naticnal efiort is needad 5o re-
define the role of the disciplines and specialists, and we should
cring into this effors our instituticns of learning, the Acadeny
of Sciences and Academy of Ingineers. The major differences te-
tween the Union of Japanese Scientists and.Engineers ané the =222k~
nical societies we have here are =wofcld. <Cne, thev nrave Lthe <i-

rect support of organizaticns so thev have an effective “udget.
Second, their membersnip includes many <isciplines., =Zere, cur src-
fessicnal societias are separatad, a2né we nes=d ts have a chanca in
the relatisns among cisciplines t5 lay +«he foundation Zor shari
of Xnowledge, for pcpularizing the Xindés of technical knowledce
that pecple need to solve problems eflfectively.

. .

We're working with a number of the technical socieziss
now==including the American Society £or Quality Control and the
American Society for Training and Develcoment. I've just circu-
lated a concept statement on this subject 2o help the technical
societies review this. 2aAnd I would like to thaak yew Ior invizing

me =0 this seminar.

.
iv, like many 22 you
go anhead anéd say

MR, VORHES: I'm sensitive abou
-

t srying %0 cive any suc
I really am not exper+: i
S

cestions in areas that I
arsund the tavle are. Having said thaz,
wnat's on my mind anyway.

{(Laughter.)
CGCVZRNMINT C2N 3E

NATIONAL LSSGES

As far as the covernmen: is ccncerned, it coulsd z:z2k=2 2
leadership role in identifying croductivizy increases as = nazicnal
issue, t2 telp the country, Dusiness, sovernment, all arsas reccce-
nize thait productivity is what puilt the industrial 3icghs oI =his
goupsry. wWe've had it cescrifed very accurately that that 322 1=
closing and clesing. At the rate tha:t it nas teen clcsing we will
roe continue 4w be the lasdexy i produyssivizy, and i wa szssn's
a5 & couniry coWpeting La She worli mazkat; wWe wWeR'S ggntisue =2

W
u



e a producer 3f cgoaeds. I guess that's 2 simple economic peir
We will Ze a country that will be successfu nopefully in prov
ing serwvices anc other :things, dut we won't D@ manuiacturing
orocucing goeds. ?Pariod.

\J‘-"ﬂ\. \1""\"‘1" "“' \“' :!QT\.'IU

=t
COALITISN FOR PRICRITIZING
TSSUES AMD ACTICNS

So a very important rola is to realize the seriousness
of that from the naticnal point cf view, and to then bring ta-
cether whatever coalition is needed to cdeal with that priorisy.
And in cealing with chat from the covernment's point of view on
productivity, a big part of it is going to be investment. So éo
those things that encourage investment, and revisw averything else
that you do to make sure you'ra not doing things that discouriace
investment.

And I suppose priorities, natiocnal nriorities, woulsd e
an important part of that.

GQVERNMENT CANNOT
LEGISLATZ QUALITY

As far as guality is concerned, I don't kXnow that I feel
the governmen: would have a creat role to play in guality. You
cannot legislate i%, you cannot regulate it, you can't cdemand it.
There's only cne regulator when it comes to product guality, and
that's the custcmer who buys it. So other than encsuraging gual=-
ity or recocnizing it as an important par:t of what needs %0 Ze
done, I resally don't xnow. Not that there isn't anything, but I
can't see government playing a direct rele in improving cualiczy.

You'wve heard scme cuestisns across the taple as 42 whaz

the relative zositions of productiviiv and qQuality are. I feel
«hat, 2as I said, if we all get the zrgcductivisy joo dcre, our
quality cbjectives will be easier to accsmplisnh.

TE= ESCCATION SYSTEM
NZEZS A LGMC‘TL&M
QRIZNTATION

The =<ducaticnal systam has Teen mentioned 2 faw times,
and while that may not help us in the snort t=rm, we may not bDe
dea_;nc with a short~-term probclam hera, 2and I think %hat reallvy
needs to te locked at, and there, the covernment very z¢ssizly
could havs another cood strong rols of leadersnip and participa-

ticn thrcuch grants or cther ancouragament, lcoking at wwe arsas:
=ne hich =a2chnology arsas of the universities, and encineeringc z:zd
scisntific universities. Ané with z2rzelzcies £2 any cf the lawvars
that may Te in zhe -ccm, we shculsd Ze caraful sbout the r2lativse
numzer 92 lawyers thas 're genarating in this counTIv wFizh oer
university systam versus _ne aumber of 2ncineers and sciantiscs



3ETTER BALANCE NEEDED
TN DISCIPLIVNES GoADUATED

I've had some ¢f ay Japanese Susiness Iriends cell ze
that the nardest 4hing to learn azout ccming $2 zhe Unised Stacas
to <o Dusiness is how ¢o do tusiness with our lacal svstem in =his
country. Just make sure trhat in the arsa of higher acduca=zion,
encineering uniwversitiess ara cetiing supoort relative o the xind
of suppeort thaz flows to the law schcols and to the literal arcs
schools. Is their suppor:t iz line with the needs of this counzzy
in the area thai we're talking adouzi.

MEED FOR MORE ND BETTER
VOCATION TRAINING

And then associzted with that i1s the vccational aspec:

£ this countzry. Peopls in this ccuontsy must learn 20 take Set:zar
care 9of their _ni"gs--<1us tovs, oS=a2orla's cars, zTheir homes a=nd
everything else. When I to ¢o Tekyve or FrankXfor:, Garmany, I
nardly ever see unrepairasd collision cdamage on an autcomobile.
dardly ever, I think almost every car in Tokyo has 5oL cone or =wo
feather JJs ters in i%t, and it's not a:= all urniuswval jgst o b
stepped IZor 2 traffic sigmal and see zecople cut dusiting their cars
cfs. They get 2 lot more fcor their zuck's worth for whatever <hey
buy by s_mnlv taking care of them. %We've Teen a cocuntry that's
been blessed with unlimited natural rssources and so on andé we'wa
got to learn to do a ketter jcb on that. And part of that is go~
ing to have o be a much strenger vocazional educaticnal system
so that we supply the zeople +22ined a: the vocational levals =
take care <¢f the things that really keep America moving. At Tczh
the hich end of technical educaticon ané on the low ané, I thinx:
thers's an important 205 20 be done.
NE FOR 32T7Z2 INDUSTRY
ua,OR CCCIERAT ol

Industry and lator have =5 continue o develcp whazt

feel is thelr increasing ability to sit down with sach cthars angd
reccegnize that they're both in the same beoat, and you just can'=
sink one and cf that ship. aAnd incrszsingly, thev'll solve :“hose
oroblems of prcduc+«iviity and sroduct guality and averyvehing else
that needs to.te solved tD ccmpete in the markscolace, or thav'll
both De iz a lot of trouble. And we'll 21l facz2 the challangs,
as our tusiness in this countrv is tetter in the next faw mon:ins,
to find out iZ we'wve got that same commitment and Zadication whan
business is verwv, verv cced andé we're werking overtime te Xs2er uz
with the market, as we ara wnen we'zra concerned baczuse wa'vwe <ot
a faw plants shuz dcwn. We have a2 Zew plants shut Zown in thig
cognesy tocay ot 2ecavie ¢ & Japsn=sa 1hreal S0 thE ausTacei s
business zr anwvthing else, Tuz Teczus2 oI a2 touch rscessicnaxy
si=uarion riche in zhis ccunzv. 2uz wa'll Se zestad =2 s=e LT
we'ra Zfusc as 2agar %2 sclve <nasa sreoplesms when Times ar~ gged

as when tTimes 2oz zad,



A&.d finally, all three slaments-—-governmanit, Zusinsss
and lapor--have to have faith in the markatplace, I% has worksd
tersifical by up ancil shis time in fhis country.s ITiodegsn's
realliy need a lct of tampering or tinkering wish, ané the mora
confifence we have in iz, the better iz will respond 22 cur neecs.
I apprecliate =he chance %0 npe here,

RECOGNITION £F BEER
SERGETIEInL: CELANGES

DR. BARANSON: Let me say Zirst that the provlem we'ra
dealing with, I think, is of a deep ssructural narure, and thers
are wvery profound changes that are cciag on in the worli ecconomy,
including the Japanese challenge today, which wasn't the case iz
1950, and some very <deep changes that have occurred with our own
econcmy. And it's the relativity of cur cwn industrial positicn
tcday and our competitiveness in the world eccnomy that I think
is the czenter or the Zocus of our prctlam,

We assume that all croblems a2rs sosatle and Zhat they
lend themselves Lo solutions. We also go for the guick Zix, Yecu
can see this, anyone who lives and works in Was:ington. Yau Sind
ceonle on congressicnal committess or scmecn2 in the Presgident's
office and when they discuss procductivity, they don't want o co

into deep structural proplems and the Zeep changes needed in the

world and what we need -o think about now. They want tc Xnow what
is "%he" problem and what can we doc about it tomorrow. I'm aZz-aid
that we'rs d2aling not with a simple ccld. We're dealing with in-
dustrial czarncer. And I think the Chrysler syndrome goinrs tg that
HEZS 72 AETTER SRDEIRSTAND

MULTIVARZXZIIES AND CJAUSE

SNE BEEECT FELATGLNSELAS

Quality control and work metsaods and so on, I think we
run inso sreat danger i{f we dont't thinkx of those as pact oI zhe
suzset of <he cgeneral productivity problam, and the gensral =rob~
lem of maintaining cur competitiveness in world markecs.

Ore thing tnet is happening in this rsgard is thit com-
panies are survivin.,. The CGenaral Motcrs and the RCA's ars fins-
ing ways to adjust commercially, but cart of precisely that is
c*ea:in diZferens grobleﬂs. I won't mention GM Lco much tecaussa

they'ra nere today, but RCA's soluticn o the Japanese challancge
in the sixties was ficst To pegin to phase gut produc=ion in this
gountry and <o move adroad, to tegin to sell off ics tachnoloey:
as financial ccnircl o mcre and mor2 conirol of ths ccmganwy, e
Sind Sxae Shew werg Shinking accut diversityinc intg Zarnz g2rs
and +3 gargec making, a=zd zhe idea of iavescing in the videgrmape
sacordar., THE Hayt gedsyicion E guality Centzdl in Ehe epoloe
zalavisicn s3ecs Tacame [OY2 2RC =mCTE rapugssant £o the ssIzcraza
macagamentz. o i



Now all of this is by way cf saying <hat we have some
deep economic adijustment pretlems, and o divorce +the commercial
corgorate response Ircm socisty's concerns and the tasic sconcmic
adjLshnent of maintaining competiziveness in the world =sconcmy can
be disastrous. We have to begin ro thinxk abour finding ways =
Degin to think about this prsoblem in an integratad wav and =20 L=v
to £ind solutions that cdeal with =he Dasic difficultiss, ra-her
than trying to resort Lo expediency and Iinding some quick wav cu=
that we can Jjustify to our lator constituencies or o our bhoars
of directors and so on, glossing all the way.

NEED TO RECOGNIZZ AND
CEAL WITH INTIRXRNATIONAL
TNTERDERPENCENCE

The marketplace--I think this is part of our prodlem—-
that our zsreat s:renczh in the past and certainly well into the
fifties, was this very multiplicity ¢Z purpose and intisiative cf
companiss and government. I'm afraid this 'is running out on us.
We now face challenges in the rast gf the world whers covernmentc,
industry, lazor and financial orzanizations are very well inte~
gracad, ané Japan cer<cainly is a case stucdy cf this. We neeé o
find consensus in this country. 2aAnc at the first lavel, I think
you see the difficuliy in this by lsecking at what haprened &2

Chrysler.

NEED TG BE ABLE TO
DIAGNOSE SYMDPTOMS

We don't have even the beginnings of a diagnes=ztic, la:
aleone consensus, as &0 what our zeolicy coptions 2-e, let alona con-
sensus a&s to what to o about it., This is a woelully deficians
way ©o tackle tha problam of what has cone wronc with ouir sprsduc-
tivity as an element oI competitiveness in the world and what w2
do azout it We've got to f£inéd scme process wnersby the rasulis
are credib

NEED FOR PROGREISS
T0O BRESCRISE CLUHEEZS

You Xnow, even in the arsa ¢ smoking ané what it Zces
to yocu, the Surceon General repcrt Tas 2 limited cregibilizy. Ths
one paper that says this is the pathology and this is the proenc
sis, and iZ we Zo scmethinc about iz this is what will happen; iF
we cdon't o something about it we will end up in a very serious
ané intracizbls positicon--we Zen't have cthat. We cden't nhave this
Xiné of progess. I think that's the first order 922 Susiness--how
o we ZIind the machanism., and I agree, this tyope ¢ discussicn is
a2 Zirst sze». 3But 2ll o vwgu have zitanced these sassicns, whars
vou always =nd tp with thesz Xind o smncgunzers-—-thisss =2 3TCs
and we DEgrt =8 paws Tofe o tham. It will ‘taks fo¥a ¢han the=.

W
O



IBLE FCRUMS

It's coing to takxe peopla like Congressman Vanix and
rastonsizla pecplz from industrv, S=2neral Mowors and others,
really =o have a Zorum in whicn they r=allv go to a diagnostic
in the senge that if you or T had a patzhology of the Ridaney we'd
co t£o the Mavo Clinic and get a regading on it. We wouldn't havs
lawvers and PR rspresentatives preparing briafs, which ars the
casis con which Zdecisions are made in this town.

Thnen, there is the guestion ¢I the legal zrocesses in
this ccuntry. I mun 2 small, proficmaking pelicy research cor-
pora<icn, and we cdo mestly studies in the public interest. Ve
got 525,500 Zor our last study, and I Xnow at least three cases
whers az lsa2st 5200,C000 2 piece was ziven to a law firm to prepars
a brief. And I assure you that thes $600,000 is going to have, no:
only Zor the money iLiself, much more weignt in the public discus-
sions of what we do, for exampls, on this guestion of the consunmer
electronics iadustry. And that is a fact of life. he lawyser

thing vou mentioned.

his “own nas more lawyers in it chan in all of Japan.
There are 23,000 lawvers in the District of Columbia; I think
there's something like 16,000 cr 17,000 in all of Japan. The
litizious nature ¢ this sociesty and the Jact that i: comes Lo a
mazzer 9% social patholegy -- anéd I woulin't call i+ anvthing less
than that. The Chrysler situaticn is symptomatic of an industrial
catheclogy. 3And vet we don't have a means Ior getting a clinical
reading on what's wreng as a first step zoward advising the za-
tient, look, vou're coing to have to take some touch medicine now,
these ars scme things vou're going to nave to do.

Cr. Ceming's discussion--I had a feeling we would have
2 Tesors tack %o values that existed in this country at the tuzn
cf =he cgentury; the xind o work ethic, the Xind of cco:erat;ve
ching in the village I thinX passegd ou:t 9f this country acouc 191s
cr =hersarzcuss. aAné the idez that We can somehcw acain forcza zthe
guizk S:1x =n a society that is unreceptive 2o it and doesn't have
Lthe mechanism Zor thinking respeonsivbly about what's wreong with it
ané doing something about it. I think zhat's the thing, unless wsa
o sometning asout itc. That's Zundamencal.

I mentioned beiore, and this is the last =hing I'll say,
I f£2el zhat insofar as what can bSe dona within the axisting socizl
frzmewcrk that we have today--the capital markets-« the financial
structures ar=2 critical, I think we have protleams, the Chrysler
syndrzore, groblems af what to €0 with the patient with incipiens
heart Zzilire, We have this problem whera we have a sick zazient
and he's zghronizzlly sick. What 2o we €0 about him? Wa naef zhe
xind of resources “here <hat ars casgeonsibly applied, In casas
lixe Chryglier's I thling Ste Markezolage 13 2o €00l a2nmose:
Sheyster's pakine thase ssciaigss and ccalse 50 the souvemrmans

iCo



and asking for capitzl refunding withecut reszcensibls process
whers some nharcheaded bdankers, like 2 Sumatome looking at a
Toyokegye; we den's have anything like that. We don': nave recpls
in goverament who know enough about the autenotiva indusszy “o maksa
sensible decisicns abtout the industry. Thess are simpls fac:s.

The automotive incdustry is scmething I've worked on cver <he vears
and I Xnow & liztle abtout it. We just Zcn't havn the 2xpertise
and Xnowledce in government to make thas2 decisions, anéd we decn's
have any kxind of banking instituticn theat have reconstructicn ocnav
of this kindéd that can maXe responsidlez Iudgments. Manage?ez: is
pretty much using political terror of the conseguences of not do-
ing something rather than naving a respensible decision maxing
srocess. I think that's what's lac.;:;.
NEED TO CEHEANNEL CA2ITAL
INTO GRO"T: ARZ3S

I thinkX certainly i the Japanese exzerisance ta2aches us
nothing =lse, it's the use of the mobilizawion of capital rascurces
in the country and channeling them inate gruwth areas, ané making
sure that shose have clentv ¢cf watar and Izrtilizer <o grow. We
have capizal markets whers the mcney cces, whers the cuick rsturn
is. What hagpened to the RCA's in geing irzo the mora caorszin
quick rsturns, a2nd whers money 1s going inwo real estate, a2nd intc
arsas where the stockholder sees a cuickX, rapidé reecurn; zhat's in-
adeguate. The markezplace is inadaguate there, and we neaé scme
new mechansims to channel capital rascurces into growth arsas.

ThankX you.
GCYVERNMENT EAS 322N
aND CONTINUZIS TO 3E
INVOLVED IN MaAKELS

MR, FEUILLAN: I'll try anc maxe it Qrt since we ars
tecinning t5 run out of time., What Zasciniated me in the Ziscus-
sion ©of turninc [arkets locse is the fact that the covarnment nas
been sort of intertwined in thos2 markats for so lcng ané =11 32
us were sSegcinning to try to recognize that, I think, in som= ==
the discussion. The Zact 1is that the zovernment has proviiad s
much cf the i:f:as::uc:ure, ranging Ircim the hicghway svsten =2 =
iot 0f government insurance programs, =2riff programs, srozacticsn
orograms and so for+eh, and it's neot as Lf this is the firg= <izme
government ané tusiness anc labor have come together in <his room
to sort 9< éiscuss wrera i1t is thai we sucht Lo Te coing.
BET TS INYCLUEMENT
SRR BIEN UNCOGRH_ NaT-D

And Z shaldk Lshabr tman invecwining s moing ba igevicazly
gopeings, Zus What we'Ta Liginaing oo raaligs ig that fL'ts Baan
dope in 3 “ery unprogussive and Licecsiizasad way. I sRink zhas
~r. 3aranssn i a%scl;:ely ThonEl SRese i5 9 agangy o7 o s o Pt — g



now =has sither has the authorisy
the 1nZormation to do aceguate s
whether iz's a Joiat EScoromics C
Advisors, or who, who cught <0 %
a margr lack.
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We have similar kinds of things. 2
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used t0 share ialfozmation iz had on
in the auto industry with the Jepartme

'(.'II |"I(n

30 ot b
]

(LA

.0

awed those 2s being proprietary i
em ©F a tremendous number of &iZZ
Z wnich are acting in a very infl

way. Anéd I chink we see that in the privata sector wizh rsgar

5 z=he over-specialization of job catecor4es, with the d's-;uc-

-*on that have besn pointed out with r2card to the use of credfen-
tials to create status, often very fictiticus stztus in terms c2

com;etance.

- T

nformation. We have this
arant, disvarate elaments,
exi:le ané ucncoordina+ted

NYEID TO REVIZW INVESTMENT
MECEANISMS TCTWARD LONGER-
M BATIONAT 2
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We do, i1ncdeed, need to look at our whols set of invest-
ment mechanisms. Thers do appear to te major proclams with regarid
©o =<he octaining and granting of long-term access Lo capital. The
markets Zo appear Lo be much more inclined o put monevy into short-
“erm payoff situations, and there is a2 critical lack of funds for
nizh technoleey, for new hich risk wventures. Wnat Xinds of mech-
anisms shcould he developed to c=2al with that, I don't Xnow thaz
we've really discussed this in any cdetail vet. 3ut &Lhose two orcio-
lems have been ldsntified respeatedly as sroblems so they 2o nead
<=0 Te acdressed.,

I really nave nothing more to say <than that.

: : Well, the IZ's fIndustrial ZIncineers] ars:
alway/s The prodblem-solvers. Mr, Xehlbeck?

MR, XZELBECK: I don't Xnew that we're =zhle to solvse
<his parsicular oroblem, duz l2t me say that first of all I apors-
ciate teing here today ané reprasenting the American Institute oI
Industrial IZInginsers, As I've listensd o many ©f the comments
macds, we cartainly support the cormenzs of Sid and Jack and avary-
sne 2lse her=a, There's no cuesticn that we o nave 2 nes2d L3
agdrass these issues on a natiogral scale in the United Stazes znd
zZ2<drass tTham very rapiily.

]
(43

'



IMPROVING PRODUCTIVITY AND
QUALITY WIL ENERATZ JOBS

T would like £2 mak2 2 courcle 3% comments., Tizs= =5 z21%,
I think there is a ccmmen thread in the United S:tates thaz we'ra
all very much aware o2, and that is Icos, and joks have an inflo-
ance cn coverament, labor and indusctry. This cormmen fhread of
generating 3jobs, when vou look at the numbers of jobs fhat couls
Te Droucht zack Lo the United States, would solve many of our zroz-
lems. Improving preductivity and qualizy will generats jobs. =
Xeep talking sroductivity and cual**v and I really snoulé talik
guality first andéd then procductivity. Mavbe what we cucght f1o 2o
is coin a pnrase "gualiiivizy" andéd Sring the two ©f zhem zogezhar,
Tecause You cannot Te generating productiviiy without gualizy and

vice versa.

GOVEIMNMENT COULD B2 T
FCCAL 20INT TOR Z2CCUC

I thiakx we need to addrass this, and as Zar 2s scme oI
che comments mace tcéay, we've been very successful in some sec-
sars &f our country in the 8ffdrt o0f impfoving produgiivity ams

cuality., In other arsas we have not, and what we reed o <o is
<o address those arsas where we have mot and lcox at what czan ce
éone. I think this is where governmenz can play an impor:zant zars:
in supporting scmething similar to the YNat: iornal Center for 2raduc-
tivity, an organization such as this could be tne focal goint =
identify where in cur different sectors we are naving prchlams
competing with worldéwide acceptable cuality and productivisty lzvels
or where the threat is coing to be five vears ouh, andéd making
;eople awar= oI it. 3and when I say Deoc’e, that's everytocdy, =he
1icn andé nmanacement, 0f those companies that will be aifacted =co

“hat corr=ctive actions can be taken.
MEED TO IMPROVE
2ROC=S58 TECENCLCCY

And certai=nly, in supror: ¢ the corments hers Ty =hs
gentleman cn my left, there is no guestiicn that we n2ed =2 a2éirsss
~he arsza o progess technologv., This is a shoriceming cr limizz-~
=ion that I think nas the biggest single impact on guality and
oroductivity, Of course, the peoble aspect oL *he proclsm is alsc
orevenzting us Irom caining 2ack this leadsrshio role thaz we hed
a Zaw years aco. In summary, I think iI we address the lssue of
improving procsss technolcgy and the environment in whnich we werk
in our factoriss, we certzinlv ¢an move 3h22d z2nd taks ths l2aisr-
ship rcla. Some U.S. companias gresently are the worldwicde lezi-
2rs.

MR. NAGAT2: Those cgsntlsmen nhave saizf a loer, I Zgn's
have zny czo=enc 8Xc2os ©f intect & Tztple poincs on Those senile-

—_ -
Ian § georments.,.
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& cormittee like thls s certainly of tramendcous val:ie,
net gnly Sgoxr us bus also Zor Exerizan ifmdusizy Tor iha fursra,

I osnar worZs; wWhat We &re 2wWying %z do hera is Safizning *ha
oroglem mere clearly. That is 2 major step; an apprcach zowarsd
oroolem solutizcn. Mocst of the <izme in industry, whai we Zace is
we canng=t deiine the provlem =2xactly, 1=t alcone have solu<icrns.

No t3gls to solve the Droblem. 2And what we have %0 o is con=inue
and enceavor to Ia2fine cthe problsam v Teans of commitises and
gatherings like zhis.

NEED SCR MORE

Aot S, e e v

I hore we can con<tinue, one way or ancther, this Xkiné
af panel to keep going. II we deternmine the nature of the preotlem
then we have =0 work; zand government, I am.very cerzain, can help
privaze iadustry dy means like, in Jagan, the union of scientific
engineers. I thinkX it's very wvital :tha:t the United States nas
certain engineering societies. We do have existing and we micghz
be able =0 utilize th m ia such a way ztzat guality contrel--zhe
educaticnal sys+em builds in the system so that the industry
pecple can learn; not only thne people in ipdustry, Tuc also
government $eop.s can bDe exposed to tihe system so we ¢an get h
information when we need it.

Unfcrsunately, we don't have 1% here in the States ve:x,
out I certainly would like to see tha:z in the near Iuzure cgerzzin
organizations, wWhere we people can reacn andéd get bettar gualicy
control ané prcduczivity studies,

hank you.
UNICNS XEED TO Z=E AWARE
AND RECaME TRXVC V=D N
CCALZTY —558C=

MR. JEMSEN: I hawve a Zsw shor:t comments, First of all,
I fourd the discussion very intaresting Tut I faesl somewha:t lixks
a fish ous of watar here discussing worlf economics. I think iz's
really new--as the unions get into this cuestion cf guality, Z
think i:t's a rcuta we have to go. We saw that one videctape 2ra-
sentaticn; we are going that routez but probably noit as Zast as wa
should 2e. I can't add to what the rest of you nave said. The
only thing I would be concerned abcut is I think government has
to play 2 suppgertive role, Sut hers agaia, I agrae with the cant.se
man fvzcm Genarzl Motors, we can't lagislate, Thaz's Dad news.

b M - WL o Ll



GOVIANMENT SEOUL
A SUPPORTIVE 2C
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I think government has o piay 2 supporiiva role. YWhaz
type of supgportive role I den't <now., You've CoOt Lo g2t the mess-
age across to the worker somencow that the salas of his »rcducs z2-2
ragponsidle fcr his 3od. I think when vou workX Zor an cutiit liksa
Chryslar, like I have Ior 2ll these years, ¥ou workX for this com-
pany and you just think that check is coing to come in avery weax
and vou don's 1"s_»al.Ly' connect it with that car out thare thas has
to be sold., 1It's just a thing you see coing down an assemblv lins.

i

AORKERS NEED TQ 2EZLATE
WEAT THEZV D0 TO ZOW W=l
BET CEMDAaNY IS DOING

Somenow we nave o get the massage 0 the American suz-
ic that as workers in this countc-y, we'v7e got £o pus mera inc

t 3and €9 petter and e mecra comretitive. ‘We're not an island
curselves any longer

MR. 2ARRA: I think what we'r=z edd:essing is what shail
we 20 alter teday, bDeczause I thing today so much was crammec into
*his six or seven hours and we'we had =2 Cigesi what =z lot 22 us
nave nhezrd., 3né I'm looking forward fo getting the minutss of
this meeting so we can study just what we did say.

(Laucnhter.)

CONTINUING AND CLOSER
RELATIONS NEEDZD BETWIEN
INDUSTRY, LABOR, COVINMENT
AND ACADEMIA

3ut what I'd likes to see havcen, and in facz I was con-
vinced of this befors I aven came L0 this neati:g; ig that this
noz te the end. I think this should be “he becinning ¢f a cicser
ralazicnship bezween industry, labor, ccovernment and The acadsnic
community. We need it. I think one of the things wa'wve T=zen
seesing with cual;‘y circles as an exampls is that we communicacze
more effectively with the workers ané we listan %o them, and gccd
thines hapeen. I think we need that xind of a relaticnship bezween
industry and the government ané the uaicn and lagor. We'ws goz =2
improve our ccommunications. This is one way to cdo iz. Thare ara
many cther mechanisms that we cucht t3 Te emplsying, =00.

I feel that %his acdversazy ralazicnshin, whethar iz's
raal zor *ust perceived Dy business and covernmment, nas got =T T=
Zeals with., Iz's a croblem that we can't ignors Balfeora wa can
really he in & cooperastiva Roce: JUST Lhe wWEY the Ransfsnenc-
leror Srodlaa, snas SSuEscary paiawionsas e Bes 28 B geald wiakh
in Zansral Motors dafsre zthe guslizs =Ff werk Lifa program coulil
roaally Zan Soriaz. ’ ‘ ) i

| =
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NEED TO SEE SCME
NATICNAL PRICRITLIES

Z°d iike zo see =cre ampnasis placed On satiing some
nazienal prizrisiesm, I'3 lixe D sas tha loncress LTe mera ass=iva
in this area. Ime of tha greates: sTrancths of tzis mazian is
when we <o have a orisis wnare we all -glin tscetherx, and I =hink
w2 4o nave a crisis right now Sut we =aven't recognizad it as =muc
as we could, and that is the enercgy sizuation. 1I den':t fhink we
want £o live with econcmic blackmail Zrom the oil procducing na-
tions and wi:ih hostages in Iran. I think we've got <o racogniza
that that's ‘ust a2 symzptom of a 2igger z-cblem, ané tThat is whsra
we'ra not indespencans oI some of %hesa cther forcses that ara ax-
Ltarnal to the Unized Shatzes. .
NEED <X LONC-

RANGE PLANNING

Long-range planning. I think we delinitely nave zex =0
get on with i=. Just as the Japanesa mcdal has shown us, =hrcuch
@Zfective long=range planning they instituted in the late Sifziasg
garly sixti=s, zthey have now macde sutszantial cains in the intar--
naticonal marketsliace.

Now, <he longwrance plznning dcesn't have Lo be connec:
wizh Just guality alone, it coulé te in other areas, =zc, dut <2
tainly, quality is a gcod place =0 star:t, ané productivity teing
& motivatsr. For a5 to be interested in guality as being a way
©o get groductivitv, and a way to bez: iaflation and unemployment,
I think we row nave Zforces in the Unizad States that we didn':
have Defgore. CTouble digit 1n:la ion and unemployvment at the sanme
time, plus a ccmoertitive situation ::a n

ion that the ccvnrr:
gvantace 0f in order to ge: zhis nation on izs Zzet
really working together

same zinme So we've got a crisis sis
an take
= Teopl

ID
e

=3
: 15 all rappening at the
2

[{ I (U

ZICN SYSTEM SEOULD
GNEC T3 NATIGNAL MNEZDS

-

The ecducational system, & wary important area wners -
feel that 4“he covernment has a leadersnip role that it can assume
o allocats rascurces in those tachrnclzsgies wnera, iZ we do aszab-
1isn @ narisral selicy of ae;ng azls = have growth in certain in-
custries we've ot to *hen dedicate cur aducational svstem to Tral
ing the future scientists and 2ngineers and the ccomputer anslysis,
the programmers, _ne sclidé state axser=s, sO that we can meat =he
need cf industry and of the United Stz=2s in order Lo estanlish
cur growtnh and maincain a compe:zitive zositicn in thess naw inius-
trias; microprocessoss; solid stata sschnalocy.

-

i
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I think there was an axcellant article wrisiten racensly,
“"The Re=-Incdustrialization of the United States,.,"l/ Evaerycna shouls
reaé zhat., There are scme :ramendcus ideas in t=here =hat we can
certainly learn from and grasp hold of.

CALL FCR ANCTHEIR
DANZL MEIZITING

I'd like to recommend that we ¢ive some sericus thouch:
€9 having this kind of a forum acain within three months or so, ar
six months, so that 2ach of us can =izher conme ourselves or senc
someone 2lse that we Z2el mignt even =2 mors gualifisd reprsssntz-
tive 27 sgme of these subjects, and see what we can do to continus
this dialogue. I think it's such an important dialogue it should
not bYe limited 2y the time limitation we nhave on this particular
meeting, And I'd also 1"t=.n::<:r1:|.r'1e1'1:"1 that we might even seriously ccn-

sicer some of the lesscns we've lesarned Zrom the cua1-~v =Bl
concept, the problem solving tachnicue that you don't jump =05 solu-
tions without Zirst defining the prcblem appropria:ely and then

coing throuch a very systasmatic dzta colleciion and problsm analvsis
befors we then startz locking at opticns we might have as ccompaniss
anéd as a nation to improve arccucti:i*y and cuality. And cossizly
using that 2s a model, a Zorum like this micn%t 2ven bDe mors =2ii=zc-
tive,

Looking back, I think that we probably could nave zeen
more produciive in cur meetinc scday nhad we stuck Lo some of the
principles of c*eatlve problem solving and starting with the prob-
lem definition rlght in the beginning and then starting to leex az

all the probable causes cefore jumping to all the sclutions. Zven
thouch i+ certainly is healthy %9 jump intc soluticns Zir-st because
scmetimes vou find cut ckay, vou Xnow what the sgluticn is and ncw
let's go cack and ficure out what the problem was and--

(Lauchter.)

--and the most propadls czusas so that you can ge:t o
that solution.

CN, W= NZIZD
RX-NG ToWaRrD
C GOaLS ’

Sc I think we kncw what cur soluzion is, we want to im-
prove the oroductivisy of the nation. Mavbe we naven't guantilisd
it; mayte we should set a goal nationally of improving pogcuctivicy
ty some 19% or 20%, the way Lthe Japanes2 nhave Zone, and Lhan once
Soing =ha=, figure cui ways L9 achisve that Cbiactive as z nazisn
with some long-range dolanning, whacther iz Se 5 or 10 wears ani hs
LiZmaieaen Woak, Juge 35, L2380, "iEhe Fexndeserizlizavicn mf ZssSziss



[0

n
ip
n

LrG T, Lt 6 I |

procer allocatizn of cescurces and cur =alants in order o achis
those objectives. And then measure those obléchiives Zointly, ce
cédically, to see £ we're on zarget, and iI we're not, wny, and
L2ks gorfractive aszizgh 2s & BEtich, 18inzly, wWhnether Iz e in zhe
Frzy of reEsowres slloosnion o0 Bcycasion. o ek ineensives of 35
thigeg, Lo Jrfer 19 megz Zhcge zzals.

CTMPANTES EREETE

AN ATMCSZHE INEaNcE

MOTIVATION, MCORALZ, 3AND

PRCOBUCTIVITY

MR, WATA: When we wers ccming Lo America, we ifhcught
is would ne a grsat clace to do Tusiness. You hirs pecoplza whan
you want to, lay them ofZ when you &zn't want them. 3ut that's
now whas we did in San D2iego., We nave never laid off anvons. 9
all wear <he samz working clothes ané werk Zor Sony. We eat in
the same cafeteria. When some assemily line has a great thing,
we celsbrate 4cgather. Wha:i I'm tryving o -'say is that we'rz on
she level with zhe workers in the stcp like one Zanily.

We racognize them as & pesnpisz. I think what's very iz
pcorzant is that Tozh =manacement and workars snculd be proud of
whataver they ars doing tLogether., It's been nissing, the a2thic
on the part of managenment, Cnce vou =nire, you have rasponsisil-
iz¥. You hireéd the pedple. If someone is hiring or laving oif,
certainly the union has to protagt them. 3ut iI the ethics on =
sart of tha management i3, once we nira them we live togsther, ¢
Workers will ressond to that kind of Zevermination on the part o
management.

sony in 1973, tad time; we never laid off anycne. We
<ect the manufacturing zeopnle: we gouvldn't £i11 any mors warshou
So we szarzed claaning and painting, z=nd cleaning machines. We
naver laid zfZ. They raspondad. Furzhsar, I go teo San Diago £-c
time %o zims and cne cay I was shockad Zecause oy managemant sac
were telling our 1500 workers whaz the zroblem with our salas wa
is would e goed Ior our competifors. I thoucnht we snoull kae
all +nis a secraz., 3ut we tell =zhem--I'm shocked,

MEZD PR WILE FENCE CF
TRAINING IN CJCTHMEANIES

3ut L=is establishes gocd Zond ce between the manacams
and %ne workers. We're in the same toaz. Turther, educazicn is
iqportens 2nd we explain what fteleviszion is. We .are nof Teaghin
them now “0 put Together & f2w things: ne, we ta2ach them gvery-
sRiss. T shisk nhEs's very inmportans. Lotalds toet sSuvcszaon
arnd¢ schocl can heln & Lot on that aszect.

b



NEED FOR 20TH SEORT 3ND
LONG=RANCZ 2ILANNING 37

GOV ZRANMENT

I thiank whazs covernnmenz can £2 13 L2 plan Jfor lcong rancs
ané sn ranga. °FoOr shori range, I wani capital Zormazicon v
1--el::v'u::' w':h 4 tax bresakx cn interast and dividends ang sc Iorzh.
You ecducata pecdle cn one nhand and help get needes capital con ths
cther. Thera nave Lo be short range and long rance czlans.

NEED TO XNCW
GOCD QLALIYY

Productiviiy can be incrasased Sy gualiiyv conzral throuch
statistical analysis and so Zorth. That does not achisve sugeri-
crity of a product, the desicn, zhe precisicn of the dasizsn. Take
the German camera. It's a beautiful camera. Thaz's moer= than
sroductivityv. You have to kxnew wha:t is gcodéd qualiiy. Cnly whe:z
you Xnow ¢cod guality can yvou duild geood cuality. I vou fen'=
Xnow a geecé gua l;hy steax, you <an't xnow what is gocd staaXk.

(Laughter.)

I've walked dcwn TiZth Avenue in Yew YorXk and I sees the
stores with 2ali snoes, Hermes, ané so Sorth. I see tha:z zualisy
is what pecople more ané more like. I think that is awiully impor-
tant for people to like cood things, to recognize scmething teauzi-

=3

ful, because only then will peopl
things. Maybe zhis is long-rancge
tant.

3 =
! = =
liXe to precduce equallv ccod
ducatlon, but thaz's wvery imzor-

I #hink peopls should like somethinc teautiful, scme-
thing of precision, in addition %o being productiive Tecause pro-
ductivity alcne will not win tha marxkez. You have ©o cztch zhe
top market. Then people lika it. Because if ycu caszgh =She botzzx
market, thaz's it. But pecpls 1ike -5 have sometning crsas, Zare,
{(holdine up 2 portable cassetie-racsorder), this is Teauriful; it's
not a Sony or Sanyo, otut still it's 2 cood design znd has z cood
many ZZsaturss.

{(Lauchter.)

That's imperanv, awsally fmsoerstans., 22 all aas to be Sgae sarouch
long-rarce =ducation.

Speaking of capizal Zgrmazicon a2ndé depracisticon--10-5-3,

I was locking at the Japaness degrecizzizcn razes. Some Is 12,
some 15 l&, anc these a-s I- scuizmenzt. So, 10-3-3 zc-oss =h=
zgarsd is rificulous. I fhink it was =2arly zhis vear whan Secra-
s2rv Serz.znd (o7 Agriculsura] was asking S8.1 Dillion. Ze sail
pRlagy [8 Zon ThEse Juads; 11 ZEL)iSH vecpds wouls g2 ot BT Thesg-
tanpsS. - THink gf the .22 5 anc 1270's 25 wWnen we a23-andfad
liveralism. Now mavse we shozolf 2iecislisa and monssal ouszalvas
SO =ha: AmsSrican =u=oocLiles san Se seczter than Marcedes; imer.can
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2R TERPLETT: JiRs Phil; is zhera atvythisae you Zavwe <2
sav zaIlzrs we z¢?

DR. NUGENT: Well, usually - Zon'z say znythinc az zhe
and £I things lixe zThis, Zut By £osSs has —acde 30 many7 scasches 2o
sais fssue I INX T E8nm Seel Zrese LU 2o s0.
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I think thers are six things the Congress can 2o, 72ne,
1% gan enace 2 bill to ssiablish a nationzl cantar for srodugsive
iy wizh meaningful Zandizng. The fact that the old Cehter went
sut of existence is a secandal, and £he Zfact that we dc not have 2
nasicnel center 1s even Zora2 oI a2 scanfal.

I think, tzo, the Zesderal zo7erament should provids mors
assistance, a2nd Jim can =alk apcut this = loz BDetter than I, =2
nelp craata lazor-management committees throuchout this ccuatry,
oczh con the plant lewve2l znd ¢on the ccunty lavel, ciity lavel, =%
cezara.

e PCLZZY

Number “hrz=e, I think Congrass shoull consifer some 4“2r-
getad z=2x polizy. The gentleman saii 10-5-3 is ridiculcus. We
shculd <arse: <ax incentives %o firms involved in research and <a-
velopmenz, and the small dusiness which provide the overwhelming
macerizy of new Icbs.

DATTVT Dop Tows

- e - N o

¥

Number Zour, Lne gatent Dclizias of this cpunzcy aze
ridiculous. There nhas to ze some Iunizmental realorm, such as
allowing Zirms zo have acgess t©D patants thati thay've cevelored
whila unfter fedaral contrzcTs.

ToCENCLECY

TNLCRATIZN CENTERS

Nurmcer £ive, zhers shoulsf == naticnal tachneclscy innc-
vazicn cenzers mcdalad cn the Agricul=zurs Extansisn Servica.
ThegsE wouls ba Zcoperacive 2Itorts LTy Segpral fovernpenzm, Swsis
ness znd 2cidania 2o Iissaminate cadhrigigony nforfatisn, Suss &3
is Sone iz Jepaz and Gexmany.
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Numzter six is a somewnaz r=alatad item which :;;h: e =
creazicn of expcrt trading companiss. This was cnly mentiznad ¢
in passing today, dut I think that :the Japaness covernmen:t was o
liant in allowing axgors trading comsanias to flcocurish bBecsuse =
provided the way Zor small and medium sizad businesses 20 c=2z in
volved in exrzor=ing, Small and mecdium size businesses zznd zo %
very preductive, and I think that allowing the creaticn ¢ U.35.
port trading companies wouldé be an ideal solution.

NEED SOR TORMALTZE

ENTITY 70 DZZINZT 2ROBLEMS
AND SOLUTICNS TEIOUGEH
CONTINUINCG TDIAICGUE

MR. CCSTELLC: 1I'll make2 one comment. It strikes =:a,
hate to say, very much because like Tim, I think we lecex atz iz
+hnrough tintaed classes, dut it 4025 sztrike me that thers is a ce;
mon thread to a number oI the wrap-up comments that came., Mr.
Cunningham menticned that ceovernment znd industry zogethar have
to dacide wna: =he raal problams zrs in a numter o s53CTIT3 wWhar
we have maicr orovlems. Dr. Tsurumi sentioned that we have 2
Target _-“ancial incentives, whatever those incentives z2re, car-
2icularly tax policies, %o those incdustries that have zThs graazs
zotential Zor grcwth, the cgreatest potantial Zor sroductiviry
increases.
= Cr. Baranson taxes 2 more zlcbal loox and says that it
part of a large structural problsam ang that we cen't aven hawvs 2
meched Sor having a diagncszs of what's gone wrong, ané I think
mostT persuasively, Mr., 2arra ctalXs abcut tha nesed $0 nave acre ¢
“his cialeogus=.

I- strikes me, and acgzin, =¥ Toss like Mr, LaFalcs, ha
teen very much compatible with this way of thinking, zut it stri
me that we do noed somebody, some Zormalizasd entizy, thaz is zol
to be rassponsidble Zor :er:e*na**ng thazs dialocue ané Zor maxinc
surs that we 2o have dusiness and laZcr andé incustsy coming t3ge
and sezarching Zor the problem itsall, what »he aature ¢ tthe ory
lam is, ané then talking about wnat :he sol ns sheulsd S=. W2
Zon'z need 2 lonc list of hearincs. *u can «o back ané Izex as
the r2c2rvds of the tamporary Naticnal Zconomic Commission in cthe
late thirties, and I don': Xnow whnaz gcoq ic will So veou
o read all <that.

I shink we need 2 Zialcgue zhat is mors Zacussd zowarsid
-he solutions, 2a¢ 2s Or. 3aranson saii I oshin} earliar ia <ha 3
gnd Vvorwy parsuasiglewy, 2 congensus; 2 COOSANSUS amony & numDar 2
wal agass. asanives SEeO® galasiaons WRizh WS TEa sEEe.
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