

[image: ]




[image: ]




Copyright © 1995 by Hedrick Smith

All rights reserved under International and Pan-American Copyright Conventions. Published in the United States by Random House, Inc., New York, and simultaneously in Canada by Random House of Canada Limited, Toronto.

Library of Congress Cataloging-in-Publication Data
Smith, Hedrick.

Rethinking America/Hedrick Smith.

    p. cm.

eISBN: 978-0-307-82942-9

1. Benchmarking (Management)—United States. 2. Technological innovations—Economic aspects—United States. 3. United States—Economic conditions—1981- 4. United States—Economic policy—1981–1993. 5. United States—Economic policy—1993–
6. Competition, International. I. Title.
HD62.15.S62   1995
338.973—dc20       94-46664

v3.1





Contents


Cover

Title Page

Copyright

Introduction: Rethinking America



Part One: America Challenged
Mired in the Mind-Set of Success

1. New Mind-Set/Old Mind-Set—Challengers Versus Champions:
Sharp Versus RCA—How Singles Beat Home Runs

2. The New Global Game—People, Quality, Flexibility, Trust:
What GM and Mercedes Had to Learn from Toyota

3. The Success Reflex:
IBM—Seeing Change as a Threat, Not as an Opportunity

Part Two: Education
Rethinking Schools for the New Global Game

4. School—Where the Race Begins:
Teamwork or Tracking—Which Works Best?

5. High School—The Neglected Majority:
Whose Mid-Kids Are on Track for the Global Economy?

6. Harlem—Teaching Habits of Mind:
It’s Not “Academic,” It’s “Real Life”

7. Wisconsin—Business and Schools as Partners:
Youth Apprenticeships—A New Deal for the Neglected Majority

Part Three: Business
Matching Mind-Sets with the Competition

8. People:
Protecting and Developing Human Capital

9. Partnership:
The Turnaround at Ford—“We-We” Instead of “Us Versus Them”

10. Power Sharing:
Owners, Managers, and Workers—“Sitting in One Boat”

11. Stakeholders Versus Shareholders:
Gaining the Long-Term Edge in the Boardroom

12. The Network:
Mitsubishi’s Mutual Protection Society—The Corporate Clan

13. Counterattack:
Motorola—No Market Sanctuary for the Japanese

Part Four: Public/Private
Government and Business as Collaborators

14. Europe’s Grand Coalition:
Boeing and the Challenge from Airbus

15. America’s Industrial Partnership:
Sematech—Reagan’s Radical Rescue Plan

Conclusion

16. The Unfinished Agenda:
High Performance and the Perpetual Revolution


Bibliography

Dedication

Acknowledgments

Notes

Other Books by This Author

About the Author






Introduction: Rethinking America


The way we see the problem is the problem.1

—STEPHEN R. COVEY, THE 7 HABITS OF HIGHLY EFFECTIVE PEOPLE

Global competition is not just product versus product, company versus company, or trading bloc versus trading bloc. It is mindset versus mindset.2

—GARY HAMEL AND C. K. PRAHALAD, HARVARD BUSINESS REVIEW

There is nothing more difficult to carry out nor more doubtful of success nor more dangerous to handle than to initiate a new order of things.3

—NICCOLÒ MACHIAVELLI, THE PRINCE



This book is about the need for Americans to develop new ways of thinking—about ourselves as a people; about how we educate our children and run our businesses; and about how we can work together more effectively, to make America work better for more Americans.

We live in a world of explosive technological change and of intense global competition. In this restless new world, what is needed above all is a new mind-set—if America is going to sustain a high standard of living into the twenty-first century and to prevail as a global economic power in the long run. And, in fact, a new mind-set is being developed by the American Innovators whose firsthand stories I recount in this book.

Take Ford Motor Company. When Don Petersen became president of Ford in 1980, he was appalled. This company, once the pioneer of modern mass production, was in dire economic peril. It was losing customers and money at such a disastrous rate that Petersen was afraid it could not survive.

Ford’s leadership decided that drastic measures had to be taken. And so, like other embattled American companies in the 1980s and ’90s, Ford slashed its production, shut down plants, and fired tens of thousands of workers.

But then Petersen and his colleagues discovered that these emergency measures were not enough to save Ford.

“It was the first time in my life when I could not see a solution,” Petersen admitted. “On any other job I had taken, I had a pretty good idea of how to solve things after a month or so. This time, I had no idea—even after several months. We didn’t have a solution to our basic problem.”4

Only when Petersen and his top-level colleagues at Ford had exhausted all the traditional business fixes did they finally realize that what was wrong with Ford was Ford: What had worked for so long simply did not work anymore. They realized that what was needed was a deeper, more systemic change—a rethinking of Ford’s entire way of doing business, inside and out.

In order to survive, let alone compete in the new global game, Ford Motor Company had to go through a cultural revolution from the ground up—and from the top down, starting with management’s frame of mind.

A completely different way of thinking was necessary if Ford was going to win back its place in the new, dramatically more competitive global environment—an environment in which the rules of the economic game had shifted, without Ford’s being aware of it.

And so Ford transformed itself from within. It adopted a whole new concept of how to do business. It rethought its old philosophy of management. It let go of old concepts about power, hierarchy, responsibility. It created new relationships among its people. It committed itself to a strategy of proactive participation, constant learning, and perpetual change.

This bedrock, fundamental change in thinking is what began Ford’s turnaround in the early 1980s, a decade ahead of Chrysler and General Motors. At Chrysler, as at Ford, only when the thinking changed did Chrysler’s fortunes begin to change. Later, that same process of rethinking also began at General Motors, though the transformation of GM has a long way to go; in fact, it is far from over even at Ford and Chrysler.

Yet Ford’s turnaround represents the kind of deep process of systemic change that is needed throughout America—a revolution that reaches far beyond the world of commerce into many walks of American life—and especially in the way children are educated and the way young people are prepared for the new world of work; in how different parts of American society must learn to work together; in how America sees itself and in how Americans go about building a more promising, more reliable future in a world where America is no longer the uncontested champion.

The American Innovators—in schools, at work, in government, and in communities around the country—have understood that what is needed in America is a rethinking of old purposes, patterns, and priorities, and they have been moving ahead and, as a result, making America work better.

Many other Americans are still stuck in old-think, in trying out half measures and old fixes, as Ford did at first, and so they have been struggling or falling behind. But traditional fixes of the old system, as Ford found out, are not enough. New technologies and global competition challenge America at the very heart of its culture—its educational system, its industry, its economic system—from the top of American society to the bottom.

Over the past decade or more, the new game of global competition has shaken up the world’s old economic order, just as the end of the Cold War has altered the old diplomatic order and left America unable to impose its political will on a disorderly world. In the 1980s and early 1990s, the new economic game challenged America’s economic supremacy and ravaged its industries from the heartland to Silicon Valley.

Now, in the mid-1990s, America has made an economic comeback, but critical difficulties persist and more change is needed. As America readjusts, millions of Americans are being left behind. Millions more are uneasy about the future. Rivals in Japan, east Asia, and Germany have been going through their own difficult readjustments in the past two or three years, and they are now gathering strength to compete with new force in the years ahead.

What is more, the painful 1980s have left an imprint that has soured the mood of America even during recovery. Americans mistrust short-term gains because they understand that the short term is forever changing. In economics as well as in education, it is the long term that counts.

History and a Failure in Thinking

When people get into trouble, they often do what Don Petersen did at Ford: They look first at symptoms rather than at causes—at actions or inaction, rather than at a failure of thought.

When the new global economic challenge first hit America, the early reflex of many Americans was to check their performance: Were they doing things right? That is, were they operating as efficiently as they could? What could they do differently?

But the more important question was: Were they doing the right things? That is, did their vision, their concepts, and their strategy fit the present global reality? Or was there a failure in thinking?

History teaches us that countries crumble and whole civilizations collapse when their core ideas fail or become obsolete. That is one of the prime lessons of the collapse of the Soviet system after seventy years. Its ideology was so out of touch with reality, so unable to motivate a nation, that by the mid-1980s some Kremlin leaders launched what became a new Russian revolution. In the post–Cold War era, American and Western diplomacy has floundered, most strikingly in Bosnia, not for lack of military strength but for lack of a core idea that fits and responds to the new global reality: The old anti-Communist doctrine of NATO no longer provides a guiding, unifying purpose for collective security. America and the world suffer from a conceptual vacuum.

That malady of mistaken or outdated thinking afflicts American businesses and schools, too. Their problems and dilemmas shed light on the problems and dilemmas of the wider society in which they exist, and successful new strategies in business and education point the way to winning solutions for society as a whole.

Peter Drucker, a business strategist from Claremont Graduate School in California, makes the trenchant observation that major companies in America and worldwide have gotten into serious trouble in the 1980s and ’90s because their “theory of the business”—the assumptions and rationale on which the business was built—“no longer fit reality.”5

What is instructive is that America’s most farsighted innovators have been wise enough to see that they face not only new competitors, but a new kind of economic competition—and that only a fundamental change in thinking, not piecemeal changes in behavior, can meet this new and continuing challenge.

In commerce, for example, the American Innovators realized several years ago that there had been a seismic shift in the way the global economy works. They saw that the old rules of business no longer applied and that the old levers of economic advantage had been powerfully altered by the new economic game—and that has wider consequences for society as a whole.

Size and scale, advantages long enjoyed by America, are now often liabilities, less desirable in the new competitive arena than flexibility and agility. Low cost has given way to quality as the premier touchstone of performance. Developing technology, while important, does not work without also developing the full potential of people who can apply the new technology. Virtuoso individuals and commanding CEOs cannot operate effectively without teamwork and production networks. Collaboration has become the name of the new game.

In almost every case, hardware is less important than human software. Machines and money can be moved anywhere in the world, and since they are universally available, they are less decisive for a country in the long run than the way its people learn, organize themselves, and become motivated for high performance.

Fortunately, there are positive lessons for the rest of us, and for America’s future, in the experience of the American Innovators, whose reforms offer paradigms for American society as a whole.

Their experiences illustrate that rethinking America demands first of all looking closely at our old thinking—at specific companies and educators who did not see the new game coming and also at the mindsets that crippled them and may now be crippling other Americans.

Over the long run, for example, labor unions cannot protect their members’ jobs by clinging to outmoded job classifications and refusing to share responsibility for corporate survival; nor can management sustain dynamic growth, as Ford’s management tried to do, by decreeing mass layoffs and protecting its own power without ensuring long-term employment security and active engagement for its workforce. Similarly, teachers cannot achieve world-class performance by invoking the inviolate catechism of old methods, by resisting new partnerships with parents and business, or by ignoring the need for a new relevance in education to the world beyond the classroom; nor can parents and industry hope for the best results by leaving education to the professionals without becoming far more deeply engaged in the process and focusing more resources on learning. Finally, America cannot thrive as a democratic society as long as it is riven by divisions of income, skill, race, and place, which are raised to raw wounds by uncivil public discourse, nor until it has created a more democratic system of education.

The experience of the American Innovators shows the power of inclusion. It demonstrates the dynamic renaissance generated by sharing power and by tapping the minds of ordinary workers and students, who have long been treated as unimportant cogs in America’s industrial machine. Companies such as Motorola, Republic Engineered Steel, Corning Industries, Southwest Airlines, and Levi Strauss have found that success springs from engaging the energy and imagination of their average employees.

In a larger context, then, rethinking America entails the recognition that people at all levels of society are the nation’s most valuable asset and that the path to renewal for America lies in the engagement of as many people as possible in the common endeavor.

In industry, a daring minority has found certain keys to a winning strategy: that trust is their most powerful motivator, that people rise to the level of the responsibility they are given, and that learning is the engine of continuous growth. Similarly, daring educators have found that establishing trust, setting high expectations for all students, and providing every single student with close personal mentoring can stimulate high performance among troubled inner-city youth and can even conquer violence in schools. In the American heartland, businesses and high schools have demonstrated that the apathy of “the forgotten majority” of average, non-college-bound students can be overcome by giving them an education that is relevant to the economy of tomorrow and by inviting them to learn in the adult world.

Time and again, the American Innovators have found that in the new competitive environment the old adversarial game does not work as well as collaboration—a sense of shared interest, common responsibility, and mutual respect—though it has often taken an enormous effort to break the old stereotypes and reach across the barriers of mistrust. Their lessons about trust, engagement, and partnerships have wider importance for American society, which is so often preoccupied by searing divisions rather than focused on its common interests, its common ground.

The lesson from the Innovators for rethinking America, then, is the need to forge integrated strategies—to make connections between elements of American society that have been at arm’s length or at odds in the past.

In the new economic competition, the pieces need to be fitted together more purposefully—management and labor, business and education, government and industry. For the new global game tests much more than the competitive level of American business and technology. It challenges not only America’s commercial resilience but the capacity of disparate forces to work together. It tests not only the brilliance of America’s Nobel Prize-winning scientists but also the ability of America’s public high schools to deliver a world-class education to the vast majority of average American teenagers, who are the foundation of America’s economic future. It puts on trial our values and priorities as a people. And it tests the capacity of our leaders and our economic and political systems to lift our sights from parochial short-term interests to enlightened long-term interests.

In both education and industry, the American Innovators have shown us the way. Their stories, case by case, show how more Americans—children, young people, workers, CEOs—can develop innovative ways of thinking, of learning, and of working together for a brighter future.

Benchmarking America—The Perplexing Questions

It was America’s mounting economic troubles that prompted me, in 1990, to begin thinking about writing this book.

Like many Americans, I was troubled by the sight of America’s industrial giants stumbling and by the disappearance of more than 2 million good jobs in a little more than a decade6—many of them shifted abroad by big American companies looking for cheaper foreign labor.

In the 1980s, so much of American industry had lost its competitive edge and so many American consumers had become dependent on foreign imports that the nation’s total trade deficit in that decade ballooned to $1 trillion.7 America became a debtor nation; by 1990, it was $650 billion in the red to foreign creditors.8

In an earlier book, The Power Game: How Washington Works, I focused on the competitive arena of politics—how America’s government works and why it did not work better. That book combined an overview of how the elements of Washington’s power system fit together with the personal stories of individual players from Ronald Reagan to new-breed politicians such as Newt Gingrich and Dick Gephardt.

Now my focus has shifted to the America beyond the Washington Beltway, to what is happening out there in America, in our schools and businesses, that has been causing us to falter in another competitive arena—the marketplace. I wanted to find out how America’s culture of commerce is working and why it isn’t working better.

Here, too, the personal stories of people—from the boardroom to the classroom to the factory floor and the research lab—were important to me, the stories of both ordinary people and corporate CEOs in America, and in Japan and Germany as well. I wanted to find out why America had lost so much ground in the 1980s, economically as well as educationally; and I wanted to know who in America—or anywhere else in the world—was doing it better.

Many questions perplexed me:


• If, as we thought, the business world is driven by technology, how could General Motors invest $77 billion in new technology and still lose ground to a much less automated company, such as Toyota? What explains that seeming anomaly?

• How could an American electronics giant such as RCA simply disappear? Why had it failed to develop its own great inventions, while Sharp, an unknown midsized Japanese company, became a global leader by developing one of RCA’s inventions?

• By contrast, how could Motorola first be driven out of consumer electronics by Japanese rivals and then turn around and become a winner, doing $1 billion a year worth of business in Japan?



I wondered what differences in mind-set had made Motorola a winner while GM and RCA had become losers in the new global economic game. How had the CEOs of these companies been thinking?


• Are there important differences in the ways that other societies operate? How could the Europeans, for example, start an aircraft consortium from scratch and overtake every American company in the field except Boeing? And how can Boeing hold the European competition at bay over the long run?

• What would cause Ronald Reagan, an ardent apostle of free enterprise, to set up a partnership between the federal government and private industry in the field of computer chips? And could that partnership fairly claim a role in America’s comeback?



In the field of education, I wanted to see how children in other countries are being educated to prepare them for global competition and what America can learn from its rivals about helping young people make the often difficult transition from high school into the world of work. There, too, many questions nagged at me:


• At the primary level, does tracking by ability groups make sense? If so, and if America does more tracking in the early grades than countries in Asia, then why do comparative tests in math show that the highest-scoring U.S. schools fall below the lowest-scoring schools in Japan, China, and Taiwan—by fifth grade?9

• If so many average American high school graduates are having a tough time finding good jobs, how do Japanese high schools manage to place their students in jobs before graduation?

• Why is there such a big earnings gap between college-educated Americans and the non-college-bound, while the German system gives high school graduates an educational base that guarantees the vast majority good jobs and helps many others rise to become middle managers and top corporate executives?

• If American public schools are as hopeless as some critics suggest, how can an inner-city high school in Harlem graduate 90 percent of its students, year after year, and send 90 percent of its inner-city graduates to college—a record to be envied in more affluent suburban districts? And how can this school’s formula for success be applied all around America?



For more than three years, I pursued the answers to these and other questions, traveling and reporting across America and in two other economic superpowers, Germany and Japan. I followed the trail of America’s most hardheaded and open-minded corporate leaders and educators. Like them, I went abroad to “benchmark” America, as they like to say—to compare America’s performance with that of its main rivals. Like these CEOs and American educators, I studied the practices and attitudes of our competitors, not as models to be copied, but as a lens for reexamining America’s strengths and shortcomings, for rethinking America with a fresh perspective.



Talk of Change: People Usually Mean “Somebody Else Changing”

The changes undertaken in recent years by America’s most agile and innovative companies have helped power America’s economic recovery in the mid-1990s. They and others have become models, inspiring imitation abroad as well as at home.

But changing the way people think and behave does not come easily. Take a simple thing such as dieting: Millions of people try to diet every year; time after time they fail—because losing weight permanently means changing ingrained habits. Multiply that problem for the individual to the scale of a large organization—whether a business or a school system—and the challenge of change is enormous. As Machiavelli observed four centuries ago, “There is nothing more difficult to carry out nor more doubtful of success nor more dangerous to handle than to initiate a new order of things.”10

Americans love to talk about change. We embrace the newest fads and fashions, the latest news, the freshest innovations—whatever’s “hip” or “in” at the moment. Change is America’s credo. We are a young nation that has thrived for two hundred years on tilting at the old order and on proclaiming that we are at the new frontier. In taste as well as in ideology, we want to be modern, up to date, leading edge.

Yet as David Kearns, the former CEO of Xerox, observed wryly: “Everyone likes to talk about change, but they’re really talking about someone else changing. Change is onerous.… And often, therefore, big institutions don’t make the changes until it’s too late. One of the mistakes that I made at Xerox was doing too little, too late—several times in a row.”

In fact, Kearns asserted, it usually takes a crisis to shake people out of their old ways. “Without outside pressure, such as the competitive pressure from the Northern Europeans or the east Asians,” Kearns asserted, “you don’t make those changes because they’re too difficult.”11

Jiro Aiko, a managing director of SONY, commenting in 1991 about America’s complacency, declared with shocking bluntness: “What America needs is an economic Pearl Harbor!”12 In short, unless the threat is overwhelming and unless it impinges directly on our vital interests, we Americans can be slow to react. And for many Americans, the global economic challenge crept up too gradually to set off alarms.

Still, here and there, private “Pearl Harbors” did galvanize people such as Don Petersen at Ford, David Kearns at Xerox, and Jack Murphy at Dresser Industries. In his shirtsleeves one warm September afternoon in his Dallas office, Murphy, the soft-spoken CEO of Dresser, recalled his own Pearl Harbor—the shock that woke him up to the deep-seated problems within Dresser. He had flown to Tokyo mainly as a precaution, to benchmark Dresser’s performance against Japanese industry. Knowing that Dresser was the world’s biggest producer of heavy oil-drilling equipment, Murphy was feeling confident about his company.

“We had no direct competitors in Japan. I figured we were the best in the world at manufacturing,” Murphy told me. Suddenly his voice dropped: “Then I saw the Japanese—and I realized we had a long way to go.” When Murphy landed back in Dallas, his colleague, Dresser President William Bradford, found Murphy “white faced—scared to death.”13 And Murphy went to work like a religious convert—he set about to rethink, transform, and rejuvenate Dresser Industries.

Sometimes the wake-up call comes from a totally unexpected quarter. For Procter & Gamble, it happened when P&G decided to market Pampers, its disposable diapers, in Japan. The company expected to impress Japanese consumers with American ingenuity and corporate prowess. Instead, confessed CEO E. L. Artzt, the Japanese housewife gave the American company a lesson in quality.

The typical Japanese mother is an extraordinarily demanding consumer because, according to Artzt, she has grown up in a business climate “where virtually every company manufactures products to a standard of zero defects, and she had come to expect that level of quality in every product.”14 And Pampers did not make the grade.

To meet the perfectionist standards of the Japanese housewife, Procter & Gamble had to reengineer its Pampers over and over again. Step by step, P&G made its Pampers lighter, more portable, more leakproof. Listening to Richard Laube, P&G’s Pampers manager for Japan, you would think that P&G had created a new high-tech space suit for astronauts. “To survive in Japan,” said Laube, “Pampers had to upgrade its product no less than four times in thirty-six months. This Pamper is now three times thinner than the original model. It’s shaped for better fit, has a waist shield and leg gathers to stop leaks.”15

Procter & Gamble eventually got it right, and its sales in Japan grew nicely. The improved Pampers were also marketed in the United States, so American consumers benefited from the perfectionism of their Japanese counterparts. From that experience, Procter & Gamble gained a new sense of the meaning of quality and, as Ed Artzt commented later, a new appreciation of Japan as “perhaps the toughest, most competitive, fastest-moving consumer market in the world.” As Artzt observed, “One of the reasons the Japanese products are so successful in the U.S. and Europe is that Japanese companies sharpen their teeth—competing furiously against one another—in their own home market.”16

When the global challenge first hit Americans with full force, however, the reflex of many corporate leaders was not to rethink their ways or their products but to deny that they had serious problems. Resistance to change was widespread, even among America’s best and brightest. People blamed cheap Asian labor, foreign exchange rates, the lack of investment capital in America, the federal deficit. They blamed everything but themselves as the sources of the problem, and not until that finger pointing gave way to self-examination did their fortunes begin to change.

The Danger of Declaring Premature Victory

Now, even though America has bounced back in the 1990s, there is a danger in declaring premature victory and using America’s recovery, while Japan and Germany have been in recession, as a reason to stand pat.

In 1993, for the first time since 1985, America was ranked by the World Economic Forum in Switzerland as the world’s most competitive economy. Even so, the Forum warned of future U.S. decline unless America makes progress in such vital areas as education and worker training.17

After several years of humbling setbacks, the temptation to declare victory is strong. The triumphant cry “We’ve won. We’re number one!” echoed in corporate America and the business press throughout 1994, with the implication that America was over the hump—that fundamental changes were no longer needed and there was really not much that America could learn from foreign competitors.

Yet while the picture has improved for America, trade figures offer little consolation for the long term. Fortune can trumpet that, in 1993, Chrysler made more profits than all of the Japanese carmakers put together—but Japanese producers still managed to win more than 23 percent of the American car and light truck market in 1994, while the American Big Three were selling to less than 1 percent of the Japanese car market.18

Nor have the chronic economic migraines of the 1980s been cured. In 1993, the Japanese exported $28 billion worth of autos and auto parts to America, while American auto and auto parts exports to Japan were $26 billion less, or $1.8 billion. In 1994, U.S. automotive exports increased slightly (to $2.7 billion), but auto imports from Japan rose even more sharply (to $31.4 billion), so the automotive trade deficit widened to nearly $29 billion.19

In computers, chips, and telecommunications, the pattern was similar. In those arenas, Japanese exports to America in 1993 were $31.9 billion and American exports to Japan were only one sixth that level ($5.2 billion)—partly because the Japanese market is not truly open to imports.20 By 1994, the picture in those sectors had improved somewhat, but the trade gap was still running $20 billion against the United States ($27.4 billion in Japanese imports versus $7.7 billion in U.S. exports to Japan).21

And there were other disturbing omens—the value of the dollar dropped to 100 yen, American middle-class living standards stagnated, corporate layoffs continued. More broadly, while America’s overall economic growth in 1993–94 outshone Japan and Germany, what counts most is long-term performance. From 1979 to 1992, America’s economic growth per capita averaged 1.1 percent a year, compared with 1.8 percent for Germany and 3.2 percent for Japan.22 The gap was narrowed by America’s comeback in 1993 and 1994, but, to recover from the past fifteen years, America had a lot of ground to make up.

Moreover, America’s rivals have not been idle. Just as America made painful adjustments during its 1990–92 recession, Japan and Germany have lately been doing the same. As they have done throughout the postwar period, both countries were learning from America. They have engaged in their own restructuring, modifying their economic systems at the margins yet maintaining the most essential and distinctive elements: lifetime employment in Japan; power sharing and youth apprenticeship training in Germany. By 1994, the German and Japanese economies were turning up again, and economists were projecting new competitive tests ahead for America, especially from Japan and east Asia.

Finally, and most importantly, the process of change is steady, never ending. It stops for no one. That means that the process of renewal in both thought and action must be constant in order to ensure survival and success, as I believe the stories in this book demonstrate.

There is no such thing as the perfect plan, the final plateau. Improvement must be continuous; the revolution is perpetual.

The temptation to interpret America’s economic recovery as proof that American industry has conquered the global challenge would misread the basic lesson of the American Innovators—namely, that the challenge to America—its businesses, its educational system, its culture of commerce—is permanent and unceasing and that a basic rethinking of America is essential if we are to attain a higher quality of life for ourselves and our children in the twenty-first century.


PART ONE


America
Challenged

Mired in the Mind-Set of Success

 

Almost any opinion poll in the 1990s reveals a deep-seated anxiety among people about America’s economic future.

No matter how much we are told that the economy is growing or how many new jobs are created, Americans feel they are on shaky ground. They worry about the future—both their own and their children’s.

One symptom was the news in late 1994 that charitable giving in America had declined despite three years of American economic growth. When pollsters asked people why they were giving less at a time when the American economy was strong, more people said they were worried about not having enough money to take care of themselves in the future than had been worried a few years earlier, when America was in fact experiencing a recession. Nearly three people in four did not trust in their own economic future.1

One reason for this anxiety, of course, is the painful jolt America experienced in the 1980s: the competitive decline of one American industry after another. That experience left a deep uneasiness in people. The lives of millions of Americans were thrown into economic upheaval, and that experience left a special angst because the economic trauma had been so unexpected; it was so at odds with the gossamer optimism of the decade.

For perhaps the most prevalent popular image of the 1980s in the minds of many Americans was that of America Standing Tall Again, an image personified by the jaunty figure of a smiling, triumphant President—Ronald Reagan.

In the 1980s, America passed beyond the self-doubt of the Vietnam era and the political shame of Watergate. It was the decade in which America won the Cold War and became the world’s only remaining superpower. Ideologically, America saw its beliefs and its way of life vindicated. Economically, too, America was growing. The 1980s was a decade in which the American economy generated several million new jobs, engaging more women in the workforce than the nation had ever known.

In retrospect, however, we can see that there was a hollowness at the core of America’s resurgence. For the 1980s were, in fact, a time when seismic shifts were challenging America’s dominance.

Nations in east Asia and Europe were growing faster economically than America was; they were overtaking America. Washington’s politicians might claim an economic boom, but the hard fact was that America’s economic growth was feeble by comparison with that of its rivals, the second lowest of nine leading economies—a per capita growth rate of 1.5 percent a year compared to 2.3 percent on average for Japan, Germany, France, Britain, Italy, Scandinavia, and Canada.2 In terms of rising productivity—the engine of economic growth and a high standard of living—the 1970s and the 1980s were America’s two worst decades in the twentieth century.3

At the commanding heights of the American economy, important pillars of the nation’s industrial might were collapsing. American industry no longer had the United States as a captive market: American consumers had discovered that other nations made better products than American industry did, and they defected to Japanese-, German-, and Korean-made cars, television sets, appliances, fax machines, and computers.

Wall Street awoke late to the weaknesses of America’s greatest companies, but out in the heartland ordinary people felt the pain sooner. The mass layoffs began in 1980 and rolled on until the early 1990s—300,000 at General Motors, 150,000 at Ford, 180,000 at IBM, tens of thousands more in steel, textiles, and the high-tech industries of Silicon Valley. For many of those who still had jobs, the news was demoralizing. The take-home pay of average Americans was actually lower in 1989 (by 13 percent in real terms) than it had been at the time of Richard Nixon’s first inauguration in 1969.4 In fact, the 1980s was the first decade since the Great Depression during which large numbers of Americans saw their living standard seriously decline.5 At the same time, people in other countries were gaining: In the 1980s, ordinary Germans and Japanese were earning more than their American peers were.6

In these trends were severe warnings that something was seriously amiss in the American system and that changes were overdue. In fact, these omens were heeded by a number of America’s leading innovators, some of whom figure in this book and in America’s recovery in the mid-1990s. But more typical was the fateful immobility and the blindness of such American giants as RCA, General Motors, and IBM. All three were victims of attitudes and habits embedded in the American culture of commerce and typified by the mind-set of success.

Because, paradoxically, America was handicapped by the very fact of its long economic success.

Success brings power, wealth, and authority. It also carries with it the seeds of a potentially perilous cast of mind: the notion that one is immune to failure, an attitude of superiority toward competitors, a tempting and self-destructive conviction of one’s invincibility and infallibility. Successful people, institutions, and nations are tempted to coast on past performance.

Most people have to scramble to keep up with the times, but the successful often suffer from a special myopia, a difficulty in seeing the onset of a new order, the rise of a revolutionary new way of doing things, the coming of a new game that will shatter the world of the comfortable and the complacent.

By the 1980s, America was afflicted with the success syndrome. In earlier decades, the military humiliation of the Vietnam War and the diplomatic humiliation of the Iran hostage crisis had chastened America as a political power. But America had been so successful economically for so long that many Americans found it hard to comprehend that America had to rethink its entire way of doing business.

The first step in rethinking America today is to understand the failed strategies of yesterday. Before moving on to explore winning strategies that America’s Innovators have developed for the 1990s, we need to understand what actually happened in the 1980s—where and why so many intelligent people went wrong, what habits and mindsets were—and still are—embedded in America’s way of thinking, educating, and doing business, and which caused some of America’s flagship corporations to stumble so badly.

These three stories—of how RCA, General Motors, and IBM stumbled in the 1980s—can serve as cautionary tales, with vital lessons for the years ahead.


1    

New Mind-Set/Old Mind-Set—Challengers Versus Champions

Sharp Versus RCA—How Singles Beat Home Runs


If you’re always going after the home run, there’s a high possibility of going bankrupt. So in business as in baseball, maybe you have to settle for a bunt or a single.1

—ATSUSHI ASADA, EXECUTIVE VICE PRESIDENT, SHARP INC.



What could be more American than the home run—the crack of the bat, the ball a blur, streaking over the fence by inches or soaring majestically out of the ballpark and emptying the bases.

A home run is instant drama; it brings the crowd to its feet. A solo performer can wipe out the opposition with one swift blow. In an instant, he can become a hero. Few moments in American sports have a more mythic aura than that delicious instant when Babe Ruth, the incomparable Sultan of Swat, pointed to the right-field stands, dispatched a home run to that very spot, then trotted jauntily around the bases, tipping his cap to his roaring fans. That Ruthian feat is a quintessentially American moment—the cockiness, the delivery, the adulation.

In America, the home-run hitter is king.

Not so in the cultures of America’s rivals. It is one of the mind-set differences that set America apart from our greatest economic competitors in the new global game. The Germans and Japanese, for example, emphasize teamwork over individual heroics, a more gradual scoring over the long term rather than the quick, decisive hit. Americans have long had a culture of champions, accustomed to winning. Germans and Japanese have a culture of challengers, intent on gradually catching up to the champions.

Americans do not mind that home-run hitters strike out more often than steadier, more pedestrian batters. Fans forgive the strikeouts if they can get the home runs. Sluggers are the heroes, the legends of the sport. Babe Ruth was the first giant; and over the years, American fans have watched other players chase Ruth’s record-setting feats—first Roger Maris topping Ruth’s once-unreachable record of 60 homers in one season, then Hank Aaron piling up the astounding lifetime total of 714 home runs, to eclipse Ruth’s mark but not his memory. Each season, the home-run race becomes a captivating saga of individual prowess.

The home-run hitter is a fitting symbol for America’s celebrity-driven culture, which glorifies the solo performance. Hollywood, the TV networks, sports, and industry all live and die by the star system. For in America, not only the sports culture but the culture of commerce has a love affair with the home run.

In business, the home run is a stunning, breakthrough invention (the Polaroid camera, the Xerox photocopy machine, the transistor) that produces a sudden economic gold mine. American industry is in thrall to the home-run mind-set. It is forever banking on a technological thunderbolt—a commercial “home run”—to change the game in one fell swoop and give some American company an unbeatable competitive advantage.

The home-run mind-set reflects a culture dominated by a short-term mentality, impatient money, and an all-or-nothing frame of mind that is quick to quit if the return on investment is not fast and handsome.

In other countries, the game—both the game of baseball and the economic game—is played very differently.

The Japanese brand of baseball, for example, reflects a very different cultural mind-set. Japanese teams may import a few American sluggers to add spice to their game, but the essence of the Japanese game is not a single winning stroke but a mosaic. The Japanese variant of America’s national pastime does not idolize the megastar. Japanese baseball is an elaborate dance of teamwork, not a celebration of individual heroic feats. Its trademark is putting the pieces together patiently.

In Japanese baseball, the sacrifice bunt, the infield single, the walk, the stolen base, the precise craft of the sacrifice squeeze play, and how these elements are combined are appreciated more than the home run. The Japanese savor the slow, steady accumulation of runs, incremental progress rather than a sudden big coup.

In keeping with Japanese culture, Japanese baseball does not glorify the innate ability of the born star. It values relentless practice and hard work—committed striving for perfection. Less glamorous than the American game, Japanese baseball rewards perseverance and tenacity.2

Similarly, in Japanese business, the mind-set is different from that of America’s culture of commerce. The Japanese path to ultimate success is kaizen, the incremental accumulation of skill and know-how, continuous improvement.

The Japanese are not known for stunning inventions and breakthroughs of global dimensions, but they have prevailed time and again and have won grudging respect for their ability to polish, perfect, and magnificently mass-produce the discoveries of others.

With the mind-set of challengers, not champions, they have pursued progress step by step, reaching out constantly for what is new and adapting it swiftly to the marketplace. They never stop to rest on their laurels. They labor tirelessly, making progress in tiny increments. Whereas Americans can often seem fickle and too quick to give up if their commercial home run does not materialize rapidly, the Japanese have been endlessly patient, and they have turned that patience to great national advantage.

The Consequences of the Home-Run Mind-Set

The champion mind-set and the home-run mentality offer one vital explanation why America’s seemingly invincible commercial dominance was so terribly shaken in the 1980s.

In one field after another, American scientists would come up with brilliant inventions, only to see the Japanese and others take over production and reap the commercial benefits. The economic cost to America was devastating in terms of jobs and profits. Many an American company and its top executives tried to rationalize after the fact, but those explanations rarely got to the heart of the problem. Some U.S. companies recovered, by shifting to new lines of business. But for others, such as RCA, the home-run mind-set led to a story with life-and-death consequences, as we will see. The RCA story is a parable with a resonance that echoes through American life.

Not only did RCA ultimately disappear as a corporation, gobbled up by other companies that kept its name to market their products, but also America lost an entire new industry—the flat-display-panel industry. This industry turned out to be of vital importance worldwide in the Information Age—vital to computers, to telecommunications, to aircraft, to medicine, to defense, to many high-tech industries. Not only RCA but other leading American corporations made attempts to get into this field at various points in the 1970s and ’80s, but they failed to turn America’s technological edge into industrial leadership.

By contrast, Sharp of Japan turned this same RCA technology into a stunning rise from an unknown, run-of-the-mill electronics firm in the 1970s to a global powerhouse in the 1990s.

The difference in the destinies of RCA and Sharp lies in the difference in the mind-sets of these two companies and the mind-sets of their countries.

RCA: The Culture of Creativity

May 1968 was a high point for RCA, an American giant synonymous with the best in modern electronics and television. For decades, RCA had been at the forefront of the world in communications technology. In that year, 1968, RCA was at its zenith, enjoying record business, when it summoned the world press to its corporate headquarters in Rockefeller Center in midtown Manhattan. The press conference was called to celebrate a new invention, yet another testimony to RCA’s strength and its creativity.

At that news conference, on May 28, 1968, RCA unveiled what it thought would be a new technological home run for the company.

The hero of that press conference was George Heilmeier, an enthusiastic thirty-two-year-old electrical engineer, and the leader of an eight-man research team at RCA’s famed David Sarnoff Laboratories in Princeton, New Jersey.

For decades, Sarnoff Labs had revolutionized the world of communications. David Sarnoff, the visionary leader of RCA from 1930 to 1969, considered the labs and their 1,200 researchers and technologists the jewel of his corporate crown, the fount of the creations that had made RCA so hugely successful. Sarnoff Labs was famous for its spirit of free inquiry. It was a place where imagination, innovation, and creativity were valued above everything else. Its inventions had changed the world of consumers and the world of science. The first postwar TV set had been made at Sarnoff Labs. Color television had been invented there. Sarnoff Labs was the site of such important scientific breakthroughs as the electron microscope, sophisticated metal oxide transistors, solid-state amplifiers for satellites, and other marvels of modern electronics.

For five years, George Heilmeier and his team of young, free-spirited researchers had been secretly developing the technology for yet another technological revolution. What Heilmeier unveiled at the May 1968 press conference was a stunning innovation that pointed the way toward David Sarnoff’s dream—creating “television on the wall,” a television screen so flat and compact that it could be hung on the wall, like a painting, or put on a small shelf, like a book. This new invention—a flat, electrified display panel—held out the promise of incredible savings, convenience, mobility, and compact size, all great improvements over the cumbersome, bulky cathode-ray tubes of traditional TV sets.

Here was a revolutionary invention with untold commercial potential. By 1994, the flat display panel fitted with electronic circuitry would drive a $4-billion-to-$5-billion-a-year industry that was projected to rise to fifteen to twenty billion dollars annually by the year 2000.3

Along the way, a broad range of products would develop from this revolutionary invention. By the early 1970s, milky white display panels based on Heilmeier’s innovation would be on tens of millions of pocket calculators and digital watches. Other applications of the technology would quickly multiply—display panels on industrial gauges, hotel clocks, home appliances, automobile dashboards, stock market tickers, medical imaging systems, and aircraft cockpit control panels. Later there would be vast armies of lightweight screens that would make possible the millions of laptop and notebook computers that would sweep the world in the late 1980s and 1990s. Still later would come video screens for handheld portable TV sets and cameras and eventually much larger screens for high-definition television.

A vision of twenty-first-century Information Age inventions—TV on the wall, video telephones—this was what Heilmeier and George H. Brown, RCA’s vice president for research and engineering, presented at RCA’s 1968 press conference to some fifty reporters, photographers, and network camera crews.4

“We showed all of the prototypes that we had built,” Heilmeier recalled, “the electronically controlled window, the calculator displays, the electronic clock display. We showed some static displays of TV pictures.”

Liquid crystal, a mysterious milky substance produced in nature by the octopus and squid, was the key discovery at the heart of the new commercial bonanza. Liquid crystal had long been of interest to scientists because it flows like a liquid but is composed of tiny crystals that, like diamonds, reflect light. RCA’s Sarnoff Labs had been trying to improve the quality of color TV when its researchers had discovered that if electrical charges were applied to liquid crystal in certain patterns, the crystal would operate as a kind of camera shutter. When the molecules of liquid crystal were lined up in parallel rows, the crystal allowed light to pass through, making a dark image. When the liquid crystal molecules were twisted horizontally by an electrical charge, the crystal blocked light and reflected it opaquely, making a light image.

Heilmeier’s team had turned this phenomenon of light and chemistry into a visual display, which they called an LCD—a liquid crystal display. They sandwiched an extremely thin film of liquid crystal—one thousandth of an inch thick—between two panes of glass, one coated with a reflector and wired in vertical and horizontal rows. By applying different charges of electricity to these rows on the display panel, Heilmeier’s team created checkerboard patterns of light and dark. Manipulating the squares of light and dark, they could make simple numbers, letters, and pictures. Their early displays were pretty crude, but, as the technology was developed and perfected, the images would become much more fluid and sophisticated.

Heilmeier’s liquid crystal display was commercially exciting because it required very little space and very little electrical power, far less than a conventional TV tube. Operating it would require a miniaturized electrical system, a system of microelectronics. Once that was developed, images could be produced on a small, portable panel operating at low power and low cost. It would take years to achieve the complicated graphics and moving pictures required for a television screen; yet the basis had now been created. So there was intense interest in what Heilmeier unveiled.

“There was a virtual explosion of press coverage—I mean, explosion,” Heilmeier recalled. “It was picked up all over the world. It was carried on the nightly news. I mean, suddenly this was celebrity time. The folks in New York said, ‘Gee, when we announced color TV, we didn’t get this kind of response.’ We spent, I would say, the next four to six weeks doing almost nothing but talking with people from the media. What a great time! We were all young. We were walking on cloud nine.”5

This was a moment to savor for George Heilmeier, who would be named America’s Outstanding Young Electrical Engineer of 1968 by the fraternity of electrical engineers, and who would later be awarded the National Medal of Science. It was also an hour of triumph for American science and research. For here was yet another in a galaxy of brilliant American discoveries that affirmed America’s technological preeminence throughout the world. Since the end of World War II, this kind of innovation had helped secure unchallenged leadership of the global economy for American industry. This new invention was also a consummate achievement for one of America’s great research centers and for the driving genius of David Sarnoff, who was forever challenging and inspiring RCA’s most talented minds to generate new marvels to dazzle and delight the world and keep America at the industrial forefront.

RCA and Quick “ROI”—Return on Investment

What happened to George Heilmeier’s invention graphically illustrates why America lost a great deal of its technological leadership and commercial supremacy in key economic sectors in the 1970s and 1980s.

This episode is the story of a giant corporation’s fall and of the high costs of the old mind-set, the home-run mentality. It is an episode that has parallels with other American high-tech creations—color television, the transistor, the VCR, instant photography, the laser printer. These American innovations, like the flat display panel, were commercialized by other nations at great cost to both U.S. corporations, which saw their profits plummet, and millions of American workers, who saw foreigners get the jobs that Americans would have had, and once did have. So the LCD story carries crucial lessons for the 1990s.

“The loss of this display technology reveals fundamental weaknesses of the U.S. high technology system,” the magazine Technology Review asserted in 1991. Not only RCA, but other American companies tried and failed to develop and mass-market liquid crystal displays, but all lacked the vision, the patience, and the grit to stick with developing the technology. The Americans wanted an obvious home run and a quick payof; otherwise, they quit the race.

“Neither large nor small firms were able to match a dazzling innovation with the manufacturing muscle needed for commercial production,” Technology Review asserted. “As a result, a vital technology developed in the United States slipped away.”6

Ironically, despite its history as an innovator, RCA had become prone in the early 1970s to letting its new inventions get away, if those inventions did not realize what the corporate world calls quick ROI—return on investment.

As Heilmeier tried to move the LCD into commercial development, he ran into a serious malady at RCA—the success syndrome. RCA had become a giant of electronics with revenues of roughly $3 billion. Its corporate arteries were clogged with the cholesterol of success—echelon upon echelon of corporate bureaucracy and a corporate mind-set that resisted change. Once daring and innovative, RCA’s management had grown cautious and conservative. The top brass had their eye on profits, not technological leadership. They were coasting on success, stuck in comfortable grooves, wary of unpredictable ventures.

Vested interests fought for the status quo. Each of RCA’s main divisions was out to protect its established lines of business—in defense electronics, communications technology, the NBC television and radio network, and consumer electronics, especially color television based on the cathode-ray tube. These divisions of RCA had the self-assured tunnel vision of established champions. Sitting on top, they saw little need for or virtue in developing new and unproven technologies.

And as at many an American corporation, success had left a leadership problem. RCA was suffering from a loss of vision at the top; David Sarnoff was in the sunset of his career, and, while he was still nominally chairman at seventy-seven, he was fading in energy and influence. The running of RCA had been turned over to his son, Robert Sarnoff.

Still, the vacuum at the top was more than a matter of single personalities. Most significant was a problem common to many American corporations—a gap in technical competence and understanding at the top of the business. RCA was not led by executives with scientific training and technical experience, people with a keen grasp of the technologies that would shape the marketplace of the future. “Bob Sarnoff was not a technologist—he felt uncomfortable with technology,” Heilmeier told me.

David Sarnoff, though not trained in science, had developed a feel for technology and had come to understand it from four decades of experience. But Bob Sarnoff had brought in a new breed of corporate executive, quite unlike those of his father’s generation. Above all, the new breed were managers—marketing men, financial experts, business school graduates—people whose first devotion was to managing corporate stability, not stirring the pot with innovations.

In a company built on change, the agents of change had become pariahs—and that was the supreme cost of the success mind-set.

In this new incarnation of RCA, the free-spirited inventors at Sarnoff Labs had become an isolated universe whose spawnings were not always welcomed in the executive suite, because exploiting new technology inevitably meant disrupting existing operations. RCA’s new leadership had developed a corporate attitude of standing pat. As the 1970s unfolded, they gained a reputation for what Fortune magazine called “managerial flat-footedness and missed opportunities.”7

The Champion Mind-Set and the High Cost of Impatience

Appearances at that Rockefeller Center press conference in 1968 were misleading. On the surface, RCA seemed to be proclaiming a new thrust of corporate innovation and a major new line of business. In reality, RCA’s senior managers had not yet really embraced the new technology. Some had learned from experience that converting an innovation such as Heilmeier’s liquid crystal display into David Sarnoff’s “television on the wall” would require patient investment and years of development. There would have to be many steps and intermediate products along the way. It would take a long-term commitment and a long-term strategy to realize the full potential of the liquid crystal display and to reap its commercial dividends. But RCA’s corporate culture in the early 1970s was no longer geared to patient development.

One hope for Heilmeier was engaging David Sarnoff personally. In his prime, Heilmeier believed, David Sarnoff would have pushed very hard to develop the liquid crystal display panels. According to Heilmeier, the early Sarnoff “would have said, ‘I want that right away!’ and heads would have rolled” if a commercial product were not developed to his satisfaction.8 In the 1940s and 1950s, David Sarnoff had frequently visited the labs and personally talked with RCA’s research teams. But by the late 1960s, David Sarnoff lived in the corporate stratosphere, sealed off from direct contact with researchers by what Heilmeier called “a no-pass filter” of headquarters staff.

The Rockefeller Center press conference gave Heilmeier a rare opportunity to speak to David Sarnoff, who asked immediately “about the potential of this new discovery to build his dream, a flat-panel TV.” Heilmeier told Sarnoff the potential was there, but it would take years to develop. But Sarnoff did not seize the moment. “He was an old man, he was tired,” Heilmeier said. “And so, the intellectual vim and vigor that he radiated in his earlier years was not there.”9

Without David Sarnoff’s visionary patronage, the liquid crystal display project caromed off one internal obstacle after another. It was a victim of corporate impatience, of the success mentality, and of tunnel vision within RCA. At a minimum, Heilmeier and his colleagues told me, the vested interests in RCA saw this new technology as a distraction; at worst, a disruption—or even a challenge. For if the LCD project were successful, it would eventually put out of business RCA’s big cash cow—its production of cathode-ray tubes for television sets. Huge factories would have to be shut down or converted from an old
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