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How will quality change in the emerging future?
Developing a concept of MacrQuality for Humanity!

Session 2Quality as an Economic Imperative
Session 3 Quality as a Social Responsibility
Session 4 Quality as a Human Right

Session 5Quality as a Political Policy

Session 6 Quality for our Manifest Destiny

Extending theessonswe have learned from MicreQuality work
to work effectively at a global level for the benefit of humanity.

g Quality Management
Division

ASQ




Abstract of Session #14:

This webinar discusses how the economic indicators of national
performance are encouraging poor quality in nations. The webinar
will be enlightening for non-economists as it dissects how a national
economy is measured using classical economic indicators and how
Its measurement system masks a lack the quality in many national
social systems.

In this webinar, you will:

Understand the macroeconomic role of quality.

Discover the quality imperative in macroeconomics

Macro-Quality initiatives can influence industrial economic policy.
Recognize what you can do to encourage change.

Consider what you can do to advance the economy of your nation.
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Somethingthat is:

A VITALLYMPORTANTequiresa senseof urgencyto address
A ESSENTIALEMENTndispensablecomponentof the whole.
A COMPULSORCTIVITan obligatory action that is necessary
A ABSOLUTEICRITICAIa necessaryesponsenot to be avoided

g Quality Management AN IMperative requires action, and it suggests

e Division a situation or circumstance that must change.
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A Production,distribution, and consumptionof goodsand services

A Generationof incomeor revenue,savings and investments

A Systemof production and consumptionof resources

e Quality Management  ECONOMICENCOMpasseshe financially-based
J Division study of national, personal,commercial,and
ASG governmentalresourcesand exchanges
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goodnesscoupledtightly with the
persistentavoidanceof badness

CorePrinciples

A Respect people in their diversity of race, religion, and nationalit
A Respect scientific gains of those who have walked before us.
A Protect the environment which sustains all of us.

A Abstain from all intentional wrongdoing and harm.
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FredeéricBastiat(1850):

Alittle boy broke awindow, andthe costof repairis
consideredto be an economicbenefit to society.

But what if the glazierhired him to breakit?
In this parableone part of societybenefits from the lossanother.

If someoneburned down a city; how would the lossbe calculated?How
doesthis economiclossbalanceagainstthe gainsfrom reconstruction?

Morale: Societylosesthe value of things which are uselesslydestroyed!
In other words, destruction shouldnot result in profit or economicgain.

g Q,”?",”Y Management - An increase in one part of the economy can create
A5Q Division a loss in another part and create a ripple effect.
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Humans Must Learn to Manage the Risks!

. : Source: Nature Sustainability Journal
Cross-scale integration Nature Sustainability
* Changing the basis

of risk prediction

Z

Managing risk will
become a dominant
emphasis in quality to
continually improve
the environment.

Anthropocene
risk

Global social-ecological
connectivity
* Changing the foci

of risk

Anthropogenic changes
* Changing the
baseline of hazards

e Quality Management QuUantumphysicistRichardFeynmansaid a w& want
J Division to solvea problem that we have never solvedbefore,

ASQ we must leavethe door to the unknown ajar€



https://www.nature.com/natsustain/

Connecting Quality to the Economy:
How doesquality relate to economicsaccountingandfinance?

Macroeconomics Microeconomics
Provide || Distribute Increase Reduce

for Needs|| Wealth Sales Costs
Tax and Monetary Polic* Capital Investments

- -

Gross Domestic Product per Capi‘t% Productivity & Profitability
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Macroeconomicsneedsto expandits conceptsto allgn with the Taguchi

N o

Lossfunction by consideringthe uncountedcostof & f 2odad2 O AdSitl &
definesthe economicproductivity of a nation.

Accountingprinciples require subtracting expendituresand losses
from revenuein order to determine grossreturns.

Economiccalculationsof & 2 O A Isenefit€should follow a similar
rule andtake into effect the total costto societywhen it estimates

how well an economyis performing.
Economic theory must be extended to include

g Quality Management : :
Division Macro-Quality as a supplement to the way it
ASQ applies MicreaQuality in the nature of aflrerrL




Quality as an Economic Imperative

Part 1.

Understanding Macroeconomics
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Adam Smith: Classical Economic Theory

Thed T I U dk Gabkicakconomictheory is AdamSmithwho wrote & ¢ K
Wealth of b | U A #&hich was publishedin 1777 and characterizedthe
mechanismghat governmodern economics

PrincipalTheoriesin { Y A {pi&n@etingbook:

Thedivision of labor betweenthe & 6 2 NJO & ¥ G@hbge who & R 2hé
work andthe & Y I a icghdkBwho & LI the/e€onomicactivity.

If everyonedoeswhat is bestfor themselvesthen it is bestfor society

Economicsare governedby the & A y @ K& ¥ & &ree market forcesin
a way that implies governmentmustactinaa f I Afd aA8wiBner g or
a K | y2 K @hakinginterventions that upsetnatural market forces

The 1929 Great Depressionobliterated confidencein classicaleconomic
theory for macroeconomicghat wasbasedon & f | AT3 3\ 8ddidmics
and stimulated revisionistthinking about how economicsoperatesin the
broad applicationsfor broad national policy.
@] Cully Management ¢ ;5 3Gy RFNR 2F asShf K
ASQ vt amount of labor that a person could purchase.
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What is Macroeconomic Theory?

Economicconcernwith large-scale,generalfactors suchasinterest rates
and national productivity.

Macroeconomicsdevelopedin 1936with JohnMaynard Keynesbook on

TheGeneralTheoryof Employment,interest,and Money. The Keynesian
economicphilosophy advancedthinking beyond the level of a company
or firm to discussconsolidatedissuesof supplyand demand It held that

aggregatedemandwill not alwaysmatchthe supplyproduced A laissez

faire economicpolicy may require intervention through either the fiscal

or monetary policy of governments

Fiscal PolicyGovernment policy that attempts to influence the direction
of an economy through changes in government spending or taxing.

Monetary Policy The central banking process of controlling the supply o
money and interest rates on lending in an economy.

g 8”9%’ Management  Njacroeconomics The study of how economic
ASQ fero factors influence the way society operates.
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John Maynard Keynes: Theory of Economics
Keynesiareconomicss the foundation of modern economictheory.

Markets are imperfect mechanismsand will not alwaysself-correct He
challengedthe classicakeconomictheory that free marketswould, in the
short term, automatically provide for full employment if the workers
were to be flexible in their labor demands

Wagereductionin recessionsand excessivesavingare economicthreats.
Governmentfiscal policy must off-set businesscyclefluctuations.

Governmentspendingcancreatea d Y dzf (3 TJX #& iNill causean
economyto & & LJAzNIF £ NJIhgestmentin infrastructure assuresthe
capital to invest in highways,bridges,trains, and airports, which places
moneyin the handsof investorsand drivesjob marketsfor individuals

Economicequilibrium is a balance between the dimensionsof savings

and investmentsandthe liquidity preferenceand money supply. Thiswill

require governmentintervention, notaa t | ATd- aA&didsoach
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Milton Friedman: Monetary Theory

Theoryof Monetary Supplyand Spending
More moneyin aneconomyresultsin higherspendingandviceversa
Monetary policy, managingan S O 2 y 2 no&e) aupply is governedby
Its central bank. Thisplaysa critical role in the managementof a national
economy as governmentsspend money on projects to benefit society
(fiscalpolicy). Thesetools must be balancedfor economicstability.
Postulatedad R S YIRWR @&hgeptof monetary supplyasthe means
to stabilize pricesand reduceunwanted effects of inflation on reduction
of the sociallydistributed wealth.
Theshortageof money supplyis a key driver in recessionasit limits the
consumerismof individuals
While controlling supply and demand may have a controlling influence
on the internal economicstructure, this may have an unintended effect
on globaltrade andinternational economicexchange

Milton Friedman quotations:

AGcecKS 32®SNyYS)/u a2t dz
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Robert Lucas, Jr.: Rational Economic Theory

Rationalexpectationsdrive economicsand economicsdriveshistory.
Framed his economic performance expectations based upon available
Information to form predictions about future pricesand gquantities and
how they actto developan expectedlifetime utility.
In the longterm there is a neutrality of money as explained by a
correlation between economicoutput and inflation.
Built a macroeconomic model based on an aggregated version of
microeconomicmodels Lucasbelieved that people can be deceivedin
their economicthinking by an unsystematicmonetary supply.
Lucascritiqued economic policy-making and the relationship between
Inflation and unemployment and that this could changeas a result of
changesnad 2 @S Ny acéngricpdalicy.
He drove the move toward establishingthe microeconomicfoundations
of macroeconomiaheory.
Gwl G 0EYISO I larg dssuyigtiénsthat are

g Quality Management ~ consistentwithin an economicmodel. It manages

Division uncertainty to ensurethat a model operatesin a
ASG consistentway, on average 16




Neo-Classical Synthesisz DSGE Models:
DSGEthe DynamicStochasticdGeneralEquilibriumModel

The RealBusinessCycle(RBC)representedby variation in stock market
prices,isana S T ¥ NB & £32ty exteraal influencesthat changethe
national economy

National economicoutput maximizesexpectedutility (economicchoice
basedon risk toleranceand personalpreference)

RBCin combinationwith Keynesianeconomicsproducesa model that is
calledDSGE, which integratesdemandand supply componentswith the
monetary policy asmicro-foundations of economicbehavior

This probability model is dynamic and incorporates frictions from tax
distortions, presenceof consumerhabits, adjusted costsof investments
and adjustmentsto labor costsbasedon changesn employment

Thesemodelsare currently applied by CentralBanksand are thought to
track more clearlythe shocksof changeto a stabilizedeconomy

e! Quality Management These models make it possible to combine a
Division rigorous microeconomic treatment to derive

ASQ plausible macroeconomic models. 17




Robert M. Solow: Economic Growth Theory

{ 21 2ZmodeBdetermineseconomicgrowth basedon inputs of supply,
demand,and technicalprogress Themodel alsocalculatesgrowth based
on different & @ A y oflcapitainvestmentwhere new capital is thought
to be more valuable than old capital becausenew capital is produced
from known technologywhile there is more risk inherent in old capital
asit wasinvestedunder greatertechnologicaluncertainty.

{ 2 { 2nodebassumeghat known technologyis constantlyimproving.
Declinein price of capital goodsestimatestechnologicalprogress

The economicquestion posed by the model relates to the ability of an
economyto producesufficient capital to replaceaginginvestedcapital.
Thismodel is usedto measuretechnologicalprogressas an aggregateof
the production function of society

Thismodel alignedwith JosephA. { O K dzY LJSniplsdireechnology
asaforcefor & LX I ¥ ¥ & ¥ R 2 yof'I8gAdysystemsby innovation
asforce for creativedestruction.
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Joseph E. Stiglitz: Information Economic Theory
Changedhe focusof economicsto considerthe price of inequality.
In the presenceof increasingprofitability as a function of investment,
the entry of firms into a market is too small and that when consumers
prefer increaseddiversity, the sizeof marketsistoo large.
Incompleteinformation inhibits marketsfrom achievingsocialefficiency
Developmentmust not just transform economiesbut alsoLJS 2 LAveS. Q
Two observationssupport his evaluationthat & dzy’ S Y LI #driveny
by the information structure of employment€ (1) unlike other forms of
capital, humanscan choosetheir level of effort, and (2) it is costly for
firms to determine how much effort workers are exerting.
Wagesdo not fall during a recessionaryperiod asthere is a probability
that the work force will shrink becauseworkers canchoosetheir level of
effort. Firmscannot cut wagesuntil unemploymentrisessufficiently.
Themacroeconomiaeffect of these fiscalaspectsof microeconomicswill
changeasa function of information fidelity and quality.

Quality Management® W I LitKaB Nidtice for all, we are evolving into a

g Division system of justice for those who can afford it. We

ASQ have banksthat are not only too big to fail, but too
bigto be held accountablet 19




Exploring Uncertainties in Macroeconomics:
Limitationsand uncertainties

Importanceis not assignedo individual economicunits (statistically, this
IS an analytic perspective)but to collective effects of enumerative units.

Collective economic pronouncementsmay over-estimate some factors
while under-estimating others, evenif generallycorrectin the aggregate

Data representingmacroeconomicconditionsis difficult to obtain in the
format of raw data and economicindices assignsubjective weights in
order to determine the relative significanceof the sub-factors.

No attention is givento the sub-structuresof economicgroups findings
are expressedonly for the total population.

Macroeconomictheory is basedon generalcorrelationsand is not able
to processspecificcausesasthe enumerativedatais insufficientto find a
root cause Thus,the reasonsbehind macrolevel changesemainonly in
a theoretical viewpoint ¢ expressedas Bayesiandynamicprobabilities.

J Quality Management  To uncover broad trends, it is necessary to take a
AS@

Division Oof 2aSNJ 221 |G 0KS 4SO
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Quality as an Economic Imperative

Part 2:

Adapting MacreQuality Principles
(0]
Macroeconomic Theory
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Social Badness Counts as Economic Goodness:

GrossDomesticProduct (GDP)is the sum of all goodsand servicesthat
are producedby a nation.

Weaknessn the structure of GDPcalculations
A Genichi¢ | 3 dzQ#ahtya% Loss the loss that is causedto society
after a product hasbeenproducedor servicehasbeendelivered

Costsof BadnesCountedasGoodnesgi.e., & 06 N24 ASWR léacy)

A Costof correcting pollution are counted as economic goodnessand
are not recoupedfrom the costof production.

A Costsof war are counted as positive economicgoodsproduced

A Productionof @ A Y F 3N Radlded asa gooduseof resources

A Treatmentof hospitakinducedinfection countedasd K S | dang K €

Misallocation of costsresultsin the improper assignmentof valuein the
microeconomicenvironment asthe & (0 NX2S3 of &ifure or corrective
action are not borne by the producerof failure but by societyin total.
g Quolity Management 1 £ 6 SNII 9AYaGSAYY dab2i
"0 Division counts, and not ev’erything that counts can be
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Conceptualizing Macro -Quality:
Distinguishingbetweend a | G/NB { dndicdaséA © N2  domaing
Microeconomicsis sometimescalledthe & (i K So2tiEF A NaNitthasa

focuson the way that organizationsoperate. It is frequently reducedto
PriceTheory

Traditionally, the key emphasisof quality hasbeen on creating stability
In production operations,eliminating waste, and reducingdefectsc all of
which concentrateson the costreduction componentof pricingtheory.

Macroeconomicgefers to large scalesystemsg economicoperations of
an industry, specificsociety or nation, or global interrelations between
them.

Macro-Quality elevatesthe concentration of quality to sociotechnical

systemsthat influence quality-of-life for humanity and of those factors

that affect this condition. A shift from Micro-Quality will greatlyincrease
the breadth and depth of quality activities.

g Quality Management  Macro-Quality elevates the conversation about

Division guality to the level of society and concentrates

on the quality of life for humanity.

ASQ
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United Nations Sustainable Development Goals:
¢CKS 'b {5DQa& RSTAYS (iN}XYyaoOSyR

NO GOOD HEALTH QUALITY GENDER CLEAN WATER
POVERTY AND WELL-BEING EDUCATION EQUALITY AND SANITATION

DECENT WORK AND i 1 REDUCED
ECONOMIC GROWTH INEQUALITIES

i

PEACE JUSTICE PARTNERSHIPS

1 CLIMATE 1 LIFE 1 LIFE =
ACTION BELOW WATER ON LAND AND STRONG FOR THE GOALS @
INSTITUTIONS
SUSTAINABLE
DEVELOPMENT

GLIALS

v |e
J Quality Management

Division All goodness, no badness for all on Planet Earth
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W. Edwards Deming: Theory of Knowledge
Socialsystemshavenot beenstructured to capture andlearntheir cost
5 S Y A gomh@eénton quality cost

G ¢ Kdstof quality maybe unknownanddzy { y2 6 6t SH
How canwe count these costs?

A Whatisthe costof lossinthe & 2 & & 2 Ndr & LING RS2 R dzO

A What is the cost of resourcesspent for decisionalternativesthat are
not in the bestinterest of societyasa whole?

A What is the cost of obsolescencehat is not borne by producers,but
IS borne by societyto disposeof durable goods?

A What isthe costof providing unresponsiveend-of-life healthcare?

A What is the costof providing sub-standardeducation?

A What is the costof lossof youthful optimism or enthusiasmwith life?

A Whatisthe costof & dzy” A V ICRYWRASSHj dzBuyha@n&divity?

g ng[irylv\onogement 2 KAf S | A | A a _2__'F[,] Sy &al AR
Division not be considered in a decision, they are real cost:

ASQ when it comes to global social systems. -




Challenges in Implementing Macro -Quality:

What innovation must occurto make Macro-Quality becomereality?
Macro-Quality must addressweaknessesnherent in macroeconomics
Macro-Quality must define metrics that fit the financial dilemmathat is
defined by the & 6 NPWinBofv F I { fclhaw&oéaddressrepairsbased
on poor quality and how to addresscorrection of socialcosts?
Macro-Quality must define an interface between the quality of the firm
andthe quality of society
Macro-Quality must developa ¢ Y S-& 6 | y Rdr §LiRligy of life that is
suitablefor all humanity that is basedon sustainabilityand austerity, not
on the model of conspicuousconsumptionwhich hasfueled a consumer
basedsocietyand individual financial objectives
Macro-Quality theory needsto be developedso it is coherentand to fit
the modern concept¢ doing good while doing no harm ¢ all goodness
that is coupledwith no badness

. Macro-Quality is the pioneering boundary for all
g Quality Management  modern developmentsof quality methods It will

ASQ Division require a systemsapproachto meet the current
sociotechnicalchallengedacinghumanity.




Take-away Lessons Learned
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Critical take -away observations:

How shouldsocietyaccountfor investmentsthat are intendedto
correctunintendedconsequencesf its poorly executedactivities
acrossits variouseconomicsectors?
Summarystatement
The historical systemfor calculationof GDPdoesnot discourage
societyfrom eliminating the negatived R NJA &f 8dddomicloss
It Is time to developa new economicstructure that includesthe
considerationof quality asa motivator of all economicsystems
Thiswebinar addressedthe following learningobjectivesto help
you discoverthe challengesyour careerwill facein the future:

A Understandthe macroeconomiaole of Quality.

A Discoverthe quality imperative in macroeconomics

A Macro-Quality initiatives caninfluenceindustrial policy.

A Recognizevhat you cando to encouragechange

QA Fo&siderwhat canadvancethe economyof your nation.
t 4 T A A v A A 7
QH! Dit\iiilg;l I Al YVRIUSY 2S Ydzau dSU 0K
ASQ social costs right and assure economic equity.
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Thank you

Gregory H. Watson, PhD.
greg@excellence.fi



mailto:Greg!@excellence.fi

Future QMD Webinars:

Managing for Quality ASO OMD Webinar Series by Dr Gregory H. Watson:
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ASQ QMD Webinars:
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A dpplying Leading Indicators in CoQ and Quality space using technology
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Vital Questions series by AnWlarie Flinn;
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Join ASQ for more exclusive content
to thought leadership
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and access
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