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It is a pleasure to be with you today in Detroit, the world center of the automotive industry and, therefore, the center of manufacturing.

Manufacturing and vehicles are in my blood.  Before the Civil War, my great-grandfather was one of the premier carriage manufacturers in the United States.  In fact, in 1895, he was chairman of the Carriage Builders National Association.  As such, he was chosen to judge the first horseless carriage race – automobile – in the United States, sponsored by the Chicago Times.  (A race Henry Ford twenty years later said he had wanted to attend more than anything in his life but could not find anyone to loan him car fare to Chicago.)

When he returned from the race, he told my 25-year-old grandfather the automobile was the future and they set out to be a part of it.  They patented the tapered roller bearing in 1898, formed the present Timken Company in 1899, and sold the first tapered bearing equipped axles to an automobile producer in St. Louis in 1900.

They opened their first plant in Detroit in 1909, and Grandfather was inducted into your Automotive Hall of Fame in 1977.

For my part, I started in the factory in 1958 and began peddling bearings and steel in Detroit in 1962.  As I said in the beginning, manufacturing and vehicles are in my blood.

For that reason, I was excited to accept the chairmanship of the National Association of Manufacturers, the oldest and largest multi-industry trade association in the United States.  This is a critical period for domestic manufacturing and the 18 million people who make things.

For those of us who watch the economy, this is certainly an interesting, if somewhat nerve-wracking, time.  Consumer confidence has plummeted.  Stock markets are cratering.  Manufacturing activity is at recent lows.  GDP is zero.  It all reminds me of the situation faced by Marine Colonel Chesty Puller during the Korean War.  His marines were completely surrounded by enemy troops.  He called his men together and said:  “The enemy is in front of us and behind us.  They are to the right and to the left of us.  They won’t get away this time.”

In a time of difficulty, Chesty Puller saw and seized an opportunity to think positive and succeed.  He got his message across.  That’s what we at the NAM are determined to do.

Now it may seem incongruous for me to stand before you today making positive comments about manufacturing with the economic problems going on, but in fact these difficulties highlight the new economic reality characterized by innovative technology, high productivity and intense global competition.

Some, though, seem to have questions about the driving forces behind this new economic reality.  You know, it reminds me of an old saying:  Sometimes, it isn’t what people don’t know that’s the problem; it’s the things they think they do know that aren’t correct!

Lately, in financial markets, public policy circles, and the country at large, there’s been such a certainty about the kinds of companies that are the driving force behind the economy.  Some people just know that services and technology companies are the most important parts of the economy.  And just as certainly, some people just know that manufacturing is part of the past.

These are serious misconceptions about manufacturing and what makes the American economy tick.  So today I want to set out a more realistic view.  You’ve heard about the famous Four Horsemen of the Apocalypse—Death, Disease, War and Famine.  I want to tell you about the Four Horsemen of Prosperity that are shaping the present economy and surely our future.

Laying all the stock market and economic jitters aside, these Four Horsemen of Prosperity are the new reality of the marketplace.  I am convinced that Wall Street analysts are coming to see the value of these underlying truths and that they will again place a premium on manufacturing when this current slump begins to ease.

The Four Horsemen are:  equity values; interest rates; productivity growth and Internet innovation.  Like any team of horses, they are powerful when they pull together.  When that happens, they reinforce each other.  Here’s what I mean:  

1. Equities of manufacturing companies represent one of the best long-term values in the stock market.

2. Low real interest rates spur economic growth here and abroad.

3. Productivity growth, advanced through use of technology and a trained workforce, are the keystones of successful wealth creation.

4. The technologists have motivated us all to be more innovative in our use of the Internet and web-based technology.

Let’s look at the first of these 21st Century realities:  how the stock market values in manufacturing.  It’s useful to recall why stock markets continue to be so important to our business.

The central purpose of equity markets and debt is to serve as a vehicle for promising companies to raise the funds they need for expansion and growth.  All of them require capital and investment.  All require an equities market that soundly values these types of investments.  When the capital is available for productivity growth and technological innovation, the revenues and earnings prized by Wall Street follow.

In recent years, Wall Street has strayed from these values.  They have placed a higher premium on Internet-based companies that had neither revenues, profits, nor – as was often the case – a workforce.  You’ll remember the fervor a year ago when the rest of the economy was seen as an aging relic.  Everything was going to migrate to the Internet and all other time-tested measurements of business success were thrown to the wind.  Having a new idea and a web site seemingly replaced them all.

Now that bubble has burst.  Financial analysts are coming down to earth again.  It is time for them to come back to the original standards that guided markets:  revenues; earnings; return on investments and realistic growth projections.  The dot-coms of 2000 have become the dot-bombs of 2001.

How Wall Street values our companies is important for another major reason:  our employees have become major holders of our stock.  Stock ownership has taken on an entirely new meaning.  Today, 77% of households’ liquid assets are in stocks compared with only 49% in 1985.  Stocks have replaced bank products as the investment of choice.

People are not just buying equities for their personal accounts.  Stock ownership is an important part of many corporate retirement accounts, especially through 401(k)s and stock options.  Since 1989, the number of Americans owning stock through these accounts and mutual funds has increased sharply from 52 million to 69 million.  More than 70% of my global workforce of 20,000 own Timken Company stock.  They own 16% of the stock!

Demonstrating again to Wall Street why fundamental value propositions of revenue and profits are the right kind of investment benchmarks is an important mission.  How the Street values manufacturers will determine in many ways what kind of an economy and what kind of a country we have in the future.  The markets should take a page from Warren Buffett whose portfolio is up 27% in the past year.  He invests in companies that make bricks, ceramics, carpeting and furniture because he sees that these companies will grow and provide value to their shareholders.

Another company that comes to mind is Textron, a diversified manufacturer that produces Bell helicopters, Cessna jets, automobile fuel tanks, equipment to test fiber optic networks and fasteners for computer hardware.  Textron has delivered eleven consecutive years of consistent earnings growth and an average return on invested capital in excess of 15%.  Textron’s commitment to continuous improvement has resulted in a range of new products and increased productivity.  It is just the kind of company that Wall Street should see as the model for the 21st Century.

Getting analysts and mutual funds to see our perspective again is more important than ever before.  We saw a year ago what happens when they don’t.  It’s a two-way street:

· Publicly-traded companies have to redouble their efforts to maximize shareholder value; and

· Wall Street analysts have an even greater responsibility on their shoulders to make wise valuations.

As manufacturers, it is our job to make sure Wall Street is well educated on our businesses.  That is one of our highest priorities at the NAM, and it is why we have made speaking with Wall Street a new focus.

The second Horseman of Prosperity is low real interest rates.  This winter, the Federal Reserve has been wrestling with the aftereffects of its increase in interest rates.  They wanted to slow the economy.  Boy were they successful!  Growth only started to slow when the Fed began raising interest rates.  Manufacturing has gone into a recession.  In response, the Fed has lowered interest rates by 150 basis points since January, and real rates are still way too high.  Also, unfortunately, reductions often take up to a year to have a positive impact.

We can clearly see the negative effect of high rates on economic growth, so getting rates right is key to refueling economic growth.  I want to see the Fed reduce rates by 100 basis points.

The third Horseman is productivity.  And what a horseman he is!

In the past four years, manufacturing productivity growth averaged nearly five percent annually – double the overall business sector.  The productivity increases in manufacturing specifically are among the key factors driving productivity throughout the economy.  Without us, productivity growth would be zero.  The overall productivity surge is, in turn, the principal reason we enjoyed a high-growth, low-inflation expansion in the ‘90s.  The jump in productivity is even more striking in durable goods manufacturing – from 3.4% to an astonishing 6.2%.  Economists have pointed out that productivity has even accelerated as the economic expansion of the 1990s has aged, which is the opposite of the norm.

This unprecedented late-expansion acceleration in productivity growth, along with the rapid investment in new technologies, is not accidental.  It reflects the long-lasting positive effects that manufacturing technologies and the business models they support have had on the production process and management of manufacturing firms.  New manufacturing processes like Six Sigma and investments in the deployment of computers, robots and new machine tools are responsible for this steady rise in productivity.

As this audience here in Motown knows full well, these productivity investments also have resulted in a significant increase in vehicle quality.  According to the U.S. Labor Department, the quality of vehicles produced between 1967 and 1998 increased at an average annual rate of 2.2%.  This means that a car built today has more than twice the quality as one built in 1967 in terms of performance, reliability, durability and type of warranty.  Today, owners of new U.S.-made cars experience fewer than 30 problems per 100 cars in the first year of ownership, compared with 104 defects per 100 cars twenty years ago.  In turn, this means fewer repairs and a longer useful life.

Going hand in hand with plant investments in technology are capital expenditures for research and development.  Almost 60% of all the R&D in America is manufacturing R&D.  Government supported research programs have been declining while manufacturing has invested more.  Three manufacturing industries alone – transportation equipment, electronics and chemicals – account for 38% of it.

The fourth Horseman of Prosperity is the Internet.  In one way, some of our Wall Street friends were right to be captivated by the promise of web-based technology.  It is a powerful new force that will, in time, change the way business communicates with its partners, employees, suppliers and customers.  Already at some companies like General Electric, Dell Computer and Cisco Systems, Internet communicating has been put in place with dramatic and positive impacts.

Where last year Wall Street saw promise in the clicks and not the bricks, this year a new reality is dawning.  It shows that the most effective Internet companies will actually be traditional companies that use the Internet more and more for standard business communication and, ultimately, for transactions.

The NAM has followed the emergence of digital manufacturing companies.  Recently we released a survey conducted with Ernst & Young, one of the major accounting firms.  We found out that:

· On one hand, only a small number of sales are made over the Internet right now – about 2% of all sales of manufacturers;

· But on the other hand, nearly 75% of companies reported that they have e-commerce initiatives under way to better communicate with suppliers, customers and employees;

· Most importantly, those companies who can use the Internet to view their suppliers’ inventory levels reported that their inventory turn rates are 44% higher, showing one a powerful insight into the potential use of e-business.

In addition to these findings, a similar study by Industry Week found that manufacturing was ahead of other sectors in putting e-commerce strategies in place.

What do companies gain from these investments in e-commerce?  Let me highlight just a few examples to show you why this is the next big wave in productivity and growth:

· DaimlerChrysler has developed a new system which uses the Internet to connect all aspects of a vehicle program lifecycle called FastCar.  The program makes any change to a vehicle program immediately visible, a vast improvement over the old system, which could take up to 90 days to communicate change through the company and the supply chain.  It allows suppliers involved in the design process to monitor changes so that, if necessary, their products can be redesigned to fit into the final product.  FastCar could end up saving hundreds of millions of dollars during the lifecycle of a vehicle program.

· Dell Computer changed the way products can be ordered when it started selling PCs over the Internet way back in 1996.  Dell lets consumers design their own PCs on the Internet, choosing only the features they want.  Only after the order is placed will Dell manufacture the PC or laptop, thereby dramatically reducing its parts inventory.  It  communicates the order down the line electronically, precluding errors in the customer’s product.  As a result, the total production time for a Dell PC, from the time the customer places the order until it is shipped – is only six hours.

Just as manufacturing led the way in a massive investment in information technology which has produced the unparalleled burst of productivity we enjoy today, similar investments in the Internet technology will produce further record productivity growth.

Manufacturing has huge fixed assets.  We don’t use them optimally because we don’t have the necessary real time information to make the right decisions.  This is what the Internet will provide.

We manufacturers respect both Washington and Wall Street.  Public policy decisions are made in one place, investment decisions in the other.  We intend to be a greater presence in each – to lobby and to tell our story.  But when it comes to manufacturing, all of us need to do more than talk.  We need to show off a little – show off our products, our processes, our people, our plants.

We need to get policymakers from Washington, financial analysts from New York, even editors and reporters from everywhere into our plants and mills and factories so they can see what we see – and see why we’re so proud of it.

I’m not looking at our world with rose-colored glasses.  Clearly, we face significant challenges today.  The economy is struggling and manufacturing is in recession.  But the underlying fundamentals, the bedrock of economic vitality, can still be found in manufacturing.  And I believe the solution to our economic problems can be addressed by a focus on one key area.  That area is economic growth.  For almost two decades, American GDP growth has averaged more than three percent a year, and inflation has remained moderate and under control during the whole period.  Over these past 18 years, manufacturing has led that consistent American economic growth and the wealth it has produced.  In 1970, the civilian workforce was 80 million people.  In 2000, 140 million people – an increase of 75%.  So much for those who used to run for public office on the “we can’t grow the pie” platform. . .people who believed productivity increases created unemployment.

Public policy is a key to continued growth.  If we don’t get it right and keep it right – on tax policy, entitlement policy, fiscal policy, regulatory policy, training and education policy – we can strangle this economy along with its promise of durable growth and rising living standards for America, American workers, and their families.

Here’s an example of the effect of policy on growth:  Back in late 1998, when economic times were better, the NAM began calling for pro-growth tax relief.  Back then, when the economy was strong, we called it an insurance policy for growth.  But the tax cut bill that was passed the following year by both the House and Senate was vetoed by President Clinton.  I firmly believe that if that tax cut had been signed into law, we wouldn’t be experiencing the current sharp downturn in economic growth.

Growth is the reason why the NAM Board of Directors recently passed a resolution expressing unanimous and unequivocal support for President Bush’s $1.6 trillion tax cut plan.  We believe this tax cut would be a shot in the arm for the U.S. economy and a necessary stimulus for long- and short-term economic growth.

Growth is the reason why we supported overturning OSHA’s ergonomics regulation.  This extraordinarily overreaching and costly regulation based on conflicting scientific data could have crippled manufacturing’s ability to be a driver of growth.

Growth is the reason why we are urging the Administration, Congress and industry to work together to develop a strategic national energy plan to increase energy supply, improve energy efficiency and optimize all energy resources, including natural gas, oil and coal.  With the NAM’s calculations indicating that the rising price of oil and gas cost our economy more than $115 billion between 1999 and 2000, it is clear that energy problems already are affecting economic growth.

In short, growth is why the NAM does what it does.  And growth is the reason why manufacturers need to get involved.

You’ll remember they used to say that war was too important to leave to the generals.  Well, it’s time for us in the business community to act on a similar proposition, that politics is too important to leave to the politicians.

It’s time for us to take our place in America’s public life and to fill in the blanks we often just complain about in America’s political and public policy debates.

At the NAM, we know that nobody understands better what policies are good for the American economy and people than manufacturers.  We make things.  We make products.  We make prosperity.  It’s time to make a political difference.

If we enter more vigorously than ever into the political arena, then the 18 million people who make things in America can help to ground that debate in the serious stuff of real life.  We can begin to build deeper relationships between manufacturers and the people who represent them in Congress.  We can start a dialogue between them and us – a dialogue about who we are and what we make and how we make it – and why manufacturing is not a dismissible part of the past, part of an “old economy,” but an essential part of the new – and why we manufacturers feel so strongly about so many issues of public policy.

But it’s not just about manufacturers making their voices heard.  It’s about a united business community speaking with one voice about policies that are good for growth and good for the country – good for business.

At its best, politics is a contest of ideas; perhaps more often, it is a clash of interests.  Either way, more of us should engage.  We need to recognize that people with decidedly different interests and ideas from our own – our adversaries in the public policy debate like labor leaders and trial lawyers and environmental interest groups – seem never to disengage.

In this, they seem to have us at a disadvantage.  We who care about more growth work in the private sector.  We have businesses to run, competitors to reckon with, payrolls to meet.  Our adversaries, who care about more government, work in the public sector.  It seems they live there.  Politics is their business.  They’re at it all the time.

That’s why we need to work harder, and we are.  In fact, our hard work at generating business involvement in the political process is paying off.  Three times in less than a year a united business community has gone toe to toe with Labor and won.

Permanent trade relations with China was the first recent battle.  After Seattle, the conventional wisdom was that we’d seen the chances for any bipartisan free trade majorities die amid the chaos in Seattle’s streets.  But the business community unified after Seattle and pulled together.  And even though labor mobilized and spent money and ran ads and joined forces with the anti-globalist left nationwide, PNTR for China passed.

The second of these three business victories over labor was the reelection of Congressman Ernie Fletcher in the 6th District of Kentucky.  After he had the courage to vote against the so-called “Patients’ Bill of Rights” in late 1999, he moved to the top of Labor’s list in the 2000 elections.  He was one of their main targets and, again, the common wisdom had it that Labor couldn’t miss.  Labor ran ads, spent $2.5 million against him, tried to mobilize their grassroots, and worked hand in glove with the trial bar and the doctors’ lobby to defeat Fletcher.

But then manufacturers in and around Lexington, Kentucky, came together to thank Congressman Fletcher for his no vote on the misguided Patients’ Bill of Rights.  And what began as a unified manufacturing sector grew into a broadly unified business community that hosted plant tours and visits with employees even before the campaign season had begun.  Of the NAM’s “18 million people who make things in America,” 50,000 make things in the 6th District of Kentucky, and Congressman Fletcher won reelection by 50,000 votes.

Labor’s third defeat, the vote to nullify the ergonomics rule, also confounded the conventional wisdom that warned members of Congress to be cautious since Labor’s retribution was certain and to be feared and there were easier, less politically risky ways to undo the rule.

But here again, as impressively as ever, the business community unified and energized business around the country.  One member of Congress reported that for every call he got from Labor, he got ten from business.  And so, with bipartisan majorities in both the House and Senate, Congress voted to send the rule back to OSHA’s drawing board.

In closing, I’ll remind you that it was de Tocqueville 170 years ago who wrote that an American manufacturing association “is a powerful and influential member of the community. . .which, by defending its own rights. . .saves the common liberties of the country.”

One hundred and fifty years later, it seems we’re proving him right all over again.
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