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‘I’ll i !; :it r,cly c,f !)rC)(jl1ct ivity sharing plans was made as a part 
, I(' <I III oil~i(ar, c.<,ncIrcssiona 1 ly requested review of the Council on 
kit iI 11' (1r1r1 I’r i (‘(’ !;t,lhi 1 ity’s efforts to focus on productivity as a 
I;If',lrl!; 1 J! I ~~IIIII~III~T ir~fl~~bion. 

i;/il) ’ !i (I i r11c.t invol vement. in productivity issues began in the 
r'tll 1 y 1')70:; when the agency initiaterl a project to create the 
l,'~>rlc!r ,I I I'rc)cl~l(qt ivi ty Mc?;isurement Program. That program now pro- 
71 i 11th:; I)t o(111~.t ivi 1-y measures covering two-thirds of the Federal 
f ;I IVf'l' rll:lr~YI t , 

0r1r' efforts in the productivity area have continued to ex- 
I"iIl'l. Wc 110~ cx;~rnine riot only Federal productivity issues but 
<I I!;(, t ll(? irrlp;ict: of the I*'e(leral Government on private sector and 
!;t <It C' <I ttcl 10~:;~ 1 government productivity. 

Wfs c*c)rlsi.iIer this study to be an important one in that it ex- 
(imi II~S (in cffcctivc productivity improvement technique that is of 
I f~r-r’f’~):i i rlc] interest to employers and employees. The performance 
of’ t11ra /)rc)clllc:t ivity sharing plans studied suggests that these 
!)1;1ris r,fft!r <i viable method of enhancing productivity. This is 
(Lspc?(*i;rI 1 y important now when the IJnited States is faced with a 
:;ilrio\~s ilecline in national productivity growth and a high infla- 
t ion r;it.e, t)ot.h of which affect the competitive position of many 
f i rms AS we1 1 as the standard of living of every citizen. 

While protluctivity sharing plans are not a panacea for every 
firm c,r the solution to the Nation's economic problems, they war- 
r:lnt scriolls consideration by firms as a means of stimulating 
I)ro(l\ict ivity performance, enhancing their competitive advantage, 
irlcreasinq the monetary benefits to their employees, and reduc- 
ing irifl;3tionary pressures. 

Yany r,f the firms included in our study achieved significant 
s;ivings from their productivity sharing plans and also enjoyed 
IIliiIly nonmonetary benefits. Firms that provided financial informa- 
tiorr on the results of their plans averaged savings of almost 17 
I)ercctrt. in work force cost. Other benefits attributed to the plan 
iriclu~lerl improved labor-management relations, reduced absenteeism 
;in(l t11rnover, anal fewer grievances. 

This study is being published in the hope that it will be of 
llse to those organizations interested in motivational techniques 
for erlllancirig prorluctivity. The study discusses productivity 
sh;iri.ng plans from the perspective of their evolution, differences 
frown r>l:her incentive plans, and effectiveness. 



The study was made possible through the cooperation and as- 
sistance of officials of firms we contacted; consultants in the 
Field; the American Productivity Center; and various other husi- 
ness, labor, and academic representatives. Their contribution 
to our work is greatly appreciated. 

D. L. Scantlebury \J 
Division Director and 
Chief Accountant of GAO 



1 “J’;‘lt( 11)11(:‘1’ I (IN 

I' ii g e -.- -- 

1 

1 )t)jcc:t ives, sc:r,pe, and methodology 

Individual incentive systems 
Individual suggestion systems 

Group incentive systems 
Profit sharing 
Scanlon plan 
Rucker plan 
Improshare plan 

Nonfinancial incentive programs 
Individually oriented systems 
Group oriented systems 

Application of group incentive systems 
to service industries 

Future prospects of incentive systems 

RESULTS OF' PRODUCTIVITY SHARING AND OTHER 
INCENTIVE PLANS 

Monetary benefits that can result from 
productivity sharing plans 

Nonmonetary benefits that can result fl:i>rn 
productivity sharing plans 

Satisfaction of firms with productivity 
sharing plans 

Satisfaction of union or employee 
representatives with productivity 
sharing plans 

Results of other incentive programs 

FACTORS RELATED TO THE ADOPTION OF A 
PRODUCTIVITY SHARING PLAN 

Productivity sharing plans were adopted 
for various reasons 

Employee coverage by productivity 
sharing plans varies 

Many firms have employees vote 
on adoption of productivity 
sharing plans 

Consultants play an active role 
in implementing productivity 
sharing plans 

Bases and conditions for bonus 
payments vary 

2 

5 

5 
6 
6 
7 
7 
9 

10 
12 
12 
13 

13 
14 

15 

15 

17 

17 

18 
18 

20 

20 

21 

22 

22 

22 



Page . . _ .- 

6 

Al’I’F:NI).I X 

Most firms assure employees that bonus 
payments are eyuitabl.e 

I>1 FFICIJLTIES F:NCOlJNTEIIEI‘)~~l WIT11 PROT>IJCTIVI'l'Y 
SHARING PLANS 

Obstacles that hindered firms in 
considering and implementing 
productivity sharing plans 

Why some productivity sharing plans 
are not successful 

PRODUCTIVITY SIIARING PLANS CAN CONTRIRUTE 
TO PRODUCTIVITY IMPROVEMENT AT THE 
FIRM LEVEL 

Profile of interviewed firms 

23 

24 

24 

25 

28 

31 



C‘IIAP'T'EII 1 

‘l’tlt’ iJt!c. I i ~i(* fl.,f t 11~2 N;ttion' s protluctivi-ty is a matter of 
I II<'! (' 3~!;i!~~7 ('orir'~?rri. '1'11e reason for this concern is that nrotluc- 
tiviry f;: c)wt ti i:; ati im~)ortant filCtOr in controlLing inflation. 
b't 0111 I O.IiJa t 0 1'965, pr-(.)(luctivit-y growth in the nonfarm, business 
r;i>c-t I)!" <iv~'r-~lcjc '11 2.6 percent ,-trinual ly, whi'le growth in hourly com- 
/ )f 'II!;,1 1 j c )tI ~iv~2r,ic~t4 4.6 percent. Between 1965 and 1973, the growth 
I ,it t' frbl I t:~) 2 J~t!rcerlt pf:r year while hourly compensation increase<1 
to ti).I) (j<:r(:cartt . Since 1373, the average annual rate of rfrowth in 
111 OCIIIC-t i vit.y li,is i~c:er; less than 1 percent. During the same period, 
IIOIII I y (:oril~)t!:1:;;lti.r)n increase1 at an average annual. rate of 9 pcr- 
r’(~IIt . Wtlfan W:I(‘JCS rise without corresponding growth in output, the 
r,oi;t 5 f‘or t)l1:;inessr‘s increase. To maintain profit mar!-Gina, firms 
r,~i:;(.b L-r-i cf;s to cover their higher unit labor costs an?, as a re- 
!1111! , inflat ion is increased and the average standard of L.i.vi.ng 
i s I rtwcl‘erl. 

Marly factors are blametl for the prod:lctivity s IowcIown, i.ncLud- 
i II(~ 

--t'ic> high c:ost of Government regulation and reporting re- 
(111 i rcm<?rlts, 

--<i rt!(luc:t ion .iri (.:apitaL investments to improve productive 

---<i rlecl ir-le in research and development act 
t.o innovations in technology, 

--a change in worker attitudes, 

ivitics which Lead 

---t.hc chanye in composition of the work force, and 

--a shift away from manufacturing to se-rvice occupations. 

6 Iowt.~vc r , researchers have never been able to account for all the 
[;roclrlc.t- i vi ty changes using these variables. 

A ~975 Xational Science Foun:lltion supported study at TL7ew York 
1lnivt:rsity inlVTestigated worker motivation, productivity, and job 
Siit i s f,lct ion. According to the study, the principal. factor in 
( -rt?<l t i r"j to-tqhl y productive ;Inc! satisfied workers was recognition 
iinil r-f-w-1~(1 for e Ffect ive performance. The study cor.cluded ::hat 
t ll(' rewarl sh~,ulr! be me,lningfuL to the employee, whether it is fi- 
n;irl(:i;11 or psycl~c~logical or both. Managers at firms have increas- 
ingly recoc~nizect not only that. employee incentives can result in 

(jrca,tt f3- f)rocluct; vi ty but th3t workers often know more about t.heir 
jr)!.:, t.ll;in ;\nyorle else and can make valuable suggestions for i ;,I- 

f)rr)vc:r:ic?rlt . 
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1’1 o~luctivity sharing plans tliffer in the formula used to com- 
IJ~I~ f: J)r ocIu(.:t i vi ty savi ncjs anal i n the i.mpl.ementati.on met.hod employed. 
Ilot !I t;c-,irl I on an(1 Rucker plans c;eneral 1 y mc;1sure the payroll. of the 
[)I r111t or firm ;icja.i.nst total (101 liar sales, ant1 compare it to the 

J )i I !i t ~ivr~r-;lr~c’ 0 f scvera 1. yearE;. The Tmproshare plan measures out- 
JJII t c~r~‘~ i rist t ot a 1 hours wot-ke4. Ilence, whi 1 e Scanlon and Rucker 
[J 1 ;)(I!; Il!i(’ (10 1 I <lr S as the measurement unit, Improshare uses hours. 
‘I’11f~s~ IJ I ilns <irr’r modified Kay adjust-ing the formulas used for bonus 
(*ii I C-II I (it- i or]:; t 0 f;ictor out increases or decreases i.n the selling 
l)t- ii-c,:; of- t. he IJro(luct . 

A I I t.hree product: i.vi ty p1 ans are flexible regarding the make- 
1117 c)f 1.Ile group involved in t-he plan. Direct and indirect produc- 
t iotl wi,rkctrs as we1 1. as management may be included. Engineered 

s t, ;ir)ililr(ls iire riot. necessary fr>r the functioning of any plan. Scan- 
ion ~~l<iris rely httavily On 1 ahor-management productivity committees 
;is t.llt~ f~jC:T-I I poirlt for worker involvement and plan implementation. 
Ji~~(,)ct~r’ 1) 1 iins ;1 1 SO IIS~Z 1 abor-management committees, and Tmproshare 
J’l rI~l:i <I 1 1 ow, t,llt are not 1)uilt around, such committees. 

The vilr i 01.1~; types of incentive plans are discussed in detail 
i n (:hilpt..er 2. 

WI* sttltli.ccl productivity sharing plans as Fart of a hroac?er, 
c701lc~r (‘ssional ly recluestecl review of the Councils on Wage and Price 
St iltji I i t y’s effort-s Tao stimulate productivity. -I_/ We selected 
f)roclctr-t i vi t y Sll?iri ng pl iins because the Council was unwill inq t.o 
c.!x(?trl~~l 1 tlt.~rrl f-ram the wilqe and pri ce st.;lndards rlespite incdi.cat.ions 

l/‘l’t~(~ Clo!irlci 1 on Wage and Price Stabi I ity IIas Not Stressetl Pro(Juc- 
t i vi I y I n I t s Kf fort-s ‘1’0 iiecluce .Inflat.i.on, (FGMSD-81-8, Oct. 16, 
1 Ctl$o ) . 
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-- ,wtl(?t.tl(lr lc-,nq term i.ncr-crises in protluctivity can be real izerl 
t lrro~~(~ll T)ro(luct ivit.y shari.nq. 

A I t t~or~crh t hc cx;~~.tl nLlmht?r of firms involved with pro(luctivity 
:i11,1 r i Ilcj 1) 1 <ItI! i :; not.. known, it is thought to be abo\lt 1,000. 
‘1’111 )II~JII (‘orll ,t(:t. s anal visits with cons11 1 t-ants and product ivi ty or- 
<Ifir i 7.,t t. i c)rl!i, WC ~l~~velopc~c~ a 1 ist of 78 firms believed to have pro- 
,411r-1 ivi t y :.;ll;l r i rlcj pl dns ;lnt3 I8 firms said to he considering such 
!‘I clll!j. WC’ sc!tlt.. 1 ctters to these firms asking them t-o participate 
in Ollr st clcly iirtcl frlI Lowell up with telephone cal 1s t-0 (letermine 
t t1fb i r i tit (bi-rzst . Suhse(l\len t- 1.y , officials of 54 firms nationwide 
WI’1 C’ i rot rbrv i PW(J(~ t.o cli sc:uss their exp:yri.cnce with product- i.vity 
:;~I,I t i ri(] ,irlcl r)I her incentive plans. ‘T’he firms we intV>rviewed are 
!jrof’i lracl in CtI)pf?tl(lix T. 

I);irt.i(:ir);lt inq officials were assured that their names ancl the 
~Ic~ln(~c.; of t II,? i r fi.rms would he kept confidential. P 1 edges of (Ion- 
f iil(.lrlt i,i I i t y were corlsiclerecl necessary because f i.rrns oft.en w;lnt. 
t 0 111.1 i nt Ci i n a Ir,w profile ;Ihollt their plans and hecnl;lse many nf 
t hf~SP f i ;‘IIIS be1 ieve thei r plans give them i-l competitive advantaqe. 
SOrIlc~ f- i t-111:; <i 1 so be1 i evetl they were not in compliance wi.th the wage 
,ilicl f)ric’r? ~~ui(lel.ines then in effect. 

f*'rorn our 1 ists , we sel.ected and interviewed 36 fi.rms that had 
[)rc)clllc’t i vi t y sharing plans and 9 firms that had either rejected 
;I(jOJ)t i r/t1 of- il pro(luctivity sharing plan or were still considering 
i InI) 1 t?mc?tlb i nq one . Firms with productivity sharing plans were se- 
1clc:t (>(I t 0 [,rc>vicle a cross section among different types of plans, 
sizl.c> of f i rms, ;inrl length of time in place. Because of the small 
rltIrrlI~t~r c,f f i ruts i.clentified ns considering a productivity shariny 
f’l<lrl, we i ntt?rvit->wetl al 1 nine companies that agreed t.o participate. 
Wrb fr,llncl that two of these firms had considered hut ultimately re- 
jet.t ~(1 T)ro(lu(:ti vi ty sharing plans. 

‘1’0 t)roaclen the report ’ s focus, we interviewed nine firms that 
rlitl tlot have procluctivity sharing plans but did have other types 
r>f i ~1c~:rlt. ive plans such as quality of work life, profit sharing, 
iiIIf1 i ric’erlt ivcs bilsed on engineered standards. These were i(lenti- 
f i (>(I f.l~rc)uc~ll <I review of ;1pplicahle literature and were asssL:red 
t 11ct s;ime (1eorrzC of confidentiality as was promised the productivi ty 
s11;1 r i nq f i rms . 

We also contfucted a roundtable with business and labor 
1 tbiiclcrs, AS well <IS economists and others knowledgeable in the 
l. I r CT I I , to (lis(:uss the Corlncil :>n Wage and Price Stability, infla- 
t iorl, pro(lLictivity, and pro(3uctivity sharing plans. Participants 
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WC!r-c ilskc1-1 to respond to spcr:i f i c qllc:; TV i ens reqartli.ng ( 1 ) currents 
Cr)~lr~ci 1 pal icies relating to t.\lix t ro;lt.rnent of pro(luctivity sharing 
an(1 other group producti vi. ty ~11 :IIIS I -~nil (2) the roLes these pIans 
might play in anti-inflatidn pal icy as well as in improving rrl firm’s 
r)roclu(:t i vi ty . 



ClIAPTER 2 ----- ____-- 

'r/II;: 15VOI,IITTON OF PRODIICTIVITY SJIARING PROGRAMS-- ..-_ _--.-._ -- .._ . . ------ --. -~ 

TLIEIR LJSE AND FUTURE 

A key goal in rnanaging people has always been productivity 
i rr11) I.( )v~.~mr~nt . Kither a financial incentive or some improvement in 
t tltl clclality of work life that is meaningful to employees has been 
fr)\il1(1 to elicit increases in productivity. 

INI~IVII)IJAI, INCENTIVE SYSTEMS 

The earliest and simplest type of incentive plan was direct 
1 ,,I qyrrlcbrlt for work done, or piecework compensation. Such plans tied 
1 ""Y CiLrczctly to performance to achieve significant labor produc- 
1 ivi Ly gains. Over the years these incentive plans have been re- 
f' i r~(:(l ;incl modified. The modifications were heavily influenced by 
"r;('ir:rltific management, “ a school of thought established under 
tli(: leadership of Frederick Taylor in the early 1900s. IIowever, 
(lvc11 t)c fore Taylor's work, Frederick Halsey recognized that employ- 
<*cts were reluctant to increase productivity under individual piece 
r,ltc:s because they feared management would raise standards. 

The flalsey plan was perhaps the first to recognize the unwork- 
:tkJili.ty of straight piece rates in most settings. Plans developed 
!; ince that time commonly have a base rate plus an incentive pre- 
I1Ii\lm for above normal or standard time. For example, the Bedaux 
j)l;hn was similar to Halsey's, but it was based on engineered stan- 
(l;ir(ls with the benefits shared between the direct (productiq) and 
t.he indirect (support) workers. The Gantt plan also guaranteed a 
l)iist' rate to those who produced below the standard and a high piece 
r';ltc or premium to those who produced above the standard. 

Currently, industrial firms use a method called measured day- 
work, which may be combined with an incentive system. Measured 
rl;lywork is used to encourage good performance or to reprimand poor 
performance and normally includes work study techniques such as 
time studies and methods measurement. When coupled with an incen- 
tive system, the worker is normally paid the standard base rate 
when beginning employment. Subsequently, the worker's actual per- 
formance is compared with the standard, and the hourly rate in- 
('r-eases or decreases according to the past relationship between 
,lc:t.ual and standard performance --as performance increases, so will 
t.flr: incentive payment and vice versa. Although such an incentive 
fJlqill is promoted because it avoids short term fluctuations in pro- 
c 1 i I ct.. i on , it also hides inefficiencies and may not motivate as well 
<IS r[iore 4irect systems. In practice, the application of measured 
ti.lywork (1s an incentive system is very flexible, and thousands of 
c:( )~r~~)~~~iies undoubtedly use it in some form. 

At l.east three characteristics underlie most of the individu- 
;tlly oriented incentive systems: (1) they normally have a base 
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--M<rrly Ixople question the ability of a company to maintain 
(1 fair, equitable, and motivating incentive system for 
C?it.her individuals or small (Jroups. 

--Workers often resist new equipment or methods because of 
t..t~e possible impact on their earnings. ilence, the plan 

llli.ly tjecome dysfunctional to the goal of productivity im- 
Ijrovernent. 

--Tlnions frequently oppose individual incentive plans because 
t.he plans may pit one employee against another, and if not 
i1c:curatel.y maintained, the plans are often a source of 
grievances. 

--The systems often ignore indirect workers and can therefore 
create conflicts between them and direct workers under the 
incentive plan. 

--Accurate maintenance of the standards is costly. Also, new 
tasks and processes can be a constant source of problems. 

--Since only labor costs are normally considered, waste and 
inefficiency may actually escalate material and equipment 
costs. 

--Peer pressure or fear of management's upgrading standards 
or other actions may restrict output. 

--The systems have less applicability as the Nation moves to- 
ward more automation. 

Intlividual suggestion systems _ __ _ -. ., .-___.--. 

Individual suggestion systems reward employees for sugges- 
t ions that reduce costs. The reward is normally a percentage of 
t-he first year's savings up to a maximum amount. The award is ap- 
I)rc)vctl through a formal submission, review, and approval process. 
M;iny organizations have installed such plans with varying degrees 
of success. Results, as measured by cost savings or productivity 
i mprovttments , often depend on the extent of management's commit- 
metlt to the plan and the opportunity for fair and rapid feedback. 
The success of these programs is also often hampered by the pres- 
cn<.e of any of the negative conditions outlined above for indi- 
vi.(luill incentives. 

GROUP INCENTIVE SYSTEMS 

Manaqement’s need for increased productivity expanded the 
(12 i n sh;~rinq concept beyond individual incentives. Although group 
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.,llc-11 1 f”] -- ‘1(: i qtcl i 11~7 prof-i 1: ;hnring --has been in existence for many 
ycscil :;, <lspc?c:iC1l ly in th<a higher manageria1. levels, onLy recently 
~ILIS i I i1.t. r-:)(-t 6~3 corisitlerilble interest ds a total organization 
i rlc-r~nt & ve sy:: “IP. one of tL!c reasons for this movement is their 
!illC'('C'~iS <'It- !I i (Lhtlr m;inacjer i.2 1 leVC?lS. Many managers believe that 
if '1 I ("'\I ['I <itI'; c.:<~I\ help obtain ant3 keep competent managers, they 

c-rrrl 11~1v+ t h(' ';i~rl~t effect with other employees. Furthermore, some 
~~~;tn;l(lr?rs t)el i(?vc that all employees can contribute significant1.y 
to 0rcJi-ln i znt iona 1 performance and most group plans encourage this. 
Oth(lrs t)elieve that such plans recognize the interdependencies of 
v,lric)lis funct ions al1~1, consequently, are the only plans that will 
work. l*‘i nil1 1 y, increased promotion of and the availability of 
I it c~r,~tllre on q,ain sharing have been contributing factors to the 
cjrc ,j I i rirj interest in group incentive programs. 

I'rrjfit sharing _ __ _ .- ._ 

I'rofit sharing is the oldest type of gain sharing plan. Man- 
<igEt?-s and employee groups have Long participated in profit sharing, 
wllir:Ll hits a certain underlying appeal to managers, since bonuses 
will t)e paid only through increased profits. Profit sharing is 
(listinguishetl from productivity sharing in that it is not based on 
s ;1 1 c' s performance or output per hour. Rut it is similar to produc- 
ti.vity gain sharing in financial terms: both plans provide benefits 
on either a cash or deferred basis. 

As of December 31, 1978, 282,397 deferred profit sharing plans 
were registered with the U.S. Treasury. In addition, about an equal 
number of cash plans exist. When profit sharing is applied on a 
cash basis, numerous firms have cited significant improvement in 
performance. Some managers believe that this success results from 
emphasis on cost reduction, integration of personal and organization 
goals, ease of administration, unlikelihood of undermining employee 
security, and payment of bonuses only when profits exist. fLowever, 
problems also do exist, including the inability of employees to 
relate to the system, the unwillingness of management to share in- 
formation with employees, the lack of a relationship between pro- 
fit sharing and productivity performance, the difficulty in stimu- 
lating employee involvement, and delays in payment because profit 
is not determined until the end of the period. 

I3osides profit sharing, the three most commonly cited group 
(lit in sharing plans are Scanlon, Rucker, and Improshare. Although 
&nsiclerabLe differences exist among the plans, their similarities 
incL\ide (1) frequent bonuses, (2) use of a production rather than 
:i sales-baser1 formula, (3) emphasis on employee involvement, and 
(4) elimination of individuaL incentive systems. In addition to 
the above plans, many firms have had plans custom designed. 

Sc;lnLonllan 

<Joseph Scanlon developed the Scanlon plan in the 1930s to save 
3 fai 1 ing company. Three general principles underlie the plan: 
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errq, 1 oycc? involvement, Gonils paymc?nt , .ln(l i('lCntity with the fi r'm. 
l~:lnp 1 c.,y (.I e i nvol.vement is C:i~~cc)I!I[) 1 i :;!ir~~l th t-oli:jh a formal ize(l. su(jcgt::;--- 
t i0r1 system anal two over-1 ;lf>l>irlcj (:orn~ni t tfxc systems. IT lcctecl crrq) 1 oyt,r: 
rt'l)'('sE:'rItiltivCfs meet at least r&>nthly with their departmental super- 
visr)~ 10 review producti.vity, cost re(luctions, or quality improve- 
flrt~rlt s~~rj(ycst ions. These commit tees, often called production com- 
III i t t (a<':;, l~,~ve certain decisionmaking authority for less costly 
!;llljficbst ion:;. Considerable work can occur in any area affecting 
('I J!j t 8 or (quality. More costly suggestions, or those affecting 
,IIIL IC liclr- cicpartment, are referred to a higher level committee. 

'I'ho 'rAgher level committee-- normally called the screening 
(,(,lrllrtittc?~--meets monthly to discuss suggestion activity, bonus re- 
:;111t I;, ;in(l other items such as backlogs-and quality problems. Mem- 
klI>r:iIlip normally includes elected employee representatives from 
tilt> proclllction committees and appointed management representatives. 

'l'ht? second principle involves the payment of a bonus to par- 
t i~,ipit-inq employees for increased productivity. TraditionaLly, 
Ill> 1 riy Sc:;lnlon plans start with the following ratio calculation: 

Base ratio = Palroll costs to be included - ---___--- 
Value of production 

Normal ly, a historical study is made to determine the proper 
t )i1 SC> rat i 0. Tn any month when actual labor costs are less than 
t II<& cstahlished base ratio, a bonus is earned. For example, if 
t-.lrt! tense ratio is 20 percent and in month X the value of produc- 
t i.011 (sales plus or minus inventory) equals $l,OOO,OOO, then al- 
Ir)wc*fl 1.iibor equals $200,000 (l,OOO,OOO X .20). If actual labor 
r:c>:it. s crpi~l $160, 000, then a bonus pool of $40,000 is generated 
($200,000 - 160,000). 

Some of this bonus pool is reserved for deficit months and 
f(>r :i year-en<1 jackpot to reward continued high performance. Nor- 
111ill1y a certain percentage is given to the company to pay for cap- 
itiil expenditures and to become more competitive. The remainder 
i.s paicl to all participating employees as a monthly bonus based 

or1 a percentage of their wages. 

'I'his calculation was established because it is simple and 
fag:I:jy t.o understand. Furthermore, it recognizes the interdependen- 
(*its of the different labor areas. However, other variables also 
ilffe(:t its equitability in measuring productivity, such as the 
I)rc>duc:t: mix and capital expenditures. Some plans adjust the per- 
(:eIlt.;icJe allowed each time a major change occurs in wages or when 
Ill;1 jar investments are made in capital expenditures. Other plans 
fiic,t or out the effects of changes in selling prices or prociuct 
rnj x . Many firms have also installed plans that consider other 
,~:t t.tarrl;ltives, such as 

--usinq a different labor percentage for each major product 
line, 



-- increasing the percentage to include more costs, 

--becoming more specific by considering primarily physical 
olltputs and inputs, or 

--electing to employ return on investment. 

The key to the Scanlon success does not rest on the particu- 
lar calculation, but rather on the congruence of management and 
employee objectives and their commitment to the success of the plar 
;LS long as it is reasonably equitable to customers, company, and 
r?mp Loyees . The plan is normally voted in by the employees for a 
trial year, and a vote on whether to renew the plan is taken at 
the end of that year. 

Identity with the firm-- the third Scanlon plan principle--is 
tleveloped through education on and communication and discussion 
of the plan's goals, objectives, problems, and opportunities. Con- 
siclerable management development is often necessitated, especially 
at the supervisory level, along with better managerial planning and 
information systems. 

Commonly cited accomplishments of the Scanlon plan, in addi- 
tion to increased productivity, include better teamwork and coop- 
eration, faster responses to problems, better product quality, less 
resistance to change, more employee involvement, and lower rates of 
absenteeism and turnover. When the plan is unsuccessful, not only 
are those accomplishments not achieved but the level of trust in 
management is lowered and bonus earning opportunities are limited. 

In reality, the Scanlon plan, in its most successful form, is 
more a management philosophy to improve performance than an incen- 
tive plan. Although probably fewer than 400 such plans exist, they 
have attracted considerable interest from behavioralists because 
of their heavy emphasis on quality of work life variables, includ- 
ing employee involvement, recognition, and a feeling of achieve- 
ment. 

Rucker plan 

This plan also evolved during the Depression when Allen W. 
Rucker noted the existence of a historical relationship between 
payroll costs and what he called production value (actual net sales 
plus or minus inventory changes minus outside purchased materials 
and services). 

The plan, for which an employee vote is considered optional, 
emphasizes employee involvement through the establishment of a 
suggestion system, Rucker committees, and improved labor-manaqement 
communications. It is a group plan where everyone, excluding top 
executives, shares a percentage of gains. Individuals are given 
recognition for suggestions and other activities but are not 
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rewarded financially. A IO-percent reserve is normally established 
for (1efici.t months. The I)rc)cess used to elicit commitment and suq- 
gestions is, in many ways, similar to those underlying the Scanlon 
plan. 

The Rucker bonus calculation establishes a historical rela- 
tionship between labor and tialue added. For example: 

Net sales $ 900,000 

Inventory change (increase) 100,000 

1,000,000 

Less material and supplies used 500,000 

Production value (value added) $ 500,000 

Rucker standard = Payroll costs included 
Production value 

Assuming that labor costs in the base period(s) were $300,000, 
the Rucker standard becomes: 

$300,000 = .60 
$500,000 

tlence, in any month that the actual labor costs are less than 
60 percent of production value, a bonus is earned. 

This calculation partially accounts for variables such as pro- 
duct mix. It should also encourage employees to save on materials 
and supplies since they would obtain much of the benefit. If a 
5- to 7-year historical analysis indicates an unstable relation- 
ship between labor and production value, the Rucker plan is not 
insta'lled. The number of Rucker plans is unknown because of 
limited research and sharing of knowledge about the use of this 
and similar plans. 

Improshare plan --_ 

Improshare (IMproved PROductivity through SHARing) is rela- 
tively new and is apparently growing quite rapidly because of its 
ease of installation and lack of emphasis on employee involvement. 
The goal of Improshare is to produce more products in fewer labor 
hours. Management retains all rights and a vote is not normally 
used. Improshare measures performance rather than dollar savings. 

The plan is based on the number of work hours saved for a 
given number of units produced compared to the number of hours re- 
quired to produce the same number of units during a prior base per- 
iod. The savings realized by the reduced actual hours are shared 
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‘I’llt-, 1) 1 Y11-l is not affected by chancjes in sales volume, tech- 
tl’)locJy, or capit a1 equipment. The Improsharc plan can easily be 
‘liviql~2(l ;l(~c(>rtlinq to procluct line and adapted to small groups anf3 
~1cp;lrtmc:nt.s in a company without being affected by changes in pro- 
fI11c:t. tn i x . 

Two aspects are key to the program --work hour standards and 
the base productivity factor. For an example of 40 production and 
20 nonproduction workers, the situation might be as follows. 

Base period 

Product A 

Product B = 20 employees x 40 hours = 1.6 per piece god .p l'ec-&s-. .-- 

Work hour standard = Total productigp-wqrk- hours _.-.-_ - -..; -. ._. 
Units produced 

= 20 empl-qyees .xx4-0. hours- = 0.0 per piece __-- 
1000 pieces 

Product A = .R x 1000 = 800 
ProductB=1.6x500= _- 800 

Total standard value hours !.,_6_00 .-_ 

(Note: Total standard value hours could be simplified to be standard 
time in the base period.) 

Base I'roductivity Factor (BPF)= T-otal production and nonproductio_n...nours _ ____ _ _ _-_ --.__~-_ 
Total value standard hours 

BPF = (40 production + 20 nonproduction employees) x 40 hours = 211_F1p_!1~~0~~~-~~_1_.~5 

(Note: Nonproduction workers are now added.) 

Bonus calculation -_-.___._ - .._ ----.- 

Bonus calculation (month Xl 

Product A = 0.8 hours x 600 units x 1.5 = 720 
Product B = 1.6 hours x 900 units x 1.5 = 2,160 

Improshare hours (standard hours for 
actual units produced) 2,880 

Less actual hours 2,280 

Gained hours 600 

Employee share = l/2 Tained hours = 3?0- = 13.18 bonus 

of gained (saved) hours ilCt;lR1 hours 2,280 

11 



I'r-r)I)onent-s of the plan arq\le thiit while no formal labor- 
III~,II,I~~(~II~(~II~. st ructilre is rcqui rer.1, the operation of the program 
I'~~:;II 1 t 5 i II i.mprovec? interaction lletween employees and management. 
'I'il(.~ r ~!,i:-;on for this improvement. is that uncler Improshare, manage- 
rllf'fl! ,irlcl t~lnp 1 fiyf2f’ goll I.5 are the .~;lrnt'--irny,rovet3 productivity and 
r f!~It1(*~.3l f)r‘o(lllc:tir>tl costs. Traditionally, the two groups have had 
(1 i ffftrctit ~~o;i 1 s . TJnder the sharing plan, however, workers share 
t f~c* CJCI i r~:; :incl the losses with management and have an incentive TV? 
i rrtrlt-ovt: t- tie i r per formance. 

NC ,N 1%’ 1 NAN<’ I AI, INCKNTIVE PROGKAMS -_ _ -_------- ----. - 

I II c:onjuncti.on with financial incentives, numerous types of 
~II 111 f i riCiIi(: i a1 incentives are commonly used to motivate employees 
<.1t1(1 t o improve the quality of work 1 ife. Many firms have recently 
clx~)c~r-irrlr?rlt:ttcl with quality of work life programs and although the 
:-;ilc)rt run go:il may not be productivity improvement, this approach 
will likely be an important factor in increasing productivity in 
t. hc 1011c.l run . That is, the more an organization attempts to make 
i1.s goals compatible with individuals' goals, the more productive 
.t klose incliv;t‘luals will be. Similarly, if employees are involved 
wit.11 imljroving operations, managers believe those employees will 
oft en l)cc:orne more productive, as well as have a higher level of 
jot] sat is faction, without direct increases in labor costs. 

Some quality of work life programs are individually oriented: 
ot hers ilre group oriented. Most programs depend heavily on em- 
:)lriyce itlvolvement and often result in i.ncreased job satisfaction 
;)n~i :;om(:t. irnes resul t .in increased productivity and reduced turnover 
iitlcl al,setltce.ism. 

Irr~livicluilll ly oriented systems _, -.._-__ -.-- -- . 

"Management by objectives, " where employees are involved in 
r~egot.iat.inq standards against which performance is measured, is 
~~sc.~cl f)y maiy firms. This system is very common and can he applied 
;tt ii11 organizational levels, although it is especially used at 
t ttt* lililtli\rjC?ridl level. 

"ICarned time" allows employees more leisure time once perform- 
cIrl('f! c: t ilnC3artls are met. llnder this system employees are given 
l)ro(luc:t- ion stilnclards nncl when they are met, the employees may 
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I f’il’if’ I \I(% work :;ite. ~';iy is raised on protluction, not hours. 
li I t ~rcill~ltl j t. pr-oblik,ly (iotas not increase ,pro(luctivity, the approach 
f!( J('!i r(~~*orJtlizf~ t-he v;il:~e the employee may place on leisure time. 

" I,' I 0 x t i me " i s a quality of work life technique that recognizes 
f "III ) I 1 >YC'f'!T ' rlc~?~l s for varyinq time scheclules. Usually a "core" 
f Illi(' i:; cst ahI ishe(l when all employees must he present. Some com- 
I)~lIl 1 t’!; :)c:l i cvr? that flextime has increased productivity ancl has 
rrl<lclc~ r;~~c:h c)t.Iler improvements as retlucing turnover and absenteeism. 

(;r-c,ut, oriented systems 

Many firms have initiated group quality of work life programs 
t 0 irlc:re;ise either productivity or product quality. The success of 
tilt% programs seems to be dependent on the degree of management en- 
t- h llS i ilsm . Objectives of such systems are similar to those under- 
lyincl cjroup incentive systems, but getting employee commitment is 
I1Iorc (1 ifficul t. 

r3tlitlity circles are a management approach patterned after the 
~1;1~“I”‘?Se "sho-shudan-kanri" system where employees voluntarily 
work wi.t:h managers in small groups to improve productivity or qual- 
it.y t)y identifying and resolving production problems. Their suc- 
(*CSS relies heavily on management's commitment to the system and 
the involvement of employees and supervisors in interpersonal skills 
,1n(1 problem solving techniques. 

J,abor-management committees have objectives similar to quality 
circles but generally are not as formalized. They normally consist 
of uni.on and management participants who agree to solve commonly 
;ir]rec(l-to problems. The committees have operated at the plant or 
citywide level with varying degrees of success. Unfortunately, 
extensive time is spent breaking down traditional communication 
t)arriers, thus making increased productivity only a distant goal. 

Other group approaches include zero defects (somewhat more 
rlarrow in scope than quality circles), safet'y programs, and auton- 
omous work group programs. 

AJ'r'r,ICATION OF' GROUP INCENTIVE SYSTEMS - 
7'0 SIIRVTCK INDUSTRIES 

Although many service industry companies use profit sharing, 
they have tended to not use other types of group incentive plans. 
l,ittle reason exists for their avoiding productivity sharing since 
o\ltp~lt. measures may be easier to develop in many service industry 
iirms than in manufacturing firms because inventories are less of 
Cl I)r-ot)l em. In fact, many manufacturing firms have more indirect 
than (lircct labor employees, and therefore face many of the meas- 
llt-(?lncbnt problems encountered in service industries. 



i'ro(lucti.vity sharing pl:~ris have been successfully applied in 
a 1 i mit facl n\lmber of hospi tals, qovernmcnts, food services, insur- 
;Lr~~!f’ (:omf>;~n i es, repair firms, ;lrlcl 1)nnks. The primary reasons for 
the 1 i.mi t ~(1 ,l~)pl i cation I~rot~ahly incl utle the lack of (1) produc- 
t: i vi ty mr:;1su t-cs, (2) declicat ion to procluctivity improvement, (3) 
rn;lr~;l(~('rrrrtnt~ sophistication, and (4) knowledge of productivity shar- 
ing plar1:;. !Iowcver, since? service industries are increasingly 
i n te rest ('(1 in productivity improvement, the use of productivity 
sharing plans may become more widespread. 

Siqtlificant measurement problems may occur when output cal- 
cu 1 at ions [II-C? <lifficult to determine, as is the case in some Gov- 
f-: r rime n t. i i fJ f.1 n (:' i e S . In such cases, gain sharing might be determined 
l)Y s;ivitlqs \in(ler budget as well as quality monitoring. All of the 
other (1\1;11 i.t:y of work life systems that underlie gain sharing could 
be appliecl without difficulty. 

FU'I'URK I'ROSPACTS OF INCENTIVE SYSTEMS ._ ._ _ _ ^_ _ -.. _._-___-_ __- ._._.___ _- ..___. -_. 

While productivity sharing and quality of work life programs 
c\irrcnt 1 y are not widespread, their use will probably increase 
siqni fi cant1 y. The reasons for this include: 

--The clecline in the number of jobs where individual incen- 
t. i vcs are applicable due to advances in technology and auto- 
m;lt ion. 

--The increased recognition that employees do have an effect 
on productivity. 

--The need to stress productivity improvement. 

--13etter and more flexible gain sharing measurement systems. 

--More desire to use the creative and educational skills of 
employees. 

--Increase<1 recognition that gain sharing can be applied in 
the service industry. 

--lietter reference materials. 
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‘I’11(1 i 11 for-rrb\ t. i 011 we ~:~l>t;~i.nc~l from employees and union repre- 
sc~rit.Ci t i v(:s l)rov i 11rdd <t!i11, I f? cvi rl(!tlc*t3 of’ 1.1~~3 val.ue of productivity 
:;l~ii r i 11’4 . M;it~y f’i r 111s itch i c’v(.:~(1 s i qni f i chant savings from their pro- 
ilu(.:t.. i vi t y sIi;ir i nq plans an(l 1:he ma.jori t.y of firms expressed satis- 
fCic*t ion wi t.h t l~tbrn. Mo reeve K’ , most 0ffi.cial.s we interviewed at 
1‘ i I’ III:; t. Ilci t hF1.11 Ot.het- t y[JC?S Of i nc*entive pl.ans believed t-hat these 
1’ I <III:; CiLsc) t-esul t.r-brl in sicjrl i f i.cCltit. cost: savings. 

M,~IIY of lhe firms i.r1(11udt!tl in our review attributed signifi- 
c:<irlt WC-II-~ force savi.nqs t.o their proc1ucti.vitr.y sharing pl.ans. Sav- 
incls ;IVC~I ;~clc:rl 17. 3 pr:rcent:. ;\t the 13 firms with annual sales of 
1 e&s t hari $100 mi 11 ion. At the other 11 firms annual. saLes were 
$100 mi 1 I ior1 or rjreater, ancj savings averaged 16.4 percent. 

AmoIlq the 24 f i.rms providing financial data t those with a 
proclucl.ivity sharing plan in effect the longest showed the best 
per f(>rmance. Firms that. hat’l plans in operation over 5 years av- 
Crii(lefl ii Imost 23 Ilercent savings in work force cost for the most 
recerlt T’--yeJ,lr pcri.otl, wi t:h individual firms ’ average savings rang- 
i ng from 1 13. 5 to 77.4 percent. Those firms with plans in opera- 
t ion ICSS t11d11 5 years averaged savings of 8.5 percent. To cite 
some spec.* i f i <‘I examples : 

--A 1 arqe rrlar1\1facturincl company had all 360 emplcyees at one 
of its p1ant.s covered by a productivi.t.y sharing plan. The 
firm reporte(l savinyys in work force cost of 77.4 percent 
for the 1 ilSt 5 years. Savings were attributed to improved 
lat)or-mariarjerntnt rel.ations, which resultetl in improved proc- 
ess i nq techniques , better use of equipment, and reduced 
ene t”.jy consurnpt. ion. In the past 3 years, sales increased 
t)y $6 mi 11 i<jn whi Le the cost of goods sold decreased by 
$1.2 million. 

--A m;lnufact ur i.nq firm with approximately 2,000 of its 2,300 
(lr~mest.. ic: emp 1 oyees covered by a productivy sharinq plan 
S<lVk?Cl an aver;irje of 24 percent of participating work force 
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cost. in the last 5 yc;irs wit.h it.!; pl;lri. AnnUill savings 
r;lncjecl from 20 to 3'5 t)(>rf'ent . 4 c:f)mprkny official stated 
that savings ICISU 1 tt?cj fr~.m implemented employee suggestions 
<lncl from the incre<lse(l prcxluctivity of employees who were 
"war-kinrJ smarter an{1 harcler. " In 1979 the remaining domestic 
employees were put uniler the plan. 

--At another manufacturing company, 215 of the 225 employees 
were covered by productivity sharing. Ten company sales- 
men were paid on commission basis and did not participate 
in the plan. Average savings over the latest 5-year period 
was 14 percent of work force cost an(l rangetl from 11 to 
18 percent. Improved employee performance and less resist- 
ance to labor-saving approaches were tlescribed as impor- 
tant factors influencing the savings. 

The majority of productivity sharing plan firms did not peri- 
otlically assess the savings realized to determine their source and 
nature. Only nine firrns indicated they made such an assessment, 
and of these, only four could show documentation for them. Offi- 
cials at a number of firms said the source and nature of savings 
were difficult. to measure. When asked what they believed were 
the most important factors in realizing the increased savings, 
officials gave the following responses. 

Number Percentage 
of firms of _-. _ - -__ -_- responses -.- Comments .- -- -- 

10 14.9 Improved performance of 
employees 

10 14.9 Change in employees’ attitudes, 
job interest, and the like 

n 11.9 Increased productivity 

8 11.9 Reduction in scrap, rework, 
and waste 

f3 11.9 Better use of materials, sup- 
plies, and equipment 

7 10.5 Cost saving suggestions 

6 9.0 Improved processes or proce- 
dures 

5 7.5 Better product quality 

5 7.5 _ _ -. _ _ Other 

67 100.0 -- -__- _ -_--. 
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NONMONKTARY JiF:NEF'.ITS TJIAT CAN RESULT - ._ - _ .__._ __ _. __ .__.___ __.__. -.__- -------.--- 
P'IIOM J'ROJ)lJC'I'IVI'J'Y SJlARING PLANS _ -. ._... _._ - __._ -___- ___-__- -_-.--.. 

'J'he following graph summarizes firms' responses to the ques- 
tion of whether their productivity sharing plans have resulted in 
rlonmonetary tjenefits, such as improvetl Labor-management relations, 
f‘fzwer (jriffvances, less absenteeism, and reduced turnover. 
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Other J,enefits mentioned by some of the firms included better 
terimwork, increased job satisfaction, closer identification with 
t.ht:! f i. rm, ant1 less resistance to change. 

SA'J'ISJ~'ACTIC)N OF FIRMS WITIJ -__-.- -... -.- --__ - .._. - ---- - 
J;R6l~)lrc-r'IVITY SHARING PLANS 

The vast majority of firms expressed satisfaction with their 
J)ro(Iuctivity sharing plans and believed that the current benefits 
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Most. of tht? (-)ffic’i;ils we irlt.erviewecl at firms that had adopted 
i nc:r:nt i.vt: pl ;ir~s ot.hc!r- t.h;ln ~)rotl~~cti vi ty shari.n<j believed that these 
r-es11 1 t ~2~1 i rl s irJ!ii f i(:dnt k)c;ic.iFi t-1.3 Ffir t-1lci r coIrll)any. For example: 

--A 1 rirc~tl ~~~iir~t~fi~(:f.uri n(j corJ)orllt.ion had instituted a profit 
:;ll;ir i ncj 1) 1 dn wh i ch ~(3s t- i f?d to improvements in productivity. 
Arlrlllil 1 ]“ly0IIt.s WC’r’C macle i n (:ompany stock. Among the hene- 
fit-s i1t.t ribut.cci t-0 the plan were increased sal.es ant3 earn- 
i. rlc.1 s ; i in~)rr.)ve(l pro(lu(:t.. qua’1 i ty; arid a strong sense of be- 
I onc‘j i tlq, (*( )mpe t i t i vc1 zei-3 1 , ii rid company loyalty . Over the 
1 ,ist 1 0 yC’(i r-S , I>ro~l~lc*t i vi t y cjrowth averaged 15 percent. 

--Ariot her c~c,r~,or a! i on i~~cIt~(letl almost all of its 15,000 pro- 
c~t1ct i or1 (?Hi[ 1 oyec?s OfI j rlcl i vi.(Iun 1 or group incentive plans 
th~sefl (III ~2rl~Jirleerc~(i stan(l;ir(ls. The company gave its incen- 
t i ve 1’1 <it1 Lop pr i.c,r i. ty . St.;lndar(ls were consistently moni- 
t orcci, rvvi i?WC?d, ;~rlcl revi serl as necessary. According to a 
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top official, production employees regularly earned 30 to 
35 percent above their wage rate and the company enjoyed 
higher profits than any of its competitors. 

! Iowever, not all firms were pleased with their incentive 
plans. Officials at two firms expressed dissatisfaction with their 
tra(liti.onal wage incentive plans. 

--Officials of a large industrial corporation with annual 
sales approximating $800 million said they were gradually 
phasing out the firm's engineered standard wage incentive 
plan. At the time, about 1,000 of the company's 15,000 em- 
ployees were covered by direct incentives. Administrative 
costs to maintain the plan were considered excessive and 
the increasing automation of the production process, ac- 
cording to company officials, was reducing the ability of 
individual workers to affect production. 

--At another corporation, incentives based on engineered 
standards had once been widely used but remained in only 
5 of the company's more than 100 facilities. The company 
believed that these incentives were too difficult to admin- 
ister and that monetary incentives alone were not a suf- 
ficient motivator. As a result, the company had begun to 
adopt quality of working life programs at some locations. 
These programs have resulted in improved productivity, 
greater teamwork, and less absenteeism. 



FACTORS RElATEI> TO TfIF: ADOPTION 

OF A PRODUCTIVITY SFIARING I'IAN 

Although productivity sharing plans have been in existence 
For many years, they have not as yet gainetl widespread acceptance. 
Nevertheless, many firms are in(ticating a growing interest in pro- 
(Iuctivity sharing. Although the earliest plans were adopted pri- 
marily t)y privately owned companies, many publicly owned corpora- 
tions have also begun to adopt them for various reasons. Depending 
Cl11 ii comp<+ny ' s reason or reasons for adopting a productivity shar- 
i n(j !)I an, the type and number of employees covered by sharing plans 
will vary. Other factors that will vary include (1) the role con- 
srll tants, if used, will play in designing and implementing a plan, 
(2) the k)asis and conditions for bonus payments, and (3) the amount 
of assurance employees receive that the payments are equitable. 

I'RC)I)IICTlVlTY SIIARING PLANS WERE -_.-- 
~,f~Ol~TEI~ N-]f? VARIOUS REASONS -_. - - ._- ____._ -- -___-.___. - 

The following examples provide insight into the circumstances 
that can Lead to the adoption of productivity sharing plans. 

--An official of one large corporation said that although the 
firm was successful, management felt that productivity 
could l)e improved. The company was experiencing high em- 
ployee turnover, and dedication to the company seemed to 
be generally lacking. Moreover, facilities and equipment 
were not being used to capacity and product quality was 
not completely satisfactory. This official had been inte- 
rested in productivity sharing plans for many years and 
through his efforts convinced others in top management to 
try the program. 

--A productivity sharing plan was adopted'at another firm as 
a replacement for a piecework incentive system. Management 
had become dissatisfied with piecework because of continual 
conflict with labor over what the standards should be. 
Moreover, employees did not exhibit a sense of team work-- 
each was out for his or herself. Also, management did not 
believe that piecework encouraged improved methods or pro- 
cluction processes. 

--During wage negotiations at one company, the union wanted 
an incentive, such as a Christmas bonus. The company also 
favored some type of incentive but wanted it tied to pro- 
ductivity. About that time, management became aware of 
productivity sharing and consultants were brought in to 
design and help implement a system. 
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Mf)st f i rmc; a~lopterl productivity sharing plans at locations 
wli~~r~.! ot.ller incqentive plans were not operating. Where other in- 
~~t~rlt i v(% ])l;Inr; r?xist.ecI, they were usually discontinued once pro- 
I II I(-t i v i t:. y !;h<,ir- i.n() was in place. Proc'lllctivity sharing plans were 
Il( It Il3(.'~1 ilS c-1 s~ll):-;ti.tutr for competitive wages and benefits. As 
:;llowtl i II the Fol lowing table, over 90 percent of the firms parti- 
(3 i p;lt i I~CJ in the study intlicated that etnplloyees who earned bonuses 
91 I >;I‘, r-~+(:t.!i.verl wages nn(l heneEits that were competitive with other 
f'irms in their geographic areas. Also, productivity sharing plans 
~Ipp;lr(~!tltly were not established to avoid unionization. Almost 
C)O I)erc(?nt of the firms with productivity sharing plans had unions 
<it. 10~:~it ions where a plan was established, and of the remaining 
firms, on1 y one indicated that a reason for adopting a plan was 
fe;-lt- of unionization. Over half of the firms that were considering 
or hncl considered adopting a plan were unionized. 

WaJes and Benefits of Employees Receiving -_--- 
Bonuses andThose Not Receiving Bonuses Compared to Prevailing .- -. __- .-. .- - -..- ---- -.-- 

Wages and Benefits - - --- 

Wa~.Ies and benefits Employees receiving Employees not 
(not including bonuses) bonuses receiving bonuses --____ ~- 
compare(l to prevailing Number Number 

wages and benefits of firms Percent of firms Percent .L --.-- .--- 

Better 37.1 23.5 

Same 19 54.3 11 64.7 

Worse 3 8.6 2 11.8 - _ 

Total 35 100.0 a/ 17 100.0 = - -- I== 
;i/At L8 firms, all employees at the facility received productivity 

sharing bonuses. 

EMPI,OYEE COVERAGE BY PRODUCTIVITY - 
Sf1ARING PLANS VARIES 

In general, the smaller the companyD the higher the percentage 
of employees covered by the productivity sharing plan. For example, 
many of the smaller .firms-- those with annual sales of less than 
$250 mi ll.i.on-- included at least 95 percent of their work force in 
the Illan. on the other hand, the larger corporations contacted 
t.entIel to limit coverage to one or two plants or to a small segment 
of the work force. Usually when a productivity sharing plan was 
pllt into effect, coverage was extended to all categories of 
t.:rnp I oyees-- supervisory, administrative, and/or production support 
personnel. as well as t3irect production workers. In most cases 
new employees were covered by the plan after an initial waiting 
f)eriocl of from 30 to 90 clays. 
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At. 50 I)cr<:ent of tlie f irlrts intervicwecl, employees votef? on 
t:tlc ~)rocluc.tivit.y shar.i.tlq pl;iti [)ri.c)r to adoption. The approvaL rate 
t-,ln(fc(l !‘r-OIII 00 1.0 96 pcrcetlt.. Abo~~t h,sl f of these firms polled 
t: he i I‘ (.‘IIlp 1 fJ’jCc2C-S il f ter t.hCZ [>I Firi ‘1.1;1(1 bC?C?rl operat i rlq for a per ioc-I of 
t i mc t 0 s cc i f they wanted tile ~,lan to continue. Tn all cases the 
ernplc~yccs vote~l to continue the pl iln, and exce,pt for one case, the 
r-ii t. cf f~ f approv;lL was as hiqh or hi{-yher than the initial vote. 

Sc:;inlcJn pIc~ns are the only type of sharing plan that nOrmally 

r fvju i t-e:; <-in c?rnployee vot.e on the adoption of a plan and a revote on 
it s c:c)nt. itillat ion ilt the entl of the first year of operation. IIOW- 
eve r , WC foutlcl that while most of the firms with Scanlon plans 
11sc(1 ctmployee votes on adopting the plans, Less than 50 percent 
took ii revote on continuing the plan at the end of the first year 
0 f operCl t: ion. 

CONSlJl,‘l’ANTS I'LAY AN AC'U VE RC>I,F: IN _ 
‘i MJ’J,KM’J~:N’Ti-Nil? -J’IiODlJC:‘J’TVTTY C;ilAR TNG J’lANS 

(lonsli1tilnt.s were used by almcst all firms to help design and 
implement protl11ctivity sharincl plans . After a plan was implemented, 
cot1su 1 t;Int s were frequently engaged to monitor progress and attend 
COIilIlli. 1: tee lneC?t. i nqs, helping to resolve <any problems that arose. 
'I'he firms that (lid not use consu l.tants had productivity sharing 
plans t hat meas\lr-ed outpllt Caqainst total. hours worked. An official 
;It one sue-h firm told us that he designed the plan himself after 
extensively researching productivity sharing plans. 

BASES AND CONDITIONS FOR _ -.- . ..--._ - -- .___.__ ____ -__-- .--- 
I)C)NIJS ITAYMKNTS VARY 

For the most part, bonus formulas measured the payroll of the 
plant or firm against gross sales, adjusted for returns and allow- 
a n c e s , or ilutput against total hours worked. - However, some firms 
had motlifiecl tllsir formulas so that they were based on other fac- 
tors. For example: 

--A manufacturing company had modified its Scanlon plan so 
that the formula was based on profit rather than sales. A 
bonus was earned in any month to the extent that profit for 
that month exceeded l/l2 of 5.25 percent of the company's 
net worth. Any bonus earned was shared 56/44 between the 
company and participating employees. 

--Another corporation hat3 established a Scanlon plan at one 
of its facilities. The formula had been modified so that 
bonuses depended on four factors: production, product 
quality, expenses under control of participating employees, 
and safety. The company retained 25 percent of any savings 
achievetl and the balance was paid to participating employees. 
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--Another firm based its bonus formula, in part, on the fac- 
tors it believed most influenced the business. These fac- 
tors were customer service: effectiveness of the work force: 
and efficient use of supplies, materials, and money. 

Almost all firms paid bonuses on a weekly or monthly basis. 
The savings resulting from productivity sharing plans were split 
between the company and the employees, with the firms' shares of 
the savings ranging from a low of 25 percent to a high of 79 per- 
cent. Improshare plans typically divide all savings equally be- 
tween the company and participating employees. Scanlon plans 
generally provide that 75 percent of the savings goes to employees 
and 25 percent to the firm. In Rucker plans, on the other hand, 
the sharing ratio is not standard but is based on the production 
shares attributable to labor or to the company. That is, labor 
receives a bonus based on its share of production value. 

In some productivity sharing plans, a portion of the bonus 
is set aside to offset deficit periods. At the end of the year, 
any balance remaining in the reserve is distributed to participat- 
ing employees as a year-end bonus. Twenty of the productivity 
sharing plan firms we interviewed reported that a portion of the 
bonus, ranging from 5 to 33 percent, was retained as a reserve. 

MOST FIRMS ASSURE EMPLOYEES THAT 
BONUS PAYMENTS ARE EQUITABLE 

One of the factors contributing to the success of a produc- 
tivity sharing plan is the assurance employees are provided that 
bonuses are determined equitably and fairly. Most firms said that 
bonus payments were audited either by internal or external audi- 
tors or both. At 17 firms the results of audits were frequently 
communicated to employees. Other methods identified to assure em- 
ployees of equitable treatment included posting results on a bul- 
letin board or in a company newsletter, having sharing plan consul- 
tants review results with employees, or having management discuss 
results with employee representatives. 
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CHAPTER 5 --_- ------- 

DIFFICULTIES ENCOUNTERED WITH --__--.- ------ 

PRODUCTIVITY SHARING PLANS -- ---~-.----.--- 

I1espit.e the numerous benefits claimed for productivity shar- 
irlg plans, many pitfalls exist which can affect their success. 
Wl1t.tn ii firm attempts to establish a productivity sharing plan, it 
m;iy encounter difficulties trying to develop a workable bonus for- 
mu I ;1 . Other firms may have to overcome resistance by employees 
anrl management. Once the productivity sharing plan begins func- 
tioning, other problems may develop because the plan was not prop- 
erly implemented or monitored. If financial reverses occur, ex- 
pectecl cost savings may not materialize. These and other problems 
can result in the ultimate demise of a firm's productivity sharing 
plan. 

OHSTACI,F:S TlIRT HINDERED FIRMS IN CONSIDERING _ _ - - .- .._ -. .---- 
ANI) IMI'I;~~M~;NTING PRODUCTIVITY SHARING PLANS .I_ ^ _ ._ - - -.-A. -- --__ 

Three of the seven firms interviewed that were considering 
acloption of productivity sharing indicated that the ability to 
rlctvelop an appropriate bonus formula would be a major influence 
on whether they ultimately adopted a plan. At one firm, a lack 
0 r ;ldeguate historical records was making it difficult to develop 
a base period. An official at another firm said that determina- 
tion of an appropriate base period was complicated by the firm's 
product mix, which varied substantially from year to year. A 
thi rd firm, which was described by a company official as highly 
caPi ta 1 intensive, was trying to develop a bonus formula which ac- 
curately reflected productivity gains by the employees and which 
was not. affected by price increases. 

'Factors being weighed by the firms considering adoption of a 
;>rocluctivity sharing plan included developing an appropriate bonus 
formula, fear of rejection by the union, need for stronger commit- 
rnent hy management, need to raise current productivity to an ac- 
ccptahl e 1 eve1 , and the need for improving markets for the com- 
pany's product and increasing profitability so that a bonus could 
be paid. 

The two firms that elected not to adopt a productivity shar- 
ing plan gave the following reasons for their decisions. 

--The president of a small electric motor manufacturing firm 
said he decided not to adopt a plan because of an unsatis- 
factory relationship with consultants. About 3 years ago 
a consulting firm gave a presentation to company officials 
on the benefits of productivity sharing. Company officials 
were interested but the consulting firm was slow in helping 
the firm implement a plan. When 2 years passed and little 
progress had been made, the president sought the services of 
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,trlot.Llcbr consultant. However, by this time many employees 
fjilcl L)ecorne frustrated by the long and drawn out process. 
AS Y1 result the president decided not to implement a plan. 

-- The manager of a plant in a multimillion-dollar industrial 
corporation said a productivity sharing plan was considered 
for the plant to increase productivity and improve labor- 
management relations. However, officials at the corporate 
headquarters rejected the plant's request to adopt the plan. 

P'ifty percent of the firms we interviewed said they had en- 
countered obstacles in implementing their productivity sharing 
L)l;lns. The obstacle most often cited was resistance by employees, 
management, or unions. Various expLanations were mentioned for 
t~rnployce nncl management resistance. In some cases, employees on 
L)ic?c.:t?work feared a loss of income if productivity sharing was 
aclop t ed . One firm allayed this concern by guaranteeing the wages 
of its piecework employees for a specified period after productiv- 
ity sharing was implemented. In another firm where coverage under 
a productivity sharing plan was limited to production employees, 
resentment arose among employees not included. 

Management resistance at several firms was attributed to the 
difficulty some managers experienced in adjusting to the partici- 
pative management concept. For example, one firm reported that 
although employee turnover decreased because of its productivity 
sharing pLan, turnover among managers increased. 

WLIY SOME PRODUCTIVITY SHARING _.-.- -..- -._ ---..----- 
PLANS ARE NOT SUCCESSFUL .._ -. _.-- ---. -.- -.---.~--- 

Three firms had discontinued their productivity sharing plans 
and three others did not believe that the current benefits from 
their plans warranted their continuation. Numerous reasons were given 
for the Lack of success at these six firms including 

--financial difficulties, 

--lack of management commitment or dedication, 

--inadequate design or implementation, 

--Little or no bonus payments, 

--faiLure to develop a good communication system between 
labor and management, 

-- insufficient monitoring of performance, and 

--llse of a questionable bonus formula. 

!.:x:~rnini.ng SeVeri cases in detail may be useful in illustrating 
fili:t.ors which can Lead to the failure of productivity sharing plans. 
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A mtll tiprotltlct. manufacturinq company with ilnnual sal.es of 
over $600 million implemented a productivity sharing plan in one 
of its (livisions. Shortl.y after the plan got underway, the corn- 
pany inc.llrrctl some major expenses which forced it to shift funcfs 
iiwii y from the division with the productivity sharing plan. This 
cause<? a layoff of a number of employees: those remaining feared 
that the plan would cause them to work themselves out of a job. 
The proqram's credibility plummeted and the plan was finally 
dropped about 6 months after it started. Although bonuses aver- 
aged 9 percent during the period the plan was in effect, manage- 
ment was not convinced that the bonus formula was adequate. 

Case I3 _ _ _ 

A small manufacturing company with annual sales of about 
$24 million set up a productivity sharing plan for all its emplr7y- 
ees. The pLan was discontinued about 15 months later because of 
serious financial reverses. According to a company official, he- 
sides financial difficulties, the plan failed because it was imple- 
mented without sufficient planning. Goals were not clearly estab- 
lished and management was not fully committed to the plan. A 
union official said that participative management meetings never 
had high priority. Employees could not understand why they re- 
ceived a bonus one month but not the next and the company failed 
to provide an adequate explanation. When financial problems de- 
veloped, the plan was abruptly dropped. As a result, the union 
official believed that relations between management and labor were 
twice as bad as they were before the program started. 

Case C ___--.- -- 

A manufacturer of specialized parts established a productiv- 
ity sharing plan 2 years ago. According to a company official, 
expected benefits never materialized. Management assumed that once 
the program was in place, it would take care of itself. Further- 
more, a good communication system between labor and management was 
never established. The official responsible for the plan favored 
discontinuing it because bonus payments were never made and because 
employees and management interact only minimally. 

Eight other firms noted similar problems with productivity 
sharing plans. However, at all of these firms officials believed 
that current benefits outweighed disadvantages. For example: 

--A metal product manufacturer with approximately $300 million 
in annual sales operated a productivity sharing plan cover- 
ing all employees at 1 of its 13 facilities. In the first 
year of the plan's operation, savings of $64,500 were gen- 
erated during 5 months, while losses of $96,000 occurred in 
the other 7 months. The resulting $31,500 deficit was at- 
tributed to a loss of sales due to a slump in the industry. 
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N C! v (2 r t II e 1 e s s , a company official expects performance to 
improve once business conditions pick up. The firm had no 
plans to abandon productivity sharing. 

--A small manufacturing company included about 900 of its 
1,200 employees in a productivity sharing plan. Savings 
from the plan averaged 27 percent over the most recent 5- 
year period. Tn addition, a company vice president said 
that labor-management relations had improved while employee 
grievances, turnover, and absenteeism had decreased since 
the plan's inception. Nevertheless, several top management 
officials expressed reservations about the plan due to a 
lack of good criteria to measure effectiveness. 

--A division of a multibillion-dollar manufacturing corpora- 
tion established productivity sharing plans at four of its 
smaller facilities. Most of the other plants in the divi- 
sion used individual incentive plans based on engineered 
standards. The productivity sharing plans were considered 
a temporary measure to be used until engineered standards 
could be developed. In the 4 years the productivity sharing 
plans had been in effect, savings realized averaged less 
than 1 percent of participating work force cost. The smal- * 
ler savings were attributed to wide swings in volume and 
inadequate monitoring of the plan. However, according to 
a company official, productivity at these plants had im- 
proved and he believed that current benefits warranted 
continuing the plan. 

Most of the problems mentioned in adopting or operating plans 
were due to internal factors, such as financial difficulties, in- 
sufficient commitment by management to sharing plans, and inade- 
quate plan design or implementation. Despite these problems, the 
benefits of increased profitability and of improved employee morale 
ant1 labor-management relations resulting from productivity sharing 
plans were thought by almost all firms to outweigh the difficulties 
that were incurred. 
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CIJAPTER 6 

PROI-)[JCTIVITY SIIARING PI,ANS CAN CONTRIBUTE -.__ __.------._-.- - .-.- ---.-.-. . ..-.------~-----~- 

'I'0 I'RODUCTIVITY IMPROVEMENT AT THE FIRM LEVEL .._ ..---. .~----~- ---- 

I'ro(l\lc:t.ivit.y sharing plans are just one of many types of pro- 
cJr-<irrl:; (l(~S iqtlecl to motivate employees and raise productivity at the 
f i t III 1 <'VC 1 . The plans can be adapted to both large and small firms 
rl:j Wt!ll iis to either manufacturing or service industries. Despite 
t IIf. f,lc*1 th<lt the programs have received attention in many re- 
:;Jjt*c't thcl tl\lsiness periodicals, relatively few firms have adopted 
t ll~~lrr. ilccause of the serious problems caused by the decline in 
tl<lt iorJ,lI I)rc)(luctivity and a high rate of inflation, we believe 
I 11111 firms should examine productivity sharing and other incentive 
1'1 Sll'lS IIIO~~ closely to determine whether they can contribute to 
t h(lir r)wn productivity improvement. 

I~t~~*Iining productivity has an adverse affect on the cornpeti- 
t i vc; I"):; it ioti of many firms. The results of productivity sharing 
J' 1 <III:; :;\l(jqt.:sts that these plans offer a viable method of enhilncirlq 

@j)t 1.1(1~1(.f ivity at the firm level. As such, these plans warrant seri- 
c Ill!; (.otl:;i(lerat:ion by firms as a means of stimulating productivity 
j~f'~'fc)r-m,~nc:e, enhancing a firm's competitive advantage, increasing 
t11(> morl(:tary benefits of a firm's employees, and reducing infla- 
t io11,ir.y J)ressures. In addition, successful productivity sharing 
1'1,111s f~(~nc?rally result in nonmonetary benefits, such as improved 
f’lll[, 1 oyc?f’ morale and reduced absenteeism. 

MCitiagernent should recognize that instituting such plans re- 
cl\1 i I es <i commitment to cooperative labor-management relations. 
For t 11c> J)l;Irls to work, employees and labor unions must be involved 
(111r i IICJ t lie plans ' development and establishment. 

While successful productivity sharing plans can produce many 
lrchtlrbf i t s, they should not be viewed as a panacea. The plans sh0ul.d 
rj111y k)o (*onsi.dered by those managers who are willing to devote the 
IIf'L'(~?;?;c-i 1.y time and effort to implement the plans effectively. The 
fnllr)wirlcJ suggestions were derived from discussions with firms 
t hclt. lliiVC? aclopted such plans and from other knowledgeable sources. 

---0l:ttain information on the mechanics of operation and fea- 
tures of all the principal types of sharing plans, as 
well as other types of worker motivation programs. Sources 
of such information are the American Productivity Center, 
Work in America Institute, and the numerous other productiv- 
ity centers around the country. 

Solicit --. the views and advice of firms that have adopted 
s~~c:cessful plans, including information on tailormade re- 
finements to the principal types of plans that may be par- 
t.icularly beneficial to the firm that is considering the 
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<~cIr)I)t irln of ;I program. The sources cited above, as well. 
<IS t-he consultants active in establishing such plans, may 
l)c? hclpf~ll . 

--(lonsicler hiring a consultant to assist in installing a plan 
even if the plan was developed by the firm. 

--!)ncf: ‘.i clecision has been made to adopt a particular shar- 
ing plan, atlvise employees and the union on its features, 
mechanics of operation, and benefits to the company and 
c:rnp 1 oyees . 

--Since I)oth management and employee commitment to the sharinq 
plan is critical to the plan's success, firms should require 
a vote on implementing the plan. 

--Assure employees that bonuses are being determined equitably 
antI fairly. This can be done either through audits or some 
form of disclosure to employees. 

--Establish a base period and bonus formula that assures that 
bonuses will be paid from the outset of the plan. Other- 
wise, the work force may question the sincerity of manage- 
ment's interests to fairly reward the work force for im- 
proved performance. 

--Kstablish a sharing plan in a way that permits periodic 
review and a fair and equitable adjustment of the formula 
for new capital equipment or changes in product mix. 

--Do not consider sharing plans as a substitute for sound 
progressive management, but rather as a means of sharing a 
portion of management prerogatives with those who are an in- 
tegral part of the production process--the employees. 

--Do not consider sharing plans if the firm is not in a posi- 
tion to market additional production that can result from 
the implementation of a plan. 

--Do not assume that sharing plans are implemented to avoid 
unionization: most of the firms surveyed had unions operating 
at the time of plan adoption. 

--Do not use productivity sharing plans as a substitute for 
competitive waqes and benefits. Once a sharing plan is 
adopted, wages and benefits must remain competitive. 

--Do not assume that once a plan is implemented it will take 
care of itself. Constant monitoring and attention are 
needed. 
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Firm official.s should also consider other programs and 
management techniques designed to motivate cmpl.oyees and raise 
product ivity . Productivity sh;irinq plans nay not work in all 
firms. Yet, we have found that when properly implemented and 
;i(Irninisterr?tl, productivity sharincj plans can effectively cr,ntri- 
t)llt.e t.o improved productivity. 
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Al)I)KNl,I X I. APPENDIX I 

PROFILE OF INTERVIEWED FIRMS ------ --..--- 

We categorized the 54 firms we contacted as follows: 

--Those that had adopted a productivity sharing plan. 

-- Those that had considered implementing a plan. 

--Those that did not use productivity sharing but did have 
other programs to motivate their workers. 

TYI'FS OE' INCENTIVE PLANS 

Thirty-six of the firms we interviewed had productivity shar- 
ing plans. ALL but three of the plans were active at the time of 
our review. 

Type of plan 
Number 

of firms 

Scanlon 17 

Rucker a 

Improshare 11 

a/The number of plans adds to 38 because two firms had different -. 
plans operating at two or more of its plants. 

Twenty-two firms had a productivity sharing plan in effect 
for less than 5 years. The newest plan was 8 months old at the 
time of our review, the oldest was 29 years. 

Age of productivity 
sharing plan --- 

Number* 
of firms 

Less than 1 year 2 

1 to 3 years 14 

3 to 5 years 6 

5 to 10 years 6 

10 to 20 years 3 

20 years or more 5 - 

Percent 

5.6 

38.9 

16.7 

16.7 

8.3 

13.9 

36 100.1 
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‘I’ll*’ f’ i rl;\ 1 c-a teqory of f i rmr; cr)rnl)r i scc3 t-hose t.llat cli.cI not h;-\vfb 
~)t-c)~lII(:t i vi t y sh<lrinq plans. The nine firms interviewed hall the 
fol lowir~cr types of incentive plans. 

Number 
‘I’yJe 0 f p 1. an of firms 

I rlcl i Vi clUil1 or group incentives 
l);~serl on engineererl standartls r 

l’rof i t shar ing 5 

c)u;~ 1 i t y of work 1 if@ 4 

a/ 16 

a/ Several firms hat3 more than one type of pl.an. 

P’CW service-type orqanizat i.ons have adopted or considered 
aclol)ti1lq pro(luctivity sharing plans. As illustrated on t-he next 
paqe, most: of the firms we contacted were in the manufacturing 
sector. 

Thirty-fi.ve firms were either publicly owned stock corpora- 
t ions or their susidiaries. The remaining 1.9 firms were private 
or fami 1 y ownecl . An official at each of 11 firms descri.hetl their 
cr mpl n i C?S as c:npi.tCiL intensive; 21 said their firms were labor 
i nt-.(?tls i VP; ;In(l 22 said their firms were both labor and capi.tal 
i rit. ens i v(t . ‘I’hi rty, or 56 percent-, of the firms were unionized. 

‘I’tlt: size of the firms corltacted ranged from a smal. 1 inane fat- 
t ur i.ncJ c:ompany with less tShan 100 employ&es and $1 .5 million in 
.STIl I!?; t (’ I ~1 rn~ul t ihi 11 ion-rlol lar corporation with more than 100, 0C.i) 
errl[‘l oyc,cs . 
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nr)r’r~:rJr) I x I APPENDIX I 

Fur n i. t II r e 

f'aper, fiber, and 
woorl products 

J?ul)kx?r and plastic 
J>rotlucts 

I ntlustrial and farm 
eqt~ipment 

Glass, concrete, and 
abrasives 

Metal manufacturing 

Metal products 

F:lectronics and appliances 

Motor vehicles 

Office equipment 

Other manufacturing 

Total manufacturing 

Firms 
considering 

Productivity productivity 
sharing firms sharinq - -- 

Service 

Jlospitals 

Tnsurance 

nanking and savings and 
loan 

Total service 

'I'(YI'AI, 

4 

1 

1 

2 

6 1 

1 

2 

1 

3 

1 

2 

2 - 

35 8 

1 

1 - 

36 

1 - 

1 - 

1 - 

9 
= 

Other 
firms .--.- -- 

1 

1 

1 

1 

2 

1 -- 

7 

1 

1 - 

2 _- 

9 5 

Total --- 

4 

2 

3 

2 

8 

4 

3 

10 

4 

4 

2 

4 ..- 

50 

1 

1 

2 

4 _-.- 

54 

(910305) 
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