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ABSTRZ'I.CT 

Many companies are frnplementing gainsharing plans to help 

reve1:se the declining productivity in the United States .. This study 

examines the recent u9swing in co:npanies ado?ting these plans. It 

describes the six most co,nnon gainshar ing Dlans in use today and 

discusses what is necessary in order for an organization to enhance 

its chances for a successful plan. Details of the various roles 

involved in implernenting and controlling a plan are presented. The 

s9ecific roles include those of the supervisors, managers, and the 

unions. 

The results from three surveys are shown that indicate how the 

comE)anies 9erceive the gainsharing concept and how successful they 

have been. Also, some individual cases are ?resented to get a first

hand look at gainsharing and to see the effects the plan has had on 

t,eir productivity. The 9aper concludes with a look at the long-term 

possibilities of the gainsharing programs. 
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CHAPI'ER I 

INTRODUCTION 

Gainsharing isn't a new concept. Yet more and more canoanies are 

looking at gainsharing plans to solve economic and human resource 

problens. What is gainsharing? How can it solve these problems? This 

pa?er wi 11 attempt to answer these questions. It will examine the six 

most corrmon gainsharing plans in some detail explaining the major 

differences among them and their benefits. When a gainsharing plan is to 

be imple~ented, one thing is certain, the usual roles in an organization 

are going to change. The roles of the supervisor, manager, and the union 

wi 11 be explored. Finally, some results achieved wi 11 be shown and a 

look will be taken into the future of gainsharing. 

While all the questions about what a gainsharing plan is will be 

discussed in the next chapter, a general definition is in order. 

Gainsharing plans can be defined as: 

Programs designed to involve employees in i~proving ?roductivity 
through more effective use of labor, capital, and raw materials. 
Both employees and the company share the financial gains according 
to a predetermined formula that reflects improved productivity and 
profitability. The enphasis is on group plans, as opposed to 
individual incentives.l 

1 Carla s. O'Dell, Gainsharing: Involvement, Incentives, and 
Production (New York: ~~erican Management Assoc1at1on, 1981), 10. 

1 
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The irnoortant aspect of the definition is the increased profitability 

through the improved productivity. 

Gainsharing vs. Profit Sharing 

Gainsharing is also known as prcduction sharing, cost-saving 

sharing plantwide incentive plans, and ?articipative ~anagement programs 

among others. The term profit sharing is sometimes used in literature to 

describe the same concept as gainsharing, hor,,,12ver, most literature 

differentiates betvveen the two. Profit sharin-J generally refers to a 

grou9 reward plan that either puts a predetermined share of the profit 

into a pool and distributed to eligible e:nployees in cash, usually 

annually, or profits are deferred into a retirement program, or a 

combination of the two.2 There is almost never an employee involvement 

system enployed in a ?rofi t sharing plan. So al though the t'AiD terms 

gainsharing and profit sharing are someti~es used interchangeably, that 

isn't the case in this paper. 

Interoreting the Surveys 

Just how popular are gainsharing t_Jlans? 2\nalyzing the different 

surveys available is difficult because of the varying interpretations of 

the term gainsharing and the types of organizations surveyed. One survey 

of 504 large companies showed 199 of them having a gainsharing program 

with another 191 of thet1 saying they were in the process of studying 

them.3 In another study, 1,598 organizations \.Jere studied with only 211 

of them participating in a gainsharing plan. What makes this statistic 

2 Ibid., 22. 

3 James E. Hamers tone, "How To Make Ga inshar ing Pay Off, 11 Training 
and ceveloanent Journal 41 (April 1987):80. 
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so misleading is that one-half of the organizations in this study were 

service organizations.4 Although gainsharing is catching on with service 

organizations, most of the current plans implemented are in 

manufacturing organizations. The only conclusion to te drawn from the 

two studies is that gainsharing plans are increasing, to what extent is 

hard to tell. 

4 Carla O'Dell and Jerry McAdams, "The Revolution in Employee 
Rewards," Management Review, March 1987, 30. 



CHAPTER II 

GAINSHARI~G PLANS 

There are six basic gainsharing plans: Scanlon, Rucker, 

Improshare, Productivity and 1-vaste Bonus, Group/Plant, and DARCOM. 

However, because all organizations have unique needs, each of the plans 

can be tailored to fit these needs. This essentially means that there 

can be innumerable variations of the six plans. This chapter covers the 

basic principles of each plan, discussing the original philosophy behind 

the plans, and briefly explaining the bonus calculations. 

There are key differences among the six plans and they evolve 

frn~ different philosophies, productivity measurements, and provisions 

for employee involvement.5 They all have the prL11ary goal of 

productivity improvement. The selection of which plan works best for 

which organization depends on the work environment. The Scanlon and 

Rucker Plans are appropriate in organizations where prices are inelastic 

and labor costs are relatively high. They are also favored if management 

goals are not limited to productivity increases. 

If management only wants to supplement base wages with bonuses on 

productivity increases, Irnproshare is particularly attractive. Rucker 

and Productivity and Waste Plans help control excess scrap or quality 

5 Michael Schuster, "Gain Sharing: Do It Right the First Ti~e," 
Sloan Management Review, Winter 1987, 22. 

4 
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problEms. Scanlon should be avoided if quality control is a major 

factor. Scanlon and Rucker Plans are good if both direct and indirect 

labor are to be included in the program.6 

Improshare, DARCOM, Productivity and Waste Bonus, aoo Group/Plant 

measurement systems don't require any di vulgence of proprietary 

information that could be used to the union's advantage or fall into a 

competitors hands. The Scanlon and Rucker Plans, l:eing financially 

measured, could very well have this happen. Also, the formulas of these 

four plans can be applied to s:nall groups within the plant. Scanlon and 

Rucker are applied to the entire workforce .. However, the formulas for 

both the Scanlon and Rucker Plans are relatively easy to understand 

while the others can get pretty involved.7 These are only a few of the 

differences among the plans, there are nl]"Oerous others. It's easy to see 

there are many advantages and disadvantages to each ?lan. A company has 

to study hard the intricacies of each and determine which fits best in 

their envirorunent. 

Keys to Success 

The success of a gainsharing plan appears to have four keys. The 

first is defining the plan's strategic objectives. The next is devoting 

sufficient resources to feasibility assessment and plan design. Third, 

6 Christooher s. Miller and Michael H. Schuster, "Gainsharing 
Plans: A Compa-rative Analysis," Organizational Dynamics, Sumner 1987, 
66. 

7 Ibid., 63. 
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comnitment to the concept must be made at all managerial levels. Lastly, 

the plan must be successfully implemented.8 

The objectives and conmit.11ent of managers are self-explanatory. 

The plan design and implementation are briefly discussed below. In 

planning the design the following questions should be asked to define a 

company's position. 

1. Which groups of enployees should participate in the gain
sharing ;,lan? 

2. How ~uch e11ployee involvement should there be and under what 
ground rules? How can the employee involvenent best be 
structured? 

3. How should the bonus be measured? 
4. How often should the gain sharing be measured? 
5. What other human resource strategies should be employed to 

effectively canple11ent the plan and maximize its 
effectiveness? 

6. When should the gain sharing begin?9 

The ans\-vers effectively narrows down the choice of which plan to use. 

The ~st important part of implementation is the fa11iliarization 

of the plan among all levels of management and workers prior to its 

introduction. This includes an understanding of how the bonus formula 

works. It's best to start the gainsharing plan when business is going 

good. This wi 11 help the programs credibility by yielding bonuses the 

first few mont:1s. This leads to greater worker support when times are 

not so good.HJ If a nongainsharing company wishes to i11plement a 

gainsharing plan, they usually don't have the knowledge and skills 

required to make the change. Outside assistance is almost assuredly 

8 Schuster, 17. 

9 Ibid., 22. 

10 Hamerstone, 81. 
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needed. If the workers are not prepared for the 9lan, there will be a 

big price to pay in unmet expectations and conflict. They also run a 

higher risk of seeing the plan fai1.ll 

The Scanlon Plan 

In 1935, Joseph Scanlon developed what has become the classic 

gainsharing plan. It's known simply as the Scanlon Plan and has become a 

generic term for a gainsharing plan which encan~asses a management 

philosophy, an employee involvement system, and a gainsharing bonus 

formula. There's no one Scanlon Plan, rather many variations on the 

basic structure. 

Scanlon' s original philosophy involved the knowledge and 

constructive capacity of the average worker. He had a positive vi~N of 

the workers potential, their wi 11 ingness to express themselves, and of 

the benefits gained by both the worker and the organization by 

emphasizing the development of effective workers in an effective 

organization. The philosophy closely follows the Theory Y managanent 

philosophy. The basic principles include: 

J. The expenditure of physical and mental effort in work is as 
natural as play or rest. 

2. External control and the threat of punishment are not the only 
means for bringing about effort toward organizational 
objectives. People will exercise self-direction and self
control in the service of objectives to which they are 
comnitted. 

3. Corrmitment to objectives is a function of the rewards, 
tangible and intangible, associated with their achievement. 

4. The average hu.rnan being learns, under proper conditions, not 
only to accept responsibility but also to seek it. 

11 Timothy L. Ross, Larry Hatcher, and Ruth Ann Ross, "Training for 
Performance Gainsharing," Training and Develooment Journal 41 (November 
1987): 65. 
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5. The capacity to exercise a relatively high degree of 
i~agination, ingenuity, and creativity in the solution of 
organizational problens is widely, not narrowly, distributed 
in a population.12 

More specif ical 1 y, the philosophy of the Scanlon Plan is that the 

organization should function as a single unit, that workers can and will 

contribute ideas and suggestions, and that all improvernents should be 

shared. It has been noted by several authors that the general Scanlon 

philosophy is the crucial aspect of the program .. Only when the 

philosophy and structure are integrated into a system and the structure 

serves to implement the philosophy can an organization's plan qualify as 

a Scanlon Plan.13 

The Scanlon Pl an prov ides a highly structured employee 

participation system. It involves two levels of committees, the 

production committees and the screening committees. The production 

conrni ttee is on the lovvest level of an organization. They are found 

throughout an organization with jurisdictions generally corresponding to 

depart~ental and shift responsibilities. The CQllTiittee, usually ccxnposed 

of a department foreman or supervior and two to five elected workers is 

initially responsible for explaining the details of the plan to the 

other workers. After full implementation their functions are to 

encourage idea development and evaluate employee suggestions.14 

Each production corrrni ttee is encouraged to meet frequently, 

usually monthly, in order to act upon all suggestions quickly. If the 

12 O'Dell, 24-26. 

13 Miller and Schuster, 46,47. 

14 Ibid., 50. 
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suggestion only affects the department or requires little expenditure, 

the production comnittee can accept or reject the suggestion without any 

further ap9roval. If they reject the suggestion, a full explanation must 

be given. The supervisor has the right to veto any decision made by the 

production comni ttee, however it's subject to enployee appeal to the 

screening comnittee along with any suggestion that can't be agreed upon 

unanimously. Also, expensive or interdepartnental changes are passed on 

to the screening commitee.15 

The screening committee is the next level of involvement in the 

enployee participation systEm. It's a plant-wide comni ttee canposed of 

one-half elected workers and one-half key management personnel. All the 

various units of the plant will be represented and, if a?plicable, union 

leadership will also have representation. The corrmittee's first function 

involves handling suggestions frcm the prod.uction comni ttee, accepting 

or rejecting the expensive or interdepart111ental changes or enployee 

appeals. 

They also act as a liason J::::etween managenent and the workers, 

comnunicating management issues to the workers and relaying feedback to 

management. The third function is very imp::>rtant. They review and 

analyze the previous months performance and reasons for success or 

failure. Of prime imp:>rtance is the calculation of the bonus and clearly 

explaining all variables going into the calculation to the e:nployees. 

The reward system serves to show the workers that their 

involve-nent and effort are worthwhile. It needs to meet the following 

criteria in order for gainsharing to be possible: 

15 O'Dell, 27. 
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1. Goals must be measurable. 
2. Employees must know and accept the goals. 
3. Goals must be attainable. 
4. There must be a short ti~e interval between performance and 

rer.ATard. 
5. Employees must have resources to accomplish goals. 
6. The bonus systan must be compatible with organization values 

and individual values. 
7. The system should reward both the process of involvement and 

the results.16 

The typical Scanlon Plan bonus formula relates net sales to labor 

costs. Three corrmon formulas are the single ratio, split ratio, and 

multicast ratio. All t.~ree ratios equal sales (plus inventories minus 

discounts and returned goods) divided by labor costs. The difference 

being what is included under labor costs. 

A bonus pool is calculated at the end of each bonus period. When 

actual costs are less than expected costs, the difference is put in the 

bonus pool. Often 25 percent of the pool will go to the company and 75 

percent to the enployees, after a portion is held in reserve to offset 

when actual costs exceed expected costs. If anything re:nains in the 

reserve at years end it's distributed according to a prescribed 

formula.17 

The Rucker Plan 

The Rucker Plan is mainly designed for use in manufacturing 

companies. Under the Rucker Plan the measure of productivity is based on 

the value of goods produced minus the cost of goods sold. This 

difference is called the production value.18 

16 Ibid., 31. 

17 Miller and Schuster, 60. 

18 O'Dell, 37. 
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Rucker Plans also have a suggestion program, but with a more 

lirni ted corrmi ttee system than the Scanlon Plan. The Rucker philosophy is 

considered a comfortable midpoint for managers unsure of the rnost 

effective level of employee participation in their organization. The 

reason is because it has a primarily economic incentive with little 

reliance on employee participation. Wnile some Rucker Plans have bot.~ a 

?reduction and a screening cornmi ttee, many have only a screening 

comnittee. If a production conmittee is wanted, only one is used. It 

consists of ten to fifteen workers and some managers. Their main 

function is corrmunication, with little problem solving taking place. The 

screening comnittee's main purpose is to supervise the bonus program.19 

The first step in deter:nining a bonus is calculating the 

production value. Then the percentage of the production value that is 

paid out for wages is calculated. This is the value added to a product 

per dollar of labor cost. A long-term average of the production value is 

usro to install stability since seasonal factors, market trends, and 

other variables must be accounted for. The actual formula is hard for 

most employees to understand. Essentially, the value added is multiplied 

by the production value percentage to determine the allovJed employee 

labor cost. Subtracting actual labor cost leaves the bonus pool. The 

split of the bonus pool is usually 50 percent for both management and 

workers.20 

19 Miller and Schuster, 53. 

20 O'Dell, 39-42. 
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Irnproshare 

The basic philosophy of an Improshare Plan is quite different 

from that of either the two previous plans. Improshare Plans make no 

provisions for any type of involvement system. It's an incentive program 

organized on a plant or large group basis, tying economic rewards to 

performance. 21 Many times a suggestion system evolves after 

implementation of an Im?roshare Plan. This addition to the system has 

been effective in sustaining the plan over a period of ti~e.22 

Productivity gains are measured in employee-hours, not dollars. 

The formula uses what is called the base productivity factor to 

establish an overall labor input standard. The actual calculations and 

explanations are beyond the scope of this paper. Bonuses are not based 

on the output of an individual, but rather on the overall prcductivity 

of the group. The goal of the plan is to produce more finished goods per 

hour of personal input. kny gains in prcductivity are usually S?lit 50-

50 between the workers and management, regardless if they were only 

indirectly involved in the production. It's part of Improshare 1 s 

philosophy that indirect contributions to production are just as vital 

to the finished product as direct labor.23 

Productivity and Waste Bonus Plans 

Unlike the previous plans, Productivity and Waste Bonus Plans, 

the Group/Plant Plans, and DARCOM Plans offer no opportunities for 

21 Miller and Schuster, 46. 

22 O'Dell, 44. 

23 Ibid., 44,46 .. 
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enployee involvement. However, labor management coi:nmi ttees, quality 

circles, or ad-hoc employee-9<3rticipation teams can te set up to run 

parallel with the bonus plans. The Productivity and Waste Bonus Plan is 

pri~arily an economic incentive 9rogram ~Ali th the additional requirernent 

for employees to focus on productivity and quality. This ensures quality 

doesn't suffer when productivity increases.24 

The bonus plan calculates the bonus on the basis of output units 

per actual hours plus or minus total rejects per output uni ts. This 

allows the employees the opportunity to enhance their bonus earnings 

through i:nproved quality while the company is protected from giving a 

bonus for increased productivity when the quality drops. 

During integration of a Productivity and waste Plan two factors are 

stressej to employees: only good production is recognized in accounting 

for productivity and bad ?roduction is scrapped and adversely affects 

waste. Management and workers split the gain in performance.25 

Grouo/Plant Plan 

The Group/Plant Plan has the unique feature of measuring 

productivity on a depart--nental or shift basis. The particular denart--nent 

receives two-thirds of the gains calculatea with the other one-third 

being shared among all employees. The plan w~s designed to i'Tlprove 

intragroup cooperation and intergroup competition. Eac~ group develops a 

goal standard, usually in ter:ns of output ;,er hour, and productivity is 

calculated se9arately for each group. Dollars saved is what gets 

24 Miller and Schuster, 45,47. 

25 Ibid., 62. 
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allocated. Dollars saved equals hours saved multiplied by the group's 

average cost per hour. Hours saved equals expected hours minus actual 

hours worked. Bonuses are calculate:! each month but are usually paid out 

quarterly.26 

DARCOM 

The last gainsharing olan to discuss is the DARCOM Plan. It's use 

has been limited to intraplant operations with the bonus calculation 

applying to work centers and individual performance. The philosophy of 

DARCC1'1 follows the Improshare philosophy. Productivity is measured in 

tenns of a gain or loss in direct labor hours. Earned hours is defined 

as uni ts prcduced times standard hours, re9resenting the number of 

direct labor hours that should be expended to complete the units 

proouced. The difference beb~en this and Irnproshare is that DARCOM 

only measures direct labor hours as opposed to all hours worked for 

Improshare. Like Group/Plant Plans, DARCCJ1 calculates bonuses monthly 

and distributes out quarterly.27 

Because there are literally thousands of variations, it's almost 

impossible for an organization to copy a textbook gains:-iaring plan and 

expect it to work. The best management can do is to find the framework 

that best reflects the canpany' s desires and build around it, making 

adjustments continually. 

26 Ibid., 46,47,63. 

27 Ibid. 



CHAPTER III 

ROLES IN GAINSHARING COMPAi.\JIES 

When an organization opts to install a gainsharing plan, they can 

count on ~any changes. Not only does the plan allow workers to become 

more involved with the success of the organization, but the traditional 

roles assumed by first-line supervisors and middle- and upper-level 

managers are going to change dramatically. If it's a union shop, the 

unions too will have to alter somewhat the way they handle business with 

the firm. 

Suoervisor 

The role of the supervisor changes only if the gainsharing plan 

is a E)articipatory plan (Scanlon and Rucker). The supervisor would have 

no direct role in a nonparticipatory gainsharing plan. In the Scanlon 

Plan, supervisors serve as meeting chairpersons in the production 

comni ttees. Since the Scanlon production comni ttees are key operating 

mechanisms, the supervisors' effectiveness is pivotal in the comnittees' 

success. 28 The supervisor in a company which elects to go with the 

Rucker Plan has only a small role as far as directly working with the 

comnitees. He may serve as a production committee member or be asked to 

28 Miller and Schuster, 55. 

15 
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comnent on suggestions affecting his area, but he doesn I t have the 

responsibility as in the Scanlon Plan.29 

Because the suEJervisors' role is so important in a Scanlon Plan, 

a commitment to and understanding of the plan is essential to its 

success. The working relationshi9 between supervisor and workers 

requires some adjustments. The employee suggestions will have to be 

dealt with objectively, even if it challenges their own opinion on the 

way something is done.30 

As mentioned in the description of the Scanlon Plan, the 

supervisor can veto ideas and suggestions. With the 6Tl9loyee having the 

right to appeal the vetoes, t.his puts the Scanlon philosophy to the 

test. For the plan to work pro!_Jerly the supervisor can't hesitate to 

reject the ideas if he feels it's justified and he can't take it 

personally if the screening comnittee overturns his veto. 

In a 1985 study of twelve organizations with participative 

programs, supervisors voiced the greatest dissatisfaction and 

frustration with the new approach, mostly due to the loss of por,..er, 

control and authority. 31 Besides feeling threatened by the increased 

employee involvement, another problem that could negatively affect 

supervision is employee suggestions that may expose supervisory 

inadequacies or challenge their authority to upper management. Care must 

29 Ibid., 56. 

30 Zane Goggin, "Tw'o Sides of Gain Sharing," Management Accounting, 
October 1986, 49. 

31 Michael H. Schuster and Christopher s. Miller, "Employee 
Involvement: Making Supervisors Believers," Personnel, February 1985, 
24. 
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be taken to ensure supervisors don't wield moral influence or force over 

their employees which could dismantle the involvement plan.32 

Sometimes what seems to be a supervisory problei.n really isn't. In 

one case a firm installed a plan to enhance employee involvement. The 

problem was that upper-management never changed from their highly 

autocratic decision making style, resulting in an inaffective cornnittee 

because the supervisors were unable or unwilling to make decisions. The 

answer to these problems is considerable supervisory training and 

develor:ment along wit, getting supervisors more involved in planning and 

organizing work with ~iddle- and upper-level management to help ease the 

resistance.33 If management doesn't have the confidence in their 

supervisors, a gainsharing plan with less employee involvement should be 

considered. 

Manager 

The middle- and upper-level managers role is key in all six 

gainsharing plans. Management must first justify the need for change. 

They should fully disclose the facts and consider the short-term and 

long-term consequences of the program on the work force and the 

business.34 Once its announced that a gainsharing plan is being 

considered, the managers education about gainsharing should begin. They 

must be able to answer questions once the formal announcement is made. 

32 Miller and Schuster, 56. 

33 Schuster, 23. 

3 4 Raymond E. Majerus, "Workers Have the Right to a Share of 
Profits," Harvard Business Review 62 (September-October 1984):44. 
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After the plan is implemented the managers must oe able to assess the 

?lans effectiveness and deal with problems under the plan.35 

More s9ecifically, the manager is responsible for calculating the 

bonus, coordinating the program, and serving on screening corrmittees for 

Scanlon and Rucker Plans and in bonus corrmittees in the other plans. One 

or more managers are resoonsible for the bonus formula. They must 

assemble, pre?are, and compute the data needed for the bonus. In 

choosing a manager for this role, it's critical to have one that is 

highly visible and has high credibility with the unions ~ma workers. 

There are four major reasons why this is im_?Ortant. First, the workforce 

generally perceives a serious comnitment to the program, in turn the 

01JOrkers 0ut forth a similar commitment. Second, a rflanager who's knov,;n 

for his honesty and integrity can hel.~ ease· the confusion during the 

early stages. Next, when bonuses are not being earned, he can reassure 

workers that the formula is being fairly and accurately applied. Lastly, 

when a 9lan fails, its association with a credible manager helps 

employees feel that it wasn't for a lack of com:1itment.36 

As a coordinator of the programn the manager will try to maintain 

high levels of eit1ployee involvement. He must also be available to 

respond to enployee questions and concerns. The four points mentioned 

above are also applicable here. Ideally, the role should be assu~ed by 

someone with significant organization experience along with a high 

energy level. 37 The manager should also have confidence in their 

35 Ross, Hatcher, and Ross, 65,66. 

36 Miller and Schuster, 57. 

37 Ibid., 58 .. 
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enployees' capabilities. This is especially important if they exl_)ect to 

retain the plan indefinately because without the confidence, enployee 

partici9ation is unlikely.38 

The managers role on the committees is to give direction and to 

stLnulate further efforts. They use this forum to inform the en9loyees 

about the organization's financial perfornance, its position in the 

industry, and the market place forces. This hel9s bring the e:nployees 

into the company culture and gives them a personal stake in the 

organization's success. It also allows them to become better 

contributors to planning and helps then to better understand slow 

progress or setbacks. The level of trust in the organization is greatly 

increased as a result.39 

A rranager must be adequately prepared for the changes t~at will 

occur. The plan depends on his ability to ada~t to the new approach. If 

the organization isn't ready for the ?lan, frustration, resent~ent, and 

ill feelings will all contribute to the downfall of the plan.40 

Unions 

The last group that plays a critical role in the development and 

maintenance of a gainsharing 9lan is the unions. Where do the unions 

stand on this issue of gainsharing? This section examines why unions 

oppose or favor gainsharing in their organizations, how they can benefit 

from gainsharing, and under what conditions management can ex?(?Ct union 

38 Schuster, 23. 

39 Miller and Schuster, 59. 

40 Ross, Hatcher, and ~oss, 67. 
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coo?eration. The answers must be understood before i;nale,nenting a 

gainsharing ?lan in an union shop. 

A study was done in 1984 t.riat showed national unions ta~dng one 

of four ;,osi tions regarding worker participation and gainshar ing olans. 

The first is general opposition, the national leaders will clearly state 

their opposition, discouraging local unions fro'Tl partici9ating. !-fowever, 

this doesn't ::xevent the local u:1ions from going ahead 1.'vith the plan. 

The second rosition is one of decentralized neutrality. In this ~osition 

the national leaders will not take a sta:1d for or against the nlan. The 

local unions are on their own to make the decision. If the locals decide 

to go ahead, they will not get significant staff su9port from the 

national union. It's estimated that the majority of unions are in this 

category. The third position is decentralized policy with national union 

su9oort. Everyone at the national union will advocate the olan exce?t 

the president. The national union wi 11 support and advise the local 

unions. The last position entails support from the national union 

president. Few unions take this position.41 

It is far easier to start a gainsharing Dlan in a nonunion 

organization. Hm~ver, union involve:-nent will give the program greater 

credibility if a reasonable relationship already exists between the 

union and the organization. The mere presence of the union isn't enough, 

it's the attitude of both oarties about working together that's 

er it ical. 42 

41 Ti:nothy L. Ross, Larry L. Hatcher, and Dan B. A.dams, "How Unions 
View Gainsharing," Business Horizons, July-August 1985, 16. 

42 Schuster, 21. 
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The five most i:nportant reasons why unions oppose gainsharing 

are: 

1. ~anagement may try to substitute it for wages. 
2. ~anagement cannot be trusted. 
3. Peer pressure to perform may increase. 
4. Bonus calculations are not u!1d.erstood or trusted. 
5. Union influence is undeDnined.43 

Gainsharing in principle allows for a bonus to serve as an added 

incentive to i:nprove productivity. It's almost always kept seperate from 

the compensation 9ackage. The only time wages will be cut in conjunction 

with a gainsharing plan is when it's part of a concessionary package 

workej out between union officials and managenent. Therefore, unions 

need not fear wage cuts if they get involved with the setting uo and 

planninj of the progra_n. This also applies to the second op90si tion, if 

union officials are there to help set the 9round rules, management wi 11 

not be able to get away with dealing in bad faith.44 

In regards to the third reason, there's definitely a potential 

for peer pressure to increase. If someone performs inadequately it hurts 

everyone's chances at receiving a bonus. However, in the opinion of the 

authors in a Business Horizons article, substandard ?E?rformance usually 

resulted in pressure directed at management to correct the proble~, not 

fellow workers.45 

The fourth argument is an important one. The financial data used in the 

bonus calculation must be fair and reliable. A big change for management 

is tJ1at they must allow the unions to share in this information on an 

43 Ross, Hatcher and Adams, 17. 

44 Ibid. 

45 Ibid., 17,18. 
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ongoing basis.46 Using bonus calculations that are tied to the financial 

reports will minimize the lack of trust because the figures could then 

be attested to by a public auditor.47 

The last op90sition is unfounded. Research has shown that in most 

organizations a strong attan9t is made to maintain union contract 

provisions .. The only way the union would lose influence was if the 

workers believed the new orograrn was more effective in handling the 

issues than the unions grievance procedure, this doesn't hap9en often 

though.48 

A lot of unions are either neutral or slightly in favor of 

gainsharing plans. The five most often given reasons for favoring 

gainsharing are: 

1. Increased recognition 
2. Better job security 
3. Increased involvenent in job activities 
4. More :noney 
5. Increased feeling of achieve~ent of contributing to the 

organization49 

The only one that really needs to be addressed is better job security. 

The other four are obvious from previous discussion. In discussing job 

security, the secretary-treasurer of the United Auto 1;\Torkers Raymond E. 

Majerus states: 

Since financial rewards are tied directly or indirectly to 
increases in productivity, the plans tend to reduce the level 
of employment that would otherwise be needed ••• Thus, it's 

46 Majerus, 44. 

47 Ross, Hatcher, and Adams, 18. 

48 Ibid. 

49 Ibid., 19. 
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vital that, when designing these 9rograms, the employer and 
the union address the job security needs of workers.50 

The union officials who chose better job security as a benefit to 

gainsharing understand that a successful company wi 11 lead to greater 

job security. 

~'vhen a union company does install a gainsharing plan there are 

potential benefits to the union in addition to those mentioned above for 

the employees. First, a productive firm will grow and bring more 

e:nployees into the company and the union. If the workers favor the 

gainsharing conce9t, the union benefits by being associated with 

something the workers want. Third, because the union has representatives 

actively involved in the plan, they become more visible to the enployees 

who aren't usually involved with union affairs. Fourth, comnunications 

will i11prove under a gainsharing plan. This provides the union with 

better knowledge of comDany finances, decision-making processes, and 

plans for the future. This wi 11 enable thern to be more ef feet i ve in 

labor-manage~ent negotiations and grievance-handling. Lastly, the union 

will be better suported in its demands if they have actively suprorted 

the olan 51 
L. • 

The unions active participation in the gainsharing plan has been 

mentioned previously, but in what capacity do they serve with in the 

organization? In Scanlon and Rucker Plans they will have representatives 

on the screening corrrni ttees. They directly influence the programs 

operation. The union needs assurance t.liat the olan will not affect the 

50 . 44 MaJerus, • 

51 h Ross, Hatc .. er, and Adams, 19,20. 
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collective bargaining agree:nent.. The main task of the union 

representative is to ensure that the agreernent isn't invaded by the 

cooperative process, especially the grievance procedure. In the other 

~lans, the union will normally accomplish this through representation on 

the bonus committees.52 

It can be very difficult to bring the union into the planning of a 

gainsharing program. However, labor relations are bound to improve if 

management brings than in. A gainsharing ?lan will not break the union 

and any co:npany that tries it will see that the gainsharing plan will 

die first.53 

52 Miller and Schuster, 64. 

53 o,oell, 67. 



CHAPTER IV 

RESULTS ACHIEVED 

The interest in the use of gainsharing plans has picked up over the 

past fifteen years because of declining productivity . growth rates, 

erosion of position in world markets, a S)erceived need to b1prove the 

quality of work life, and an inability to continue to pass along 

increases in compensation costs.54 The necessary productivity increases 

needed to compete in todays business world can only be obtained if all 

employees cooperate Ii\Ore fully. This has led to the situation in 1987 of 

one out of four manufacturing canpanies enploying a type of gainsharing 

or bonus system.55 

Even with the increasing numbers, actual reports of the results are 

not plentiful. In a 1984 Human Resource Management article, R. J. 

Bullock and Edward E. Lawler could only find thirty-three reportej cases 

with at least moderate detai1.S6 The same problen exists today to some 

extent. One big reason for this is that almost 73 percent of the 

existing gainsharing systems have been implemented since 1980.57 In the 

four years since that article more results of gainsharing programs have 

54 Schuster, 17. 

55 Hamerstone, 80. 

56 R.J. Bullock and Edward E. Lawler, "Gainsharing: A Few Questions 
and Fewer Answers," Human Resource Management 23 (S?ring 1984):25. 

57 O'Dell and McAdams, 31. 

25 
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been published. Some individual results will be discussed after a 

broader perspective is presented through three reports. 

The Broad ?ers?ective 

In 1981, the U.S. General Accounting Office (GAO) conducted a 

study of thirty-eight companies with gainsharing ?lans. The company size 

seened to have little affect on cost savings. In canpanies with annual 

sales of less than $100 million the workforce cost savings was 17 

9E?rcent. This corm;,ares to a 16 percent cost savings in comi;,anies with 

sales over $100 million. Improved labor management relationships were 

reported by 81 percent of the canpanies. Almost half stated they had 

fewer grievances and less absenteeism and reduced turnover were both 

reported by 36 percent of then. The GAO conclusion was that the plans 

"offer a viable method of enhancing productivity at the firm level. n58 

Bulloc'.~ and Lawler analyzed the thirty-three cases they found 

which contained some detail into the gainsharing companies. Of these, 

twenty-two, or 67 percent, were reported as being successful. 

Improvement in productivity, quality, cost reduction, or customer 

services was reported in 73 percent of the co~npanies. Individual 

attitudes, morale, or quality of vJOrk life improved at 64 percent of 

ther:1. Better comnunication resulted between labor and management, 

management and unions, or supervisor and worker at 18 of the £inns. Some 

bonuses and ;;:>ay increases based on performance irnprovenents occured at 

all but three of the organizations. So althou9h these thirty-three cases 

provided little evidence about the dynamics and results of gainsharing 

SB Larry Hatcher and Timothy L. Ross, "Gainsharing Plans- How 
Managers Evaluate Then," Business, October-Decenber 1986, 30. 
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plans, the results indicate that gainsharing in an organization can have 

major systematic effects.59 

The third report is a survey of 108 managers in gainsharing 

companies. All the organizations ,;,.,ere production firms with between 100 

and 450 em9loyees. The survey questioned the managers on their 

adjustment to the plan, the changes in subordinate behavior, and overall 

satisfaction in the plan. In the first group of questions the managers 

perceived improvement in every aspect of their job after implementation 

of the gainsharing plan. They felt they had more influence over their 

jobs, had greater ability to get work done, ,;,..ere able to handle crises 

situations better, got better cooperation from the workers, their 

workload became more reasonable, and they developed a greater 

understanding of their job duties and goals. The most dramatic change 

occured in the cooperation of the workers. Before implenentation, 48 

percent reported either "good" or "very good" cooi;,eration. After plan 

implementation the figure M=nt up to 80 ~rcent. 

In the evaluation of subordinates, the managers reported that 

major improvements were seen in employee concerns about costs, output, 

and quality. They W2re also roore willing to acce?t change, felt roore 

involved in their jobs, and were more corrmitted to avoiding abenteeism. 

Al 1 six areas showed substantial increases, ranging from 31 to 46 

percent more firms indicating "good" or "very good" responses after the 

gainsharing implementation. 

The overall satisfaction with the gainsharing plan shoW'ed similar 

results, with 77 percent agreeing in some degree to being satisfied with 

59 Bullock and Lawler, 25,31. 27 
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the plan. When asked if the com?any should continue with the plan, 91 

percent agreed. 60 The results of all three surveys show a general 

success rate amonr) the canpanies studied. A few individual results are 

briefly discussed next. 

Individual Results 

Dana Hilliard is a heavy truck axle manufacturer in Hilliard, Ohio. 

The plant was designed from the beginning to utilize a gainsharing 

system. After working with the plan for three years, the benefits 

started to show up. With a variation on the Scanlon Plan, Dana Hilliard 

has been able to cut scrap and rework costs in half from the ti:ne of 

implementation. Job security is very much in evidence. Not one person 

has ever been laid off, even when everyone else was laying off. Finally, 

labor efficiency was 45 percent higher three years from i~plementation. 

This led to a 12 percent and 16 percent average monthly bonus in 1934 

and 1985, respectively. In addition, year end bonuses of 11 percent and 

16 percent were earned in the same time periods. During the first 6 

months of 1936, monthly bonuses were averaging over 20 percent.61 

In 1934, Dixie Industries in Chattanooga, Tennessee implemented a 

gainsharing plan. Searching for productivity gains, Dixie, a 

manufacturer of forged chain hardware accessories and attachments, 

decided an incentive system for all factory and salaried workers was 

needed. The overall gross bonus for the first year of i~planentation was 

23 percent, half of which was attributed directly to the cost 

60 Hatcher and Ross, 33-35. 

61 Larry Hatcher, Timothy L. Ross, and Ruth Ann Ross, "Gainsharing: 
Living Up To Its Name," Personnel Administrator, June 1987, 153,162. 
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improvements suggested under the gainsharing 9lan. In 1985, sales volume 

was down from the f?revious year but a bonus of 18 oercent was still 

realized. The 1986 results were expected to be between 15 and 20 

9ercent. i"1ost of the credit has been given to Dixie's for.nal idea 

!'.:)rogram. They had 680 ideas sub:ni tted through June 1986.. They believe 

it's not so much the financial reward that makes it so attractive, but 

the psychological re~Brd of enployees seeing their value to the company. 

Dixie Industries has seen an improvement in morale and tea'.TI work. 

Emoloyees are more aware of costs and less in quantity. Scrap has 

decreased and quality has increasea.62 

More than 800 suggestions were ;nade during the first two years of a 

gainsharing 9lan implementej at Peabody Galion, a ~anufacturing plant in 

Ohio. As a result of those suggestions, $5CJ'J, 000 was estimated to have 

been saved. In 1932, Peabody Galion was in danger of being closed down. 

They didn't show a profit in most months and layoffs were corrmon. An 

individual incentive syste:n was in place at tl-iis time, but it wasn I t 

working. Complaints averaged about 160 a year. A new oresident was 

appointed in the middle of 1982 and started turning things around with 

the nev., gainsharing syste11. In August 1983 the plan went into effect. 

The market for their products, trucks and truck bodies, was very slow 

and anployees saw no bonus for the first year. Because the employees 

were involved and could see where the problems were, dissention towards 

the plan didn't develop. As more and more suggestions ca'Tie in and were 

implemented, costs began to decrease. In October 1984 the first bonus 

was given. Bonuses were earned a total of four out of eleven Deriods. A 

62 Goggin, 47-51. 
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perioo covered two months. Given the competiveness of the economic 

environ~ent, that was considered quite good. After two years under the 

plan, Peabody Galion was profitable. Quality control was the biggest 

reason for the profit. Product recalls dropped, plant inspectors dro_i?ped 

from sixteen to bv0, and what was once a service staff of nine beca'Tie a 

staff of one. Plant personnel increased by 180 people and complaints 

were down to thirty in 1984. In February 1985, 98. 3 percent of the 

employees voted to continue with the gainsharing plan.63 

Although most companies who em?loy gainsharing plans are 

manufacturing companies, they have been implemented successfully in 

service firms as well. If managers can accurately measure the costs of 

production, a gainsharing ~lan could prove effective. In a service firm, 

bonuses would usually be based on labor costs as a 9ercentage· of 

sales.64 

In all three studies discussed earlier, the success rate for 

companies installing gainsharing plans wasn't 100 percent. However, no 

soecific cases can be found that details the companies which failed. One 

of the general reasons mentioned for a plan failing is the use of a 

canned progra~ instead of a s9ecially designed one.65 This and most of 

the other reasons given for failure are avoidable if the firms 1w0uld 

take the time to learn more about the plan before i~plementing it. 

wnether or not gainsharing will be successful in a particular 

63 Hatcher and Ross, 31,35-37. 

64 Patricia Amend, "At Your Service," INC., Novenber 1985, 162. 

65 Schuster, 24. 
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organization is hard to predict. For a plan to effectively motivate 

performance, it needs to have an objective measure of performance for 

the group. The workers must believe that they can affect the measure by 

their performance. The 9lan also must reward cooperation as vJell as 

group performance and needs to be perceived t,at way by the individual 

workers. If these conditions exist, the plan has a good chance of being 

quite successfu1.66 

66 Randall s. Schuler and Stuart A. Youngblood, Effective Personnel 
Management, 2d ed. (St. Paul: West Publishing Company, 1986):337. 



CHAPTER V 

CONCLO SI O~~ 

Gainsharing is one of the techniques used to increase employee 

interest, involvement, participation, and productivity. Other techniques 

tried include quality circles, work cells and shop productivity 

comnittees. h7hile these techniques are used by ~any U.S. companies, they 

haven't received the attention that gainsharing is nmv starting to 

receive. Gainsharing is showing some very good results, but will it be 

the savior for the long-term? 

Most of the gainsharing 9lans in use toiay haven't been in place 

long enough to deter11i ne if it wi 11 be a long-ter:n plan. Every 

indication shows t.,at if a firm does a thorough study and analysis of 

the plan, implements it properly, and does continual evaluations of the 

syste11, there is no reason it can not continue to be successful for many 

years. 

A nationwide study of fifty-four companies sho'".tved the ones that 

had a gainsharing plan for_ over five years averaged a labor savings of 

20' percent as opposed to 8. 5 percent for those with younger plans. 67 

Much :nore research will need to be done in order to obtain the answers 

to making gainsharing a long-term success in all types of companies. 

There's a lot of exci tEIDent being generated about gainsharing. 

Much of the optiillism is warranted. It has proved to be quite successful 

67 0' Dell, 60. 
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in bringing some ca~panies from the brink of bankruptcy, however it must 

be stressed that gainsharing will not work for every firm. Although 

there's no guaranteed formula that will tell one if a gainsharing plan 

will be successful, ti11e and hard work will make the decision a lot less 

• 1 ns,<y. 

Gainsharing isn't a cure-all for an organization's problems. It 

can, however, be a step in the right direction towards solving the 

problem of decreasing productivity growth present today in the United 

States. 
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