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A NOTE BEFORE YOU READ
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events are described from the public record as the author understands it; characterisations are the author’s analysis. Ex-
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ABSTRACT

Picture a tin-plate mill in Mansfield, Ohio, in the late 1930s. The order book is thin, the equipment is
old, and the company is losing money in a decade when losing money usually ended with the gates
locked. A union officer who has also worked as a cost accountant goes to the owners with a proposal
that is, on its face, strange. He does not ask for higher wages. He asks for permission to put the workers'
ideas about cost and waste in front of management, formally, through committees, and for manage-
ment to listen. The officer was Joseph Scanlon. The company, in the account most later writers repeat,
was the Empire Steel and Tin Plate Company. The fullest modern account of his life, Daniel Wren's
2009 biography in the Journal of Management History , was built from archives, unpublished sources
and correspondence with Scanlon's daughter and a former colleague, and it describes the plan as his
own synthesis of experience: union—-management cooperation, employee participation and the sharing

of gains from cost savings.
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THE MILL THAT ASKED FIRST

A question before a Cheque

Picture a tin-plate mill in Mansfield, Ohio, in the late 1930s. The order book is thin, the equipment is old,
and the company is losing money in a decade when losing money usually ended with the gates locked. A
union officer who has also worked as a cost accountant goes to the owners with a proposal that is, on its
face, strange. He does not ask for higher wages. He asks for permission to put the workers' ideas about cost

and waste in ﬁ"OHt Ofmanagement, formaﬂy, through committees, and fOf management to 1ister1.

The officer was Joseph Scanlon. The company, in the account most later writers repeat, was the Empire
Steel and Tin Plate Company. The fullest modern account of his life, Daniel Wren's 2009 biography in the
Journal of Management History, was built from archives, unpublished sources and correspondence with Scan-
lon's daughter and a former colleague, and it describes the plan as his own synthesis of experience: union—
management cooperation, employee participation and the sharing of gains from cost savings.® The particu-
lars of the mill story come to us through his colleagues and later writers, and this chapter tells them as they
are told, without claiming more precision than the sources give. And the thing that came out of that mill, a
decade later, would carry his name and be described in textbooks as a group incentive plan: a way of pay-

ing people a bonus when labour costs fall against the value of what they produce.

That description is accurate about the later plan and misleading about the first one. The bonus is not
where gainsharing started. It started with a question asked of the peop]e who did the work, at a moment

when the firm could not afford not to ask. The money came after, as a way of keeping the question honest.

This chapter is about that order, because the order is the idea. A leader who adopts the formula and skips
the question has bought the later plan's paperwork without the thing that made it work. And the evidence
gathered over the following seventy years, which the chapters that follow read in detail (Chapter 3), keeps
returning to the same finding the mill found first: participation is not a garnish on the bonus. It is most of

the meal.

What Scanlon wrote down

The best primary source for Scanlon's own thinking is short. In 1948, in the second volume of the Industrial
and Labor Relations Review, he published "Profit Sharing under Collective Bargaining: Three Case Studies"?
By then he had left the mill, worked for the United Steelworkers, and joined the Massachusetts Institute of
Technology, where Wren's biography shows his colleagues, Douglas McGregor above all, giving his ideas the
setting in which they spread. The 1948 article is a practitioner’s report. It describes cases rather than prov-
ing anything about them, and it should be read that way: as the inventor's own account of what he thought

he was doing, not as evidence that it worked.

What it shows, read a]ongside the essays his colleague Frederick Lesieur collected after his death, is that

Scanlon treated two things as inseparable.® The first was a structure for ideas: production committees in
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cach department, a screening committee above them, and a promise that every suggestion would receive an
answer. The second was a shared measure: a simple ratio of payroll to the value of production, fixed from a
period everyone could inspect, so that when the people on the floor found a cheaper or better way to work,

the saving was visible and some of it came back to them.

The second element is the one that travelled. It is casy to explain, easy to put in a contract, and easy to
copy. The first is slow, local and dependent on whether a supervisor actually reads the suggestion slip.
Douglas McGregor, Scanlon's colleague at MIT, championed the plan, and in The Human Side of Enterprise in
1960 he treated it as an expression of a management philosophy rather than as a pay scheme. That is the

right reading, and it is the reading the next sixty years kept forgetting.

Ammanuel Santa Anna's Ecstatic Economics has a sentence for the gap between the two halves. It opens his

chapter on practical applications, and it could have been written over the mill gate:

10

A theory that cannot be pmcticed Is a poem. A practice without thcory isa reﬂex.—

The bonus formula, taken alone, is the reflex: a payment that fires when a number moves, with no account
of why the number moved or who moved it. The committees, taken alone, are the poem: a lovely structure
for voice with nothing to show that voice changed anything. Scanlon's contribution was to insist on both

at once.

The three founding plans

By the 1970s, writers on pay had settled on three "classic" gainsharing plans. They are worth knowing by
what each one chose to measure, because the choice of measure is a statement about what the firm believes

it is sharing.

The Scanlon Plan measured labour cost against the sales value of production. Its signature was not the ratio
but the committee system around it. In most accounts the bonus was paid to everyone in the unit, not to
the individual who made the suggestion, which is a deliberate choice: an idea that saves money in the paint
shop usually depends on someone in shipping noticing a problem7 and individual rewards teach people to

hoard what they notice.

The Rucker Plan, associated with the consultant Allen W. Rucker, measured labour against value added:
the value of production minus the cost of materials, supplies and services bought in. That is a more de-
manding measure. It rewards people for saving on materials and energy as well as on hours, and it asks
them to understand the economics of the whole operation racher than their own department. The surviv-
ing descriptions of Rucker's work are mostly in practitioner texts and pay handbooks rather than in a
primary article of his own; a search of the scholarly record for this book found no primary article of his

with a DOI, and the details given here are the ones the standard secondary descriptions agree on.
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Improshare, created by the industrial engineer Mitchell Fein, measured hours. It compared the hours actu-
ally worked against the hours an engineered standard said the output should take, and shared the differ-
ence. Its name is a compression of "improved productivity through sharing". Improshare was designed to be
simpler than Scanlon and Rucker. It did not require the firm to open its financial accounts, and in its ori-

ginal form it did not require a committee system ac all.

That last point matters for what comes next. Of the three, Improshare is the one that most completely sep-
arated the shared measure from structured participation. It is also the one that was studied most Carefully
at scale, which is how its basic design can be confirmed from a primary study rather than from a hand-
book. Robert Kaufman's 1992 analysis in the ILR Review, based on 112 firms that answered a 1988 survey
sent to every known user, found a median productivity gain of about eight per cent in the first year and
cumulative gains of seventeen and a half per cent by the third year, after which they levelled off A 1arge

part of the gain came from fewer defects and less downtime. Smaller firms gained more than larger ones.

Those figures are real and they are often quoted. What they cannot show is what they are usually used to
show. The firms answered a questionnaire about their own programme; a firm whose plan had been aban-
doned was less likely to be a "known user” in 1988 and less likely to answer. Kaufman's sample is a portrait
of the survivors. And the finding that gains came through defects and downtime, rather than through
people simply Working faster, points back towards the mill: the improvement is in how work is organised,

which is knowledge the people doing it hold.
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HAUTE LUMIERE - THE GAIN WAS ALWAYS SHARED - CHAPTER TWO

The myth worth correcting

The common account of gainsharing runs like this. Firms wanted productivity. Economists and engineers
designed group bonuses to create an incentive for it. Some worked, some did not, and the ones that

worked were the ones with a Weﬂ—designed formula.

The history runs the other way. The plan began in a crisis as a participation system, at a union officer’s ini-
tiative, with the bonus added as the mechanism that made participation credible. It was championed at

MIT by a psychologist of management, not by an economist. And the most careful case reviews, which this
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book reads in Chapter 5, find that the features that predict success are mostly about participation: whether
employees were involved in designing the plan, whether there were formal structures for their involve-

ment, and whether they were favourable towards it.2

The correction matters for one practical reason. A leader who believes the myth will spend the design ef-
fort on the formula: the base period, the split, the payout frequency, the cap. Those questions matter. But
the myth sends attention to the part of the plan that is easiest to copy and least likely to explain whether it

WOl‘kS 0

Santa Anna's diagnosis of what goes wrong in conventional firms is blunt about where that attention usu-

ally lands. His book describes the extractive workplace's view of people in one sentence:

7716 phmse "human resources” [CllS you everything you need to know about how extractive eco-

nomics views the people inside its org&mizations.Li

A gainsharing plan designed as a formula alone is still speaking that language. It treats the people on the
floor as inputs whose output can be raised by adjusting the price paid for it. The plan Scanlon described
treats them as the part of the firm that knows things management does not, and the bonus as the firm's

way of admitting it.

\X/hy a) faiiing mill

There is a reason the first pian appeared where it did. A firm that is doing well has little need to ask its em-
ployees how to save moneyj it can carry its inefficiencies. A firm that is about to close has run out of other

options, and its managers are suddeniy Wi]iing to hear what they would ordinariiy screen out.

The same pattern shows up later in the evidence. Dong-One Kim's study of 211 organisations with gainshar-
ing experience, published in 1999, found that programmes were more 1ikely to survive when they were ap-
proved by an employee vote, when a union took part in running them, when the firm relied less on outside
consultants, and when it was in sound financial health.** Read together with the origin, that last factor is
interesting. Crisis can open the door to participation; it cannot keep it open. A plan born in desperation

and run by a firm that recovers has to find a reason to keep asking once the pressure is gone.

Santa Anna's book has a line about the moment before that recovery, written about the economy as a
whole rather than about one mill, that fits the scene in Mansfield closely. Of the pain built into ordinary

economic life, the sense that this is simpiy the cost ofprogress, he writes:
It isn't. Its the price of a wound we haven't named.®

The mii]’s Wound was nameabie. Labour and management had spent the deeade treating CﬂCh other as the

cause of the firm's decline. Scanlon's proposal named a different cause: that the firm was not using what its
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own people knew. The committees were a way of using it. The ratio was a way of proving that it had been

used.

The finer points, for a leader reading this today

HAUTE LUMIERE - THE GAIN WAS ALWAYS SHARED - CHAPTER TWO

The finer points, for a leader reading this today

The history is not only history. A leader who runs a team, a plant, a clinic or a firm can take four specific

lessons from the first plan before anyone mentions a bonus.
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Start with the answer, not the scheme. The Scanlon committees worked, where they worked, because every
suggestion got a reply. Schuster's longitudinal study of a Scanlon plant reported that its production com-
mittees generated more than two thousand four hundred and seventy-seven suggestions, of which seventy

16 Seventy per cent is not a sign that the workforce was unusually gifted. It is a

per cent were implemented.
sign that someone was reading the slips and that people learned it was worth writing them. Before any
shared measure exists, a leader can make that promise: every idea answered within a fixed number of days,

in writing, with the reason if it is declined.

Measure what people can actually affect. Scanlon's ratio, Rucker's value added and Fein's hours each reflect
a judgement about what the people in the unit could change. A measure that moves for reasons nobody in-
side the unit controls, such as commodity prices or a contract won by the sales team in another city,
teaches peop]e that the number is weather. Before sharing anything, ask of the measure: if the peopie in

this room changed how they work, would this number move, and would they be able to see why?

Choose the group deliberately. The founders shared across the whole unit. Later writers argued about
whether smaller groups produced stronger effects; Kim's survival study found that a small bonus group was
associated with programme survival.4 The finer point is not that small is better. It is that the group should
be the set of people whose cooperation produces the gain. Draw it too small and you reward one shift for

savings another shift made possible. Draw it too wide and the line between effort and resule disappears.

Keep the books open enough to be believed. The Scanlon and Rucker plans both required the firm to show
its people a number they could check. That is uncomfortable for many owners. It is also the condition of
trust. A shared measure that people cannot inspect is a promise that the firm will tell them how well they

did, and people do not change how they work for a promise of that kind.

None of these four requires a pay change. All four are the first plan's first half. A firm that does them well
is in a position to consider the second half; a firm that does not will find that a formula imposed on top of

silence produces mostly suspicion.

What the origin asks of the rest of this book

The Chapters that follow take this history forward. Chapter 3 reads the critiques and the failures, inciuding
a close study of six Scanlon plans that went wrong for reasons of power rather than design. Chapter 4 reads
gainsharing through the house's own lens, as circulation in a 1iVing system. Chapter 5 works through the
published cases with every figure traced to its source, and Chapters 6 and 7 add cases from service work,
from a hospitai and from a pian that broke its promise. The rest of the book is practice: the field manual,

measurement, the hard conversations, and the household.
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What the origin establishes is a test that every later chapter applies. When someone describes a gainshar-
ing plan, ask what it does before it pays anything. If the answer is nothing, it is the later plan's paperwork.

If the answer is that it asks, answers and opens the books, it is the idea Scanlon carried out of the mill.

Santa Anna's book frames the whole field of practical economics with the same impatience about ideas

thﬂt never become structure:

But groundwork that never becomes building is just a parricularly eloquent hole in the earth.2

Scanlon's committees were building. They were small, procedural and unglamorous, and they are the part
of the history that deserves to be copied first. The mill in Mansfield is long gone. What survives of it is a

practice that cost nothing to start: a slip ofpaper, a committee that read it, and an answer that came back.

The Tool: The Origin Reading

Use this before any conversation about shared rewards. It takes one hour, with the leader and two people

who do the work. Write the answers down; they become the baseline the later tools in this book return to.
1 - The question we are asking

\X/hat dO the people doing thiS WOI‘k know about COst, waste or quality thﬂt management dOGS not? Write

three examples, in their words:

When was the last time one of those examples reached a decision-maker? - What happened to it?

2 - 'The answer we owe

How is an idea submitted today? (none / informal / a form / a committee)
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Median days from submission to a written reply, measured from the last ten ideas:

:___of10

» Share of the last ten ideas that received any reply

The promise we can keep from Monday: every idea answered in writing within ___ days, with the reason if’

declined. Owner:

3 T]’lﬁ measure people can sece

One number this group could move by changing how it works:

Three things that move it which this group does not control:

Can the people in the group see this number today? yes / no - How often?
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What would have to be opened (a report, a ledger, a meeting) for them to check it?

4 - The group

Who cooperates to produce a change in that number? List the roles:

Who is left out of that list but affects the number?

Is the group drawn around cooperation or around the org chart?

5 - Before any money

« Which of the following are already true? (tick) every idea answered - a measure the group can affect -

the measure visible to the group - the group drawn around cooperation
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If fewer than four are ticked, the next step is the unticked item, not a pay scheme. Write it:

Review date, ninety days from today:
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