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The adaptation of profit sharing creates a fundamenial change in e "I}"Jlij‘ybi‘i
compensation by making a portion of total compensation dxrcwtly dc:p;,ndpm
total profits of the firm and the performance of the employee. The
study is to test for and measure the impact of the mabp“
sharing plan implemented at Shahvand Industria
behaviour, comimunication ouicomes, and (nbdiu'sati i i
variables. A quasi-experimental non-equivalent conirol br()up 0'“'13311 wnh pre and
posttest was the research design used to test the effects of profit sharing participation
on permanent-part-time operative employees implemented by SIC.

Several conclusions were reached as a result of the statistical analysis of the
data collected in this study. Overall, few of the hypothesised effects of profit sharing
participation appeared to have been realised according to the empirical results of this
study. The finding that certain communication behaviours were more favourable for
profit sharing participants than for non-participants wpport the general hypothesis ui
the integrated profit sharing model. The observed changes in communication
behaviours indicate that information sharing and idea generation are important
components of the profit sharing process, The resulis of this htuuy did not reveal a'iy
changes in either communication or organisational outcomes.:
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Chapter 1

INTRODUCTION

gstatement of the Problem

profit sharing is an organisation—wide approach to
enhancing organisational effectiveness through a system of
employee involvement and financial bonus (White, 1979). The
adoption of a profit sharing contract creates a fundamental
change in employee compensation by making a portion of total
compensation directly dependent upon the total profit of the
firm, and therefore, at least in part on the performance of
the employees. Profit sharing potentially augments
productivity py affecting motivational variables which
influence work effort.

Profit sharing contracts are fundamentally
different from traditional wage contracts in which an
employee's compensation is not dependent upon performance
except in regard to promotion and layoff. It is the fastest
growing non-traditional pay for performance system with 26
per cent of companies in the United states using profit
sharing plans (Kruse, 1993) . Préfit sharing is one of the
most under researched human resource innovations béing used
py contemporary organisations (Mthmén, Ledford & Demming,
1987; Kruse, 1992, 1994).

In this chapter the rationale for coﬁducting this




research will be established. It will be shown that there
are compelling practical and academic reasons to study
profit sharing.

In the United States and other industrialised
countries, a number of developments have led to business
enterprises considering profit sharing and other changes to
improve their performance. According to some authors (for
example, see Kanter, 1983), business organisations are in
the midst of a transforming era more fundamental than
anything since the "modern" industrial system took shape in
the years between 1890 and 1920. 0O'Dell (1987) has argued
that in United States 1980 was a penchmark year in this
transformation. This realisation had been preceded by almost
two decades of poor performance by America's top
corporations which since 1970 had steadily lost markets, and
had experienced waning productivity, poor guality, and
reduced levels of innovation. Ultimately the result was that
the net profits of these large corporations declined 20 per
cent when adjusted for inflation (Reich, 1985).

Another set of forces for change in management
practice were the dramatic changes in the nature of work,
the work force, and the society which have occurred over the
past two decades. Kanter (1983) argJues that more and more:
employees are nknowledge workers" who cannot be closely
supervised and controlled, but must be left alone to use

their knowledge and internal commitment to get the work
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done. Instead of simple stand-alone, manufacturing-based and
low-technology-based jobs that individuals perform by
themselves, many jobs are service-based and reguire the use
of high-technology and integrated work of many individuals
(Hater, 1987). Contracting, consulting arrangements, part-
time work, and other employment relationships that
implicitly tie remuneration to a company's fortunes have
multiplied in the past few years (Kinsley, 1991).

Perhaps the most obvious social change affecting
management in recent decades has been the extensive anti-
discrimination legislation which requires organisations to
deal with individuals fairly and eguitably. Americans have
become increasingly intolerant of the idea that business
organisations could behave in an aatocratic, authoritarian
manner which is actually very inconsistent with traditional
American values of political democracy, participation, and
egalitarianism (Frost, 1989; Peck, 1994).

With all these changes, traditional autocratic and
mechanistic management practices based on hierarchial
structures and stability are becoming less appropriate and
managers are having to consider th:2 philosophy and tools of
participating management based on =mployee involvement,
knowledge sharing, flexibility and innovation (Kanter, 19837
Lawler, 1986; Kruse, 1993) .

The study is in two parts. The first part reviews

the history, theories and evidence on profit sharing. The
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review focuses on (1) the rationales for profit sharing,
(2) its effects on the motivations and responses of
employees and, (3) its implications for organisational
performance. The outcome of the review is a number of
hypotheses which are specified and tested in the second
part.

There are two distinctive features of this study.
The first is that the empirical work reported in this study
was carried out in Iran in the 1980's and is therefore
concerned with testing the relevance of profit sharing for

an industrial enterprise in a developing country. The broad

by

context of the enterprise studied was therefore ver
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different from that outlined above. It was
industrial enterprise which was being directed to introduce
profit sharing as an incentive to improve productivity and
organisational performance.

It should also be noted that Iran is an ancient
land with a culture deeply rooted in antiquity. Thus, the
political and religious factors derived from that traditioen
affect all aspects of life, including motivation, demeanour,
and behaviour in the workplace.

The male-to-female ratio is also substantially
nigher in Iran than in Western industrialised nations, again
as a consequence of deeply rooted cultural and religious ...
values. As will be demonstrated in Chapter &, ﬁh%‘

educational level of labour force is very low and probably

ot




lower than that of Western factory workers.

In spite of the distinctive features of Iranian
society, industrial setting and the employees, it has been
assumed here that human psychology and motivation in the
workplace have certain common attributes, especially with
regard to (a) reaction of employees to financial rewards and
incentive structure in which they are provided and (b)
relationships among employees and petween employees and
supervisors. Further, the concept of profit sharing in
another form is embedded in the agricultural economy of Iran
in which share cropping between the owners of land and
suppliers of labour has been practiced since ancient times.
It is therefore valid to adopt methodologies developed in
the West (with appropriate adaptations) to test the effects
of profit sharing in the Iranian context.

In general, improvement of industrial performance
in developing countries and the possible role of incentive
for employees are important issues. gtudies such as this
make a contribution to knowledge about the possible role of
profit sharing as an incentive in industrial development.

The second distinctive feature of the study is
that it was possible to conduct-a systematic profit sharing
experiment with one group of workers working under-a profit

sharing scheme and a control group under conventional method

of remuneration.
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Basic Definition and Types of Profit Sharing Plans

It is necessary to develop an operational
definition of profit sharing because historically the term
has been used in a number of contexts. The definition used
by the Profit Sharing Research Foundation (PSRF) and the
Profit Sharing Research council of America (PSRC) is: "Any
procedure under which an employer pays or makes available to
employees, subject to reasonable eligipility rules; in
addition to prevailing rate of pay, special current or
deferred sums based on the profit of the business® (Metzger,

1975:2)*. Kruse argues that no neat definition of profit

]

egitimatel

-

sharing covers the variety of plans that can

'}_.1
%]

e
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claim to share profits with employees. one strict definition
would be that profit sharing plans must have a formula
specifying a fixed percentage of profits to be divided among
employees in a predetermined way (Kruse, 1993). According to
pPeck, the essential element of any profit sharing plan is
that a portion of an employee's compensation depend upan the
level of profit, which is generally-measurad according to
standard accounting techniques as net income before or aftsr
taxes. A formula provides for a portion of profits to he
distributed to employees at the end of a specified perisod.
The formula may be applied at the wgirst dellar® of profits,

or there may be a "threshold" of profitability that must be

reached hefore the fund begins to build.

¥ (Author, Year : Page)




can be a uniform amount to all participants or, more
commonly, a uniform percentage of wages or salaries (Peck,
1994) . Under this system, workers' wages would fluctuate
with the company's profits (Epstein, 1995).

It is not necessary to include the implied
qualifications in the Profit Sharing Research Foundation
definition in our operational definition, however, coverage
must be reasonably widespread for a company to be designated
a profit sharer. Many companies have management bonus plans
or incentive plans for key executives with the company
contribution (amount of bonus or incentive pay) tied to the
level of profit. Strictly speaking, this is a form of profit
sharing which most companies practice, but which covers only
a small percentage of total employees. The typical profit
sharing plan is egalitarian: the employee mass
participation, therefore, exclusions usually apply to an
elite group or to those groups with characteristics that
separate them form the bulk of the population (Peck, 1994).
Profit sharing contracts with widespread coverage generally
cover broader classes of employees (either all employees,
all salaried employees, or all salaried and hourly
employees, subject to certain restrictions). Cases of narrow
coverage or plans covering only top executives are not
considered profit sharing contracts because they do not
cover broad classes of .employees.

In practice, profit sharing takes numerous forms.

15
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Profit sharing plans are generally categorised into one of
three basic types:

(1) cash, (2) deferred plans, and (3) combination plans
(Metzger, 1960:2—3)*.

With cash plans, the employer's contribution is
paid to employees at stated times, usually annually, once
profit is determined. Cash profit sharing plans are a way to
encourage employees to concentrate on the bottom line
results, and because bonus checks are tied to company
performance, these programmes are real motivators,
especially in small and mid-sized companies (Kruse, 1994;
Howard, 1995).

With deferred plans, employers' contributions are
credited to employees' accounts for later distribution under
defined conditions such as retirement or under various
circumstances such as disability, death, or severance (Peck,
1994). Some deferred plans have special withdrawal
provisions during employment. Combination plans combine both
cash and deferred features.

According to the Profit Sharing Council of
America, in 1984, deferred plans were by far the most -
common, accounting for about 80 per cent of all-plans; -pure
cash plans account for about 5 per cent, and combinatiocn
plans accounted for about 15 per cent of all plans. In-1993,

Douglas Kruse estimated that more-than one third. . (37. 7 per

*(Author, Year : from page - to page)
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cent) of profit sharing plans have cash plans, and an
additional 8.5 per cent have combination cash/deferred
plans.

The methods for determining the company
contribution vary widely among profit sharing firms. About
30 per cent of companies with deferred plans apply a
formula, agreed upon in advance, for determining company
contribution (PSCA, 1984:14-15). These formulas generally
represent a fixed (or graduated) percentage of company
profit, with or without a prior reservation (to assure a
sufficient rate of return). Discretionary plans are used by
about 40 per cent of the companies with profit sharing
contracts. Under these plans, the Board of Directors
determine the percentage of profit to be shared each year.
In general, smaller companies tend to use discretionary
plans, whereas larger companies tend to use fixed formula
plans. Some plans, (about 20 per cent of deferred plans)
have both fixed and discretionary elements; that is, a fixed
(or graduated) percentage of profit is agreed upon in
advance, with provision for additional contributions to be
determined by the Board of Directors (PSCA, 1984a:14-15).

Many deferred plans have provisions for employee
contributions to the profit sharing fund. In many cases the
company contribution depends upon the level of participant:
contributions or level of pay'as well as on the level of"

profit. In most cases where employees must contributéfto be
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eligible for benefits, the participation rate is very high.
Overall about 60 per cent of all deferred profit sharing
contracts have provisions for employee contribution;
however, in 90 per cent of these cases they are not
mandatory to be eligible for the plan benefits (PSRC,
1984b). In some cases, the company contribution is a
specific percentage of participant pay; however, there are
provisions for the percentage to vary according to levels of
pbusiness profits. According to Dwyer (1993), pension and
profit sharing plans are the best tax shelters left after
all the changes in federal income tax laws. The one
disadvantage of this type of tax shelters is annual caps on
what percentage of their income employees are allowed to
contribute. In general, this cap is set at 15 per cent of
total compensation.

In summary, profit sharing plans tend to take many
forms, they generally are not a simple fixed percentage of
business (or accounting) profits. A large percentage of
deferred plans have prior reservations or discretionary
contributions (about 60 per cent). This indicates that many
companies require a sufficient return on assets, or a normal
level of business profits before making profit sharing
contributions. Many plans provide fér the‘contribution of a
specific percentage of business profits "in excess of amount
reserved for return on stockholder eqﬁitf" (PSCA, 1984a:14-

15). In 1983, 13 per cent of all profit sharing companies
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made no contribution (PSCA, 1984a:6).

Objectives of Profit Sharing Effectiveness

In The Conference Board, Inc.'s study of 1993,
fourteen organisations were asked to give the most important
objectives they hoped to accomplish through their profit
sharing plans (Peck, 1994). These objectives can be grouped
into three categories:

1- Cultural Objectives: they are the most frequently
mentioned because the typical profit sharing plan is not a
true incentive. That is, it does not evaluate and reward
group or individual achievement of a pre-established goal.
In profit sharing there is simply too much distance between
individual employees and the goal (profitability as measured
by the formula). Therefore, the objective is often to help
instill certain attitude and/or behaviours believed to be
culturally desirable. Cultural objectives often have to do
with improving morale, increasing identification with the
company, and raising awareness of the importance of the
bottom line. These are usually broad statements that do not
try to pinpoint particular employee behaviour.

2- Financial Objectives: some of the objectives are to
achieve financial results. This involves at least a tacit
assumption of a link between employee performance and plan
results that is highly questionable. It measures unit and
corporate profitability against a preestablished business
plan consisting of benchmark measurements. This formula is

19




reducible to the traditional equation:

Profit or Surplus = Value of Output - Cost of Inputs
and one way to increase the surplus is to decrease input
cost.

3- Compensation Objectives: the most important compensation
objectives were supplementing compensation without
increasing base pay and tying compensation to company
performance.

Fourteen organisations rated the degree of success
they experienced in achieving their most important profit
sharing objectives. The degrees of success that could be
reported are : very successful, successful, partially
successful, and not successful. Four plans were rated "very
successful" in achieving the most important objectives.
Seven were "successful", and three "partially successful".
There were no reported failures. The distribution of the

plans according to degree of success are shown in Table 1.

Very Partially
Type of Objective Successful Successful Successful Total
Cultural 1 3 2 6
Financial 2 3 0 5
Compensation 1 1 1 3
Total 4 7 -3 14

Table 1: Profit Sharing Success in Achieving the Most Important Objective.
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A Brief History of Profit Sharing

Edme' Jean LeClaire (1801-1872), a Parisian house
painter, is generally recognised as the "Father of Modern
Profit Sharing". In 1835, LeClaire was impressed by a
comment of one of his friends, M. Fregier, that there was no
way to get rid of the antagonism which existed between
workman and master except in "the participation of the
workman in the profit of the master". The idea ran counter
to the prevailing economic thought of the time and, at
first, did not appear to LeClaire to be very practical.
However, for the next few years, LeClaire "cudgelled his
brain" to discover if there might be a workable system for
putting the idea into practice (Metzger, 1971:1)

The main objection to employee participation was
based on the supposition that the profit sharing programme
would not increase the efficiency of the operation
sufficiently to justify the profit sharing payments made.
But what if this supposition, thought LeClaire, was without
foundation? What if the new plan would "create by the common
effort, in view of the division of the profit, and‘with the
energy this provokes, an increésed return, sufficient not
only to pay the workman's dividend, but even to enlarge that
of the master?" Would it not be bettef, reasoned LeClaire,
for the business to earn one hundred Francs and give fifty
to the workmen than to earn only twenty-five Francs énd
retain them all? This was evidently a quéstion'whichvééuld
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be satisfactorily answered only by trial; by 1842, LeClaire
had sufficient courage of his convictions to attempt the
trial. On February 15, 1842, LeClaire announced that he
would share with his employees a part of the profits
achieved by the work of all. At first his proposal was met
with incredulity on the part of some workers but in spite of
this LeClaire moved ahead with his programme. On the 12th of
February, 1843, LeClaire threw down on the table before his
assembled workers a bag containing 12,266 gold Francs (the
employees' share of the profits). LeClaire then distributed
to each worker his proportionate share based upon the
worker's annual wage. Incredulity vanished. The men returned
to their work, knowing that if they did a better job each
would benefit.

The system worked, and LeClaire soon declared that
the results fully met his expectations. LeClaire's profit
sharing system, originally an annual cash distribution plan,
was later changed into a combination-type programme with
part of the profit shares distributed to employees yearly in
cash, while part deferred into/the contingency fund of
Maison LeClaire's Mutual Aid Society for benefits_in cases
of sickness, accident, death, ang retirement.

In 1926, Maison LeClaiferwasvdoing a prosperous
business under the new name of/Laurgnt, Fournier &,Cief
LeClaire's profit sharing programme was still in successful

operation after eighty four years. The firm then employed
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1,141 persons; it enjoyed a reputation for thoroughness and
did much of the high grade painting and decorating in Paris
and throughout France (Gorton,1926:249-250) . Maison LeClaire
(Laurent, Fournier & Cie) operating in Paris, later on
changed name to LeFaucheur, Nestier, & Cie, and continued
functioning the company's profit sharing programme
effectively (Metzger, 1971:2).

The first experiment in profit sharing in the
United States has been credited to Albert Gallatin
(Secretary of the Treasury under Presidents Jefferson and
Madison) who instituted a plan at his New Geneva,
Pennsylvania glass works in 1794 (Thompson, 1949:9-10;
Kruse, 1993:1). A pastor and crusader for profit sharing,
Nicholas Paine Gilman (1899), documented 34 profit sharing
plans in 1899. Two decades later, the National Civic
Federation (1920) documented 46 plans in the United States
with worker pay tied to a percentage of profits (Kruse,
1993:1) . Unfortunately, there is no definitive evidence of
profit sharing in U.S.A. prior to 1867 when a profit sharing
contract was implemented by Bay State Shoe and Leather
company of Worcester, Massachusetts (Thompson, 1949:9). The
structure of the American economy was primarily agricultural
and small craft oriented throughout the 18th century, and
profit sharing may have been more prevalent on an informal

level. However, records from the early days are scarce. The

earliest known profit sharing plan still in operation today
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was implemented by the Proctor and Gamble Company of
cincinnati in 1886 (Thompson, 1949:10)

The earliest formal studies concerning companies'
experiences with profit sharing indicates that profit
sharing plans were not very prevalent in the U.S. economy
until the mid 20th century. Studies by Gilman found Jjust 34
plans in the United States in 1892, and just 23 in 1897
(Thompson, 1949:10-12). Prior to world War I, only a handful
of additional plans were recorded, including those
implemented by Eastman Kodak Company (1912) and Sears,
Roebuck & Company (1916), both still operating today.
According to the United States Department of Labour, only 60
plans were in operation as of 1916 (Thompson, 1949:11) .
During the 1920s, with high industrial profit levels, the
number of plans grew steadily. According to studies
conducted by the National Industrial Conference Board, there
were 97 active profit sharing plans in 1920, and 197 in 1927
(Thompson, 1949:11). The trend towards growth in profit
sharing was halted by the Great Depression. Widespread
economic losses and business failures led to the abandonment
of many of the plans initiated in the 1920s or before. In
1937, only 30 per cent of the plans which were previously
studied by the National Industrial Conference were still
active (Thompson, 1949:12). The business cycle appeared to
have an impact on the number of profit sharing contracts,

spurring growth during booms and fostering declines during
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recessions or depressions. This is not surprising since,
during periods of economic losses, employees do not benefit
from profit sharing and therefore grow to distrust them.

A profit sharing plan was originated by Joseph
Scanlon in 1935, to raise worker productivity and save a
failing steel mill (Peck, 1994). Its many variations became
known almost generically as the Scanlon Plan. Another widely
used form of profit sharing is the Rucker plan developed by
Allan W. Rucker in the late 1930's. A third widely known
form of profit sharing was developed and introduced by
Mitchell Fein in 1974.

Interest in profit sharing in the United States
was revitalised in 1939, in part because of a report on
profit sharing sponsored by the United States Senate:
Vandenberg-Hering Subcommittee of the Committee on Finance
(Metzger, 1960:6). Although there were only 37 deferred
plans and a few hundred cash plans in existence at the time,
the Senate report documented the high level of performance
of many of the companies with profit sharing plans, based
upon a survey of 728 companies (including all known profit
sharers). The committee concluded that profit sharing '"can
be eminently successful, when properly established, 1in
creating employer-employee relations that make for peace,
equity, efficiency, and contentment" (Subcommittee on
Finance, U.S. Senate, 1939). Partly as a result of these

findings, legislation was passed providing tax advantages to
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companies with deferred profit sharing plans and exempted
these companies from Federal wage controls during World War
II (PSRC, 1984:9). In 1990 the issue of profit sharing was
promoted by Charles Robb, the governor of Virginia and a
presidential hopeful who chaired the Democratic Leadership
Council. Former Arizona governor Bruce Babbitt, another neo-
liberal, said, "It is one of those very infrequent, large
concepts that I intend to develop". Democratic Senator, and
another presidential candidate Gary Hart sponsored a seminar
on profit sharing, and Senator Dale Bumpers introduced a
pbill to encourage profit sharing by partially excluding
bonuses from income taxation (Kaus, 1993).

The structure of American workplaces, and the
relation of this structure to economic performance, has
received increased attention from researchers and
policymakers e.g. Reich (1993) and U.S. Department of Labour
(1993). In contrast to the predictiohs that firms in
competitive markets will have a homogeneous set of efficient
policies, a number of studies have discovered substantial
variation in human resource and cpmpensation policies, with
strong links to workplace performance (Kruse, 1993; Blasi et
al., 1991; U. S.nDepartment of Labour, 1993). Such findings
raise the issue of whether there ié a role for public policy
in fostering mbre productive huﬁéh resource and compensation
policies in American workplace! |

The growth in number of profit sharing plans has
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been dramatic. In a 1945-1946 study by the Bureau of Labour
Statistics, two percent of manufacturing establishments, or
about 800 firms, were found to operate with some type of
profit sharing plans (Thompson, 1949:14). The U.S. Treasury
statistics indicate that the number of qualified deferred
profit plans grew from 37 in 1940 to 2,113 in 1945 (Metzger,
1960:6) . According to PSRF, the number of qualified deferred
profit sharing plans about doubled every five years between
1944 and 1977, reaching 186,499 by 1974, and doubled again
by 1984 reaching about 360,000 (PSRF, 1984) .

The 1987 Profit Sharing Survey conducted by Hewitt
Associates in cooperation with the Profit Sharing Council of
America gathered information about the effective dates of
the profit sharing plans, and the following summary provides

a historical perspective:

Effective Dates % of Plans
Before 1940 1.7%
1940-1949 5.5%
1950-1969 24.9%
1960-1969 33.3%
1970-1979 / 23.4%/
1980-1986 11.2%7
Total // 160%7

Table 2: Effective Dates of Profit Sharing Plans.
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Thus the number of profit sharers has grown in
both absolute and relative terms. The reasons most
frequently cited for the tremendous growth include the tax
advantage initiated during World War II, the rise in overall
benefit and retirement packages provided by companies during
this century, the success of plans in spurring higher levels
of productivity, and the need to avoid potential labour-
management conflicts resulting from the increasing power of
labour and labour unions.

Unfortunately, data are not directly available on
the number of cash profit sharing contracts. There are no
favourable tax advantages associated with these plans, and
companies are not required to report such information to any
federal agency. However, the number of cash plans can be
estimated based on information obtained from prior surveys.
For example, a survey conducted in 1957 indicted that about
30 per cent of all profit sharing contracts were cash plans
(Meier,1957). This implies that about 9000 cash plans were
in existence in 1957. By 1983, according to a survey
sponsored by the PSRF, about 22 per cent of‘all profit
sharing companies had cash plansrihdicating that the number
of firms with cash profit sharlng plans had grown to about
75,000 (PSRC 1984). Thus, 1t appears that tax advantages |
alone do not account for the tremendous growth both e
absolutely ‘and relatlvely, in the number of proflt sharlng

companles. In 1994 proflt sharlng was used by about 20
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percent of the companies surveyed by The Conference Board,
New York. This research indicates that the adoption of new
plans has begun to level off. Profit sharing plans show that
their level has remained quite constant since 1990. No
significant increase or decrease is likely in the

foreseeable future (Peck, 1994).

Evidence of Buperior Performance

A number of researchers have noted major
improvements in performance following the adoption of profit
sharing. Studies sponsored by the PSRF and the Employee
Stock Ownership Association of America contain evidence of
superior performance based upon compa isons of financial
data for profit and non-profit sharing firms. The PS5SRF
analysed financial data on thirty-eight of the Fortune 500
largest industrial companies and found significantly higher
level of performance for profit sharing firms on measures of
return on sale and return on equity (Metzger, 1978).
Traditionally, profit sharing plans were mcstly used by’
smaller companies. A small company was belleved rightly or
wronqu, to have a homogeneous work force; whlcn CQuLﬁ e
motlvated to improve profits. hmplﬁybae in a &1711 c@ﬁpaﬁy

could fo us on bcttam line prcfltm,rbﬁﬂausﬁ the battcm llﬁn

was,thgir‘“line_af sight®. In thc uﬁﬁ?afatlvﬂly z@aent

howaver, profit sh
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ri ng is

organisations. It snéulf,be‘ﬂ.‘

companies that have aﬁﬁptﬁﬁ profit sharing hﬁ?ﬁ,iﬁ%ﬁ%ﬁléﬁgiﬁj”:




only in certain segments of the organisation or have
different profit sharing plans for different segments of the
business (Peck, 1994). Profit Sharing Research Foundation
compared the financial performance of several large
department store chains with profit sharing against that of
similar establishments with no profit sharing plans over a
17 year period, from 1952 to 1969, and concluded that
"profit sharers outperformed the non-profit sharers by 35
per cent on sales, 47 per cent on net worth, and 80 per cent
on company earnings per employee" (Metzger and Colleti,
1971) . Profit sharing can help reduce labour cost growth by
as much as 5 per cent per year, while increasing employment
growth (Bell & Neumark, 1993). The Employee Stock Ownership
Association of America compared the performance of companies
before and after adopting an employee stock ownership plan
(ESOP) and found significant gains in financial performance
for post-ESOP firms (The ESOP Association of America, 1879).
Other studies also suggest a potentially positive
effect of profit sharing plans upon productivity. Howard
compared the performance of 202 profit sharers and non-

profit sharers on the basis of sixteen measures ol
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sharing contracts (Nightingale, 1980). Executives were asked
to evaluate the overall effectiveness of their profit
sharing contracts; profit sharing was considered very
effective in attracting desirable employees and reducing
turnover, providing economic security for participants,
increasing productivity, and improving teamwork and

profitability

o

cooperation. Conte and Tannenbaum examined th
of 98 firms in the U.S. with varying degree of employee
stock ownership and found that profitability was positively
associated with the degree of employee stock ownership
(Conte & Tannenbaum, 1978). Case studies of individual
companies indicate that many view profit sharing as having a
positive effect upon the overall motivation and morale o]
the workforce (Metzger, 1978; Kruse, 1993; Peck, 1994).
Bhargava (1994) investigated the relationship between
profitability and profit sharing in UK firms during the
1980s. The results show that profit sharing programmes bring
a positive short run effect on the financial performance of
companies. As Weitzman notes: "Profit sharing might make a
pig difference for the better (Weitzman, 1988).-

These studies, and the cumulative growth in prefit

sharing contracts, suggest that many plans have bean gults

successful and that profit sharing potentially augpents. -

pr@ﬂﬂﬁtivj‘ty ?




participation in management are distinct yet related
concepts. Profit Sharing normally follows from worker
ownership because workers share in part of the profits of
the enterprise. In addition, profit sharing is similar to
other forms of worker participation (e.g., worker
representation on board of directors, or involvement with
other managerial functions) in so far as both strategies
influence worker perception of participation with specific
goals and objectives of the firm. With profit sharing,
workers share in the profits of the firm; with alternative
forms, workers participate more directly in management or
control. In either case, similar motivational factors may be
affected. However, profit sharing, in contrast to worl
ownership, does not entail as fundamental a change in the
owner-employee relationship. It merely alters the form of
compensation inherent in the labour contract and provides a
direct incentive to workers (Blasi, 1988; Conte and Svejnar,
1988; Blasi and Kruse, 1991). The best results come when you
combine profit sharing with greater worker involvement and
give employees information about the company's performance
(Labate, 1993).

The theory of the worker owned firm ‘has been =

!"‘“

formally developed by Vanek (1970) and Meade (1972), “amon

others. With worker ownership and control, the firm's

objective function is often viewed as changing from
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worker. Even single product firms can be viewed under worker
ownership as producers of two separate goods: the product of
the firm itself and a high guality work environment. In this
case, negative effects on productivity do not necessarily
indicate economic or allocative inefficiency, because there
may be a tradeoff between production of the final product
and production of a high quality work environment. Many
theorists argue that worker-owned firms will strive to
maximise profit per worker and therefore restrict output and
employment, as compared with profit maximising firms
(Stephen, 1982:4-14). With profit sharing, the objective
function of the firm can be assumed to be unchanged; many of
the problems which arise in comparing productivity under
alternative ownership patterns can be avoided.

part of the overall effect of worker ownership on
productivity is often hypothesised to be due to the profit
sharing inherent in worker ownership. Jones and Svejnar
(1984) concluded that profit sharing has positive
productivity effects in both manufacturing and construction.
Douglas Kruse's (1993) survey of prior evidences indicates a
substantial amount of the employee profit sharing plans are
associated with ‘higher company performance, although»thg_;ﬁ
causality and mechanisms are unclear. -According to Labate -
(1993) , many managers sense intuitively that they can :gisé
productivity by~giving.employees,a3greater,st§gg>ipngggiﬁé,’~

‘but -there is little detailed data to back the SA?}J.PPQS”"t"' )
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Potential Positive Effects

Early economists Mill and Marshall noted potential
positive effects of profit sharing on productivity brought
about by improving discipline or eliminating restrictive
labour practices (Jones, 1978:149-162). Most of the formal
theoretical development , however, is of recent origin. The
leading theoretical arguments suggesting positive effects of
profit sharing on productivity are summarised below.

A number of arguments have been developed by
economists suggesting that profit sharing should positively
affect productivity (Kruse, 1993:77). These arguments focus
on the effect of the direct incentive implicit in profit
sharing on individual or group behaviour. Svejnar (1983)
argues that worker participation and profit sharing can
result in superior channels for information processing and
conflict resolution, thereby reducing labour turnover (Jones
& Svejnar, 1984:3). Cable and Fitzroy (1980) cite the
increased commitment and responsibility of workers when the
traditional adversarial relationship between labour and
management is replaced by a more cooperative atmosphere
(Cable & Fitzroy, 1980:100-121). It is increasingly
recognised in industry that by introducing carefully crafted
group incentive compensation systems, it may be possible to
induce workers to work both harder and smarter :and to. use
existing technologies in new and better ways that enhance

their productivity. In the short run at ‘least, and perhaps
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even longer term, this may be the most effective instrument
for raising productivity (Nalbantian, 1997:316). Profit
sharing plans have been utilised by firms in an effort to
encourage employees to identify with the need of a particu-
lar department of a business unit. At the same time, profit
sharing plans have often been implemented in an effort to
bring diverse business units together (Welbourne & Cable,
1995) . Employees in profit sharing plans express positive
attitudes toward profit sharing, and generally more positive
attitude toward their work and employer than employees in
non-profit sharing companies (Florkowski, 1987; Weitzman and
Kruse, 1990). This serves to increase effort partly by
increasing existing peer group pressure towards better work
(Fitzroy and Kraft, 1987). In addition, the "team spirit"
brought about by the participatory environment improves
productivity by reducing monitoring and supervision costs.
Where supervision is costly, the compensation
scheme may be set up in one or more of several ways to
induce appropriate levels of worker effort. First, if worker
effort is costly to monitor but individual worker output can
be easily measured, piece rate may be used (Parsons, 1986;
Lazear, 1986; Brown, 1990; Keefe, 1991) . Drawbacks of piece
rate systems include the possibility of excessive wear or
misuse of capital equipment and difficulty in setting an
appropriate piece rate, particularly in cases where workers

collusion is possible (Levine, 1992a). Second, in the
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presence of costly monitoring, employers may choose to defer
a significant amount of employee compensation to minimise
the risk of employee shirking. Employees will not shirk if
the consequences of being caught include the forfeiture of
deferred compensation (Lazear, 1979). Along a similar line,
Levin focuses on the effects of profit sharing and a
participatory environment on group norms and how they affect
performance (Levin, 1982). Workers in participatory firms
have strong incentives to monitor their fellow workers and
make sure they are not shirking. With workers' compensation
more dependent upon the collective success of the firm,
there are powerful forces of social sanction and disapproval
for members who are not putting in maximum effort. This
translates directly into less need for supervision, lower
rates of labour turnover and absenteeism, increased
cooperation and training arrangements among workers, and a
tendency for workers to take better care of capital
equipment (Levin, 1982:46). Another method of motivating
employees in the presence of costly supervising is to pay an
above-market "efficiency" wage. The wage can be set such
that the employees will put forth optimal effort for fear of
being caught shirking and losing the wage premium (Akerlof
and Yellen, 1986; Katz, 1987) . Collective incentive schemes
such as profit sharing plans are another option in the
presence of costly supervision. Therefore, one motivation

for adoption of a profit sharing plan is to induce higher
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levels of worker performance, particularly in situations
where performance is enhanced by cooperation among employees
(Kruse, 1993:24). Positive effects on worker behaviour are
also reported by Wilson and Peel (1991), who find that
absenteeism and labour turnover are significantly lower in
firms with profit sharing plans.

David Wray, president of the Profit Sharing
Council, a Chicago based organisation that encourages and
steers companies with profit sharing, says that you have to
show the worker how turning the valve tight reduces waste,
how cooperating with the next-door worker increases
production, how being careful reduces worker's compensation
claims, and how all these result in greater profit (Scott,
1995) .

Vanek argues that profit sharing or worker
participation can result in superior channels of information
and better use of workers' organisational skills; this, in
turn, can result in a greater willingness to advance
innovative proposals or accept technical change (Vanek,
1970) . An advantage of profit sharing appears to lie in the
encouragement of a culture of joint efforts, identification
with organisation and an increased awareness of its-
financial goals (Peck, 1994). O'Neill (1994) determines that
profit sharing plans focus on overall business unit profit,
focus on achievement of operational goals, and provide a

financial safeguard for funding by ensuring that an overall
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business unit profit level is achieved before any payouts
are made.

Meade (1972) questions whether the direct
financial incentive to the individual worker would be
sufficient to spur increased effort because the individual

worker who shares the profit with his fellows will still get

o)

some direct benefit from any additional profit due to his
own effort, but it will be only 1/nth of the result of his
own effort (Meade, 1972:402-408). This is the so-called
Wl-over-N" problem, or free rider effect (Samuelson, 1977) .
In an enterprise of 100 workers, each worker will receive
only 1/100 of the added reward. With 1,000 workers, the
fraction drops to 1/1000, individual incentives are diluted
by the fact that the economic rewards must be shared with
the other members of the profit sharing plan (Samuelson,
1977; Kruse, 1993:24). For that reason, some managers
seeking incentive pay arrangements for their workers prefer
individual incentives such as piece rates and commissions
(Mitchell, 1995). However, the overall effect upon
productivity may still be positive because ithe sense of

-~

participation may be greater and thus provide a strongsr

social motivation to do the hest for the firm as a whols,

i.e., for the whole partnership of fellow workers®
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conte (1982) develops a descriptive model of

perception, motivation, and communication within a firm




which identifies a causal chain whereby changes in structure
can be expected to lead to change in productivity and
performance (Conte, 1982). Figure 1 illustrates the basic
psychological model and shows the path whereby changes in
formal and informal structures of participation and
attitudinal variables affect individual and organisational
performance through effects on turnover, communication,
tardiness, absenteeism, sickness, individual effort, and

group norms favouring effort.




FIGURE 1 : CONTE'S RSYCHOLOGICAL MODEL

“Psychological Model of Perception, Motivation and
communication Within Work Organisations.

source: Conte, Michael. '"Participation and Performanee ip.
abour Managed Firme". Participatop: d Belf ThES
(1982) Bemant 5 8T 100 IR W A DR L




Although Conte's model specifically addresses the
issue of worker ownership, it is relevant to profit sharing
as well. Making compensation contingent upon group
performance potentially affects the attitudinal motivator;
i,e., commitment, identification, and meaningfulness of
work, as well as group norms favouring effort which
influence individual and organisational productivity and
performance. Quantifying the effect of profit sharing on
each of the variables included in the model would be a
formidable task requiring a vast amount of data; howsvsr,

the direction of the effect, in terms of changss in ovarall

e

roductivity, is likely to be the same in sach case. Thsa

e

affect upon some of the variables, such as changss in
and complexity of organisation or managerial style may be
less dramatic because profit sharing contracts do not
fundamentally alter ownership patterns or constrain
management.

In summary, the leading arguments suggesting a
positive result, focus on the effect of profit sharing on
individual effort and performance, stemming from the direct
incentive implicit in the profit shaving, or via changes In

group norms favouring increased effort and commitment.




sharing, at least for large firms (Alchian & Demsetz,
1972:777-795; Jenson & Meckling, 1979:469-506). Their
argument is that profit sharing may be associated with
inefficient management and labour shirking because the
rights to the residual are not vested in the central monitor

(management) of the firm. The development of their

s

"organisational® or "property rights" theory is briefl
reviewed below.

This theory is based on the notion that production

costly, to observe the true productivity of individual team
members. A central monitor is the refore required toc manage

the team and oversee production activities. The difficuliy

‘

in monitoring the performance of each individual member of
the team creates an incentive for shirking and enjoying on-
the~job leisure. Efficient monitoring requires that the
managers of the firm be the "residual claimant" to the .
profits of the firm or at least one whose pay or revard is
more than any others correlated with fluctuations in the
residual value of the firm (Alchian & Demsetz, 1972:786).
With profit sharing, the reward te management will be l&ﬁﬁ
and therefore management efficiency. is fﬁﬁuﬁ%ﬂ Thi%,j in |
»turn; will inerease the ineentive of tb%;lﬁé%?;

o shirk which will lower productivity.

the greater is the- incentive of the. iﬁalyif
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by the worker will be borne by him (Alchian & Demsetz,

1972:786) .

Alchian and Demsetz note that the incentive
implicit in a profit sharing contract may encourage some
team members to expend greater effort rather than increass
shirking. However, they conclude that with the exception of

small firms or partnerships, if profit sharing had to be

‘«...?

relied upon for all team members, losses from the resultin
increase in central monitor shirking would exceed the output

gains from the increased incentives of the other team

members not to shirk (Alchian & Demsetz, 1872:786). They
base their conclusion, in part, on the general prevalence of
profit sharing among types of firms within capitalist

economies (rather than on theoretical grounds), noting that
profit sharing seems largely limited to partnerships with a
relatively small number of active partners. The small
proportion of larger firms adopting a profit sharing plan is
taken as evidence that profit sharing negatively affects
productivity; in theory, this occurs because of the sub-
optimal monitoring which results when the full bundle of
property rights is not vested in the central monitor

(Alchian & Demsetz, 1972:785-788). According to Drage and =

Heywood (1995:507), based on the data drawn £r
establishments, larger firms are more likely to use
individual schemes such as pisce

Seongsu (1998), arguss that although th




ample evidence that profit sharing plans increase
productivity, little is known about how such plans affect
profitability. If productivity gains are not large enough to
overcome the labour-cost hike, profit sharing may have
limited or even negative effects on profitability.
Nevertheless, firms may extend its use for symbolic effects,
even though the plan does not boost profits. Profit sharing
sometimes fails because the plans are imposed on an
organisation that is not receptive to them. Failure often
results from either or both of two misconceptions. The first
is the imitative adoption of a compensation system. This
occurs when a company unreflectively imitates the practice
of its competitor irrespective of whether profit sharing
would be suitable for them. The second misconception is the
fallacy of confusing the tail with the dog. A pay system may
reinforce or direct certain behaviours, but it cannot
originate them. The introduction of a profit sharing plan
will not make employees as a group more conscious of -and
attentive to corporate bottom line. Profit sharing can,

(Peck, 1994). : “ = Ty

A decision must also be made about the life

plan. The prevailing view is that variable pay plans shot

have "sunset prov

the plan will be audited




locked into ineffective or outmoded plans. A horrible
example of this is a participant in a prior survey who said:
"This profit sharing plan has existed for more than 20
years. The original intent is lost, but removing it would be
a dissatisfier"™ (Peck, 1994).

Insiders who face a close-to-zero probability of
unemployment always prefer a wage to a share systenm, since
the latter system would result in the firm hiring outsiders
and lowering the pay of insiders (Brunello, 1992). Firms are
free to hire the optimal amount of labour within its labour-
supply constraints, but is not free to alter labour
contracts over business cycle (Morton, 1994:331). Of course
some adjustments of this type do take place in the real
world. Bils (1991) finds that when contracts are revised,
individual-firm employment is strongly affected, indicating
substantial pent-up}stress. It follows that the contract
adjustments which occur are not sufficiently lerge or
widespread to fully prevent the employment stresses Wthh
they help to moderate. Proflt sharlnq may be rlsky for an
individual flrm due to condltlons 1n capltal labour, or

product markets, lenders for example may be reluctanr to

resources development since these assets

1990:




productivity, however, they are not necessarily inconsistent
with the channels presented previously, whereby profit
sharing may be effective. These channels (suggesting a
positive effect) take into account the incentives for
greater cooperation among workers and management, as well as
changes in group norms affecting performance, which tend to
be ignored by theorists presenting more individualistic
models of worker behaviour. Although causal evidence can be
cited in support of both sides, it remains an issue to be

resolved through empirical investigation.

Rationale for the Study

Profit sharing is characterised as an under-
researched phenomenon in terms of both quantlty and quallty
of research (Kruse,/1994) The economlc theory of the profit
sharlng flrm is still in the prellmlnary stages of
development (Weltzman, 1984) Bullock and Lawler (1984)
found "strlklngly llttie" 1nformat10n dvallable, and ,
v1rtua11y every recent book and Journal aTthl@ begine or
ends with a commentary on the need f@r more aoademic ’
research and 1nterest 1n profit sharlngg D%@mripLiV@ ;hfﬁh
oommentary and case repmrta comprlse moet mf Lh@ pr@fjt"

sharlng ]Jterature (Bullock & Lawler,,l@@@, myj§§®j1€ Eo

S@huater 19&3)

in feferrlng t@ the @tat@ @f %mpi:y

prmfit ﬁh&fiﬁg; Bujlagk ﬁﬁﬁ Lawl%ﬁ (3984) ay.

: many ma%@ atudiﬁ@ ara éﬁaign@ﬂ jfh 1ttflﬁ m
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scientific value. They ‘could not find a single case in

literature of the administration of a survey before and

i

after the implementation of profit sharing plan. Researcher:
have also generally failed to report any data on validity
and reliability, so the measurement quality of profit

~

sharing studies is unknown (Bullock & Lawler, 1984; Kru

jévs

2;
1994) .,

Profit sharing warrants research not only bescauss
it currently exists as an under-researched phenomenon, but
also, and perhaps even more importantly, because of its

promise as a means of enhancing organisational effect]

by improving employee productivity and job ralatsd
(Kruse, 1992). It is commonplace for an author to ocall for
further research on his or her topic. In this area the
potential payoffs are high, since the underdeveloped
research suggests that profit sharing may make a strong.
contribution in fundamental issues of economic welfare,
namely productivity, unemployment, “and:macroeconemie w0
stability (Kruse, 1994).

A compelling reason for condugting thie study is
the need for a response to the ecall for research in tople
areas identified as '"critical research issues" (Bullock &
Lawler, 1984) which are¢ (1) Why*pr@fitﬁ@ﬁ%fiﬁgi@l&ﬁ@iwﬁﬁk;*f”’:

and (2) how they are integrated lnto %n}@ggaﬁiﬁaﬁi@ﬁe L%ﬁ?’

{i@a&)vmgﬁgludaawthat~ﬁh@?mmat;m@aﬁimgﬁﬁlfﬁiﬁﬁiﬁ%fﬁﬁ ﬁh%

existing ma@&aﬁah~i&sthatwpwmﬁi@f@h&ﬁiﬁgﬁ@$&ﬁ§¢ﬁa@w@$%



while relatively little is known about the reason.

In summarising avenues for research into the
question of how and why profit sharing plans work, Lawlsr
(1985) cites numerous possible reasons, including:

(1) they operate as effective pay incentive plans, (2] thay
stimulate problem solving processes, (3) they cause people
to work smarter, (4) they cause social pressures that
encourage people to be good performers, (5) they cause othar
arqanisatisﬁal changes which contribute to organisational
effectiveness, and (6) they create organisaticnal goals That
lead to teamwork and cooperation. Research 1s neaded to
attempt to determine why and how profit sharing works and
identify the relative importance of the factors lsading o
the success of profit sharing.

It is the major thesis of this study that
introduction of profit sharing into an organisation will
alter or actually become the communication structure which
links management and non-management. In turn, the knowledge,
attitudes, and behaviours of profit sharing participants
will be influenced by the quality of input and feedback
transmitted by the communication stgﬁctur@q

In Chapters Two and Threa a th@r@ugﬁ review @f'
profit sharing literature and 1iteratur@ W@l%V&ﬁﬁ te tﬁ@ 7f:j“f
,@ﬁ&@lfic rasearch hypotheses of tni% %tuﬁy wiJT b% .

presented. Chapter Five will Qmﬁtaaﬁ fh@ ﬁ%@@%&@%iﬁﬁ @ﬁ':'

research deslgn and the matbgdvuﬁaa t@:@@llﬁ@ﬁ ﬁh% @a@ﬁ'~




test the hypotheses. The results of the data analysis will
be reported in Chapter Six. Finally, Chapter Seven will

include a discussion of the findings, the implications of

the findings for theory, measurement, and management,

limitations of the study, and direction for future ressarch.




Chapter 2

LrﬁEFUYTEﬁEE iﬁ#f:fﬁf

Introduction

In an effort to develop the theoretical foundation
of profit sharing research in general, and of this atudy
specifically, the review of relevant literature will focus
on two topics. Primary attention will bhe given to the review
of profit sharing theory and an examinatlon of past
empirical studies of profit sharing. Secondary focus will be
on developing the theoretical basis for the organisational
communication perspective of this ressarch study.

Profit sharing lri;terzaturerwi%ll be Vrye‘viewed wifth
the purpose of:‘(l) prévidihg/an iﬁﬁggraﬁed framewqu of
profit sharing’theory for/fegéarcﬁr4and (2) establiahing the
need for Sclentlflc and systematic emplrlcal research. The
relevant organlsatlonal communlcatlon literature WLJl b@
brlefly rev1ewed w1th the _purpose of: (1) aﬁ?abliahjmg tha
relevance of profit sharing ta quanlsatlanal Q@mmuhjgatjaﬁy
and (2) e&tabll&hing an apprmpriate measuramaﬁt mmﬂ%l f@?

the study of prmflt @harlng from an @rgmnigatzmﬁal

@@mmuniaauimn parapacuivae An 1ntagratad ra%aar@h m@@%j ﬁﬁﬁ
the hymmthaﬁ@& and r@aegrgh quaati@na @f fh@ %tuﬁy W1LJ ﬁ%

pﬁ%@ﬁﬂt%d in the final part of thj@ @aﬁtjﬁww




Profit Sharing Theory
guality of Work Life Theory. The most general

theoretical framework for this research study is the socio-
technical systems theory perspective of the effects of
quality of work life (QWL) interventions on employee
productivity (Figure 2). QWL interventions are those
organisation-wide planned changes aimed at increasing
employee involvement in decision making, designing enriched
forms of work and innovative reward systems, and improving
the work environment (Huse & cummings, 19885). Profit
sharing, as defined in Chapter 1, is clearly a QWL
intervention since it is a planned change intendad to
influence the behaviour, attitudes and outcomes of large
groups within the organisation, and it attempts to do_so . hy
increasing employee involvement in decision making,
implementing an innovative reward system, and improving the
work environment, Research on profit gharing has been
conceptualised according to the underlying theoretical
assumptions of the effects mf,QWL;@n1amplmy&@,pngductivihy
and organisational effectiveness. .

As indicated in Figure 2, guality of werk life

practices such as profit sharing, can affect productivity in

at least three wvays (Lawler &'LgdiﬁﬁdifiQEZDW;
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Figure 2 : Effects of Quality of Work Life Interventions

one way QWL interventions may improve productivity
is by improving communication and coordination among
employees and interdependent organisational departments.
Productivity can increase due to the resulting increase in
integration of the specialised tasks or groups contributing
to an overall task. A second way QWL practices affect
productivity is by improvements in employee motivation,
especially when important individual higher-order needs are
fulfilled. Third QWL practices may lead to higher
productivity if they can 1mprove tha jgb mapabn]itjaa and
the job and Qrganlsatlanal kncwledge @f empl@y@@&, thug i
enabling them to perf@rm beﬁt@r,;;‘;°’ |

Qual:ty of work 11fa intarvaﬁﬁimﬁ ?ﬁﬁ %i%§ k; '

imdira@Lly Lnfluanwe pwadu@tivity by maaﬁg @f ﬁn@“$@ 
\&ff%ﬂtﬁ of incwaﬁ%%d %mp?@y@a w&leb%iﬁg; A

CLan@r & Lgﬁf@?d $§§2),a§ ﬁhﬁwﬂ tm Fjgm'@ 3fﬁ 




practice provides a hetter work environment and more
fulfilling work, employee satisfaction may increase. Also,
the improved productivity resulting from a QWL practice can
also increase satisfaction when it leads to greater and more
clearly contingent rewards. Ultimately the indirect
influence of QWL practices on productivity may accrue from
the organisation's increased ability teo attract and retain

high performing employees,

Employee
Well-heing Attraction
and ' ¥ and i Productivity
Satisfactiaon Retention
Quality
of Work Life
Intervention
Productivity

Figure 3: Indirect Effects of Quality-of-WorkLife-
Interventions.

Following from the QWL theoretical framework, the
profit sharing theory 1iterature seeks t@,pr@di@t the
effects of profit sharing on employee pr@ﬁg&tivify ﬁﬁ@
organisational effectiveness. While the prﬁfﬁt ghﬁ?iﬁ@

literature is scant and virtually Vﬁlﬁ of @@Wﬁ?@ﬁ%ﬁ%ivgf }a;f

explicitly stated dﬁ@ ﬁ%%ﬁﬁd ﬁhﬁ@ri@% (@%mﬁmamg#
,:j 1§?Q, @rahmmwamr% & R@§§¢ 3933, ng}gy{ jg&g;



authors have attempted to build a theoretical framework.
Some of thesge attempta.hava,bggnw;ittla-mpre,than‘armwchair
philosophising about the manner in which profit sharing
relates to generally accepted good management practices
(Helfgott, 1962; Lesieur & Puckett, 1969; Ross & Jones,
1972; Shultz, 1958; Strauss & Sayles, 1957). Other
researchers have attempted to form a more rigorous basis for
profit sharing from established theory in organisational
behaviour and development. It is the work of the second
group of authors that is the focus of this section of the
literature review. Table 3 provides a summary of the profit

sharing theory literature that will he reviewed and

integrated.




Table 3

Profit 8haring Theory Literature Summary

AUTHOR(8)

VARIABLES

THEORETICAL BABIE

McGregox (1958);
McGregor (1960)

Doyle (1970)

Frost, Wakely, &
Ruh (1974)

Goodman (1973)
Goodman (1976)

Schuster - (1980)

Graham-Moore &
Roges (1883)

Cooperation;
Resistance to change
Human motivation
Staff~line conflict

Managers' habits
and attitudes

Tdentity
Participation
Equity

self expectancies

ystem expectancies -

Stimulus for Chang&jg;%

Commitment -
Motivatian

Socioeultural
Financial

1 @rgaﬁiaatimﬁéi

Individual

B§

Theory Y;
Parsonallty ve.
ﬁrgaﬁiaatiaﬂ
th@@FY’“
Group )
dynamics?;
Hierarchy of
human needs’
Managerial
grid;
Likertis
gsyatem 4

Theary Yj
Organlsatlon

assessment?
Mutuality of
interests5;
Participative
decision
making®;
Equity
themry it
Expe¢tanmy
- theory®

Expectancy

theory

,'Qrgaﬁiaati@ﬁai

change

 £%§%@?@%@¥

%h@@ﬁ”

'*«@@mmt%m%ﬁvjj
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Table 3 (cont.)

Profit Sharing Theory Literature Summary

AUTHOR (S) VARIABLES THEORETICAL BASILSE
Bullock & Structural Factors Expaatancy
Lawler (1984) tha@ryl H

Lawler

(1985)

Implementation
factors
Situational factors

Reward-Performance
Link Reliefs;
Organisational

communications;
Participation

Mutuality of
interests™?

Expectancy
theory
Congruancy
theory

1 McGregor saw the Scanlon Plan as very consistent with
Argyris' (1957) views of the need for organisations to treat
employees as psychologically mature individuals.

2 McGregor specifically referred to the group process
research-based predictions made by Coch & French (1948) and
Lewin (1952) in his explanation of the Scanlon Flan. \

3 McGregor felt the Scanlon Plan provided an ideal means

for satisfying the ego and
vis a vis Maslow's (1954)

et al. do not explicitly refer-to any gpeciflie
n of jdentity in termes ef the

4

author,

Frost

put their explanatio

self-actualisation needs of humans
theory of human motivatian,

organisation is what is commonly knawn today in the strategle

planning

grganisational 5
and mission vie a vis Porter (1981).

® The authors refer to the need f@fvth%_ﬁfgaﬁi@%ﬁi@ﬁ9¥ff
the individual to reach a shared jdentity whieh j& based |
%bglpfinaipal of wutuality of Iinterests ns atated by Ta

¥

literatures as the _ V ,
agsesement of its unigue strengths, weaknesses

process

and need for




6 pFrost et al. refer to Likert (1961) for their
conceptualisation of participation. The empirical satudy
conducted and reported by these authors was based upon Lowin's
model of participative decision making (Lowin, 1968).

7 While Frost et al. do not make explicit references to
it, their conceptualisation of equity can be traced to Adams'
Equity Theory (1965).

B The construct of equity as described by Frost et al.
incorporates the individual's perception of an acceptable
instrumentality between performance and pay, a& described in
vroom's Expectancy Theory (1964).

9 The Kochan-Dyer (1976) model of change ig the hasis of
this model. The logic is that cooperation is based upon
stimulus for change.

10 @oodman (1973)
11 gteer's (1977) model of commitment.

12 phe underlying assumption of the Graham=Moore & Ross
theoretical model is the need for identifying the
organisational context and adapting a profit sharing program
to fit or match the particular context. In general, this can
be related to the Contingency theory of management (Wren,
1979) . ~ -

13 Bullock & Lawler explicitly describe the underlying
construct of their model as being the pay-performance link or
expectancy in term of Vroom's Expectancy Theory (1964) and the
Porter & Lawler (1968) extension. o

14 mhe “Bullock & Lawler model begins with the

acknowledgement of the "gimultaneous maximisation! strategy
impliecit in profit sharing which can he jidentified as

Taylor's (1911) principle of mutuality of intevests. =~




SBecientific management perspective. As pioneers in
the development of management thought, several very early
writers sought to advance the principal of mutuality of
interests through the use of economic incentive programmas
such as profit sharing. These authors' ideas on profit
sharing come from the scientific management perspective with
the underlying assumption that wan is primarily an
economically motivated being. While this would deviate
drastically from the assumptions of Theory Y (McGragor,
1960), the earliest models of profit sharing were actually
very similar to those developed a century or more later.

As early as 1832, Charles Babbage proposed a
reward scheme consisting of two facets: (L) a portion of
employees' wages-would depend on factory prefits, and (2)
the worker should derive more advantage from applying any
improvement he might discover, for example, a honus for.
suggestions (Wren, 1979) . Further, Babbagﬁ'recommendad'ﬁhat
workers receive a fixed salary based on the nature of thelr
task plus a share in profitamamharsuggeatimm ayﬁtam‘wmuld‘
reguire-a c@mmlttea to datermina ﬁhé pr@per h@ﬁua f@r
praduction %avingﬁu Theafatimally, 1f prﬁfjt &haﬁiﬁg W@?@il
successful in creating an anvirommanﬁ @f mmﬁmaliﬁy mf

interests among aconemic pereans, tﬁ@ f@ }@wiﬁg m@ﬁﬁi ia%%#j:

should ensues (1) each: wamkar w&u% ihav@.,c

in the firm'& pr@ap@rstyy (?) aaah W@ﬁk%r‘W@Qjﬁ m%




department would be improved, and (4) only workers of high
skill would be admitted since "it would be the common
interest of all to admit only the most respectable and
skilful" (Wren, 1979:81). Babbage also predicted that the
use of profit sharing would remove the necessity for
Weombinations" of workers, or unionisation, since with
mutuality of interests between worker and manager, neither
would oppress the other, and all would prosper (Wren, 1979),
Half a century later the idea of profit sharing
was again broached by another pioneer in sclentific
management, Henry R. Towne. In 1889, Towne publishad a
formal paper entitled "Gain Sharing" in a journal called
Transactions, puhllehed by Lhe Americaﬁ Booclety of
Mechanical Englneers (Wren, 1979) In thlS paper Towne
contended that profit sharlng was not an appreprlate
solution to the problems of greater worker product1v1ty
Instead, Towne proposed to determine coste and praduﬁtivity’
for each werk unit and to return to members of the unnu the
"gains" ab5001ated w1th imprmvementa in their own |
performancee, These moneeptualxaatlenﬁ ef praflt ehawqu
provide an lndlcati@n that jntereet 1n, and kmmw?eﬁg% of
profit sharlng ex;sted ae early as 3832 aﬁd Hﬁgeﬁ ﬁ@wevevi

not until more than four deeadee gfter T@Wﬁ@Vg Wﬁjfjﬁ@% ﬁﬁ@}$f¢[

prefm ehamng Feappear i‘“‘ maﬁagpm@m }:ﬂ*‘ammw iﬁ m% %?‘*‘iﬁi




interest in the management literature.

Theory Y and the theory of personality and
confliect perspective. Douglas McGregor (1958,1960) stated
that the Scanlon Plan was a philosophy of organisation. He
viewed it as much more than a management programme but
rather as a way of life that would be effective because 1t
was consistent with social science theory and findings.
McGregor found theoretical support for the Scanlon Plan in
his Theory Y assumptions and Argyris' theory about the
nature of conflict between a psychologically matuvre adult
and the traditicnal form of organisational structures and
processes (Argyris, 1957).

According to McGregor (1958:91), "...the Scanlon
Plan creates the necessary conditions for the discovery that
workers have brains and ingenuity as well as muscles.,."

Because the participative mechanisms of profit
sharing plans involve people in the process of change rath@r
than imposing it on them, they should be less likély to .
resist changes in the work-place. Support for this
prediction was cited by McGregor from the findinge of group«
process research (Coch & French, 189487 Lﬁwiﬁ; 1962), | ‘
Further, McGregor observed that Scanlmﬁ Plaﬁ ﬁr@@u@ﬁi@ﬁ @ﬁﬁ ;eif?
goreening committees, as well a8 ﬁh% Whﬁia m&ﬁagﬁm%ﬁ%%»*‘ 5

employee relationship which davalmp&, p?@vid% i&ﬁai W@ﬁﬁ%

for aaﬁ;aﬁyiﬁg ego amﬁ g@jfwaatmali@aﬁi&ﬁ ﬁ@ﬁﬁ%
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of traditional organisational employment. Finally McGregor
proposed that the use of profit sharing would reduce the
traditional tensions between line and staff employees
because the need for external control would almest vanish as
collaboration toward the common objective of improving the
bonus-based ratio became a way of life. This would bhe a
convincing demonstration of the well-established
psychological fact that self-control is far more effective
than externally imposed authority (Argyris, 1957; McGregor,
1960) . McGregor formulated this theory of profit sharing
while a faculty member at Massachusetts Institute of

Technology where Joseph Scanlon, founder of the Beanlen

Plans, also a faculty member (Lesieur, 19868).

Identity, p#rtxclpation, #nd equity pﬁtSp&thV$a‘
Whlle McGregor did not actually propose a Spec1fJC and
unique theory of perlt sharlng, hlS work expla;nxng the
theoretlcal foundations of Scanlon Plan formed Lhe bagis of
a smmewhat more explicit theory propased by Fraat Wak&ly,1\
and Ruh (1974). Thelr reaearch was begun in L950 at Mi@higaﬁ‘,

State University and reaulted in Saanloﬁ Plaﬂ th@@ry

Qomprl@@d of three pfimclplea which rapregaﬁﬁ the ha%jm . »;,,:”

concepts of indnvidua] and Qrganisati@nal b@hmviﬁu? %haﬁ ﬁﬁ%,”

the most Fﬁlﬁvaﬁt La uﬁdafstandjﬂg héw ﬁﬁd why ﬁh@ &ﬁ@ﬁi@n fﬂ;;
Plaﬂ wgrkﬁﬁ .
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developed their profit sharing principles. Within this
context, identity exists when all employees are able to
individually internalise the need for change and improvement
faced by the organisation in response to competitive forces
outside the organisation. Participation is the involvemant
and voice of the subordinates in organisational decision
making. Equity is the perceived balance bhetween a
stakeholder's input to the organisation and the outcomes
received from the organisation.

peyond the definitien of the general concept of
identity, Frost and his colleagues define the principle of
identity for all employees as specification of the right jeb
and the criteria for doing the job correctly. This avalvas
from a clear understanding of the organisation's external
and internal realities and objectives and individuals’
personal needs, strengths, weaknesses, and goals. TIdentity
also specifies that past performance, practices and
relationships are inappropriate and inadequate, that present
competitive realities are compelling reasons t@'ﬁbang@,‘aﬁd
that the future depends on earning a unique competitive
position (Frost, 1.989) v Tdentity will eccur tm“thﬁsﬁxﬁ@ﬁﬁ;‘
that enployees are adu@ateﬂ~andrare:abla_ﬁ® uﬁﬁ@ﬁ%@%ﬁﬁ ﬁhé~ i'”
economic realities of the @rqaﬁisati@ﬁgfﬁt@%ﬁf iﬁﬁéjgfiffﬁﬁﬁ;:?:
principle of identity is effectively applisd, then all

employaes know: (&) whatfﬁh%~aﬁmpaﬁyf@§§ y@§%%ﬁﬁ%y¢
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organisational identities, roles, and responsibilities of
all its employees are (Frost et al., 1974). The entire
definition of identity as a Scanlon Plan principle is
referenced to McGregor's Theory Y assumption. It is assumed
that employees will seek significant roles, identities, and
responsibilities within an organisation because that is a
hasic feature of human nature.

Cconceptually, the identity principle also
incorporates the issue of mutuality of interests (Tayloy,
1911) . According to Frost et al. (1974), enployess are
considered critical resources that are sought after,
educated, stimulated to learn, and then held accountable
The organisation offers the employee a means of faeling
important, conspicuous, and worthy. Between the employee and
the organisation, "...their commonality and common interests
should be clearly identified and continuously experienced
and reinforced..." (Frost et al., 1974:66). Tt was proposed
that the Scanlon Plan did exactly that.

As a Scanlon Plan principle, participation dg
expressed as the opportunity, given only by management, and
responsibility, taken only hy amplﬁyse&v‘t@‘influ@ﬁ@@}’but &
not to make, the decision in ﬁhair~araa%2@ﬁ m@mﬁﬁﬁ@ﬁ@yuﬂ v,
(Frost, 1989). Participation nakes it ?ﬁ&%ikjﬁ f@n,@Ll

employees to perceive more claarly the @@mﬁ@ﬁjﬁ3V% ﬁ@ﬁ@itypﬂﬁf;J




permits all employees to help define procedures which give
them influence over their own jobs and occupational destiny.
The opportunity to participate enables employees to become
interested, involved, and committed, and at the same time to
become responsible for themselves occupationally and for the
organisation competitively. The process reguired to fulfill
the principle of participation is responsible ownership, hy
employees, of the need to change.

The underlying assumptions of this component of
the Frost et al. (1974) model again include the Theory ¥V
aggumption that is the basic human nature to want to work
and to seek advancement and responsibility. Theoretical
basis for the participation principle is also provided hy
Argyris' theory of fit between personality and formal
organisation. This theory states that the traditional
hierarchical and non-participative nature of formal
organisational structures and practices conflict with
mature, adult, healthy personalities. If this is true then
the effect of the participation principle, which encourages
responsibility for change on the part of emplmya@%j'aﬁd,th@
ensuing Seanlon Plan committee structures, will bé"@@ :
alleviate common fru%tratiﬁns:betwéQN?féfmaJ'@ﬁgaﬂigaﬁiéﬁ%
and mature individuals. Paftlaipativa d%@ﬁ%i@m mﬁkiﬂﬁ -
literature in general, and the Lawiﬁ (4966; m@aﬁﬁ ﬁﬁ@ @h@
Likert: (1861) model specifically, are ﬁl%@ @it@m By ’“”;t"d
ale (1974) a8 thﬁmr%ti@al suppmrﬁ fﬁr ihﬁ ﬂaﬁﬁl 2

:




principle. Participation was also dited by Doyle (1970) as a
primary predictor of the degree to which profit sharing will
be successful. In his loosely formulated profit sharing
model, Doyle (1970, 1983) predicts that the closer a firm's
management practices move towards participative models such
as a Likert System 4 (Likert, 1961), the more likely profit
sharing will be successful.

Another consideration is the distribution. Experts
in profit sharing bonus plans recommend that division be
equitable (Scott, 1995). A survey of 160 participants from
three companies that implemented profit sharing programmes
confirme the assumption of Florkewski (1992) that
perceptions of pay-equity and fairness in the performance-=
reward system were key factors in generating participants
for the plan. Workers might be more enthusiastic about
sharing bad times if executives were also sharing. But it
rarely works that way. The difference bhetween the average
worker's salary and that of the CEO continues to climb., Tt
was a multiple of 41 in 1960, it is 93 tmday,(Kin&ley;v-
1991). There is a plauaiblecargumaﬂt that profit &hﬁriﬁg;
when accompanied by more dema@ratié Managﬁm@ﬁt'pﬁaatim&%, 
can help restrain the iﬁaraaﬁiﬁg‘ineqﬁity @fiﬁﬁmm@(Kamg; ‘ 
1993) ol e e
Returning to the Frost et ﬁl m&é@l, the ﬁ?lﬁ@jﬁj%iﬁwﬁ
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and the employees. The process required to fulfill the
principle of equity is the personal, professional, and
organisational accountability for these equitable returns to
the three principal investor groups (Frost, 1989). As such,
equity is considered the capstone of the three Scanlon Plan
principles required to establish and maintain a profit
sharing plan. With respect to employees, equity is the
legitimate expectancy of each employee for a falr return on
nis investment of personal resources into the organisation.
Tf equity depends primarily upon the perceptions and
comparisons by organisation members of individual
input/outcome ratios (Adams, 1968), then there 1s & naad for
an instrument that can be used to put the obhjective of
equity in perspective for all organisation members. This -
need, and the need for accountability required by the
principle of equity are fulfilled by the bonus formula
component’ of profit sharing plans.

The Frost et al. (1974) profit sharing plan theory
provides a useful conceptual framewmrk:f@r understanding how
and why profit sharing processes andgfram@warkﬁ work, as
well as the benefits resulting from the use of profif
sharing plans. However, thavprinciplgﬁi@f»iﬁ%hﬁitygj‘

participation, and equity were et viaw&ﬁ a% easlly

operationalised or as readily generating. teatable ﬁyﬁ@ah%§%@7””“

(White, 1979), Some d:fficult;@% with ﬁh% @ﬁ@r@ﬁimﬁﬁli@a Bl N
of the Frost et al. (1974) Seanlan Plaﬁ ﬁwiﬁm%miaa,”” he



due to the lack of clear and thorough development of the
principles beyond their meanings as general management
concepts. In other words, the principles are too broadly
defined to be very meaningful in a specific context such as
the profit sharing plan. Accordingly, it is difficult to
determine exactly what the principles are meant to
encompass, One may wonder if perhaps identity,

participation, and equity should be thought of as VYeoritical
psychological states" (Hackman & Oldham, 1978). If =a, some
effort should be given to explain the linkages bhetween thasa
critical psychological states and profit sharipng plan
structures and processes and also between the critiecal
paychological states and outcomes resulting from use of
profit sharing plans. A further issue 1is that the Frost et
al. (1974) theory also fails to delineate the relationships,
if any, between the three principles. Another inconsistency
and source of difficulty in operationalising this theory is
the fact that iddentity and equity are essentially 4
perceptions, while participation is a bahavi@ura‘whila:th@r@“
are weaknesses in this'attamptﬂtc:davelmp a th@@fy*mffﬁfﬁfit i

sharing, its contribution is clearly n@t logt. Thrmugh@uﬁ

the remainder of this portion af the lit@fﬁﬁuf% f%vﬁ@wi @h% },, -

value of the Frost et alw (1974) tha@ry ag ﬁ?@&a %ﬁ@ia F@$57f15

the development of mmnt&mpgrafy ?T@fit Ehafjmg ?hw@ﬁy'%ﬁﬁ fC  f

research will become evident,
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of the Frost et al. (1974) Sganloﬁ Plab theory is its
comprehensive nature, intended to explain the overall profit
sharing management philosophy and the general impact of
profit sharing on organisational effectiveness. Another
approach to profit sharing theory is to focus on specific
aspects of the profit sharing process and resulting
behaviours. An example of this approach is the expectancy
theory perspective on profit sharing theory.

It relates to the Frost et al. theory with respect
to the reference to equity as an expectancy hald by
individual employees. First proposed by Goodman (1873,
1976), the expectancy theory approach attempts to explain
the effects of profit sharing on employee behaviour in terms
of the relationship between job performance and rewards. In
this model, Goodman (1976) refers to system-expectancies and
self-expectancies. For profit sharing te work, employees
must believe that making suggestions or participation in the
system will lead to bonus (system-expectancy) and that they
can make suggestions (selfwexpactancy) Gmmdmah's mmdal lg a
direct application of the Portar & Lawl&r (3968) hybﬁnﬁ
expectancy theory. It proposes that ah 3ﬁﬂivfﬂma3‘ﬁ @ff@?t
toward gmb performance is 1nfluangad by ﬁh@ fﬁWﬁﬁﬁ% '

agﬁmaiatad wiﬁh that pawfcrmance and tha &%ﬁ@ﬁ? to whﬁﬁh

tﬁ@%ﬁ 1ntrins1ﬁ and axtrinsig P&W&fﬁ% J%ﬁﬁ tm %ﬁ%l%ﬁﬁ@?jﬁ';vt
ag a f@sult of tha pﬁrgalvad valu% ﬁh@y hﬁ?% f
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system expectancy, the parceivadvlink hetweean
performance and pay, is the single construct forming the
basis from which Bullock & Lawler (1982) developed a simple
heuristic model of profit sharing plans, The model proposes
that multiple factors (which they derived from the
descriptive and empirical literature) will influence the
extent to which employees perceive strong links betwesn
behaviours reqguired from profit sharing, such as suggestlon=
making, cooperative team effort, or productivity
improvements, and rewards from profit sharing, guch as a
group bonus. In the Bullock & Lawler (1984) wodel, the
influencing factors are identified as:
(1) &tructural factors: ipvolvement structure, financlal
formula, payout percentage;j-
(2) Implementation factors: employee involvement,
objectives, use of interventionist, and
(3) Situational factors: size, union status, management

style, technology, environment.

sltuatianal/a@ntmngency pexapﬁ@tivaa A commen
theme of the authors rev1ewad to this pmlnt in 1h@ wag%mréh
is the a@knowledgamant that prcfjt ahariﬁg @xiwf%f ﬁﬁﬁ
appedrﬁ to be eff&@tlva in divera@ f@rmﬁ aﬁﬁ aﬁ vaﬁylﬁg
giﬁuatl@ﬁﬁ Thara d@%a not appear ta bg aﬁy "@ﬁ@ b@%ﬁ Wﬁ?“

tm 1mp1ameﬁf prmfjt aharing pLa:a (KTQ@%, 399%; P%@X &%%@5

fﬁﬁﬁ%ﬁ@v the effactiveness @f prgfiﬁ @hﬁ@iﬁq may @ML

the situation in which it is mmg amﬂm@'& ﬁﬁ@l



which the profit sharing plan is designed”t@ fit the
specific situation. This leads to a situational or
contingency perspective of profit sharing theory which is
highlighted in the Graham-Moore and Ross (1983) profit
sharing model. The objective of this model is to
systematically identify profit sharing "profiles® of
individual firms. A "profile® is a global assessment of a
firm's overall nature and ocbjective and is consistent with
the Frost et al. (1974) principle of identity in which all
members of the organisation come to a clear realisatlon of
the nature and objectives of the firm. The sasence of the
Graham=Moore and Ross (1983) framework is to enable a firm
to identify its profit sharing "profile¥, or situation, and
then to adopt a level of profit sharing (varying form high
involvement and highly structured participation mechanisms
to unstructured and low involvement participation
mechanisms) which is most consistent with its "profile",
similar to Bullock & Lawler (1984), the
situational variables or "profile" characteristics
identified by GrahamwMoere*andeﬁssr(1%83) are derived from

the descriptive and empirical profit &hariﬂg literature.

These are the relevant and key variable% that %%Ql%iﬁ ?h% if /‘

initial acceptance of profit. shariﬁg aﬁﬁ Wh@ﬁh%f
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(1) Organisational variables: cliﬁate,féize, technology,
policy, reward structure, identity; -

(2) Socio-Cultural-Institutional variables: union and
industrial relations, workforce characteristics, external
environment;

(3) Individual level variables: managerial philosophy,
trust, locus of control, skill level, motivatiomn,
satisfaction; and

(4) Financial variables: internal system attributes
(accuracy, utilisation, control of inventory, production,
budgets, standards), and ex¥ternal system attributas (ganaral
and task external environment).

Assessments of the firm's current state relative
to each of these variables are combined to arrive at the
global construct of a profit sharing "profile".

Many common variables are found in the Graham-
Moore and Ross (1983) and Bullock and LanerwIIQBQ)-mﬁdﬁlﬁﬂf

Also, some of the situational variablea,identifiadwinﬁbgﬁh_

of these models are reflective of the work @£~Frmgtn@tial;-:af>i

(1974); Goodman (1973, 1976)7'andmeSraqwr (19%8, 1?6&) Wha_‘
most recent proposals of prmfit sharlﬂq the@ry my QQWJ@?
(1985); and M@hrman,:L%dfﬁfdz:aﬁd”pemmigg-%i@ﬁ?};aiﬁggj

reflect a contingency agpra&@hgzg/iaf




dependent upon the congruency or fit (Nightinqale, 1982 ;
Lawler, 1986) between the organisational context or profila
(Graham-Moore & Ross, 1983) and the participation mechanism
and bonus formula of the particular profit gharing plan. In
proposing a combined congruency-expectancy arqgument, Lawler
predicts that profit sharing will be effective to the axtend
that the bonus formula, the participation structures, and
the existing management philosophy are consistent and
combine to create a situation in which employees' rewards
are clearly linked and influenced by group performance.

The congruency argument is further devalopsd by
Mohrman et al. (1987). They explain the affects of ths
degree of congruency from two different theorstical
perspectives. According to an interaction approach, high
organisational performance results from the right
combination of contextual or situational conditions and
organisational design characteristics. In the case of profit
sharing, Mohrman et al. (1987) claim that‘prmfin aharin@_
causes improvements in @rganisatipnal,pérfﬁrmanmﬁ\as'a 
result of the intaractianebatwgeﬁéeharagteri@ﬁias of the
profit sharing plan (aegw;eomplexiﬁywﬁfiﬁh%‘hﬁﬁu% fﬁﬁﬁ&l&;
degree of structure of the partiﬁipati@n m%@h@ﬁl%m,’%%@§§~{gf7;
and contextual @@ﬁﬂltlﬁﬁs (aagt, teﬁhﬁQY@gyg mﬁﬁk%k nyp&%;;f f5
union status, slze), and/or &mplamﬁmﬁati@ﬁ ﬁa%ﬁmﬁ% (ﬁﬁgﬁﬁffﬁ

degree of ampl@yaa mﬁV@1V%m&ﬁ@, auﬁp@f@ ﬁt ﬁigg%y?fu
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sharing are cited in the literature, such as Lawler's (1981,
1985) references to a number of organisational conditions
that are conductive to profit sharing, and White's (1979)
findings that employee partieipation and managerial
attitudes were related to success in a study of 23 profit

sharing plans.

-

The effects of the degree of congruency batwesen a
profit sharing plan and the organisational context can also
be explained from a system approach (Mohrman et al., 1987).
According to this appreoach, high organisational performancs
levels result from high levels of internal consistency
between the elements of the organisational system. In the
case of profit sharing, Mohrman et al. (1987) propose that
profit sharing will result in improVéd‘drgahisational
performance to the degree that profit sharing is consistent
with other internal organisational characteristics. This
approach 1s found often in the proflt sharing lltaratura«v‘
According to Mohrman et al. (1987) propmnente of prmfit
sharing emphaSLse that the auccess of prmfnt sharing plam&
depends heav;ly upan employee partie;paﬁlmﬁ aﬁd that a
5tr@ng value for emp]myae partxcipaﬁimn amﬁﬁg maﬁag@wg i%’

necessary (Dmyle, 1983, Frmat et ale, 1974; Lawﬁﬁfa lgaif

e

1986) From this parﬁpactiva it is ﬁftam afgu%ﬁ %hah\ﬁf

sharing is a raward that: ia intarﬁally @@ngfu%ﬁt Wif?';;

patﬁiaipaﬁiva and h%gﬁ iﬁvalvam@mt ﬁ?gaﬁi%&ﬁj@ﬁ%qm“‘
prgp@&aL @ﬁ ﬁha Mmhrmaﬁ %t aic (133?) ma@%i i@ that ou



”*;§I;mriaa ta @?@dﬁﬁﬁ the effects of pr@fiﬁ

either interaction effeéts of'lntérnéi consistencies, profit
sharing will result in varying degrees of positive cognitive
attitudinal changes in employees, -

Also consistent with the congruency approach to
profit sharing theory is the work of Schuster (1984b).
achuster's model is a more general model of labour-
management cooperation programme effectiveness and is meant
to be applied to various programmes, SOme of which are
distinctly different from profit sharing. This wodsel
focusses more upon general change and cooperation processss
than other profit sharing models. Its aignificance here ls
that it relates to the profit sharing theories that have
been reviewed because it incorporates the Goodmwan (1876)
expectancy model and also maintains that congruency will be
a significant determining factor of the level of change and.

cooperation that occurs in a labour-management situation.

gummary. Researchers' attemptg to. develmp pr@fjt
sharing theory have amounted to little more than @bvgmua '7;jf;

applications of classic management themri@a @f

organisational behaviour and emplmyaa.mmtivatjamy M@@ragﬁr
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organisational and individual levels with the application of
congruency and expectamcy thaor;as. Ovarall, it appears that
existing profit sharing theory is tom braad to provide a
meaningful basis from which to study and understand how and
why profit sharing works. Peck concludes that profit shaving
will no doubt continue to be used by a minority of
companies, whether for right or wrong reasons (Peck, 1994).
If profit sharing research is to proceed in a fruiltful
manner, existing theories need to be integrated and more
focused perspective developed from which to axamine tha

profit sharing process.




Chapter 3

EMPIRICAL LITERATURE

Introduction

Overall, the empirical reséatch conducted on
profit sharing is scant and of limited scientific value.
Most of the published reports are so unscientific they
cannot even be characterised as research studies (Lawler,
1986) . Bullock and Lawler (1984) were able to find only 31
cases of profit sharing reported in even moderate detall.
Kruse (1993) studied eleven prior comparisons of profit
sharing and non-profit sharing companies, but was
unsuccessful in produc1ng con51stent flndlngs on the
relationship of proflt sharlng to factcrs 5uch as |
unlOnlsatan, flrm size, employee compensatlon, flrm gi@wth,
capltal 1nten51ty, and 1ndustry varlabllity. Quanbltatlva
research on proflt sharlng could bhe found but nm empxriaa&_-
case studles measurlng Organisatimnal changa with &tamdard
scientific methodology could ba clted (Eullmmk & Lawjar,‘“
1984)a While the Qoncapt af share eceﬁamy Qr@&m@@ a ol

thawretlcal atromg case t@ encaurage prcﬁst &hafiﬁqy fhﬁ

empirical evidence on amplcymant bahavxgu5 d@@% ﬂ@h y%k m%ﬁ%

a %trmﬁg case f@f bu@h iﬁcantivasp Th@ teste ar@ hﬁmfﬁ




Mitchell, even tests of straight forward economic
predictions such as the employment effects of a minimum wage
are inconclusive, raising the gquestion if we can not settle
that issues empirically, what hope there is for convincingly
and definitively demonstrating the macro effects of a
particular pay system (Mitchell, 1993:22) .

Not only is the value of empirical literature
suspect in terms of its quantity and scientific basls, but
there is also the potential for significant under-veporting
of negative results (Lawler, 1985) . Organimatione that
successfully implement profit sharing plans are more likely
to write about thelr experiences than are thoae who fall
(Lawler, 1981). Graham-Moore and Rese (1983) even state that
no one really knows the failure rate of profit sharing
plans, since most plans have been installed by cenﬁultanta'
who are fregquently unwilling to share their clients!
experiences with the public (Graham~Moore & Raaay‘léﬁa)e
pPeck (1994) argues that no causal ‘conhection can he made
between participant performance and the plan oukcome,
however, there seems ﬁo~ba?affreqﬁaﬁﬁ%failaf$;t@ Qkaggtﬁhi%f 4

on the part of profit ﬁharlng users.

- only few @@mprahanaiva revmswa mf the %mpirimaj

profit sharing literature have bé%ﬁ pubiiﬁh%ﬁg M@QT@ ﬁﬁ@f
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This literature review was later expanded to include studies
of profit sharing other than Scanlon plang (Graham=Moore &
Ross, 1983).

White (1979) published the other major review of
empirical profit sharing literature, by cliting 40 profit
sharing plans reports. White summarised each citation
according to the nature of the puhlicatian*& content, the
bias of the author, and the correlations or Causes of
success identified in the report,

Another often cited, although less comprehensive;
review of the empirical lLiterature has been done by Bohuster
(1983), This review includes several emplrical gtudies not
included in either of the other two more comprehansive
reviews.

Kruse's review is based on a small sample of the
prescriptive literature on group incentives drawn ﬁroﬁw
numerous journals, magazines, and newspaper articles
describing successful and unsuccessful case studiea, al@ng
with more general literature mentioning profit sharing, 1 pa[
through June 1993 (Kruse, 1993). Kruse noted the high atah%@
in exploring the potential of pr@fit,ahariﬁg, &iﬁ@% ﬁh@
issues addressed by the profit sharing thamrjﬁai &ﬁ@sr‘ ; ;

productivity, unemplmym@nt, aﬁd maﬁrﬁe@ﬂﬁﬁmxg %@&ﬁi?%tyg ﬁf;;f%;

central to acan@mi@ p%ff@fmaﬁﬁﬁg %@aurltyg @ﬁd %ﬁaﬁ@ﬁwﬁ;@

1iving.
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review of the empirical literature, Graham-Moore & RoOss
(1983) suggest that the following outcomes often occur when
productivity profit sharing is successful:

1. The plan enhances coordination, teamwork, and
knowledge sharing at lower levels (Lesieur, 1958; McKersie,
1963; Moore & Goodman, 1973; Scanlon, 1947; Scanlon, 1949;
Slichter, Healy, & Livernash, 1960).

2. Social needs are recognised by participation and
mutually reinforcing group behaviour (Frost et al., 1974;
Ruh, Johnson, & Scotrino, 1973; Whyte, 1955).

3. Attention is focused on cost savings, not just
quantity (McKersie, 1963; Moore & Goodman, 1973).

4. Acceptance of change due to technology, market, and
new methods is greater since higher efficiency leads to a
bonus (Lesieur, 1958; McKersie, 1963).

5. Attitudinal change of workers occurs and they demand
more efficient management and better planning (Lesieur,
1958) .

6. Workers try to reduce overtime, to work smarter, nof
harder or faster (Anderson, 1978}iScanlon,-1947;?Scanlon,
1949). / '

7. Workers produce ideas?aé;weiiéééféffbrt (Lesieur,

1958; Shultz, 1958; Whyté;/1955ya
8. More flexible administratioh/6ﬁfﬁnion-management
relationships occurs, inCludingyfhéiéétablishmentfin'

performance evaluation criteria (Helfgott,k1962)5__  f5§5"\




In addition, Graham—Moore & Ross (1983) note in
their review the following organisational and environmental
conditions which are indicated by empirical research to be
associated with profit sharing plan research:

1. Front-line supervisors may feel threatened by the
suggestion system because they feel they are no longer
bosses or because a high rate of suggestions make their past
behaviour look autocratic (Frost et al., 1974; Lesieur,
1958; Shultz, 1951; Whyte, 1955).

2. The performance norm is difficult to adjust in the
face of changing conditions (Jehring, 1967; McKersie, 1963;
Ross, 1975).

3. A fair measurement of an organisation's performance
may be impossible (Howell 1967, Strauss & Sayles; -1957).

4. Managerial attltudes must be e1ther favour :
partlclpatlve management or be"dlsposed to change (Frost et
al., 1974, Ruh Wakely, & Morrlson, 1972).

o V5. Prev1ous wage structures, such as indiViduaix
1noent1ve suggestlon system must be phased out Compromises

here are common  and lead to tran51tlonal rates (Gllson &

Lefcowitz, 1957; McKer51e, 1963)#;

6. The: plan can. focus too 1ntentl¢/onolabour savings

whlle not prov1d1ng sufflclent attentlof*togother sources of
savings (McKers1e, 1963)

7. The characterlstlcs of the flrm, such'as sizen .

< management phllosophy, cllmate, technology, and



sophistication of accounting systems require matching
productivity profit sharing mechanisms in order to achieve
the maximum benefits of profit sharing (Goodman, 1973;

O'Dell, 1981; White, 1979).

White review. The purpose of White's (1979) review
was to identify: (1) the relationship between participation
and profit sharing plan success, (2) factors that contribute
to participation and profit sharing plan success, and (3)
factors needed to supplement participation in order to
achieve success. Three groups of variables that related to
profit sharing plan success were identified: (1)
situational factors, (2) personnel characteristics, and (3)
process variables.

Size, technology, and nanagerlal cllmate were the
three situational varlables/commonly c1ted in the llterature
as being important determlnants of proflt sharlng plan
snccess. Emplrlcal ev1dence suggests that as the 51ze of a
proflt sharlng unlt 1ncreases, the success of the plan g
less likely (Helfgott 1962) ThlS 1s not a conclus1ver

finding because emplrlcal ev1dence to the contrary also

exists (Le51eur & Puckett 1968)7 Wlth respect to

technology, it appears that more exten51ve technology

reduces the potential for employee part1c1patlon and

therefore also reduces the effecii
plan (Helfgott 1962). In reference to managerlal cllmateJ
the extent to whlch managers are rewarded for fa01ll“

3
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employee participation is directly associated with profit
sharing plan success (Wallace, 1971).

The following personnel characteristics have been
examined as critical factors in the plan's success: (1) the
attitude of the CEO (Gilson & Lefcowitz, 1957; Helfgott,
1962), the attitude of management (Moore & Goodman, 1973;
Schultz, 1958; Wallace, 1971), and particularly the attitude
of foremen (Strauss & Sayles, 1957; Whyte, 1955) toward the
plan and participation in general, (2) characteristics of
the workforce such as experience, skill, tenure, sex,
importance of work (Gilson & Leftcowitz, 1957; Helfgott,
1962), and (3) expectations of success/failure before the
plan is begun (Schultz, 1958).

Process variables are identified by White as
variables that concern the manner in-which a particular plan
actually functions. Variables found to be positively
associated with profit sharing plan success are: (1) the
number of years the Plan has been in place, (29 theia =
timeliness and usefulness of performance feedback GBurtnett,
1973; Chamberlain, 1946);~and,(3yfthe?extent to which the
bonus or financial aspects of the plan are empha51sed over
the non—financ1al‘aspects?(Helfgott7‘1962 Moore & Goodman,;

1973) .

Schuster review. Schuster s (1984a) review Of theJ

emplrlcal research on proflt sharlng plans 1nc1udes several .

: studles not 1ncluded in the Whlte or Graham-Moore &uRosskF df

82




reviews. In one study the results indicated that employees
believe the plan helps the employer financially,; improves
trust and confidence in the company, increases employee
knowledge, and helps employees do their jobs better and work
harder (Goodman, Wakely, & Ruh, 1972). varying levels of
employee participation in profit sharing plan organisations
have been associated with varying levels of job involvement,
motivation, and identification with the organisation (Ruh,
Johnson, & Scotrino, 1973). In the study by Ruh et al.
(1973) it was found that managers supported employee
participation more often and expressed more confidence in
employee abilities in firms that had retained the profit
sharing plan than in firms where it had been discontinued.
Two studies examined the employee participation '
process occurring within the profit sharing plan. White and
Ruh (1973) found no support for their hypothesis that '
personal values (e.g. sense of accomplishment'fiﬂdepehden#é)'

moderated the relationship between employee partlclpatlon |

and favourable: job attitudes: Goodman and Maare (LQ?S)
employed expectancy models: t@»study»thﬁrpraﬁﬁﬁa;pyawhich, o

employees develop beliefs: cancern;ng tne plan, Syftﬁm‘,

frﬁce1V1nq;a m
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that an individual will be able to make a profit sharing
suggestion) were influenced by group attitudes and
supervisory acceptance of the plan.

Schuster cites three studies that have provided
some empirical evidence of profit sharing plan
effectiveness. One was a cross-sectional study of 23
companies (White, 1979) that used two measures of profit
sharing plan success, plan retention and assessment of
success by three independent raters. These measures did not
evaluate actual performance, but assessed the company
according to a definition of plan success as "...the extent
to which the full effort, experience, creativity, and
innovative ability of the entire work-force through the use
of the profit sharing plan is directed toward increasing the
organisation's total effectiveness..." (White, 1979:295).
Results of the study indicated that rated success was higher
in firms in which the plan was retained employees felt
‘favourably about the level of partlclpatlve dec15lcn maklng
exlstlng in thelr flrm, and managers had p051t1ve attlt des

towards part1c1pat1ve management practlces and pellcl

Flrm size was found to correlate p051t1vely w1th plan i

hls own llterature rev1ew~u ”,,}-'

e was nat a relev




The second study of seven profit sharing plans
(Driscoll, 1982), assessed the effects of the plan from the
perspectives of four groups: (1) employers, (2) unions,

(3) workers, and (4) society and suggested that employees of
profit sharing plan firms made more suggestions, attended
more union meetings, reported fewer health problems than
employees of non-profit-sharing-plan firms. These behaviours
are interpreted as favourable effects of the plan from the
perspectives of the employers, unions, and workers.

Schuster's (1983b) own study was the third one in
this group. He conducted a longitudinal study of four profit
sharing plans and found that productivity generally
increased in the initial two years following installation of
the plans. In one case productivity increased almost 40
percent. In most cases employment patterns remained: stable

and tended to reflect industry trends:.

Kruse review. Kruse collected data on profit
sharing coverage, types, and formulas as well as on other
personnel policies that may compete or 1nteract w1th proflt

sharing in affecting flrm behav1our. A telephone survey was

done of 500 publlc companles, half w1th proflt sharlng and f
half w1thout for purpose of comparlson./The survey data V
were matched w1th publlcly avallable data from publlc"
companles on company characterlstl s and performanc -

the 1970 91 perlod Kruse suggests that a major sour

vusupport hae been 1deologlcal proflt'sharlng has




as a way to strengthen support for capitalism by tying
worker rewards more explicitly to the health of the firms.
He notes two main theories about the effects of profit
sharing. One is tied to employee incentives: profit sharing
has long been advocated on the grounds that it can improve
business performance by encouraging worker effort,
cooperation, and sharing of ideas and information (the
"productivity theory"). A second, more recent, theory is
tied to employer incentives: profit sharing has been
theorised to change in