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Engstrom Auto Mirror Plant:
Motivating in Good Times and Bad

There had beea soveral rough quarters at the Engstrem Auto Mirror plant in Riclunond, Indiana, o
privately owned business that macufsctured mirrors for traeks and automebiles and emploved 202
people. For enore than a yeay, plant manager Ron Bent and his assistant, foe Haley, had focused their
Friday mectings on the troubling numbers, but the tenor of their May 14, 2007, menting was dilferent,
Both men sensed that they now faced a crisis of the plant,

Beoil was talking animatedly 1o Haley: “This is the third productivity problem in, what, two
wecks? We can't climb oul of this dewnturn with pesfornrance like that” He scowded as he signed
the authorization to ale-freight a large order to the Toyota plant where Sam Martinez nanaged the
assembly line, The difference in cost was estronomical, and it had bean nevessitated by the slow pace
of productivily at Engstrom, which meant in this cese that o job due {or compiction on Monday
wasnt compleled until Thursday. But Beat counldn't afford to make = late defivery to Martinez; be
was a prized but demanding customer who had designated Engstrom as & certified supplicr ene year
carlier. Only ane other supplier for Mastinez's plant had achieved certified supplier status—a
recoghition of both extraardinary reliabitity and guality,

The worry lines on Bent's face decpened. Certified status meant that Martinez had pessonally
authorized Engstrom products o be used on the awto fines without a quelity inspection. Aleng with
productivity problems, product-quality issues had also been creeping into the work done at
Engstrom. Boni hoped that he was ot paying to air-expedite defective mirnors to Mardinez.

Haley said, “Ros, we both know the employees have been complaining for months, but yesterday
and todisy the talk has been pretty hestile, I'm siot saying there’s & definite conneetion between neardy
late delivery and the prumbling T heard, bub you™a: pot 1o wosder,”

Bent knew that Haley, in just four monihs at the plant, had developed good relationships with
several workers and could pick up useful information about the mood. Haley said, "They've had i
with the Scanlon Plan, You hear the griping everywhere: “What's Uwe point of having a bonus plan if
no bonus i paid for months?” And it's not just the people who've always boen active in UAW
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[Cnited Auto Workers), although the union could start laking « mone belfigerent position at their next
meeling.”

Bent held up the expedite authorization. “1’s a videus ¢yee. We're paying a siff price fos slips in
productivity—znd that's moncy | would for sather be paying to workers a3 2 reward for high
performance.”

After Haley Seft, Benl sat for 2 moment stazing out the windmw in his office. 8ack in 1998 he bad
faced i similar vrisis, marked by low eraployer morale. At the tinwe, he had rated the average worker
productivity at a dismal 40% of expectation. After studying the turnarouned of two other plants in
Indiann, Bant had prinstakingly built the suppost needed frem bath employees and the Engstrom
family to institute a Scanfon Plan at the plant. The choice proved propitious: the Seanlon Flan, which
paid bonuses 1o workers for increased productivity, had been the primary catalyst of Engstrom’s iwn
turnaround.

Business had been good; over a seven-year period: sales had quadrupled, In 2005, howesver, a
downturn Bit the industsy, In June 2006, Bent had been forced to lay off 46 of his 255 employecs.
Therse wha remained had not feecived a Seanlon bonus in seven months. Bent wondered: Had the
plan cutlived its usefulness?  Was it a victim of its own suceess? The workers had become
accustomed Lo the plan’s substantial bortuses, perceiving the additionid hundreds of dollars as part of
their regestar compunsation, Therefore, when the bonuses stopped, Ute workers tesponded with anger
and suspicion, s if something that rightfully belonged to them had been taken away. Now, Bent had
to determive whether 1o serap Scanlon, change it, or ook elsewhere for solubions fo sustaining
produstivity and ensuring quality until the downturn ended,

Understanding Scanlon Plans

The Scanlon Flan is the ofdest organizationawide incentive plan still in use in the Uniled States.
Many employee incontive plans (for example, the typical bonus paid 1o sales reprosentatives} are
keyed to an individual's performance. Other plans base incentives on the performance of the
funcBonal work group to which an employee belongs. Qsganization-wide plans such as Swenlon
reinforee wamsvork and cooperation acrass work groups while tiey focus attenfion on cost savings
and motivating ciployees to "work smerter, not harder.”

The first Seanlon Plan was develoged in Lhe 1930s by Joseph Scanlen, 4 cosl accountant by triining
and 2 steahworkess' union official ot a steel mifl facing bankruptcy, Seanlon worked with the mill
wivner 20 entist the plant werkers in idensifving ideas for increasing productivity. Ultimately, the
plant was saved. Although Scanlon was oriented to helping small, disteessed companies, variants of
his “gainsharing” plan have been adopled by a diversity of arganizations.

The heart of these plans is the concept of pactivipalive management. Scanlon believed thot
individuats will work hard to help achieve their organiztion’s gozls so long as they have an
opporunity to take responsibility for their sctions and apply their skills. A key tactic is to
communicite Anancial and other business data through al! levels of the organization. While this is a
symbofic motivator for many workers, the tactie also has a practicad besis: everyone is eicoutaged to
sugpest ways o improve the plant’s productivity,

The three ploa components--the submission of suggestions for improvement by employees al ali
levels, the structure of the company commitives that evaluate the suggestions, and then the sharing of
the fruits of increased productivily teough monthly bonuses--ideally work together to drive big
changes in behavior and attitudes. When things are working properly, tcanuwark and knowledge-
sharing typicaily improve in Scanlon organizations: collaboration foslers innovation and creativity,
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which in tum drive improvements in productivity, thereby ensuring the payment of bonuses, The
culture in 4 Scanlon plant also typically Becemes more cunge-fricndly, as workers have the
appartunily to nuake more moncy by changing the status quo for the butter.

While all Scanlon plans share these characteristics, the plans can be failored to suppost an
arganization’s specific strategy. Plants like Engsirom were focused on cost savings, which means
producing more per hour of labor spent. The benus for everyone ot Engutrom was therefore based on
that ralio—production per labor hour, Organizations with different stratepies base their Scanion
Bonwses an different faclors, but at Engstrom, pursuing higher productivity that drove labor savings
was the linchpin. Exhibit 1 shows the basie financial and structural components of the plan at
Engstrom.

The Path to Plan Adoption at Engstrom

Engstrom Auto Mirror, which had eperated since 1948 and enjoyed considerable seccess for much
of its ffctime, had become mired in unprofitebifity by the tate 19903, The plant al that time was
redesigning its production lines to incorporate new techiology. The transition was not smooth, and
incroasingly long production delays irvitaied and eventaally alienated customers. The plant manager
lacked the ssphistication with technology necessary o find solutions guickly and was incpt at
working with an increasingly militant unios (he claimed that the union was "luying in wait™ for him
1 make mistakes and “wanted to hurt management financialiy on grievances”). Embiliered and tived
of eondlict, the manager resigned in 1998, Ron Bent, a sucecssful manager in his mid-40s, was hiced
away from a camshaft production plant to atiempt a turaround,

Beat believed strongly in the power of warker incentive programs and wanted 1o establish one at
Engstroin, Owing fo his experience with different types of programs and further study he
subsequently undertook, he held strong apinions about which type of plan might work best at
Engstrom. At the camshaft plard, he had expesioneed anincentive plar that rewarded individuals—
0t groups of the employees as & whole~for performance. He didn® care for the results: “Individual
incentive plans require a ot of mangower. You're often asguing with the union. It my experience,
any tme you sel @ rafe on an operator, he witl figure out a way o beat that raw.” The cumulative
effect of nurnerous sall changes in toels and methods could result in incentive standards that had
little relationship to workess' tasks, I support of his position, Bent claimed that the plan at the
camshaft plant had “gotten so out of Hne” that the average worker earned 1563% of the day rate.

Bent lias similorly strung feelings about group icentive plans: “If you are going to change your
opurations or institute 3 new lechnology, product, or manufecturing line, the process to get that
installed and opermiional i much longer under anindividual or a group incentive plan.”

A Seanfon Plen, Beng (wught, was the best for Engstrom, given the challenges that the plant foced:
“With Seantoe, warkers are receptive 1o new melthods and new maciinery because they fecl they are
a part of the company-wide program. When you've established a Scanlon plan properly, vou've alse
built a good comtmunications network throughout your organization.”

‘Though Bent had warked ab and visiled plants with muliple incentive plans in place, he fult thar
Engsteam was 100 small lo aocommodate the complexity of multiple plans. By carly 1999, he and his
management team began lalking about the Scanlon concept around the plant, focusing on the
potentinl berefils for workers. They also pested information about Scandon on bulletin boards, and
Bentl spent many hours jawlboning workess swhem he had heird were opinion feadess.

In addition, Bent organized & trip for 2 group of workers 1o visit another plant that had
implemented Scanlon, As Bent explained:
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Qur bargaining committee mingled casually with the other plant’s bargaining commitiee,
and some of our peopleatiended the Scanlon meeling there, My management tean kept inthe
tackgrotnd and let the workers develop their own serse of the situation. The sworkers cune
back enthused, sad they st the stage for acceptanes of Scanion by their feliows at Engstrom,

Thraughout these monthe of campaigning, Bent included a single consistent message in evory
communisation he had with any employee at Engstrom: the Seanlon Plan would be adopicd at the
plant only if ¢ substantial majority of workers wanted it.

In Decernber 1999, a formal statement of the plan was propazed to be peesented o ail plant
employees for discussion and, ultimately, a vote, The bar was high: management had insisted 1hat,
beeause strong employee buy-in was critical, a 73% “yea” vote was necessazy. On Decenber 1, §1%
of the workers voled for the plan, Every employee then signed a Seanlon Jonus Flan Agreement.
Following are its key provisions:

* ‘Thelabor savings would be split 75% to employess and 25% to the company.

s A reserve would bo established to cover months when productivity foll below the base ratio.
Before the monthly payment of 755 o employees and 25% to the company, 25% of all boaus
(Both Uhe employecs’ and the company”s share) would be sel aside as a resorve in ease of a
defivit monily » that is,  month swhen total payroll costs exceeded alfowed payroli,

»  The structare of the Scanlon Preduction and Sereening Commitiees=set up to stimulate and
then evasfuate employees’ suggestions-—was presented in detadl, and methods for appointing
or electing members were esteblished.

«  Conditions under swhich mansgentent could adjust the base rafio were mede explict. Changes
in wages, sales volume, pricing, product mix, subcontracling, or twehinolagy were identified as
pelentially leading to inceeases or deereases in selling prices or standard costs and therefore
as factors that might cause Lhe base ratio to be changed.

The trickiest part of the plan sdoption was the calealation of the plants base Scanlon ratio. A
benchmark was needed, Plant management selected a ratio of payrolt cost 1o sales volume of
production, Their strategy was to start with the iotal safes revenues generated during a specified
perind and then establish a porcentage of that total as 1 standard or apemestive cost of labor, including
managerial suppert. A ratio of 030 to 1, {or example, would wean that the narmative payroll cost
was 30% of total sales rovenues-and that employees would be paid 5 bonas for any mouth i which
the payzoll cost was less than 50% of total sales revenue (with the size of the bonus based on the
percentage of savings schieved).

Bent remembered two of the reasans why establishing the ratio raised protracted arguments
among the management team, 2 Scanlon consultant hired by Bent, and worker representatives:

The idea was to examine the historical ratio over a representative period of the plant's
business cyele, including all ups and downs that are likely 16 oocur. But we found it hard to
identify a reoent perdod we felt was sepresentative, given the troubles al the plant. And we
needed to consider that emplovees hed been performing at unceceptable fevels, We wanted to
motivate them Lo excel, not justio perform less poorly.

The beat reeonstriction of actual perdormance showed that the eatio had varied bretween 30.5%
and 682% vver the previous fiscal year, The average for the 12 months was 43.7%. Though the
Seanlon constltant sugpested a targel of 4%, the ralio was eventually set ut 38.0%.

4 BRIEFCASES | HARVARD BUSINESS SCHOOL

hitps:/isaccess.talsource.comvibooks/9781308991 368/chif547t142@100:0.00



4/14/2017 Human Benavor 1n Urganizanons

PRINTED BY: brittany. faris@snhu.edu. Printing is for personal, private use only. No part of this book may be reproduced or transmifted without publisher’s prior
permission. Violators will be prosecuted.

Human Behavior in Organizetions

Engsirom Auto Mirror Plank: Metivalag in Good Times and Had | X753

Scanlon's Track Record at Engstrom

“The institution of the plan lod quickly 1o an increpse in productivity, as measured by the banus
ratio (paveoll cost to sales value of production). While few of the early suggestions that employecs
mad increased productivity in any meaningful way; the commitiees accepied os many as possible
{276 out of 305 in the first yoar), Bent said, "We really wanted to suppert the submission of these
sugRestions.™

Bent also irunediately stituted monthly communication meetings open to all emplayees,

We covenxd the results of the prior month in detail, praising the workers for improvements
they suggested. We also shared our perceplion of business conditions, identified new
customers we were working with, described neiv equipment that was coming inio the plant—
anyihing that we felt would be of intorest to workers. They had never been exposed 1o this
kind of comumunication before. Then we opened the floor for questions, and 3t was no-holds-
barmed. 1 set only two restrictions: no Lalking about anyone clse's personalily and no discussion
of any individual’s pay rate, If 1 couldn’t ansiver o question, il ask one of sy staff o answer
it. [ weanted the workers to see we weron't irping to conceal anything.

‘lension and condlict in {he plant vased, as most plant employees seemed to 2ccept the serious
jtent of the plan. At the same fime as the plant was achieving growth, higher profits, and coasistent
quality standards, the employees were also receiving goed finandal rewards. Seanlon bonuses were
paid every month of every year follewing plan sdoption, in addition to nermal wage increases.
(Exhibit 1 includes an example of a worker’s paycheck showing the bonus). “It's not just the
menoy-though den’t get me wrong, the money & greay” said Jim Lutz, a worker on one of the
plant’s lings. “I'm getting rewarded far thinking, not just fer perfornning the same tasks every day. To
ma, that means the plant velues te knowledge T have abont how my Jive suns.”

Some of the most imporlant cultursl changes, according Yo Bent, were not appasent in the
quantitative measuses!

T, say, & polisher's machine went down, he calted the mainlenange man, who came over to
exarstine Lhe machine and then wenl back Lo his arca 1o get a tool - one tool. If that was the
wrong loal, he'd go back for = different one. Sometimes be'd go back and forth three or four
times. Why? Because it dide'taffect his pay, or matter in any other aspect of his work, whether
tie machine was running or not. New the maintenance man brings his whole tool cart over.
And the machine operatar helps out, almost like a surgical ourse, instead of standing around
with his hands in his poekets,

AtScarden meetings, werkers regularly exprossed satisfaction with these changes in their working
canditions, Dori Andrews, a veteran of 10 years at the pland, said, “People see themselves as a more
conperative workforee—Engstrom is now a better place to work than it was befoze we brought in
Seantors, And this is the first plece Fee ever worked where managemont does nol automatically say
“ne’ {0 workers. They listen.”

Over e, hawever, enthusizsm waned and dissatisieetion grew with cortein aspects of Scantor.
Suggestion rates dropped precipitonsly, down from hundreds to 50 a year, And beo consistent
themes were heard By worker complaints:

v Distrust of bonus calewlations: Although all employees received ¢ detaited explanation of the
process and could easily acetss the bonus cateulations, some employees thought that the
company might be “playing with” the numbers. The complex nature of the calealition itself,
which some felt was "full of bean-counter jargon,” also caused distrust.
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Before the plan was adapted, preduction achivvement was measured by {otal units produced.
However, the Sanlon bonus was influcneed by many other factors, including the length of
the montl, sales mix, vvertime, and product returmg, Conceivably, 3 low Scaedon bonus could
D paid follewving a month in which & record number of units weee produced,

Anather point of distrust shared by some comployees was suspicion whenever the
management team changed the ratio, which oceusred four times between 2000 and 2005 {the
finl reduction wis to 32.6%). Some workers aceused management of creating & “moving
carrot,” despite thedr explanations for the reductions.

«  Question of fairness: Some employees felt that supervisors should huve received a reduced
bunus becawse they were "aot working as hard as weare”

These reactions did not surpzise Bent: *A Scanlon program won'L perpeluate Hself. You have to
ggveit a shot in the arm vvery 50 often-~whenever the work forar needs jL”

Before Bent could deeide how Lo provide that “shot in the arm,” the industry dewnturn that began
in 2005 gradually dragped down the workforce's morale along swith the sales figures. The atmasphere
in Bent’s monlhly mectings with employess grew increasingly charged, s he talked about pessible
layoffs and the causes for declines in produclivily. 1L was clear thal evesy month without a bonus
further chitled [aborananagement relations (see Exhildit 2 for o deseription of how the plan handled
socalled deficit months), Bant’s exhortations~-aboutl preserving the culture of the plant and the
danger the Engstrom family might close that plant unfess profitabilily trends were veversed—
increasingly fell on deaf ears.

Thwe layoffs, when they finally ocawrred in mid-2008, shook the confidence of even the mest
fervent Seanton propanents amoag the workforce, The event serveil as an emotional lighining rod i
the plant and as & temporal dividing line belween good o bad times in the plant. By the lime Joe
Haley joined the management feam in Janueey 2007, lhere was increasing evidence of worker
disatfectation, For example, Haley's review of inventory repords led him Lo suspect pilfering, and his
conversations with workers anly deepened his suspicions.

Now, in May 2007, Bent felt he urgently neeted 1o make changes before conditions deteriorated
further. But he wondered what kind of change might work, In all the reading snd listening he'd
done he hadnt heard of any aftermalive incentive plan that motivated superior employee
performance in both good fimes e bad ~ so he saw o reason o replace Scanlon with another plan.
Coeld he revise Scanlon in some way that worked better daring o downturn?  Could he by 1o
identify and change arganizational factors thet might be undermining Scanlon at the plant?

A5 Bont's uhcertainty abowt these fssues deepencd, permsonal doubls arese about his own
pesformance. Fe felt a heighiened recognition of Seanfon as more & pricess of organizational
develapmeat than a plan prescribing specific steps to follow. Had he and his lop managess done
overything they coullf to ke Scanton o sustainable success? Hid they thought of it lixo darrowly as
a bonus plan ivstead of 3 broader opportunity to build a different workplace culture? Or was there
somaething else he was missing?
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Exhibit1 Finangial and Structural Conzponents of the Scanlon Plan at Engslrom

Suggestion plan process

L. mployres suggest ways to improve productivity al the plant. Suggestion categeries include methods
{e.g., climinating unnecessary oprrations); machinery and cquipment {u ., reducing machine set-up
time}; and paperwork (e.g. simplifying or combiing forms).

2. Eight produerion commitiees, each compesed of a supervisor and two elected employee representatives,
review the suggestions, passing along disputed suggestions or suggestions costing more than a specified
amaunt to e screening conymittee.

% The screening committor defermines how to handle all suggestions passed {from the production
committecs and also reviews the monthly bonus rakwulations from plant management. This committce is
composed of

»  Five employees elected from the production comunittees.
s Four management representatives appointed by the plant manager.
»  The plant manager.
Bonus plan
»  Bonus paid monthly s partof negulas payehek
s Caleulsted as {total payrol costs plus vacation and holiday accruals)/sales value of priduction
+  The base ratin represents the nonmal or expeeted tobal payroll cost ta produce ene dallar’s warth of safes,

expressed a5 a pereentage of the sales value of production

Sample bonus calculation:

en’ ssoono0e
AL yzoll = {or A% of sales value)® 1,520,609
Actual pavioll 12380000
Scanion bonus poal 240,03
25% set aside for reserve® L0
| Banus balance 150,000
Campany shaze: 25% 45000 |
Employee shane: 75'% 135,000
Farticipating payvroll® 1, ZEAR 000
Honus % femployee shazo/marticipating nayzoll) W1

A, Managerrenl adusted s valee for sebums, s, or decreass in inveney—anumbir 8 oot equivaim? o shipaent.

b, Fha seetmna total Tabot cost s 3%

safes value of produclion, or 3¢ for ewch 51 of product produned st astes yalue,

£ 259 et astdo hieforr benus distribution b fusm g aserve 20 uver defist months,
d. Actust paymll minus paysl] for emplyyees on paid eimnvorhing days (vacation, holidays. jury duty, fo) of im s s
shan 60 dayy

Example of a Scanlon bonus [n a {loor worker's monthly paycheck

i Overtime Hourly Totat
Name i Houry Haours Rate Tatal Pay Bonus % Bonus Earnings
J-Switly | 184 36 §15 $3,570 71 53682 53,552
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Exhibit 2 Deficit Months under the Seanfon Plan

At the end of exch Seanfon vear, which is June 30, afl meney semaining i the reserve ascoonads i
distributerd 75% to 1lte people and 25% to the company in what is referred to as a thirteenth monthly
Scanfon bonus cheek, In the event a Seanlon year ends with a defieit balance in the reserve dccount,
the entire deficit is absorbed by the company and is oot charged egainst any future bonus. The
reserve aceotint example illustrates how this works and shows the effect ofa deficit month.

Reserve Account Example

Month Add This Mantth Reserve Tatad

January S2LIH0 22000
Eebruary 34,550 56,550
March {Defeil marnth} {1200t #3530
Aprit 15,982 4852
May I8 $3422
June 28,578 120,003
Company Share--25% S30,008

Employees Shore~—73% 0w

TOTAL S120,000

Deficlt Montk Example

Value of Productivity 2,100,000
Allowed Payroll at 37% 77700
Actaad Payroll 95,00
Lanus Yool SR
Roserve For Dofielt Months (-518,000)

1n this examptle, the actual payroll was greater than the allowed payroll, which results in a defict
Donus pool, This is charged against the bonus reserve account and neduces the amount feft in the
reserve at U end of the Scandon year,
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