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n the late 1930s, Joe Scanlon, a steel worker and local union president,

developed a management program in response to economic difficulties

and fears of plant closure suffered by his employer, a large steel
company. The concept was simple: Scanlon believed that workers possessed
the most knowledge of their jobs and if employers listened, they could find
ways to substantially reduce costs. In return for helping the company
survive, workers, according to Scanlon, should be rewarded with a share of
the cost savings they generated. The efforts resulting from Scanlon’s percep-
tiveness successfully “turned around” the steel company, and later became
known as the Scanlon Plan.

National Steel Workers Union leaders were so impressed with the
results of this worker-driven cost saving plan, they asked Joe Scanlon to
join their national staff and work with other struggling steel companies. Joe
Scanlon’s work came to the attention of Douglas McGregor, who was
interested in employee involvement programs, and McGregor invited
Scanlon to join him on the faculty at M.L.T. Through Joe Scanlon'’s efforts
and the subsequent work of two associates, Fred Lesieur and Carl Frost, his
program for employee involvement and shared rewards was refined and
extended.

Based on its roots in the 1930s, the Scanlon Plan is often narrowly

characterized as a gainsharing program, based on historic labor costs, most
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appropriate for manufac-
turing companies. However,
during the last 60 years,
Scanlon plans have been suc-
cessfully implemented in vir-
tually every industry, and
utilize a variety of bonus
formulas. Common among
companies that have imple-
mented the Scanlon Plan is
their adherence to four fun-
damental principles that they
believe gives their companies
a competitive advantage.
These principles were
formally articulated by Carl
Frost (Frost, Wakeley, and
Ruh, 1974; Frost, 1996) and
have been refined by
numerous companies that
have implemented the
Scanlon Plan. Briefly the four
principles can be described as
follows:

Identity: The identity principle asserts that
everyone in the organization must understand the
business, especially that aspect of the business in which
they are involved. In addition to the technical
knowledge associated with each job, employees need
fundamental knowledge of the customer’s wants and
needs, the strengths and weaknesses of competitors,
and the contribution that investors make to the organi-
zation's success. Unless employees understand the
business, they cannot make a meaningful contribution
to its success.

Participation: The Scanlon Plan is based on the
premise that most improvements or gains come from
“working smarter, not harder.” As a result, to increase

productivity, employees must have the opportunity to
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provide input and influence
decisions. A formalized sug-
gestion process was the initial

method for giving employees

i Im p TOVeIN eSS avoice andsil is often used

today. This process typically
requires that suggestions be
written so they can be
formally evaluated, their
implementation monitored,
and results shared with other
employees. Unlike traditional
suggestion programs, there is
no incentive for just making
a suggestion, only for
reducing costs or increasing
profits depending on how
the shared gain formula is
defined. As a result, other
employees, the supervisor, or
in some cases a Scanlon facil-
itator can help the employee
develop his or her idea, and
get the suggestion written
down and evaluated by the appropriate people. Because
everyone shares in the gains that result from suggested
improvements, everyone has an interest in making

sure good ideas are clearly articulated and quickly
implemented.

Submitted suggestions are evaluated at different
organizational levels, depending on the scope or impact
the suggestion is expected to have on the organization,
and how much the suggestion’s estimated cost is to
implement. Some companies actually give work units
or teams a budget so they can make improvements
immediately as long as work improvements do not
affect another department or exceed their budget. Other
methods for involving employees include project task

forces, team structures and standing committees.



Equity: The equity principle focuses on fairness
and justice from the perspective of the investor,
customer and employee. It should be noted that
everyone, including the CEO of the unit defined by the
plan, is considered an employee if they do not own a
substantial share of the company. Timely, reliable and
valid measures of performance or productivity must be
developed if rewards are to be fairly allocated to the
employee and investor (typically customers are
rewarded with lower prices). There are a number of tra-
ditional measures that Scanlon companies use,
including labor cost saving, waste reduction and
equipment repair. However, Scanlon companies today
use a variety of other measures, including profits,
quality improvement, EVA and other measures of
company success. The ideal measure(s) captures the
essence of the business and can be affected by
employees.

Once performance measures are established,
equitable payouts are established in terms of level of
performance/savings and how those saving are divided
among employees and between employees and the
investor (i.e., the company). Most often, employees
receive their bonus as a percentage of their salary or
wage. In other words, each employee receives the same
percentage award, but the actual amount they receive
depends on the size of their base wages or salary.

A percentage award makes bonus calculations much
easier when non-exempt employees who may work
overtime participate in the plan. Bonuses are typically
paid monthly or quarterly with a portion held in
reserve in case costs exceed the targeted amount.

The bonus money generated by productivity
improvements is often shared 50-50 between
employees and the investor. Sharing with the investor
communicates a strong message that capital makes an
important contribution to the bottom line. Savings
resulting from direct capital investment may be

excluded from the savings formula.

Competency: This principle recognizes that mean-
ingful input requires employees to be technically and
interpersonally competent and business literate. Leaders
of companies where Scanlon plans have been imple-
mented often state that higher levels of competence are
required than in more traditionally managed com-
panies. Thus, considerable efforts are made through
selection, training and job feedback to develop the
capabilities of all employees. Development of a
business-literate work force is interrelated with creating
a strong company identity among employees.

Over the years, Scanlon companies and consultants
also have developed a specific approach for implementing
a new Scanlon Plan, or renewing commitment for
existing plans. First, there is a widely held belief that a
participative leadership approach should be installed
participatively. Not only does this approach build
commitment for participation, it also helps adapt the
plan specifically to the unique characteristics and needs
of the organization.

The process often followed has specific steps and
has checkpoints to determine levels of commitment.
Typically, management explores the potential of the
plan for its organization by learning how the plan is
designed, how it may affect the company, and what
changes will be required to successfully implement the
plan. Management attempts to obtain consensus to
move forward with the development of the Scanlon
Plan. Where unions exist, their leadership is often
included in this initial exploration of the Scanlon prin-
ciples and processes. Next, the senior management
team presents to employees the need for such a plan
and how the plan will be developed, allowing
employees to voice their approval. Usually, some
mechanism to judge support for the development of
such a plan is used, such as a secret ballot vote. Then, a
joint management-employee committee is empowered
to develop the plan. Both senior management (repre-

senting the investors) and employees must approve a
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test or trial period for the
plan, with employees often
giving their approval through
a secret ballot. Finally, the
plan is revised as necessary
and there is a final approval
by senior management and
employees to continue use of
the plan. Because the
markets, competitors and
technologies change rapidly
today, many companies
specify that the plan must be
reviewed periodically and
redesigned as necessary.
Although the Scanlon

Plan was first developed

and be

only become popular in the 1980s and 1990s. Based

more than 60 years ago,

Scanlon-type programs have

on estimates derived from a number of surveys

(e.g., Markham, Scott, and Little, 1992; O’Dell and
McAdams, 1987), 15 percent to 20 percent of Fortune
500 companies have incentive programs that share the
characteristics of a Scanlon Plan for at least one unit
within the company. Most work on Scanlon plans has
focused on the manufacturing sector, but the appli-
cation of the method described here is in a service
organization, specifically the implementation of these
concepts at a large retailer. Such service applications
have been notably absent in the literature on Scanlon
plans (O'Bannon and Pearce, 1999), and this large
retailer was motivated to try a different motivation
strategy because of sagging sales and loss of market

share.

Research Location and Method
The Scanlon Plan was implemented on a trial basis in

six stores. Adopting the Scanlon principles and
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The goals of the
Scanlon Plan
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ownership

perceptions

-

havior.

processes at a specific store
was voluntary, and required
both store management and
employee commitment. Each
retail store was matched with
a control store that closely
resembled the store adopting
the Scanlon Plan on a
number of dimensions

(e.g., size, sales volume and
location type). For com-
parison purposes, comparable
data were collected from the
control stores at the same
points in time.

The goals of the Scanlon
Plan are to promote
employee ownership per-
ceptions and behavior by:

» Involvement of all store employees in improving
business performance

» Sharing information about business performance
and performance goals

» Sharing the benefits/consequences of business
performance (i.e., shared rewards program).

Although the retailer adapted some of the termi-
nology associated with traditional Scanlon Plans, the
fundamental principles of the plan and the process of
implementation were carefully followed. The company
used both internal and external consultants to help
design the plans for each of the six stores, relying
heavily on the Scanlon Leadership Network for
technical support. The Scanlon Leadership Network is a
non-profit organization, established in 1964, that has
been funded by an alliance of companies that have
implemented Scanlon plans.

The size of the stores ranged from 83 to 232
employees; and each store had been in operation at

least two years.



Retail store performance was measured on a
number of dimensions. First, a customer survey was
administered at both the stores where the Scanlon
process had been implemented and at the stores used
as controls. The customers were asked to rate store
friendliness, whether the customer would recommend
the store to others, whether the store met their expec-
tations, their loyalty to shopping at the store, and their
satisfaction with their shopping experience.

The percentage of employee turnover and the per-
centage net sales to store plan also were collected. Store
turnover ranged from 37.3 percent to 95 percent, and
net sales percent to plan ranged from 95.5 percent to
106.2 percent. These data were collected during the first
year the plan was in operation, and the data collected
from the comparison stores were for the same time
period.

Finally, perceptual data were collected from
employees concerning their willingness to make
suggestions for improvements and cut costs, as well as

their interest in financial information.

Findings and Discussion
Stores with Scanlon Plans on average received a more
favorable response on all customer satisfaction
measures of performance than found for control stores.
In some cases the difference in scores between stores
with and without the Scanlon Plan were substantial.
Customers expressed significantly higher levels of satis-
faction with their shopping experience and were more
likely to have their expectations met in stores with
Scanlon Plans than the control stores. Customers
indicated that Scanlon stores provided friendlier service
and they were more loyal to Scanlon stores than
control stores.

Scanlon stores had consistently higher sales per-
formance to sales goals than the control stores. This is
particularly impressive since sales are affected by

many factors beyond the control of store employees

(e.g., economic variables, weather, and changes in
customer tastes). Turnover was lower in Scanlon stores
(49 percent) than in the control stores (63 percent) by
a rather substantial amount (14 percent).

Finally, employee willingness to make suggestions
is higher in Scanlon stores (53.2 percent) than control
stores (48.3 percent). Interestingly, employees involved
in the implementation of the Scanlon Plan had sub-
stantially more favorable response to the question than
did employees who were not involved in the imple-
mentation of the plan (66.9 percent and 48.3 percent,
respectively). This same pattern of responses was con-
sistent across the other three questions directed to those
involved in the implementation of the plan and
employees not directly involved:

» Ty to find ways to cut costs (76.8 percent and 54.9
percent, respectively)

» Seek out financial information on company per-
formance (59.7 percent and 36.7 percent, respectively)
»  Share in the consequences of company financial
setbacks (74.0 percent and 54.6 percent, respectively).

Although this study indicates that the Scanlon Plan
has a positive impact on retail store performance,
certain weaknesses are inherent in a study of this type.
First, a limited number of stores adopted the Scanlon
Plan, making statistical comparisons very difficult.
Second, stores were not chosen randomly so other store
characteristics may have impacted the findings. Third,
the specific aspects of the Scanlon Plan that contributed
to the higher scores on any one of the Scanlon
dimensions were not isolated. As such, there is consid-
erable room to further explore the impact of the
Scanlon Plan on retail performance data, and customer

and employee attitudes.

Conclusions
These findings support the contribution that Scanlon
Plans make to effectiveness of retail stores and, to a

somewhat lesser degree, to customer satisfaction
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perceptions. Thus, one need
not restrict the use of the
Scanlon Plan to manufac-
turing organizations.
Furthermore, employee
responses show stronger
ownership perceptions
among stores that have
implemented a Scanlon Plan
than those that did not. Not
surprisingly, those employees
involved in the implemen-
tation of the plan had a
much more positive response
than those who were not
involved. This indicates that
involvement in the imple-
mentation process con-
tributes to employee
commitment to the value of
the program.

In the course of implementing the Scanlon Plan,
the primary internal consultant learned several lessons.
First, it is critical to have senior management support
and commitment. Second, this is an initiative that
cannot be delegated. It also is disruptive to have a store
manager leave because the new store manager may not
have the same level of commitment or understanding
of the program. Third, there will be inherent skepticism
among employees that only time and good leadership
can overcome. Fourth, it is difficult to recover from false
starts. Finally, the Scanlon Plan is not for every store. It
is not a panacea; it demands a committed and partici-
pative leader, and can create some turmoil when it is
initiated.

Another lesson learned was the importance of
having a systematic and participative implementation
process. Based on Scanlon methodology, a six-step

process was developed for implementing the plan in
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the retail stores. These six
steps involved:

» An assessment of the
store leader to ensure that he
or she would be able to
provide the leadership for the
Scanlon Plan.

» An introduction of the
Scanlon Plan to store man-
agement team and polling
them to determine if they
thought it would contribute
to the success of their store.
» An introduction of the
Scanlon Plan to store
employees and polling them
to determine if they thought
it would contribute to the
success of their store.

» Assembly of a joint
employee and management
design team to adapt the Scanlon Plan for its store.

» Having management and employees vote to try the
plan for a trial period.

» At the end of the pilot period, having store man-
agement and employees review their experience with
the plan, revise it as necessary and assess their com-
mitment to continue the program.

As one can see from this implementation process, a
high level of commitment is generated for a plan that
impacts productivity. This study is not able to
determine what aspect of the plan contributed to the
success, such as commitment to participative man-
agement, shared rewards for meeting goals, or a focus
on understanding store performance. Thus, there are
several avenues for future research. First, more rigorous
research needs to examine what aspects of the Scanlon
Plan impacts performance. This extension of research is

particularly true in the service industry, where store



outcomes depend heavily on the service orientation of
employees, making traditional views based in formal
production methods seem less relevant. Overall, the
findings from this study are encouraging, but the use
of Scanlon Plans in service companies needs further

consideration. I

Visit our Web site at www.worldatwork.org and go to Information
Central. There you will find ResourcePRO, a powerful database that holds
nearly 10,000 full-text documents on total rewards topics.

For more information related to this article:

=> Go to ResourcePRO Search and select Simple Search

> Select the Rewards Category: Compensation

=> Type in this key word string on the search line: “Scanlon plan” OR “cost
and savings” OR “incentive” OR “employee ownership” OR “gainsharing”

K. Dow Scott, Ph.D. (dscott@wpo.it.luc.edu) is a professor of human resources and
industrial relations at Loyola University Chicago and a consultant. His teaching, research
and consulting focus on helping business leaders create more productive organizations
and committed employees. He has been published in more than 70 journals, books and
conference proceedings, and has received national recognition for team/productivity
improvement and human resources research from the Academy of Management and the
Society of Human Resource Management.

Jane Floyd (jfloyd823@yahoo.com) is a partner with Information Profit Group and
has previous experience at Sears and IBM in organizational change management. She is
a former board member of the Scanlon Plan Associates. Floyd has presented speeches at
many U.S. locations and internationally in Montreal, Canada and the University of
St.Gallen in Switzerland.

Philip G. Benson, Ph.D. (phenson@nmsu.edu) is associate professor of
management at New Mexico State University, where he teaches in areas related to the
management of human resources. He is especially active in areas related to employee
pay systems and the staffing of organizations. He received his doctorate in
industrial/organizational psychology from Colorado State University in 1982.

James W. Bishop, Ph.D. (jbishop@nmsu.edu) is an assistant professor of human
resource management and organizational behavior at New Mexico State University and a
consultant. His teaching, research and consulting focus on work teams and employee
commitment. He also specializes in statistical data analysis and organizational research.
His work has appeared in more than 35 journals, books and conference proceedings.

He has received several national research awards from the Academy of Management and
the Society of Human Resource Management.

Authors’ Note

The authors would like to thank Paul Davis, president of the Scanlon Leadership Network
for his encouragement and support in the development of this article.

References

Frost, C.F.(1996) Changing Forever: The Well-Kept Secret of America’s Leading Companies.

East Lansing, MI: Michigan State University Press.

Frost, C.F.,, Wakeley, J.H., and Ruh, R.A. (1974) The Scanlon Plan for Organization
Development: Identity, Participation and Equity.East Lansing, MI: Michigan State
University Press.

Markham, S.E., Scott, K.D., and Little, B.L. (1992) National gainsharing study:
The importance of industry differences. Compensation and Benefits Review. 24 (1).

0'Bannon, D.P.and Pearce, C.L., (1999) An exploratory examination of Gainsharing in
service organizations: Implications of organization citizenship behavior and pay
satisfaction. Journal of Managerial Issues. 11 (3),363 — 372.

0'Dell, C.and McAdams, J. (1987) People, Performance, and Pay. Houston, TX: American
Productivity and Quality Center.

WorldatWork |ournal |third quarter 2002

31





