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PRODUCTIVITY GAINSHARING IN THE CONTEXT OF WAGE
STRUCTURES — AN OUTLINE

JAPANESE EXPERIENCE IN PRODUCTIVITY GAINSHARING

1.1

Basic Knowledge on the Japanese Wage System.

There is no difference between wages and salaries. Both are termed as wages in the
Labour Standards Act. The wage setting and wage payment system are common for
both white collar and blue collar employees.

86% of all employees are paid on monthly basis in 1980. Both the basic wage and
most allowances are paid on time rate basis. The system of payment varies with
each enterprise.

Bonuses are paid to all employees twice a year. The bonus payment consists of
fixed and flexible components. The fixed component is the customary bonus. The
flexible component varies according to the performance of the enterprise.

Productivity gainsharing is mainly practised through the flexible fund.

In collective bargaining for wage increase, demand by unions is based on the
economic environment while for the employers, nominal wage increase should be
based on productivity increase at the enterprise or national level. Collective bargain-
ing involves examining figures on the outlook of world economic conditions and
exchanging information on the financial situation ot the enterprise and living
conditions of workers.
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1.2

1.3

Linkage between Productivity and Wages

Almost all enterprises in Japan have some form of productivity gainsharing. Only
about 32% of total number of enterprises in Japan had systematic and formalised
gainsharing where payments are in the form of bonuses. Among these enterprises,
the bonus fund may be calculated based on sales, value-added or profits.

Gain-sharing as a Bonus Plan

The flexible component of the bonus payment varies according to the performance
of the company and individual employees. Co-prosperity feeling exists among emp-
loyees and the company benefits from cost savings. In 1985, the average total
amount of bonus including the fixed component was 4.9 months of wages. The
bonus fund is distributed to each employee mainly according to the rate of wage
and performance appraisal.

Modification of original Bonus Plan

In the US, the Rucker Plan is based on distributing the relative share of value-
added as a bonus. The Japanese modified the Rucker Plan as follow:

i)  total products (turnover) was calculated as the mean (arithmetic average) of
total sales and total value of production, to make the figures stable.

ii) some companies took the ratio as a moving average for a few years, particularly
when they are introducing new equipment and machines.

iii) certain companies deducted overtime payment from the value-added.

iv) other companies deducted cost of fringe benefits from the value-added as it was
a fixed and necessary component.
Since 1975, productivity gainsharing grew in popularity. All members of the
company beganto adopt the attitude of cooperating with each otherbeyond their
own duty and regarded the company as their “extended family”. Gainsharing
gave rise to the “entrepeneur” feeling among workers, who work as if they
represent the company.

2. OVERALL OBSERVATION AND FINDINGS

2.1 Philosophy of Gainsharing

2.2

There seems to be a lack of consciousness of the philosophy behind productivity
gainsharing in Singapore. Gainsharing is not seen as the result of inspiring and
encouraging all employees to work cooperatively towards higher productivity. The
spirit of cooperation and participation is the essence of gainsharing.

Wage Structure and Productivity Gainsharing

In the 1970s, guiding wage levels might be necessary to promote a stable industrial
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relations climate. The NWC guidelines on wage increases have been in existence for
some time. Wage increases generally are confined to a rigid wage scale. The guide-
lines by the NWC has made the wage structure even more rigid.

The method of wage increase including the NWC guidelines shall be reconsidered
from the view of current emphasis on higher productivity. The rate of increase in
national productivity might be the best basis for determining wage increases.

Wage increases is the most important form of gainsharing, following improvements
in national productivity. In private companies, the gains exceeding the national
level shall be paid to the employees, stockholders and customers. The extra
payment to employees is to encourage them to have a stake in the companies.
Such payment to the employees can be termed the special gainsharing allowance.
The Emploment Act must be reviewed for inclusion of such an allowance.

Within a company, skill and responsibility are the bases for suitable difference in
wage increment and bonus. Companies are generally lacking in the techniques of
performance evaluation of employees.

The various forms of productivity gainsharing in Singapore include the bonus
system, profit-sharing and the piece-rate system.

3. APPROPRIATE PRODUCTIVITY GAINSHARING METHODS FOR SINGAPORE

3.1 Prerequisite

Higher productivity requires the recognition of the importance of wage-earners
and salaried employees as human capital of the company. There is a need to
motivate everyone at the company for higher productivity. The company product-
tivity movement should have annual targets. Persons in a company become ‘““human
capital”” when they are willing to cooperate and strive towards the better perfor-
mance of their company beyond their contract of duty.

3.2 Value-added Sharing

Value-added sharing is preferred to profits and proceeds sharing because:

Profits Sharing Proceeds Sharing
Employers Profits only can be shared after More proceeds do not

payments of wage. mean more profit.
Employees Not every effort remains as Easy to

profits, manipulation understand as shop

cannot be clarified. workers can easily

recognise what makes
up proceeds.
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Value-added is the gains achieved by mutual efforts. Value-added sharing provides
fresh motivation for workers to strive for higher value-added performance of their
company,. Employers gain through cost savings and higher profits.

The steps towards higher value added are as follows:

Proceeds (Furnover) (€ ) ~

/

Raw

7

’
Value Added (V) ; ®
Mater- / Capital 5 Labour

ials Revenue Revenue < ®
(R) / i)

Step 1 %— reduction (by mainly workers)

Step 2 t increase (by both, to obtain price reduction).

Step 3 % increase (by improving quality to obtain price increase)
Step 4 % rapid increase (by changing product-mix)

% rapid decrease (by changing product-mix)

As for employee participation, individuals and groups are involved in the following
activities as they stand to benefit from improved company performance:

R
“ ¢t less movement” — activities for Z.D., QC, budget control, saving the waste,
purchasing control, etc.

113

t

“V more and R

less movement”

3.3 Personnel policy and

-~ more movement’’ —

price raise by specialized categories of goods, improving
payment system to consumers, advertising, sales promotion etc.

— transferring to the new product mix which is led by R&D
activities, marketing, introducing sophisticated techniques etc.

labour relations

Personnel administration, in addition to recruiting and training workers take the

following measures:

Rationalising manpower — to introduce job enlargement, to minimise indirect and

Saving manpower

idle workers to improve shift system etc.

— to introduce automation, computerisation, process
control, robotization etc.
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Joint labour-mangement committees are important vertical and horizontal
communication channels. Through these committees, labour and mianagement
could discuss matters concerning productivity improvement and keeping up with
keen competition

3.4 Method of distributing the increased value-added

There are two methods to distribute the increased value-added.

One is to arrive at an agreement on the proportion of the labour cost to the value
added. The ratio of labour cost to value-added is found to be stable at company
level if measured over long years.

After studying and discussing with union representatives (if non-unionized, emplo-
yees representatives) on percentages to share the gains, the average ratioshall be set.
The term of the agreement is to be less than two years for the purpose of revie-
wing it to suit the changing circumstances. The other is for both parties to examine
the figures of relative share of labour cost to value added and negotiate a range of
figures. Fixing figures makes the system strictly rigid and discourages positive atti-
tudes towards management-labour relations. The historical experience show the
relative share as 63% so to say, the 63% shall not be strictly kept but should be
widened between 60 and 65% according to the economic circumstances.

After agreement on the relative share, the total wage cost is clarified and shared.
At the time, the total amount minus wages already paid and CPF and other
personnel cost are deducted. In addition, the remaining amount shall have some
part of deferred payment ( in case of depression and the relative share is too
small, some saved fund from the past share is necessary).

The final fund is distributed to all employees as the SPECIAL PAYMENT, in
proportion to the result of performence appraisal.

The special payment is not the present annual wage supplement and bonus enacted
on the Employment Act.

Remarks:  As already mentioned, the Japanese experience shows another way to
follow the value added sharing plan. The Japanese model does not
need to set figures of relative share. Amount of bonus is determined
by rate of increase of value added after debating whether the rate of
increase can be tied to the amount of bonus.

3.5 Wage Increase

3.5.1 National productivity and wages
To maintain competitive wages, it is recommended that a guidepost of wage
increase follows the rate of national productivity (GNP per capital in real
terms). The guidepost shall not interfere with free negotiations but shall
provide guidance in terms of general and overall incomes policy in
economic planning.
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3.5.2

353

It is proposed that wage increases lag behind national productivity increase
by one year. As the wage increase is in nominal terms, the gap between the
national productivity of the previous year and nominal wages of a certain
year lies in the adjustment of prices. As wage increases follow national
productivity increase, price increases can be kept within the level of
productivity increases.

Relation between the special payment and the wage increase

The wage level is based on national productivity and reflects gainsharing
from the national productivity perspective. Gainsharing in the form of a
special payment is the surplus of relative labour share and wages paid
already. Special payment is paid according to the performance of the
company.

Freezing wage level during coming depression

If zero rate of economic growth is experienced this year, the special
payment would be very effective in encouraging much efforts towards
company performance so that the company can survive the competition,
and move on to the next step of higher gains.
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B¢ 4 GDP Real GOP
(USSbn) Growth Rates (%)
Eiziz e A 1984 1984 1985 1986
+ Japan 1,233, 5.8 4.6 3.8
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Malaysia 32.6 7.3 44 4.7
pr&vr Philippines 325 -5.6 -3.2 0.8
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Breakdown in investment
commitments — Jan to Sep 1985
(excluding investments in
petroleum and petrochemicals)
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USA 287 23 40
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Sowrce: Economic Development Board
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NEW MEMBERSHIP (12TH NOVEMBER 1985)

SUMITOMO LIFE INSURANCE COMPANY
Singapore Representative Office

Mr. E. Shibao (Chief Representative)

6, Shenton Way # 26-02A,

DBS Building.

Singapore 0106

Tel: 2258455

NIKKO ELECTRONICS TOY PTE LTD
Mr. S. Sakurai (General Manager)

164, Kallang Way #01-01 to 04,
#02-21 to 39, #03-31 to 32,

Kolam Ayer Industrial Park,

Singapore 1334

Tel: 7474644 (5 Lines)

ORIM MANUFACTURING PTE LTD
Mr. M. Yoneyama (Managing Director)
51, Ayer Rajah Crescent #01-01,
Singapore 0513

Tel: 7786877/8

CHANGE OF NAME OF REPRESENTATIVE

TENRYU (SINGAPORE) PTE LTD
From Mr. I. Nemoto to Mr. K. Shimodaira

SUMIKEN BUSSAN (S) PRIVATE LTD
From Mr. T. Hayashi to Mr. E. Ueda

HANWA SINGAPORE (PTE) LTD
From Mr. R. Uehara to Mr. M. Kojima

CHANGE OF ADDRESS & TELEPHONE NO

P. T. MORIMURA & ASSOCIATES PTE LTD
10, Jalan Besar #07-05,

Sim Lim Tower

Singapore 0820

Tel: 2987108

34

i




* %k

% %

CHANGE OF COMPANY’S NAME

YAMAICHI MERCHANT BANK (SINGAPORE) LIMITED
From Singapore-Japan Merchant Bank Ltd
To  Yamaichi Merchant Bank (Singapore) Limited

CHANGE OF TELEPEONE NO

HANWA SINGAPORE (PTE) LTD
From Tel: 2251388 (3 Lines) to Tel: 2251338 (3 Lines)
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