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INTRODUCTION

The Need To Be Filled

President Eisenhower counts among his favorite maxims, one 

which is reported to have been coined by another United States Presi

dent, Woodrow Wilson: "The highest form of efficiency is provided by 

the spontaneous co-operation of a free people.” ^

We in the United States are a free people, in the highest 

sense of the word. So much so, that people all over the world look 

to us as the example of what democracy in action means. But is that 

"highest form of efficiency” referred to above by 1 resident Wilson, 

actually achieved by the ''spontaneous co-operation" of ve American 

people in our free enterprize system?

In many areas of development today it appears that we may be 

surpassed by a country which emphatically denies belief in the "spon

taneous co-operation of a free people." The country referred to is 

Soviet Russia; the outstanding example of their surpassing us, the 

statelite race.

This paper, however, is not concerned with statelites, nor

1 S. Prentice J r ., "Profit oharing, The Sparkplug" Vital 

Speeches (January 1 , 1953), 177
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•with international politics. It is concerned only with the practi

cability of one proposed reraedy for some of the shortcomings of our 

present free enterprise system. That proposed reraedy is prof it shar

ing*

First of all; is there something lacking in the American free 

enterprize system today? It is the position of the writer of this 

paper that there is; and an attempt shall be made to demonstrate this 

in the follovdng discussion.

Hie great lack in our business world today is precisely that 

"spontaneous co-operation” so fondly contemplated by the chief execu

tives referred to in the opening paragraph. Consider the following 

facts which are probably counted among the common experiences of us 

all.

Haven’t we all heard the frequent accusation of many indust

rialists: "ve pay top wages, we provide pensions, insurance, sick 

benefits; we do everything we can for our employees; yet we are lucky 

if we can get six hours of half-hearted work out of them."^

And what about the other side of the fence; What is the 

chief complaint of the employees? In a unique investigation during 

the last war into "What is Wrong With Management", no less than

1 Ibid.
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twelve thousand workers testified in emphatic letters to their domi

nant greivance: "Management does not treat me as a hunan being." ^ In 

all too many companies today, labor is still looked upon as merely a 

commodity.

What about the labor unions, are they working with management 

or against it? Strikes are evidence of the frequent antagonism be

tween unions and management. These two groups, which should be indust

rial partners, often appear to be in warring camps, pursuing goals 

which are separate and distinct, sometimes even opposed. The writer 

contends that it is precisely this working toward different goals, 

that is to blame for the sad lack of co-operation often found in Ameri

can industry. How can labor and management work together if they are 

working toward opposite goals?

In support of this accusation that labor and management often

work at cross-purposes, consider the following statement by James F.

Lincoln, well known industrialist, and president of Lincoln Electric

Company of Cleveland Ohio:

Feather-bedding or restriction of output is a fundamental 
philosophy of many workers. They believe that the more 

successfully they follow that idea, the better off they 

and fellow workers will be. They sincerely believe that 
there is only so much vork to do and that as soon as it 

is done there will be no more work for some time. They 

believe that their experience over the years has proved 
the correctness of that philosophy, and any argument that

1 Council of Profit Sharing Industries, Revised Profit 

Sh.ar.lng Manual. (First National Tower, Akron 8, Ohio) p. 4



4

may be given to the contrary is mere eyewash to them.

The conclusion of restricted output is common in both 

union shops and in unorganized shops. The only notice

able difference is that in a union shop, the shop stew
ard can determine what is to be a day’ s work and even 

enforce that limitation under Federal law.

Of course these shortcomings are not universal in all Ameri

can business organizations. There are many firms where a high de

gree of co-operation between labor and management does exist. This 

is usually due to diligent attention to employee relations. There 

are also many faithful, hard-working, diligent employees.

Nevertheless it can probably be said without contradiction 

that all of us have acquaintances or maybe even friends \̂ ho pride
»

themselves on their "soft job.'1 They brag about the fact that they 

can loaf on the job, do their own work on company time, take home 

shop or office supplies and tools, and in general get as much as 

they can out of the company while putting into it as little as pos

sible .

These employees seem to think that their company, especially 

if it is a big one, has lots of money. They give little thought to 

careless use of supplies, misappropriation of company property, and 

continued demands for higher wages in the face of all this w a s t e .^

1 James P. Lincoln, Lincoln's Incentive System. (McGraw-Hill 
Book Company In c ., London, 1946; p. 29

2 S. Prentice J r .,  loc. cit.
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In actual fact no company has any money of its own; It is 

merely a banker. It sells a product or a service and uses the funds 

obtained to provide the proper tools and materials, to ray the work

ers, and to pay the investors for the use of their savings. The 

customer is the real employer. All that would be necessary to bank

rupt even the largest company would be for the customers to stop buy- 

its product or service. Therefore the business should aim toward 

giving the customers a better and better product at lower ana lower 

prices.

Yet, the employees can hardly be blamed. hy should they 

"break their backs" to make more money for some investor whom they 

don’t even know; or to secure an advance for some supervisor who is 

doing quite well already? The employees get their pay just the same, 

no matter what they produce, as long as they perform the bare mini

mum to keep from being fired.

It is the opinion of the writer of this paper that these 

"gold-brickers" are ordinary people much like you and I . They are 

"regular guys" usually liked and respected by their neighbors. They 

are not social misfits or maladjusted persons. In fact there seems 

to be something wrong with the situation, rather than with these 

employees themselves.

Man has a basic urge to advance; to develop himself and to



.improve his condition. Yet, for many a worker, the door to advance

ment is nearly closed; the opportunity to develop hiraself is very 

limited; and the only chance to better his condition seems to be to 

get a few '’fringe benefits11 out of his job, such as use of company 

time and tools.

Without some adequate goal toward which an employee can work 

besides the merely negative one of keeping his job, regardless of how 

much he is encouraged to apply himself, he is in effect being told that 

no matter how much he contributes toward increasing the company's pro

fits; all those extra profits are going to the bosses or to absentee 

stockholders. If that were your only prospect, what would your reac

tion be?

Man may work because he has to, in order to live; but once the 

very minimum essentials of living have been taken care of, personal 

factors become every bit as important as the economic factors. Besides 

earning a living, human beings require the sense of accomplishment 

that comes from doing something successfully. And with this they need 

the co-operation, acceptance, and approbation of those with whom they 

work.

The basic conditions for improved :nanagement-employee relations 

are: understanding and a unity of purposes. The -worker must understand 

the job which is immediately under his hand, but he must also understand

1 Council of Profit Sharing Industries, op. cit . ,  p.6



what the company is trying to do and where this particular job of his 

fits into the whole. Where this understanding has been promoted, there 

arises not only an increase in physical productivity because of the 

better personnel conditions under which the worker operates; but also 

better productivity because of lack of friction and misunderstanding 

between persons on various phases of the job.-*-

Profit sharing presupposes that the worker understands what 

he is doing and why, end what the whole company is doing and why.

It gives him a motive and opportunity for doing it better and a 

participation in the increased prosperity which better relations 

bring about.

1 Ibid.



PHILOSOPHY OF PROFIT SHARING

1 . The Nature of Profit Sharing

Payment by results is not a method of rewarding labor peculiar 

to modern industry. It has been in use to some extent for as long as 

labor has worked for wages.1 Social reformers in France and England 

early in the nineteenth century regarded sharing in capitalism’ s pro

fits as a moral right of the workers whose toil had helped to produce 

them.^

However this view was, and still is offensive to the classical 

school of economic thought which grew up with the industrial revolution. 

The industrial revolution was a tremendous change in a relatively short 

period of time, from home methods of manufacture to factory methods re

quiring large investments in expensive new machinery and factory build

ings. It may have been because of this and the fact that the great 

economic need of these times was the amassment of investing potential, 

that the investor came to be thought of as the proper recipient of all 

the profit from the operation of a business enterprise. At any rate, 

in these times, the emphasis seems to have been on capital and techno

logical methods, rather than on the worker who was often thought of as

1 Van Dusen Kennedy, ga&lU feU SZ .P i'd ..Ip.SSB&3B. I&BB. ^ethpd.s,
(Columbia University Press, New York, 1945) p. 23

2 Fortune Magazine, Pitfalls of Profit Sharing. (August 1951)

P. 105
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surpassed in importance by the great discoveries and inventions of the 

day.

In the present day and age the emphasis seems to be passing from 

the technological to the human element in economic life . This paper 

is based upon a belief that most of the manufacturing progress made so 

far has come from better machines and methods applied by top management, 

rather than from the development of men. This paper proposes that 

some modification be made in the method of compensation of the ordin

ary wage earner, which will give him better motivation in his work and 

which wall give better recognition to his important place in the indus

trial process.

Before passing from this brief introductory matter into a dis

cussion of profit sharing itself, it may be well to pause and consider 

a statement made by Pope Pius XI in his encyclical on modem economic 

life , "Quadragesimo Anno":

First of all, those who declare that a contract of hir
ing and being hired is unjust of its own nature, and 

hence a partnership contract must take its place; are 
certainly in error and gravely misrepresent Our Prede

cessor (Leo X III , On the Condition of Labor) whose 

encyclical not only accepts working for wages or sal
aries but deals at some length with its regulation in 
accordance with the rules of justice.

Vie consider it more advisable, however, in the present 
condition of human society that, so fsr as is possible, 
the work contract be somewhat modified by a partnership 
contract, as is already being done in various ways and 

with no small advantage to the workers and ovmers.
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Workers and other employees thus become sharer in 
ownership or management or participate in some fashion 
in the profits received.1

There are basically two broad types of wage payment methods* 

The first is time wages, under which the worker is paid by the hour 

or some other time period, regardless of what he accomplishes during 

that time. This is the method commonly in use today. The second 

broad class is incentive wages, under which the worker, or working 

group, is paid according to what is produced.

Under a time wages system, the gain or loss from changes in 

worker productivity go solely to the employer. Under incentive 

systems the employees share directly in the benefits of increased 

production and receive a basic minimum wage in the event that 

there are no profits.

There is a distinction in regard to "incentive wages" 

which it is important to make here. The term is often used to 

refer to piece-work or increased wages for purely individual 

performance. This is definitely not the sense in which the term 

is being used here. Individual incentive wages alone have often 

resulted in the dissruption of teamwork and hence, in results 

dramatically opposed to those planned. The incentive wage payment 

method referred to here is a reward for both individual and group 

performance and is aimed to help motivate employees to work together

1 Pope Pius XI, Quadragesimo Anno, (National Catholic 
elfare Conference, Washington D. C .) p .26



toward a consnon goal. We shall use the term profit sharing to 

refer to this combination individual and group incentive method.

As a rule, it may be stated that profit sharing can supple

ment piece work by offsetting the individualistic tendencies inherent 

in the individual incentive method and by bringing about a team 

spirit in the organication.^ Profit sharing on a combination indi

vidual and group basis has been phenominally successful in some 

companies, as, for example, the Lincoln Electric Co. of Cleveland, 

Ohio. Selling prices there have gone down and wages have increased

since the plan was installed in 1933 in spite of the fact that

2
all material costs have increased.

Group profit sharing supplies the coraent to bind together 

a plant working on a piecework system. Since any let-down in any 

man's work decreases the income of every other worker, there is 

a natural interest on the part of all workers in keeping up each 

other's morale, and a normal tendency to encourage and help any 

worker who is slipping behind.

Profit sharing is a term which satsifies few people. It 

has been used, however, at least since Albert Gallatin, Secretary 

of the Treasury under Jefferson and Madison, practiced it in his 

glass-works in New Geneva, Pennsylvania. Gallatin's conception 

was that, "The democratic principle upon which this nation was

11

1 Council of Profit Sharing Industries, op. c it ., p. 24

2 Ibid. p. 23
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founded should not be restricted to the political processes, but 

should be applied to the industrial operation as well."'*'

In 1939, a Senate Subcommittee investigating the subject, 

defined profit sharing as: "All payments to employees, regardless 

of the method in which they are distributed, which are in excess 

of the market or basic wage rate."^

The classic definition adopted by the International Coop

erative Congress at Paris in 1889 was as follows: "Profit sharing 

is an agreement freely entered into whereby employees receive shares,

•j
fixed in advance, of the profits."

Merely sharing the profits would be a simple accounting 

operation. That which is behind profit sharing however, goes 

deeper than any of the definitions given so far. When it comes 

to a precise definition of the term, there is some difference of 

opinion. The chief areas of disagreement on the precise defini

tion revolve around the following questions. Who should share?

On what should the sharing be based? Should management be definitely 

committed in advance as to the terms of the sharing?

The definition adopted by the Council of Profit Sharing 

Industries, covers all the main points of discussion. This is the 

definition which shall be used in this paper, and it is given as

1 Council of Profit Sharing Industries, op. c it ., p. 24

2 Fortune Magazine, loc. cit.

3 Council of Profit Sharing Industries, op. c it ., p. 4
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divided into its five basic points:

1 . Profit sharing is any procedure by which an employer pays 

to all employees,
2. in addition to good rates of regular pay,
3. special current or deferred sums,

4. based upon individual and group performance, and,

5. upon the prosperity of the group as a whole.^

It must be remembered that the profits referred to in profit 

sharing are profits considered from a different viewpoint than nor

mally. As normally considered, profit is: the result of tools in 

an impersonal process of which labor is en economic part; it pre

supposes the use of the workers; and it is the end of the manufac

turing process. Profit as considered ih profit sharing is : the

result of human relations: it presupposes co-operation with the

o
workers; and it is a by-product of the manufacturing process.

Properly applied and developed over the years, true profit 

sharing goes further than any definition of it . It involves a 

sharing, not only of monies, but of interests, of efforts, and of 

purposes. The profits are the outward, visible, and highly 

desireable sign of the inner and psychological attitude.

1 Fortune Magazine, op. c it ., p. 137

2 Council of Profit Sharing Industries, op. c it ., p. 12



2. The Purpose of Profit Sharing

Profit sharing is ultimately directed toward the following 

fundamental goals:

A) Developing the human erson.

B) Instilling a spirit of partnership.

C) Insuring economic welfare and stability.

Each of these three basic goals will now be briefly discussed.

A) Developing the Human Person

Profit sharing is based on the belief that the essential fac

tor of economic life is the human person.'*' A free economy must 

be based upon providing those conditions under which each person 

can achieve his maximum personal development.

Henry Ford once said, "American industry will devote as much 

time in the next ten years to discovering the forces that release 

individual initiative as it has in the past to developing techno

logical processes, America will show more progress in the next decade

2
than it has in all of our previous history."

Every human being has a legitimate sense of importance that must 

be satisfied. The part he plays must be recognized as important

1 Council of Profit Sharing Industries, op. c it ., p. ix

2 S. Prentice Jr ., op. c it ., p. 180
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and it must make a difference whether or not he is doing his job.

This characteristic is not only limited to the workingman; honor

able titles are coveted in banks, universities, lodges, yacht clubs, 

and governments, as well as in business organizations.

Much of the force of the union movement comes from the fact 

that the union satisfies this legitimate sense of importance and 

sets up an agency through which the worker can talk back to the com

pany. Even more important than this, unionism furnishes an economic 

institution within which the worker is accepted as a person of 

importance.

No policy or plan in the industrial relations field can suc

ceed unless it has behind it the sincere desire of management to be 

just and the faith of management in the importance and dignity of 

the human person.^

The incentive that is roost insistant in most people is the 

development of self-respect and the respect of one's contemporar

ies. The worker wants most of all to be a man among men.'" Warn

ings are one reward for outstanding performance and are one evidence 

of this achievement. Progress in his position and responsibility are 

others. The worker wants to feel that he is a part of the tear.!. He 

wants to feel that his efforts are necessary to make the operation 

a success. He wants to feel that he has played a part in a project

1 Council of Profit Sharing Industries, op. c it ., p. ix

2 James F. Lincoln, or. c it ., pp. 46 &  47
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that is worthwhile, and which succeeded because of his participation 

in it .

One of management's first objectives then should be the 

development of the man himself. It is here thet the great miracle 

is to be accomplished. Man has limitless latent abilities which under 

proper conditions can be enormously developed. Here is the great 

opportunity for management.

As long as the worker is treated merely as a "hand" by his 

employer; as a "common man" by the politician; and as a "dues pay

ing member" by the labor leader, he will never fully develop his 

potentialities. But if  an individual can be inspired to develop 

his latent abilities and to develop a desire to use these abilities 

co-operatively for the success of the enterprise; profit sharing 

will have achieved one of its most important objectives.

B) Instilling a Spirit of Partnership

Jtonerican industry has for too long been characterized by dif

ferences, by breaking into two sides, by strikes and industrial war

fare, This is unworthy of American industrial ability. Surely 

everyone knows that two men working together can produce more than 

three men working separately. Profit sharing emphasises the one

ness, the togetherness, the unity of interests, 

of all persons engaged in a business.
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Of paramount importance.in solving industrial problems is 

the true spirit of partnership which profit sharing helps to create.

It offers a significant means of giving workers opportunity to 

participate in the rewards of mutual co-operation with capital and 

management.

Profit sharing plans emphasizing industrial partnership 

give a strong foundation on which management and labor can meet 

with one objective. If  the interests of both parties are the same, 

it is highly probable that both can work together in a sane and 

objective manner. Partnership plans supply the incentive for both 

parties to work together and at the same time to work for themselves. 

Every worker, once he is acquainted with the fundamentals of the profit 

system will realize that decreased waste and increased production 

mean more for his bonus or for his future. Each worker will not 

only care about his own work, but take an interest in the work of 

others. The rules of the social unit will be less lax and require 

more efficient work, not because management demands it but because 

the workers demand it.

Profit sharing is simply a framework which should help manage

ment achieve the kind of co-operation that will benefit all concerned. 

The emphasis should be placed on developing a spirit of co-operation 

and not on the amount of money involved.

The increased pay must not be handed out in a spirit of pater

nalism. The men must realize that the bonus is not a gift but a
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direct result of their own efforts. They must understand th t there 

is no generousity involved; that they are merely receiving their 

fair sh.jre of profits they helped to create; profits which in all 

likelihood would not have been earned were it not for the special 

co-operation and effort they put forth.

There are numerous examples of human co-operation outside of 

economic activity where giving someone a stake in the project has 

caused a total return far greater than the cost of the concession. 

Profit sharing is, so to speak, an investment in human co-operation. 

It has proved as profitable, and in some instances more profitable, 

than investments in tools and machines. Profit sharing recognizes 

and accepts the indispensible place which the worker occupies.

In modem large scale production the elaborate interdependence of 

operations is perfectly obvious and yet apart from a few conspic

uous exceptions, management has done little to enable a worker to 

understand this co-operation and to take his place in it efficiently.

Profit sharing is not a utopian scheme. It is a down to earth 

practical approach which holds that if a spirit of co-operation can 

be created in an organisation the employees, the management, the 

stockholders and the customers will all benefit.

1 Council of Profit Sharing Industries, op. c it ., p. 6



C) Insuring Economic Stability

According to the Council of Profit Sharing Industires, "The 

characteristic economic effect of the introduction of a sound crofit 

sharing program is increased output at lower cost.”'*' This increase 

is obtained through full co-operation of workers and their partici

pation in the benefits of the increased output.

There is no implication of exploitation by speed up or by 

stretch out. The men in the plant have an immense amount of prac

tical, useful information which without additional effort on their 

part can be mobilized to reduce costs. A profit sharing program 

creates an atmosphere within which these sources of real efficiency 

are given an opportunity to yield tangible results, profiting all 

concerned.2 The increased output is due to increased teamwork. It 

is the result of a smooth flow of work.

These gains are more obvious in an industry where waste, 

breakage and spoilage can occur more e a s ily , but they are obtainable 

in any operation. Some profit sharing industries have reported increases 

in productivity of 40/' and more. A 40/s increase in productivity has 

increased the earnings of employees up to 60$ above the average in 

the industry.3

1 Council of Profit Sharing Industries, op. c it ., p. 5

2 Ibid.

3 Ibid.



Widespread practice of profit sharing in industry should be 

a big factor in stabilizing the economy. Flexibility in compensa

tions, as well as in profits, affords the best insurance of ready 

adjustment to changing conditions either upward or downward. Sta

bilised prosperity can be maintained only if  there is a fair rela

tionship between prices, wages, and profits.

So in answer to the question: Why have profit sharing?" 

the reply can be made:

1. Profit sharing is good psychology. It unchains the indivi

dual so that he gives his best to his work, and constantly strives

to nake his best better.

2. Profit sharing is good human relations. It promotes har

mony among the personnel of a business organization and encourages 

mutual striving and pulling together,

3. Profit sharing is good business. It lowers costs, raises 

wages, and increases profits.

A, Profit sharing is wise world strategy. By releasing the 

full producing genius of American industry, it spotlights for world 

attention the superior ability of the American system of free 

enterprise to satisfy the material needs of mankind.

However, management must recognize the fact that profit shar

ing in itself is no ranacea, and that by itself, it will accomplish 

nothing. Profit sharing is merely a tool.-* In the opinion of the 

Council of Profit Sharing Industries, it is merely the cornerstone

20

1 S, Prentice Jr ., o; , c it ., p. 179



in a well-rounded program of employee relations designed to give 

the individual a feeling of membership on the competitive team, 

of satisfying his psychological hunger for belonging, for partici-
■'4 -v|.: ... •

pation, and for security, and to recognize his digmity as a human 

being.



3. Methods of Profit Sharing

There is a limitless variety of incentive wage plans used in

industry. In a study of four-hundred St. Louis companies usim: son e

fora of incentive system, the following were encountered:

Wage dividend 
Multiple management 
Contributory retirement 

Non-contributory retirement 

Production sharing 
Cost saving sharing 

Guaranteed annual wage 
Employee stock ownership 

Health fund 

Christmas bonus 

Salesmen's commission

They are all basically similar however, and differ only in the con

ditions they were designed to meet and in the formulae by which 

they correlate production with wages.

Just as the infinite variety of material substances on this 

earth can be broken down into a limited number of basic molecules, 

so the infinite variety of profit sharing plans can be broken down 

into a limited number of basic plans. The three basic types of plans 

are:

1. Cash plans
2. Deferred or trust plans 9
3. Combined cash an : deferred plans4

Under the current distribution or cash type plan, the employee

1 Fortune Magazine, op. c it ., p. 105

2 Council of Profit Sharing Industries, op. c it ., p. 18
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gets his share in cash; usually quarterly, semiannually, or annually. 

Because his expectation is geared to the profits, he tends to become 

interested in the efficiency of the operation.

Some of the major advantages of the current distribution or 

cash type plans are as follows:

1 . The periodic receipt of cash is tangible evidence of the 
results of sharing profits. For many an employee, a pay

ment in cash is the only form of additional financial 
return which is helpful and appreciated. It is con

crete evidence to the employee that he is receiving 

compensation over and above his regular wage or salary.

2. The cash distribution dramatizes periodically to 

the employee the current progress of the company, 
thereby effectively maintaining employee interest in

the affairs of the business.

3. The receipt of periodic cash payments from profit 

sharing often gives the employee the ability to 
purchase something extra to enhance his standard of 
living, or for investments, such as home mortgages, 

which may not be possible out of ordinary current 

income.

4. The cash distribution gives the employee freedom 

of choice to use the share of profits as he sees 

f it .1

Under the deferred distribution plan the employee's share 

goes into a trust fund, which is invested and earns money for him 

He does not get the money until some later date. This type of plan 

has certain tax advantages both to the company and to the employee. 

It is more complex than the cash type plan in that it requires that 

a trust fund be established and administered. There are five major

1 Council of Profit Sharing Industries, op. c it ., pp. 19 &• 20
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advantages of the deferred distribution plan:

1 . If  profit shares are distributed in cash, 

supplementary benefits, such as employee severence 

pay, pension plan, group life insurance, sickness 

and accident benefits, and death and disability 
benefits may have to be provided for also. Use of 
a profit sharing trust, at least in part, can elim- 

inate duplicate expenditures to provide these other 

benefits.

2. In time of inflation, funds invested for em

ployees drain off some of the supply of money and 
thus help to mitigate the inflationary spiral.

On the other hand, when the price trend reverses 
itself, the existence of reservoirs of capital 

in the form of profit sharing trusts, tends to 
mitigate the deflationary spiral. Funds arc avail
able for severence pay, for retirement of leff ef
ficient employees, for loans to employees and thus 
for an increase in purchasing power which could do 
much to level off an adverse business cycle.

3. Cash plans cease to give results in years when 

no profits are earned. If funds have been put
into a trust, distribution can be made on severence, 
disability, retirement, death and other emergency 

situat ons or as advance payments to employees.

As long as the reservoir lasts, the outward flow remains 
constant, even though the inward flow may be 

temporarily diminished or cut off.

4. Funds paid out in cash are subject to a tax in the 
hands of the employee. Any interest earned on what

is left after the tax will again be subject to tax.

Both of these taxes are avoided with a profit shar

ing trust qualified according to section 165(a) of 

the Internal Revenue Code. Of course, the funds will 
eventually be taxed when they are distributed but at 

lower capital gains rates.

5. Profit sharing trusts have a tendency to encourage 
loyalty in service. Distributions made in cash

are soon spend and gone beyond recall. If  funds 
are held in trust they can accumulate for loyal 

employees. As is well known, the common practice with 
profit sharing trusts is to make the employee's 
participation non-forfeitable gradually over a 
period of years. If  an employee leaves before he 
has earned full participation, the portion he
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forfeits is re-allocated among the remaining em
ployees. This discourages turnover and encourages 
loyaltjr.

The comparison of the advantages of cash vs. deferred profit 

sharing plans is difficult. It involves a careful study of the pro

blems of each particular firm. Especially significant is the problem 

of whether or not the goin- wage in the given industry compares fav

orably with the particular area and particular industry. The higher 

this comparative going wage, the better the chances of successful 

deferrment.

One of the best solutions of the apparent conflict between 

the advantages of the two types of plans is to cc bine the plans.

This can be done in many ways. For example, a plan could provide 

that approximately one-third of the profit sharing fund be distri

buted immediately in cash, one-third held in reserve for periods 

when there are no profits to share (so as to keep a more constant 

flow of funds) and one-third used to set up a retirement fund.

Another solution is to provide that distribution be made more 

rapidly under certain circumstances than others. Considerable 

flexibility is allowed in permitting accelerated distributions 

in profit sharing trusts in tiiiies of emergency or increased prices 

as long a? the rank and file are not subjected to adverse discrim

ination. In fact, probably the best solution is to put all of the 

fund into the trust but to permit the committee administering the 

trust greater leeway in deciding how much immediate cash should be

1 Council of Profit Sharing Industries, op. c it ., pp. 20 &■ 21
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made available. In the lower income brackets, the cash can corae 

into the trust and ri"ht out, with the trust being no more than a 

conduit. This is one point on which the Internal Revenue Service 

has allowed much flexibility and it is a point where the special 

art in designing trusts is perhaps most significant.

In the United States today, the trend is definitely toward 

profit sharing plans with deferred elements.'*' This is because the 

tax advantages gained under the deferred plans are great; and also 

because of the demand for more security on the part of the workers.

1 Profit Sharing Research Foundation, What Everv Businessman 
Should Know About Profit Sharing, (Evanston, Illinois) pp. 4-5



PROFIT SHARING IN PRACTICE

Opposition and Support

In view of what has been said about the merits of profit sharing, 

one may wonder why it is not universally practiced in industry. The 

answer is that there are many problems involved in its practical ap

plication and many objections to its use. These objections come 

from both management and labor.

Some managements' deepest anxieties are stirred by the prospect 

of profit sharing. It has sometimes been thought that if  co-operative 

profit sharing takes over, management might as well abdicate, for 

before long, the employees would want all of the profits, and where 

they were organized, the union would soon demand a look at the books, 

and a voice in every policy and risk that might affect aarnings.1

These assumptions mitht prove quite true —  for any company with 

a consistantly bad labor relations record. But so far at least, 

companies that have tried co-operative profit sharing have not 

found the employees or the unions swarming into the front office to 

sieze managements' prerogatives.

Some managers have also predicted that employees would soon 

come to take such extra money for granted, and to resent it if the 

amount shrinks or disappears. The answer to this objection is that 

if  the employer has a consistantly good labor relations program

1 Fortune Magazine, op. c it ., p . 146



28

and if  the plan is handled right so that the employee can clearly 

see the connection between his work and the profits of the company, 

there need be no fear of employee resentment.

Some say that profit sharing would be fine as long as the com

pany is earning high profits. But what would happen if  there were 

losses. Tuni for a moment to consideration of another co-operative 

venture: marriage. What happens in marriage when tradgedy strikes?

Our divorce courts are filled with cases in which the couples concerned 

had no troubles to weld them together. In the same way, employees 

in profit sharing companies from the president on down are knit more 

closely together by weathering, as partners, the difficulties that 

every businessman has to face.^

Other objections on the part of management are: Is there any 

workable plan for some jobs? Is a wage incentive system worth the 

time and expense it takes to set it up and to administer it? To 

answer these questions the aims of profit sharing and the value of 

co-operation must be reconsidered. Is it not true that two heads 

working together can do more than three or four working separately 

and that two-hundred heads working together can do more than foud 

or five-hundred working at cross-purposes? Surely the co-operation, 

the unity of aims and purposes achieved by well managed profit sharing 

plans are worth considerable time and expense to realize.

On the other side of the picture are the objections by the 

employees and their representatives, the labor unions. Organized

1 S. Prentice J r ., op. c it ., p. 178
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labor has traditionally been opposed to profit sharing. Union

antagonism to profit sharing covers a wide range of grievances.

Management has been charged with using profit sharing:

To depress wage rates and avoid increses,
To speed up the worker.

To tie him to his job,
To snake him share losses incurred by management,
To weaken his interest in unionising or his loyalty to his union,

Unions also attack:

Management's unilateral control and administration of profit 

sharing plans, and 

The ability of management to arbitrarily control the policies 
and practices by which profits are determined.1

Since at one time or another managements have abused profit 

sharing in all of the above ways, most union leaders have agreed with 

John L. Lewis who in 1939 told the Senate Ways and Means Coradttee,

"I  think the profit sharing idea is a delusionary snare as far as 

modern industry is concerned.”

Of course, in the days when profit sharing was first becoming a 

popular idea, the unions were struggling for their very existence.

The principle objective of unions at that time was the aggressive one 

of organizing and gaining recognition. Management was willing to try 

almost anything to ward off the growth of unions and often times 

acted in poor faith and for wrong irotivrs.

Consider the auto workers who raade the switch from piece work 

to day work very early in their organisational history. It is rather

■
strikingly evident that a great many of these workers have little

1 Fortune Magazine, op. c it ., p. 143
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conception of incentive systems as potential stable pay arrangements 

adequately controllable by the union to protect the worker from hard

ship. It is also pertinent that profit sharing plans were making their 

first strong bid for recognition at a time when large scale unem

ployment made labor saving schemes of any description doubly unpopular 

with organized labor.5

But the labor unions are gradually changing their position. 

Individual locals have for a long time permitted profit sharing in 

isolated cases. Only last year the United Auto Workers, one of the 

biggest United States unions, came out in favor of a profit sharing 

plan for the auto industry.2 All in all it appears that organized 

labor may cease to be an obstacle to profit sharing.

The worker himself is often opposed to the profit sharing idea.

From experience with piece-work many a worker has come to suspect 

and resent all forms of incentive systems. Whatever the facts may be, 

unless the worker wants to co-operate, there is little use of attemp- 

ing any incentive plan of wage payment. Management must sell the 

plan to the worker. Anything else will fail. Long history has proved 

that management cannot force the issue.

There is reason to believe that to a great many workers the 

concept, piece-work or bonus system signifies a system of penalties 

rather than inducements. Under hourly rates the burden or responsi-

1 Van Dusen Kennedy, op. c it ., p. 51

2 Newsweek Magazine, Ruether Pops a Big Surprise (January 20, 1958) 
p. 75

3 Van Dusen Kennedy, op. c it ., p. 25
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bility for production rests in the first instance with the employer.

A drop in production does not result in immediate financial penalty 

for the worker. On the other hand, it is the essence of an incentive 

plan to shift part of the liability. Thus there is security under 

a time rate that is absent under the ordinary piece-work or bonus 

lan.

Employees sometimes charge that employers use incentive 

plans simply as an excuse for poor management, and that the same 

results in labor productivity could be achieved by methods less 

detrimental to the worker.

In answer to these objections, it should be remembered that 

profit sharing* as defined in this paper, presupposes basic wage rates 

that are at least equal to the average in the industry or community. 

Thus the worker is guaranteed of at least as much as he would other

wise receive. He does not suffer any penalty for decreased production 

other than the forfeiture of the extra amount he could have earned.

Bnployees sometimes suspect pension type profit sharing plans 

because of the fact that management asks the employee to accept a 

pension that may be cut by lean and profitless years, thus appearing 

to evade a management responsibility.^

Much of the employee suspicion of incentive wage plans arose as 

a result of managements’ abuse of piece-work systems. Profit sharing 

as discussed in this paper is based upon and presupposes the good faith

1 Fortune Magazine, op. c it ., p. 144
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of management and the basic employee benefits prevalent in the industry. 

The worker cannot lose because he is at least assured of what he would 

otherwise receive. He stands only to gain through increased co-operation 

and production.

A change of attitude in the mind of the worker is the first and 

fundamental requirement of incentive management. Employees who have 

been mistreated before are always looking for the "gimmick" in anything 

that management proposes. The plan must not be such that the employee 

may say, nI get it ; the bosses and stockholders want us to work a lot 

harder to make more profits for them. And if  we do they are willing 

to let us share a few crumbs." The plan must be sufficiently liberal 

to give the employees a real feeling of partnership. The more liberal 

the plan, the less constant effort is required to keep the employees 

sold.

The first part of this chapter has been devoted to the 

opponents of profit sharing. The remainder of the chapter will be 

devoted to advocates of profit sharing. The chief and most effective 

advocates of profit sharing are those companies which are successfully 

practicing it . Individually, of course, they can do little to help 

the progress of profit sharing, but these companies have united into 

one body, called the Council of Profit Sharing Industries.

The Council of Profit Sharing Industries e:d.sts to study instances 

and techniques of profit sharing, to be the clearing house for data on 

the innumerable variations of it, and to help spread profit sharing 

theory and practice in industry.



In 1947, a few companies, who knew by experience the values of 

profit sharing, formed the Council. It has rougiily doubled in member- 

ship each year. As it entered 1951, it had over three-hundred member 

companies, representing a total of 350,000 employees, and doing an 

annual business of four billion dollars. Member firms vary in size 

from a half dozen employees to over 100,000 employees. Every kind 

of business is represented, manufacturing, wholesale and retail, 

inancial institutions and service industries. About one third of the 

members have organized labor union relations.

Every member company has some form of profit sharing and would 

not think of parting with it. It is likely enough that the 300 members 

have 300 different schemes. Each company has worked out its own 

tailor-made plan, which is indeed an essential requirement.

But not every company which has a profit sharing plan is a 

member. Far from iti Profit sharing is practiced today in the United 

States to a far greater extent than is realized. Eight years ago, 

its devotees counted some 728 companies. Today the number is over 

12,000. The Bureau of Internal Revenue approved 1,123 plans in the 

year ending June 30, 1949. New ones have been coming in at the rate 

of over 100 a month. In the St. Louis business area alone, a survey 

made by St. Louis University in 1950 counted no less than 446 firms 

with some form of employees participation in profits.^"

1 Council of Profit Sharing Industries, op. c it ., p. 3



Reports of Successful Profit Sharers

Perhaps the best place to turn to lean) about profit sharing in 

practice is to the successful users of profit sharing plans. The 

Council of Profit Sharing Industries discussed in the preceding chap

ter has a membership made up of business organizations currently using 

a profit sharing plan. The combined experience of the Council's member

ship with profit sharing runs to over 3,000 years. Out of it and 

out of analysis of many additional non-member companies the Council 

has prepared a list of the most commonly reported results of profit 

sharing, which it claims are the following:

Forty to one-hundred percent increase in production per employee, 

Labor turnover sharply reduced, sometimes eliminated,
Reduction in lateness or absenteeism as much as 75%,

Better care of equipment,

Fewer or no strikes,
Increase in flow of suggestions from employees,
Reductions termed "tremendous" in reject and salvage material, 

Waiting list of applicants for employment and of higher caliber, 

Unpopularity of "rabble rousers,"
Increased earnings to stock holders,
Ability to reduce prices of goods manufactured,

Decrease in the need for supervision,

Increased home ownership among married employees,
Reduction in taxes (profits shared are deductible),

and a noteworthy though inmieasurable rise in intangibles such as:

Employee's pride in the company,
Worker interest in improvements, ^

General sense of security and eagerness about the future.

Since the inception of the Council in 1947, only six regular

members with qualifying profit sharing plans have resigned from the

Council. Letters were sent to them asking whether or not their

1 Council of Profit Sharing Industries, op. c it ., pp 4-5
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resignation implied a discontinuance of their profit sharing plans. 

Four ex-members reported t leir plans still functioned satisfactorily. 

Two companies report discontinued plans. Among the remaining regular

members there have been no

Although membership

reports of discontinued plans.

in the Council implies a favorable attitude 

toward profit sharing and although the period involved is short and 

has not been characterized by large numbers of business failures, the 

record of discontinuances among regular members of the Council is 

significant and points to the high probability of success of profit 

sharing plans broadly conceived and carefully administered.

Some of the most prominent American Corporations are numbered

among the successful profit sharers. The Council's membership roster

includes the following well-known business organisations:

Hull-Dobbs Company 
Lincoln FJLectric Company 
P. R. Mallory &  Co.
Motorola, Inc.
I’itney-Bowes, Inc.
The Procter & Gamble Company 

Sears, Roebuck and Co. ^

Zenith Electric Supply, Limited

The rest of this chapter will be devoted to reports of the results

claimed by successful profit sharers.

Logren Aircraft; Torrence, California 
Fortune Magazine, August, 1951, p. 163

Hampden Wentworth, controller and manager of a small aircraft

parts company had a hunch that plenty of time was being wasted in his

little plant, not deliberately or maliciously, but just being frittered

1 Fortune Magazine, op. c it ., p. 105
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away aimlessly by his 43 employees. Since he installed a profit sharing 

plan the company earnings are 1756 of capital, a good return on any 

man's investment. Every day a white horse representing hours worked 

on the current job and a black horse representing hours estimated 

are posted on parallel tracks so employees can know how close they 

are to beating the estimate. Last July's quarterly bonus ($6,000) 

averaged an extra two week pay check for the now 205 employees, who 

are presently know as associates.

W. A. Sheaffer Pen Co.
Time Magazine, February 20, 1950, p. 79

After 16 years of profit sharing Sheaffer's I7b6 workers were 

used to bonuses. But last week in the main plant (Fort Madison, Iowa) 

a notice went up that sent the men and women dancing among the machines. 

For the latest quarter their bonus would equal 50% of their pay —  by 

far the biggest bonus in Sheaffer history, and over double the previous 

quarters bonus. The next day, brawny (6 f t .,  195 lbs) Craig Royer 

Sheaffer, 52 year old president of the biggest United States pen 

company gave stockholders something to celebrate —  the company declared 

an extra dividend of $1.15 per share. The bigger profit was the 

result of increased efficiency and greater worker productivity, which 

can be traced back to the company's profit sharing policy, according 

to Sheaffer.

Quality Casting Co., Orville, Ohio
Rev. Leo C. Broun, "Profit Sharing Pays," (Council of Profit Sharing 

Industries)

Since the introduction of profit sharing, Quality Castings has 

experienced a sharp increase in its profits and has divided these
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profits generously with employees. This increase in profitability 

is largely attributable to the higher level of production which it 

has sustained. l*ut merely a mechanical analysis of the Company's 

profit sharing plan omits important considerations. Such is the case 

with the quality and the tone of management. Much of Quality's 

success is traceable directLy to the inspiration of its late manager, 

Mr. G. C. Nicholas. A friend who knew him well and wished to empha

size both his hard headed business sense and his generosity, said 

he "carried a cost sheet in his left hand, and a check book in his 

right hand" —  the cost sheet to make profits and the check book to 

distribute them. Micholas was a careful but agressive manager. He 

worked hard himself and he expected hard work from his employees.

But he was sincerely interested in his employees and wanted to reward 

them as generously as business conditions warranted.

His associations with employees went far beyond the plant.

He was a member of its bowling team. At an are when aiost men 

prefer to relax in thr stands, he played on the plant's baseball 

team. His enthusiasm was contageous. Whenever a production problem 

developed, he tried to interest every ran in the plant in its solution. 

He accepted ideas wherever he found them, linployees came to have 

a real experience in what co-operation meant. In a very real sense, 

solving production problems became a matter of teamwork.

Lincoln Electric Co., Cleveland, Ohio 
Fortune Magazine, August 1951, p. 105

The widely publicized plan at Lincoln Klectric Co. in Cleveland, 

Ohio, has, for instance, paid extraordinary bonuses to employees for
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17 years, and last year the average payment amounted to 137# of base 

pay. Since his plan was installed in 1937, production per man has 

increased sevenfold, annual take-home pay fourfold, dividends have 

tripled, earned surplus and undivided profits have doubled, while 

the company's prices are still below prewar levels. These results, 

in his opinion, are due not merely to large bonuses but to an extensive 

merit rating system that determines each employee's share based on 

his output, contribution to efficiency, co-operation and attitude, 

plus Mr. Lincoln’s final judgement on his worth.

Pitney-Bowes, Inc., Stamford, Connecticut

Boston Daily Globe, May 3, 1949

Pitney-Bowes, the postage meter manufacturers, had been paying 

Christmas bonuses for 12 years, when President Walter H. Wheeler Jr. 

became convinced that his plan of profit sharing was not yielding 

maximum results. Mr. Wheeler did not want his company to play Lady 

Bountiful to its employees. He wanted a plan that would distribute 

a share of the company's profits in such a manner that the employees 

would be drawn into identifying their best interests with those of 

the company. He wanted a plan which would, by its very nature, 

educate all participants in the realities of corporate administration 

and finance. He wanted no turkey-for-Christmas idea. He wanted his 

employees to share in the profits as a matter of right —  WHEN and 

IF the company's operations warranted such a sharing.

That WHEN and that IF are the keys to the whole Fitney-Bowes 

plan. For it is under the realization of these two contingencies that 

the employees have teamed up with management to provide the impressive
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postwar record of production mentioned in yesterday's column.

Pitney-Bowes have been deluged with inquiries from all parts 

of the country with over 1000 letters wanting information as to how 

profit sharing works. ’hev have had to mimeograph the material 

which is put up in a "profit sharing kit ."

The company reports the results of the plan as: (1) Increased 

productivity, efficiency and morale. (2) Prices held within 2b% 

of prewar.

Two things, it seems to this writer, stand out about Mr. Wheeler's 

experiment: the fact that workers are never patronized, and are 

indeed, treated in exactly the same courteous manner as is the stock

holder; and the impressive sincerity and deep belief in the impor

tance of wh-jt they are doing which is shared by Mr. Wheeler and his 

executive staff. Pitney-Bowes is not organized, but Mr. Wheeler is 

convinced that the plan would work equally well in conjunction with 

responsible union leadership. He believes that profit sharing is the 

"spark" which may jump the gap between management and labor.

It is hoped he is right, for unless we can sweeten the management 

labor marriage, nothing else we do will in the long run matter very 

much. Laboratory wizardry and technological magic will not cure the 

malady of social rarest any more than basic discords between husband 

and wife are removed by the nan's becoming rich.
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The Procter b Gamble Company, Cincinnati, Ohio 
Printers' Ink, Oct. 31, 1950

No serious labor troubles in over 60 years is the proud record 

of the Procter & Gamble Co. Back in the ’80s William Cooper Procter, 

son of the senior partner, set the pattern for employee relations. 

Disturbed at the absence of harmony between employers and employees 

that was then upsetting operations and causing strikes, he inaugu

rated the profit sharing plan that has remained in operation with 

modification ever since. Innovations over the years culminated in 

the system of stabilized employment that has been in effect since 1923. 

In that whole time, there has never been any work stoppage or major 

disagreement.

So far as the employees are concerned they are able to count 

on steady pay-checks. They have no fear of long intervals without 

work or pay. Their great fear of economic insecurity is removed.

They can plan to buy a home, increase insurance, educate a child or 

undertake any other long-term expense with the assurance that income 

will not disappear when it is most needed. Even a depression does 

not mean complete loss of work. At worst it may cause a temporary 

cut in income. They know that no one in the community is better 

paid for the same job. They are conscious that the company has their 

interest in view at all times. This produces a lasting loyalty 

and the desire to give the best they can as just return for the 

treatment they receive. The workers are still aware of such other 

benefits as training for safe operation, vacation with pay and sick 

benefits that have been in operation so long that they are almost taken
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for granted. For every gain siade by the individual employee the com

pany has at least one corresponding advantage to show. Loyalty to the 

company exists, for the fear of sudden dismissal or uncertain work 

periods has been removed. Add to that the fact that ownership of homes 

and being settled members of the community in themselves create pleasant 

relations to the organisation making them possible. Employees are in 

position to know where corners can be cut in time or labor during 

production. If  they had the slightest fear that making such sug

gestions would result in lay-cffs because fewer employees would be needed, 

they right withhold the recommendation; but when employment is protected 

there is a readiness to co-operate that has been responsible for 

cutting production costs.

The company reports that stock ownership has given most of the 

employees a feeling of security in the knowledge that they have a 

certain amount of capital with which to purchase homes, take care of 

unusual expenses, etc. It eliminates the fear of being without 

money to meet emergencies.

Sears, Roebuck and Co., Chicago 7, Illinois
Revised Profit Sharing Manual., Council of Profit Sharing Industries

Over 35 years ago, in 1916, Sears, Roebuck and Co. voluntarily 

established a profit sharing and pension plan for its employees. There 

was no outside pressure on the company to do so, and little, if  any, 

question concerning taxes. The business was young; the employees 

worked hard in establishing it; management felt they deserved and were 

entitled to a share in profits. In establishing the plan, management



42

had three ideas in mind and these remain today as the principal objectives

1. To permit eligible employees of the company and its subsidiar

ies to share in the profits thereof;

2. To encourage the habit of saving;

3. To provide a plan through which each eligible employee 

may accumulate his own savings, his portion of the 

employer's contributions, and the earnings on his 

accumulations as a means of providing income for 

himself at the close of his active business car er,

Joining the plan is voluntary as is remaining in it . If  a member 

withdraws from the fund while remaining on company payroll, he can

not rejoin thereafter.

The company evaluates the results of the plan as follows:

1 . After almost ten years, the plan appears to be living up to 

expectations. On October 31, 1°50, the 666 employees under 
the plan owned $2,219,674 represented by the cash and 

securities at market value.

2. Retiring and withdrawing members have received payments 
enabling them to meet emergencies or make adjustments 
which otherwise would have caused hardships. Widows of 
deceased members have had their financial problems 

simplified by their receipts from the fund.

3. Both shareholders and employees have had the satisfaction 
of seeing earnings and dividends increased consistently 

and of noting a steady growth in our business, expansion 
of our plants and a continuous improvement in equipment 

and working conditions.

4. The awareness throughout the organization of the partner

ship which actually exists between shareholders, manage

ment, and employees resulting in:

- Retention of valuable personnel

- Assistance in the hiring of high type personnel

- Insurance against strikes, slowdowns and disputes with 

resulting release of executive time for constructive activities

- Ready acceptance of labor saving equipment and of reasonable
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production standards

- Less supervision to assure steady work

- Greater productivity, especially by employees whose 

efforts are not otherwise stimulated by sales or production 

bonuses, based upon individual or group performance.



Profit Sharing Failures - Causes and Remedies

For more than a hundred years businessmen as well as social re

formers have been beguiled and bedeviled by tne promise of profit 

sharing.

Admittedly there have been many failures in profit sharing, but 

the writer of this paper makes an analoey between co-operative profit 

sharing and another venture in human co-operation - marriage. Neither 

will work unless the parties involved really want to make it work. 

There can be no entering into it merely for some hoped for personal 

convenience. It must be truly a co-operative venture, for the mutual 

benefit of all parties concerned.

Statistics on discontinued plans in the United States appear in 

three surveys of profit sharing experiences. The first, and most ex

tensive study of profit sharing was made by a subcommittee of the 

United States Senate, The findings of this survey were published in 

1939 under the title "Survey of Experiencs in Profit Sharing and 

Possibilities of Incentive Taxation." The results of this study, 

though mentioned several times throughout this paper, were not 

obtained in their complete form. The most significant conclusion, 

however, in the opinion of the writer, was the following! The 

partnership type plans are consistantly the better plans. From this 

the Vandenberg-Herring Report infers what had heretofore been only 

hypothetical; the most valuable status that can be established in 

industry is the partnership status since it assures peace, loyalty,
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harmony and increased efficiency.^

The second study, made in 1945 by the Industrial Relations 

Counselors, included profit sharing plans open only to special groups 

of employees. While such profit sharing may be desirable and commend

able in certain cases, it does not fall within the definition of profit 

sharing as adopted by the Council of Profit Sharing Industries and 

used in this paper. Therefore, the results of this study are not 

pertinent to this report.

The third and most recent study was made in November 1948 by 

the National Industrial Conference Board. This was an examination 

into the history of profit sharing during the preceding ten years.

This report entitled "Profit Sharing for Workers," included only 

profit sharing plans open to all employees. The results of this 

study are given on the following page.

1 Council of Profit Sharing Industries, op. c it ., p .22



REASON FOR PISCONTINUAVCF
Companies Deferred Current

Unfavorable Employee Reaction

Dissatisfaction or indifference

Preferred fixed cash 2

Union attitudes 7 

Company Dissatisfaction

Disliked method 3

Replaced 2 

Other Causes

Little or no profits 5

Wartime conditions 4

Government rules 5

Liquidation or merger 2

No Explanation 2

% Distribu- Distribu
tion Plans tion Plans

8.6  - 3

5 .7  - 2 

20.0 - 7

8.6 - 3

5.7  1 1

14.3 - 5

11.4 - 4 

14.3 1 4

5.7  2

5.7  - 2

Totals 35 100.0 4 31
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According to this table only a little over 10$ of all plans 

included were discontinued because of unfavorable employee reaction.

The largest signle cause of discontinuance in this study was unfavorable 

union attitudes." Other reasons for discontinuance according to the 

Council of Profit Sharing Industries are:

Unrealistic profit sharing formula,
Lack of profits over a long period,
Lack of communications,
Superseded by different type of plan or bjr pension plan.

However the Superintendent of Banking of New York State indicated 

that relatively more pension plans have been discontinued than de

ferred profit sharing plans since 1940.

An article in Fortune Magazine of August 1951 entitled nPit

falls of Profit Sharing" concluded that the economic arguments against 

profit sharing are not "too conclusive." According to i'ortune, it 

has failed often for lack of profits, but it has failed most often 

because management either did not know how to apply it or was 

unwilling to take the steps implicit in profit sharing.

These steps cover not only everything normally involved in 

creating good labor-management, relations but they also imply two 

moves that few managements are ready to make:

1. Allow the employees to help work out the plan,

2. Let tiietn administer it jointly with management.

i’he same article goes on to say that "Besides making a profit, 

which is always the big problem in any business, tellinc employees 

about the plan is likely to be the biggest problem —  getting and

1 See Chapter 5 for discussion of union opposition
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keeping the spirit alive.

The idea of setting up in any business, some form of profit 

sharing must not be approached casually or superficially. To do this 

is to change the method of pay, to tamper with the sacred pay envelope. 

Any executive who thinks he can do this lightly, on some fine new 

theory, ought not to be in business.

There must be a compelling desire on the part of management to 

install the plan in order to enhance the team spirit of the organiza

tion. The motive force behind its installation should be the recog

nition of the fact that the sharing of the profits of an enterprise 

is right and proper for everyone associated with the enterprise be

cause they all helped to earn these profits.

Management must have the desire to install the plan in order to

enhance or bring about the team spirit of the organization. No other

motive is legitimate. Since enhanced team spirit means increased

profits and prosperity of the company, the aim may be stated in such

terras. Notice the way Mr. Frank H, Hartnett, President of the

Hartnett Tanning Company, Ayer, Massachusetts, announced the new

plan to his employees:

" I  want to emphasize very strongly that this profit sharing plan 
is no Santa Claus set-up. We are giving you nothing, and we 

don't want you to feel that we ever are. We are simply paying 

you for the values we know we will receive. We intend to cash 
in on this proposition. This is a cold blooded business prop
osition. It is no speed up program, and we do not expect 
more work out of any individual. We simply expect to show 

larger profits through the old story of the team working 
together and producing better and more profitable goods,"
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Wherever we turn in the discussion of profit sharing, the 

problems human relations come to the fore. Without its solution 

even the most elaborate profit sharing technique will net bring about 

success of the plan.

The technique of a profit sharing plan, important though it 

is , does not account for more than a small part of the plan's success. 

Eighty-five percent of success or failure is dependent upon the human 

relations between employer ar.d employees, and on management's out

look, For this reason, basic human considerations enter so prominently 

into the discussion of profit sharing.

It must be understood that any plan is successfuly only when 

based upon mutual confidence between the industrial partners. In 

the last analysis, their success is based on this psychological 

condition. Profit sharing plans are only symbols for such mutual 

confidence. They are nothing but the frosting of the cake. The 

mutual confidence must be worked at day by day in mutual effort and 

good will.

The 1939 Senate report discussed earlier in this paper gives 

eight rules for making any plan successful. The lack of any of these 

requirements could seriously endanger even the best plan.

1 Confidence between labor and management,
I]  l e a s e d  value of the employe both to himself and to the

3 Jtotlntial b enefits  to the employee in addition to fair wages,

5- ' t ^ l o y e e  on the mod. of calculation,

6*. Representation of the employee in the adadnastrataon of the

7. Continuous education f ’ cluding life insurance,

’ • hospitalisation, and others.



CONCLUSION

1. The Future of Profit Sharing

"The major problem that confronts the businessman today is the 

gathering of the facts about the human relations in modern industry 

that are needed to form the basis of a new social theory which will 

take font) in new social inventions." This is a statement made by 

Phillip Cabot, Professor of Business Administration at Harvard. The 

writer of this paper predicts that among these "new social inventions" 

will be numbered the various forms of profit sharing.

A private enterprise is a voluntary combination of men furn

ishing money and equipment to produce goods and services. Theoreti

cally there are two extremes of private enterprise: those which con

centrate on money and regard men as incidental to earning money - the 

corporation; and, those which concentrate on men and regard money 

as incidental to developing men - the co-operative.

In practice, however, such extremes are rare. Most corporation 

executives today understand that men must be developed if the company is 

to earn profits. On the other hand, most, co-operatives realize that 

capital is essential to the successful carrying on of their activities.

Legally, however, the two forms are strictly divided. The 

voting power in a corporation is held by capital and votes are allo

cated according to stock owned. The voting power in a co-operative is 

held by the individual, and no matter how much stock is held by a
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member, he only casts one vote, The law presupposes that, as a rule, 

owners and workers in a corporation are different persons, whereas 

in a co-operative they are identical.

There is no legal form yet for profit sharing industries. In 

practice such industries stand in between the two extremes of the free 

enterprise system. They are corporations, but have co-operative ideals; 

as is exemplified by the following statement contained in the Declara- 

tio of Principles of the Council of Profit Sharing Industries: "The 

essential factor in economic life is the human person."

The field between the two extremes of the free enterprise system, 

corporation and co-operative, is large and occupied by an immense 

variety of forms. Some are straight corporations with the profit 

sharing added on; others have profit and management sharing features 

intertwined so completely with their corporate structure that they 

are hardly distinguishable from co-operatives.

As in evolution, the transitions are almost imperceptible.

Profit sharing is a kind of mutation in the capitalistic system which 

gives hunian relations a more important place in the corporate structure. 

This may well be the next step in the evolution of our free enterprise 

system.

At any rate, it is plain that successful profit sharing implies 

not only more co-operation between labor and management, but could 

indeed produce profound modifications in the whole structure of modern 

American capitalism.
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Success of profit sharing is ultimately dependent on the mutual 

confidence between management, employees and unions. It now seems 

possible that many more profit sharing plans may not only survive, 

but may become a permanent and radically significant part of this 

country's economy.

The significant fact is that profit sharing has successfully 

entered the area of collective bargaining. Organized labor, which 

has damned profit sharing since the days of Samuel Gompers is slowly 

but perceptibly beginning to champion the idea. With the inclusion 

of profit sharing as a part of the bargaining package of the United 

Auto Workers in 1958, the issue has entered the "big leagues."

For large unions, the main question is whether they will bargain 

for a plan whose whole success requires co-operation with management, 

or will continue to rely solely on opposition tactics to increase 

the worker's share of the profits.

For management the question is this: Will it accept profit 

sharing under collective bargaining as one more means of gaining 

the worker's confidence and co-operation; or will it continue the 

practice as benevolent paternalism that may improve efficiency and 

possibly weaken unionization?

1 Newsweek, Reuther Pops a Big Surprise (January 20, 1958) p. 75
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