
THE APPRAISAL OF LABOR "EFFICIENCY"
By JOHN W. RIEGEL

EMPLOYERS in speaking of the
"efficiency of labor" ^ have up-
permost in their minds the as-

siduity of workmen in their employ.*
Labor "efficiency" comprehends more
than speed—it refers to the employees'
care with equipment, materials, and
supplies, their watchfulness in prevent-
ing breakdowns, their willingness in
executing orders and in adopting im-
proved methods. In fine it refers pri-
marily to the degree to which employees
apply their abilities in the interest of
the employer.

There is a distinction between ability
and assiduity even though the two are
closely related. Ability is more con-
stant than degree of application; it is
of slow development, and, barring acci-
dent or extraordinary personal mis-
fortune, of slow retrogression. It is
enhanced, for example, by healthy sur-
roundings, by recreation, by training, by
the mitigation of worries, and impaired
by such things as neglected bodily dis-

word efficiency as applied to labor has ac-
quired changed meanings with the passage of time.
To the classical economists the "efficiency of labor"
related to the quantity of labor required to pro-
duce a commodity and bring it to market. If by
virtue of a technical improvement less labor was
required to produce a unit of a certain article than
formerly, the labor thus engaged was deemed to
have become more efficient. The labor involved
included the efforts of persons who successively
procured the raw material, transported it, fashioned
it, and marketed it, and also the proper share of the
labor that created the appliances with which these
persons worked.

Marshall has given the "efficiency of labor" ex-
tended consideration. (Principles of Economics,
8th Ed., Bk. 4, Chs. s, 6.) By it he refers to the
general and special abilities of the laborers. If
they possess sound physique, high level of intelli-
gence, and sound moral sense, their general ability

orders, dissipation and repressive in-
fluences. Application, on the other
hand, is momentary; it is very largely
under the control of the laborer. It may
be disrupted in a short while by the
breakdown of equipment which pre-
vents the "making of a good run," by
defective raw materials, by a rumor of
an impending layoff, or by abusive re-
marks of a superior. Conversely, a
brief period may mark a pronounced
improvement in diligence traceable to a
recognition of merit, to the sensing by
individuals in a group of an opportunity
for advancement, even traceable to an
explanation rendering intelligible an op-
eration which formerly was performed
without a knowledge of its purpose. *

The close interrelation of capacity
and diligence is seen when the latter
modifies the former over a considerable
period. Industry enhances capacity and
sloth diminishes it if either is persisted
in. A pace at one period of life may
cripple future working ability, or hasten

is on a high plane. If by training and practice
they are skillful in plying a certain calling they
possess special ability. The working population is
said to be industrially efficient in the degree thai
it possesses general and special ability.

Neither of these concepts stresses the matter up-
permost in the minds of employers to-day, when
they speak of the efficiency of labor.

2 For illustrations the reader is referred to the
following discussions of this topic: Credit
Monthly (National Association of Credit Men),
May, 1920; Greater New York (Merchants' Asso-
ciation of New York), July, 1920; Labour Gazette
(Canada), February, 1921, pp. 195-6; Item U-io
of Questionnaire used by Engineering Societies in
rating "Waste in Industry,"—see Waste in Indus-
try, New York, 1921, p. 47; New York Federal
Reserve Bank's Monthly Revieia of Credit and
Business Conditions, Dec, 1931, p. 8; MontMv
Labor Revieijn, July, 1922, pp. i-i2.
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its decline. In any case ability must be
present to be exerted, and it, as well as
a desire to apply one's self, conditions
the achievement.

Because the degree of application is
dictated proximately by the workman
himself, and because of its momentary
character, the manager concerns him-
self with it continually. To society the
industrial ability of the working popu-
lation is of utmost importance, but the
individual employer often deals with
this matter only now and then in the
case of each of his several employees.
When the employment contract is en-
tered into an attempt is made to hire
persons of requisite capacity. Again,
when promotion or interdepartmen-
tal transfer of certain individuals is
contemplated their capacity is given
consideration. The problem of degree
of application, on the contrary, is pres-
ent constantly in the case of every em-
ployee, and it is this problem that the
business administrator has uppermost in
his mind when he speaks of the chang-
ing "efficiency" of labor. Moreover,
he is thinking of persons in his organi-
zation, not of the effectiveness of per-
sons in a number of organizations that
along with his own are contributing to
the production of some economic good.

/ . Inaccuracy and Unreliability of
Common Basis of Appraisal

The means most commonly used to
appraise labor efficiency is physical vol-
ume of production—output per man
per hour. This basis of appraisal is
preferable to the labor cost basis, since

' Data relating to output are more generally at
hand than are data relating to "actual times" and
"standard times." The latter basis of comparison
would be necessary in the study of direct labor
doing non-repetitive work, for example, the work
done in machine shops and printing establishments
that cater to the "jobbing trade." Tasks of this
sort, however, seldom have accurate standard

the latter, as time passes, reflects
changes in money wages as well as mod
ifications in labor effectiveness. It is
preferable also to the findings in "sam-
ple" instances, which are open to the
criticism of not being representative.*

The output per man per hour basis
also permits the inclusion of indirect
laborers in rating "efficiency." Is it not
possible that output may be substan-
tially increased by better planning, bet-
ter dispatching of work, better mainte-
nance of equipment? Were indirect
labor excluded it would share neither
censure nor approbation for changes in
output, and surely it, no less than direct
labor, has contributed to output.

Although the output "index" is prob-
ably the simplest and most convenient
means of attacking the question of la-
bor "efficiency," it should be recognized
that the figures ordinarily available may
contain misleading elements,

(1) In many companies a transient
force of men is employed now and then
to add to the equipment of the company
or to make extraordinary repairs to its
property. Thus, coal mining companies
hire laborers from time to time to aid
in the driving of new entries and to do
other sorts of "development work."
Fluctuations in such forces would have
no immediate effect uppn output; they
introduce a complication that should be
corrected.

(2) Cognizance should be taken of
working time lost by absentees and by
persons just employed or resigned,
whose names are on the payroll but who

times set for their completion, and for routine work
the output basis, considering direct labor only,
would yield the same ratio as' the "standard time"
—"actual time" comparison. For the same period

Standard Task Time Actual Output

Average Actual Task Time Standard Output
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have worked only a portion of the
weekly schedule of hours.* The nor-
nial weekly schedule should not be used
in case there was either overtime or
part time operation.

(3) Care should be taken that com-
parisons are based upon the same prod-
ucts at the different periods.-"̂  If the
company had been producing the same
items since the figures used for purposes
of contrast were gathered, no adjust-
ment would be necessary in this respect.
If the output of the whole plant is tabu-
lated, corrections might have to be
made for products added to or with-
drawn from lines previously produced.
If the company has started to produce
raw materials or supplies for itself,
provided these had been purchased in
former times, the investigation should
not disregard such changes.

(4) In some situations it is impos-
sible to do more than allocate man
hours to output, notably where there
are joint products of a single process.
In such cases the same basis of alloca-
tion should be adhered to in successive
studies.

(5) An irregular relationship may
exist in successive periods between the
number of man hours worked in the
plant as a whole and the output of fin-
ished product. This is likely to be the
case in industries whose processes are
spread over a number of months. An
example is found in the tanning of

leather by means of oak bark—an op-
eration requiring approximately a half-
year. ^ More laborers engaged in the
preliminary "beam house" operations
will have a delayed effect upon the out-
put of tanned leather from the pits.

These comments upon the output in-
dex are. after all. not of major im-
portance; they stress the likelihood of a
margin of error in the figures which
should be recognized. Of more conse-
quence is the question whether the fig-
ures obtainable, allowing for the mar-
gin of error, are a reliable "index" of
labor efficiency.

A fundamental consideration is that
output is a resultant not only of labor
"efficiency" but of the functioning of
production factors other than labor as
vft\\. The true nature of a production
unit should not be overlooked.

A production unit may include a wide
or a narrow area, whichever is more
appropriate for the purpose in hand—
It may be a workplace, a department,
an entire works, several plants under a
single management. The unit in every
case, however, comprehends the several
agents of production in combination.
The part played by each agent would be
impossible were it segregated from the
other agents. A production unit is an
arrangement dominated by managerial
ability, which permits an interaction be-
tween it, the efforts of laborers, the con-
tributions and forces of nature, and the

••Although absentees would be noted, in deriv-
ing the figures for man-hours worked, it cannot be
assumed that this refinement would discount prop-
erly the loss in production incident to absenteeism
and tardiness. Tlie.se practices disorganize the
working force in attendance, which must be read-
justed 10 the work in hand. The output which
might be expected, considering just the number of
workmen in the shop, is not forthcoming.

' In a reply to a questionnaire asking for "expe-
rience in the matter of per capita production since
1914" one manufacturer said:

"The character of our product has changed so
much since 1914 that there is no way that a com-
parison can be made such as you mention. Not
only this, but the shoes that we are making now
are very much different from what we rnac'e a
year ago, and the shoes we made a year ago were
very much different from those we made the vear
before." The same reply interprets the term
"efficiency," the writer saying: "I believe that the
average efficiency of the operator has increased
very much. In other words, I believe that he is
•working more conscientiously than he did in 1914.
—Commons Industrial. Government, pp. 36<;--!66.
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services of implements, with a view to
bringing some economic good into be-
ing. Whatever this product or service,
it is these factors' joint creation.

A production unit is analogous to an
organism; certainly it is to be regarded
as a vital affair. Its activity is condi-
tioned by the proportional balance and
healthy reciprocal action of its constitu-
ent members. Moreover, its activity is
conditioned by its surroundings. No
production unit is self-sufficient; each
reacts upon many others and in turn is
influenced by many others. The effec-
tiveness of any one plant is influenced
by the operation of other plants from
which it buys, upon the working of mar-
keting arrangements, transportation
systems, the facilities of communica-
tion, the dependability of local public
service enterprises, and so on. Just as
between plants, this interdependence ex-
ists between production units of smaller
size. Each workplace or department is
assisted or retarded, as the case may be,
by other production units cooperating
with it. AH jointly fulfill their several
purposes.

It is not difficult to find illustrations
of assumptions by writers on industrial
management topics that output per
man per hour and the "efficiency"
of the laborers varied in direct, and
exact ratio. In fact this is part of
the theory underlying piece-work and is
implied in the usual use of the phrase
"limitation of output." Occasionally
one finds output per man per hour and
"labor efficiency" used interchange-
b l «

° The presentation of the Emerson wage plan is
usually accompanied by a table showing the "per-
centage of efRciency" upon which payments are
based. See Jones Administration of Industrial En-
terprises, pp. 283 (1917 edition). This percentage
of efficiency really relates to "actual output" con-
trasted with "standard output" of a production
unit. In the October, ig22, issue of Factory there

In view of the nature of a production
unit, how close a relationship can one
assume exists between its output and the
diligence of the laborers, parties to it?

In the case of the workplace manned
by an individual worker it is often held
that output measures the man's "effi-
ciency" exactly. Manifestly this is true
in the degree that labor "efficiency" is
the only variable in the production unit
affecting output.

Where it is maintained that varia-
tions in physical surroundings have
been reduced to negligible importance
there may still remain less obvi-
ous variables. As illustrations of these
may be mentioned the variations in
the demeanor of the foreman, in
the willingness of the movemen,''
in the prospects of promotion or lay-
off, in the group opinion of the shop
—that is, the effect upon a workman of
the opinions of his fellows. These mat-
ters, and many other intangibles, affect
the output of a workplace despite the
uniformity of materials furnished to it
or of appurtenances with which it is
equipped. And it may be questioned
whether the effect they produce can be
attributed to labor "inefficiency."

In considering the output of a larger
production unit—a department or en-
tire works—one would encounter nu-
merous variations that influence output
per man per hour other than the voli-
tion of the laborers. Certain of these
variations are related to the ebb and
flow of the business tide; others are
more casual.

is presented a diagram to illustrate the application
of certain wage plans. This diagram has one
scale for the "percentage of efficiency," but the
reference doubtless is to the number of piecesi pro-
duced in the specified time by the production unit
with which the employee is identified.

'' "Movemen" transport raw materials, worked
materials and supplies to and from workplaces.
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/ / . Cyclical Variation in Functioning
of Management

In boom periods management finds it
increasingly difficult to perform its
functions properly. The individual
business house experiences a breakdown
in the grade of service it ordinarily re-
ceives from other producing organiza-
tions. In the markets for materials and
supplies demand is active—made appar-
ently greater by the practice of pyra-
miding orders—supply is tardy, and
made more so by car shortage, conges-
tion on the highways of commerce, and
speculative holding. Management may
be unable to furnish a steady flow of
standard materials to the other factors
in the production unit. The shortage
compels it to accept substitutes, prob-
ably from unseasoned firms that yield
service inferior to that afforded nor-
mally by well-established companies.

The administrative staff is likely to
be in process of reorganization at the
same time. Expansion necessitates the
hiring or promoting of men to fill super-
visory positions, and thus the staff is
made up of unseasoned men in rela-
tively large measure. (This is the
period during which many foremen go
into business fof themselves or accept
positions in new ventures, leaving va-
cancies to be filled.) The new execu-
tives must become known to their asso-
ciates and subordinates, and acquire
that detailed knowledge of operating
conditions which is a prerequisite to ef-
fective foremanship.

Not only is the management staff im-
paired, but it frequently fails to afford
to all workers the proper facilities for
carrying on production. Employees
added to the force during a prosperous
era are asked at times to work in tem-
porary quarters with improvised facili-
ties. They may have to use antiquated

machinery in warehouses, basements or
lofts. Moreover, persons employed
under arrangements of this character
are idle occasionally on account of a
lack of balance between the output of
each of the several processes carried on
in the establishment.

The management may ask laborers
to work longer hours when business is
brisk. In most cases less work is done
in an overtime period than is accom-
plished in an equal length of time dur-
ing regular hours. The usual tasks of
modern industry are not of a creative,
but of a routine nature. Protracted
application to them gives rise to ennui,
probably the fundamental cause of fa-
tigue. At times a night shift is estab-
lished. One study made of the subject
indicates that night work yields a
smaller output than day work, this be-
ing particularly true when the tasks are
exacting.^ Frequently the establish-
ment of an extra shift is possible only
by distributing the key workers between
th.t shifts, thus diluting the quality of
the force assigned to each shift.

As the management becomes unable
to maintain standard conditions it finds
piece-work or other forms of incentive
wage calculation increasingly difficult to
justify to the laborers. Consequently it
may introduce day-work or relax the
wage scheme in use. The modification
has two results pertinent here. Day-
work does not single out the incompe-
tent or unindustrious employees auto-
matically, and it is a less potent stimu-
lus to exertion than is piece-work.

/ / / . Variation in Average Ability of
Laborers Employed

Not only is there a cyclical variation
in the ability of the management to
maintain constant the factors (including

»Public Health Bulletin No. io6—U. S. Public
Health Service, Washington, 1920, pp. I52TI54-
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itself), other than labor, but there is a
cyclical variation in the capacity as dis-
tinguished from the assiduity of the
average laborer employed.

When prosperity is increasing, jobs
are plentiful. Employers bidding
against one another for labor stimulate
the flux in and out of employment of-
fices. The wage-earners also play their
part; many who had feared to quit their
employment previously, and which for
one reason or another they have come
to regard as unsatisfactory, are now
able to seek other jobs with little risk.
So there is an extraordinarily large pro-
portion of the wage-earning group in-
dulging in "shopping for work." Stu-
dents of labor turnover have said that
the turnover rate in times of prosperity
is frequently two or three times the rate
in periods of depression.** In conse-
quence business enterprises in boom
periods are manned by an abnormally
large proportion of "new men."

These new men lack "special ability"
for their specific tasks; without question
the unusual proportions of their group
have an effect upon output per man per
hour. The lagging production of newly
hired workmen has drawn much com-
ment in recent years. They do not at-
tain standard production on specialized
tasks until after a training and. practice
period which lasts generally from one
to six months, depending upon the skill
and adaptation required of the newcomer
to master the task.-̂ " One cannot as-
sume that "rough handed" work is
readily learned. The locomotive fire-
men, to a less degree the men making
bottom in an open hearth steel plant,

** Slichter—"Turnover of Factory Labor," p. 32;
Brissendet) & Frankei in Political Science Qnar-
lerly, December, 1920, pp'. 580586.

'^f'Tables relating to the lagging production of
newiy hired workers on various tasks in a large

attain their special proficiency gradually
with continued practice.

There is another reason for the
diminished capacity of the average em-
ployee during an era of prosperity.
The "eligibles" for certain jobs having
been snapped up, the employer soon
learns that continued bidding up of
wages brings few additional eligibles
into the labor market. It affords slight
relief and further stimulates labor turn-
over. Then he relaxes his require-
ments, and begins hiring people of
lower capacity than those he custom-
arily employs. This practice has been
dubbed "labor dilution," and during the
recent war it was carried to an unprece-
dented point. Juveniles, women un-
accustomed to industrial pursuits, super-
annuated employees, casual laborers,
were inducted into industry. Many of
them were given courses in "vestibule
schools"; others were coached by fel-
low workers whose productive worth
was reduced meanwhile.

In an era of declining prices a reverse
process takes place. Employers then
lay off the "least productive" laborers,
trying to retain a skeleton organization
of picked men. Probably this may be
termed "labor concentration."

It is submitted that output-per-man-
per-hour figures are not strictly compa-
rable for the purpose of judging the dili-
gence of labor when derived under such
dissimilar conditions—when one record
is made by a force diluted in quality;
the other by a force subjected to rigor-
ous selection. Even though the figures
would show a greater output per man
per hour in 192i than in 1919 they
could not be said to indicate a propor-
shoe manufacturing establishment may be found in
"Labor Turnover Costs in a Large Shoe Manufac-
turing Company"—^Graduation Thesis by Robert
R. Haskell, Harvard Business School—1921—^Re-

• printed in part in Waste in Industry, p. 159, New
York, 1921,
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tionally higher degree of application to
their tasks by the same working force
in the year of depression. The truth
of the matter rather would be that the
figures indicated in part the greater
capacity of the average man in the
working force in 1921.

IV. Other Influences Affecting Output
per Man-Hour

There are other variables influencing
the output of a production unit—say an
establishment—which are less closely
connected with the ups and downs of
business. The first of these compre-
hends all improvements in the arts of
production. Here would be grouped
new modes of processing, the introduc-
tion of better mechanical apparatus, the
devising of special jigs and fixtures, the
discovery of more effective formulae,
the use of better raw materials for the
particular purposes in question, simpli-
fication of operation through research,
and so on. Usually these changes re-
sult in increased output relative to the
number of men employed.

No one would attribute the increased
annual tonnage output of pig iron per
man employed at American blast fur-
naces in the first fifteen years of the
present century to increased labor "effi-
ciency" solely, nor even hold that the
laborers working around the blast fur-
naces had a major part in it. This in-
crease, from 370 to 790 tons," is pre-
dominantly due to improved manufac-
turing technique. This ilhistration is
paralleled by many improvements of a
less striking sort that should not be dis-
regarded if output is used as an indi-
cator of the laborers' diligence. A ma-
jority of the improvements in the indus-

1- Calculated from figures in Abstract of Cen-
sus af Mannjactures, 1914, pp. 98 and 640.

trial arts are not spectacular; little by
little the refinements are made which
culminate in an "entirely new type" of
machine or a "revolutionized process."
Improvements and inventions do not
make their appearance in recurring
cycles, however; they are occasional in
consummation and application.

Another casual variable is the rota-
tion in office of policy forming executives.
While this rotation is in progress con-
tinually in the business world, it takes
place only at irregular intervals in the
individual producing unit. Resignation
to take up work elsewhere, retirement
and death cause changes now and then
in nearly every organization, which, on
account of the position of the man who
has "passed on," shake it to its very
roots. Assume that a manager who
plans to get all the profits possible out
of the property for a few years replaces
one who has built up a splendid esprit
de corps among the company's em-
ployees. Gradually the new policy at
the top will have its effect on the rank
and file; grievances will accumulate and
the good-will of the workmen will be
supplanted by distrust and antagonism,
In how far do output figures under the
t-wo regimes indicate a change in the
assiduity of the laborers?

The change in the management's
character may be of an opposite sort.
The new officials may rehabilitate a pre-
viously misdirected enterprise. Its out-
put or service rendered begins to im-
prove quantitatively and qualitatively.
Surely no one would say that the im-
provement has been due only to the
laborers' efforts. But what part of it
should be attributed to the laborers'
efforts? Under present conditions the
increased product is impossible of frac-
tional apportionment among the men
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and women who labored together to
achieve it."

At irregular intervals a company may
modify its manner of treating with
labor problems. A general custom is to
delegate practically all labor problems
to the foremen. Each department is re-
garded almost as a separate organiza-
tion. Standards may vary considerably
between departments, and one foreman
at times may hire men away from an-
other foreman in the same works.
Within the last few years some estab-
lishments have tried the scheme of hav-
ing certain persons in the organization
specialize upon the analysis and treat-
ment of the company's labor problems.
The reasons for the change sometimes
mentioned are that ordinarily the fore-
man is too busy with other matters, or
does not have the perspective necessary
properly to attend to this type of prob-
lem, and that there hiust be a consistent
labor policy throughout all departments
of the plant.

Recently certain companies have
modified the traditional form of em-
ployer-employee relationship. Plans of
employee representation have been in-
augurated to afford members of the
rank and file a better means of express-
ing their views on wages, hours, work-
ing conditions, disciplinary^ measures,
etc. Sometimes a safety committee has
accomplished a similar pmrpose. The
joint relations established by such means
are both organized and recurrent; they
facilitate the interchange of views and
they tend to bring incipient difficulties
to light, thus prompting the correction
of these difficulties at an early date.
Many constructive experiments along
these lines are making the relationship

between employers and employed more
than an exchange of work for pay.

Labor managers, works councils, or
other arrangements that have led to bet-
ter industrial relations doubtless have
affected output per man per hour favor-
ably, yet the connection between them
and output is uncertain indeed. The
extent of improvement due to such
changes is not determinable, nor can the
improvement be split up and credited to
employer and employees respectively.

Industrial warfare also may be in-
cluded with the occasional factors that
would complicate an endeavor to inter-
pret output figures in terms of the dili-
gence of labor. Many persons hold
that strikes are more serious in good
times, and hence that labor troubles
vary directly with the volume of busi-
ness. During a boom period there are
more strikes in point of numbers, but
most of these are short lived. The in-
creased costs involved in concessions to
the strikers very likely can be passed on
to the buyers, and a compromise is ar-
ranged rather promptly., In periods of
retrenchment there are numerically
fewer strikes, but they are longer in
duration on the average, and they are
contested more bitterly. From the
laborers' standpoint these strikes aim to
maintain a standard of money wages or
to hold to a bargaining status acquired
during the preceding boom period. The
employer feels the necessity of reducing
his prices on the falling market and,
moreover, he has less to lose at the time
in closing down his plant and making
the dispute a fight to a finish.

Comparisons on the basis of men-
days lost in strikes and lockouts do not
properly indicate the measure of decline

1911 the operating management of the
Philadelphia Rapid Transit Company was
changed. In 1919, as contrasted with 19KO', the
new management was employing 15 per cent fewer

trainmen, was paying 150 per cent higher wages
to trainmen, was receiving 3 per cent less reye-
nue per passenger carried, and was carrying 120
per cent more passengers per trainman.



35O HARVARD BUSINESS REVIEW

in physical production due to industrial longer periods by the exhaustion of nat-
warfare. These comparisons usually ural agents, as in the case of mines that
are calculated on the assumption that if are driven deeper and deeper.

ZT t i °'™''''̂  '^' r,?''̂ -''̂ - "̂ '̂̂ ^ ""^ 'h«^ complicating mat-
>h would have operated full time ters, output figures should not be used

with all hands. This is by no means a for rating labor "efficiency" without
certainty. Moreover , production may recognizing their limitations. At the
be impaired for an extended period present moment, danger is involved in
prior to the actual break. A short assuming that some superficially at-
s tnke ot a few days may clear the at- tractive "measuring device" is adequate
mosphere after months of strained rela- and accurate; in advancing opinions on
tions, which have been at the bottom of labor "efficiency" without the reserve
a condition of unsatisfactory output, proper in view of the margin of er ror
both from the standpoint of quantity that is present; in passing judgments of
and quahty, all the while. A t present, this sort without foreseeing that the
output losses due to industrial warfare men and women spoken of collectively
are matters of conjecture rather than will react to the pronouncement
determinable quantities. A more promising line of' action

ihe significance of industrial warfare would relate less to the checking up of
m this connection, however, is its effect labor "efficiency" by means of the out-
over a much wider area than the actual put of the production unit; it would be
scene of hostilities. The strike in the concentrated upon the adjustment of
coal mines last year had almost incon- matters within the management's con-
ceivable ramifications. While this is a trol that influence the laborers ' will to
case of unusual complexity, it illustrated produce.

the consequences of industrial strife on There are many external influences
a large scale. A strike in the plant of which, from the standpoint of the man-
a producer of semi-iinished materials agement of a particular production unit,
may and often does disrupt production are independent occurrences. T h e
in the plants of his customers — the management should seek to counteract
manufacturers who utilize his product those that are adverse. Thus, work-
in creating other commodities. men may depreciate the incentives and
F. Uses and Limitations of an Index ^^^ggerate the human costs attached to

of Labor Efficiency *^' '* *^^^^ because of a wage increase
elsewhere, because they notice adver-

Output figures thus reflect not only tisements signifying a shortage in the
the assiduity of the laborers but also the locality of members of their own craft,
functioning of the other factors in pro- and even because they note that the
duction. Such figures are affected by directors have voted an extra dividend
the cyclical variation in the ability of to stockholders while their money wages
nianagenient to maintain proper work- have remained constant. On the other
ing conditions and supervision, the eye- hand external happenings may be favor-
hcal variation in the ability of the aver- able. Laborers may depreciate the
age_ laborer employed, and over longer human costs and magnify the satisfac-
periods by occasional variables such as t;ons associated with their tasks on ac-
improvemcr.ts in method and changed count of layoffs or "short t ime" in other
industrial relations, and over still plants in the same labor market or in-
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dustry, or on account of an unsuccessful
strike elsewhere to obtain the working
conditions that they already enjoy, but
which heretofore they had not appre-
ciated.

Wages are the most important of the
incentives that are largely within the
control of management. Over extended
periods the independent variations of
wages elsewhere and of living costs
would cause the "psychic worth" of the
same money wage to fluctuate. In the
main, however, employees with rising
standards of living, or the desire for a
higher standard of living, are energized
by wage increases. But it is impossible
to say that thei increase will yield a pro-
portional increase in "efliciency."

On occasions this generalization is
found not to hold—^there is no increase
in diligence following an increase in
wages. Several reasons may explain
the situation. The stimulating influence
of the higher money wages paid in a
period of prosperity rests upon their
comparison with lower wages received
formerly. In so far as the increase is,
or to the individual appears to be just
commensurate with current increases
elsewhere, the heavier pay envelope
may do little more than convince him
that he is holding his own. In the sec-
ond place, a small proportion of em-
ployees, with fixed standards of
expenditure, take days off when full
time earnings would yield them more
than is necessary to meet their expense
budget. Both of these reasons taken
together would not be adequate to ac-
count for the scale on which the "para-
dox" is manifested; the failure of in-
creased money wages to cause increased
effort is, in large measure, due to a
changed interpretation by the employees
of the connection between the money
wage and their efforts.

When price and wage levels are rela-
tively stable, the connection between
output and earnings is emphasized.
With piece-workers it is stressed by
the mode in which the wage is calcu-
lated. With day-workers the selective
process of retaining only the more will-
ing and competent individuals serves to
indicate a relationship between diligence
and earnings.

When prices and wages are fluctuat-
ing, the case is different; then the inter-
relation may be temporarily over-
looked. At such times workmen ex-
perience money wage increases or
decreases that cannot be explained by
corresponding and simultaneous changes
in their exertion. They do notice, how-
ever, that wages are closely connected
with the state of business, and that the
level of money wages seems to bear an
inverse ratio to the numbers of men out
of work. Very often they conclude that
a plenty of labor is the sum and sub-
stance of the explanation of low wages.
This belief on their part may be con-
firmed by the common custom of em-
ployers of justifying decreases in wages
or refusals to increase wages by nothing
more than a reference to the applicants
for employment at the gate that are
willing to work for the wages offered.

The belief that numbers of men out
of work are the "real" regulator of
wages is largely responsible for the
workers actively attempting to regulate
the ainpunt of work they do, in order to
influence their wages. Thus a contrived
inverse relationship instead of a direct
variation may exist between the dollars
in the pay envelope and the energy
yielded in return for them.

It would seem that the proper attack
on this interpretation of high wages
would be a patient effort to explain its
demerits in simple terms and, secondly,
a wage system, sensitively adjusted to
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the variations in the purchasing power
of the dollar, which recognizes personal
ability through an individual basic
wage, and which, wherever possible,
combines the feature of compensating
diligence on the part of the individual
or group in any production unit.

Regulation of diligence by the labor-
ers is also engaged in, at times, as a
means of mitigating unemployment.
The relationship between the fear of
unemployment and output is more read-
ily understood by bearing in mind the
distinction previously made between
ability and assiduity. Irregular work
tends to reduce the laborer's capacity
by impairing his habits of work, and by
the worry it occasions. Recurring
periods of joblessness break down his
self-respect, blast his ambitions and em-
bitter him against the present economic
system. When employed the laborer
may attempt to prevent or defer unem-
ployment by retarding his efforts, and
in time this retardation may become
habitual, thus really reducing his work-
ing capacity.

In contrast to the effects of fear of
unemployment upon capacity we may
note its effects upon assiduity. Increas-
ing fear of unemployment at a given
time increases the degree of application
of many men then employed. The
"efficiency" of these men becomes
greater than it was during the era of
prosperity. When the signs of oncom-
ing depression appear the tacit under-
standing to "spread out the job" is
abrogated. No arrangement of this
sort may exist; the slow pace simply be-
ing a result of the very widespread
tendency on the part of human beings
to "take things easy" when the penalty

2̂ See analyses of opinions solicited on this sub-
ject in reports cited in footnote on page 341. Also
Introduction to nth Special Report of Commis-
sioner of Labor, p. 22.

for doing so is slight or remote. When
the prospect of unemployment appears,
any understanding to regulate diligence
is likely to be forgotten. Each individ-
ual seeks to deflect the impending layoff
from himself; he works furiously, try-
ing to convince his employer that he is
a man too good to lose.

Consensus of opinion supports those
who maintain that the likelihood of
unemployment increases the average
relative "eiHciency" of the laborers em-
ployed.̂  ̂  'pjjg ^^^ ^jjQ jj^y ^j^^^ unem-
ployment diminishes "efficiency" and
who really mean that it tends, over a
number of years, to impair the capacity
of the working population are probably
correct also. Whether the output of
production units generally would be
greater or less than it is were the fear
of unemployment greatly reduced is, of
course, a question to which there can be
no conclusive answer.

The policy of paying careful atten-
tion to the regularity of employment is
eminently worth while. Larger output
is likely to be achieved through the em-
ployees' satisfaction in the relatively
greater security of their working oppor-
tunity as contrasted with that of other
workmen. The effort to regularize
work should also enhance capacity by
reducing worry.

A positive measure of utmost impor-
tance Is the maintenance of a group of
minor executives of high grade.
Breadth of view can be fostered and
interdepartmental friction reduced by
foremen's meetings. At these gather-
ings the manager can emphasize the
general policies of the company and en-
courage interchange of experience on
supervisory problems. The effort
should be made to develop foremen
that are primarily leaders—giving them,
if necessary, assistants whose technical
ability supplements their own.
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Some other incentives to exertion are
opportunities for promotion, apprecia-
tion of the purpose of the work engaged
in, and a plan of merit rating that en-
ables persons in the several production
units to note the performance of their
units, which ratings should also come to
the attention of the manager. Rewards
should always be determined on princi-
ples acceptable to both management and
men, thus reducing personal favoritism
to the minimum.

Supplementing positive incentives the
management should endeavor to reduce
repressive influences by giving attention
to working conditions, plant housekeepi-
ing and sanitation, and correcting, as far
as possible, hazardous or di.sagreeable
processes. Another series of impedi-
ments to wholehearted application to the
task, namely unsettled grievances, may
be greatly reduced by affording the em-
ployees a channel of expression—some-
thing more than an easily swinging door
to the general manager's office.

This phase of the discussion should
not be closed, without a reference to
unionism. Some hold that unionism
uniformly results in "inefficiency." In-
stances can be cited, it is true, of union
rules that diminished output, but the
sweeping charge mentioned is untenable.

The fact is, however, that unionism
stresses "distribution problems" rather
than production problems. It has dealt
and continues to deal primarily with the
dividing—the allocation—of the joint
earnings of production units rather than
with the creation of these earnings. A
consequence of this fact is that, whether
rightly or wrongly, men and women
who are brought into contact with
unionism have their attention drawn
from physical productivity to bargain-
ing effectiveness. It is probable that
this shift in the relative attention be-

stowed on "production" and "distribu-
tion" has its effect on visible output.

FI. Conclusion

To sum up: Labor efficiency is dic-
tated proximately by the laborers' wills
and feelings; in this regard their minds
must not solely be thought of as func-
tioning separately, but also as interact-
ing upon one another. The resultant
degree of "efficiency" is an indirect
consequence of countless interlacing im-
pressions and experiences sensed by the
laborers; it reflects in part their state of
health at the time, their beliefs, their
feelings derived from comparisons of
their lot with what they deem the lot of
other laborers, and with what they re-
call as their former lot. It reflects their
opinion of the boss, the company, the
purpose of their work—even the pres-
ence of an irrepressible optimist among
them. One of management's chief
problems is to sense these forces, nu-
merous as they are; to encourage those
that prompt, to offset or reduce those
that impair the laborers' diligence and
cooperation.

While a device for appraising effi-
ciency affords a rough check on the suc-
cess of such endeavors as a whole, the
management cannot closely identify
from an output figure the specific causes
for an increase or decrease in "effi-
ciency," nor their relative importance.

The use of an "efficiency index" as
an argument to employees—^probably
as a mode of censuring them— îs un-
likely to be of benefit. The basis of
rating relates to one standard of effect-
iveness, whereas in the business world,
due to the division of labor and the con-
sequent phenomena of exchange value,
another standard of productivity is
more potent in dictating the day-to-day
policies of the persons participating in
production. Objective indices of labor
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efficiency relate to the quantity of goods regulate opportunities to work and the

T . Z A T'"'.' • ' "^ ' ' • '^ ' '^' ''^^' °f operations by the value criter!
other standard of productivity refers to ion-net earnings. The sharinf of
the net financial returns derived from profits, over and above operatin^cos^s
operation. This second standard does which include a cumulati/e return at a
not imply operation at maximum vol- fair rate on invested capital, may aid in
ume necessarily, but at the rate deemed correcting the inconsistency

S n s oTTh^^rk'?''T77 '^" '°"" . ^"'P"' ^S"^" "̂̂ '̂ ^̂  management to
ditions of the market. Under present do no more than roughly appraise the
arrangenients there is a degree of incon- assiduity of labor. To be of advantage
sistency m measuring the diligence of these ratings must be supplemented by
labor by the one standard and the positive measures bearing upon the
effectiveness of the busmess as a whole motives and reasoning of the employee
by the other standard. Although labor- - u p o n the human costs and gratifica-
ers are urged to produce according to tions that he finds associated with his
the volume criterion, management must work.






