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Keys to Making Simplified Gainsharing in Distribution Work

Keep it Simple, Avoid Team-Based Metrics, Plan for "Buyouts” Among

the Recommendations

SCDigest Editorial Staff

Is a simple gainsharing scheme a smart idea to
reduce logistics costs and turbocharge distribution
center productivity?

That’s the idea we explored last week, based on a
book titled Warehouse Productivity, written a few
years ago by consultant Ron Hounsell of the Labor
Development Group and Pat Kelley, Director of
Logistics for the True Value Company.

In part 1, we explored the basics of the approach
and financial structure. (See Gainsharing Your
Way to Productivity Gains in Distribution.) This
week, we look at some of Kelley and Hounsell’s in-
sights for making such a program work in practice.

Understand What Drives the Hourly Workforce:
It's all about the base rate, Kelley and Hounsell say.
Bonuses tend to be taken home to the spouse, who
uses them for things needed there, and in general
are of little interest to DC operators. In this pro-
gram, gainsharing benefits are paid as an add-on to
base hourly rates, enabling employees to increase
their effective hourly rate by as much as $1.00 or
more per hour.

Once they achieve that wage increase through im-
proved productivity, “employees will jump through
hoops to hang on to the raise,” Kelley and Hounsell
say. That is really the key point - employees come
to view the gainshare as a “raise in pay,” not a bo-
nus.

Avoid Team-Based Incentives: Individual metrics
and incentives are simply much more powerful driv-
ers of results than any sort of team-based meas-
ures, Kelley and Hounsell say. Companies employing
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Kelly and Hounsell recommend the con-
cept of "buyouts.” This means that
workers are paid a lump sum to buy out
the existing baseline.

this approach should switch to individual measures
even if they have been using team or group met-
rics for some time.

Team-based metrics have a damaging impact on
your highest performers. Why?

“Blue collar people are just like your accountants,”
Kelley and Hounsell write. “They too don’t want to
see people earn free money,” which can happen if
the stars lift performance for the overall team.
They don't like this situation, so they throttle back.

If a team-based approach simply cannot be
avoided based on the nature of the task, make
each team as small as possible.

Ask Employees How they Should be Meas-
ured: Not sure in some areas what metric should
be used for the gainshare? Go to the source.

“Every time we have tried this approach, the blue
collar people in the jobs have unfailingly told us
how to measure their own productivity,” Kelley and
Hounsell say.

Establish Quality Qualifiers: Clearly, raw pro-
ductivity gains are self-defeating if they come at
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the price of a decline in quality and accuracy.
So, “quality qualifiers” need to be added for the
gainshare payments to take effect.

Where should they be set? At the same level
that you have your disciplinary standard set for
unacceptable quality.

While some may think the standard should be
higher, Kelley and Hounsell disagree.

“Set the quality qualifier at a low enough level
where it doesn’t leave any reasonable worker
out of achieving a gainshare raise, but not so
low you would create problems for yourself,”
they say.

Keep It Simple: Everyone - employees, super-
visors, managers - must be able to easily un-
derstand the program and explain how it works.

“More gainsharing programs have crashed and
burned due to complexity than any other single
reason,” Kelley and Hounsell believe.

If an employee can explain it like this: “Let me
get this straight - if I hit in at 25% above stan-
dard for a month, you'll pay me an additional
dollar per hour for every hour I work the follow-
ing month?” - you have the basis for a very
successful plan.

Establishing "“Buyouts”: A facility cannot
stand still. Overall productivity improvements
are made, equipment or software is deployed,
etc. Sometimes, the standards were simply set
too low.

So how is this handled in a gainshare scenario?
Kelley and Hounsell recommend the concept of
“buyouts.” This means that workers are paid a

lump sum to buy out the existing baseline.

The technique is more art than science, they
say, but must be done in a way that does not
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leave workers (or manage-
ment) feeling cheated.

They say as a starting
point, they use $100 for
every 5% increase in the
base standard. So, if the
standard is 100, and you
wanted to move the base-
line to 110, employees
would receive a check for
$200.00. But it is not hard
to figure out the economic
impact of the change and

buyout over some period to R
come up with a number
that works.
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Kelley and Hounsell like the idea of introducing the con-
cept by having supervisors go to high performing workers
first, rather than having the idea sprung at a group meet-
ing, with all those dynamics. They say a sign of success is
when a buyout is done in one area of the DC and employ-
ees in other areas start asking about a buyout in their
sections.

Buddy Up with Finance and HR: Of course, the finan-
cial types will often resist the notion of gainsharing,
afraid of giving away “free money” and dubious the ap-
proach will really work for the company. This in fact may
be the greatest barrier of all.

The ideas and plans must be totally transparent to finan-
cial management, and Kelley and Hounsell recommend
starting with the CFO and asking him or her to delegate
the analysis and roll out to someone on their staff. Em-
phasize the basic “two-thirds” (for the company)/”“one-
third” (for the employees) framework. Recommend that
someone in the financial group looks at the results and
payouts each month to feel confident the program is
working as expected.

Ditto for human resource executives.
The bottom line is that such a program can enable a dis-

tribution center that adopts it to double productivity over
a 5-7 year period, Kelley and Hounsell say.
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