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Cabinet / Cabinet Committee Documents

Reference Date

MISC 14(80) 6™ Meeting, Item 2 26/11/1980
| MISC 14(80) 22 _ 14/11/1980
E(80) 1" Meeting, ltem 4 i 15/01/1980
| E(79) 76 07/12/1979
E(79) 9™ Meeting, Item 4 _ | 27/09/1979
E(79) 40 . _ 21/09/1979

The documents listed above, which were enclosed on this file, have been
removed and destroved. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAR
(CABINET OFFICE) CLASSES

Signed \CEJLJ&LS\/\ i Date lﬁ)%’!fb

PREM Records Team




Depariment of Emplovment
Caxton House, Tothill Street, London SWEH 9NF

|'u]§pﬁ%-.l'.-2'.’3. s

Telex W15%64 Fax 11-273 5811

Secretnry of Stale

Paul Gray Eaq
10 Downing Street
Landon

SW1A OAA 23 October 1383

A

L"{--"J[‘—:‘JI':‘)‘:ﬁ I:I':'-" (3—#-—3——"{.--:- - t‘:u—-n.-;,__.;
t)-"fr-|.'-— oy Cle |:,..=. Lo amee—=.

| ';' ':;:i
e\ Sy

I enclose a copy of thesﬁtﬁéi version of the Employee Involvement
Booklet which my Secretary of State published today.
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10 DOWNING STREET

LONDON SWILA ZAA

Fromt fhe Private Sacretary 4 Octobar 1989

Do A,

EMPLOYEE INVOLVEMENT BOOEKLET

The Prime Minister was grateful for your
Secretary of State's further minute of
2 October and the enclosed revised draft of
the proposed Employvee Involvement Booklet.
She is now content for your Secretary of
State Lo proceed to publish this booklet.

I am copying this letter to John Gievae
(H.M. Treasury), Stephen Wall (Foreign and
Commonwealth Office) and Neil Thornten
(Department of Trade and Industry).

x{

T

PAUL GEM

Clive Norris, E=sq.,
Department of Employment.




FROPOSED BOOKLET ON EMPLOYEE ITHVOLVEMENT

Last month you saw a draft bocklet Horman Fowler had prepared on
employee involvement which he proposed to issue widely in advance
of the EC Social Affairs Council at the end of Octobear. You had
various concerns about this proposal and wondered whether it would
effectively get over the Govermnment's approach. You asked Norman
Fowlar to have another loock at it, which T commissionad in my
lettar of 18 September (Flag A). I asked that the Poliey Unit
should bea associated with the further work.

This has now been completed, and Horman Fowler has minuted you

Andrew Dunlop has been

closely invelved in the work, and has no further comments; he

endorses the propesal to proceed with publication as soon as

possible.

Norman Fowler's latest minute summarises the changes made in an
attempt to meet your concerns. I suggest you need only lock at the
opening one page summary and 12 page main section of the draft;

the subsequent cnnpnﬁ;_cqgi Btudiés are uptiqpal.

Are you now content for Norman Fowler to proceed with publication
of this booklet?

(PAUL GRAY)
3 October 1989
a:heconomichemployee.srw
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PRIME MINISTER
EMPLOYEE INVOLVEMENT BOOELET

o
I have looked again abk the drafting of tz;i’deEJEt as
requested in your Frivate Secretary's lett®&r of 18 September.
Officials have also had A disouasion with Andrew Dunlop in the
Polioy Unit. The result i3 enclosed.

Tour first point, about the posaible dangers of the list of
different types of employvee involvement on pages 2 and 3 of
the draft, I have met by simply deleting the list. The draft
makes 1in general term3a the point that smployes lnvolvemant can
take many different forms; and the case=studies later in the
booklat speak for themselve= in illustrating the point.

Your second point, about the difficulty of employee
involvement when a bid is in the offing, I have met by a
gpecific referenca to takeovers on page 10.

Following a suggestion made by the Policy Unit we have added a

summary at the beginning.

Subject to your agreement I propose to go ahead with
publication as soon as possible. The CBI have a asomewhat
similar document coming out later this month and I think we
should publish ours before then,

I am copying this minute to Nigel Lawson, Nicholas Ridley and
John Major.

2 October 1989
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Draft 27.9.8%

FEOPLE AND COMPANIES

Employee involvement in Britain

FPoreword by Secretary of State

Employee involvement is one of the major success stories of British
industry in recent years. Many of our leading companies, and many
of our top managers, give it the highest priority. They believe
that encouraging employees to be involved in the work of their
organisations, and committed to their success, is a key factor in

improving productivity and performance.

That is why the Government has asked a number of companies to
contribute the studies in this booklet, sach one bringing out some
of the special features of that particular firm's employee
involvement and participation arrangements. These studies show how

much has been achieved by the British approach.

The Government has a special role in encouraging financial
participation through the tax system. We have given incentives for
profit-sharing, employee share ownership and profit-related pay, in
a succession of budgets. We have ensured that employses have been
given the opportunity tov obtain shares in privatisations. We hawve

ancouraged direct communication between employers and employees.

Successful employee involvement in Britain is best developed on the
basis of wvoluntary agreement. It depends on a spirit ot co-
operation, not on legal requirements. You cannot force psople by
law to co-operate with one another. And it has got to be suited to

the specific circumstances of the particular firm and its

employees. There is no master plan which meets every firm's needs.

That is why the Government has consistently opposed pressure for
legislation which would impose rigid reguirements in place of
flexibility and diversity.
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those who read the booklet will be as impressed as I am

I hope all
involvement as 1t is

by the vigour and the wvariety of employee

practised in companies in Britain; and will be encouraged to think

the practices which other firms have [ound

about adopLing some of
I balieve they are a very powerful demonstration

to be successlul.
of the strengths of the voluntary approach.




SIMMARY

- The Government is wholly committed to the promotion and

encouragement of employes involvement.

- Employee involvement can take many forms, as the case-studies
in this beocklet illustrate.

- Employeé invelvement is important for Britain as a whole as

it is part.cf the Government's drive to improve the flexibility

and efficiency of the labour market. That drive has already had
dramatic effects on the British economy.

- Employea Invelvement is important for companies because it
increases their prosperity and productivity. Employees are

increasingly demanding more say in their work.

- The Government has a particular part to play in promoting
financial participation, greater flexibility in pension provision

and training.

- The Government believes that the European Community praposals
for compulsery legislation on worker participation would not be
worthwhile for workers or their employers in the UK and could
destroy what they were designed to build. Firms should be able
choose for themselves the policies and practicea that they wish

develop.

- It will remain the Government‘s policy to give every
sncouragement to the voluntary development of employee invelvement

and participation.
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The Government is wholly committed to the promotion and
ancouragement of employee invelvement and participation as the
foundation of good business practice and therefore as an essential
element in the pursuit of prosperity and of secure employment.

The Govermment's wiew is shared by & large and growing number of
pritish employers, many of whom are among Europe's leading
axponents of the best modern practice.

This booklet ‘gives a picture of what British employers have
achieved, without compulaion, in the field of employee involvement.

We invited a number of British companies teo illustrate from their
different experiences the many faces of thoroughgoing employee
involvement and participation as it is understood and practised in
Britain today. Their responses, printed below, show how well
British employers understand both the obligations and the needs of
modern business, and recognise that employee involvement is the key
to business success. They reveal the fruitfulness of the voluntary
involvement by firms of their employees. They also show that both
the needs of employees and the proper responses to those needs are
ag varied as the businesses themselves - so varied, indeed, cthat
they defy external prescription.

What is employee involwvementy/

The wisest employers regard the people they employ as their most
precicus asset; and the most successful businesses are commonly
those which pay the closest attention to the needs of employees at
every level - to maintaining their morale, advancing their careers,
developing their skills, mobilising their enargies, stimulating
their imaginations and satisfying their natural ambition to play
the fullest possible role in the success of their firm. Employee

involvement or employee participation (the phrases are used
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interchangeably in this booklet) are the phrases most commonly used
today to embraca all the myriad daily activities, formal and

informal, which in British business are devoted to these ends.

In Britain, those organisations which strive to promote the fullest

participation of their people do so in many different ways.

Perhaps the only thing they all have in common is their attitude:
a genuine commitment to the interests of their employees which

alone, they believe, can earn and elicit a reciprocal commitment to
the success of the whole enterprise.

The message which employee involvement seeks to convey is that
people matter. Ewvery aspect of the relationship between the firm
and i1ts employees must reinforce that message. Nothing should

contradict ik.
The case-studles given later in this booklet illustrate some of the
ways in which different organisations have decided to tackle

employee involvement and participation.

Why does it matter?

(a) 1Its importance for Britain

Encounraging employes involvement must remain a national objective,
It iz an important part of the Govarnment's drive to improve the
Flexibility and efficiency of the labour market.

That drive has already had dramatic effects on the British economy.
Since 1979 the Government has implemented a wide range of policies
aimed at removing barriers to employment and encouraging practices
which lead to greater prosperity and more jobs. As the 1980s have
progressed and these pelicies have become embedded, there have been
remarkable changes. The problems of the recession of the early
19808 are behind us and we have now completed eight successive
years of sustained growth averaging more than 3 per cent a year.

S
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Against this background of strong and steadily increasing output,
employment has flourished. In March 1383 the workforce in
employment in Great Britain stood at just over 26% million, its
highest ever level. Since March 1383, when Jjob growth resumed
after the recession, there has been the longest and most productive
period of job creation in the post-war period. HNearly 2.75 million
jobs and training places have been created in & years.

Unemployment in the UFK has recently been falling fast.

An underlying cause of this economic growth has been improved
productivity. Since 1380 manufacturing productivity has grown by
over 50 per cent, an average of 5 per cent a year - faster than in
all the other major industrialised countries. Over the previcus
two decades the UK was at the bottom of the productivity growth
league .

The Government believes that its step-by-step programme for the
raform of industrial relations and trade union law has made an
important contribution to these improvements. During the 1380s
British employers and employees have wasted less energy in disputes
and devoted more to producing gquality goods and services on time
and at the right price.

A second and vital contribution to this success has been made by

those British firms which have led the way in promoting employee

involvement and participation. In the automotive industry, for

example, a number of firms have given the highest priority to
employee involvement and it has been crucial to the industry’s
improved labour relations and improved productivity - up by more
than 80 per cent since 1980. There are similar examples in other
industries.

(b} Its importance for British business
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The advantages of effective employes involvement are all-pervasive.
Among those which are cited most often by firms are:

a more co-operative atmosphere at the workplace leading
to greater understanding of the business on the part of

employees and to less industrial conflict;

increased flexibility, including better utilisation of
skills;

improved joint problem-solving, with more consistent

emphasis on quality;

increased job satisfaction leading to greater commitment
to work and reduced turnover among emplovees;

smoother introduction of major changes including the
introduction of new techneology.

With greater emphasis on the gquality of products and services,

induced by increasing competition, recognition by British employers

of the importance of employee Lnvolvement is growing. The changing
economic structure and new technologies mean that many unskilled
jobs will be displaced and the number of jobs demanding individual
decision-making will rise. The sort of people employers need for
those jobs will not respond to challenges if they are treated as
cogs in a machine. Increasingly, employeas are demanding more say
in their work. They want to know how their business is doing.

They have ideas about improving its performance which they want to
contribute. They have skills and enthusiasms which need to be
harnessed and made use of. Those companies which value thelr
paople are benefiting from their creativity, and are better able to
attract and keep the best employees.
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Enmpanies which have generated commitment to success on the part of
all their employees are themselves successful, better able to meet
the needs of their customers and more adaptable to changing market
conditions. In addition to the case-studies in this booklet, many

impressive success stories have been reported by companies which

have found that greater attention to employee involvement increased
their prosperity and productivity. Examples were given in the
CBI's publication "People - the Cutting Bdge of Competitiveness*
{Movember 1988).

What is the Government's role?

The Government is keen to do all it can to encourage the
development of employee involvement. It has a particular part to
play in promoting finmancial participation,through tax relisfs. One
of the most effective ways of increasing commitment is to give
employees a direct stake in the ownership and prosperity of the
business they work for. There is research evidence of an
asgociation between financial participation and firms' commercial
success. Profit-sharing, employee share ownership - including
employes share ownership plans (ES0Ps) = and profit-related pay are
all important in this context. Tax reliefs to stimulate financial
participation have been introduced or extended in nine out of the
last ten Budgets. These cover both reliefs for employees from
income tax on their gains from shares obtained under approved
amployee share schemes, and on their profit-related pay - in both
cases up to a given level - and relief for companies from

corporation tax on their contributions towards ESOPs.

Good pension provision can aleso play an important part in
motivating employees and strengthening their commitment to the
success of the business. The Government has made major changes to
allow employers and employees greater flexibility in pension

provision. Besides occupational pensions, the Govermment has
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created scope for personal pensions and for money purchage
pensions, which make it easier for employees to move from firm to

firm.

The Government also has an important role in promoting training.
The message of this booklet is that businesses will succeed only if

employees know where the business is going and have the skills and
commitment to take it there. Earlier this year the Government
launched the Business Growth Training Programme to help demonstrate
the benefits of training and to encourage businesses, particularly
smaller businesses, to link their training to business objectives.
The programme makes consultancy assistance available to help
employers plan how to involve employees fully in their business,
through training and incentives and in other ways.

The EBuropean Community’s approach

Since the esarly 1970s the European Community has explored ways of
requiring member states to conform to a uniform pattern of employee
involvemant. Two draft Directives have been discussed, amended and
further discussed within the Commission and the Council. FProposals
in the Fifth Company Law Directive, concerned with harmonizing
company law in the Community, include four options for schemes for
statutory worker participation in EC companies. The Commission has
consistently maintained that mandatory requirements on worker
participation were egsential as a matter of social justice as well
as for the smooth running of companies. The EC proposals for a
Eurcpean Company Statute, which were published in August,
incorporate similar requirements. The Government has from the
first firmly resisted these suggestions.

A parallel {and to some extent overlapping) set of proposals
originated with the draft so-called Vredeling Directive, published
in 1980, which advanced ideas for statutory procedures governing




G/HavilndDit

the consultation by companies of their employees and the supply of
information to them. These proposals the Government has also
resisted.

The Government‘’s cobjecticons have always been based as they are now
on the belief, which others share, that compulsion is not conducive

to the healthy development of wholehearted employee participation
and in?nlvehent, particularly in Britain, with its voluntary

tradition of industrial relations. It should be emphasised that
the Government has always accepted the underlying proposition -

that the fullest participatory arrangements are essential for
succegsful businesses,

Why the compulsory approach is wrong for the UE

For a number of reasons the Govermment believes that the proposals
which have been put forward in the EBEuropean Commanity for
compulsory legislation on worker participation would not be
wvarthwhile for workers or for their employers in the UK and could
on the contrary destroy what they were designed to build.

Tha Govarnmant believes that it is important to preserve the
freedom of firms to choosae for themselves the policies and
practices that they wish to develop. No single blue-print can be
suitable for every company. Forcing employee involvement into a
legal straitjacket would destroy the diversity which in Britain has
allowed a thriving, effective voluntary system to take root.

Among the graver disadvantages, in the Government’s view, are
these:

a. Legislation would divert firms' energies into trying to
satisfy irrelevant new statutory reguirements instead of

developing practices which suited them best. Managers do
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not have unlimited rescurces to devote to employee
involvement, and things which were vital would not get
done.

Compulsory co-determination, through worker
representatives on company boards or a regquirement to
secure the consent of an employee council, could have
sarious effects on management decision-making. The
danger of placing key decisions over employment in the
hands of boards where workers' representatives may be
able to block vital changes was vividly demonstrated by
the recently abolished Dock Labour Schems, which forced
up costs, demoralised management, preserved inefficient
patterns of work, diverted business to "non-scheme" ports
and destroyed the employment it was designed to protect.
Again, the Post QOffice experimented with worker directors
in the late 19708, but the scheme was abandonsd and an
independent study concluded that it was not a success.*

Although communications and consultation with employees
are vitally important, new legal requirements are liable
to impose inflexibility and delay. In addition to the
time needed to carry out the statutory requirements,
thers may be an appeal to the courts on the grounds that
congultation or communication was inadequate or that
proper procedures ware not followed. The result is that
important decisions are held up and scmetimes overturned,
and managers and board members are driven to choose not
the best courese but the line of least resisztance. By
contrast, the example of Japanese as well as British
companies shows that statutory reguirements are not

necessary in order te develop co-operation and teamwork.

“*Unions on the Board: E Batstone, A Farner; M Terry.
Blackwells 1983.
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Formalism and legalism have often been found to be the
anemles of effective employee involvement which depends
on co-operation and mutual trust. A recent British
example is the privatisation of the Royal Deckyards in
1987, where the trade unions brought an actieon in the
High Court on the ground that they had not been properly
informed and consulted as reguired by the Dockyard
Services Act 1986. The court held that all reascnable
steps to inform and consult had been taken. The trade
unions admitted frankly at the hearing that their aim
throughout had been to delay privatisation. Mr Justice

Millett said in his judgment: "If there is a lesson to

he learned from what has taken place it is that effective
consultations cannot take place with those whe do not
wish to be consulted”.

Where matters for comsultation involve commercially
confidential information, for example, in a take-over
gituation, there is a particular need for mutual trust
and confidence. These are things which need to develop
naturally; they cannot be imposed from cutside.

The demands of statutory machinery for consultation at
representative level can easily push direct
communications between management and employees into
second place so that middle management and supervisors
find themselves less well informed than workers'
representatives. The future lies with firms which can
find opportunities and which take the trouble to inform
all employees in a direct, open and personal way about

their business plans and performance.

Other countries, with different industrial relations traditions,
attach great importance to legal requirements governing worker
participation. They are right to follow the path best suited to

- =
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their conditions and their circumstances. But these traditions are
not ours. Ours is a voluntary system and, for us, successful
employee involvement is best developed on the basis of voluntary
agreement. Firms in the UK must remain free to adopt whatever
forms of employee participation they like. If a company wishes to
have worker representatives on the beard, it is free to do so; but

there should be no compulsion.

It neads to be remembered that the industrial relations tradition
of Eurcpean countries are very diverse. This is reflected in the

different levels of trade union membarship. In Demnmark, about B0

per cent of the wnrking population are trade union members. In
France, Portugal and Spain trade union members make up less than 20
par cent of the working population. The UE is in the middle of
this range with trade union membership of about 45 per cent. Such
diversity makes it difficult and undesirable to try to impose a
single pattern of industrial relations.

It will remain the Government's policy to give svery encouragemsnt
to the voluntary development of employes involvement and
participation. Wwhat 18 needed 13 to reap the benefits of employes
involvemant while avoiding the disadvantages which compulsions
could bring: a lessening of management control and effectiveness,
delays in the decision-making process and possible problems over

commercially comfidential information.

Freedom for companies is important to their commercial success.

The Single European Market and the removal of barriers will
stimulate trade and increase prosperity, including jobs. The
Government strongly supports the changes necessary to achieve this.
But it must not be forgotten that European firms are competing in a
global market; against the USA, Japan and the countries in the
Pacific whose skills base now rivals Europe’'s. If the European
Community imposes legal requirements which impede and delay

= 10 =
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management decision-making, that simply makes BEC firms less
competitive. The real "social dimension® of the Single Market lies
in reducing unemployment and increasing prosperity across the whole
of the Community. That demands more flexibility not more
regulation.

The Government has no doubt that it would be unwise to submit well-
run businesses, in which high morale and motivation of the
workforce already ensure high productivity, to a regulatory regime
which would encumber management without advancing the interests of
employeas, Many of the ideas which are being put forward within

the European Community, by making novel demands on the time and
energies of senior staff, would be bound teo increase costs, delay

decigions, reduce the responsiveness of companies to changing
market conditions and so hurt sharsholders and employees alike.

In the Government’s view, regulation is not the way to implant good
employment procedures. It may ensure that the formalities of
participation are cbserved: it can do nothing to promote the real
thing - the need, which all good employers and managers recognise,;
to deal directly with those with whom they work so that regular
consultation and invelvement at all levels of a business bacome

second nature.

Inscfar as the European Commission's present ideas are designed to
improve both the performance of European firms and the position of
their employees, they cannot compete with the disciplines of
today’s tightening labour market. Businesseg are finding, and will
increasingly find, that the workers they wish to recrult or retain
are in a positlion to choose. Employers who set a proper value on
their human resources will engage the commitment of their employees

and will thrive; those who undervalue their people will fail.

The coming of 1992, by increasing the field of choice for
employees, will also increase the pressure on employers to pay
proper attention to employee involvement and participation. Both

= 11 =
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the opportunity and the spur will become Community-wida. HNo
statutory provision could be devised which would apply anything
like such effective and benign pressure to Europe's employers.

The Government hopes this booklet will make plain that British
employers know best themselves how thelr businesses should be run
and that their employees have nothing to gain from any fresh
legislative constraints in this [ield. The Govermnment believes it
must ba self-defeating to offer workers mew statutory rights which,
while giving them nothing tangible, would weaken the businesses on

which their prosperity rests.
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CHILD CARE ARRANGEMENTS AND MANAGEMENT OPPORTUNITIES AT
MIDLAHD BANE

The Midland Bank Group employs 49,000 people, over half of whom are

wWOomen .

"In line with its business strategies, the Midland Bank Group has
set itself the objective of making possible more rewarding jobs for
more people, whatever they are deing, at whatever stage in their
careers. This means, amongst other things, placing a special
emphasis on the particular needs of female employees since they are

in the majority.

A comprehensive range of programmes is in place to respond to these
needs. HNotable amongst these are the workplace nurseries,
scholarship and ‘retainer’ schemes. These complementary
arrangements are aimed at easing the problems of staff (men as well
as women) who wish to return to work and pursue both a career and
family.

Each workplace nursery, or creche, is managed by the bank, or in
collaboration with another major organisation whose employees share

the facilities, or by a managing agent employed for that purpose

and offers around 35 places. All employees are eligible to
nominate a child for these places. The aim is to provide good
child-care facilities which are both affordable and convenient,
thereby overcoming the main obstacle for women returning to work
after maternity leave.

The *retainer® scheme is open to career men and women and allows
for a break in service of up to five years. &5Staff rejoin the bank
at the completion of their career break with no loss or grade or

SCatus .
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During the career break, communication and contact is maintainead

with staff and sach career-break employes attends an annual ona-day

updating session,

In 1983, Midland is introducing a programme of university
scholarships of up to one year for around 50 individuals. The
CAMPUS (Career Advancement through the Midland Programme of
University Scholarships) programme aims to increase potential for
advancement into management roles. It is hoped that the scheme
will encourage large numbers of applications from women and people
from minority groups as these employees are currently under-

represented in Midland’'s management grades. "




CO=0PERATIVE PARTNERSHIP AT JOHM LEWIS

The John Lewis Partnership employs nearly 38,000 people in stores
throughout the country, mainly in 22 department stores and 85

Waitrose EupErmaIkets-

*Founded in 1864 in a small draper’s shop in Oxford Street, the
company has since 1929 been run on co-operative principles. All
the ordinary share capital is held in trust on behalf of those who
work in it. It is thus one of the oldest as well as one of the
largest companies in the world with this degree of employee
involvement .

The employees recelive all the profits after provision for reserves,
non=contributory pensions and fixed dividends on a small number of
non-voting shares held outside. The emplovees” share of the
profit, the Partnership Bonus, wholly additional to market pay
rates, is distributed in cash at the end of the trading year as a
percentage of pay. For 1988 this amounted to £47 million (22 per

cent of pay)-

Five out of the twelve directors are elected annually by the
Partnership’s central council, the majority of whose members are

elected, in turn, by employees.

The Partnership’s constitution enables its members to enjoy full

information about it, to express their views frealy, to co-oparato

in shaping its policies and to share in its rewards.

The Partnership has grown to ite present size from two shops and a
membership of 2,000 in 193%. Owver the past 25 years it has
remained consistently, as it is currently, one of the most
profitable and competitive of the UK‘s large-scale retailers. An
independent study has suggested that the Partnership’s commitment
to employea involvement is a major reason for its ability to
maintain faster productivity growth than its competitcrs, and that
this has been combined with a very strong record on employment

growth. *
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BP - INFORMATION AND COMNSULTATION

The oil business, in all its aspects, is still BP's principal
activity, although it is also engaged in a variety of other
businesses. BP employs about 30,000 people in the UK.

"BP's general objective 1s for all the companies in the Group to be
efficient and profitable whilst meeting their responsibilities in

society. In pursuing this objective we seek to attract the willinj

co-operation of our employees.

Employes involvement takes many forms in BP so we make sure that
everyone understands what we are deing by producing a booklet,
which is updated esach year, describing the spread of arrangements
in the UE.

BEach BP company exercilses the widest freedom to adopt, in
consultation with its employees, the form of involvement best
suited to its operations. However, regular management/employee
discussions on work related issues provide something of a common
thread for employee involvement at the work-unit level. The kind
of Issues discussed might typically include: the setting of work
objectives, ways of improving efficiency, the working environment,
personnel procedures, progress towards objectives, safety and
training.

We also have more formal consultative arrangements which have
developed in different ways in the operating companies. BP
Chemicals, for example, have a structure of formally constituted
commibtees, based on a staff representative system covering both
junior and managerial grades; while BP 0il, last year, decided to
form a committee to discuss with staff the arrangements for a new
office block.
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Pensions are seen as an important component of our arrangements. A
system of pensions councils provides a consultative forum at which
elected representatives and company nominated representatives can
receive, consider and raise issues which concarn scheme membars .

It remains, howeaver, a fundamental principle of the Group's

employee involvement policy that the responsibility for taking
timely and effective decisions in the best interests of the

business rests with management.*
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OPEN LEARMING AT JAGUAR
Jaguar plc employs 13,000 peocple in the UK.
"The Jaguar Company Mission includes a commitment to employees
communications and involvement, This is spelled out in the company

policy on communication and invelvement which has as its goals:

= Gto ensure that all employees understand the company’s aims
and policies:

- to gain the commitment, determination and involvement of

employees in achieving company objectives:

= to continually improve attitudes and motivation.

Jaguar currently invests the egquivalent of 1.5% of its sales
turnover level on employee invn]vemﬁnt.cﬂverinq a variety of
activities, some of which are more formal than others e.g. Joint
Production Committees and Pensicons Committees, and some of which
are more social and voluntary in nature e.g. the Jaguar Hearts and
Minds Programme. In recent years there has also been keen support
for new training initiatives within the company, such as Open and

Distance Learning.

Employee involvement operates at all lewvels within the COmpAnYy.
Briefing groups are held weekly covering company perfermance and
local topical items. More strategic matters are discussed at
Management Conferences involving all levels of management. Quality
Circles and a suggestion scheme also operate across the company and
video programmes, & company newsletter, management bulletins and

notice boards are other well used media.

Cn a formal employee relations basis the company conducts an
Information Review Meeting twice each year at which the Chairman
and key executives meet national trade union and local officials to
discuss company performance and plans and other relevant matters.

This 1is in addition to the formal procedures for nagotiationsg.
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The Hearts and Minds Sporting and Secial Programme commenced in

1982 with Family Evenings and an Open Day attended by up to 35,000

people. Under this programme, a great variety of activities are
administered by employee volunteers, including sporting
competitions, a Company Fun Run and Summer Fayra, Hill Walking,
Fantomime excursions and Bonfire Evening. These have been well
supported and enocrmously successful, bridging the gap between work
and play. Employees also contribute towards their own Sporte and
Social Club which has extensive facilities including modern
clubhouse facilities, swimming pool, sauna, trim=-gym, tennis
courts, bowling green, foothall and cricket facilities.

The most exciting development, however, has been the Company Open
Learning Scheme. This was established in 1985 to provide in-
company study facilities for any employees who in their own time
wished to study for formal qualifications, enhance skills or
broaden knowledge on a general bhasis. A variety of computer and
lecture based studies are available covering a range of job basad
and recreational subjects. Over 3000 employees have participated,
some ol whom have worked through from GCSE level to degree level.

The general conclusion is that the wvarious involvement activities
have gone a long way to cementing the Jaguar spirit within the
company. AS the company moves ahead with its Total Quality
Hanagemant philosophy, the benafite of employee involvement wjill

become increasingly apparent, the ultimate aim being to continually

improve the guality of product and service to the custemers.®
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MBE GROUP'S FLEXIBLE WORKTNG ARRAMGEMENTS

The MB Group's worldwide operations include food and beverage
packaging, speciality packaging and engineering systems, heat ing
and bathroom products,and cheques and business forms. The Group

employs 28,500 people in 23 countries across the world, including
16,200 in the UK.

"MB Group (formerly Metal Box) has set itself stretching targets of
international competitiveness which reguire continuous improvemant
to all aspects of its business. Its strategy has been based on
investment - in capacity, in technological leadership, in market
responsiveness and, crucially, in the people working for it.

As part of that process of continuous improvement, MB has
introduced radical reforms of working practices and bargaining
arrangements, with full involvement of employees and their trade

Unions. [nnovations at various factories have included:

leng-term pay agreements and de-centralised bargaining:

- progression towards common conditions:
- cross-skilling and team-working;

- flatter grade structures with opportunities for

progression through training and re-training;

- flexible shift patterns to accommodate continuous plant

cunning.

Managers are explicitly accountable for their effectivensss L
involving employees and Lheir representatives in decisicns which

affect them at the workplace. They are also expected to maintain
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continuous dialogue with the people for whom they are responsible
s0 that the best ideas and contributions are adopted, wherever they

come from.

There is no single company-wide prescription for how to involve
employees. Rather, there is concentration on developing methods
appropriate to the particular business or factory. Recurring

features include:
- briefing groups;

- Joint task forces to justify investment needs and plan

implementation;
- flexible team-working;

- Total Quality Management, QED - "Quid Each Day® (staff

suggestion scheme) and First in Service programmes:

- Jjeint training in problem-solving and statistical Process
control;

- widespread information-sharing on competitiveness,

performance targets and prospects in each business.

No-one 1s satisfied that enough has yet been done. But employaes
involvement itself is subject to continuous improvement - driven by
the recognised need to build on the resourcelfulness,; commitment and
contribution of employees at all levels to make the Group a world

leader in its chosen filelds.®
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SATHSBURY 'S PROFIT SHARING AND SHARE OWHERSHIF SCHEMES

Sainsbury‘s employ some 74,000 people in their stores throunghout

the conntry.

"To quote Alison Williams, aged 23, who has worked for Sainsbury’s
for some five years and became entitled to shares under the
company ‘s profit sharing scheme after two years with the company,
*Being a sharsholder makesz you take more care.’ Alison's comment
is typical: Sainsbury’s managers have no doubt that profit sharing
and share ownership play an important part in their staff’'s
commitment to the business.

_Sainbury's profit sharing scheme provides for the creation of a

profit fund which is determined by an objective formula related to
the company's profit margin. The fund is divided amongst
gualifying employees according to pay and may be taken in the form
of cash or company shares. After the qualifying period all
employees, full-time and part-time, participate. 8Since 1980, when
profit sharing was intreduced, the total number of UK employses has
risen from 37,500 to 74,000 and the percentage of participating
employees from 45 per cent to just over 50 per cent. A= a
percentage of an individual s annual pay the profit share has risen
from 4 per cent in 1980 to 10.6 per cent in 1988. OQOver E100
million has been paid out through the scheme, with about 45 per
cent used to subscribe for over 30 million shares (adjusted for
capitalisation issues) or approximately 2 per cent of the company’s
current issued share capital. More than 30 per cent of the
company's UK staff are shareholders, either directly or through the
profit sharing scheme. Put another way, about 27 per cent of the
company's shareholders (including those holding shares through the

scheme) are employees.

Sainsbury’'s is careful to distinguish between share ownership and
profit sharing. Employees have always boen able to take their
profit share in the form of cash although the advantages of taking
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shares under an approved scheme have always been underlined. Board
commitment to communications is an essential ingredient: each year
the company carries out a major communications exercise with

employees about the business performance of the company. This

takes the form of company meetings and is accompanied by a video

and a special employee report on the year's progress.”
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NISSAN - EMPLOYEE INVOLVEMENT AND CONTINUOUS IMPROVEMENT

Nissan Motor Manufacturing (UK) Limited employs some 2,500 people
at its car manufacturing plant in the UE.

"Nissan's absolute commitment to involving employees is based on
its view that this is the only way to achieve the highest standard
of quality and productivity and, at the same time, a satisfying and
rewarding working life.

The Nissan approach begins by recognising that all staff are

individuals and all can contribute beyond their specific task.

Thus they have real responsibility not only for the guality of
their own work but also ‘continuous improvement® - the concept
which recognises that a person doing a job knows more than anyone
how to improve it and that, by genuinely seeking contributions from
individuals and having them 'own’ the change, all can benefit.

Employee involvement also means that everyone knows what is going
on. All communication is face to face; for five minutes every day
the team simply talk together about matters affecting their group.
Rarely are there 'corporate messages' and rarely does the grapevine
get there first. Thus people are totally involved in those matters
they can directly affect, and fully informed about those they
cannot.

Employee involvement for Nissan is not a technique to be debated or
negotiated, nor is it something undertaken just once a month with
elected reprosentatives, It is simply the best way of running a
business., It is a continuous process invelving all the people all
the time - and it is successful.:®
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ADAPTING TECHNOLOGY TO PEOPLE - TASE FORCE AT GLAXO

Glaxo Pharmaceuticals Limited is the UEK's largest producer of
prescription medicines and is part of the British based Glaxo
Holdings PLC. Glaxo Pharmacecuticals employs 3,500 people in the
UE.

"Glaxe Holdings PLC has expanded rapidly in the past 10 years
moving from 20th to 2nd place in the Pharmaceutical World League.

A consequence of growth has been constant change. The need for

high levels of understanding and commitment on the part of staff to
this change is recognised in the manufacturing division’s published
statement of Mission & Values which recognises the need to:

- exploit best manufacturing practice

Create teams of committed, well motivated people at all
levels working towards shared common objectives

- Foster open 2-way communications.

Each manufacturing site is charged with creating an open
environment, in which staff are informed, understand and have the
opportunity to influence the developments and changes which affect
them. Experience has shown that "locally grown" initiatives
generate much greater enthusiasm than centrally imposed ones.
Amongst the many mechanisms in use for creating this environment
are quality circles, team briefing, joint consultative committees

and task forces.

The task force has been a particularly effective .means of involving
staff. This is an ad hoc group of B-10 staff representing all
grades of staff either from within a single dopartment or across a
number of departments. It is convened for a specific purpose and

once its objective has been accomplished, it disbands. Tt is
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chaired by an appropriate manager with authority to make decisiong
in the area concerned, and membership is voluntary.

This method has been used extensively, and most aeffectively, by the
coempany to involve staff in the design of new multi-million pound
facilities, though it can be used in a variety of circumstances.

Typically, all staff within the area affected are given a

presentation on the planned investment and the purpose of the task
force, which is to ensure that the proposed facility meets the
needs of the business and the staff who will be working there.
Volunteers are then invited. Volunteere may include an existing
union cor staff representative, but the zcope of the task force
axcludes consideration of matters of collective bargaining, such as
terms of employment; and if suggestions arise for changes in work
patterns; for instance, they are progressed through established
consultative mechanisms. Training is provided in the skills of co-
operative problem-solving and the work of the group 18 given high
visibility.

The use of task forces ensures a wide spread of involvement of
pecple with real contributions to make. They have served an
invaluable team building role and all staff see a very visible
output from the efforts of the group."”




1/EIcomps2

TEAM BRIEFING AT PEUGEOT TALBOT

Feugeot Talbot Motor Company Limited employs over 5,000 people in
its UE production, administration and distribution operations.

"In late 1373 John Garnett, then Director of the Industrial Society
met with Peugeot Talbot’s then managing director, George Turnbull,
and his top management group to explain ‘Team Briefing®. In

essence it was simple:-

- wach manager/supervisor would regularly meet his team face

to face
- 1n characteristic cascade segquence

= giving information about the relevant performance

indicators

- identifying targets and reporting on progress and

achievements

- and develop "points for action"”
The result for employees should be a better anderstanding and
closer identification with the cbjectives of the organisation and

an increased commitment to their achievement.

Commitment from the top was and remains absolutely crucial.

Commitment, leadership by example and action.

An existing Management Committee became the vehicle for regqular

monthly briefing meetings at which the managing director and other
directors reviewed all the major company indicators. Their "core
brief" was cascaded through the organisation, picking up local
information en route, until 48-72 hours later the car assembly

track was stopped, office workers left their desks and computers
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and all employees were briefed by and fed back their views to their

immediate boss. (Every manager/supervisor in the briefing chain

being thoroughly trained in the briefing philosophy and technique),

It was quite a shock to the corporate system at first. MNow, ten
years on, we at Peugeot Talbot do not regard 'Team briefing' as a
panacea but it remains an essential cornerstone of an integrated
communications strategy, regularly and consistently delivering
factual information, not propaganda, to all our employees enabling
them te understand and become more invelved in the success of the
business,

Whilst we are always seeking to improve cur systems ‘Team briefing’
has in our view been of significant assistance in helping the
people in Peugeot Talbot turn a £100m plus loss making concern less
than a decade ago into a £100m plus profit making business last

Year. i
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EMPLOYEE COMMUNICATION AT IBM

IEM develops, manufactures and sells a wide range of information-
handling products, employing 18,000 pecple in the UK.

"At the heart of IEM's employment philosophy is the basic bhelief of
respect for the individual. To reinforce this concern for avery
employee, IBM has built up a framework of principles and personnel
programmes. These include the practice of full employment allied
with promotion from within and a continuing focus on education and
training, the Appraisal and Counselling programme, the merit pay
concept, open communication channels and grievance procedures.
Respect is a joint responsibility: just as the company has
obligations to the individwual, so employees have cbligaticns to
I[EM.

IBM is committed to fostering trust and responsibility among its
people. The employee-manager relationship is seen as crucial to
maintaining respect for the individual and achieving the apt imum
contribution from each employee.

Employee career counselling and planning is embodied within an
Appraisal and Counselling Programme (ARC). It provides for an
assessment of an employee's performance against objectives, by his
manager, normally on an annweal basis. An important element of the
programme 15 the opportunity for a discussion of performance, areas
for improvement and career potential. The A&C process provides
employees with reassurance, the challenge of agreed, clear targets
and the possibility of assessing new areas of experience, while
providing an opportunity for agreement on goals and role, as well

a3 a sense of common purpose.

Two-way communications underpin 1BM's approach to employee

communications. The logic of having everyone in the company

understand the business objectives,and the plans and strategies

that are being employed to reach them, is obvious. So, too,is the
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need to provide open channels that enable emplovees to clarify
theirc understanding of those objectives, and to guestion those
plans and strategies.

One of IBM's ways of discovering problems at an sarly stage is the
Speak Up! programme. IC allows the individual to submit a comment,
complaint or request for more information on a policy question in
written form and obtain a reply from the person in the company best
qualified to answer. All guestions are handled by a co-ordinator

who protects the writer's anonymity.

Opinion surveys are carried out for each major operating unit
within a two year cycle. They give amployees the opportunity to
axpress views - with the security of guaranteed anonymity - on kay
agpects of working for IBM. Questions help to solicit employes

ragponses to IBM'z performance against the three basic beliefs of

respaect for the individual, customer service and the pursuit of

excellenca. Other questions cover subjects including pay,
benefits, working conditions, health and safety, communications and
management performance. Employess are also asked how well the
company 1Is handling change. The answers are used to construct
various indices which act as a check on the health of IBM's

employee relations.

IBM's challenge in employee relations is to keep its practice in
line with its principles. One measure of the company’'s success in
Lhis respect is that its system has stood the test of time and

change without any major revisions."




6/EIcomps

UNIPART - A COMPANY OWNED BY ITS EMPLOYEES

Unipart employs some 4,200 pecple in the manufacture and sale of
automotive parts and accessories.

"Privatisation of the Unipart Group of Companies in January 1987
took the form of a management buy-out from what used to be British
Leyland. Careful thought was given to the policies that would
guide the company through the future and it was decided that
‘amongst the company’s values; nothing is more fundamental than its
respect for the individual' and that ‘the Group will create and
maintain an environment in which individual employees may
contribute to and share in the fortunes of the business in a fair
and consistent manner‘.

It would have been possible to provide free or discounted shares to
all employees, but the management concluded that the decision had
to rest with the individual and that individuals should make a free
and informed choice whether to own a stake in their business.

The challenge was to find the most appropriate way of putting
togather an interesting and balanced account of the risks and
opportunities that a shareholding stake would bring. This was done
by staging a four-hour theatrical show, in fact, putting the
‘prospectus’ to music. This unigue approach won wide acclaim and
resulted in the majority of the Group employees applying for the
share offer which was twice subscribed.

Following privatisation, every single employee has been invited to
participate in a series of two day ‘Putting Feople First' courses,

which concentrate exclusively on inter-relational skills. These

courses gave rise to a demand from managers and employees to learn

more about the activities of the Group and sister divisions. A

regular video news programme entitled 'CGrapevine’ has been
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introduced and is viewed by all employees in natural management
groupings, providing the opportunity for comment, discussion and
feadback.

Employess in the Group know that they can and do make a difference
and this is demonstrated by the financial results. At the end of
its first full year as a private sector company, the Group
delivered an esarnings growth of 40 per cent and exceeded all its
key financial commitments. In its second full year, its key

financial objectives were again bettered with an earnings growth of

30 per cent, providing the company with the confidence to embark on
its highest ever capital investment programme."
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DIRECT COMMUNICATIONS AT PIRELLI

Pirelli employ some 3,600 people in the UK in the manufacture and
distribution of tyres, motor accessories, footwear and seating

suspension systems.

"If British manufacturing industry is to compete in the world
market-place, all involved in the business have to work for the
common good. Continuous improvement means a healthy company and a
better quality of life for all.

There is no beiter way of communication than by word of mewth,
directly to the pecple involved. The person doing it should be the
chief of the function (eg the Manufacturing Director) and it must
be done on a regular basis.

In Pirelli this started in 1979. Simply¥ to survive, new

investments had to be utilised batter and people had to come to

work more regularly.

In 1982, in common with much of manufacturing industry, we were in
serious financial trouble. We had to re-structure substantially
and establish a two-year savings programme in order to save the
ftactories from closing. By 1982 the level of education was such
that an understanding had developed and everyone believed in the
actions reguired. HNumbers employed were successfully reduced by 25
per cent: the prize - our factories stayed open.

In 1389 direct communication sessions are still held and everyone
looks forward to them. It 1ls vital to communicate when news is
good, not just when it is bad. The level of education now is
sophisticated. We cover turnover, market shares, key customers,
productivity levels, competitive comparisons, ete. Togather we

agree both strategic and shorter-term objectives.
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Since those dark days of 1982, we have achieved &0 per cent volume
growth; 100 per cent improvement in productivity; lead times
reduced by 70 per cent; working capital (stocks) down 40 per cent;
export volume has grown to 42 per cent of production.

We are now all fully committed to continuous improvement of gquality

and service. We work together and the result is greowing prosperity

for the company and for the individual. It is an unbeatable

combination."
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CMG COMPUTER MANAGEMENT GROUP - THE STATUS FREE COMPANY

CMG is Europe‘’s largest independent provider of management
consultancy, information technology consultancy and business
systems. It employs 900 people in the UK.

“Since its foundation 25 years ago, CMG has evolved and developad
an unusual corporate philosophy of employee involvement and inter- .

employee relations.
Briefly stated, the CMG philosophy is this:
- CMG encourages employees to be as entrepreneurial and resourceful

in their work as possible. Staff are encouraged to develop their
strangths and accept responsibility within small manageable groups,

with each unit benefiting from the total strength of the group.

- CHG pays top salaries, provides excellent conditions and offers
maximum opportunities to attract the best pecple in the industry.

- Responsibility and pay are the only distinguishing features
betwsen directors, managers and staff. All other terms of
employment are the same. All staff receive a qood salary, non-
contributory life assurance, BUPA and Permanent Health Insurance.
CHG's non-contributory pension scheme provides substantial
benefits, including payment to surviving spouses and children, for
both male and female employees.

- All management appointments are from within, providing a clear
career path for employees.

- All information about CMG is available to all employees without
exception. There are no confidential reports, inaccessible minutes
or closed personnel files. In every way, open management is
practised - at CMG, no subject is taboo.
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- Everyone is engaged in the decision-making process through

regular staff, management and policy-forming meetings. Information

flow in CMG is considered of prime importance and great stress is
placed on internal communications. Regular opinion surveys are
carried out with opinions from employees on careers, training,

I'I'ltl.rlﬂt_._lE]'ﬂETl.t BLC .

- CMG Is independent of any outside business interest and is
entirely owned by its employees. All staff are eligible to
purchase shares and over B0 per cent have done so. Shares are
available once a year from the CMG ‘Stock Exchange’ to employees

and their close relatives.

CMG recognises that no one aspect of its philosophy is unique, but
the totality 12 certainly very special. With no secrets and no
status symbols, CMG can genuinely be described as the 'status-fres-’

company. "
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TEAM BRIEFING AT COLOROLL

Coloroll is the largest home fashion group in the UK, producing
wallpaper, textiles, carpets and all types of tableware.

Team Briefing

"Coloroll has a very active employee involvement programme, the
first step of. which is Coloroll’s excellent two-way communication
system. Every month 10,000 employees stop work for 310 minutes and
meet in teams of 8 to 15 to receive the team brief. The purpose of
the team brief is to disseminate only relevant information to every
employea in the Group. There is input from the employees’
supervisors and managers at every level up to, and including, the

group managing director.

The success of the system 1is the result of the open and honest
attitude of the management team and the willingness to answer
gquastions, howevar difficult or challenging these may be. This is

made possible by a unique system which ensures that an answer is

obtained from the most sunitable person ({often the managing

director), and automatically returned to the originator within a

weak. The team brief is supported by a lively group newspaper.

At team briefs people begin to ask ‘How are we doing?’'. Coloroll
takes this opportunity to involve them more by providing "How are
we doing?*' boards. These are designed by employees and give up-to-
date information on production, sales and guality.

Ideas Scheme

The ultimate aim at Coloroll is for employeas to gain greater job
satisfaction by involvement in the day-to-day running of the
COMPANY . To help them, an extremely successful ideas scheme has
been sebt up with an award system paying the originator 20 per cent
of the first years' savings. In the first 12 months ideas were
received from 50 per cent of employeses and 17 per cent of these

were adopted.
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QUIPS (Quality Improvement Programmes)

Oy taking much of the mystique out of gquality improvement Colorol]
has succeeded in setting up effective guality improvement
programmes offering an even greater degree of employee
participation.

Family Atmosphere

However, Coloroll’s employee involvement programme goes further
than this. In an endeavour to bring a family atmosphere to the
group, Coloroll has set up a children’s educational trust, with an
annual budget of E£100,000 to benafit employees’ children.

Furthermore, to enhance the lively atmosphere the walls everywhere

display large bright posters which wholeheartedly encourage people

to take advantage of the involvement programme. ”
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ROADCHEF = THE FIRST UE EHMFLOYEE 5HARE OWNERSHIF FPLAN

Roadchef, which employs 850 full-time staff, is the largest
privataely owned company operating on motorway service areas. It is
a catering, shop, and petrol retailing business.

“Roadchef introduced its Employee Share Ownership Plan (ESOP) in
January 1987. It was claimed to be the first ESOP introduced into
the UK and the first allocation of shares took place on 3 April -
1987. HNearly one-third of full-time employees are shareholders in
the ESOP.

Roadchef agreed a management buy-out in July 1981 invelving 30 of
its company managers. It wanted to involve more of its workfoxce
in owning shares in the business and set itself the following
criteria:-

1. All shares would be allocated free of charge to staff.

2. All shares would be of egual standing and status as any other

gshares already in the company.

3. There would be a gualifying period of service to encourage

employees to stay.

4. ©On leaving employment shares would be repurchased back to the

Company .

The purpose was to involve staff as shareholders with a long term

share in increased profitability and not to generate a bonus schome

of annual cash payments.

The gqualifying period for eligibility is three years service by 1
January each year. All shares allocated are egually given to all

grades of staff and without regard to full or part-time work.




We found that by the use of the trust mechanism we were able to
write our own criteria and ocbjectives to meet our particular needs.
The emphasis was on share membership so that the staff had the
legal right to information and accountability from the directors
which they were not necessarily able to claim as just emplovees.

On the introduction of the scheme the Managing Director personally
presented to-all the branches the booklet which explained how the
scheme worked and visited each site in turn and talked to the staff
in small groups.

Thae most important element of the scheme was communications. The
cempany introduced a magazine called ‘Traveller’ which explained

the Group's performance and policy. This is issued twice a year in

December and June. Two years on from the introduction of the
scheme the company has produced a new updated booklet which the
Managing Director and Personnel Director have taken personally to
all the branches and presented to the staff to reinforce the
objectives behind the ES0P. Seventy per cent of all employees have

attended the sessions.*
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THE BODY SHOP AND COMMUNITY CARE

The Body Shop makes and sells products that cleanse, polish and
protect the skin and hair.

"As an expanding and profitable company with 380 employees in our
own shops and nearly 3,000 people worldwide in our larger
franchising operation; our concern about the responsibility of
profits matches our determination to continue to make them. It is
a partnership of profits with principles. The company operates
within the environment, the community, the world. That is whare
our responsibilities lie: we want to give back to society.

We do this in a variety of ways. We endeavour to develop
relationships with the non-industrial countries providing
employment and trade. We are committed to raising public awareness
on a variety of environmental issues and we ensure our practices

are as ecologically sound as possible. We are concerned with both

global and local issues, and see our immediate communities as one

focus for our activities. Of primary importance to us is our
programme of community care.

All our shops, cffices and warehouses world wide are encouraged to
participate in community projects; this covers franchises as well
as The Body Shop International. These range from creating
employment opportunities, providing sensory therapy and make-up
instruction for the blind, giving time to individuals
rehabilitating from drugs, caring for hospice patients, and prison
visiting, to planting trees and participating in conservation work.

The list is sndless

This work is done during office or shop hours and is entirely
voluntary. The individual workplace will establish links within

the community and respond to the specific needs of that community’.
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They will make a regular commitment to the respective group and may
well become involved in raising funds to help maintain that
organisation.

Fund ralsing 1§ done on an on-going basis for both local groups and

for the charities The Body Shop International supports. For

example, The Body Shop raised enough money to build a complete

Boys' Town in India to house 85 boys at any given time. These boys

go to local schools and also receive agricultural and other
training.

The commitment to caring for the community is shared by all our
staff. It has been quoted as being the ‘beat thing about the
company®. In fact a number of our staff come to us because of our
philosophies. We believe the individual is now looking to work for
a company that wvalues them more as an individual than as a means
for increasing profits. They want work that engages the heart as
well as the mind and body, that fosters friendships and nourishes
the sarth. They want a company that contributes to the community
and iz part of the community. They want not just something to

invest in but something to believe in!-
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EATON - QUALITY THROUGH COMMUNICATION AND INVOLVEMENT

Eaton Truck Components is a major supplier of axles and gearhboxes
to the world’s truck manufacturers. The company has [ ] employeas
in Eha UE.

"The main operations of the company within the UK are located at
Aycliffe (Co-Durham), Basingstoke (Hampshire} and Manchestar. Each
of these plants have developed their own form of involvement but
they all share certain common factors.

All three plancs have established long term pay deals and
harmonised conditions of employment. It is felt that this has
allowed more time to develop employee involvement positively. The
drive for quality has become a major pre-occupation throughout
rather than something related purely teo manufacturing operations.

Communication with all employees is a continuous process through
tormal systems such as team briefing, plant-wide meetings, as well
as informal aspects such as walking the jeb. It is intended that
all employees should have a full understanding of the business

gsituation.

Involvement programmes again vary from quality circles to task
teams and working parties. Typically groups are organised around
their supervisor and seek assistance from other specialists.
Targets set by these groups are largely cost reduction and quality

improvement orlientated,

Initially from its experiences with quality circles the company was
impressed by the ability and application that was shown by
employees. This has proved a constant encouragement to the company
in its drive for employee involvement.

No new machinery is installed without operators being involved with
Lthe machine tool supplier. The supplier is made aware of the
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operators’ requirements from the equipment. Equally if guality
problems are being experienced with raw materials then the Dperator

will be invelved in discussions with the supplier aimed at bringing
about improvements.

'Ho one group has a monopoly on ideas or intelligence. '

"¥ou cannot inspect guality into the product - it has to be built
in at all stages.’

A couple of gquotes that help to express clearly the attitude change

that is being brought about. "
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BULMERS " EMPLOYEE COUNCIL

Bulmers is a large drinks manufacturer employing 1,400 people.

*Employees have a 3 per cent stake as a result of a profit share
plan introduced in 1988. Under this scheme up to 5 per cent of
profits are used to buy shares which are then allocated to

enployees .

One of the company’'s earliest participation ideas was the
establishment of an Employse Council, an elacted body with the

representatives from unions, supervisore and managexs. The company

publishes a statement of company objectives which is decided in

consultation with the Employee Council.

When the cider market hit problems and over 300 redundancies were
called for, the Employee Council agreed a fair and just redundancy
policy. As a result only a handful of compulsory redundancies ware
necessary. Consultants were engaged to advise anyone wanting to
gset up business and the company monitored progress of those who

left to seek other employment.

Major news items are communicated to the workforce by personal
letter from the Chief Executive which supplements other

communication methods such as a company newspaper.

The company’'s annual report and half-yearly results are mailed
direct to all employees as well as shareholders. An Employeas®
Annual Ganeral Meeting takes place on the same day as the

Shareholders’' AGM, when a full report on the activities of the

Ccompany is given.

Bulmars have developed a close working relatiﬂnshig with their
unions and they supply directors of the profit share scheme and

trustees of the pension fund.®
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EMPLOYEE SHARE OWNERSHIP AT TULLIS RUSSELL

Tullis Russell is one of Europe’s leading independent papermaking
and specialist coating groups.

"Our commitment to employee share cwnership is fully part of our
corporate culture. We are a private company and see our future

prosperity and independence best served by spreading the

responsibility for our success among all our 1450 employees.

sharing in the wealth of our company is tha ultimate incentiva for
our people and tha involvement of all employees in the ownership of
the company, along with the original family owners, gives everyone
an interest in the successful implementation of the company’s
strategy.

A regular employee briefing system was an important first step,
breaking down barriers and building trust between the various
levels in the company.

in our experience employee share ownership has increased the
responsibility of management to perform well., In addition, elected
trustees of the share scheme give our employees a real say in key
decisions.

In 1986 a cash profit sharing scheme and cur fledgling employee
share ownership plan was introduced. In a matter of months the
positive effects began to feed through to the business. A recent
£7m capital investment programme resulted in a product of the
highest guality well ahead of schedule and below budget. Those
involved believe that employse profit sharing and share ownership
played a significant role in this achievement.

Each year some of our profits buy for our employees a bigger stake
in our busineass. At the same time we increase the size of our
group by re-investment and by acquisition. At the Tullis Russell
Group, business growth and the growth of employee share ownership
go hand in hand.”




F.I. GROUP: WORECENTRES AND HOMEWOREING

F.I.Group PLC is a UK-based software systems company. Its 1,000-
strong workforce benefit from extremely flexible working patterns.

“In the summer of 1987 the senior management decided that, as
peaple were both the strength and the most valuable asset of FI, it

was important to go out and discover what FI people thought of

their company and needed from their employers.

Specialist market researchers undertook a thorough workforce
survey. The results of this research led to many structural
changes within the company. This was a turning point. Innovations
gince then have proved to be highly effective for both the

workforce and FlI's clients.

The main innovation was the establishment of WORKCENTRES - regional
offices where staff could continue to work flexible hours and would
use on-line computers, have access to technical equipment

unavailable at home and feel part of a team.

Workcentres also enable FI teams to operate and maintain clients’

information technology systems from FI premises. This releases

valuable office space for clients.

With ever-changing technology, training is imperative and
workcentres provide ideal sites for major training programmes.

To make them e2asily accessible, the workcentres are situated near
motorway exits. A sophisticated network links them all. At the
moment there are 10 such ecentres with plans for another 10 in the

next ftive years.”
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HFC: THE IMPORTAHCE OF EMPLOYEE OWHERSHIP

NFC (National Freight Company) employ some 26,000 people in their
transport, distribution and storage operations in the UE.

"For many companies employee involvement may be regarded as

desirable. For NFC it lies at the very heart of the company and is

indeed the reason for the company’'s existence in its current form.

NFC owes its existence to the fact that over 10,000 employees,
pensioners and their families were prepared, in February 1982, to
raise the equity capital necessary to buy the company from the

Government .

This has dictated a sense of responsibility towards the employeas
as shareholders; a corresponding interest in the company‘s affairs,
avidenced by turnouts at annual general meetings regularly
axceading 2,000; and a commitment to communication with employee
shareholders,

Although progress of time, and more recently flotation, hava
reduced the original 82% per cent per cent level of emploves and
peEnsioner ownership, the employee stake as owners in the business
has recently been reinforced by the mechanism, unigue to NFC, which
gives employee sharsholders twice the wvoting power of other
sharaholders. Employee ownership has also been reinforced by the
introduction of the NFC profit-sharing scheme, unigue in its
concept and unusual in the amount of profit (up to 15 per cent)
which the company is prepared to allot to it. Part of the scheme
£ ifn essente a savings scheme by which employees who contract to
save a percentage of salary; which iz used to buv shares for them,

are awarded a further issue of fres shares.

The other part of the scheme provides annual distributions of
shares which, apart from a small basic element, are related to

salary and length of service.




U Lkl S

Managers are expected to manage and to make profits. NFC is no
less demanding in that respect than any other company. Managers
are, however, expected to take their decisions after having
involved the people reporting to them and to be prepared to explain
the reasons for the decision once taken. Our policy documents

contain a clear statement of the right of each individual to have a

voice in the decisions which impact on his or her working life."




EMPLOYEE THVOLVEMENT AND FINANCIAL PARTICIPATION IN ICI

ICI is one of the world’'s major chemical groups with a broad and
varied range of products. ICI's headgquarters and main

technological base are in the UK where the company employs 50,000
people.

"Emphasis is placved on employee involvement at work team level

whilst, above that primary level, employee representatives arao
involved in joint consultation at each significant lewvel of the
arganisation. At corporate level, since the 1920s, the ICI
Chairman and Executive Directors have had a large meeting with
employes representatives. These annual meetings, which take place
separately with blue and white collar employee representatives,
enable people from all locations to discuss business issues,
comment on the need for policy changes and give focus to employee
aspirations and concerns, including, where appropriate, formal

moticons to the ICI Board.

Betwean annual meetings, wvarious sub-committees meet with members
of the Board and senier management to centinue the consultative
procese. These include permanent committees to consider business
and investment matters, issues of general concern, pensions and
catering. Specific one-off or recurring topics are frequently
referred to ad-hoc working parties. The total system, although
operating through properly agreed constitutions, nevertheless
remains flexible and capable of adaptation and change as
management, employees and Lheir trade unions together see

NECESIAry .

One product of the annual meeting with the Board in the 1950 was a
proposal from the representatives to create an “Employee Profit
Sharing Scheme™. A formal system of financial participation has
existed since, which currently allows all the 50,000 employees on
UK salary terms to enjoy an annual bonus (normally 5-10 per cent of

salary) determined by a published formula of added value compared




with employee costs. The resulting bonus is distributed in the

form of ICI shares, which gives employees exactly the same rights

and benefits as other shareholders. In addition, since 1980, the

company has operated a ‘Save-As-You-Earn® share scheme. ™




COMMUNICATIONS GROUPS AT MARES AND SPENCER

Marks and Spencer employ some 60,000 people in the UK.

“We believe that good human relations at work are essential to the
continued development and success of our business. Communication
of the company’s principles, objectives and performance has always

been part of our philosophy.

We use tried and tested methods for passing information down to
staff. Management hold regular briefing meetings, keeping staff up
to date on matters affecting their own store and on company-wide
policy changes. A wide range of material is used, including wideo

presentations, for communication and training.

Since the mid 1970s, a system of ‘communication groups’ has been
developed to encourage problem solving and improve upward
communication. ©G&taff are elected as representatives of each
category in a store and hold these positions for a period of two
years. One of the group is nominated as chalrperson and is trained
te plan and control an effective meeting. The group meets every 4-

=

& weeks to discuss lssues raised by staff, which range from minor

in-store queries to wide-reaching gquestions on company policy.

An agenda is prepared in advance and firstly, the group discuss and
solve all minor problems themselves. The store manager then jolins
the meeting and responds to those items requiring managemenl
comment. If the group wish to take an issue to a higher authority
they are encouraged tCo do so. Minutes are displayed on the noticea
board with copies sent to divisional management and to the amployes

communications manager in head office.

Specific topics are also passed down to the groups from head office
for comment, increasing the scope for involvement and providing the

company with staff views before the implementation of new policies.




Communication groups provide our staff with the opportunity te

contribute to the everyday running of their store, and to the wider
development of their business.”




ICL AND THE "INVESTING IN PEOPLE" PROGRAMME

International Computers Limited (ICL) is a major operating Company
within the STC Group engaged in the development, manufacture and
marketing of information systems. ICL employs 22,000 people in 70
countries worldwide, including 15,000 in the UK.

"ICL operates in a knowledge based industry, selling creative
solutions to solve business problems, and as such its success is

led by people first and products second. Empleyee involvement is

fundamental to that success and ICL beliceves this is primarily
embodied in the relationship created between managers and their

staftf.

To support this relationship ICL has a worldwide programme
‘Investing in People' which defines the standards for the
development of people to be used by all ICL managers and their
staff. These are described in a handbook given to all employees
which covers objective setting, appraisal, performance improvement,

career development and training.
ICL is committed to developing its employees to the full extent of
their potential. This development is maximised through regular

discussion with each employee in which the manager:-

- defines the objectives each employes should achieve in

order to contribute fully to the company’s business (tha

basis on which individual performance will be measured).

- dppraises this contribution and identifies ways te help

aach employes i@ﬂrﬂue thelir performance.

- determines the most suitable career direction for each
employee and the specific development actions to achieve
this.




'EIcomps 2

- plans the necessary training within the £25m PEr annum
budget .

In these ways ICL has recognised that employee invelvement and

people development are basic requirements for business success in

its industry. This philosophy is further amphasised at the
Managing Director's gquarterly reviews of each business unit in ICL
which include a specific focus on the organisational capability
(people, structure and processes) of esach individual business.
These reviews consolidate the contribution of the individual
managers and ensure that the needs of the ICL business are matched
with those of its employees in order to stimulate the fastest

possible growth for both.”
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PROFIT-RELATED PAY AT VAN DEN BERGHS & JURGENS LTD

Van den Berghs & Jurgens Ltd (a subsidiary of Inilever) is the UK's
leading manufacturer of margarine, low fat spreads and other edible
0il products. It employs 2,500 people.

“Employees are involved in the company's activities through various
channels. In recent years VdB&J has ensured that the twice-yearly
company council only discusses important business topics. On a :
site basis, the joint works councils meet more frequently to
discuss company and local issues. Employees’ interests are looked
after by representatives of various departments and employee
groups, although the traditional links with trade unions are still
important and are fully maintained.

More recent moves towards greater employees involvement have
resulted from two initiatives. The total quality management | TOM)
programme calls for greater employee influence on the way that they
work. Team briefing provides employees, on a monthly basis, with
information about the company, on topics such as profit and trading
performance. These initiatives are supported by extensive

training.

As part of this general scheme of employee Iinvolvement and
participation, VdB&J introduced a profit-related pay scheme at the
beginning of 19B8. The scheme distributes 6 per cent af the
trading profit to all eligible emplovees on a quarterly basis. The
scheme encourages employees to take a real interest in the Company
trading result when it is announced at team briefing. By seeing
the direct link between company performance and their own pay,
employees are encouraged to relate their own performance to the

overall health of the business.®




CONFIDENTIAL

»

10 DOWNING STREET

LOMIMIN SWIA 244
From the Private Seerciaey 18 Sepltember 19895

EMPLOYEE INVOLVEMENT

Thank you for your letter of 11 September enclosing a draft of
your Secretary of State's planned booklet on employee invelvement.

The Prime Minister has seen this material. 5She can see the
attractions of such a booklet if it could effectively get over the
Government's approach. But she fears that, as presently drafted,
the booklet could receive criticism from those who want to go a
step further and make a framework directive from the points set
out on pages two and three of the draft. BShe has also commented
that it is difficult to have employee involvement when a bid is in
the offing and, as the document recognises, on commercially
confidential information.

She would therefore be grateful if your Secretary of State
could take a further look at the drafting of the booklet, and for
the Policy Unit to be associated with this work. She would alsoc be
grateful for a sight of the revised draft.

I am copying this letter to John Gieve (Treasury), Stephen

Wall (Foreign and Commonwealth Office) and Neil Thornton
(Department of Trade and Industry).

FAUL GRAY

Clive Norris Esg
Department of Employment




& CONFIDENTIAI

EMPLOYEE INVOLVEMENT

You will want to see the Prime Minister's reactions to these papers
which she saw over the weekend - I enclosea a copy of my covering

minute with her comments.

I had the chance to have a brief word with the Prime Minister
before she left for Japan this morning. B5She is not resolutely
opposed to the ldea of a booklet, but feels it iz not right at the
moment. She has not focused on your specific drafting comments and
I have therefore also suggested in my letter to Norman Fowler's
pffice - alsoc attached - that yvou should be associated with the re-
drafting work so that you can feed in your points direet. I think
the Prime Minister will reserve judgment on whether the bogklet
should go ahead until she has seen a revised draft.

FAUL GRAY

amber 1989
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the depsrtment for Enterprise

The Rt. Hon, Micholas ME]’ MP
Secretary of Swte for Trade and Industry

Clive Norris Esg M?p,m-. Department of

Principal Private Secretary Trade and Industry
to the Secratary of State for 1-19 Vicods §
Emplaoyment London SW1H DET

Caxton Housea Eroiri

Tothill Streat Di-215 5000

LONDON SW1H 9NF Telex E311074/5 DTHQ G
Fax 01-223 2039

01 215 5624
PESARW

I September 1989

Dowe Chus

Thank you for sending me a copy of your letter to Paul Gray,
enclosing a draft of a booklet which your Secretary of State
is proposing to publish on employee involvement in Britain.

My Secretary of State hag zeen the draft and very much
welcomes this initiative. He feels that it will ba wvaluable,
both in drawing attention to the positive achievements in this
field of Government and business in the UK, and in axplaining
ocur attitude to the Commission's proposals.

Mr Ridley doss wonder, howaver, whether the wvery bhrieaf
reference, towards the foot of page 7 of the draft, to the
Commiszion's proposals in the draft >th Company Law Directive
i likely to give the Commission the opportunity to criticise
the UK for being misleading and thus deflacting the wery wvalid
points we are making. The paragraph could perhaps make it
clear that there are other optionse both in the draft 5th
Directivae and in the draft Eurcpean Company Statute for ways
of involving employses besides worker representatives on
boards .

1 am copying this letter to Paul Gray and to other recipients
of your lettar.

?’m LI Ty

S HIJ_______.

NEIL THORNTON
Privata Sacratary







_. PRIME MINISTER
EMPLOYEE THVOLVEMENT

Norman Fowler proposes to publish a booklet on employee involvement
degeribing British achievements and Government poliecy. He
anvisages doing this thEEE the EC Social Affaire Council at thea
end of October, and to give his booklet a wide ecireulation.

His office have now circulated a draft of the booklet (Flag A). It
takez the form of some qg&g;g} material, appended to which are a
number of casa studies.

Andrew Dunlep (Flag B) welcomes the idea of the bocklet and
commends the material contained in it. But he points ocut that the
drafting is rathfr woolly and wordy and makes a number of specific

comments. Perhaps most important, he recommends the introduction
e —
of an executive summary in bull peoint form.

Content for me to minute cut welcoming the idea of the booklet but
also recording Andrew Dunlop's detailed comments on 1it?

lacc

PAUL GRAY
15 September 1989

PO T TR C R S copeles
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PRIME MINISTER 14 September 1989

EMPLOYEE INVOLVEMERNT

Horman Powler has sent you a draft of a booklet he intends to

issue on employee invelvement.

The objectives of this booklet are to provide:

[a]) a gulde for British industry to best practice in this
field.

(b da means of i1nfluencing Eurcopean opinion in the debate
on the Social Charter 1n the run=up to Strasbourg.

The booklet 15 in Ewd parts:

the first part sets out the Government's general position,

the specific policies to promote voluntary employes participation
and the case against the Commisgion's dttempt to 1mpose

a4 legal straight-=jacket. {This has been written by ex-

TIMES journalist, Julian Hawvailland. )

the second part 1s a series of 26 case studies of particular
companies who are leaders in the field of employes involvement,
including IBM, HPFC and John ILewis. These studies are

written in the companies' own words. Bach of these studies

will be accompanied by suitable picturea and the logo

of the company concerned. This should enhance the attractiveness

of the presentation.

COMMENT

Overall; the booklet is an excellent idea and all the right arguments
are contained within it. But if it is to have impact; it must
grab attention when it lands on the desks of busy people, Part

One is too wordy to achieve that impact.




l'Ii'd::,.r specific suggestions aroe as follows:

g

After Norman Fowler's Foreword there should be an Executive
Summary in Bullpoint form which sets out the guts of the
Government's case and record. The Policy Unit could, parhaps;
azsist DE in drafting this,

The roles of employee share ownership and profit sharing

need to be given greater prominence. This would help to

draw out the point that the most effective way to encourage

the commitment of employees is to offer them a direct stake

in the company. These points need to head the list of practices
on page 2 of the draft, not buried away in its middle.

The Government's record on promoting profit sharing and
employee share ownership needs to be brought out in greater
detail. =.g9. the action taken in % out of the last 10 budgets
and the increase in the number of share option schemes since
1979,

The relevance of section (a) on page 4 is not immediately
obhvious. Surely it is not a general exposition on the

UK's economic performance in the last 10 years that is required.
It 13 a gspeclific reference to the contribution that the
voluntary system of employee involvement (promoted by the
Government) has made to the repaissance of the UK economy.

The reaults of the work done by the Industrial Participation
Association (see Appendix), demonstrating the correlation
between profit sharing and industrial performance, could

be usefully deployed in this section.

RECOMMENDATION

Commend Norman Fowler's booklet, and offer comments along the

lines suggested above ,

i

ANDREW DUNLOP
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Deparimient of Employment
Caxton Hoaise, Tothill Sirest, Landan SWITT 9F

. 5803
Telephoas G1-273 . T
Telex §15564 Fax 01-273 5821

Secrelary ol Stale

Paul Gray Esg
Private Secretary to the Prime Minister
10 Downing Street

LONDON 8wl |\ September 1989

a2
lear faud,
EMPTLOYEE INVOLVEMEHRT

As you may know, my BSecretary of State intends to publish a
booklet on employee involvement describing British achievements
and setting out Govermnment policy.

I encloge a draft of the booklet, on which I should be grateful
for any comments by 18 September. (I =should say that some

revision may be needed on page 4 to take account of new employment
figures.)

My OSecretary of State’'s present intention is to publish the
boocklet towards the end of October, before the meeting of the EC
Social Affairs Council on 30 October. He would intend to give the
booklet a wide circulation, especially in Europe.

I am copying this letter to the Private Secretaries to the
Chancellor of the Exchequer, the Foreign Secretary and the
Secretary of State for Trade and Industry.

YD‘-_.‘«.I 3 5 L,.n.,.:_ﬁ-_.“dj .|

(uaise

CLIVE NORRIS
Principal Private Secretary

Emphwment I:lq_'Fig;ll_h.'lll Traiaiig Agénsy
Health and Safery Foeomtive = A0CA%
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PEOPLE AND COMPANILES

Employee involvement in Britain

Foreword by Secretary of State

Employee involvement is one of the major success stories of British
industry in recent years. Many of our leading companies, and many
of our top managers, give it the highest priority. They believe
that encouraging employses to be invelved in the work of their
organisations, and committed to their success, is8 a key factor in
improving productivity and performance.

That is why the Government has asked a number of companies to
contribute the studies in this booklet, esach one bringing out some
of the special features of that particular firm's employes
involvement and participation arrangements. These studies show how

much has been achieved by the British approach.

The Government has a special role in encouraging financial
participation through the tax system. We have given incentives for
profit-sharing, employee share ownership and profit-related pay, in
a8 succession of budgetz. We have ensured that amployees have been
given the copportunity to cobtain shares in privatisaticns. We have
encouraged direct communication between employers and emplovees.

Successful employee involvement is best developed on the basis of
voluntary agreement. It depends on a spirit of co-operation, not
on legal requirements. You cannot force people by law to co-
gperate with one ancther. And it has got to be sulted to the
specific circumstances of the particular firm and its employees.
There is no master plan which meets every firm's needs. That is
why the Government has consistently opposed pressure for
legislation which would impose rigid requirements in place of

flexibility and diversity.
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I hope all those who read the booklet will be as impressed as I am

by the vigour and the variety of employee involvement as it is

practised in companies in Britain, and will be encouraged to think

about adopting scme of the practices which other firms have found
to be successful. I believe they are a very powerful demonstration

of the atrengths of the voluntary apprnach.
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The Govermment is wholly committed to the promotion and
encouragement of amployee involvement and participation as the
foundation of good business practice and therefore as an essential

element in the pursuit of prosperity and of secure esmployment.

The Government's view is shared by a large and growing number of
Eritish employers, many of whom are amcong Eurcope’'s leading
exponents of the best modern practice.

This booklet gives a picture of what British employers have
achieved, without compulsion, in the field of emploves involvement.

We invited a number of British companies to 1llustrate from their
diffarent experiences the many faces of thoroughgoing employee
involvement and participation as it is understood and practised in
Britain today. Their responses, printed below, show how well
British employers understand both the obligations and the needs of
modern business, and recognise that employee involvement is the key
to business success. They reveal the fruitfulness of the voluntary
involvement by firms of their emplovess and the value of the
developments which statutory controls would put at risk. They also
show that both the needs of employees and the proper responses to
those needs are as varied as the businesses themselves - so varied,
indeed, that they defy external prescription.

What is employee involvement?

The wisest employers regard the people they employ as their most

preciocus asset; and the most successful businesses are commonly

those which pay the closest attention to the needs of employees at
every level - to maintaining their morale, advancing their careers,
developing their skills, mobilising their energies, stimulating
their imaginations and satisfying their natural ambition to play
the fullest possible role in the success of their firm. Employeea
involvement or employee participation (the phrases are used
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interchangeably in this booklet) are the phrases most commonly used
today to embrace all the myriad daily activities, formal and
informal, which in British business are devoted to these ends.

In Britain, those organisations which strive to promote the fullest
participation of their people do 20 in many different ways.

Perhaps the only thing they all have in common is their attitude:

a genuine commitment to the interests of their employess which
alone, they believe, can earn and elicit a reciprocal commitment to

the success of the whole enterprise.

This attitude may be expressed in a number of established
practices, which include for example:

the production and communication to all employees of a
clear statement of corporate principles and objectives;

the giving of a high priority to the needa of each
individual through training and job design and by a

careful programme of human resource development;

the provision of opportunities to all employees to
influence decisions which directly affect them;

eystematic,; two-way communication;

team briefings to ensure effective upward and downward

communlication;

regular consultation through channels covering all

employees;

the use of teamwork, g in problem-sclving groups
designed to use the skills and enthusiasm of all

employees ;
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maximum devolution of responsibility;
profit=sharing;

the promotion of employee share ocwnership (including
E50Ps, employee share ownership plans);

the removal of internal barriers by the harmonisation of
all employesas’ terms and conditions of employment, 8o
that blue-collar and white-collar workers enjoy the same

status}

the provieion of career break opportunities and child
care [acilities;

the availability of attractive pension schemes;
company support for community work.

Employee involvement needs to be a total package. The message it
seeks to convey is that people matter. Every aspect of the
relationship between the firm and its employees must reinforce that
message, And nothing should contradict it.

It will be seen (and the examples given later in this bocklet
confirm) that there is an immense variety of waye in which

different organisations have decided to tackle employee involvement
and participation. These examples show, too, the depth and

strength of the British approach.
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Why does it matter?

(a) Its importance for Britain

Encouraging employee involvement must remain a national objective.
It is an important part of the Government*s drive to improve the
flexibility and efficiency of the labour market.

That drive has already had dramatic effects on the British economy.
Since 1979 the Government has implemented a wide range of policies
aimed at removing barrierse to employment and encouraging practices
which lead to greater prosperity and more jobs. As the 19808 have
progressed and these policies have become embedded, there have been
remarkable changes. The problems of the recession of the esarly
19802 ara behind us and we are now into the eighth successive year
of sustained growth averaging more than 3 per cent a vear.

Againet this background of strong and steadily increasing ocutput,
employment has flourished. In December 1928 the workforce in
employment in Great Britain stood at just under 26 million, its
highest ever level. Since March 1983, when job growth resumed
after the recession, there has been the longest and most productive
period of job creation in the post-war period. Nearly 3 million
jobs and training places have been created in under & years.
Unemployment in the UK has recently been falling fast.

An underlying cause of this economic growth has been improved

productivity. Since 1980 manufacturing productivity has grown by
over 50 per cent, an average of 5% per cent a year - faster than in
all the other major industrialised countries. Over the previous
two decades the UE was at the bottom of the productivity growth
league.

The Government believes that its step-by-step programme for the
reform of industrial relations and trade union law has made an
important contribution to these improvements. During the 1980s
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British employers and employees have wasted less energy in disputes

and devoted more to producing quality goods and services on time

and at: the right price.

A gecond and vital contribution to this success has been made by
those British firms which have led the way in promoting employes
involvement and participation. In the automotive industry, for

example, a number of firms have given the highest priority to

employee involvement and it has been crucial to the industry's
improved labour relations and improved productivity - up by more
than B0 per cent since 1980,

(b) Its importance for British business

The advantages of effective employee involvement are all-pervasive.

Among those which are cited most often by firms are:

a4 more co-operative atmosphere at the workplace leading
to greaater understanding of the business on the part of
employees and to lees industrial conflict;

increased flexibility; including better utilisation of
skills:

improved joint problem-solving, with more consistent

emphasis on quality;

increased job satisfaction leading to greater commitment
to work and reduced turnover among emploveas:

smoother introduction of major changes including the
introduction of new technology.

With greater emphasis on the quality of products and services,
induced by increasing competition, recognition by British employers
of the importance of employee involvement is growing. The changing

o B
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economic structure and new technologies mean that many unskilled
Jobs will be displaced and the mnumber of jobs demanding individual
decision-making will rise. The sort of people employers need for
those jobs will not respond to challenges if they are treated as
cogs in a machine. Increasingly, employees are demanding more say
in their work. Thay want to know how their business is doing.

They have ideas about improving its performance which they want to
contribute. They have skills and enthusiasms which need to be
harnessed and made use of. Those companies which value their
people are benafiting from their creativity, and are better able to

attract and keep the best employees.

Companies which have generated commitment to success on the part of
all their smployees are themselwves successful,; better able to meet
the needs of their customers and more adaptable to changing market
conditions. In addition to the examples in this booklet, many
impressive success stories have been reported by companies which
have found that greater attention to employee involvement increased
their prosperity and productivity. Examples were given in the
CBI's publication "People - the Cutting Edge of Competitiveness"
(November 1988).

What iz the Government's rola?

The Government is keen to do all it can to encourage the

development of employee involvement. It has a particular part to

play in promoting financial participation,through tax reliefs. One
of the most effective ways of increasing commitment is to give
employees a direct stake in the ownership and prosperity of the
business they work for. There is research evidence of an
association between financial participation and firms' commercial
success. Profit-sharing, employee share ownership - including
employee share ownership plans (ESOPs) - and prefit-related pay are
all important in this context., Tax reliefs to stimulate financial
participation have been introduced or extended in nine out of the

last ten Budgets. These cover both reliefs for employess from
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income tax on their gains from shares obtained under approved
employee share schemes, and on their profit-related pay - in both
cases up to a given level = and relief for companies from

corporation tax on their contributions towards ES0OPs.

Good pension provision can also play an important part in
motivating employees and strengthening thelr commitment to the
success of the business. The Government has made major changes to
allow employers and employees greater flexibility in pension
provision. Begides occupational pensions;, the Government has
created scope for personal pensions and for money purchase

pensions, which make it easier for employees to move from firm to
firm.

The Government alsc has an important role in promoting training.
The message of this booklet is that businesses will succeed only if
employeas know where the business is going and have the skills and
commitment to take it there. Earlier this year the Government
launched the Business Growth Training Programme to help demonstrate
the benafits of training and to encourage businesses, particularly
emaller businesses, to link their training to business objectives.
The programme makes consultancy assistance available to help
employers plan how to involve employees fully in their business,

through training and incentives and in other ways.

The Eurcpean Community's appzoach

Since the early 19705 the European Community has explored ways of
regquiring member states to conform to a uniform pattern of employee
involvement, Two draft Directives have been discussed, amended and

further discussed within the Commission and the Council. Proposals

in the so-called Fifth Directive, concerned with harmonizing
company law in the Community, have always included schemes for the
participation of workers' representatives at board level in EC
companies. The Commission has consistently maintained that wide-
ranging mandatory requirements on worker participation were

- -
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esgentlial as a matter of soclal justice as well as for the smooth
running of companies. The draft European Company Statute, which
wag published in August, incorporates similar requirements. The
Government has from the first firmly resisted these suggestions.

Over the years the propositions advanced in Europe have changed.
The current idea is to give individual countries a limited choice
between the statutory models they must impose. The Government, on
the other hand, believes in giving greater choice to individual
companies, without compulsion.

A parallel {and to some extent overlapping) set of proposals
originated with the so-called Vredeling Directive, published in
1980, which advanced ideas for statutory procedures governing the
consultation by companies of their employees and the supply of
information to them. These propogals the Government has also
rasisted.

Tha Govermnment’'s objections have always baen based as they are now
on the belief, which others share, that compulsion is not conducive
to the healthy development of wholehearted employee participation
and involvement. It should be emphasised that the Covernment has
alwaye accepted the underlying proposition - that the fullest
participatory arrangements are essential for successful businesses.

Why the compulsory approach is wrong for the UK

For a number of reasong the Government believes that the proposals
which have been put forward in the EBuropean Community for
compulesory legislation on worker participation would not be

worthwhile for workers or for thelr employers in the UK and could

on the contrary destroy what they were designed to bulld.

The Government bellieves that it is important to preserve the
freedom of firms to choose for themselves the policies and
practices that they wish to develop. HNo single blue-print can be

- B =
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suitable for every company. Forcing employee involvement into a
legal straitjacket would destroy the diversity which in Britain has

allowed a thriving, effective voluntary system to take root.

Among the graver disadvantages, im the Government's wview, are
these:

Legislation would divert firms' energies into trying to
gatisfy irrelevant new statutory requirements instead of
developing practices which suited them best. Managers do
not have unlimited resources to devote to employea
involvement,; and things which were vital would not get
done.

Compulsory co-determination, through worker
representatives on company boards or 2 regquirement to
secure the consent of an employea council, could have
sarious effects on management decision-making. The
danger of placing key decisions over employment in the
hands of boards where workers' representatives may be
able to block vital changes was vividly demonstrated by
the recently abeolished Dock Labour Scheme; which forced
up costs, demoralised management, preserved inefficient

patterns of work, diverted business to "non-scheme" ports

and destroyved the employment it was designed to protect.
Again; the Post Office experimented with worker directors
in the late 19703, but the scheme was abandoned and an

independent study concluded that it was not a success.*

Although communications and consultation with employees
are vitally important, new legal reguirements are liable
to impose inflexibility and delay. In addition to the
time needed to carry out the statutory requirements,
*Unions on the Board: E Batstone, A Ferner, M Terry.
Blackwalls 1983.
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there may be an appeal to the courts on the grounds that
consultation or communication was inadeguate or that
proper procedures ware notbt followed, The result is that
important decisions are held up and sometimes overturned,
and managers and board members are driven to chooses not
the best course but the line of least reslstance. By
contrast, the example of Japanese as well as British
companies shows that statutory requirements are not
necessary in order to develop co-operation and teamwork.

Formalizsm and legalism have often besn found to bea the
enemies of effective employee involvement which depends
on co-operation and mutual trust. A recent British
example is the privatisation of the Royal Dockyarde in
1987, where the trade unions brought a legal action in
the High Court to stop privatisation on the ground that
they had not been properly consulted as required by the
Transfer of Undertakings Requlations. The court held
that all reasonable steps to inform and consult had been
taken. The trade unions admitted frankly at the hearing
that their aim throughout had been to delay
privatisation. Mr Justice Millett said in his judgment:
"If there is a lesson to be learned from what has taken
place it is that effective consultations cannot take
place with those who do not wish to be consulted”.

~ Where mattera for consultation invelve commercially

confidential information, there is a particular need for
mutual trust and confidence. These are things which need
to develop naturally; they cannot be imposed from
outside. Nor can confidentiality be secured by statutory
provision.




6/HavilndDft

The demands of statutory machinery for consultation at
representative level can easily push direct
communications between management and employees into
second place so that middle management and supervisors
find themselves less well informed than workers”
representatives. The future lies with firms which can
find opportunities and which take the trouble to inform
all employees in a direct, open and personal way about
their business plans and performance.

Other countriesg, with different industrial relations traditions,
attach great importance to legal requirements governing worker
participation. They are right to follow the path best suited to
their conditions and their circumstances. But these traditione are
not ours. Qurs is a voluntary system and, for ues, successful
employse involvement is best developed on the baeis of voluntary
agreament. Firms in the UK must remain free to adopt whatever
forme of employee participation they like. If a company wishes to
have worker representatives on the board, it is free to do so; but

thare should be no compulsion.

It needas to be remembersed that the industrial relations tradition
of Buropean countries are very diverse. This is reflected in the
different levels of trade union membership. In Denmark, about B0
per cent of the working population are trade union members. In
France, Portugal and Spain trade union members make up less than 20
per cent cf the working population. The UE is in the middle of
this range with trade union membership of about 45 per cent. Such

diversity makes it difficult and undesirable to try to impose a

eingle pattern of industrial relations.
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Conclusion

It will remain the Government's policy

to give every encouragement to the voluntary development
of amployee involvement and participation; and

to resist new statutory requirements on worker

participation.

What is needed is to reap the benefits of employee involvement
while avoiding the disadvantages which compulsions could bring: a
legsening of management control and effectivensess, delays in the
decision-making process and possible problems over commercially
confidential information.

Freedom for companies is important to their commercial success.

The Single Buropean Market and the removal of barriers will
etimilate trade and increase prosperity, including jobs. The
Government strongly supports the changes necessary to achieve this.
But it must not be forgotten that European firms are competing in a
glebal market; against the USA, Japan and the countries in the
Pacific whose skills base now rivals Europe‘s. If the Buropean

Community imposes legal requirements which impede and delay

management decision-making, that simply makes EC firms less
competitive. The real "social dimension" of the Single Market lies
in reducing unemployment and increasing prosperity across the whole
of the Community. That demands more flexibility not more
regulation.

The Government has no doubt that it would be unwise to submit well-
run businesses, in which high morale and motivation of the
workforce already ensure high productivity, to a regulatory regime
which would encumber management without advancing the interests of
employees. Many of the ideas which are being put forward within

the European Community, by making novel demands on the time and

S
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energles of senior staff, would be bound to increase costs; delay
decisions, reduce the responsiveness of companies to changing
market conditions and so hurt shareholders and emplovees allke.

In the Govermment’s view, regulation is not the way to implant good
employment procedures. It may ensure that the formalities of
participation are observed: it can do nothing to promote the real
thing = the nead, which all good employers and managers recognise,
to deal directly with those with whom they work so that regular
consultation and involvement at all levels of a busineas bhecome

second nature.

Insofar as the European Commission's present ideas are designed to
improve both the performance of European firms and the position of
their employees, they cannot compete with the disciplines of
today's tightening labour market. Businesses are finding, and will
increasingly find, that the workers they wish to recruit or retain
aAre in a4 position to chooge. Employers who zet a proper value on
their human resources will engage the commitment of their employees
and will thrive; those who undervalue their people will fail.

The coming of 1992, by increasing the field of choice for

employees, will alse increase the pressure on employers to pay

proper attention to employee involvement and participation. Both
the opportunity and the spur will become Community-wide. Ho
statutory provision could be devised which would apply anything

like such effective and benign pressure to Europe'’'s employers.

The Government hopes this booklet will make plain that British
employers know best themselwves how their businesses should be run
and that their employees have nothing to gain from any fresh
legislative constralnts in this field. The Government believes it
must be self-defeating to offer workers new statutory rights which,
while giving them nothing tangible, would weaken the businesses on
which their prosperity rests.
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NFC: THE IMPORTANCE OF EMPLOYEE OWHNERSHIP

NFC (Mational Freight Company) employ some 26,000 people in their
transport, distribution and storage operations in the UK.

*Faor many companies employee involvement may be regarded as
desirable. For NFC it lies at the very heart of the company and is
indead the reascon for the company's existence in its current form.
NFC owas its existence to the fact that over 10,000 employees,
pensioners and their families were prepared, in February 1982, to
raise the equity capital necessary to buy the company from the
Government.

This has dictated a sense of respeonsibllity towards the employvees
as shareholders; a corresponding interest in the company's affairs,
evidenced by turnouts at annual general meetings regularly
exceeding 2,000; and a commitment to communication with employee
shareholders.

Although progress of time, and more recently flotation; have
reduced the original 82% per cent per cent level of employee and
pensioner ownership, the employes stake as owners in the business
has recently been reinforced by the mechanism, unigue to NFC, which
gives employee shareholders twice the voting power of other

ghareholders. Employee ownership has also been reinforced by the

introduction of the NFC profit-sharing scheme, unigue in its
concept and unusual in the amount of profit (up to 15 per cent)
which the company is prepared to allot to it. Part of the scheme
is in assence a savings scheme by which amployees who contract to
gave a percentage of salary, which is used to buy shares for them,

ara awarded a further issue of free shares.

The other part of the scheme provides annual distributions of
shares which, apart from a small basic element, are related to

salary and length of service.
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Managers are expected to manage and to make profits. NFC is no

less demanding in that respect than any other company. Managers

are, however, expected to take their decisions after having

involved the people reporting to them and to be prepared to explain
the reascns for the decizion once taken.

Our policy documents
contain a clear statement of the right of each individual to have a

voice in the decisions which impact on his or her working life.*




EMFLOYEE INVOLVEMENT AND FINANCIAT:, PARTICIFATION IN ICI

ICI is one of the world’'s major chemical groups with a broad and
varied range of products. ICI's headguarters and main
technological base are in the UE where the company employs 50,000

peocple.

"Emphasis is placed on employee involvement at work team lewvel
whilst, abowve that primary level, employea representatives are
involved in joint consultation at each significant level of the
organisation. At corporate level, since the 19%20s, tha ICI
Chairman and Executive Directorg have had a large meeting with
amployee representatives. These annual meetings, which take place
separately with blue and white collar employes representatives,
anable people from all locations to discuss businesgs isguas,
comment on the need for policy changes and give focus to employee
asplirations and concerns, including, where appropriate, formal
motions to the ICI Board.

Between annual meetings, various sub-committees meet with members
of the Board and senior management teo continue the consultative
process. These include permanent committees to consider business
and investment matters; issues of general concern; pensions and
catering. Specific one-off or recurring topics are frequently
referred to ad-hoc working parties. The total system, although
operating through properly agreed constitutions, nevertheless
remains flexible and capable of adaptation and change as
management, employees and Lheir trade unions together see

Nnecessary.

One product of the annual meeting with the Board in the 19508 was a
proposal from the representatives to create an "Employea Profit
Sharing Scheme". A formal system of financial participation has
existed since, which currently allows all the 50,000 employees on

UK salary terms to enjoy an annual bonus (normally 5-10 per cent of

salary) determined by a published formula of added value compared




with employee costs. The resulting bonus is distributed in the

form of ICI shares, which gives employees exactly the same rights

and benefits as other sharsholdars. In addition, since 1380, thsa

company has operated a ‘Save-As-You-Earn' share scheme.”




COMMUNICATIONS GROUPS AT MARES AND SFEHCER

Marks and Spencer employ some 60,000 pecople in the UK.

"We believe that good human relations at work are essential te the
continued development and success of our business. Communication

of the company's principles, objectives and performance has always
been part of our philesophy.

We use tried and tested methods for passing information down to
staff. Management hold regular briefing meetings, keeping staff up
to date on matters affecting their own store and on company-wide

policy changes. A wide range of material is used, including video

presentations, for communication and training.

Since the mid 1970s, a system of '‘communication groups' has been
developed to encourage problem sclving and improve upward
communication. Staff are elected as reprasentatives of each
category in a store and hold these positions for a period of two
years. One of the group is nominated as chairperson and is trained
to plan and centrol an effective meeting. The group meets every 4-
6 weeks to discuss issuves raised by staff, which range from miner

in-store gueries to wide-reaching guestions on company policy.

An agenda is prepared in advance and firstly, the group discuss and
solve all minor problems themselves., The store manager then joins
the meeting and responds to those items requiring management
comment. If the group wish to take an issue to a higher authority
they are encouraged to do so. Minutes are displayed on the notice
board with copies sent to divisional management and to the employee

communications manager in head office.

Specific topics are also passed down to the groups from head office
for comment, increasing the scope for involvement and providing the
company with staff views before the implementation of new policies.




Communication groups provide our staff with the opportunity to
contribute to the everyday running of their store, and to the wider

development of their business.”




ICL AWND THE "IRVESTIRG IN PEQOPLE" PROGRAMME

International Computers Limited (ICL) is a major operating company
within the STC Group engaged in the development, manufacture and
marketing of information systems. ICL employs 22,000 pecple in 70
countries worldwide, including 15,000 in the UK.

"ICL operates in a knowledge based industry, selling creative
golutions to solve business problems, and as such its success is

led by people first and products second. Employee involvement is

fundamental to that succesg and ICL believes this is primarily
embodied in the relaticnship created between managers and their
staff.

To support this relatienship ICL has a worldwide programme
*Investing in People' which defines the standards for the
development of pecple to be used by all ICL managers and their
staff. These are described in a handbook given to all employees
which covers objective setting, appraisal, performance improvement,

career development and training.

ICL is committed to developing its employees to the full extent
their potential. This development is maximised through regular

disgscussion with each employee in which the manager:-

= defines the objectives each employese should achieve in

order to contribute fully to the company's business (the

basis on which individual performance will be measured).

- appraisges this contribution and identifies ways to help
each employee improve their performance.

- determines the most suitahle career direction for each
employea and the specific development actions to achieve
this.
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- plans the necessary training within the £25m per annum
budget .

In these ways ICL has recognised that employee involvement and
pecople development are baslc reguirements for business success in
its industry. This philosophy is further emphasised at the
Managing Director’'s quarterly reviews of each business unit in ICL
which include a specific focus on the organisational capability
(people, structure and processes) of each individual business.
Thege reviews consolidate the contribution of the individual
managers and ensure that the needs of the ICL business are matched

with those of its employees in order to stimulate the fastest

possible growth for both."
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PROFIT-RELATED PAY AT VAN DEN BERGHS & JURGEHS LTD
Van den Berghs & Jurgens Ltd (a subsidiary of Unilever) is the UK’'s
leading manufacturer of margarine, low fat spreads and other edible

oil products. It employs 2,500 people.

"Employees are involved in the company’'s activities through various

channels. In recent years VdB&J has ensured that the twice-yearly

company council only discusses important business topics. On a
site basis, the joint works councils meet more frequently to
discuss company and local issues. Employees’ interests are looked
after by representatives of various departments and employee
groups, although the traditional links with trade unions are still
important and are fully maintained.

More recent moves towards greater smployee Involvement have
resulted from two initiatives. The total quality management (TQM)
programme calls for greater employee influence on the way that they
work. Team briefing provides employees, on a monthly basis, with
information about the company, on topics such as profit and trading
performance. These initiatives are supported by extensive
training.

A8 part of this general scheme of employee involvement and
participation, VdB&J introduced a profit-related pay scheme at the
beginning of 1988. The scheme distributes § per cent of the
trading profit to all eligible employees on a quarterly basis. The
scheme encourages employees to take a real interest in the company
trading result when it is announced at team briefing. By seeing
the direct link between company performance and their own pay,
employees are encouraged to relate their own performance to the
overall health of the business.”
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CHILD CARE ARRANGEMENTS AND MANAGEMENT OFPPORTUNITIES AT
MIDLAND BANEK

The Midland Bank Group employs 49,000 people, over half of whom are

WOIMET -

“In line with its business strategies, the Midland Bank Group has

set itself the objective of making possible more rewarding jobs for

more people, whatever they are doing, at whatever stage in their
careers. This means, amongst other things, placing a special
emphasis on the particular needs of female employees since they are
in the majority.

A comprehensive range of programmes is in place to respond to these
neads. HNotable amongst these are the workplace nurseries,
gcholarship and ‘retainer’ schemes. Thesa complementary
arrangements are aimed at easing the problems of staff (men as well
as women) who wish to return to work and pursue both a career and
family.

Each wﬁrhplaﬂe Nurgsery, or ¢reche, is managed by the bank, or in
collaboration with another major organisation whose employees share
the facilities, or by a managing agent employed for that purpese,
and offers around 35 places. All employees are eligible to
nominate a child for these places. The aim is to provide good
child-care facilities which are both affordable and convenient,
thereby overcoming the main obstacle for women returning to work
after maternity leave.

The ‘retainer’ scheme is open to career men and women and allows
for a break in service of up to five years. Staff rejein the bank
at the completion of their career break with no locss or grade or
status.
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During the career break, communication and contact is malntained
with staff and each career-break employee attends an annual one-day
updating session.

In 1989, Midland is introducing a programme of university
scholarships of up to one year for around 50 individuals. The
CAMPUS (Caresr Advancement through the Midland Programme of
University Scholarships) programme aims to increase potential for
advancement into management roles. It is hoped that the scheme

will encourage large numbers of applications from women and peopla

from minority groups as these employees are currently under-
represented in Midland's management grades."
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CO-OPERATIVE PARTNERSHIFP AT JOHN LEWIS

The John Lewis Partnership employs nearly 38,000 people in stores
thronghout the country, mainly in 22 department stores and B5
Waitrose supermarkets.

*Founded in 1864 in A small draper’s shop in Oxford Street, the
company has since 1929 been run on co-operative principles. A&All
the ordinary share capital is held in trust on behalf of those who
work inm it. It is thus one of the oldest as well as one of the
largest companies in the world with this degree of employee
involvament.

The employees receive all the profits after provieion for reserves,
non-contributory pensions and fixed dividende on a small number of
non-yoting shares held outside. The employees' share of the
profit, the Partnership Bonus, wholly additional to market pay
rates, is distributed in cash at the end of the trading year as a
percentage of pay. For 1988 this amounted to E47 million (22 per
cent of pay).

Five ocut of the 'twelve directors are elected annually by the
Partnership’s central council, the majority of whose members are

alected, in turn, by emplovees.

The Partnership’'s constitution enables its members to enjoy full
information about it, to express their views freely, to co-operate

in shaping its policies and Lo share in its rewards.

The Partnership has grown to its present size from two shops and a
membership of 2,000 in 1329. Over the past 25 years it has
remained congsistently, as 1t is currently, one of the most
profitable and competitive of the UK's large-scale retailers. An
independent study has suggested that the Partnership’s commitment
to employee involvement is a major reason for its ability to
maintain faster productivity growth than its competitors, and that
this has been combined with a very strong record on employment
growth. "
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BF - THFORMATION AND CONSULTATION

The oil business, in all its aspects, is still BP's principal
activity, although it is also engaged in a variety of other
businesses. BP employs about 30,000 people in the UK.

"BP's8 general objective is for all the companies in the Group to be
efficient and profitable whilst meeting their responsibilities in

society. In pursuing this objective we seek to attract the willlné

co-oparation of our employees.

Employee involvement takes many forms in BP so we make sure that
avaryone understands what we are doing by producing a booklet,
which is updated each year, describing the spread of arrangements
in the UK.

Each BP company exercises the widest freedom to adopt, in
coneultation with its employees, the form of involvement best
suited to its operations. Howaver, regular management/employee
discussions on work related issues provide something of a common
thread for employee involvement at the work-unit level. The kind
of issues discussed might typically include: the setting of work
ebjectives, ways of improving efficiency, the working environment,
personnel procedures, progress towards objectives, safety and

training.

We also have more formal consultative arrangements which have
developed in different ways In the operating companies. BP
Chemicals, for example, have a structure of formally constituted
committees, based on a staff representative system covering both
junior and managerial grades; while BP 0il, last year, decided to
form a committee to discuss with staff the arrangements for a new
pffice block.
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Pensions are seen as an important component of our arrangements. A
system of pensions councils provides a consultative forum at which
elected representatives and company nominated representatives can
receive, consider and raise issues which concern scheme membare.

It remains, however, a fundamental principle of the Group's

employee involvement policy that the responsibility for taking

timely and effective decisions in the best interests of the
business rests with management."
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OPEN LEARNING AT JAGUAR
Jaguar plc employs 13,000 people in the UK.
"The Jaguar Company Mission includes a commitment to employee

communications and involvement. This is spelled cut in the company
policy on communication and involvement which has as its goals:

= to ensure that all employeee understand the company's aims

and policies;

- to gain the commitment, determination and involvement of
employees in achieving company objectives;

= to continually improve attitudes and motivation.

Jaguar currently invests the equivalent of 1.5% of its sales
turnover level on employee involvement covering a variety of
activities, some of which are more formal than others e.g. Joint
Production Committees and Pensions Committees, and some of which
are more social and voluntary in nature e.g. the Jaguar Hearts and
Minds Programme. In recent years there has also been keen support
for new training initiatives within the cempany, such as Open and
Distance Learning.

Employee involvement operates at all levels within the company.
Briefing groups are held weekly covering company performance and
local topical items. More strategic matters are discussed at
Management Conferences involving all levels of management. Quality
Circles and a suggestion scheme also operate across the company and
videc programmes, a company newsletter, management bulletins and
notice boards are other well used media.

On a formal employee relations basis the company conducts an
Information Review Maesting twice esach year at which the Chairman
and key executives meet national trade union and local officials to
discuss company performance and plans and other relevant matters.

This is in addition to the formal procedures for negotiations.




T/EICompsJag

The Hearts and Minds Sporting and Social Programme commenced in
1982 with Family Evenings and an Open Day attended by up to 15,000
people. Under this programme, a great variety of activities are
administered by employee volunteers, including sporting
compaetitions, a Company Fun Run and Summer Fayre, Hill Walking,
Pantomime excursions and Bonfire Evening. These have been well
supported and enormously successful, bridging the gap between work
and play. Employees also contribute towards their own Sports and
Social Club which has extensive facilities including modern
clubhouse facilities, swimming pool, sauna, trim-gym, tennis
courts, bowling green, football and cricket facilities.

- The most exclting development, however, has been the Company Open
Learning Scheme. This was established in 1985 to provide in-
company study facilities for any employees who in their own time
wished to study for formal gqualifications, enhance skills or
broaden knowledge on a general basis. A variety of computer and
lecture based studies are available covering a range of job based
and recreational subjects. Over 3000 employees have participated,
some of whom have worked through from GCSE level to degree level.

The general conclusion is that the various invelvement activities
have gone a long way to cementing the Jaguar spirit within the
company. AsS the company moves ahead with its Total Quality
Management philosophy, the benefits of employee involvement will
bacoma increasingly apparent, the ultimate aim being to continually
improve the quality of product and service to the customers."
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MBE GROUP'S FLEXIBLE WORKING ARRANGEMENTS

The MB Group’s worldwide operations include food and beverage
packaging, speciality packaging and engineering systems, heating
and bathroom products,and cheques and business forms. The Group
employs 28,500 people in 23 countries across the world, including
16,200 in the UK.

"MB Group (formerly Metal Box) has set ltself stretching targets of
international competitiveness which require continuous improvement
te all aspects of its business. Its strategy has been based on
investment - in capacity, in technological leadership, in market
responsiveness and, cruclially, in the people working for it.

As part of that process of continuous improvement, MBE has

introduced radical reforms of working practices and bargaining

arrangements, with full involvement of employees and their trade

unions. Innovations at various factories have included:
long-term pay agreements and de-centralised bargaining;
progression towards common conditions:

cross-skilling and team-working;

- flatter grade structures with opportunities for
progression through training and re-training;

- flexible shift patterns to accommodate continuous plant

runming.

Managers are explicitly accountable for their effectivensss in
involving employees and their representatives in decisions which

affect them at the workplace. They are also expected to maintain a
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continuous dialogue with the pecple for whom they are responsible
go that the best ideas and contributions are adopted, wherever Lhey
coma from.

There is no single company-wide prescription for how to involve
employaes. Rather, there is concentration on developing methods
appropriate to the particular business or factory. Recurring
features include:

= briefing groups;

- joint task forces to justify investment needs and plan
implementation;

- flexible team-working;

- Total Quality Management, QED - "Quid Each Day" (staff
suggestion scheme)} and First in Service programmes ;

- jeint training in problem-solving and statistical process

control:

- wWidespread information-sharing on competitiveness,
performance targets and prospects in each business.

No-one is satisfied that enough has yet been done. But employee

involvement itself is subject to continuous improvement - driven by

the recognised need to build on the resourcefulness, commitment and
contribution of employees at all levels to make the Group a werld
leader in its chosen filelds."
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SAINSBURY'S PROFIT SHARING AND SHARE OWHERSHIP SCHEMES

Sainsbury’'s employ some 74,000 people in thair stores throughout
the country.

"To quote Alison Williams, aged 23, who has worked for Sainsbury’s

for some five years and became entitled to shares under the
company’s profit sharing scheme after two years with the company.,
‘Baing a shareholder makes you take more care.’ Alison’s comment
is typical: Sainsbury's managers have no doubt that profit sharing
and share ocwnership play an important part in their staff's

commitment to the business.

sainbury’s profit sharing scheme provides for the creation of a
profit fund which is determined by an objective formula related to
the company’'s profit margin. The fund is divided amongst
qualifying employees according te pay and may be taken in the form
of cash or company sharss. After the qualifying period all
employees, full-time and part-time, participate. 3Since 1380, when
profit sharing was introduced, the total number of UK employees has
risen from 37,500 to 74,000 and the percentage of participating
employees from 45 per cent to just over 50 per cent. As a
percentage of an individual’s annual pay the profit share has risen
from 4 per cent in 1980 to 10.6 per cent in 1988. Over £100
million has been paid out through the scheme, with about 45 per
cent used to subscribe for over 30 million shares (adjusted for
capitalisation issues) or approximately 2 per cent of the company’s
current issued share capital. More than 30 per cent of the
company’'s UK staff are shareholders, either directly or through the
profit sharing scheme. Put another way, about 247 per cent of the
company's shareholders (including those helding shares through the

scheme) are employees.

Sainsbury’'s is careful te distinguish between share ownership and
profit sharing. Employees have always been able to take their
profit share in the form of cash although the advantages of taking
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shares under an approved scheme have always been underlined. Board

commitment to communications is an essential ingredient: each year

the company carries out a major communications exercise with
employees about the business performance of the company. This

takes the form of company meetings and is accompanied by a video

and a special employee report on the year’'s progress.”




NISSAN - EMPLOYEE INVOLVEMENT AND CONTINUOUS IMPROVEMENT

Nissan Motor Manufacturing (UE) Limited employs some 2,500 people
at its car manufacturing plant in the UE.

"Nissan's absolute commitment to involving employees is based on
its wview that this is the only way to achieve the highest standard
of guality and productivity and, at the same time, a satisfying and

rewarding working life.

The HNissan approach begins by redngnlsiug that all staff are
individuals and all can contribute beyond their specific task.

Thus they have real responsibillity not only for the guality of
their own work but also ‘continucus improvement' - the concept
which recognises that a person doing a job knows more than anyons
how to improve it and that, by genuinely seeking contributions from

individuals and having them ‘own’® the change, all can benafit.

Emptﬂyée involvemant also means that everyone knoews what is going
en. All communication is face to face; for five minutes every day
the team simply talk together about matters affecting their group.
Rarely are there ‘corporate messages' and rarely does the grapevine
get there first. Thus people are totally involved in those matters
they can directly affect, and fully informed about those they
cannat.

Employee involvement for Nissan is not a technigque to be debated or
negotiated,; nor is it something undertaken just once a month with
elected representatives. It is simply the best way of running a
business. It is a continuous process ifnvolving all the people all
the time - and it is successiul.”
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ADAPTING TECHROLOGY TO PEOPLE - TASK FORCE AT GLAXO

Glaxo Pharmaceuticals Limited is the UK‘s largest producer of
prescription medicines and is part of the British based Glaxo
Holdings PLC. Glaxo Pharmaceuticals employs 3,500 people in the
UK.

“Glaxo Holdings PLC has expanded rapidly in the past 10 years
moving from 20th to Znd place in the Pharmaceutical World League.

A consequence of growth has been constant change. The need for
high levels of understanding and commitment on the part of staff to
this change is recognised in the manufacturing division’'s published
statement of Mission & Values which recognises the need toi

= @xploit best manufacturing practilce

- Create teams of committed, well motivated pecple at all
levels working towards shared common objectives

- Foster open Z2-way communications.

Each manufacturing site is charged with creating an open
environment, in which staff are informed, understand and have the
opportunity teo influence the developments and changes which affect
them. Experience has shown that "locally grown" initiatives
generate much greater enthusiasm than centrally imposed ones.

Amongst the many mechanisms in use for creating this environment

are quality circles, team briefing, joint consultative committees
and task forces,

The task force has been a particularly sffective means of involving
staff. This is an ad hoc group of B-10 staff representing all
grades of staff either from within a single department or across a
number of departments. It is convened for a specific purpose and
once its objective has been accomplished, it disbands. It is




chaired by an appropriate manager with authority to make decisions

in the area concerned, and membership is voluntarcy.

This method has been used extensively, and most affectively, by the
company to invelve stafif in the design of new multi-millicon pound

facilitie=, though it can be used in a variety of circumstances.

Typically, all staff within the area affected are given a

prasentation on the planned investment and the purpose of the task
force, which is to ensure that the proposed facility mesets the .
needsz of the business and the staff who will be working there.
Volunteers are then invited. Volunteers may include an existing
union or staff representative, but the zcope of the task force
axcludes consideration of matters of collective bargaining, such as
rarms of employment; and if suggestions arise for changes in work
patterns, for instance, they are progressed through established
consultative mechanisms. Training is provided in the skills of co-
operative problem-solving and the work of the group is given high
visibilitcy.

The use of task forces ensures a wide spread of involvement of
people with real contributions to make. They have served an
invaluable team building role and all staff see a very visible

output- from the efforts of the group.”




TEAM BRIEFING AT PEUGEQT TALBOT

Peugeot Talbot Motor Company Limited employs over 5,000 people in
its UK production, administration and distribution operations.

"In late 1379 John Garnett, then Director of the Industrial Society
met with Peugeot Talbot's then managing director, George Turnbull,
and his top management group to explain 'Team Briefing'. In

essenca it was simple:-

- each manager/supervisor would regularly meet his team face
te farce

- in characteristic cascade seguence

-~ giving information about the relevant performance
indicators

- identifying targets and reporting on progress and
achievemants

- and develop "points for action”

The result for employees should be a better understanding and

closer ldentification with the objectives of the organisation and

an increased commitment to their achievement.

Commitment from the top was and remains absolutely crucial.
Commitment, leadership by example and action.

An existing Management Committee became the wahicle for regqular
monthly briefing meetings at which the managing director and other
directors reviewed all the major company indicaters. Their "core
brief" was cascaded through the organisation, plcking up local
informatien an routa, until 48-72 hours later the car assembly

track was stopped, office workers left their desks and computers




and all employeas ware briefed DY and fed back thalr wviews to thair
immediate pboss. { Every manager/saparvisor Li +he briefing chain

baing thoroughly rrained in the briefing philoscphy and rechnigue) -

1t was gquite a shock to the corporate system at First. Now, Ten

years on, we at Peugeot Talbot do not regard 'Team briefing’ as a

panacea but it remains an pssential cornerstone of an integrated
communications strategy, reqularly and consistently delivering
factual information, not p:upaganda, to all our employées enabling
them to understand and becoma moIe involved in the succes3 of tha
business.

whilst we are always seeking to improve oul systems °‘Team brisfing’
has in our view been of significant assistance 1in helping the
people in peugeot Talbot Turn a £100m plus 1088 making concern less
than a decade ago into a E100m plus afit making business last

year. "




EMPLOYEE COMMUMICATIONM AT TEM

IBEM develops,; manufactures and sells a wide range of information-
handling products, employing 18,000 people in the UK.

“at the heart of IBM's employment philosophy 18 the basic belief of
respect for the individual. To reinforce this concern for every
employee, IEM has built up a framework of principles and personnel
programmes. These include the practice of full employment alllied .
with promotion from within and a4 continuing focus on education and
training, the Appraisal and Counselling programme, the merit pay
concept, open communication channele and grievance procediires.
Regpect is a joint responsibility: just as the company has
abligations to the individual, so employees have obligations to
IBEM.

IEM is committed to fostering trust and responsibility among its
people. The employee-manager relationship is seen as crucial to
maintaining respect for the individual and achieving the optimum

contribution from esach employes.

Employee career counselling and planning is embodied within an
Appraisal and Counselling Programme (A&C). It provides for an
assessment of an employee's performance against objectives, by his
manager, normally on an annual basis. An important element of the
programme is the cpportunity for a discussicn of performance, areas
for improvement and career potential. The A&C process provides
employees with reassurance, the challenge of agreed, clear targets
and the possibility of assessing new areas of experience, while

providing an opportunity for agreement on goals and role, as well

a5 a sense of common E:lu'l.'F."I':lSE.

Two-way communications underpin IBM's approach to employee
communications. The logic of having everyone in the company
understand the business objectives and the plans and strategies

that are being employed to reach them, is obvious. So, too,is the




nead to provide open channels that enable employees ta clarify
their understanding of those objectives, and te guestion those

plans and strategies.

One of IBM's ways of discovaring problems at an sarly stage is the
Speak Upl programme. It allows the individual to submit ‘a comment;
complaint or request for more information on a policy gquestion in
written form and obtain a reply from the perscn in the company bhest
gualified to answer. All guestions are handled by a co-ordinator .

who protects the writer’'s anonymity.

Opinion surveys are carried out for each major cperating unit
within a two year cycle. They give employeas the opportunity to
express views - with the security of guaranteed anonymity =- on key
aspects of working for IBM. Questions help to solicit amployee
responses to IBM's performance against the three basic beliefs of
respect for the individual, customer service and the pursuit of
excallence. Other guestions cover subjects including pay,
benefits, working conditions, health and safety, communications and
management performance. Employees are also asked how well the
company is handling change. The answers are used to construct
various indices which act as a check on the health of IBM's

employee relations.

IBM's challenge in employee relations is to keep its practice in

line with its principles. One measure of the company's success in
this respect is that its system has stocd the test of time and

change without any major revisions.'




UNIFART - A COMPANY OWNED BY ITS EMPLOYEES

Unipart employs some 4,200 people in the manufacture and sale of
antomotive parts and accessories.

"Privatisation of the Unipart Group of Companies in January 1987
took the form of a management buy-out from what used to be British
Leyland. Careful thought was given to the pollcies that would
guide the company through the future and it was decided that ;
ramongst the cocmpany's values, nothing is more fundamental than its
respect for the individual' and that "the Group will create and
maintain an environment in which individual employees may
contribute to and share in the fortunes of the business in a fair

and consistent manner’ .

It would have been possible to provide free or discounted shares to
all employees, but the management concluded that the decision had
to rest with the individual and that individuals should make a free
and informed choice whether to own a stake in their business.

The challenge was to find the most appropriate way of putting
together an interesting and balanced account of the risks and
opportunities that a shareholding stake would bring. This was done

by staging a four-hour theatrical show, in faet, putting the

‘prospectus’ to music. This unigue appreach won wide acclaim and
resulted in the majority of the Group employees applying for the
gshare offer which was twice subscribed.

Following privatisation, every single emplcyee has been lnvited to
participate in a series of two day ‘Putting People First' courses,
which concentrate exclusively on inter-relational skills. These
courses gave rise to a demand from managers and employees to learn
more about the activities of the Group and sister divisions. A

raqular video news programme a@ntitled 'Grapevine’ has Deen
g




introduced and is viewed by all employees in natural management
groupings, providing the opportunity for comment, discussion and
feedback.

Employees in the Group know that they can and do make a difference
and this is demonstrated by the financial results. At the end of
ita first full year as a private sector company, the Group
delivered an sarnings growth of 40 per cent and exceeded all its
key financial commitments. In its second full year, its key ;

financial objectives were again bettered with an earnings growth of

30 per cent, providing the company with the confidence to smbark on
its highest ever capital investment programme. "




DIRECT COMMUNICATIONS AT PIRELLI

Pirelli employ some 3,600 pecple in the UK in the manufacture and
distributicon of tyres, motor accessories, footwear and seating

suspension systems.

“If British manufacturing industry i1s to compete in the world
market-place, all involved in the business have to work for the
common good. Continuous improvement means a healthy company and a-
better quality of life for all.

There is no beiter way of communication than by word of mcuth,
directly to the people involved. The person doing it should ba the
chiaf of the function (eg the Manufacturing Director) and it must
be done on a regqular basis.

In Pirelli this started in 187%. Simply to survive, naw

investmants had to be utilised better and people had to come to

work more regularly.

In 1982, in common with much of manufacturing industry, we were in
serious financial trouble. We had to re-structure substantially
and establish a two-year savings programme in order to save the
factories from closing. By 1932 the level of education was such
that an understanding had developed and everyone believed in the
actions required. Numbers employed were successiully reduced Dy 25
per cent: the prize - our factories stayed open.

In 1989 direct comminication sesgions are still held and everyone
looks forward to them. It is vital to communicata when news 1s
good, not just when it is bad. The level of education now 18
sophisticated. We cover turnover, market shares, key customers,
productivity levels, competitive compariscons, etc. Together we
agraa both strategic and shorter-term objectives.




Since those dark days of 1582, we have achieved 60 per cent wvolume

growth; 100 per cent improvement in productivity; lead times

reduced by 70 per cent; working capital (stocks) down 40 par cent;
aexport volume has grown to 42 per cent of production.

We are now all fully committed to continuous improvement of guality
and service, We work together and the result is growing prosperity
for the company and for the individual. It is an unbeatable

combination."”




CMG COMPUTER MANAGEMENT GROUF - THE STATUS FREE COMPANY

CMG is Eurcope’s largest independent provider of management
consultancy, information technology consultancy and Dusiness
systems. It employs 300 people inm the UK.

"Since its foundation 25 years ago, CMG has evolved and developed
an unusual corporate philosophy of employee involvement and inter- .
employee relations.

Briefly stated, the CMGC philcsophy ias this:
- CMG encourages employees to be as entrepreneurial and resourceful

in their work as possible. Staff are encouraged to develop their
strengths and accept responsibility within small manageable groups,

with each unit benefiting from the total strangth of the group.

- CMG pays top salaries, provides excellent conditions and offers
maximum opportunities to attract the best people in the industry.

- Responsibility and pay are the only distinguishing features
between -directors, managers and staff. All other terms of
employment are the same. All staff receive a good salary, non-
cantributory life assurance, BUPA and Permanent Health Insurance.
CMG's non-contributory pension scheme provides substantial
benefits, including payment to surviving spouses and children, for
both male and female smployeas.

- All management appointments are from within, providing a clear
carear path for employeas.

- All information about CMG is available to all employees without
exception. There are no confidential reports, inaccessible minutaes
or clesed personnel files. In every way, open management is
practised - at CMG, no subject is taboo.




- Everyone is engaged in the decision-making process through
reqular ataff, management and policy-forming mestings. Information
flow in CMG is considered of prime importance and great stress is
placed on internal communications. Regular opinion surveys are
carried out with copinions from employees on careers, training,

mAnagement etc.

- CME is independent of any outside business Interest and is
entirely cwned by its employees. All staff are eligible to
purchase shares and over 80 per cent have cdone so. Sharas are
available once a year from the CMG 'Stock Exchange’ to employees

and their close relatives,.

CMG recognisas that no one aspect of its philosophy is unique, but
the totality is certainly very special. With no secrets and no
status symbols, CMG can genuinely be described as the 'status-free’

company. "




TEAM BRIEFIHG AT COLOROLL

Coleroll is the largest home fashicon group in the UR, producing
wallpaper, textiles, carpets and all types of tableware.

Team Briefing

*Coloroll has a very active employee involvement programme, the
first step of which is Coloroll’s excellent two-way communication
system. Every month 10,000 employees stop work for 30 minutes and.
meat in teams of 8 to 15 to receive the team brief. The purpose of
tha team brief is to disseminate only relevant information to every
amployee in the Group. There is input from the employees’
supervisors and managers at every lewvael up to, and including, the
group managing director.

The success of the system is the result of the cpen and honest

attitude of the management team and the willingness To answer
guestions, however difficult or challenging these may be. This is
made possible by a unigque system which ensures that an answer is
obtained from the most suitable person {(often the managing
director), and automatically returned te the originator within a
week. The team brief is supported by a lively group newspaper.

At team briefs people begin to ask 'How are we doing?’. Coloroll
takes this opportunity to involve them more by providing ‘How are
we doing?’ boards. These are designed by employees and give up-to-
date information on preduction, sales and gualicy.

Ideas Scheme

The ultimate aim at Colorell is for employees to galn greater job
satisfaction by involvement in the day-to-day running of the
company. To help them, an extremely successiul ideas scheme has
bean set up with an award system paying the originator 20 per cent
of the first years' savings. In the first 12 months ideas were
received from 50 per cent of employees and 17 per cent of these

ware adopted.




QUIPS (Quality Improvement Programmes )

By taking much of the mystigque out of gquality improvement Coloroll
has succeeded in setting up effective guality improvement
programmes offering an even greater degree of employee

participation.

Family Atmosphere

However, Coloroll’'s employee involvement programme goes further
than this. In an endeavour to bring a family atmosphere to the
group, Coloroll has set up a children's educational trust, with an
annual budget of £100,000 to benefit employees' children.
Furthermore, to enhance the lively atmosphere the walls everywhere
display large bright posters which wholeheartedly encourage people
to take advantage of the involvement programme., ”




ROADCHEF - THE FIRST UR EMPLOYEE SHARE OWNERSHIP PLAN

Roadchef, which employs 850 full-time staff, is the largest
privately owned company operating on motorway service areas. It is
a catering, shop, and petrol retailing business.

rpoadchef introduced its Employee Share Ownership Flan (ESOF) in
January 1987. It was claimed to be the f[irst ESOF introduced into
the UE and the first allocation of shares took place on 3 April -
1287. MNearly one-third of full-time employees are shareholders in
the ESOP.

Roadchef agreed a management buy-out in July 1383 involving 30 of
its company managers, It wanted to involve more of its workforce
in owning shares in the business and set itself the following
criteria:-

All shares would be allocated free of charge to staff.

2. All shares would be of egual standing and status as any other
sharea already in the company.

. There would be a qualifying period of service to encourage
employees to stay.

4. On leaving employment shares would be repurchased back to the
company.

The purpose was to involve staff as sharsholders with a long term

share in increased profitability and not to generate a bonus scheme

of annual cash payments.

Tha qualifying period for eligibility i= three years service by 1
January each year. All shares allocated are equally given to all

grades of staff and without regard to full or part-time work.




We found that by the use of the trust mechanism we were able to
write our own criteria and objectives toc meet our particular needs.
The emphasis was on share membership so that the staff had the
legal right to information and accountability from the dlrectors

which they were not necessarily able to claim as jJust employees.

On the introduction of the scheme the Managing Director personally

presented to all the branches the booklet which explained how the
scheme worked and wvisited each site in turn and talked to the staff
in small groups.

The most important element of the scheme was communicatiosis. The
company introduced a magazine called 'Traveller’ which explained
the Group’s performance and policy. This is issued twice a year in
December and June. Two years on from the introduction of the
scheme the company has produced a new updated booklet which the
Managing Director and Personnel Director have taken persconally to
all the branches and presented to the staff to reinforce the
objectives behind the ESCP. Seventy per cent of all employees have

attended the sessions.”




THE BODY SHOP AND COMMUNITY CARE

The Body Shop makes and sells products that cleanse, polish and
protect the skin and hair.

*ae an expanding and profitable company with 380 employeea in. our
own shops and nearly 3,000 people worldwide in our larger
franchising operation, our concern about the responsibility of
profits matches our determination to continue to make them. It is
a partnership of profits with principles. The company operates
within the environment, the community, the world. That is where

our responsibilities lie: we want to give back to society.

We do this in a variety of ways. We endeavour to develop
relationships with the non-industrial countries providing
employment and trade. We are committed to raising public awareness
on a variety of environmental issues and we onsure our practices

are as ecologically sound as possible. We are concerned with both

global and local issues, and see our immediate communities as one

focus for our activities. Of primary importance to us is our

programme of community care.

All our shops, offices and warehouses world wide are encouraged to
participate in community projects; this covers franchises as well
as The Body Shop International. These range from creating
employment opportunities, providing sensory therapy and make-up
instruction for the blind, giving time to individoals
rehabilitating from drugs; caring for hospice patients, and prison
visiting, to planting trees and participating in conservation work.
The list 15 endless ..!

Thiz work is done during office or shop hours and is entirely
voluntary. The individual workplace will establish links within

the community and respond to the specific needs of that community.




They will make a regular commitment to the respective group and may
well become involved in raising funds to help malintain that

organisation.

Fund raising is done on an on-going basis for both local groups and
for the charities The Body Shop International supports. For
example, The Body Shop raised enough money to build a complete

Boys' Town in India to house B85 boys at any given time. These boys

go to local schools and also receive agricultucal and other
training.

The cormitment to caring for the community is shared Dy all our
staff. It has been quoted as being the 'best thing about the
company'. In fact a number of our staff come to us because of our
philosophies. We believe the individual is now locking to work for
a company that values them more as an individual than as a means
for increasing profits. They want work that engages the heart as
well as the mind and body, that fosters friendships and nourishes
the earth. They want a company that contributes to the community
and is part of the community. They want not just something to

invest in but something to believe inl"




EATON - QUALITY THRCOUGH COMMUNICATION AND INVOLVEMENT
Eaton Truck Components is a major supplier of axles and gearboxes
to the world's truck manufacturers. The company has [ ] employees

in thae TE.

“The main operations of the company within the UK are located at

Aycliffe (Co Durham), Basingstoke (Hampshire) and Manchester. Each

of these plants have developed their own form of involvement but
they all share certain common factors.

All three plancs have established long term pay deals and
harmonised conditions of employment. It is felt that thie has
allowed more time to develop employee involvement positively. The
drive for gquality has become a major pre-occcupation throughout
rather than something related purely to manufacturing operations.

Communication with all employees is a continuous process through
formal systems such as team briefing, plant-wide meetings, as well
as informal aspects such as walking the job. It is intended that
all employees should have a full understanding of the business
situation.

Involvement programmes again vary from guality circles to task
teams and working parties. Typically groups are organised around
their supervisor and seek assistance from other specialists.
Targets set by these groups are largely cost reduction and gquality
improvement orientated.

Initially from its experiences with guality circles the company was
impressed by the abilirty and application that was shown by
employees. This has proved a constant encouragement to the company

in its drive for emploves involvement.

Mo neaw machinery is installed without operators being involved with
tha machine tool supplier. The supplier is made aware of the
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oparators’ requirements from the egquipment. Equally if guality

problems are being experienced with raw materials then the operator

will be involwved in discussions with the supplier aimed at bringing

about i1mprovemeants.

'No one group has a monopoly on ideas or intelligence.’
*You cannot inspect guality into the product - it has to be built

in at all stages.’

A couple of gquotes that help to express clearly the attitude change
that is being brought about.”




BULMERS* EMPLOYEE COUNCIL
Bulmers is a large drinks manufacturer employing 1,400 peopla.

"Employees have a 3 per cent stake as a result of a profit share
plan introduced in 1988. Under this =cheme up to 5 per cent of
profits are used to buy shares which are then allocated to

employvess .

One of the company's earlliest participation ideas was the
establishment of an Employee Council, an elected body with the
representatives from unions, supervisors and managers. The company
publishes a statement of company objectives which is decided in
consultation with the Employse Council.

When the cider market hit problems and over 100 redundancies were
called for, the Employea Council agreed a fair and just redundancy
pelicy. As a result only a handful of compulsory redundancies were
necesgary. Consultants were engaged to advise anyone wanting to
gat up business and the company monitored progress of those who
left to seek other employmant.

Major news items are communicated to the workforce by personal

letter from the Chief Executive which supplements othar
communication methods such as a company newspaper.

The company's annual report and half-yearly results are malled
direct to all employees as well as shareholders. An Employees’
Annual General Meeting takes place on the same day as the

Shareholders’ AGM, when a full report on the activities of the

company is given.

Bulmers have developed a close working relatlionship with their
unions and they supply directors of the profit share scheme and
trusteas of the pension fund."




EMPLOYEE SHARE OWNERSHIP AT TULLIS RUSSELL

rullis Russell is one of Europe’'s leading independent papermaking
and specialist coating groups.

"Our commitment to employee share ownership is fully part of our
corporate culture. We are a private company and see our future
prosperity and independence best served by spreading the

responsibility for our success among all our 1450 employees.

sharing in the wealth of ocur company is the ultimate incentive for

our people and the involvement of all employeas in the ownership of
the company, along with the original family owners, gives everyone

an interest in the successful implementation of the company’s

strateqgy .

A reqular employee briefing system was an important first step,
breaking down barriers and building trust between the various
levels in the company.

In our experience employee share ownership has increased the
responsibility of management to perform well. In addition, elected
trusteés of the share scheme give our employses a real say in key

decisions.

In 1986 a cash profit sharing scheme and our fledgling employee
share ownership plan was introduced. In a matter of months the
positive effects began to feed through to the business. A recent
£7m capital investment programme resulted in a product of the
highest quality well anead of schedule and below budget. Those
involved helieve that employee profit sharing and share ownership
played a significant role in this achiesvemant.

Each year some of our profits buy for our employees a bigger stake
in our business. At the same time we increase the size of our
group by re-investment and Dy acquisition. At the Tullis Russell
Group, business growth and the growth of employese share ownership
go hand in hand.”




F.I. GROUP: WORKCENTRES AND HOMEWOREING

F.I.Group PLC is a UE-based software systems company. Its 1,000-
strong workforce Dbenefit from extremely flexible working patterns.

"In the summer of 1987 the senior management decided that, as
people were both the strength and the most valuable asset of FI, it
was important to go out and discover what FI peocple thought of

their company and needed from their employers.

Specialist market researchers undertoock a thorough workforce
survey. The results of this research led to many structural
changes within the company. This was a turning point. Innocvations
since then have proved to be highly effective for both the

workforce and Fl*s clients.

The main innovation was the establishment of WORKCENTRES - regional
agffices where staff could continue to work flexible hours and would

use on-line computers, have access to technical equipment

unavailable at home and feel part of a team.

Workcentres also enable FI teams to operate and maintain clients’
information technology systems from FI premises. This releases
valuable office space for clients.

With ever-changing technolegy, training is imperative and

workcentres provide ideal sites for major training programmes.

To make them easily accessibla, the workcentres are situated near
motorway exits. A sophisticated network links them all. At the
moment there are 10 such centres with plans for another 10 in the

next five years.”
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PRIME MINISTER 6 December 1985

PEOFIT-SHARING

Ministers have been arguing for years that lower pay rises
would help to increase cmplnyme&ET‘-Eut they have rightly

rejected any form of incomes pelicy. As a result, many
commentators have accused the government of indulging in
ampty rhetoric,

One way round this problem may be to encourage more

profit-sharing. Employees might be willing to take lower
wage rises (or even lower real wages) if they gained a

substantial share of profits,

The Treasury have been examining some interesting proposals
that would make such profit-sharing attractive by increasing -

and rziggggggigg the current tax incentives. Treasury

Ministers have not yet made up their minds on the issue, but

discussions are cantinuing.
T e
We believe that the idea is uell wnrth pursuing, not only
bacause of its pm531ble EffEEth on wages. but also bacause
of its wider effects on emplayee attitudes towards wealth

creation and industrial relations.

Are you content for us to work further on this with Treasury
officiale? . , .
Pl AT e bhaena, 7l wia g0

Cagleqis w1 palr anm g o HJJ
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OLIVER LETWIHN DAVID WILLETTS
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17 May 1985

QUOTES

Mational Freight Corporation:

"1 think it's what helped make the Mational PFreight
Corporation such a unique company. You redlise that
part of this truck - it might be a very@mall part, a
nut or a bolt - it's your money. It givds you that
dittle edga. "™ Tﬁ .
"Nice to see all the Board sitting up thare on the
rostrum at the shareholders' meeting. They're only
thaera because you put them there. Hc—aqe'ﬁlge. Yau

ware the cshareholder.™

"The Naticnal Freight Corporation awakenad my interest.
- ) g, o . .

Then I bought some e in British Telecom, a big

privatisation issue. I've now got a few in Whitbreads,

ocne of our big customers,"

"Well, let's be honest ahout it. When you own a house,
you loock after it more. You not only look after vour
oWn property, you also look after the surroondings as
much as you can. Well, I mean, even out at the front
nere, we have looked after that. Once upon a time wa
had no gates going through there. Made a right mess of
1E. From one gate to another there used to bBe a
pathway. Well, now it's all green. You try and keep

it tidy."

Purchaser of British Telecom shares:

“If I go to a bank and invest my money, I get 6%, 7% or

something unexeiting., But when you can see it in the




moving up or

Stock Exchange; in the papers,
o

exciting., 1 really enjoy 1t."

Jaguar employees, asked whether they watched the
price, replies that they like watching it "geing

down, a lot of interest in it".

dawn ,

1t s
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I mat Mr Jonathan Charkham on 26 February. He was once the

Under Secretary responsible for the Public Appointments

Unit, and is now employed by the Bank running tha PRO NED

——

Non-Executive Director Register.

His close association with the senior management of British
indastry, and his study of the progress of British

anterprise, have led him to the following conclusions:

The average performance of British companies is wvery

waeak compared with their American and Far Eastern

e — ——————

rivals.
———

The troubla begins at the top: Boards are not adequate
.,___———— =

Far the task.

Too often, powerful Chiaf Exacutives surround
kEhemaeslves with weak Boards, and then pursue wrong
policies., Or weak Chief Executives surround themselves
with scarcely participating co-Directors, who fail teo

jog the business onto the paths of success.

The shareholders; thanks to the large institutional

holdings, are largely divorced from tha process of

e

—




management, exercising no control over the Board and

———
e ———

raraly using thair voting powers.

ey

--.——'-'-_-_._

Insufficient numbers of companies have strong aondit

committess astaffed with good non-execuative directors
_-__—-——
capable of investigating and bringing te account the

executive directors on the Board.

Discussion

My aexperience as an institutional investor bears out mach of

tha Charkham analysis. The institutions are full of men of

straw. BRecause they wish to pursue their own legitimate
business ends with the companies in which they are
inwvesting, they rarely stand up to the Boards or demand the

—

necegsary changes until it is too late. The only successful

axamples of institutional shareholders intervening and

changing the shape and direction of the Board have come once

tha company has hit clear and defined trouble, eq Rank

e

Organisation.
.———_h

So we do need to put some more pep back into the

shareholder's powers, and we do nead to strengthen the

position of the audit committee and of the non-executive

directors.

Jonathan Charkham's main recommendation is a short Bill

setting out a minimum percentage of Board members to be non=




executive in a company of a certain size; and laying down a
————— —

procedure for the election of these pecple which makes ' v

more dAifficult for them to be merely the place men of the

Chairman or Chiasf Executive.

the DSA, a similar arrangement operates through the rules

the New York Stock Exchange; in the UK the Stock Exchange

reluctant to go this route during a period of change, and

view of the ruffled feathers it might create.

Recommendations

The first part of the problem is to encourage genuine

shareholder democracy. To do this, we need to strengthen

our drive to wider share ownership by:
H

Giving the pension funds to their members by enforcing

in legislation the requirement that every member of a
s

pension fund should know the unit value of his holdjngs
F-__-

{calculated on a simple actuarial formula); and have

the right to gwitch his holding to some parsonal

investment vehicle approved for tax and pension

purposes, if he wishes,

o

Advertising and encouraging more share and profit-

sharing schemes, management buy-outs and so forth.




OUsing a more vigorous privatisation programme to spread

=

ownershlp of companies more widely.

.

Discussing with the Stock Exchange, in the context of
Worman Tebbit's White Paper on Financial Services, ways
of strengthening audit and non-executive functions in

British companies.

If 4 fails to consider amending company law.

Only by these means do we have a chance of breaking down

class barriers, the "them and us" mentality, and the current
——

chronic weakness of the ownersa in British public companies.

—_ —

JOHRN REDWOUD




Prf--u %‘qu.}
O e huhatid RARGEL Avialion (fidad Nyl
kﬂa;uw¥) bave tenk EE- Pracy 'tf“”tr 56 O i
9‘"’""‘(5 ha E‘*’-’Flﬂ‘ﬂll LM% 21 November 1984
MR EARCLA:mﬁ e & Dl

?-i"(-

THE INDUSTRIAL PARTICIPATION ASSOCIATION'S ATTITUDE SURVEY

ON PROFIT-SHARING AND EMPLOYEE SHAREHOLDING H
ol

The report reveals that there are betwean 500 and 600 all- e
——
employes profit-sharing schemes, with between 1.5 and 1.75 j

million participants., These schemes may be related to

profits or added value or sales.

The survey of 2,703 members of profit-sharing schemes,

spread across 12 companies, shows the following points:

86 per cent think proflt-sharing is good for the company and

e = - — — = =

for tha employeas. And 76 per cent think it means people

_—u

Fake a greater interest in the profits and financial results

of the company.

Those schemes providing deferred shares showed about halt
the members fealing more a part of the company than befaore
they became shareholders; and over BO per cent taking a
graatar interest in the company's results. 68 per cent
watched the movement in the share price, and BS par cant say
they intend to hold the shares for a loang time. 55 per cent

of those concerned said they would not worry about day-to-

day Fluctuations in the wvalue of the shares. Of the




ragtrictions imposed on the share schemes, the most
unpopular is having to wait for 7 years to get full income
tax relief, with B4 par cent of respondents disliking that

the moskt.
The survey then goes inte details of the 12 schaemas.

An Annex written by Corey Rosen - Executive Director of the
Natiocnal Cepntre for Emplovee Ownership in Arlington,
Virginia - sets out the US experience. Picking up Reagan's

remarks in 1980 that the ineguitable distribution of
o

e

ownarship created a threat to democracy and capitalismg

since Far too few people had a clear stake in the current
economic system; he goes on to examine the moves made over
thea last few years in the U5 to encourage employes—

ownership.

Dver 6,000 firms have now established plans, with Congress
hacking employea stock-ownership plans wigorously. Around 4
per cent of the total workforca are now coverad. On
maturity, the employees will end up with at least 20 per
cant of the company's shares. Around 10=15 per cent of the
plans will inveolve amployees owning the majority of the
company's stock; and the employes will come to benefit by

goma 5-15 par cent of his malary.

Studies show that in the amployee ghare-owning plan

sompanies, profits and productivity grow much faster thao in




comparable non-employee-owned companies. Management/
employee participation is following the transfer of soma

ownership.

His note concludes that "It is not far-fetched to think that

——

amployee- ownership may become as significant a part of

amployese relations by the turn of the century as anions have

bean throughout the century".

Amen to thak.

JOHN REDWOOD




PRIME MINISTER

There are three different approaches:

(1} 1introduction of new incentives for direct

holdings of equities, ep Loi Monory, Business
e ]
Expansion Schemes, share options, ete, to
e T
counter exigting bias:

elimination of EGST axizsting reliefs and creation
r———

of o new regime which encourages long term saving

out without diseriminating between different

gavings media;
———S

i compromise with some reliefs beling scaled back,

as sugpested in John Bedwood's note, in order to

finance new speclal schemes,

The way forward is for John Redwood to have discussions with
the Treasury to establish their thinking. After he has reported
back you could hold a meeting with the Chancellor. This should
be in December to be in time to influence this year's budget
prgﬂam[iunﬁ_ _,.’a_, o HH‘.{.'_.:—L-I- e

s Cowt/ oo L o bmd

Agree this aporoach?
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PRIME MINISTER

WIDER CAFPITAL OWNERSHIP

The Problem

The present system for encouraging greater wealth ownership is
largely designed to thwart the individual owning assets q&EEEt. It

I buy National Savings Certificates, 1 receive the interest tax free.
If T invest in an insurance policy savings scheme, I receive tax
relief on my premium. If 1 save for my retirement, all of the con-
tribution is tax Ifree within generous loland Hevenue rules. If 1

invegt my money under the Biusiness Expanzion Scheme, | receive full

income tax relief. [T 1 buy a house, I receive tax relief on my

interest pavments on the mortgage. II I put my money in a building

gsociety depogit,; the building society pays less tax on the interest
than if I put the money into a bank deposit account, and pays less
Corporation Tax than a bank. However, if I wish to buy a share or
povernment security for myself, 1 pget no tax relief at all. The
whole system 1z desipned to encourage the amassing of savings in

impersonal insgtitutional hands and, in the main, to penalise direct
wealth holdings, pevfiadesly of aqpikien,

This tax policy has been successful in squeezing the proportion of

nrivate shareholdings. Between 1975 and 1881, the proportion of

BTt
shares ovned by private individuals direct fell from 37.5 per cent

of the total to 28.2 per cent: In the early 1980s; more than half

of all company eguity was owned direct by individuals.

The Dangers of Institutional Ownership

The ereation of large amounts of wealth controlled by the
institutions 1s damaping:

1. The individual has no direct responsibility as a shareholder
and iIs often unaware of the companie= 1in which he i= indirectly

invested. .

The institutions are usually negligent shareholders, as they

have other buslness Interests at stake which makes them

reluctant to take company managements to task when the need

Arises.

The existence of large gquantities of tax relief if money is

channelled throuph institutional hands makes the industry




less responeive to the customer and gives it bigger profit
Bl L

margins at the public expense,

It can be argusd by our opponents that privatisation sub-
stitutes for the dead hand of the Treasury the Somnoent

- S — e T
bodlies of the institutions.

#
What can ba done about itc?

The present incentives to buy a home are important as ever wider

home ownership remains a central-g'_cr;i. But we should a"l_t:w oW
encourage a mich wider direct ownership of company ussels and EOVErn-
ment securities. To do this, we need to consider the followlng lines

of approach:

1. Removal of barriers to direct shareholding. This could be done

hff# in a similar way to the Loi Monory by giving people tax relief
on & certain amount of saving thrhugh zhareholdings each vear,

In order to avold the loss of any net tax revenue, some of the
financlal benefits poing to institutional saving could be

removad. For example, the $600 million per annum of life
assurance relief could be abolished, which is mainly used as
a savings mechaniz=m; and the sstimated £100 million of

B e TSy
removed These savinpgs could finance ao modest scheme of

!:ﬂ ‘?Fﬂﬂﬁurﬂhlf tax treatment for building societies could alsoe be

direct encouragement to equity investment.

An alternative method is to create a fiscally-neutral policy

as between gaving for retirement, saving under insurance
schemes, direct saving by the individual, and saving through
any given financial institution. The Revenue could draw up
2 package so that there was no longer any favoured treatment
either for saving for retirement or for saving through an

institutional scheme compared with direct investment. All

saving would attract the same amount of tax relief.

Pension Funds. Our drive towards personal portable pensions
opens up the possibility of direct individual ownership of

aggets sccumulated for retirement, A radical scheme of

unitising all existing pension funds would give the average

B e S, S S -

individual £11,000 immediately, along with control over future
i .. = -
eontributions. A less radical scheme would enable the

—————

el




indlvidual to cenlrol the expenditure of his own new
contributions, and would be a useful first step. As much as
£3,000 million per annum tax relief is given out for pension
funds gt the moment and is little appreciated.

Conclusion

It is recommendsd that:

We look closely at reducing or eliminating the reliefs on
= insurance and bullding society savings schemes other than those
IIIII,l'ur retirement or house purchase. This would meet some of the
Chancellor's criticism of the current tax holidavs granted

LD BAVETE.

We spend some of theextra tax revenue collected To encourige
direct shareholdings in companies. This 1is most easlly dons
by a further widening of the rules under the Busina=zs
Expansion Scheme to cover wvirtually anvy kind of company
investment. This would enable employees to buy a stake in
their own business on o more favourable basis. Share option
achemes should be chargeable to capital pains rather than
income tax. Alternatively,; we could devise a new Lol Monory

type schems, but this would be more difficult to establish.

We keep up the full pressure for personalised pen=zions as
agreed at the recent meeting.

I would like to see how the Treasury are following up the discussion
vou had with David Young and the Chancellor concerning the
restrictions on the Business Expansion Scheme snd Employee Share
Cption Scheme; and to pursue the ideas above.
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[99UFD JODNTLY BY THE DEPARTMENT OF FEMPLOYMENT AND THE DERATTTENT
ANTY TMDUETRY
November 9, 1683

GOVERNMENT SEEKS VIEWS N EC PROPOSALS ON
EMPLOYEE PARTTICTPATION AND COMPANY LAW

The Oovermment is sesking the views of industry, commercs, the

profesaions and Srade unicns on Furopean Commission proposale on employee

1 ‘-I-— — ]
participation and compargy law harmonisatiodl’ Ina consilbative Jocument

published today.

The consultative document containe the Buropean Commission's revised
proposals on the draft Directive on Procedures for Informing and Consulting
Erployees = the draft "Wredeling' Directive - and the draft Fifth Directive
ot the Hemonisation of Company Leaw. Tt is published jeintly by the

ettt of Fmployment and the Department of Trade and Industry.

The revised proposals were published this sumer by the Buropean

Commission ard exapination of them has now begun in Brusscls by offlecisls
i

from Member States. =21

_f-

mdustry =nd comerce In the Urdted Kingdom have expressed much COncertl

ghout the proposals for prescriptive legislstion on employee participation
the propassls in the draft Fifth Direct ive on the board structure

limited companies. Although the Departments of BEmployment ard
Industry are already well aware of these amxleties, the usual
L1or procesures are being wndertalen in order to ensure that the

K interests gre Mlly represented during fortheoming negotiations.

Comments are sought by the end of Felpuary 1984, Copies of the
consultative dooument are svallable on reguest Lo any lrelividuals cor

g who recuire them,




Commenting on the draft Directives todzy, the Employment Secretary,
Mr Tom ¥ing said:

"It if difficult to see how legizlstion thet imposes the rigid set of
procedqures 8et out In the draft Wredeling' and Fifth Directives contributes
to the ereatlion of & "comion market' of poods snd services. Instead of
gtrengthening trade 1irks between Member States these Directives look 1ikely

to reduce the campetitiveness of Industry in the Community.

"The Goverrment weloomes moves to promote the involvement of employees
in the enterprises for which they work, but it believes thet the main

initistive is bea molovers and |'T'1['.l-|".l__-."|: ga, who ere in the best

articular circumstences. Europesn
would be cumberaome, would lncrease costs for
enployers and would harm industrial relatione by dismupting the many flexible
ard effective errangements which have evolved in the UK voluntardly,

"That is not the only risk in these proposals, The draft '"Vredeling'
Directive in particular has not only arcused much concermn from biusiness
interests within the UK ard other Member States but aleo from those outeide
the Commumity, especially in the [BA ard Japan. The Coverrment believes
that 3if these proposals were to became law they could discoursge investment
in the Comunity. There are, in any case, already OBCD ard 110 voluntary
pidelines on informirg and consultling employess and the Commission hes

produced 1o evidence that these are not worldng satisfactorily.

"I am very dubdcus of bthe value in the Furcpean Community issuing

Directives widch conflict with well established and perfectly legitimete

differences in indostrial relations palicy and practice betwesn Member States.

Fire

ere 16 evidence of significart growth dn recent years of employee

irvolvement under the voluntary approsch preferred in the UK, and the Comission

nas not even attenpted to show why this approach should new be discarded.”

ES TO ZDTTORS
Loples of' Che consultative doconent can be obtained from and comments
to: Stephen Walker, Department of Fmployment, (TEA%Z) . RFm 380,

santon House , Tothill Strest, London SWIH @1F, telephone 01=213% 3015/6845
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BACKEGROUND NOTES

THE REVISED DRAFT DIRECTIVE ON PROCEDURES FOR INFORMING AND CONSULTING
EMFLOYEES

! The EC Commission i{ssued a revised text of the draft "Vredeling™
Directive in July 1983 following consideration of the Ffirst draft of che
Directive (published in October 1980) by the Economic and Social Committee and

the European Parliament.

2s The reviesed proposal, like the first, would, if implemented, require
head offices of larger companies Cincluding multinationale) and other
employers to inform and consult emplovees 1in snbsidiaries or geparate

establishments through local management.

MAIN FEATURES OF THE COMMISSION'S REVISED PROPOSALS

1. The new proposals wonld apply to organisations emploving 1,000 or more
wortkers within the EC. Employees’ representatives would have to be Elven,
once A Year, substantisl general information oo the group as a whole and
specific Information on their owm subgidiary or establishment, although
certain business secrets ecould be withheld. Employees’ repregentatives would
be able te approach head office direct in writing should local management fril

to commonicate thiaz informarion.

i, Management would slsa have to Inform employees' representatives before
decisions lfahle to have “serious consegquences™ for employees' Intereste were
taken and consult them 30 days bafore these decisions were Implemented. Whera
businers secrets were withhald, the Directive would require that consulcation
Bhould sEill take oplace. If management did not fulfil the consultarion
requirements, employees' representatives could appeal to a tribunal or other
compatent national authority to coape]l them to do se. This authority could
alss fmposa penalties on management for failure to comply with both the
information and consultatien provisfons: and would he empowered to serkle

digputes over the secrecy provisions,




5. The appointment of employees' representatives would be left to the laws
or practice of member states (previous M legislation in this field provides
that representatives should ba Ehe tepresentatives of [ndependent recognised

trade unione). A new feature of the lateat draft of the Directive is a

provision that membar states might alse allow emplavers to inform and consult

their employees direcely.

GCOVERNMENT POLICY

f. Although firmly cosmitted to the principle of emplovee involvement, the
Covernment believes it is best introduced voluntarily in the UK and sees na
need for EC legislation in this field. Tt therefore continues to have strong
oblections of principle te the Commission's revised text of the Mrective. 1In
addition to the inappropriateness of Community legislation en employee
Information and consultatien, however, rthe draft "Tredeling' Directive raises
important {ssues of extra<territoriality (both between member mtates and as
regards third countries). Moreover, many of the definitions and substantive

provisions of the draft Directive appear at present to be faultily drafeed.

NEGOTIATIONS

7. The revised proposal has been referred to a working group of officials
from capitals and the Commission within ths Framework of the Council of

Ministers. Farly resolution of the complex {gsues involved is naot expacted,

THE REVISED DRAFT FIFTH DIRECTIVE ON COMPANY LAW HARMONISATION

B The Ffiret text of the draft Pifth DMrective on rhe Harmonisation of

Company Law was {ssued by the Commission in 1972,

M It proposed board level repressntation for the employees of public
lpited companies (PLCs) with aver 500 emplovees by means of worker directors
on the upper or supervigory tlsr of a German-style two-tier board, as well as
putting forward wide ranging changes in respect of more traditional COMpany

law matters, Following consideration of the original proposals by the




Economic and Social Committee and the European Parliament, the Commission

1sssed a revised text af the MHrective In August 1983,

10. The Commission's revised text would require employee participation
provisions in PLCs which alone or with subsidiaries employed 1,000 persons or
more, although the participation of the employees of subsidiaries in a group
gchema would mot be compulsory. Mo participation would be required where the

majority of a PLC'e employees oppose 1it.

1. The methods of employee parcicipation provided for in the raviged
proposal from which a cholce would have to he made Bre: worker directorse
(either elected or co-opted on to the supervisory hoard of a PLC with a two-
tier board structure, or elected as “non-executive™ directors of PLCs with a
one—tier hoard structure = which the new text would permit) ) a works councfl:
er a system established by collective agresmont. Except where worker

directors were co-opted on to a supervisory board, all emploveas’

representatives (including those participating in & system established by

collective agreement) would be elected by proportional representation through

a secret ballot of all smplovees.

12 The alternative participation systems are intendad to ha equivalent inm
effect. worker directors would have rights to the same information as
supplied ro other mseabiérs of the supsrvisory board (or other non—execurfve
members of the oae=tier board, as the case may be), as would the
representatives of employ=es in other methods of participation. This would
fnclude the rights to receive a written repoert on the PLE's affairs every
thres months and the Araft annuzl acecounts and report, and to request special
reports and undertake investigatieons where necessary. In addition employees®
representatives under the works council or collective agreement option would
have to be consulted on maler dectsions szuch as the closure, transfer or

extension of the activities of the PLC.

13, There would be an overlap between the draft "VYredeling™ and Fifch

Directives because certain PLCs would have to comply with both of them.




COMPANY LAW

14. The draft Dircetive also represents a substantial proposal in company
law terms. Irrespective of board structure {(one— or two-tier) all PLCs would
be required, contrary to law and practice in the ¥, to distinguish berween
those directors who manage and those who supervise the managera. For example,

on the one-tier board which {s universal in the UK, so—called "non-executive™

directors would supervise the activities of the executive directors.

15 In addition, those member states which do oot provide for two-tier board

wonld be required to make them available: The draft Directive also contains

50 other articles dealing with the harmonisation of meaber states' laws on
directors® duties and their enforcement, the conduct and powers of the general
meeting, and the functions and liability of auditors, most of which would

require changes o the law in the K.

GOVERNMENT POLICY

1&. The GCovernment helds the same fundamental reservations of principle to
the employee participation provisions of the draft Fifch Directive as 1t does

to those of the draft "Vreedeling™ DMrective. The Government algo objects to

the wary lengthy and detailed nature of the purely company law praposals which

do not appear dealipned to improve the afficiency and competitiveness of LUK =

or BEuropean — industry.

HEGOTIATIONS

17. Consideration of the reviged proposal, by a working group of officials
from capitals and the Commission within the framswork of the Council of

Ministers, has just begun and is expected te last several years.
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EMPLOYEE INVOLVEMENT

I hope you will be interested to see the enclosed survey
on emplovee involvement which we are publishing today.

e

This is an area where 1, personally, feel British
management still has much to achieve, and I very much
hope that this publication will help to aleri everyona
both toe the potential of employee involvement and the
size of the tasks still to be done.

The Bt Hon Margaret Thatcher MP
Prime Minister

10 Downing Street

London 5wl
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Foreword

CBI President, Sir Raymond Pennock

The promotion of employee involvement has long
been a priovity tor the CHIL and for me persorally,
Taday it is more vital than ever that eompanies
onsure that their employees really are involved in
-ﬂEElElD::-mH.I-E'.]ﬁ.{. (herwise, rmany of the lessons
of economic reality, painfully learnt through and
during recesston, could be lost in the future by
short-sighted actions and industrial conflict,

lmployes involvement is not an objective in
iteelf; it is about getting results through people.
about earning the trust and understanding of
emplovees, sbout greater efficiency. These lasks
require @ great deal of commitment from the top,
and that means more than words - it means
personal comviction, time and money. We
launched this extensive survey to try to find ot
what was actually happening about emploves
imvelvement within companies, and whether i
was working.

The results are EREUTIEING bBul not
aatisfactory. We need o redaihle our efforts in all
our husinesses to reviow and develop our policies;
and the survey will convinee doubters of the
potential benefils and the enthusiasm which
mapnagers have for involvement.

Given the debate about policy in thisarea, |
should stress that the main rele of this repert is to
set oul the answers to the questions we asked zo
that compunies can relate this information 1o
their own experience and practice. We have
generally avoided drawing conclusions or
suggesting interpretations in the texi, but at the
end of the report we have tried to draw topether
some of iks implications.

Finallw, | would like to thank Unilever Lid for
undertaxing the data processing of the surviy
resultain an efficient and speedy manner which
subatantially contribuled to the sucoess of the
project,




I: Background to the survey

A number of trends have helped to foster the
increasing involvement of emplovees in their
companies’ decisions;

* bkmplovees increasingly gee consultation and
communication — a say in their companies’
decisiong — as reflecting wider social
AEpiTAtions, progress towards & better quality
af life.

Company managers increasingly recognise

that better employee invalvement can bring

substantial material benefits for their own
companies and, in & broader sense, for the

CoUntry's economy as & whole.

The growth of trades unions means that woday

eollective bargaining is the main way of

determining emplovess' pay and conditions

-F-II"II'[. N SOEmee El:l-m!:lEl'l'li-t-.'-L other igsues os weall,

It is ineccapable that the “them and us" thems
hag advorsely affected British companies and the
British economy. Generalising, emplovees have
been too obstinate in accepling the need for
change while management has been too secretive

The CEI's overriding priority is the
I mprl.'u'l'ement af our 1_'4.:|_|:|:|||m'i|;' perfu:.rmam:n B0 s
to bring ahout progperity and more joba. And we
believe that the prosperous companies of the
future will rely heavily on co-operation, trust,
understanding and respect between all manapers
and employees.

However, this ideal state of affairs, and the
lundamental changes in athitude needed 1o
achieve it, can only come through voluntary
developments. Our failings up to now have
reflected the general attitudes and behavioor
within our society. It is naive to think that any
iaw iz capable on its own of improving human
relationships and sttitudes within companies. No
law, however cleverly composed, ean take
adequate account of each company's unigue
eircumstances or change these attitudes without
the full backing of those affected, We believe legal
intarvention would probably hamper improved

relationships and damage company performance,

The CBI decided to undertake this survey to
find out how voeluntary development waa
progressing, its failings and successes. We holiewy
that unless Britieh busines: can adapt itselfof jte
own [ree will then, whatever the shorteomings of
legislation, the reet of society will attempt to
bring about change through the law,

I1: How the survey was undertaken
British business and industry has a unique
organisution and history. Tt has developed over a
longer peeriod than its equivalents elsewhere and
apgainst a background of the rise and full of 5
great empire; il has not faced - as some other
sountries have — the need for total n']:uu]]d]:ng a5 8
reault of war; it sustaing an economy more
dependent on international trade than any ather.
Ornie result is that, compared with its main rivals,
British business is more concentrated: our large
compsinies produce 8 high proporiion of our total
sutput.

Thiza iz ned the same as concenlration of
decision-making and central diroction of
diy-lo-day affairs or even important matters of
policy. The ways companies have developed -
through mergers, take-overs and subsidiaries,
new products, markets ond technologies — mean
that no two companies are the same. Each is
congtantly developing srrangements which best
suit its needs and history. This variety makes it
difficult for any survey te fix on & common basis
from which to draw comparisons and conclugions.

In previeus detniled CBL surveys®, we have
used either o rundom selection of estublishments
with a commaon questionnaire oF & more detailed
approach involving guestionnaires tailored to
each type of company selected from o broad,
crosa-represeptation. We adopted a third
approach for this survey because of the need for a
comron gquestisnnaire which could be answered
at any level within o company in any business
sector, because of the importance of having ns
large & coverage ol employees as possible and
becaunse of the: relative emphasis in public debate
grven to the role of large employers. For these
reasons:

® Wesolected the 836 largest subseribers to the
CBI iexcluding employer organisationa and
nationalised indusiries),

® They were chosen on the basis of subscription
levela because these are an approximate guide

L the number of emplovess
o For balance, 211 smaller independent

companies (with between 50-500 emplovees)

wore selected by the 13 CBI Regional Offices,
each region's quota roughly reflecting the lovel
of private sector employment. in thal region,

Thie survey was based on two questionnaires:

The first, o short one, was sent o the “Chief

Exceutive” and designed to establish his

commitment to, and views on, invalvement,

This second, more snbstantial, was designed to

digcover actual invelvement practice and was

to be completed by the most senior manager of
an individuel operating unit, It was left to each
purticipant to decide the appropriate level at
which each queationnaire chould be completed
but it was suggeated that for manufacturing
campanied, the most appropriate level would
be generally at an establishment while the
appropriate level for nun-manufacturing might
be higher - division, area or even for the
company as a whalo,

The 500 largest companies were sent one Chief
Executive questionnaire and three operating unit
ones; the pext 180 received one Chisf Exsculive
gquestionnaine und lwo operating unit ones: the
mext 109, one Chief Executive and one operating
unit, and the remaining 278, including all the
regional selection, received only ane operating
unit questionnaire, Al 1,047 companies were free
to-ask for additonal questionnaires. A furthor 14
Chief Execulive and 62 operating unit
guestionnaires were sent out in answer to such
requasta. (Jucstionnaires were sent out so s to
avoid wastage or the possibility of annoying
potential participants and thus affecting the
rEIpNSe rate.

During the survey, the telephone enguiries and
accompanying letters and comments with the
returned questionnaires showed how thoreughly
those companies choosing to participale
* Pay dalermanaiian siesciins (& mmd sfsctnning inaearty, CT, to be

piibdislned. Eroedryee Relutane Poticy and Dhesion Modizg, Coawer
Press. bo be publmbed




undertook their tasks. Conaiderable thought
wint into the salection of operating units,
including the requests fior additional
questicnnaires, in arder to give a fair
representation of the company’s praclices. Senior
managere within operating units olten consulied
ench other on the response to guestions,
particularly those requiring a subjective
assessment or an expreszion of opinion. This was
done to ensure an accurate reflection of the views
of the management team rather than of one
individual.

All the questionnaires were aent to the Chief
Executive himeelf and were completed and
returned between May 15 and July 20 1981,

[1l: The participants

413 eompanies employing 3,154,405 employees
participaied in the sarvey. These compamies
returned 280 Chicf Exccutive guestionnaire: (an
additional 19 were returned after Lhe closi ng
dated. A few participants decided that theiy
operations were so deceniralised that it would be
inapproprigte for them to complete the
questionmaing; othera did complete it while
stressing that parts of it were not really relevant
to their particular organisational structure; and o
armall number rr.l.'tlJ.-t-'.-‘l-1E|J. atditinnal
questionnaires because they operated in effect
with more than ope Chief Execative, Smaller
companies, as stated before, did not receive a
Chief Execulive questionnaire

616 ‘pperating unit’ guestionnaires wene
returned (gn additional 67 came in after the
-|'t|l.'rﬁi]]|.1' date amd their resul s were r||1'|.|:|u.e|_:,']_'.'
tabulated and found to be consiztent with thi
mgin bulk of the |.'||11,'.-:l;'||:|111.:|i1'-q:=_~:l l:’_'.-'.l-rn':_'u_miuﬁ
completed m varving number of guestionnaires
with the majority returning two or three, The
Questionnoires were completed at a variety of
luvels within the participating companies
depending on where employee involvement
prociice woz cenbred, Mony were in respect of 8
single establishment or gite but an equal nomber
were completed for multi-establishment
groupings such as divisions, areas and
pecusionally companies as 8 whole, [fis importan:
to remember, therefore, that the replies do not
vorrespond lo etther pstnblishments or enterprises
bl do eomperiies” own definitions of relevant
npwerling mnits.

Breakdown by size
The operating unit guestionnaires broken down
by size were

Number  Average
!'.:.".'I‘_,!?I!IJ_!.'I?‘F'.‘{ of wnity el siee
Lizas than 250 184 135
251500 15l 369
BOT—1 D 118 T34
More than 1,000 162 4,150

The majority of the units with less than 250
employvees were part of a larger organisation and
it is incorrect, therefore, fo breat this group as
entirely reprezenting ‘smaller firms', However, 64
gquestionnaires were returned from smaller,
independent companies and the bulk of these had
lesz than 2560 emplovees with the remainder
having less than 300,

Bectoral breakdown

Hi—eﬁ]]u!idfh t3 were ashed to Ligt their manm
products ar services and these were then
clasaified into sectors by reference to the sfficial
Standard Industrial Classification. Thes seclors
themselves are aggregates of the standard
industry breakdown because given the number of
respondents and the subject under study it was
judged best to seek only broad differentiation of
products or services,

Nuymbwer  Average
Sector of units  wnif size
Food and Divaink T =512
Chemicala & Petroleum

Produets . 1,348
Mechanical Enginecring &

Metal Producis : 1.534
Electrical Enginesring G
Textiles and Footwear 1.606
Bricks and Timber TT6
Paper and Printing . Qi
Construction A 1,250
Retailing, Thstribution &

Lazisurs ; & 539
Banking, Insurance amd

Finamee a4 205840




[t iz an indication of the consistency with which
compantes determine ‘units’ for employes
invalvement that only & few had activities which
fell into more than one sector, In these cases the
predominant activity determined the final
elaasification

Caollective bargaining

R peer cent of the respondents recogmised trade
unions for collective bargaining purposes. This is
higher than expected from the results of other
surveya, (ie around T per cent in manufacturing)
and reflects the fact that the selection of the
sample meant that the survey was geared to large
|_'r|mp.1'|‘|i-|'-e~: which tend to b more heavily
unjonised.

Representativencss of participants and
accuracy of results
The respondents to the survey can in no way be
termed a ‘representative sample’ because their
initial sslection was higaed towards larpe CBL
members and there was considerable discretion
on their behalf as o whether they replied and
what units they replied for. Nevertheless, we
balieve that the results of the survey are valuahle
and are a regsonably accurate reflection of actual
policy and practice in private business (although
with an empheasis on what happens in larger
organisations). There are two main reasons for
believing this.
® Firstly, the size of the sample is relatively
large with participating companies employing
around 25 per cent of those in private business
emplovment in the relevant sectors. This
proporiion rises sharply as one excludes
employment in smaller irms, orinstance
below 20 or below 540
EL‘E‘DI‘I.I:”}'. the i ru;]irl.k;:: are eonsistent with the
ris s of other survevs. For instance, the 62
per cent of CBI's regpondents having a Works
Council or other representative commities
compares with 63 per cent of organisations

with more than 2000 emplovess having the
same as revealed inoa survay of employees in
employment carried out by Opinion Research
and Communication, Although there are
critical differences between the two surveys’
methodologies thie illustrates the
compatability of their findings.

IV: Involvement policy and

methods

The first parts ol both guestivnoaires dealt with
involvement policy. The main guestionnaire for
operating units stressed that ifthe anit had
different policies for different groups within it
then the guestions should be answered in respect
of the larpest group. [t was also pointed out that
the word ‘establishment’ would be used
throughout the questionmaire although we
recognised that in many cases the unit would be
larger than a single establishment.

Chief Executive activity

Chief Executives were asked which of the
following activities they undertook personally,
Table 1 sets out their responses,

Table 1: Chief Executive activities
¥Yer No

Uhair a Company Cournet] of

management and employes

representatives B
Regularly address groups of

emplovees or their

representatives 617 29%
Take part in video or ather

presentations to explain vour

company s position io employess 54%  46%

The magarity {60 per cent) of Chief Executives
also gay that they spend less than 10 per cenl iaf
their tirne specifically on emploves involvement,
although 36 pear cent do spend betwesen 10 and 25
per cent of their time on this i2swe, Some gay that
it 15 extremely difficuli to distinguizh between
normal management activity and involvement.
Oihers remars that they want o EE."'.'I'II:I miore time
gn the subject but are unable to because of the
eonstraints of other buginesa demands. Seventy
per cent report that & member of the board (or s
senier manager: is specifically accountable for

involvement policy and practice within their
COMpPAnY.

Methods of involvement

Crperating units were asked which methods they
used for implementing invelvement policy and
their answers are summarised in Table 2.

Tahle 2;: Involvemeni methods
FProportion of units with:
Face-to-face meetings between emplovess

and the most senior manager B9%
Works council or other joint consultative

committes G2%
Formal agreaement {or written policy}

governing information and consultation  32%
Lesa formal arrangement giving employess

the right to regular informetion and

consuliation T
Company newspaper or house journal sent

Ler gl emiployees BT %
A special employee report on company

regults 62 %
Uize of brisfing proups 5o
Any form of financial participation b&%a

The number of units reporting foce-to-face
migetings between the most genior manager and
employess iz probably higher than many would
have expected bul it includes more than just 5
formal gathering of all employees and an address
from the senior manager. Often where a
gquestionnoire was completed for, say, a division,
this question was answered in respect of the
genior managers ot establishments within the
divigion rather than in respect of the seninr
manuger for the division as 8 whole. Thirty-six
per cent of units say that face-to-face meetings
toke place every month, 33 per cent say every 2-3
months, 1B per cent every 4—6 monthe and 9 per
cent every 12 months, Some say that they take
place as needed and therefore the frequency
varied, while others indicate more than one




category, suggesting regular meetings with
different formats.

f those |1E.'|.'i'r'|..|{ a Works Counel e, 95 pir
eent give representatives time and facilities to
repart back to their constituents and gather their
views, In some cases units eay that they have
both a formal sgreement and an informal
wrrungement poverning information and
consultation, so while the overwhelming majority
have gither one or the sther there are o few
responges which say they have neither. This
wiould not b clear from adding up the answers 1o
each.

The majerity (55 per cent) of those having o
company nowspaper send it to their emplovees
every 2-3 monthe; 25 per cent send it every
manth or more frequently and 19 per cant send it
less frequently than every three months, As one
would expect, the vast majority (T8 por cent) of
units having a special emploves report publish ik
annually with 15 per cent doing so half-vearly
and & per cent quarterly.

Seventy per cent having briefing groupa say
that generally speaking all their employees are
invelved and the overwhelming majority (97 per
cent! say that chey work reasonahly well,

Financial participation
Table 3 sete sut the responses of these units
having financial participation in various formes.

Table 3: Forms of financial participation
.F'mp.:ln'in:m af wnils with seme form of finaneia!
porticipation hauing:
Emploves shareholding approved onder

1978 and 1880 Finance Acts 33"
E|r|_|_|-|q;-_1.':_1|: .‘-ch.::l'Ehﬂ!d.i.nH' lother) 4%
Annual profit sharing 26"
Employes bonus schemes 63"
Employee savings trust 4%
mhl""l' B

The percentages add up to more than 100

hecause some report that they operate more than
one form of participation: This is particularly so
amongat the unita reporting employee
shareholding under the recent Finanee Acts as
they hve sometimes had another scheme already
in aparation

Recent change

The main questionnaire ulso asked when the
main methods of invelvement had been
introduced. Table 4 sets out answers from those
units having each of the items:

Table 4: Introduction of invelvemeni
methods by those having them
Lesa Weore
than 3 thin 5
NEArE g0 VORP (o
Works Council or joint
consultative commities 17% B35
Formal agresment (or
written policy ) governing
communication and
eonaultation 23% 765
Company newspaperhouse
journal 195 Bl1%
Bpecial emnmploves report 2B T2%,
Bricfing groups 38% B1%
Any form of financial
participation 6 B2

[t iz elear that ‘briefing groups” and 'financial
participation’ sre the two moat extenaive recent
developments but even the pace of change here is
relatively slow, This is especially apparent when
those introducing new methods are shown as a
pn:lp-l:ll'liﬂ'l"l. of all units,

Around a fifth of operating units have,
therefore, introduced briefing groups or some
formy of financial participation (in some cases
additional to an existing one! within the last
three years; and nearly a fifth have introduced an
emplayee report in that time.

Table 5: Recent introduction of invelvement
methods by all units
Legza bhan
3 vears ago
Works council or joint consuliatbive
commitiess 10%
Farmal agreement (or wrillen pu;,ll_i_l;:,'l
governing information and consultation T
Company newapaper/houwse journol L3%
Special emploves report 17%
Brisfing groups 1%
Any form of financial participation 21%

Variations by size and sectors

The only significant variation which we found in
involvement methods necording to unit size was,
as one would perhaps have expected, that in
Works Couneils.

Tahle 6: Works Councils etc by unit size
Proportion of units having & Works Council ele
Less than 250 ¢mplovess 0%
ZA0=-500 ermplovees Bl %
S01=1000 employess T
More than 1000 employees Ta%

It ia worth repesting that the bulk of the
srmallest unit category consists of parts of larger
organisations ruther than independent
companies. The lower incidence of Works
Councils would. therefore, indicate a relationship
primarily with the size of the unit rather than
any aspect of its ownership or control.

There are also significant differences in the
incidence of Works Councils by sector as Table 7
illustrates,

There i3 a congistent relationship between the
size of a unitand the incidence of Works Councils
and chapter [I showed that each sector hasa
variation in average unit size, The table therefore
needs to be adjusted to take account of these
variations in order bo give a8 more accurate
sectoral comparison. Om this basis Food and

Table 7; Works Councils ete. by sector
Proportion of units within each sector having a
Warks Council el

Food and Drink BO%,
Chemicals ete TR,
Mechanical Engineering B4 %
Electrical Enginecring 52%%
Textiles et d4%
Bricks ete B4 %
Paper et B2,
Construction RO,
Hetail and Distribution H6%s
Banking, Insuranee and Finance 49,

Drink, Chemicals, Bricks etc and Paper ete, all
have a higher incidence of Works Councils than
the average; and Textiles, Retailing and
Distribution and Bunking and Insurance are
below average.

Another significant variation between sectors
i the number of units having some form of
finpneial participation.

Table 8;: Financial participation by secior
Proportion of wnits within each sector having
findancial parficipation

Food and Drink

Chemicals st

Mechanical Enginesring

Electrical Engineering

Textiles ete

Bricks ate

FPaperete

Construction

Retat]l and Distribution

Banking, Insurance and Finance

There wre no significant variations in the
ingidence of financial participation by unit size so
no adjustments to the table are needed. Banking
and Insurance, therefore, is well above the
average lovel of units having financial
participation followed by Food and Drink, Dricks
and Construction. Textilez and Mechanical




Engineering are the sectors furthest below the
average level.

Information on performanees

Another gquestion on invalvement policy was
whether information was given to employees on
the perivrmance of the establishment (or
comnpany, a5 a whole), The overwhelming
majority {33 per cent) of respondents say that it is
and Table 9 sets oul how it 1= given

Table 8: Ways of providing information on
performance

Proportion of units giving infarmalion geing cach
of the following

For the whole establishment:

* By face-to-face communication

* By written communication

Al departmental level:

#* By [ace-to-face communication Tany
# By written communication 3%

The closeness of the two results for face-to-face
communication probably indicates that
information is passed on down the management
line’ g0 that each department receives
information about the unit as the whole, The
glightly higher figure for information given for
the *while establishment’ E.l.l'utr.a.lﬂ'_-.' itsdicabes the
aecurence of mestings larger than at
departmental level. Written information is
concentrated at "eatablishment’ level probably
reflecting the use of a houze paper with the
relatively infrequent incidence of written
information at departmental leve! sither
supplemanting this or replacing it in cases where
certain categories of employees do not receive the
general publicaticn,

The Table 10 below shows that variations in
waya of communicating information on
performance aocording to unit size,

Table 10: Ways of communicating
information by unit size
Proportion of iy in

each SL2¢ FaRge SN [ouy

eacly of the follawing than
wretfods 250

For the establishrment

asa whole:

» By feee-to-face
communicaiion

* By written
communication

Al depurtment level:
# By face-to-face

communication B3 THY T49%
® By written

communication 28% 22% I8%

Prodictably, the sigmificant differences in the
results show that larger units use written
communicetion more frequently than others,
with amaller units having the emphasis on
face-to-tace communicetion. Furthermore, |arger
unita have a higher froquency of fice-to-face
contact at departmental level reflecting the
greater ease which smaller units have in holding
larger-than-departmental meetings

The variations in ways of communicating
infermation according to sectors almost entirely
reflects the differences in averape unit size, So for
instanes, Banking and Insurance and Retailing
ete have the emphasis on written communication
anid face-to-face mestings at departmental level,
because of their larger average unit size. The
most notable exception to this trend is Food and
Diink which with a relatively low average unit
size nevertheless uses all methods of
communication each more than the bulk of the
other sectora,

Patterns of involvement methods
In all then, the I:|L'I.E'5t:||.'|1:||m-||"1'- asked Dperating

unils which of nine separate methods they had for
invelving thetr employees. Table 11 sets out their
regponses in order of popularity for cach method.
The order is much as one would expect, with a
formal involvement agreement (or written policy |
being the least popular.

Table 11: Involvement methods by order of

popularity

Proporiton of unifs having each mefhod

1 Information to employees on company
performance

2 Face-to-face meetings between the senior
manager ard ermployess

3 Informal arrangement providing right to
regular information and consultation
Company paper or house journal
Works Council or joint representative
commities B2 %

i Employee report @ Bt
Some form of financial participation BE%
Briefing groups 585%.
Frrmal agreement (ot written policy)
governing involvement S2%

Table 12 shows the proportion of units having
each number of methods from 0-9. In the majority
of cases a formal agreement and informal
arrangement are seen as alternatives and
therefore those having eight methods can be
regarded as having the entire range. The amall
number reporting nine are those who have both o
formal agreement (or written policy) and an
informal arrangement.

The main implication of this table appears to be
that around 40 per cent of aperating units are
heavily committed to involvement using all or
pearly all the involvement methods available. A
further 40 par cent ere at the other énd of the
spectrum where, while they have a number of
involvemnent methods, they appear to be less
commitied, The remaining units span the gap m
hetween,

Table 12: Proportion of uniis having any
number of involvement methods
MNeumber of methods Pn"r:lj:le'.lr'.’f-:.lrl of rirks
1%
2%
%
11%
17%
21%
2%,
1 T5%
(The numbers add up to more than 100 per cent
becayse of rounding upl.

Traming and formal involvement survey
Twe aubsidiary guestions were finally asked
about involvemont. Thirty-two per cent of Chief
Execulives report that their company has
undertaken a formal survey of its own
involvement arrangements (ie seeking manager
and employes opinions on currenl arrangements
and drawing up & writien report). A considerable
number of reapondents did not answer this
question, poesibly indicating uncertainty as to
whather a survey had or had not been done.
Cperating units were asked 1if thev had
provided ‘syslematic braining specifically related
to employes involvement'. Fifty-two per cent say
that they have done so for managers, 50 per cont
for supervisors, 34 per cent for employes
representatives and 15 per cent for managers and
employee representatives jointly. Thirty-nine per
cent of unitz provide no training. [The figures add
up o more Lhan 108 per cent because some units
provide maore than one system of training. |




V: Involvement in issues at work

The main questionnaire addressed to operating

units identified 15 separate work issues and

asked how they were treated in terms of employes

invelvement, Respondents were given the oplions

of answering

& {ammunication (defined in the guestionnaire
as ‘without divect reference to employvees’

views hut cornrmunicating the decision T

them'),

Corisidtafion (defined as 'r-.-e-vl-"hi.l:ipg; i-'l1'||.'|||!'|'_'|-'EE5-

views and taking them into account before

decigions are madea'l,

& MNegotiation {defined as “sesking agresment
before o decigion is made’)

& No emplovee trvelvement,

Bometimes, of course, they indicated more than
orie form of involvement and on oecasions auck as
whers an issue was inappropriate to the unit
answering, did nol indicate any. Finally, there
was no specification in the guestion as to whether
the invelvement was carried out formally or
informeally.

Chart 13 showe the aggregabe rosulis for all the
units’ responsas on all the issoes. As one would
expect, ‘pay’, followed jointly by Tay-oifs and
redundancies’ and ‘changes in industrial
relations policy’, are the issues most subject to
negotiation. It should be noted that some small
units which do not recognise urions for collective
bargaining nevertheless replied that they
negotinted over pay in the terma of the definition
in the guestionnaire. Again as one wonld expect,
“investment in other companies and take overs” is
the izsue maest commonly not having any
employes involvement, followed by ‘research and
development’ and ‘company/establishment
investment”. Communication is most frequently
uzed for ‘new products (or services)’,
‘company/establishment investment’ and ‘guality
caontrol’,

Consultation is the main means of invelvement
in seven issues at work with the ‘working

environment’ (B4 per cenl of units] being the issue
moat dealt with by consuliation followed closely
by 'health and safety’ (B3 per centl. The iseues
mast likely te be dealt with by more than one
method of involvement are ‘production and waork
methods’ (o mixture of negotiation and
consultation with the latter dominating),
‘changes in industrial relations pelicy’ {a mixture
of negetiation and consultation more evenly
balanced) and “health and safety’ (precominantly
consulted upon but with a few also negotiating.

Mew products lor services)

Cwerall this issue i3 mainly subject to
cotnmunication with a roughly equal number of
units (around 17 per cent) either consulting or
having no emplovee involvement. Larger nnits
are far more likely to communicate on new
products [or services) than smaller ones. In the
latter consultation and no employvee involvement
arc more provalent with 28 per cent of units
having less than 250 employess conaulting on the
1ssue and 18 per cent having no emplaves
involvement. Looking at sectoral differences, all
the service sectors score higher on consultation
than the overall average and lower on
commmunication. Indesd 5 per cent of units in
thess sectors say that they negotiate on this issue.
Bricks etc and Textiles have the highest level of
no emploves involvement, around 25 per cant of
units,

Changes in industrial relations policy
Nearly half the units (49 per cent) consult on this
issue, followed closely by 46 per cent whn
negotiate. The main variations by size are that
smaller units are less likely to negotiate on this
irsue (only 38 per cent do 20} and that medium
aize units are less likely than both larger and
amaller umits, te communicate on changes in
industrial relations policy, The main differences
by sector are that units in Construction are most
likely to commumicate (40 per cent do so) and not
consult or negotiate, On the other hand, those in

Food and Drink and Chem:eals (65 pur cent amd
53 per cent respectively! are above the average in
termes of negotiation with at the other end of the
apectrum only 28 per cent in Banking and
Insurance and 35 per cent in Textiles using
negotiation. These two alsa acore highest on no
emploves invelvement, These tendencies are
amplified when adjustment is made for variations
in average unit sise between the sectora.

Manning levels

Consultation is the main method of invoelvement
on thig issue (47 per cent of units) with a roughly
equal number communicating (27 per cent| and
negoliating (31 per cent). Larger anits are more
likely 0 negotiate over manning levels (40 per
cent of all thoze with more than 500 employees
against 18 per cent of those with under 2500 with
smaller units reporting a higher incidence of ne
invalverment. As one might expect given the
nalure of their husiness, 35 per cent of units in
Conetruction have no invelvement and a further
30 per cent communicate on this issue. On the
other hand, Paper and Printing have a very high
(B4 per-cent of units) score for negotiation.

Fay

Pay is predominantly subject to negotiation with
larger units being more likely to negotiate on this
than smaller ones (88 per cent for thoss over 1O00
emplovess and 61 per cent with under 250
emplovees). Looking ab the sectors the results are
nbwviously Influenced by the extent and {ype of
bargaining arrangements, Only 50 per cent of
units in Construction negotiate whereas 35 per
cent communicate and 15 per cent have no
employes involvement |Construction of course
mamly follows a national agreement with
domestically arranged bonuses|. Banking and
Insurance (51 per centt and Retailing and
Distribution (B2 per cent} are alao below average
for negotiating on pay having a higher incidence
of cemmunication and no emploves involvement.

Of the manufacturing sectors, Electrical
Engineering (the least unionised! shows the
|oweat scores for negotiation and the highest for
comnLsnicatiom.

Company/establishment investment

A6 per cent of unite communicete on this matter
while 36 per cent have no invalvement at all, No
unit negotiates on it but 12 per cent consult.
Apain larger units are more likely than smaller
ones to communicate and conawlt on the 1ssue
Chemieal (70 per cent of unita) and Food and
Drink (63 per cent! have a higher invidenee of
communication on the izsue while Banking and
Insurance {25 per centl and Construction 135 per
centl are below the averape. Paper and Printing
129 per cenit) and Food and Drink (21 per cent)
have a higher number of units consulting on
investment.

Working enviromment

Not surprisingly this issue is more subject to
conzsuliation than any other (84 per cent of units).
A roughly equal number communicate (14 per
cent) and negotiate (11 percent) and a tiny
minority (£ per cent) have no employee
involvement. There ane no really significant
variations by size or sector.

Production and work methods

Again this issue 15 predominantly cohsulted over,
with ronghly the same proportions negoliating
(22 per cent) and communicating (18 per cent]
and & liny minority (3 per cent) having no
involvement, There i3 no significant variation by
size except for the expected one of larger units
being more likely to negotiate than smaller ones.
Looking at the sectors, Textiles and Construction
are more likely to communicate on Uhis issue than
the average and leas likely to consult. Paper and
Priniing i3 alss below the averoge in consulting
but well above (31 per cent! in negotiation.
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Rezearch and developmend

Slightly more units (43 per cent) communicate on
research and development than have no
involvement (41 per cent], A smaller number 14
per cent) consult and virtually none negotiate
Perhaps contrary to commaon expectations,
ermnaller units are more likely to consalt (13 per
cernb) or even negotiate (1 per cent) on this issue
than larger ones who show a greater tendency to
pommunicote or not involve employeas at all. The
mogl surpriging sectoral variation was the high
proporiien of units in Constroction (36 per centl
and Banking and Insurance (34 per cent) which
consult in this ares. In manufacturing sectors,
Electrieal Enginl_'l:.:'inﬂ ahiwed the lowest
proportion having no employee involvement 131
per cent), perhaps not surprisingly given the
nature of husiness in that sector.

Pensions

Pencione are mainly cubject to conaultagion (46
per cent!, followed closely by communication {38
percent! with only & minority (15 per cent)
negotiating or haviog no invalvenent (10 per
cent ). Predictably lorger units have a hgher
tendency to consult (64 per cent of those with
more than 1000 employees compared to 28 per
cent of those with less 25601 and negotiate (25 per
cent compared to 14 per cent), with the reverse
true of communication and oo involvement,
There are no really significant dilferences
between sectors other than what one would
expect ag a result of the variations by size.

Training

This is mainly dealt with by consultation (70 per
cent of uniish and communication (25 peT centh
with a small number negotiating (6 par cent) or
having no involvement (6 per cent ), As with many
of thes issues around 8 per cent of units indicated
more than one means, in this case often both
eommunication and consultation. There are no
rl_-u“}- 5i|:;||i|"i|::1.nl'. variations ]‘.l_'n.' either size or
sector,

Gualily control

Quality control is mainly subject to
communication (49 per cent ) but with
consultation coming close behind (37 per cent ). 15
per cent of units have noinvolvement and a tiny
number (3 per cenl! negotiate. Ther ane no
gignificant differences by size of uwnit but looking
at the sectors Electrical Engineering is more
likely to consult over the issue (48 per cent] than
the average while Food and Drink have a higher
number (B8 percent! comimunicating. 10 per cent
of units in Construclion megetiate on this aubjest
while Chemnicals (22 per cent) and Betailing and
Imstribution {24 per cent) have the highest
number without any involvement

Investment in other companies and take
OVETS

The majority of units (58 pur cent) dv nol involve
their emplovess at all on this issae, although 39
per cent communicate. An insignificant number
consult and hardly any negotiate. Again there are
no meaningful differences by size of unit but in
spctoral terms nearly halfthe unite in Food and
Drink (49 per cent communicate an this issue
compared toonly 28 per cent in Textiles (the
lowest storing sector),

Lay-offs and redundancies

Eoughly equal proportions negotiabe (26 per cent)
and consalt (44 per cent) with probably around 10
per cent doing both, 19 per cent commubicale and
4 per cent have no emplovee involvement. The
likelihood of & unit negetiating on this issue rises
with it gize ao that 59 per cent of those with more
than 1,00 employess negotiate compared to 35
per cent with Jess than 250 employees
Megotiation 1= most common in Food amd Dionk
{63 per cent) and Paper and Printing (62 per cont )
and least common in Banking and Insurance (22
per centh - (in part reflecting the infrequency of
lay-offe amd redundancies in this sector —and
Construction (15 per cent}.

Technical change

.ﬂ;guirl '!'!I-I,.l:g]'n]_'r' l,!l.ll.l.:]l propartions cither
comrmunicate (44 per cent) or congult (42 per cont)
with 14 per eent having no invalvement. Only 9
per cent of all units nepoliate on this is=ae but
this fipure increases with size so that 18 per cent
of those with more than 1,000 employees do so.
The incidence of consultation is fairly constant
over size but the likelihood of communication
reverses with it. Paper and Printing twith 21 per
cent of its units) and Banking and Insurance (17
per cent! are the sectors most generally
negotiating on this issue. The latter sector 15 also
the one with the highest number of unita (56 per
centh cansulting closely followed by Electrical
Engineering (52 per cent:,

Healih and safety

The overwhelming majority of units (83 per cent)
consult en this matier with only 8 small number
negotinting (17 per cent)or communicating {14
per cent), An insignificant number do not invalve
their employees, There are no major differences
according to unit size nor really across sectors.
Muchanical Engineering does have more anits
(22 per cent! negotieting on this issue and
Textilea more conaulting (94 per cent),
Constroction places the emphasgis on
communication with 25 per cent of ite anits doing
il




VI: Assessment of effectiveness
Both Chief Executives and the senior managers of
operating unitz wers nsked if their company’s (or
if appropriate unit’si policies on invalvement
have improved ils performance in a tangible way,
and if 0 which of eleven alternative results have
been achieved. Obviously this question will
produce a very subjective answer closely related
b the individual opinion of the manager
falthough it shoald be noted that many
respondents did consult other managers before
finally completing it). Nevertheless, it provides
an indication of the results of involvement
policies which more objective tests weuld reveal;
and it ceriainly shows the beliefs of manegers
that involvement pays ofl in a practical way. 84
per cent of Chiel Executives and 87 per cent of
BEMIOT MANAFErs MINning eperating units think
there have been tangible gains in performance.
Tables 14 and 15 show the spevific results
indicated by Choef Executives and for operating
units reapectively

Table H4: Specific resulis of involvement
policies — Chief Executives (%)

I"rw-,l‘:lr:lr.".'l W r:-,l".-'u:','j_lt.u_.lm:f{'r.l [ .'\-'l']l'|'1-?||l\,' thoat envalverent
hers improoed performmanee alyo r'n.:.*';.:'nrr_ng aach .g:.lf'
Hhae fod fonaings:

Improved delivery times 21 118)
Greaber realism in pay bargaining 75 (63
[mproved quality a1 (25)
Improved morale 4 (58
Redured serap rates LR
[mproved consumer service ar 31
Reduction in number of disputes Gl 1433
Reduosd energy usape 28 (23
Readier acceptance of new technelogy 57 (48
Creneril improvemaent in officiency 63 1538
Othier q M

T'he figures in brackets are the reaults
expreased as o proportion of all Chief Executives

Table 1% Specific results of involvement
policies — operating wnits (% )

Propertion of respondents saving that involvemend
ek impreaved performance also indicating each of
the j'.-u'.'rm-;'.-:g.-

Improved delivery times 26 (23
LGreater realizm in pay bargaining BE (AT
Frnproved quality A4 158
Improved morale T4 165
Redueed scrap rates 23 (200
Improved consumer service 48 (43)
Reduction in number of disputes 54 147)
Reduced energy usage 2ZA  i24)
Readier scceptance of new technology 80 (52)
General improvement in efficiency 68 (60
Other 15 (133

The hpares 1n brackeis ane Lhe results
expressed as a propartion of all aperating units.

Interestingly, Chief Executives place ‘realism
in pay bargaining’ ahead of “improved morale” in
terms of specific resulis whereas operating units
reverse Chat order. Bolh results; of coarse can be
seen as rather abstract but it is important to
remember when the survey was undertaken,
particularly the effects of the economic recession,
A eritical factior affecting companies’ ability 1o
aurvive has been the achisvement of pay
seftlements realistic to each company's particular
pasition. It is not surprising, therefore, that in
successiully achieving the conaiderable task of
valuntary pay moderation Chiel Executives place
such store on the invelvement of their emplovess.
O the other hand, the managers running
individual units have had to do go through a
recent period of substantial Labour-shedding
which undoubtedly has considerable nagative
effects on the remaining wark-force, So again it is
nit sUrprizing that against this background these
senior managers should put more emphasziz on
the benefits involvement has for morale, an
aspect of performance which while vague in name
ig eructal in proctice. Indeed, many of the results

specified under the ‘other’ category in the
question referred to ‘attitudes’, team-spirit’ or
'"COMMOn purpose’.

The other significant differences between the
twio sets of results probably reflect the preximily
aof nperating unit managers ta day-to-day
business attairs, They cite improvements in
delivery times', 'quality’, ‘customer service” and
‘general improvement in efficiency’ more
frequently than Chisf Executives.

Variationa hy size

Table 16 shows the breakdown of specific results
by unit size, The percentage iigures show the
proportien of those units sayipg that involvement
policies have improved performance, indicating
each specific result. There are no significant
variations between unit sizes saying that their
invelvement policies have improved performance.

Tahile 16: Specific reswlis of involvemeni
policies = by siee of wodl (%)
Limid size
Lesa Miire
than 251- 501- than
250 2000 1.0 1§00
[mproved delivery
limes a4 a3
Greater realism in pay
bargaining 54
Improved guality 48
Improved morale R
Reduced scrap rates 24
Improved custamer
SErVICE
Heductiion in number
of disputes
Reduced energy usape
Readier aveeptance of
new technology
General improvement
in efficiency

Other

The variations in results by size appear to
continue the trends revealed in the different
responses from the Chisf Executives and
operating units. The smaller units put greatar
emphaziz on the more practical aspects of
dav-toe-day affairs such as again, ‘delivery times’,
‘quality’, ‘scrap-rales', ‘customer service’ and
‘meneral improvement in elficiency’. They alao put
n considerably heavier emphasis on improved
marale’. Larger units on the other hand, score the
more ‘strutegic’ slements higher, such az 'realism
in bargaining’, reduction in disputes’, ‘soceptance
of new technolegy’ and Lo some extent, reduced
energy usage’. The largest units alse indicate a
much greater number of specific results prouped
ander the ‘other” heading,

Im all there gre cleven posgible apecific reaults
which units eould indicate az resulting from their
invelvement policies, The mode number (the
number most frl::q L1 |:.|1'_».' FECUrT P | if reailia was
ﬁ:ul_l.r, with 158 PTG Lol relevant unite se |'|'i.|'!||z
four results from the choiee of available; 17 per
cent score five wnd 15 per cent three, There areno
gignificant variations from this according to unit
gize,

Variations by sector
There are some significant differences between
gecbars in unita saying that their involvement
palicies have improved their performance in a
tangible way. These are illustrated in Table 17.
Within these variations there are also
differences in specific resulta indicated by units
within each sector, Thess are shown in Table 18,
Thiz flgur\-:ﬂ-: ingdicate the praportion of the units
saving that their invelvament policies have
improved performance, indicating each of the
specific results,




Tahle 17;: Proportion of units in each sectar
indicating that their involvement policies
have improved performance (%)

Food and Drink
Chemicals ete
Mechanical Engineering

Electrical Engineering
Textiles

Bricks, Timber ete

Paper and Printing
Construction

Retailing and Distribution
Banking and Insurnnes

Table 18: Specific results of involvement
policies — by zector(%)
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Improved morale

Reduced scrap rates
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Reduce] enerpy usage

Readier acceptance of new technology
General improvement in efficiency
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Taking each resuit in turn, the sectaral
variations generally reflect the differences in
business activity, The high scores for “improved
delivery times’ in both Engineering sectors,
Bricks ete and Construction indicata the grester
influence of labour in determining production
rates {ie hatch production compared to continual
proceas, for instance in Foosd and Drink). The
sectors seoring Tealism in pay bargaining’ lower
than the average are those either with o lesser
extent of collective bargaining or with strong
external influences such ag national agreemonts,
Electrical Engineering and Construction hoth
zhow high marks for ‘guality’ again probably
reflecting the relatively greater emphasis on
quality of the final product in their business.

The variations between sectors on the emphasis
given to ‘improved morale’ would not appear to
raflect any difference in stroctore oF aetivity
except perhaps tentatively being inversely
related to the degree of unicnisation. The high
acores for Teduced scrap rates’ in Electrical
Engineering and Textiles agnin reflects the
importance of contralling wastage in these
sectors, although the score for Mechames]
Enginesring is lower than we would have
expected. The importance and immediaey of
customer relationships underlie the emphasis
given to improvement in thisares in Retailing
atc. and Banking and Inaurance, Cther points
worth noting are the high rating in Electrical
Engineering given to ‘resdier geceplance of new
technology’ and the exceptionally high level of
‘other’ results apecified in Food and Drink.
Perhaps only a higher degree of enthusiasm for
employee involvement explains the high score in
thie sactor.

Looking at the nurmber of results rather than
each one mdividually then the sectors with mode
arores above the average, which is four, are
Mechanical Engineering at five, Electrical
Engineering very strongly at five and Paper and
Printing at five, Those with scores below are

Textiles ot three, Construction at two and
Banking and Insurance at three. These variations
might indicate that invelvement policies have
been more effective in some sectors than others.
But equally they could indicate variations in the
rigour with which invelvement palicies are
assessed.

Variations in effectiveness by variations in
involvement policy

The way issues are dealt with al work in lerms of
different approaches o involving employees, will
obviously influcnee how a unit sees the
effectivenese of its policies, We therefore
developed four alternative models of invalvement
upprosches, namely the “highly communicative”™
amd thee “highly consultative” and the “extended
bargaining” and “minimum involvement”
models,

The highly communicative unite (ie those with
5iX Or more 15ses subject to commuunication) have
na significant variation from the overall average
Those which are highly consultative (ie those
with seven or more issues subject to consultation)
show a higher proportion (95 per cent) reporting
that their involvement policies have improved
their parformance in a tangible way, Four
relatively dav-to-day aspects of work show a
aignificantly higher seore than the overall
average, namely ‘improved delivery times’,
amproved quality’, 'reduced energy usage’ and
readier aceeptance of new tochnology”.

The extended bargaining model {ie thoae with
hive or more isaces subject to negotiation! shows
the same proportion of units reporting that their
involvement policies have improved performance
but there are some specific results which score
much higher, namely “greater realiam in pay
bargaining,” ‘reduction in disputes’ and 'readisr
acceptance of new technology.” As one would
expict, the units conforming to the low
invalvement model (e those with five or more
issues subject to ‘no employvees involvement’) score




poorly on whether their involvement policies
have improved performance. All the specific
results for this group are significantly less than
for the overall fgures.

Variation in effectiveness by variations in
involvement methods and time

Another factor atfecting the way an operating
unit sees the effectiveness of its imvelvement
palicies is the number of methods it has for
invalving its emplovees and the time they have
been in existence. Table 19 seta out the
comparison of results between those unita having
had thres or more methods for over three years
and those having three or more methads
introduced within the last three years. Both seis
of figures refer to the proportion of units reporiing
that their involvement policies have improved
parformance,

Clearly then, in the eyves of management,
involvement policies tend to produce more resalts
in the longer term rather than in the short run.
Of course it is possible that the aceuracy of the
comparison will be influenced by the fact that
management teams which bave inbrodueed
involvement methads more than three vears agoe
are more enthusiastic about the benefits of
involvement than more recent entrants. Hut on
the other hand they have had a longer exposure
in which to become more realistic than idealistic,
The particularly sirong divergence on ‘realism in
pay burgu i_ni_ng' arnd ‘g uality’ would certainly
indicate that results here do take time to show
through, and also to some extent in the ‘redoction
in the number of disputes.’ The much higher
rating given Lo other” improvements indicates
that the lo Mg invalvement methods have bearn
in existence the more multifarious the benetits.
On the other gide, only ‘improved customer
service” 18 significantly higher amongst units
with recently introduced involvement methods.
This could indicate thatl this aspect of work 18
particularly susceptible to improvement through

Table 18; Variaiion in effectiveness by
iniroduciion of invelvement methods
With 3 or
PR
With 3 or et lrods,
ruare methods  wore then
eeitfin fhe fese  theee vears
tieree yorurs apn el
and zaving  saving that
that their their
inuodrement  muolverment
pedlicies have  policies haoe
improved [n e
perfornunce  perforimaence
[mproved delivery
time 21 % 26%
Greater realiam in
pay hargaining A7 % T
Irnproved guality 28%, 43%
Lmproved movale ™%
Reduced scrap rates 1T% 2859,
Improved customor
REFVICE . 48%
Reductinn in
number of
dispules . J6%
Reduced energy
usage 3d %
Readier acceptance
of mew technology 1% 8
General
improvement in
efficiency A 69%
Cther 11% 21%

invelvemnent or merely that recent change is
||iﬂ'|‘|-|:-*.-'|t in the service seciors which race this
i!!".FEI'_'T. 'Flﬁ.H:il::l.l.]ﬂrlJ' I'”E]"I:l‘ Th & el al acarea for
‘morale’ and ‘gencral efficiency” indicace that
these less tangible concepls are onee and for all
gains which though maintained, do not grow over
tirne.

Employees’ resctions

Following their assessment of the offectivencss of
their employes involvement policies senlor
managers were asked to choose from a List of
statements those which most accurately
described their emplovess’ reactions when
information had béeen provided on the company's
operations. AL the same time by courteay of an
Opinion Beseareh and Communicalion’s survey,
employess were asked to choose from the same
liat of statements which deacribed their reactions
when information i3 provided. Table 20 gives the
comparative resualts,

Tahbie 20: Empiloves reactions to information
Senor Emplovess’
Manager e
FESpONSes  FespoRses
Welcome it - o U
Ask for more 28% 28%
Treat it with auspicion 23% 17%
lgnore it Bk 2N
Crive management
credit for trying 5 e
Do not understand it 18%
Begard it as
insufficient 12%

The results perhaps not surprisingly indicate
that manapgera over eatimate emplovees'
enthesiasm for information (although both
provups place if irmly as the most commaoan
resction and the eredit given to management.
Employees would tend to underscore ‘do not
understand it” and so the real incidence of thia
probably bea between 18 per cent—h per cent.
Encouragingly both groupe give the lowest
responae to 1gnore it” and given the differences in
the survey's methodologies, both managers and
emplovees seem roughly to share the same views
an how commonly emplovess 'ask for more’, ‘treat
it with suspicion’ and *regard it as insufficient”.

The main variation by size is that managers of

larger units score *ask for more” and ‘regard if as
insufficient’ much higher than those in small
units. Thas possibly indicates that the quality of
information is better in smaller units or
alternatively, that emplovees are mare
enthusiastic in larger enes. There are no really
signiflcant differences between the sectors, or
between the various modela of involvement
policy, on which one ean confidently base any
conclusinms.

Plans for the futore

Finally, in this section the managers of units
were anked what plans they had for the future. 54
per eent said that they intend to review their
involvemant arrangements, 32 per cent intend fo
extend them and 10 per cent are planning to
intreduce some form of financial participation.
There was a relatively high non-response rate to
these questionz indicating that the managers
themeelves are not sure whether plans are in
hand or not.




VII: Management opinions

Bath the Chief Executive and operating wnit
questionnaires’ had three sets of guestions
degigned to discover npinions on variouws aspects
of emplovee involvement, The first of these was
the influence of recent economic and political
developments on the degres of employves
involvement within their company (operating
unitl,

Table 21: Effect of economic developments
within Inst 3 years on degree of involvement
Honior
Mancgers ar
Chief o rafing
Exvcutives ity
Increased it B3 % B4
Decreased i1 3% 2%
Had no effect 397 3%
Mo opinion T 3

There s a strong belief then that our recent
peonomic circumeatances have increased the
dogres of emploves involvement in business and
certainly no significant view that it has decreased
it. There are no real differences in opinion
betwesen Chief Executives and their senier
managers but looking at résponses by unit size
there 15 & varintion in those believing it has
mncreacsd involvement between larger unils (70
per cent | and smaller units |56 per centl

Table 22 shows the responses 1o a similar
gqueztion on the effect of political developments in
the |ast thres years,

Table 22; Effect of political developmenis
withinm lasi 3 years on degree of involvemeni
HI"FI.T-I'JJ'
Muanagers af
Chief operating
Execulives T
Inereased i 0% 255
Diecrensel i 3 2%
Had no effect 60% Bh%
s |:||:'|-ir|i.|||1 1 % o

The majority thus believe that this particular
factor has had no effect on the degree of
invalvement. There is some difference between
Chief Execiitives anid senior managers probahly
reflecting the former’s greater invelvement in the
political arenn. There are no significant
variations in managers’ views according Lo unit
size

Europe

Two major Ditectives are currently being
discussed within the EEC which affect employee
involvement, namely the draft Fifth Directive
and the draft Vredeling/Davignon Directive. The
latter is the proposed mandatory imposition of
new procedures for informing and consulting
employees in companies of so-called complex
structure particularly trans-national companies.
The Fifth Directive would invelve the imposition
of new company laws affecting employee
participation in order to harmonise national
practice within the EEC,

The questionnaires set out to discover the level
of awarenesa of these directives. They both
therefore asked if the respondent broadly knew
what was being proposed’ in cach without any
guidanee as {0 their content or any further
explanation. The questionnaires then set oul two
statements for respondents€o tick if they were
aware of what was being propozed, One statement
was pezitive and another neutral. No negative
statement was included because of the difficulty
in wording one that was precise vet concize. Oar
existing consultative arrangements had shown
that ohyections to the directives rested on three
main beliefs, namely on principle against
legislation and on the beliel that they would
impair efficiency and'or harm the devilopment of
better management'emploves relationships
Those who held negative views were, thersfore,
contained within the non-response categnry and
within the broader opinion-probing covered later,
Respondents, however, found difficulty in dealing

with this by not answering, and with hind-sight it
would have been better to have included a list of
alternative negative statements. Many
angwering ‘make no difference” did so while
holding more negative views.

Tahle 23: Awareness of and opinion on, the
draft Fifth Directive
Chief Sendor
Executives Managers
Proportion of respondents
broadly Enowing what
directive was propesing G950 48 %
Proportion of those
knowing what was
proposed believing that
it would:
Help improve
invalvemnent 10% (T%0 1% (7%%)
Make no difference T4% (0] %) T1% (34 %)
Mon rESnSe 165 (1] % 165 (8%s)
Figures in brackels show answere as proportion
of adf Chief Executives or senior managers.

Az one would expect, Chief Executives are more
AL ur',hr. [ (b we EhRan sanior man :|$_;'-|’-I:‘H
although only an equally small number of both
believe that it would help improve invelvement
Thaz very high soore for ‘make no difference’ (as
noted abovel must be treated with great caution
as many regpondents indicated this staterment
simply az it wés more preferable than the only
alternative and as they were unwilling not {o
reapond. A considerable number made additions
to their response expressing their hostility o and
grave doubts about, this directive.

Avwareness of this directive ia less than that of
the fifth directive with again there being a
noliceable difference between Chiel Exeeutives
and genicr managers, All the reservations
expreased earlier in regard to the answiers about
the Fifth Dhrective, and particularly on its effects,
alsn H'p[!-l_'!-' hera. Il-lﬁn].- of thgse illl!iil;:i_:‘l_irlb: 114}
diffevence held negative views as they were not

Table 24: Awareness of and opinion on, the
draft Vredeling/Davignon Directive
Chief Senjor
Executites Managers
Proportion of respondents
broadly knowing what
directive was proposing 51% 0%
Propertion of those
knowing what was
propased belicving that
it would:
Help improve
invoivement Bie (4% 17% 1&%)
Make no difference BB8% (35%0) 607 (18%)
Non-response 24% (12%) 23% (T%)

Figures in brackets show answers as proportion
of all Chief Executives or senior managers,

willing to not onswer the options.

General opinion
The final section on opinton posed nine
statements and asked both Chiel Executives and
senior managers to indicate their reaction to each
by ticking one box from a acale 5-1, from totally
agree to totally disagree. The combined total of
B96 respondents represents a significant
proportion of the total senior management
workioree and 50 one can be confident that the
views expressed are a fair reflection of this
Eroup’s opiniong.
“There has heen a distinct improvement in
the guallty of Involvement in British Industry
owver the last fve vears'
i Cha

Teotielly  Sfenee Na bofoner Tofodly

T e ORRLON  dEramred  disares
Chief
Executives 8% T0% g, 1% —
Senior
Managers TW B3% 11% 1% 2%

A considerable majority of senior management




believe that the quality ofinvolvement has
improved over the last five years, with Chief
Executives having a slightly higher tendency to
agree. But the bulk of these in agrecment are
only 5o 'on balance’ and therefore not completely
convineed that the statement 15 true. Managers in
smaller units are on the whole more sceptical
about there having bean any improvement; this
soepticism is shared by managers in Retailing
and Textiles but those in Food and Drink and
Electrical Engineering take a much more
optimistic view, Agone wonld expect, the
managers of those units corresponding to our Tow
involvernent model” show the lowest agreement
with the statement (54 per cent) and the highest
disagreement (29 per cent). There are no
significant variations between the other models,

‘Laws on emplovee involvemenit wouwld oo
litdle to improve the quality of working
relationships at plant level

L] (]
'-I'rll'lcl'.'_r [ drel el Na hind ioe I|.-.'|"|,'|'_'.'
g Fel el Pt O R ian .'.r.'u.'g."w |'.r|'.'¢l.'|l!ﬂ||
Chiel
Executives H0% 29% 1% 18% A%
Senior
Managers 48% 35% 2% 13%% 2

There is again a considerable majority, this
time indicating opposition to the role of law in
improving involvement at plant level.
Interestingly, more Chief Executives disagree
with thiz than managers of operating wnits,

If laws on participation could concenirate
less on board representation and more on
rigghis to information below bowrd Tevel they
could be a positive foree for good”

Lhn Lr
Todaldy  wlmnce ] haduner  Teladiy
TLFEE méree  opimmen  donsgree  discgree
Chiel
Executives 32% 49% 4% 11% 4%
Senior
Managers 24% 54% 5% 13% 4%

There are no significant varistions in opinion
by size, sector or involvement model. Given that
‘providing information on company performance’
is the most common involvement methed it is not
gurprising that so many agree with the
shatement.

‘Providing adequate consultation and
communication ai the immediate place of
work is much more important than providing
represemntative structurcs at the top of the
Company

On n
Totalfy halacee No  felenee Tosmlly
agre agree oguindan’ dasagroe disagree
Chief
Executives 81%  16% L% L%
Senior
Managers 73% 24% 1% Vo

Az one would expect, the sverwhelming
majority of both Chief Executives and senior
managers agree that invelvement should centre
al the |.'|.'|'|r||.|1|.a1.|.1:* and not at the Lo af the
COTTIPaRIY, With auch - :9|..||1:4.L.a1.|:'.l'.i ;,1|. J::u.il:_u'il:.:-.- Lhtru
are o significant variations

‘Munagers should bother less about
involving employees and more about
managing their business’

O (]
Tatally balanee N fdfaner  Todadily
g ageee g divegree diiegen
Chiet
Executives 5% ] 47% 6%
Senior
Managers 4% 12%: 9% 349 3495

Bome reapondents remarksd that the statement
was eontradictory and that ‘managing” and
‘involving’ are the same. However, this rather
provoecative statement was included 50 as to
provide some outlet for those managers who feel
that teo much time and effort has been spent cn
‘theorising” about involvement at the expense of
getting down to the running of a basiness. The
majority of managers, however, disagree with

this view suggesting a belief that suceessfial
involvement and succesaful management go

.h.und-in—'nand. The only categories of

management disagreeing with (his are to some
extent those in Paper and Printing (24 per cent
agreeing o atatement) and those managers
running units which correspond to the low
involvemernt model (30 per cent agresing).

“The UK cannot expect to go on being an
‘odd man out’in Europe in having no laws on
employee involvement®

Lin {r
Foduwlly  pofance Na halmace  Torzih
e ngme apinin  disagrer oieag e
Chief
Executives 4% 28% 11%  41% 18%
Senior
Managers 4% 28% 12% A8% 20%

A magority, but only just, believe that the UK
can goon with having no laws on invelvement,
However, manapgers in Construction and Banking
and Insurance do not share this view, with slight
majorities the other way.

‘Unless forced to do so by legislation,
companies will take insuffictent action on
employee involvement.

iz fLiva
Fododiy Dafonce N bofoncr  Tdally
e agre - apRleE  diaagnee dsogres
Chiel
Executives 3% 2T% T 44% 18%
Senior
Managers. 4% J8% 6% 458%  13%

Although the majority believe the voluntary
approach bo invelvement will work, the number
holding a ptrong belicf on this iz relatively small,
Indeed, more than any other atatement, this one
shows managers scoring ‘on balance” in either
direction, high. This indicates some uncerlainty
one way or the ather, Managers in smaller units
tend to be less sure about the voluntary approach
and thase reservations ure expresaed even mores
strongly by those in Textiles and Constroction.

Moreover, managers of units which correapand
either to the low involvement medel or the
extended bargaining model also have stronger
than average doubts thut sufficient action will he
taken without legislation.

‘Emploves involvement is vital to this
CONRIFY s economic recovery and fufure
prosperity.

(] m
Fetndly  bolmnee N haloace  Todally
agrer agree apindon  doegeer  dlangree
Chief
Excoutives 40%  45% 5% B
Sonior
Managers 37%  49% A% %

The overwhelming majority of managers agree
that involvement is vital to the country’s recovery
and future prosperity. Interestingly, even
managers of units corresponding Lo our low
involvement model agree with the statement in
similar proportion to the rest.

"This company's management style has
become more ‘open’ and participative in the
last three vears.

tin i
Tl?\ﬂ!’.'l'_‘-' pfinee N mdidicy  Todadly
agre agred aperipg  disogrer dismores
Chief
Executives 39%  48% 4% B 485
Benior
Managers 39% 45% 3% B, 42

By courtesy of the survey eonducted by Opinion
Research and Communication, the following
guestien was put toemployess

Your company his hecome a lof less
secretive in the lasi three years, and they
maw tell your maore abowt what is going on and
take your views inte account when thev
make decisions'.

Aldl

Emplovess 15% 37% 18% 18% 10™%

Whersas o large majority of managers agrees




with the statement, only a emall majority of
emplovess does so (alithough thers iz a much
larger divide with those actually disagreeingl. In
Banking and Insurance fully 87 per cent of
managers agree with the statement compared to
reughly around the sverage fur the other sectors,
At the other end of the spectrum, manspgers
runing low involvement units have a lower
tendency to agree with the statement, althaugh
the majority still do.

Owverview of opinions

Looking at the opinions as a whole, managers are
convinesd of the importance and benefits of
employee involvement (paras 12 & 163and tha
matbers in this ares have been improving (paras 8
and 161, However, they are more convineed about
the advances within their own Company | 16! than
industry as a whole{8), They remain firmly
opposed to legislation which will bring Bosrd
representation (%, 11, 13) but most are
nevertheless willing to accept laws on rights 1o
information (10}, Finally, although gencrally

confident that further veluntary developments
will be made they are not entirely convineed that
gufficient progress will be made (141,

ronclusion

In September 1979, the CBI published its

Cuidelines for Action on Emplovee Involvement

with the aim of promoting and encouraging the

voluntiary development of involvement. The
puidelines stressed thal there was nothing new 1n
the concepts surmunding mvolverment and that
they were concerned, in esgence, with developing
amore open style of management rather than
with chan gi.rlb'f the manager’s role in
decizion-making, Involvement, they argued, was
about improving the quality of decisions and
achzeving the consent needed to turn decisions
into actions. What then does the survey suggrest
about the originel aims and approach of the
guidelines?

# The survey underlines once again the
complexity and variety of bnsiness
organisations into which patterns of
invelvement must it There can be noone
ml!_HsI:] I'_ur ?ﬁul;:i:l;!!‘l\."iru I i:|11.-'4:||1.l1;=r'r'|1,'-|‘| L
The extant of methads veed primarily for
eommunicating with employvees is higher than
perhapz many would have expected. Providing
information on performance and face-to-face
meelings between senior management and
employecs are common throughout business
while about two-thirds of participants have a
company paper and'or emploves repart. Less
comman, however, are Works Councils or joini
rapresentative committess as the main formal
means of consulting emplovees and where they
do exist the vast majority came into existence
more than three veara ago. Only a third of
those answering have expressed strong
commitment to involvement via a formal
agreement but over half the participants have
some form of financial participation and a third
of these have introduced it within the last
three yoars,

Orverall manngers say that consul tation is the
predominant maans of invalving emplovess on
about hall the issues arising at work. Over half

the remaining issues are mainly dealt with by
communieation,

Nearly 90 per cent of participants believe that
their involvement policies have improved
performance in & tangible way with "improved
morake” and ‘greater realiam in pay bargaining'
being the most eommenly cited specific resulta
Uver three-gquarters of managers believe that
there has besn & distinet improvement in
involvement in industry over the last five
Vears,

[-unking al the results as 8 whale, theve does on
the face of it seem o be 2ome contradiction
between on the one hand the high degree of
consultation on work issues, the sizeable number
of tangible benefita of invalvement and the recent
progress reported in this area, and on the other
hand the comparatively slow development of
formal methods of consultation and of formal
agreements, There are, of course, different ways
al interpreting this and the results penerally but
in the opinion of the team which undertook this
gtudy thiz contradiction emphasgises the
importance of informal procedures and methods
in British indusirial relations

In particular, the strength with which
managers agreed that their companies’
management style had become more open’ and
participative, coupled with the extent of
consultation over work issues, reflects that
progress on invelvement has been centred on
improving relationships between management
and employess at the workplace rather than
through the development of formal,
representative structures.

While formal methods are highly "visible’ and
paay to measare they do not necessarily reflect
improved relationships. By way of analogy, a law
could compel & husband and wife to speak to each
other every dav, but there iz no puarantes that
this would improve their relationehip — indeed it
might harm it. There will only be any certainty
that relationships at work will improve if all




parties want them to improve and are willing o
achieve this through communication, give and
take and a desire to reach agreement,

The survey's results suggest therefore that
improvements are being made, particularly
through informal methods, and this is supported
by employees themselves with 52 per cont
agreeing that their company had become more
‘open’ and participative in the last thre vears and
with only 29 per cent disagreeing. Bul there
remains a gap, reducing but real, between the
potential for involvement and the practice
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With reference to your note of 2 October. I did attend the
Copeman presentation at the Treasury on 16 September.

found it rather disappointing and I suspect the Treasury

people who were there were also not very happy with the

|

prasentatlion.

e e

If all had [ great unreslity about 1t. All theirw

examples had ite [ real ‘Teturn B between 20%

alf Wi

and 30%. The FPOER & of rebfurn on anse in manufactur-
ing industries ' 11y -1 They explained that
ynamic companies, Well

I think we have few problems with them!

S0 far as I could see there was very little that was new in it,

but I 'did prepare a little noteat the £ime which T attach. My

recommendation would bBe that the Prime Minister does not write.
— s T T T e

I don't think there is any useful purposs to be served
pursuing 1t. The Treasury may wish to take up some of
particular recommendations about tax changes, etc, but I think
that is for them to decide,

B T ; R 1
i October 1901 AN WALTERS
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Following on from your letter of 3rd August and the presentation which Peter ﬁ""(—'
Moore and I made at the Treasury on l6th September, | enclose a cut-down version
of our paper, giving only the philosophy of "Team Enterprise and Wider Share Ownership",
together with the supporting figurework. All the detailed proposals which are relevant
to various Government Departments are excluded. The enclosed is therefore specific

to the needs of speech - writing.

You will no doubt agree that it would be inappropriate at this stage for any
reference to be made to any further action by Government. That would only create
"planning blight", with all action by industry ceasing while they waited for future

Government action.

As you have polnted out, the main legislation Is already on the statute books.
The main requirement now, in my view, is a clear indication that the Government really
believes in it and expects it to be used.

r'w ‘.-.,'...._-—ﬂ-";.[I,

George Copeman
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[NTROCAUCTION

We present here information on two sreas of discovery: the first concerns our
Computer iModel of Financial Participation, developed by Professor Meter Moore In
consultation with myself and my consulting colleaguee. This chows that the scope
for motivational profit sharing in cash and shares is far greater than generally
belleved. Peter Moore describes the results of his work, but he does mot devote
space to the meathematical development of the work, as there is an Appendix on
thiz st the back of thia papery’ 1 then draw attention to the conseguences of his
work for national economic paolicy, particularly itz effect in reducing the direct
cost of labour, raising the level of investment and increasing the level of

employment without wage-push inflation.

Following this T go on to describe the other area of -aiscm'er}-,, It srises from
working with 130 client companies in the last few years, about 100 -of them
concerned with employes share scheimes, some of these with cash schemes as well
and the remainder nearly all concerned with cash incentives. This second arca of
discovery 13 concerned with how In practice the "credibility gap® in British industry
and commerce may be closed, how the work on the Computer Model may be applied
on a widely accepteble basis to create profit-linked pay systems in each type of
industry, in spite of the changing rate of inflation. What we are particularly
concerned with is the speed with which any company, through tha uose of
appropriate mini computer programmes, may apply a reliable profit-linked pay
formula to its own performance flgures, in the confidence that the system cannot
runn wild and make payments that are wunrealistic in relstion to company

performance,

George Copeman




SUMMARY

“CTHOMN T

Professor Peter Moore's Computer Model of Firancial Participation is described
apd examples are given showlng that it s worthwhile for both sharcholders  and
employees. to introduce cash and share bonus incentive systems which reward high
company performance, ln terms of return on capital, with bonias cates beyond the

levels acceptahle within the Investment Protection Committee Guidelines.

SECTION O

The case |5 made for using profit sharing schemes, Invalving cagh and sheres, to
restrain the demand for higher basic pay rates whilst allowing those who are able
and willing to sarn more to do so via profit sharing. Whilst economists in Lha past
have dismissed this solution becausa profit sharing was regarded as cosmetic, the
Computer Model of Finaencial Participation provides evidence Lthat, when
significantly larger bonuses are paid Tor higher profitability, profit sharing is 8 way
of enabling an economy to recover from recession without wage-push inflation,
hence. with higher levels of Investment and employment than would have been

possible il basic pay rates had been increased.

SECTION I

The philosophy of Team Enterprise is told in the course of describing the history of
development of the Lechnodogy of prafit sharing, including the current use of norms
and ‘rates of sharing which employees reedily sccept as being falr, which
accommodate themsalves asutomatically to varying rates of inflation and which ere
protected against the prospect of paying out bonuses beyond the company's cash
flow resolrces. The development of electronics ensures that such profit sharing
systems can be dissaminated accurately and gquickly to company managamente via
inexpenasive minl computer programmes of & type which finance directors are

already becoming sccustomed to using in their budgeking work.




SECTION IV

Eaxperience in Installing incentive schames suggosts that the teach-in process
involved provides a unique oppartunity to convey the philosophy of Team Enterprise
ta employe=s, for they want to know why the proposed system is fair as well as how
it operates. Companies which can initially offer only a emall profit ehare can make

the most of the situation with this slogan:

DOUBLE YOUIR PROFIT SHARE AND
YOU DOUBLE THE SECURITY OF YOUR JO8.




SECTIONT

MAIN RESULTS OF THE COMPUTER RLINS

As Appendix 11 gives detail on our methodology and also several tables of results. [
want to concentrate here on drawing attention to the specific value of our results
in emphasising the scope for molivating employees with bonuses of equal amounts
in cash and shares if, in response to the prospect of esrning e cerlain level of
borus, employees work together so well as a team that the company achicves a

certain increase in return on capital.

This I8 a case of no extra bonus if there is no increase in performance. The
Camputer Model traces twelve years of assumed perfonnance at certain levels of
return on capital, also assuming the payment of a steady eight per cent dividend on

capital, henee a bigger total dividend as tha capital Increases.

Figure 1 shows the situation when employee shares are purchased in the market. It
is assumed that employees will receive 10 per cent of profits in total bonus if they
achieve a 20 per cent return on capital, and a 14 per cent total bonus if they
echleve a 25 per cent return on eapital. In the former case, over 1Z years the
original shareholders' capital and their dividend grow to 238 per cent of their
former levels, in real terms. In the latter case, they grow to 364 per cent. This is
certainly a good deal for shareholders - better than they have had in all but a small

minority of British firms In recent years.

Employees too do quite well. Apart from their cash bonuses, the sggregate share
capital of those who stay for the whole 12 years, sssuming they do not sell any
shares, grows to 71 per cent of the level of employees' annual pay plus national
ineurance and pension costs, In the case of the 14 per cent borws. This, moreover,
is assuming that capital employed is equal to employee costs; if CE s actuslly 2,

they will aceumulate twice as much capital relative to their pay. B

Figure ? shaws the same strocture as in Figure 1 except for a change in assumption
gbout share acquisition. In Figure 2 the shares are newly issued, nat purchased as
in Figure 1. One would expect the capital Lo grow faster if more monay is retained

in the business, which iz shown to be the case by comparing Figure 2 with Figure 1.
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In the case of the 14 per cent bonus, shareholdars' capital grows in 12 years to 470
per cent of the original level, as sgeingt 364 per cent for the casa: of ehare
purchase. However, the difference is primarily due to the assumption that the
capital value paid to shareholders from whom shares are purchased s ignored. 5o
we must not rule out share purchase if thig is the better policy for meintaining the

independence of the company.

Finmally, in Figure 2 we repeat Figure 1, the case of share purchase, adding on a 16
per cent bonus level and giving bwo rows which make It possible to compare growth
rates. One does not, afler all, know in advance whether the prospect of sharing 14
per cent of profits is enough to encoursge employees to raise tha return on capital
to Z5 per cent, or whether a promise of 16 per cent of profits is necessary. As the
figures show, the first case iz obviously A better deal for existing shareholders, bat
if they have to pay 16 per cent, this is still very worthwhile. Their capital and
their dividend rise by 32 per cent above whet these might have been if they had
merely continued paying bonuses of 1U per cent of profits, without the promisze of

more.

P.G. Moore




FIGURE 1

CAPITAL CROWTH AFTER 12 YEARS WHEN SHARES PURCHASED
FROM EXISTING HOLDERS

Owners capiktal as % Employee share Initial employees

of original capital of eapital capital 88 % of EC

10% Bonus
20% RO

14% Bonus
259% ROC




FIGURE 2

CAPITAL GROWTH AFTER 12 YEARS WHEN SHARES ARE NEWLY IS5UED

Owrers capital as % Employee share Initial employees

of ariginal capital of capital capital as % of EC

10% Bonus

20% ROC

14% Bonus
25% ROC




FIGURE 3
CAPITAL GROWTH AFTER 12 YEARS WHEN SHARES PURCHASED

FROM EXISTING HOLDERS

Owners capital as % Employee share Initial employees

of original capital of capital capital as % of EC

10% Bonus

0% ROC

14% Bonus
25% ROC

16" Bonue
25% ROC

Percentage Increase
from (1) to (2)

Percentage increase

from (1) to {3)




SECTION I

CONSEQUEMNCES OF THE DISCOVERIES MADE

The consequences of this work on the computer model may be summed up as

fullows:

It shows industry how to move out of the era of cesmetic share schemes and

pay real bonuses in cash and shares.

It makes pnasible restraint on hasic pay in the market sector becausse of the

potentie] size of the extra earnings.

It lowers the cost of Ishour, transferring part of the former cost to

profit-sharing.

It lncreases the propensity te invest more money and to employ more

people,
It makes possible a higher level of employment without inflation.

It demonstrates the efficacy of basing a profit-sharing share schame on the

purchase of existing shares.
It makes possible a build-up of "loyal” shareholders against takeover bids.

COne can only describe it ag a tragedy for the market economy if unemployment has
ta be high and bankruptcies have to be high in order ta restrain pay demands.
Keynesian ideas on full employment are no longer popular because attempts to put
them into practice, relatively successful in the immediate post-war period, have
been accompanied by increasing rates of inflation. One of the great fears in recent

years has been wage-push inflation. However, the missing item in the Keynesian

analysis is profit-sharing, for the simple reason that until recently profit sharing

has been regarded by economists and Governments as cosmetic. The sort of levels
of profit share which it was thought could be paid, typically in a range up to 5% of
pay, were not regarded as having any slgnificant impact on either company or

Government policy.
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The Compuler Model of Financial Participation indicates ranges more in Lhe area
of 10% Lo 20% of pay. Companies installing schemes are now, in our experience,

frequently ready to discuss paying bonuses of this level.




SECTION M

HOW IN PRACTICE THE CREDIBILITY GAP
MAY HE (1.0OSET)

In the writer's view the major causs of the credibility gap in British Industey Is seen
aummed up in a8 "Finaneial Times" survey published in 1975, which was conducted
by Professor E. Victor Morgan of Reading University. Thia showed that only 3.8%

of people of working age and above directly owned any shares.

Anyone who was charged with responsibility Tor re-designing the social system
could hardly be expected to consider planning It on a basis that 100% of the adult
population had votes but only 2.8% haed shares. They would not expect this to
work = amnd it does not, 88 we see around us. The working population does not by

and large believe in Lthe system.

Henry Ford said that "history is bunk™ and perhaps he had & case - al |east for
epoonomic history, which is traditionally described as a movement from feudalism
to capitalism to socialism. Ferhaps we can understand the credibility gap better if

we replace thase three traditional words with a different set of concepts.

| prefer to look upon economic history as 8 movement from elave-based civilisstion
to migrant-based civilisation and then; hopefully, on to team-based civilisation. I
find that this fits better as a fremework for explaining much that is going on

around wus.

Most of the great constructions of early history, such as the Pyramids of Eqypt, the
Parthenon in Athens and the Coliseum in Rome, were built; at least as to a large
part, by slaves. In a slave-based economy, the slave is tied to the job. The
development of free enterprise was part of the movement towerds freeing the
glave. In Britain the semi=glave of the middie ages was a manaorial serf. When he
escaped or obtained his freedom and took & job in 8 town, he worked for a cash

wage.

The development of free enterprise was very important for the development of
political liberty but it also produced an enormous increéase in productivity. In spite

of this, however, in due course it alisnated ite own workforce,
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MNow we are, in my view, entering the era of team enterprise. Employeas remain
free to come and go, to teke 8 job or to leave, but in some caseg they now have a
sanse of belonging. They bave ties to the firm and relationships with it, such a8
membership of a share scheme, which wera not thought important when free

anterprise first daveloped.

We should also note that many of the economic miracles in history are baded on
migration. For example, the British industrial revolution was preceded by an
agricultural revolution. DBefore that; traditionally sbout B0% of the population
were cccupied on the land, because four-fifths of the people were needed bo
produce the food, The sgricultural revolution created such an improvement in
farm efficiency thal Lhe pupulation on the land fel]l from 80% to 33% {(by 1B811).
Thus some 47% of the population, or almost half, moved from the country into the
town. Here was Adam Smith's labour market of people available Tor hire and fire.

The United 5States is by sny standards sn economic miracle, but it i3 also & nalion
of immigrants. In one century alons, from 1821 to 1920, 30.6 million people
crossed the Atlantic from Europe to the United States. This is more than the

population which was there before they came.

The post-war German economic miracle was preceded by the arrival of 12.3 million
people from Eastern Europe, before the Berlin Wall was built. This is sbout
one=third of the mumber of people in Western Cermany at the end of the Second
World War. After the wall was built, more people came up from [taly, Yugesiavia,

Turkey end elsewhere in Southern Eurcpes

The Japanese economic miracle has not involved anyone coming in from sbroad; at
least not in significant numbers. However, In the first ten years alone after the
Second World War, 16 million peasants came In from the farms to work In the

citizs. They heve since continued to come in large numbers.

The movement of peoples throughout history has been an important factor in the
development of freedom snd of economic prosperity. People have wvery often
moved in order to escepe from slavery or persecution. However, the migrant,
whether he moves from the country into town or from another country, is an alien
when he arrives. Moreover, in the ultimate, freedom is alienation. A man who is
freed from his wife is also in an Important sense alienated from her. Sharing
always means giving up some freedom. The movement of people has made them

free but it has left them unattached, without a sense of belonging, and not
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participaling in the growlh of capital which takes place in successful enterprise.
Throughout the history of company law, the members of the company have
traditionally been the sharshalders. The employees were nol members and indeed
are still not. In this sense they are aliens. It was not thought that they should
participate, or even could participate In the capital ownership. They collected

their wages or salaries and that was that.

There are three alternative ways of describing how capital is accumulated which
have a baaring on how it might be shared. Adam Smith said that capital comes
from parsimony. This could have been more or less right for his time, before the
development of income lax or corporétion tax and indeed bofore the development,
to any significant extent, of the joint stock company. The personal saving of the
businessman was then also the personal capltal accumulation of his business.
Therefore the capital which grew in his business. if it was successful, could be seen
by him &s growing in his own pocket. His virtue as & businessman could be seen as

that of someone who restrained himself from spending his capitals

Karl Merx said that capital comes from exploitation of the workers. Whilst this
emotive approach has undoubtedly been an inspiration to some seclions of the
labour movement, it does not, in the writer's view, take sufficlent account of the
nature of competition and the importance of marketing. The Beatles, for example,
became millionaires by singing songs. They were marketed well but they hardly

employed anyone. They could scarely be accused of exploitation.

The writer first developed a theory of how capital is accumulated in his book "The
Challenge of Employee Share Dwnership", published in 1958. This fits with the idea
of tesm enterprise and with the idea that caepital quite often comes from
teamworl.

The short title to this theory is "The James Effect”, named after Mr John James of
Bristol, whose development of a post-war business was the first such case studied
by the writer. Mr James spent his gratully on starting one radio shop In Bristol and
about twelve years later he had developed & chain of some 200 shops, which he sold
for £6m. The James Effect says that “"the essential tax reliefs for business growth
are a major cause of concentrated capital ownership and of the exclusion of the

majority of peaple from participation in capital ownership".

Ihe costs of growth of a business are largely tax-free and no country wanlts to
alter this because nobody wants to discourage the growth of firms. An economy




congists of growing firms, stagnant firms and declining firms. If the growing firms
are discouraged, unemployment can rise rapidly and the standard of living can

decline rapidly.

It is worth looking st a model of how Mr James built up L6m worth of capital in
twelve years at a time when income was being taxed at rates of up to 974%. Let
us suppose that his profit on his first shop was £10,000 before tax. He would not in
fact pay tax cn £10,000 because much af this profit would be used in starting other
shops. He would have to start many shops a year in order to build & chain of 200
shops In twalve years. Suppose his taxable profit on the first shop was £1,000, then
his taxable profit on 200 shops could be EZ00,000. These are the profits after
deducting the cosiz of growth, such as arranging the lease of new shops, decorating
themn, putting in staff and paying them until the shop had gained enough customers

to be self -supporting,; also capital allowances on any machines and equipment.

If, after developing a chain of 20U shops, Mr James decided not to continue the
growth of the chain, hiz profits per shop could be 10,000, since thers would no
longer be any costs of growth. Thus his total profit on 200 shops could be EZm. IFf
he sold Ehe chaln of shops on a valustion basgiz of three times earnings, the value
could ba £E&m - which is what [t was.

To test out the James Effect on the nation as a whole, in 1976 the writer
conducted & study on behall of the British Morth American Research Association,
an off-shoot of the Confederation of British Industry. This was a ten-year study,
1762 to 1374, of the Mativnal lncome Blue Book figures on capital formation in
Britain. It was found that national capital formeation over this len-year period

broke down as follows:

Business

Govermment

Financial Inatitutions

Mon-profit organizations 1.1%

Personal saving 1.1%

100%

It was clear to the writer from these figures that if employees were ever to

become significant capital owners of industry, there would have Lo be employee
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share schemes. Personal saving, other than contractual saving through financial
iretitutions concerned with house mortgages, pensions, life Insurance and hire
purchase, would not provide the necessary funds. Employess could only participate
significant]ly in the process of capital formation if thay earned thair way in, rather
than eaving their way in. They could earn their way in through incentive systams
within the business. They could eut In on the James Effect and build up personal
capital in a successful business, but to justify their steke they could be expected to
do s0 on an incentive basis - by eaming Ltheir share of capital formation through
helping to increase the productivity and profitability of the business. The idea was
conceived that self-made, successful people should no lopger be almost solely those
whao had a new and very clever marketing technique or product which became very
popular. In any business emplovees could justify having a stake In the capital
formation if they worked well together as a team to make it more successful. An
increase in the proportion of owner workers and a consequent reduction in the
proportion of absentes owners could in itself make a business more affective.

50 much for the concept; the problem in practice was how Lo develop norms and
ratios for incentive bonus systerma which would give employees their fair share of
profite without cutting too much into the profits needed for financing the business,
How could incentives be arranged by which both the employess and the company
alwaye gained? Moreover, is the right rate of sharing 5% of profits or 15%7 What

is the proper guideline?

A most important clue to development in this area can be seen in the work of Allen
W. Rucker, an American management consultant who made 8 study of the LULS.
Census of Manufactures figures Trom 1627 to 1354, He found that during this long
period in each industry - except the extractive industries where commodity prices
rose and fell rather violently - the ratin of employes pay to added velue was
constant. This period covered two world wars and @ major economic recession, yet
the consistency of the ratio was remarkable. It was of course caonstant for the
industry, not for the individual firm which could have been subject to ups and

downre of prosperiby.

Added value; it may be recalled, i3 sales revenue minus bought-in costs, which is
equivalent to profit plus emplovee costs. What Rucker was saving, In effect, was
that in any particular industry, due to various factors such as its capital intensity,
there was a steady relstionship between profit end pay, for these two made up the
added value. Rucker concluded that, if there is a constant relationship between

prafit and pay, one ought to stop bargaining and create Incentive systems which in
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effect promise employess their share of the take. If; for example, in & particular
industry the normal relsticnship between profit and pay is 1 to 3, then whenever
there I8 an increese in the edded velue, employees should have three parts of it and

profit one part. This could provide a magnificent incentive system.

The trouble in applying it is that profits of individusal firms do bounce up and down
with changing circumstances. If we look st the following figures, we seg the
potentially disastrous consequences of promising employees an instant restoration

of their share of added value each year,

Added Value Profit Pay
1,000 250 750
1,200 450 7150
1,200 300 900
1,200 - 373 825

In the sbove table, tha first line represents the position in 8 firm bafore there s an
ncrease in added value. The second line shows an Increase of 20D, which lel us
suppose begins as an Increase in profit, so that the profit goes up from 250 to 450,
If, then, there is a divizion of the extra profit on the basis of Rucker's finding, the
result iz shown In the third line where profit recelves 50, or one-quarter of the
increase, and employees receive the other three-ouarters, because the normal ratio

batween profit and pay in this particular industry happens to be 1 to 3.

Such a division does, however, mean that the employees take the lion's share af the
extra profit and the company is almost certainly left with an inadeguate amount of

cash to finance the extra business which the extra profit repressnts.

Hence a typical compromise in some of the early Rucker schemes far motivating
employees was to split the employees' share of the Increase 50/50 between the
company and the employees. Psychologically this is not a good idea. 1T it really is
the employoes' share, why should they split it with someone elsa? However, the
effect of this is as shown in line 4 of the table. It enables more money to be kept
In the business, to finance its growth.

In order to put the Rucker concept into effect but to do so on a more systematic
basgis which ensured that the compeany kept epough cash in the business and yet at
the same Lime kept faith with employess, the writer worked with Peter Moore in

the development of a hunting factor and an exponential bonus system. A hunting
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factor 8 merely a proportion of the employees' share of added value which is
immediately paid to them in borus, but the word "hunting” is used because this is a
feed-back control system which hunts to a norm. The employees may, for
example, receive only 30% of their Rucker share immedistely, but it does not stay
at a conetant share. Using the exponential bonus formula, the employvee share rises
steadily if permanent progress has been made and the increase in profitability fs
sustained. The employee share rises stoadily until the "Rucker norm" relationship

between profit and pay is restored.

Thiz can been seen graphically in Disgram 1. The exponential curves ropresent
different hunting facteors. It Is not unrealistic to have a hunting factor as low as
w2« The hunting factor of the L.C.L. profit-sharing share scheme is effectively 17,
although no such calculation is explicitly made. This is fairly typical for a capital
intense industry. However, as can be seen from Diagram 1, regardless of the
hunting factor, whether high or low, all the curves must by their exponential nature
rise to Louch the top horizontal line of the graph somewhere over to the right. In
principle they only reach it at infinity, but in practice they get very close to the
top in just a few years. This means that however low the hunting fector, however
much capital has to be retained in the business, the system restores the Rucker
norm -and therefore it keeps faith with employees. H~Nevertheless, it preserves

company cash flow, to finance an increase in business.

Liagram 2 shows the same exponential bonus formula applied to a situation where
the business is not making any permanent progress in profitability. It is merely
bobbing up and down with the state of trade - doing better at some times and
worse at others. The effect of the formula is to smooth the bonus pattern. The
thick line on Dlagram 2 shows a Lypical movement in a bonus worked out on Rucker
principles, on the basis of immediate restoration of the norm. The dotted line

shows the same bonus smoothed by application of the exponential lformula, Thus it

may be seen that with the one formula, which as we shall see iz a simple formula,

two things sre achieved - firstly, the company obtalns first bite of the cherry as
regards using increased profits to finance expansion but st the same time it keaps
faith with employees by steadily restoring the Rucker norm, and secondly, the
bonus system is smoothad and this has the sdditional advantage that it usually cuts
out negatives. On the rare ocoasion when it does not, they can be carried forward,

through the system.

Hunting factors and exponential systems are readily understood by employees

because they understand feed-back caontrols. The whole of the engineering
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industry, food processing and ehemical processing use fecd-back systems Lo contral
thelr operatlons. [If some activity wanders away from its normal situation,
infermalion iz fed back to enahle the control to be adjusted and reluen it to
normal. Moreavar, the human body ia full of feed-back controls which bunt to 8
norm. For example, the temperature of the body is expected Lo stay around 98.4°F
and there 18 a very elaborate control system for feeding back information if the
body becomes too hot or too cold. In the former case the glands are opencd and
the body perspires in order to create cooling. In the latter case, the lungs end
neart work fester, more heat is created and pumped around the body. Employees
readily understand hunting factors and feed back controls, provided they are human
beings, not ghosts.

The exponential bonus formula is very simple. It is a fraction of Lhe Rucker bonus
rete calculsted for this year plus a fraction of last year's bonus, which of course Is
already known, The fraction taken from thizs year's ecaleulation and the faction

taken fram last year's bonus depend upaon the hunting factor.

Another point which can ba gainad by lonking st Diagram 1 is to note that bacause,
on cash flow grounds, employee bonus must lag behind company profitability, i.e.
money must be re-invested in the business which might otherwise have been pald
out in bonus, this in itself iz a justification for having an empleyee share acheme
and for having st least part of the bonus paid in new issue shares. Some of the
money which has to ramain in the business in order to build it up and creste joba
may be regarded as money re-invested in the business on behalf of employees.
Therefore if part of the borus is in shares, employees are obltaining a stake in this
re-invested profit. The lag built into the exponential bonus formula - essential for
providing a maotivation system but at the same time conserving company cash, is

compensated for through a share scheme.

Thus it can be seen that share schemes sre an important part of paylng optimum
rales of reward o employees. The total level of pay that the campany can afford
ls always higher if part of it is taken in shares. This is basic to the building of the
Computer Model of Financial Participation - a realisation that optimum reward

conzisls of an exponential bonus system, part of which is in cash and part In shares.

There are, however, refinements which have had to be built in and tested - such as
how Lo ensure Lhat the campany's relurn on capital is adequate before profits are
shared, how to allow for inflation, Indeed for varying rates of inflation, and how to

start a scheme from a position of low profitability or even loas,
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Once this system has been built, however, one can go on to add a method of
adjusting basic pay rates on a profitabllity basis. That is, pay retes are changed in
accordance with changes in the cost af living, as modified by a profitabilily faclor,
This is readily understood and appreciated by employees. They like to keap up with
the cost of living, but they can understand that if one has a well designed bonus
systeam and if the firm has a period of very high profitability, they will receive
froim the formula more than the incresse in the cost of living, though on the other
hand if the firm has a period of low profitability or loss making, they will receive
less than the increzsze in the cost of living. In between thess high and low
performance levels is 8 range of profitability for which they will receive full cost

of living adjustment, neither more nor less.
We may sum up the work done in this areas by saying that the Computer Model of
Financial Participation developed for Copeman Paterson Limited by Professor

Peter Moore has made it possible to design and test incentive systems which:

i Are on a8 more generous réeward scale in relation to performance than

hitherlo thought possible.

Are bullt on an exponential formula which:

(a) conserves company cash flow, yet;

{b) maintaine faith with employees, in accordance with Rucker

principles; and

te)  effects some smoathing of bonuses from one period to another,

I ypically involve both cash bonus and share bonus.

Are "fool proof" against running wild and paying out ruinous sums.

Solve the problem of bow lo apply a varying rate of annual inflation to

company performance figures.

Provide for realistic lead-in bonuses when a company is climbing out of a
difficult period; yet allow the lead-in bonus to be overtaken by the normal

prafitability bonus.




Allow for six-monthly cesh payments where appropriate, in spite of share

allocations being anrmual.

Can provide for the linking of cost-of-living change and ecompany

profitability level, to datermine a realistic adjustment of basic pay.

Aro more easily, more cheaply and more quickly dissaminated Lhroughout
the nation's entire market sector than ever previously possible, through the
abllity La examine alternstive possibilities for incentive schemes more
rapldly than hitherto by the use of inexpensive mini computer programmes
of a type which linance directors are becoming accustomed to using in their

budgeting work,

The Computer Model of Financlal Particlpation demonstrates how powerful team
motivation can be derived from people earning their way into the capital of a
business, via profit sharing. 1 emphasise the importance of earning. This
molivation iz partly lost if the share scheme requires that participants must save
before they can acquire any shares. The need to require employees to save in
advance is surely based on 8 misunderstanding of Adam Smith. Certainly saving Is
impartant to the establishment and financing of a business, but s we have seen,
todey most of the nation's industrial saving takes place inside the company, not
inside the pockets of individual people. In effect, the employees are constrained to
save by limiting pay and the company sccumulates the capital. The credibility gap
and the need for higher productivity in Britain are such that, in the wriler's view,
whenever possible shares should be made widely avallable to employees via a
profit-related share scheme. Some of the savings related schemes have recently
been attracting less than 5 per cent participation by eligible employees, which
imavitably means almost all the participants are in management and the main
offices. Yet the country is not short of savings media or of savings. It is short of
well motivated people wha believe in the economic system and can make the

existing businesses more productive.

Saving does, however, have a role to play In share schemes. This arises over the
question as to how long emplovees will hold on to shares issued to them under a

profit sharing share scheme.

It is irstroctive to look at what has happened when employees have becomae
shareholders. Since 1954 when LC.IL issued its first profit sharing shares; there has

been a myth that employees "rush to sell at the factory gates". In fact after the
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1.1, scheme had bean running for 17 years, the company Look a pensus of its share
register and found that 37% of sll the shares ever issued to employees were still in
the same hands, All this happend before tax relief was available to employees for
share schemes. (At this point one should acknowledge the pioneering rola of L.C.L
in ensuring that their employee share scheme invalved the use of proper, ordinary
shares, in contrast to the special shares used In many previous schemes. The
movement towards Team Enterprise would be badly betrayed if Government ever
deferred Lo pressure to allow speciol shares in an employee share scheme. [n this

respect the present legislation is, in the writer's viow, right.)

One af the ploneering companies that developed profit-shering share schemes,
assisted by the writer, before the Finence Act 1978, was House of Fraser. They
were one of the first to coavert over to the Finance Act 1978 provisions, with an
approved schermne. Their first approprigtion of shares Lo employees Look place on
the 7th July 1979 and these shares became freely saleable on 7th July 1981. The
company had prepared an elaborate and extremely efficient computer programme
for handling & rush of employess to sell the shares, after Lthe ennouncements were
made on the notice boards and accompanying every employes's pay slip, telling
them that they were now free to sell the first appropriation of shares. In the first
three weseks after the 16,716 participants in the first appropristion of shares wers

free to sell, only 9 applied to sell. 1 mean 9 people, not 9%. Since then, there has

bean a steady trickle of sales by two or three participants a week. Even if one
attributes part of the "hold on" capacity of House of Fraser employees to the
threat of & tekeover bid to the company, It Is remarkable to obtain such a high

level of consensus for any one course.




SECTION IV

THE CHANGING OF ATTITUDES

In the writer's experience, the designing and installation of new pay systams, of a
highly motivational kind, provides & unigue opportunity te ensble emplovess to
dovelop new atlitudes to the nature of business enterprise and the importance of
teamwork., Whereas in the normal course of events one cannot teach any new
philosophy of enterprise to employees without it being suspected that they are
belng got at, when it comes to installing a new incentive system, thay are ready to
learn why the scheme is being installed as well as how it works. Teaching why ls as
important as teaching how. The former requires that they should be taught a
philozophy and history of development such as that outlined in Section Il of this

paper.

Individual ethics may be verbal but corporgte eithics must also involve figures.
Parhaps the best known statements of individual ethics are contsined in the Ten
Commandments and the Sermon on the Mounkt, so far as Western Civilisation is
eopcerned. Compenies which have tried to develop similar staterments of corporate
ethice, as many did in the 1950's and 1%60's, found that so long as they confined
themsalves to words, they achieved very little. Corporate sthics must alse include
figures. and malhematical relationships, for a business enterprise is a flow of
revenue and of expenditure and alsc 8 pool of rescurces in the form of capital.
How much revenue comes in end how the expenditure is shared is of importance to

all concarned, as s also sharing in the growth of capital.

Team Enterprizse is 8 message a3 well as-a plan.

It provides a sense of belonging as well as actual ownership and sharing.

It is 8 new sat of principles for people to believe in and provide them with a

unifying sensa of purpose at their place of work.

It provides an opportunity to appreciate that the market economy iz on the
whole fair and free bubt that rewards can be effectively related to. the
performance of the organisation and these rewards can geperally include a

stake in the capital.
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It provides a hasis for realistic joint consultation, Involving the regular
provision of company performance figures and the related bonus eamings
which are undeniably of wide emplovee interest, whethar the news 15 uuuli ar

bad.

It makes possible an increase in the levels of investment and of einployment
without stirmulating inflation, for better incentive rewards enable the same
kind of precision to be used in the determination of basic pay rates as is
generally used by & company in designing, producing and marketing a

product.

Moreover, getting these matters right for the market seclor is fundamental to

providing better services and higher standards of living in the public sector.

sometimes company managements say that the bonuses they can pay will not be
nough. A small bonus can, however, be turned into a bigger bonus, for much is at

itnke. | offer a slogan for Teem Enterprise during this period of recession:

DOUBLE YOUR BONLUS AND YO DOUBLE
THE SECURITY OF YOUR JOB.




AFPPENDIX 1

DCI_UTICHN EFFECT

Concern i8 somatimes exprassad thet the ultimate lovel of holdings by employecs
could become large in relation to the total shareholdings and have an effect on
managerial control.  Employees do however retire, resign or die and also sell thelr
shares. Hence there i3 a regular dispossl rate and the !'r.llln-.-.-"lng tahle showsa the
ultimate percentage shareholding by employees for various rates of bonus share
issue (expressed as a percentage per snnum of issued shares) and varlous rates of
disposal (expressed as a percentage of total shares held by employess each year).
For example, if 4 per cent of shares are iasued and &llocated to employees each
year and the annual disposal rate is 10 per cent of shares held by gmployvees, then

the ultimate employee holding level is 4.8 per cent of all sheres in issus,

Disposals percentage per annum (d)

leaue: rate
per cent
PEF EnnUm

(k)

A long time will elapse before the ultimate level of 4.8 per cent, or anything near
it, 15 reached. The year by year flgures would be as follows:




Annual rate of izme: {%; Disposal rate: 10% p.a.

Percentage holding Year Percentage holding

3.00
3,18
5 1 ]
3,50
3.63
3.7%
3.85
4. B0

Lﬁll]l:lullr::-

Since under the existing law there can generally be no sale of shares In the first 2
years a relevant case for consideration is as follows: no sales Lake place in the
first two years efter issue to emplovees; higher rates than wusual apply in yaars 3
and 4 (say 25 per cent per annum) and then the usual rate as before. The following
table shows the ultimate percentage shareholding by employees on  these
assumptions for various rates of share issue (k) and various rates of disposal (d)

from wear 5 onwards:

Dispasals percentage per annum (d) from year 5

3 10 L5 20

Izsue rate 3.6
per cent 5.k
par armurm f:0

k)

Thus it can be seen that If, for example, 0.75% of the share capital were lssued
each year then one could ressonably expect the ultimate proportion of the share
capital that is in employees’ hands to be under 9.9% and poasibly significantly under

that level.

H. 5. Moore




APPEMDIX 11

FINAMNCIAL PARTICIPATION MODEL OF THE BUSIMNESS FIRM

Introduction

1.

These rotes are ln two parts. Part A outlines the algorithm used for the
model derived to investigate the effects of financial participation in a
business firm. Part B gives the slightly modified end restricted model used
far the current series of arithmetical stodies, followed by same of the

results derived from this modified modeal.

The model used for financial participation is in two sections, and has been
devised in &8 form that is sultable for eleclronic computer celculations.
Section 1 (attached) is a cash flow model on a year by year basis designed to
show for each year the capital of the ecompany, the profits, bonuses,
dividends payable etc, and the effect of profits, bonuses and dividends on
the growth of capital employed and share capital. The caleulations

necessary for each column are outlined in the notes attached to Section 1.

As shown in Section 1, the model incorporates no company taxation, it being
assurmed that the company concerned i3 growing at such & rate as Lo be able
to write off all potential tax lisbilitias against new lnvestment. (This
assumption can be modified, if =0 desired, to assume a given average tax
rate pach year). Secondly, it is sssumed that the shares are new issue
shares, priced at n years profits per share at the time of issue. This
assumption can again be modified to show the position if the bonus shares
were purchased from existing holders st n' years profits per share at time of

purchase.

Coction 2 iz an algorithm for determining bonus (either cash or shares, or
both). Thia is basad upon the principle of a certain proportion of the excess
of the ratio of Added Value to Employee Costs above some defined norm

being alloceted to employee bonus. There is a smoothing system to spread




.

the bonus across Years, and also some restriclions: bo-evojd small cash

pa:.l:u:n'._z! ar share issues of a r'|'|:|':|l'|ih||'|:ﬁ above some defined 1imik.

Both sections of the overall model heve beean put inte a compuler

programme and are in use for calculation purposas.

For the illustralive tables in Part B, some simplifying assumptions have been
made to trace the financial position of a8 series of hypothetical companies
over 12 yvears. First, the rete of return on eapital is sssumed Lo be constant
throughout at levels stated in each teble. Secondly, the bonus for employees
iz a8 fixed percentage of profits esch yvear and iz equally split between cash
and shares. If shares, the purchase price is based on three times the lastest
years profits, (In some cases it 15 new issue-shares, |n others it s purchases
from existing holders. In the latter case the purchrse mopey i3 not retained
in the company.) Thirdly, the dividend is 8 per cent per annum [in some
cagses based on share capital, in others on the sharsholders total capital
employed expressed on a per share basis), Mo fresh capital is injected into

the company, other than by retentions.

In the tables that follow

Column (1) is the bonus rate, equally split between cash and shares,

each year expressed as s percentage of profits.

Column (2) is the return on capital employed each year.

Colurmn (3) Is the rise in the capital held appertaining to the original

shareholders over the twelve year period.

Column (4) gives the proportion of the total sharehalding in issue that
ia held by the employees at the end of twelve years,
assuming that the employees have continued to hold all

the shares issued to them.

Calumn (5) gives the value of the shares held by those employees who
were initial employees and remained with the firm over

the twelve year period, expressed as a proportion of their
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employee costs (EC) taking the latter as equal to capital
employed (CE), If the ratlo of EC/CE is equal to L. thie
corresponding figure in column (5) would be l'lrJ.‘ birmes the
figure given. For caleulation purposes it i5 slso assumed

that ECC rises vear by year linearly wikth CE,
The individual tables given have the following characteristics:
Table B1 )] Dividends are &t B per cent based on lols]l capital
employed sach yvear.
(i1} Bonus shares are purchased from exlsting orlginal
halders.

Table B2 Bg for Table Bl, but with bonus shares as new' issue shares,

Table B3 Ag far Table Bl, but with the purchase price of bonue sharaes

based on 3.3 times latest profits (in place of three times).

(i) Dividends are at B per cent based on share capital

employed each year.

Bonus shares purchasaed from existing original

holders.
Tahble B5 Asg far Table B4, but with bonus shares as new IssuUe shares.
Commentary
The figures below give the range of values obtsined for each of the three

indicators when moving from a base level of 10% bonus with 20% return on

capital employed to a 14% bonue with 30% return on capital employed.




Owners capital Emplayoee share Initial employees

of capital capital =+ % of EC

10% Barus ) 234_302 0,18-0,20 0.39-0.44
20% ROC )

14% Bonusg ) 652-923 0.24-D.28 0.78-0.87
30% ROC }

Thus the move from the lower bonus snd lower ROC to the higher levels of
both-is highly beneficial to all the parties concerned.

The differences between the five cases considered in the tables are
relatively small when compared against the changes noted in paragraph 9
ahove. Thus, considering originel owners capital, it is lower after 12 years
when bonus shares are purchased from the original owners [when they,
however, have the use of the purchase money for consumption or investmant
elsewhere) as opposed to new issue shares when the money s effectively
retained in the business. If re-investment for the capital released by
purchase from original owners were sllowed for, the differences wanish.
Changing the purchase price from ¥ times profits to 5.3 times profits makes

& small increase in capital value, but it is not very marked.

The other two indicators considered In columns (4} and (5) of the tables vary
cnly merginally in the various cases conslidered. In 8 very capital Intensive

Tirm it is noteworthy that substantial multiples of EC would be built up by

employees within 12 years.

The extended version of Table Bl suggests that, even if a bonus rate of 16%
were pledged against a return on capital of 30%, the gain in original owners
capital from the base position of 10% bonus/20% ROC is extremely marked.
The conclusion must be thet & banus scheme, in which the rate of bonus is
tied to improvements in the return on capital, can be designed lo be

motivational to both the owners of capital and the employees concerned.

P.G. Moore
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Motes on Badie Financial Model
Capital iz assumed to be -!E'E‘l divided inkto C“lEl shares. In future years, the
capital carried forward may be added to by fresh caepital from outside of =T
The shares are sssumed to be of £1 pominal each. AL the end of each year
some shares are bought with bonus profits at n years profits purchase value
per share; extra outside capital of g nurchases 5, new slares.
Frafits ars P:] Ei.'
Emplayes costs are I-_i for year i.
ividends are at rate of 4 5]-
and (8) See saparate bonus algorithm for calculation.
Fetained profits as cash.
Cost per new share is n years profils per share.
Mumber of new shares purchased from bonus is {83+ (100,
Capital carried forward i3 (Z) + (9

k|

Shares carried forward are (33 + (11
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Return on Original Shareholders geployees Proportionate Initial Employees Capital
Capital Capital Increase Over * Shareholding After Holdimg at end of 12 Year:
12 Years (1) i2 Years as Proportion of EC

(3) = o (53

Table BL

Dividends based on CE, share capital unchanged




Bonus Return on

gripinal Shareholders
Capital

Emloyees Proportionate
Capital Increase Over

Initial Employees Capital .
Shareholding After Holding at end of 12 Years
L2 Years as Proportion of EC

12 Ymars
(2] (3]

Table Bl Extended

=mrmmo oaca



Return on Original Shareholders Empioyees Proportionate Initial Employees (apitai .
Capital Capital Increase Over Shareholding After Holding at end of 12 Years

12 Years (%) 12 Years as Proportion of EC

(3) (5)

.40
0. 50

Dividends ! ¢ issu@ shares




Return on Original Shareholders Employees Proportionate Employees Capital
Capital Capital Increase Over sharenolding After at end of 12 Years
12 Years (%) 12 Years a5 Lrnpnrtian of BC

3 (4)

Tahle B3

Dividends based on CE, share capital unchanged,
pu1c?:5e prlce 3.3 vears profits




Return on Original Shareholders Employees Proportionate y Emplovees Capital
Capital Capital Increase Over Shareholding After ding at end of 12 Yedrs
' 12 Years as Proportion of EC

(2) ' (5]

Tanle B

Dividends based on share capital, share capital unchanged




Return on Original Shareholders omployees Proporticnate initial Employees Capital
Bonus Capital Capital Increase Over Shareholding After Holding at end of 12 Yesrs

B

12 Yeers (i) 12 Years as Proportion of EC

(4

0. 17395
0.1799
0. 1799
0.2114
0. 2114
0. 2114

== - — — = ——

0. 2417

ahla RS

Dividends based on share capital, new issue shares
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10 DOWNING STREET

= - &
16 Beptembar 1981
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I sttended the Lapemun’*'urw meeting on team enterprise
and the job securing pay- qfal I am afraid that many of the
gleima were wildl rate And much of the presencetion
waa on-a level 11T more tnan kindergarten. But even so,

L think they had Some €88 Wwortn considering.

In particuler, I think there is & very good argumsnt for
yesting similar to the way in which it 1s used in the United
States., We have already argued In other contexts that vesting
of pensaicon rights is important for mobility. This may be
preaching to the converted, but I think it is uszeful.

A gecond proposal is the removal of the 1000 per annum
1imit o propriations cof tax relieved shares. Copeman and
Moore suggest that we go towards the United States aystem. And
I can nalderable benefits in that,

A third point is the removal of shareholder approval
employee share schemes. This is a Stock Exchange matter;
guess they would be amenable to & 1ittle persuasion. I think
Copeman and Moore are right. There has been no sbuse of this
evenl mentioned in the United States. I am much more nervous
about their suggesticns for changes in Corporation Tax., What

have in mind seems t¢ me to be a mare's nest of problems.

2|

B it

Finally, & little nostalgla. They deal with cases where
o = -

real rats of return on LHL..31 varies between 20 snd

only we had problema 1ike that)

MRy 41

P.J. Croppar, Esag.,
HM Treasury.




10 DOWNING STREET

THE PHIME MINISTER - 3 Aupgust, 1584

Thank wou for your letter of 24 June enclosing the paper on

"Capital Rewards'. Il am glad to see that you are keeping up your

geod work in this field.

As you know, we made g number of lmprovements to the 1878
Profit Sharing Scheme in last year's Finance Bill, along the lines
we had promised in the carlier debates and at the General Election.

I think the scheme now commands very wide politieal assent.

It is very interesting to read that you are now developing ways
of presenting the concepts opened up in the 1978 and 1980 legislation,

and that you have been bringing in computers for this purpose,

I understand that Geoffrey Howe is asking his people at the
Ireasury to bea in touch with you with a view to a presentation,
Jointly with the Department of Employment. I shall try and ensure

that somebody from my office here also attends.

George Copeman, Esqg.
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to corsult on important decisions which affect them.

rtance of the economic reslities slso depends critica
etive communications in industry;
& encugk.
genent performance in this area is at best patchy and

14
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i{, December 1980

meve been giving further thought to our discussion om

. ¥

Q=g

L i

MISC 14,perticularly whether the proposed NEDU

aglly a sufficient response to the problem. T

+ fpitial soundings of the TUC suggest that

man a monitoring exercise may result snd this
faeling that we need to re-think the issues.

-

5 pn

|

L1 -]

ol o T M

=

strong arguments for a more ﬂir&ct_ﬂ??ETFIEFT

bne long-term improvement im our industriel relations
‘re g resdiness by menagement to inform the shop-floor
Wider
1ly on
our own campaigns will
Yet zuch evidence &s we have suggests that

s

e impetus sparked off by fears of Bullock has heen lost.
end others in their various weys are doing their best
%o te making little real impact, mor do these efforts
conerent approach. At the seme time we can all

of Michael Heseltine's warning that, unless we
will be faced =ooner or later with legislation
kind. There is your own forecast that

case eventuslly have to react to pressure
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the mejor obstacles to legisletion. There is

the diffienlties in persusding our own supporters

well as our view that additional legislation im

giglation affecting an employer in perticular,
sroliferate as it hes tended to do. The CBL
gcted to be hostile. ¥We shall need to make

we ere getting right awey from Bullock and reassure

zlcyers would mot be placed in a strait--jacket.
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We shgll also need to desl with their particular worries B.E
about secrecy., But employers should be ass alive as anyone to
the dengerg of doing nothing and if we present our case
properly and with conviction the diffieulties should not be
insurmountaeble. We should of course avoid implying that
limited moves on employee involvement would in any sense be

a trade-off for further trade union reforms. We would need
to argue that such sction is sensible in its own right,
providing a necessary balance in our oversll approach to the
Tights end obligations of wanagement end workers,

4 I should be glad to know what you think end to discuss

if you feel this would help. If you end other colleagues do
fevour & more positive commitment we would cleerly need to
think hard sbout form and timimg.

5 I am copying this letter to Geoffrey Howe, Michael Heseltine
enl John Hoskyns.
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The Rt. Hon. Sir Kelith Joseph, MFP., .
Secretary of State for Industry

-

Kol

SHARES PFUR EMPLOYEES

As we seem now to be generally agreed on our approach to
promoting employee shareholding in privatisation cases, I
thought it would be helpful to set out, in the light of the

various exchanges of correspondence, where we now stand.

Leaving‘aside Michael Heseltine's point about the £50 limit
on [res share offers, which I come to below, our approach is
that a ecash celling will be set on the amount of the

disposal proceeds to be devoted to encouraging employee
shareholding, equivalent to 5 per cent of the expected ErO0&S
proceeds. Where 50 per cent n? the equity is to be s0ld this
gshould buy a minimum 2; per cent employee shareholding and
this figure could be lncreased reflecting the diatribution
between free offers and one for one schemes. 1 proposed

that within the cash figure the precise balance betwesn free
offers and one for one offers would lie with the sponsor
Ministers concerned to allew them te take aceount of the
particular cireumstances of each industry subject to econfining
free offers to E50 3 head. No doubt E(DL} will want to
consider proposals from sponsor Ministers in relatlion to
particular flotations as they cccur in order to ensure that
broad consistency ie maintained end no unwelcome precedents
are set.

Michael Heseltine has suggested that there should be no

1imit on the size of free offers '-rimr] the 5 per cERE
ceiiing. There are ol COUPSe differences of view about the
relative importance of frees offers and one for one schemes

in obtaining the commitment of employees to their enterprise
whioch our policies are deszigned to foster. My proposals

were therefore designed to leave maximum cholce to

individual Ministers on this peoint. But I remain convinced
thaet we need to meintain a limit on the level of free offers.
£50 is reasonable in terms of costs and takes account of

fthe interests

CONFIDENTIAL
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the interests of the taxpayer in relation to the disposals
exercise. The free offer will inevitably be the most
publicised element in our preoposale and, unlike Michael,

I think that wide differences in this element will give
rise to criticisms on grounds of equity. It would be
difficult to defend this by reference to the total cash
cost a3 he suggests. That will vary from case to case and,
in any event, the particular elements in the package will
appear of unequal value to the reecipient. Since no sponsor
Minister has so far wanted to go further than 250 I hope
that we can agree to leave the poliey on this on the basis
I have proposed.

I am copying this letter to the Prime Minister, other members
of E{DL), Norman Fowler and Sir Reobert Armstrong.

GEOFFREY HOWE

CONFIDENTIAL




10 DOWNING STREET

7 July 1980
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Thank you for your letter of 13 June enclosing correspondence

from the Chairman of the Staff Side Joint Negotiating Panel of
the Nuclear Power Company.

1 am pleased to see further evidence that we are right in
thinking employee shareholding will be widely accepted. It is
important to follow up the Manifesto commifment to expand and
build anpxisting schemes for encouraging employee share ownership,
and the provisions in the Finance Bill to encourage profit sharing
and share option schemes are an important step in this direction.

1t is of course up to the management of private sector
companies to decide whether to take advaniage of the incentives
in the Finance Bill and put forward schemes for employee share-
holding. In the case of the National Nuclear Corporation, which
is not of course a nationalised industry, there are likely to be
other major preoccupations at present including the need to make a
success of our thermal reactor programme., But 1 can assure you
that in the public sector, in cases where we are pressing ahead
with our poliecy of privatisation, we will continue to look for ways

of making shares available to emplovees,

Tim Eggar, Esq., M.P.
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Treasury Chambers, Parliament Street. SWIP 3AG
(=293 3000

PRIME MINISTER

PROFIT SHARING & SHARE OPTIONS

Following our discussion in E Committee in January of
the report by offieials on prefit sharing and share options
(eirculated under cover of E(79)76) I have been considering
what changes I ¢an introduce in thies year's Finance Bill,

I am now writing to let you know my decisions.

[ shall be proposing improvements to t

g
exiating 1978 profit sharing legislation in line th the

These improvements
which will take effect from 1980/81 will mean that the
monetary limit on shares appropriated to a scheme partieipant

in any one tax year will be raised from £500 to £1,000 and

that the retention periocd will be shortened from its present

five years to two years. The tax charge up to the release
B —— M—— o s £

date = which will be the geventh inatead of the tenth

anniversary of appropriation = will be tapered,

e Segond, T shall be proposing tax reliefs for appraved
savings=linked share option schemes. These schemes, which
will be generally available to employees, will be modelled
very much upon the 1973 provisions, although for the savings
iink we intend to set up through the Department of National

Savings a new SAYE arrangement linked exclusively to share
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FROFIT SHARING AND SHARE CPTIONS

1 heve considered this whole metter further snd I would like Fou
to have my views.

The 1978 echeme with its limits of £500 per ennum even il

incereassed to £1000 per sonum is a scheme of de minimis value

for the key people in any compeny. In order to seriously motivate the

people concerned they would heve to see capital suma thet woulad
affect their behavioural pettern. To suggest that they should

heve the opportunity to accrue £1000 a year when most of these
people would have received gaine =1ﬂn1F1cL1TL3 in excess al this
simply from the sct of home ownership would have Mttle if any
effect. It may well be that looking back in the new economic

régime of the nexi decade expectations will hawve changed

drematically; but we are comcerned with the perceived expectetions
of today. A middle manager with a house which he purchssed for

£25,000 two years or so ago might eseily have acerued a £15,000
windfall gain slresdy snd he is simply not going to work differe ently
or invest d~1Tpre:t1T 1T the upside benefit scerued is in terms so
emall s= ‘a proposed £9000 per snomum.

I1f you want incentives the maximum ennusl alleocation for senior and
middle manapement has to be of 2 different order of magnitude snd
I woull suggest it has to be et least £10,000.

1 would not concern myself st this moment with veriaticns of the
1972 acheme if ypu get the ceiling under the 1978 acheme right,
You will sporeciate thet these figures are ceilings and at the
discrefion of the compsny it should be possible to vary thece
lehrE“ dowiwards, s&y to £500 per anoum so that different groups
af emplﬂvern cen benefit in relstion to their contribution to the
company's success.

The wirtue of the 1978 provision is thet schemes under it have to
be spproved im advence. This should go a long way towards avoiding
the excesser of ¢restive finsnce.




te L Gommittes

The Rt Hon 8ir Geoffrey Howe QC MF
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FROFIT SHARING AND SHARE OPTIONS

I should like to lend my support to Keith Joseph's view that an expan-
gsion of the 1978 profit sharing scheme along the lines you have proposed
ought to have a high priority for ineclusion in the forthcoming Finance
Bill. Such an expansion would not omly, as Keith rightly suggests, ful-
fil our Manifesto commitment and assist in the privatisation exercise:

it would alsoc be & strong public signal that we arec serious in ocur inten-
tion to promote wider emplovee invelvement in its broadest sense. And

in the longer-term wider share ownership can, I believe, help to break
down entrenched adversarial attitudes which are at the root of our poor

industrial relaticnas.

For the same Fﬁﬂﬁnn.'l am less keen on &8 revival of the 1972 share
nptiﬁt‘lﬂ- legi_‘l]ﬂtinn. I rl:l!cl-gni,sc- thrr. rlEq_-.ﬂ ta -:nc.::-ur'ugr; f:ﬂtemriﬁ::,

but I am not confident that improvementa in the 1978 scheme would signi-
Tficantly dampen the controversy to which revival of the 1972 scheme
would give rise. I{ would be presented &8s likely to be divisive and
therefore to have the opposite effect on attitudes which improvement s

in the 1&?3 scheme are ntended to promote.

I would hope; thereflore; thal in framing any proposals Iin this area for
the Finance Bill vou continue to follow the order .of priorities you
recommended to E Committee last month and which the Committee broadly

endorsed. e
I am copying this letter to other E Committee colleagues.

¥
F

T R ———
E R
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FROFIT SHARING AND SHARE OPTIONE

Following the discussion at E}éammittee last week, I thought
it would be helpful if I wrote and sed out my own order of
priorities in this area.

Firstly, I regerd en expansion of the existing 1978 profit
gharing scheme slong tha lines you have suggested an an
eggential component of the forthcoming Finance Bill, both to
fulfil cur Msnifesto commitwmsnt and to achlieve one of our
objectives in the privatigation of British Aerospsce, nomely,
to gacure the widest posaible teke-up of shares by employess.
To ensble Ble to make the necessarzy practical arrangements, it
would be desirable to have the earliest possible annolncement,
although I sppreciste the difficulty in meking statements in
thias area in advance of your Budget statement.

Secondly, I should like to see in this Finsnee Bill a revival
of the 1972 share options legislation. It is essential to
encoursge greater enterprise within medium and large compani

as well as in small firms: although reductions in the top rat
of income tax have been useful in this wsey, it is the prospsac
of substantizl personal capital accumulation which will motiv
enterprise on the part of key people, in medium and large a3

in smell firms. That is why I attach great lmportance vo
reviving the 1972 scheme. I believe the cost in lost revenue
would be negligible in budgetary terms. I do not favour much
widening, sz comparad with the 1372 scheme, since its sim i3 ©O
appeal to the relatively few individuels whose efforts directly
affect the firm's performance in 8 substantisl wey: It 15 Dot
really similsr in purpose to general employee share participation
schemes aimed st a widespread identification of workforce with
the firm. Although reintroduction of the 1972 scheme might &
controversisl, I do not think thie need be over-riding if it 1is
balenced by an ineresse in the limits for the 1978 scheme which
we all agreed should go shead.

FAlthough ...
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Although I regard as degirsble the proposals for expanding
further the 1978 scheme by giving tex relief for share
acquigitions, and for reintroduciog the 1975 savinga-based
share options scheme, I do not think in the present circum-
stences these commend the same priority as the two measurss
above end should not be considered for the 1980 Eill.

I em sendivg & copy of this letter to E Committee colleagues.




Ref, AO915

PERIME MINISTER

Employves Participation

(E(79) 76)

BACKGROUND
This paper has its origine in the "Hoskyns Exercise", and in separate work
which the Inland Kevenue have been doing since the Election. It consists of an

interdeparlmental report and & paper by the Chancellor of the Exchequer making

some slightly different proposals.

2, The report considers the 1978 profit sharing scheme introduced by the

iast Government, the two profit sharing and share options schemes introduced by

the last Conservitive Government, and cancelled by the incoming Labour

Government in 1974, and some related proposzls. The Official Group's

proposals are in their paragraphs 21-23. The Chancellor wants to go further

than officiale recommended; but in slower time because we cannot afford to do it

all at once. His proposals are in his paragraph 9. He also lists 2 number of

other measures (paragraph &) which were not in the interdepartmental report but
are being looked at separately. Paragraph 6 is only a bit of scene=setting; he
does not seek decisions on it.

3. The main proposals are straightforward budgetary material, which would

normally be dealt with by the Chancellor alone. They come to the Committes

because they deal with proposals raised by other Ministers, and because of their

connections with "privatisation' of nationalised industries. This is helpful,

because it allows Ministers to decide whether achemes of this kind should have
priority over, for example, the small firma package which is the next item on the
agenda - if indeed there is enough room in the next two or three Budgets for either
get of proposals.

HANDLING

4, You will want the Chancellor of the Excheguer to introduce the paper and

then to seek comments from the Secrelary of State for Industry, the Secretary of

State for Trade and Sir Kenneth Berrill. Other Ministers may wish to speak, I

suggest you take the discussion in the following order:




(a) Deoes the Committes agree that the 1978 lepislation should be extended on the

lines proposed in paragraphs 4-12 of the officials' report? This seems

the least contentious proposal; the first-year cost is relatively small; it
18 consistent with the previous Government's general approach and cannot
be seriously attacked by them; it could be applied to “privatisation". (Do

Sir Kelth Joseph, Mr. Howell or Mr. Nott wish to comment?

Sir Keith Joseph may want to give & preview of these measures in the

Committee Stage of the Aercspace Bill. ) The Chancellor divides these

i

propoesale into two: he supports more generous treatment for profit

sharing as top priority - see his paragraphs 4(i) and 9(i) = but puts their
extension to cover share participation schemes "some way off" - see his
paragraphs 4(iii) and 9(iii).

{b) Do Ministers agree with the Group of officials that a revival of the 1972

"top hat" provisions would be counter-productive? This was
—————
Sir Keith Joseph's proposal. The arguments for and against are sct out

in paragraphs 15 and 16 of the officials' report. The Official Group came

down against, The Chancellor (paragraph 2 of his paper) would like to
revive the scheme, but thinks it would attract too much criticism at this
—

Juncture. Does Sir Keith Joseph agree?

{c} Do Ministers agree that the 1973 SAYE provisions, for financing share

purchases in the employing company, should be revived? The Group (in

paragraphs 17-19 of their report) gives it lower priority than the extension
of the 1978 scherne. The Chancellor (paragraph 4 of his papar) puts it
second on his list, Do Ministers agree? H so, are they content that the
Chancellor should sort out the remaining details (paragraph 20 of the
official report).

CONCLUSIONS

5. The Chancellor asks for agreement to his order of priority, not a final
D —— i

decision that all these proposals should go ahead this year. The conclusion might

therefore he:

(i) To agree with the Chancellor's order of preference as in paragraph 9 of his
———
paper viz. the more generous rules for the 1978 profit sharing scheme;

——,

reintroduction of the 1973 provisions on share options and SAYE; and in

due course extension of the 1978 scheme to share participation,




{ii) To note the other proposals bearing on wider share ownership, noted in

the Chancellor's paragraph &,

fili) To agree with the Chancellor that the 1972 "top hat" provisions should not

be pursued for the present.

ROBERT ARMSTREONG

lith December, 1979
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REPORT OF THE INTERDEPARTMENTAL GROUF ON FISCAL
ASPECTS OF THE STRATEGY EXERCISE

PROFIT SHARING AND SHARE OPTIONS

SUMMARY

Introduction (paras 1-3)

This report examines the case for extending the 1978 profit sharing
provisions and for reintroducing tax incentives for share option schemes.

Extending the 1978 legislation [paras 4-11)

The report argues that the extension of profit sharing should encourage
wider share-ownership and greater employee participation - with
beneficial effscts on workplace relations between employer and employee.
The report argues that the 1978 provisions should be made more genarous,
and should be extended to apply to public cifers of shares, including those
associated with the privatisation of nationalised industries. The cost
depends on take-up, which is difficult to predict: a rough estimate might
be up to E400m a year after a few years.

Share option schemes (paras 13-19)

The report recommends against the reintroduction of incentives for "top
hat" share option schemes on the lines of legislation introduced in 1972
(paras 14 to 16). This would be politically controversial and could damage
workplace relations.

However, the report recommends in favour of reintroducing provisions to
encourage savings-linked share option schemes on the lines of leglslation
introdaced in 1973. This would constitute a further incentive for
employee participation, and should again facilitate the privatisation
axercise. The additional cost of these provisions could eventunally be
£100m a year. But priority should be given to the extension of the 1978
legislatiom.




CONFIDENTIAL

PROFIT SHARING AND SHARE OPTIONS

Introduction

1. This is a report by an interdepartmental Group of officials - set up
as part of the strategy exercise - to examine ways of providing further tax
reliefs to encourage profit sharing and employee participation. Two
further reports by the same Group cover a number of tax proposals

directed towards investment in small firms.

2. The Group met wunder Treasury Chairmanship and included
representatives from a wide range of Departments, the No.10 Policy Unit,
the Central Policy Review Staff and the Bank of England.

The Group has considered in particular the possibility of:
{iy Extending the 1978 tax incentives for profit sharing.

Introducing new tax incentives for share option schemes on the
lines of either the 1972 provisions (mainly limited to directors
and senior executives) or the 1973 provisions (linked to SAYE
contracts and open to more or less all employees in a
company).

In the review, special attention was paid to the needs of privatisation.
The chjective was to devise schemes which may be used to facilitate the
sale of shares to employees on the privatisation of various nationalised
industries (the proposed arrangements for which vary from industry to
industry).

Extending the 1978 legislation

4. The Government's Election Manifesto said: "we will expand and
build on existing schemes for encouraging employee share ownership”:

5. Limited incentives for profit sharing were introduced in 1978. The

legislation provides that when the frustees of an approved profit sharing
scheme allot shares to a participant, the usual income tax charge on the

e
value of those shares does mot aEIT. In particular, if the shares are held

for 10 years, then no income tax is charged at all; while, if the shares are
leta?:lad for between 5 and 10 years, the charge is tapered. The value of
shares allotted to any ome individual in any singls tax year must not
exceed £500.
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6, The case for improving the existing arrangements for employee
share ownership is that it should encourage a wider take-up of shares,

which, in turn, should lasd to a closer identification of the interests aof the

worklorce with those of their employing company - with baneficial effects
for productivity and industrial relationa. It should, in particular, improve
the general workplace atmosphere and help minimise restrictive attitudes.

7. In practice, the achievement of these kinds of benefits may take
time to come through. In a large firm, the actions of individual memhers
of the workforce are likely to be too remote to affect the overall
performance of the company - and in these circumstances it is difficult to
see that the employee shareholder would have much incentive to improve
his own work performance. Moreover, employee share schemes are not

———

ecatless to the company; they have to be paid for somehow, either cut of
___——ﬂ

retained profits (which will affect company liguidityl, or by jgcreasing

Tprices, or by the dilution of existing share ownership. Finally, it may be

—

m:blz to encourage an employee to put all his eggs in one basket,
tying up in one company both his job and his savings particularly where
there is doubt about the future performance of the shares. These
arguments point towards the advisability of avoiding over-generous

concessions in thiz area.

8. At the same time, there is a case for broadening the existing
incentives for employee share schemes, particularly by providing a wider
choice of possible arrangements. The aim should be to have a number of
schemes which together offer a range suitable for the differing
circumstances of individual firms, and, at the same time, provide
sulficient flexibility to cover cases where the nationalised industries are
privatised, The recommended package would cater for 4 main approaches
to profit sharing. In brief, the circumstances covered would be:

{a)] The issue of free shares as part of a continuing profit sharing

scheme. The value of the shares would not attract income tax.

(bl The issue of free shares to employees on privatisation (or on a

once-for-all basis), with the same income tax concession.

{c}] Purchase at the market price, but with income tax relief
provided to the purchaser, related to the cost of the purchase.

idd A preferential issue at a reduced price, combined with income

tax relief on the purchase as in the previous case.




CONFIDENTIAL

Categories (a) and (bl are covered by the present legislation, (c} and (d}

are the extensions.

9. In each case, the shares would have to be retained in trust for a

period. This could be rather less than the 5 years retention period under

the I.;‘I'B legislation. On balance, the Group recommends:
(a} A ban on the sale of shares held for 2 years.

() An income tax charge on 100 per cent of the original value of
the shares (or the sale proceeds if less) on sales in years 3
and 4.

An income tax charge on 75 per cent, 50 per cent and Z5 per
cent of the original share values (or sale proceeds) for sales in
years 5, & and 7 respectively.

{d) No income tax charge on shares sold after 7 years.

10. The Group also recommeands that an overall Hmit should be placed on
the value of shares qualifying for tax concessions in any one year. It is
suggested that this Hmit should be set at £1,000 per annum (as compared
with the present £500 limit under the 1978 lagislation). Whilst it could be
argued that this limit might be axtended in certain circumstances - for
example, for a once for all issue of shares on privatisation -it was
generally felt that £1,000 was sufficiently generous and that no exceptions
should be made.

11. Directors and higher paid employees are taxable under the 1976
Finance Act on the value of loans from employers at less than a
commercial rate of interest, The acquisition of shares at an under-value,
or of partly-paid shares, may also be treated as an interest-free loan for
this purpose. The Group recommends that if the 1978 legislation is
axtended to give relief for share purchases, there should be comparable
relief from tax om the benefit of such loans by employers to assist withthe
purchass of shares.

12. The cost of these proposals would obviously depend on the limits set
and the take-up, and is difficult to determine. But if the proposals prove
attractive to companies and employees, they could after a few years
involve revenue losses of E400m a year or more. This Is a very rough
estimate, based on the assumption that about five million employees are




CONFIDENTIAL

allotted £300 worth of shares each every year. This will be in addition to
the cost of the 1978 provisions which could eventually reach E100m. The
potential cost of the new proposals could be reduced by making the details

of the scheme somewhat less generdis.

Share option schemes

13. A rather more sophisticated method of encouraging employee share
ownership is to give directors and employees an option to buy the
company's shares at some future date at a price fixed at the time the
option is granted.

14. The 1972 "top hat” provisions. Under provisions introduced in 1972
fand ended in 1974), fiscal incentives were provided for share option
schemes designed to encourage the take-up of shares by directors and

senior executives., Assuming the scheme satisfied certain conditions,
thera was no income tax liability (though there could be a Capital Galas
Tax liability) on the difference between the market value of shares when
acquired and the favourable price paid under the option. One of the
conditions for the approval of such a scheme was that the options given to
any one individual should not exceed four times his annual salary. The
provisions meant that very generous tax reliefs -running into many
thousands of pounds - could be available to participants.

15. The Secretary of State for Industry has suggested reviving the 1972
legislation or something near to it. His view is that, while much of the
thrust of the Government's proposals for encouraging enterprise lles
within the small firms fisld, it is no less important to ensure that existing
medigm sized and large firms make the most of the entrepreneurial
talents within their organisation. The shift towards entrepreneurship
within such firms and away from bureaucratic styles of management,
could, he suggests, combine with existing market positions and
manufacturing facilities to create a major source of inmovation and
enterprising activity. A share option scheme on the 1972 model would
provide in effect an incentive to the relatively few people in a company

who can individually affect its fortunes, and motivate them by a prospect

of substantial capital accumulation. The scheme offers cne of the few
means avallable to achieve this kind of objective.

16. A scheme based om the 1972 legislation would raise some difficult
presentational problems, even though the revenue cost would be likely to

>
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,be quite small. It would appear to run counter to the Government's
general policy on perks and would be seen as directed to those who have
benefited from the reductions in higher rate tax. The scheme would
almost certainly be politically controversial, amd would therefore
undermine the improvement in workplace relations that is one of the main
objectives of the extension of the profit sharing legislation discussed in
the previcus sectiom. The Department of Industry would favour the
introduction of such a scheme, The majority of the Group believes, on the
other hand, that the scheme could well prove counter-productive, and
therefore recommends against its reintroduction,

17. The 1973 SAYE provisions. Under provisions introdoced in 1973 (and
again ended in 1974), fiscal incentives were provided for share option
schemes which were open to all full time employees in a company (so long

as they were over 25 and had completed 5 years service). The feature of
schemes set up under this legislation was that sach participant had to save
through an SAYE contract - of either 5 or 7 years. When the contract
matured, the proceeds (savings plus terminal bomus) could be used to take
up the share option, and income tax would not be chargeable on the
difference betwasn the market value of the shares when acquired and the
favourable price paid under the option. There would be no income tax
reliel for the cost of the shares.

18. The Department of Trade regard the reintroduction of provisions on
the lines of the 1973 legislation as a help to the privatisation programme.
And the Group as a whola accepts that the reintroduction of these
provisions would provide further encouragement for employes share

ownership.

19, The Group recommends the introduction of tax incentives for share
option schemes on the lines of the 1973 arrangements (in addition to the
proposed amendments to the 1978 profit sharing legislation). However, if
it is thought desirable to limit the overall amount of resources given to
encouraging employee participation; priority should be given to extending
the 1978 profit sharing legislation in the ways discussed earlier. The caost
of reintroducing the 1973 provisions could eventually be £100m.

Recommendations

&0: The Group recommends the [ollowing changes (o the 1978 profit
sharing legislation:

(il An extension of the provisions to apply to (a) the issue of free

€
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. shares as part of a continuing profit sharing scheme, (bl the

issue of free shares to employees as part of the arrangements
for any public issue of shares including those made on
privatisation of nationalised industries, (c) purchase at the
market price but with tax relief on the purchase, and (d) a
preferential issue at a reduced price combined with income tax
relief on the purchase.

A reduction in the period of time during which shares have to
be held in trust and before which full income tax relief can be
obtained. In particular, there should be a ban on sales of
shares for two years, 100 per cent tax liability on shares sold
in years 3 and 4, and 75 per cent, 50 per cent and 25 per cent
tax lability on shares sold in years 5, 6 and 7 respectively.
Thereafter, no income tax would be due on the sale of shares.

(iiff The limit on the annual take-up of shares under an approved
scheme should be increased from E500 to £1,000.

21. The Group also recommends that the 1976 Finance Act be amended
to exempt from tax the benafit of cheap loans made to assist with
purchases of shares which would qualify for relief under the 1978
legislation il extended.

22. The Group also recommends, in principle, the introduction of
provisions to encourage share option schemes linked to regular savings on
the lines of the 1973 legislation. 1f there are problems of additional cost
and legislative constraints, the Group recommends that priority be given
to improving the 1978 scheme., Unless the 1973 scheme is introduced in
April 1980, it may not be available for the privatisation exercise.

23. The majority of the Group recommends against the introduction of
provisions to encourage share options for directors and senior executives
on the lines of the 1972 legislation.
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BACKGROUND

This paper complements the other two on the agenda to cover the

Mapifesto mention of employee involvemnment, It recommends Government
——
encouragement not legislabon. This seems to correspond to the Manifesto;

VIt would be wrong toimpose by law a system of participation in
every company."
HANDLING AND CONCLUSION

. Unless there is any dissent you might accept Mr. Prior's propoasal,

¥ f 7

(John Hunt)

£oth September, 1979







