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CHAPTER I
INTRODUCTION

PURPOSE

The Lincoln Electric Company has achieved rather spectac-
ular success in the manufacture of welding equipment. INuch has been
written concerning the incentive system which this company has. Iow-
ever, very little has been published with regard to the overall per-
sonnel program in effect at Lincoln. In this Thesis, an attempt will
be made to show that the incentive system is only one factor which may
contribute to the high productivity of the Lincoln workers., Numerous
other features of Lincoln's nersonnel program such as the activities
of the Advisory Board, provision of continuous employment, recognition
of outstanding employees, etc., may also contribute to the worker pro-
ductivity at this company. It is the purpose of this Thesis to thor-
oughly examine this personnel program, and in so doing, to indicate
what features of this program might influcnce worker productivity and

for what reasons.

ERSPECTIVE
The most publicized feature of the personnel program in effect
at Lincoln is the annual bonus paid to all employces., This plan has
alvays been discussed under the heading of a profit-sharing plan. The
"profits™ which are shared come from the income received by the Lincoln

Electric Company before the payment of taxes., Since this bonus is paid



in yearly lump-sun, it may be treated as an expense to the company.
Thus, the company pays no taxes whatsoever on any money so distributed
to its cmployees., Under the general category of profit sharing plans,
this type is known as a cash plan as opposed to a deferred plan.

among the members of the Council of Profit-Sharing Industries,
deferred plans are more prevalent than the cash plan as used by the
Lincoln Electric Cowmpany. Under the deferred plan, all amounts paid
out above fifteen percent of the annual payroll are not tax-deductible,
For this recason, it is very doubtful 1f any of these firms are paying
amounts comparable to that paid by Lincoln. In 1965, the average bonus
paid to each Lincoln employee was $8,220,83,

To the best of the writer's knowledge, the personnel system in
e¢ffect at Lincoln, including the size of the annual bonus, is truely
unique in industry. For this reason alone, this plan is worthy of

Study.

METHODOLOGY

All available journal articles concerning this comnany have
been thoroughly reviewed. In addition to these articles which have
appeared in various veriodicals, three books written by Juumes F. Lin-
coln have also been reviewed, “they were rcad with the hope of gaining
some insight into the character and beliefs of this man who adopted
many nenagerial practices which were truely unique at the time, The
company itself has also published a number of pamphlets which the writ-

e

er has found quite helpful in the preparation of this Thesis.



In addition, a personal interview was obtained with the assist-
ant Secretary of the Lincoln Electric Company, iir. Charles G, lerbruck,
and other company employeces., 41l of the writer's questions which had
been left unanswercd by the available literature, were asked during
these interviews.

The wrilter has attempted to assemble the information so gather-
ed into a unified whole which will present a much more comprehensive
picture of Lincoln's personnel program, than is found in any publica-
tion about this company. From this comprehensive analysis, a mwich
clearer picture emerges to explain the unique record achieved by the

Lincoln Electric Company.

SCCOPE
With the exception of Chapter iI, in which the history of the
Lincoln Zlectric Company is presented, the scope of this Thesis will
be limited to the personnel program in effect at Lincoln. Only those

<

factors in f£inance, production, etc., which may possibly influence the
desire and ability of the worker to produce will be discussed in this

study. This limitation on the areca to be covered is quite consistent

with the purpose of this study as stated previously,

ORDER OF PRESEITTATICN
A brief history of the growth and development of the Lincoln
Electric Company will be preseinted, This scction will include both
Al

the managerial innovations introduced by James ¥, Lincoln, and the re-

sults which have becen obtained at the Lincoln Company. It is believed



that the history will provide the necessary background for the reader.,
For this reason, the history is being presented first. The spectac-
ular success of this company is felt to illustrate the desirability
of, and the need for, a study of this nature. Therciore, these re-
sults are being presented early in this Thesis.

Secondly, the personnel policies currently in effect at the
Lincoln Company are presented. These policies are prcsentéd in two
sections, The first section (Chapter III) contains a discussion of
all of the overall pefsonncl programs including recruiting, training,
merit ratings, the piecework system, etc., Chapter IV contains a dis-
cussion of all other company benefits which are usually categorized
as "Cringe'" benefits, This chapter includes such programs as the
stock purchase plan, life insurance plan, and the annuity plan.

After a thorough discussion of these programs, Chapter V pre-
sents an evaluation of the material presented previously. In this
evaluation, the writer relates the total personnel program to the
workers in terms of Maslow's hierarchy of necds., This analysis is
presented in an attempt to explain the very high worker productivity
which has become typical at the Lincoln iZlectric Company.

Lastly, the writer attempts to answer several questions con-
cerning the applicability of similar systems to other f£irms, and the

future of this system in the Lincoln Electric Company,
y T
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CUAPTER II

HISTORY OF THE LINCCLN BLECTRIC CQMPANY

The foundation for today's Lincoln Electric Company was laid
in 1895, 1In that yecar, John C, Lincoln formed the Lincoln Electric
Company in his basement, The company wés formed for thcppurposc of
rewinding and repairing small electric motors with a total investment
of $150 of borrowed capital, During the following years, the com-
pany grew moderately; however, John Lincoln was more interested in the
engincering phase of the operation than in management, 7The Lincoln
Electric Company was well established in the electric motor business by
1907, the year in which James Lincoln joined his brother in thc busi-
nesse

James Finney Lincoln, John's brother, has been the name syn-
onymous with the growth and development of the Lincoln Electric Com-
pany throughout the years., Jamcs was born the son of a prcacher and
an outspoken abolitionist in Painesville, Ohio, on May 14, 1883, He
worked hard on the family farm during his carly ycars,.

At the age of twenty, James F, Lincoln went to OChio State
University to study electrical engineering, 1lis scholastic career
was mediocre, although he excelled as a football player and the Cap-
tain of the team his senior year.1 In the spring of 1907, James con-

tracted typhoid fever which forced him out of school before graduation.

1James F, Lincoln, A New Approach to Industrial Economics (llew
York: Devin-Adair Co., 1961), p. 5.
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lle never returned to complete work toward his degrec, and went to work
for his brother John., James Lincoln started as the fim's only salcs-
man ecarning $50 a month plus 2% sales comaission,2 During the forma-
tive years of this company, John Lincoln had proven himself to be an
extraordinarily capable engineer although he lacked managerial skill,

James' talents as a manager were quickly recognized, and he

rh

was made General banager in 1914, at the age of thirty-one. It was
during tu.s seme year that he took his £irst step toward the incen=-
tive wanagement system that was to prove so successful in later years.
James realized that many of the workers knew far more about the oper-
ations of the company than he did. He asked the cmployces to clect
representatives from each department to advise him on the company op-
erations, The Advisory Board which was then created has wet twice a.
month ever since 1934.3 When writing later about the Advisory Board,
Lincoln made the following statement: "I knew that 1f I could get the
people in the company to want the cowpany to succeed as badly as I did,
there would be no problems that we could not solve together."“
The basic rationale of the Advisory Board are as follows:

1, The job of the organization is to make a better and better

product selling for less and less.
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2, Piccework is the only fair way to rcward workers.
3. THuch of the savings effccted in manufacturing methods is
to be handed on to the consumers.s

The Advisory Board has functioned for the purpose of inform-
ing the cmployees concerning any change or policy which nay affect
than., Another purpose of the Advisory DRoard has been the opportunity
it preéents for the employecs to bring any grievances or sugcestions
they might have to the attention of managoment. The Advisory Board
will be discussed in greater detail in a later section of this Thesis.

In 1923, Lincoln began automatically adjusting carnings up or
down in accord with the Burecau of Labor's cost of living index, A
stock purchase plan was inaugurated in 1925, and a suggestion system
was adopted in 1929.6

inder the innovative leadership of James Lincoln, the company
came through the decade of the 1920's with new vigor. Shortly before
the onset of the Great Depression, it introduced a ncw concept in weld-
ing electrodes. liew techniques for thelr wmanufacturc were also dis-
covered which enabled cost reductions of over Lifty perccnt.7 The con-
pany was immcdiatély sued, Cor a patent infringement) by one of the in-

dustrial giants of that era, which consicered welding a specilalized

SJames F. Lincoln, Lincoln's incentive System (Few York:
McGraw-11111 Book Co., 1946), p. 119.

GLincoln, A New Approach..., D. 10,

71bid., p. 1l.
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process and desired to control it through licensing., The Lincoln Elec-
tric Company won this suit, thereby opening the door for its continued
growth until it rcached the position it holds today. Prior to WVorld
wWar II, Lincoln became the world's largest manufacturer of arc welding
equipment, a position which it has maintained up to the present time,

The most widely known managerial innovation of Lincoln's was
begun in‘1934. This was the annual bonus plan, Lincoln had tried an-
other bonus plan some years earlier, but it was not successful. It
was felt that the bonus had appeared to be a gift in the eyes of Lin-
coln's eméloyees. The anount cach employce received was in no way re-
lated to his individual productivity. llowever, in 1934, the cmployecs
requested a new bonus plan. In response to this request, Lincoln de-
cided to try another bonus plan and installed a ncw ond improved one,

As will be explained in detail later, employces are eligible
for a bonus in December of each year. The amount of this bonus de-
pends upon the individuval's werit rating, his base salary, and the
total bonus pool. The size of this bonus has grown to fantastic

anounts in recent years. In 1955, the bonus averaged $4,376 per

e

worker, whereas in 1965, the average bonus had grown to $8,220,83,
These large bonuses arc the result of ¥r. Lincoln's philosophy
of incentive management. He believed that the nost serious economic
waste in the free enterprise system is that tihe hourly worker is rarely
given the opportunity and the challenge that will develop his abilities,
Mr. Lincoin's approach tries to offer his employees just such an oppor-

tunity through incentive management,



ik

‘here are certain principles which lir, Lincoln felt should be
followed when trying to set up an incentive system. In the first
place, his plan tries to instill the "will to do™ in an employee.8 He
believed that the bonus system contributed to this goal to some extent,
although he also tried to give recognition to the employees for all
outstanding jobs they performed. A complete discussion of the methods
he used for recognizing particularly able employees will be included
in Chapters III and IV,

Another prominent segment of the Lincoln »hilosophy was his
belief that workers should be given challenging jobs which occasion~-

Py -

ally go beyond their current abilities. In this way, Lincoln be-
lieved that operatives could often develop new abilities of which they
had no awareness prcviously,., ile had great faith in the latent abil-
ities of the 'coumon man,"

Another key point in Lincoln's system was his belief in keep-
ing the employees completely informed at all times. The Advisory
Board, which was mentioned previously, accomplished thiis goal on most
ratters., The company has also performed nunerous other services which
have been uscd to inform outsiders as wecll as employecs in many cases,
It has sponsored comnetition for design, published tecxtbooks, con-
ducted seminars, provided articles for techniczl journals, and worked

closely with engincering collcges.9

8mLincoln Efficiency,’ llewsweek, XXXIX, o,10(Giarch 10,1952),p.79.

9Raymond loley, 'Lincoln's Incentive Plan", iewsweek, LVIII,
Noe. 24 (December 11, 1951), p. 96.



Mr. Lincoln also had definite ideas concerning labor organiza-
tions, Iils shop has always remained completely open. #When questioned
concerning his beliefs in this arca, Lincoln replied: "I've never done
anything to f£ight unions - - but what have my workers got -to gain by
joining a union?"l0

In one of Lincoln's books, he discussed this topic a little
further.!l 1k said that labor should be organized since it has dif-
ferent problems than those which confront managcment. It is necessary
that these separate points of view be developed by cach. Howcve;,
Lincoln often referred to collective bargaining as '"eivil war,'" and
he wrote in 1950 that unions were hurting labor more than they were
helping.12 He cited John L, lewis' coal strike which secured a raise
‘in wages for the strikers; however, it would take years for this raise
to compensate the workers for wages lost during the strike. Ie was
also strongly critical of the nost war rounds of wage increases. re-
sulting in the 'wage-price spiral.'" <o Lincolan's way of thinking, his
Advisory Board was his labor organization,13

There have been two minor attempts by unions to organize the

Lincoln workers, Shortly after World War II, a Foreman's union tried

10"Lincoln's New Plant", Hewsweck, XXXIV, no.l (July %, 1949),
PP. 60-61,

11Lincoln, Lincoln's Incentive..., De. 118.

1250mes T Lincoln, "Is Labor Riding For a Fall?", dmerican
Magazine, CXLIX, Fo. 6 (Junec 1950), pp. 25, 127,

13Lincoln, Lincoln's Incentive..., pp. 118-119,

i
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to organize Lincoln workers by writing to tham at their homes. It was
stated in a coupany publication that these organizers made the '"cardi=-
nal error" of personally attacking Ir, James T, Lincoln.14 They net
with very little success,

The other effort to organize Lincoln workers also occured
shortly after the war. A union organizer handed out leaflets to the
workers as they entered the factory door. The workers werc told that
there was to be a mass mecting in the adjoining parking lot the nex
day at noon. As the speaker began talking on the £ollowing day, a
worker started testing a gasoline powered generator, with nuffler re-

. .

woved., The worker started and stopped the machine several times as the
audiecnce laughed. The speaker shouted to be heard above the din. De-
fore very wuch tiwme had elapsed, the speaker packed up his papers and
drove away. lle never returned, 13

When asked if there were any members of craft unions present-
ly ecaployed by Lincoln, a menber of Lincoln's na nagencnt replicd that
there were not. ile stated that this was due to the company policy of
promoting from within the company entirely. The only shop workers they
hire are those who come directly f£roa high schools and trade schools,

Janes Lincoln had very stong feelings concerning many topic

He used all available wedia for presenting his views to the public. In

144,10, Wecksler, "A Case Study of the Lincoln Zlectric Company, "
Incentive lManagement, (Cleveland, Chio: Lincoln Electric Company,1963)p.l

15uohn Desmond Glover, The Administrator (Jlomewood, Illinois:
Richard D. Irwin, 1957), p. 558,
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‘all three of his books, his strong opposition to big governument was
discussed at great length., Thousands of groups throughout the world
were addressed by Ir. Lincoln, and he was a Y“constant" contributor to
the letters-to-the-editor columns of Cleveland newspapcrs.16

In 1947, he felt that arc welding was Dbeing severely handi-
capped in comparison to other metal joining methods such as riveting.
Mr. Lincoln stated’that the government was placing restrictive tests
on his'industry by requiring that all arc welded joints in ships must
be X-rayed., o tests of this nature were required for any other means
of joining metals, ith usual Lincoln enthusiasm, he presented his

. ™

case to the Scientific American., The editors of this journal tried to

promcte a debate on the subject between Lincoln and a high-ranking mem-
ber of the riveting trade.17 There was no response from the riveting
profession; but, Lincoln was able to get his beliefs before the »nubliec,

In order to avoid the tewmptation of allowing costs to rise
during prosperous times, Ifr. Lincoln declared a goal of rcducing total
costs by ten percent every year. This goal has been retained through
the ensuing years. The company continued to grow and prosper follow-
ing the war.

In 1951, a new plant was constructed for the Lincoln Electric

Company. This plant is quite striking to the visitor in that 1t em-

16Lincoln, A Hew Approach...,D. 17,

1754 F. Lincoln, "Arc Welding Is Being Handicapped', Scienti
\!

vanes &
Anerican, 117, No.3 (September, 1947), pp. 101-105,
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bodies a large number of Lir, Lincoln's revolutionary idecas. As the
visitor enters the plant, he is confronted by a phrase placed in a
proninent location on the wall facing the door, 1In letters each a
foot high, the following words are spelled out: 'The Actual Is Limit-
ed, The Possible Is Irmense." This one statement is the basis for Lin-
coln's belief that miraculous occurrences could be expected if workers
were induced to develop their abilities,

¥r. Lincoln said that he repeatedly emphasized the £act that
any luxuries in the Lincoln Elcctric Company would be purchased out of
profits and hence the employee's bonus. Once the workers requested the
installation of a public address system. \hen Lincoln investigated this
possibility, it was found to cost $50,000. tlhen the workers were told
that the system could be purchased out of profits, and therefore the
bonuses would be reduced by the same amount, the workers quickly lost
their enthusiasm,1®

The reinainder of thelr physical facilities reflect the same at-
titudes., There are no luxurious waiting roons, plusih ofiices, nor any
oZ the other typical trademarks of large American business, In the
cafeteria, the company attitude toward frills is particularly evident,
All Lincoln cmployees, rcgardless of their individual status, cat in
the same sparsely furnished room with bare cinderblock walls. They all

eat the same £ood Ifrom the same strailght-backed chailr

(0]
.

The remainder of the plant reflects the same austerity. The

company has adopted a policy of refusing to invest in any cquipment

18Glovcr, The Adwninistrator, p. 574,




which would not pay for itseclf within five ycars.lg It is felt that
this policy will tend to make all of the employecs concentrate upon
newy ideas as the primary mecans for lowering costs rather than merely
advocating the purchase of new machines, As a consequence of this
policy, many of the wmachines currently being used in the production
process are quite antiquated. When questioned concerning the possi-
ble disadvantages of out-dated equipment, a management representative
stated that the machines arc so cycled that oné worker nay be work-
ing on a second machine while waiting as the f£irst machine is per-
formaing certain other operations, implying that the wotivated worker
could be highly productive even when using less than optimal equip-
nment.

Yr, James F. Lincoln moved up from President to Chairman of
the Doard in 1954, e retained this position until his death in
June, 1965,

The foregoing has been a discussion of the hnistory of the Lin-
coln Ilectric Company, coupled with sowe pertinent views of Lincoln
with regard to incentive wnanagenent, The following pages will be pri-
marily concerncd with the actuel results which James Lincoln believed

were due to his system of incentive manazcument.

RESULTS ACHILVED THROUGH INCEIITIVE MANACHIEN
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a weider and costs. As the chart shows, labor, copper, and s
have increased substantially since 1934, lowever, tie cost of the
three hundred amperce wotor-generator is now approxiuately twenty per-
cent less than it was in 1934, ‘The machine, with the exception of im-
proveuents and refinements, is substantially the same today as it was
thirty-two years ago.

A comparison of the price of steecl rod with the price of Lin-
coln's welding rod is depicted in Figure 2, 4 welding rod is cut and
drawn from the primary raw material (steel rod), and then given a con-

lex chenical coating which adds further to its cost. As the chart
(&)

shows, the cost of the basic raw wmaterial has increascd tremendously;

however, the Lincoln welding rod sells for less today than it did in
1934, 1Lincoln frequently stated a nunaber of factors which he be-

“

lieved to be responsible ior keening his sclling pricecs at a2 low level.

Amons those factors were the develonment of new machinery £or produc-
' - v -

rFa

tion, better usc of materials, better design, and greater skill o
the operator., ke believed the primary detcrminant of his low pricces
to be the cooperation of the workers, and the develonment of latent
abilitics.

Figure 3 cowpares the sales value of Lincoln idlectric pro-
ducts per employee with the manufacturing industry average. this
could be one measure of a worker's productivity; however, it must be

the manufacturing industry as a whole

fed

rememnbered that the products of
differ widely., For this reason, it could be argued that the manufac-

ture of welding equipment nerely requires fewer workers to maintain a
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given sales level than does the manufacturing industry in its
entirety.

The average hourly carnings of production workers and non-
supervisory manufacturing personnel have becen substantially higher
at the Lincoln Zlectric Company than the average of all manufacturing
industries., Chart 4 shows this relation for the ycars f£rom 1956 to
1964, Although hourly carnings at Lincoln are more than twice the
national average, the labor cost per unit produced is substantially
lower than that cost for other comparable companies, allegedly due
to the productivity of Lincoln workers.

Figure 5 depicts a comparison of the wmonthly labor turnover
rate at Lincoln Electric Company with the average of all manufactur-
ing industries, Wnen enterpreting this chart, it must be remembered
that cmplovment at Lincoln is continuous. Wien business slumps there
are no layoffs,

The foregoing charts clearly show that the Lincoln Ilectric
Company has been able to reduce sclling prices in spite of soaring
rav material and labor costs which have increcased trenendously, This
practically unique performance is allegedly due to the unusually high
productivity of the Lincoln workers, Bvidently thie high productiv-
ity has been attained while a highly wmotivated, competent, and satis-
fied work forece has been wmaintained dy the company.

When profits are used as a measuring stick, the success of
this company is still quite evident. In 1565, the net income (after

taxes) of the Lincoln Electric Company climbed to a new high of
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$5,239,000, This figurc represented a return of 10,77 percent on the

tangible net worth, and a return of S.14 nercent on the total assets

<

1, .

owmed by the Lincoln Zlectric Company., This is a very substantial
return wien measured by any standard, Furthermore, it must be remen-

the amount which remained

i
Fa
Py
fdd
w

bered that the $5,289,000 of net proi

after the year-cnd boaus of $li,440,000 was paid, In comparing the

o< < .

profitability of the Lincoln Hlectric Company with the indusiry aver-

age, the industry couprising the St

Code 362 was chosen, This category includes all industrial electrical

apparatus of which the welding equipment indusiry is one sefment. It

e
OJ

s very difficult to make a direct couparison betueen the Lincoln Elec-
tric Company and its competitors since i most cascs, the nsnuiacture
of welding ecquipment couprises only a swall segument of theilr total
product line. Since company statcuents are usually printed in con-
solidated forn, a valid comparison Is not nossible.

For SIC Code 362, the median of net proiits as o percentage of

2 T a. N 4 . 2 s ERR ey (e ay s $
tangible net worth is 10.33 percent,~< fhus, the return on cguity is

(o

slightly higher for the Lincoln Slecetrice Company than the industry

1

median, But, the Lincoln Zlectrie Coxpany has no long-term deb

e,

standing., Therefore, the tangible net worth comprises a uuch larger

segment of the Lincoln £lectric Company financial structure than it

gible net worth is greater than

1

does for the average company. ‘ihe tan

83 percent of Lincoln's total assets. The median of the net profit

20un's

j2e]

nd Modern Industryv, (november, 1965), p. 64,

[RN
[e)
o
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as a percent of net working capital is 14,47 percent for SIC Code 362,

whercas Lincoln returned over 18 percent on its net wor

[

ing capita1.21
These figures coupled with the after-tax rcturn of 9,14 percent on
total company asscts give further indication of the success of this
company. Simillar results have been achieved in recent years at the
Lincoln Electric Company.

Since it is obvious that this company is quite successiul,

i -

c

is now necessary to analyze the factors lcading to this success. In
thc'following Chapter, various segnents of tho personnel program in
effect at Lincoln will be discussed. It may be revealed that some of
these personnel policies arc particularly useful in developing the very
high level of employee productivity and satisfaction which is evident

at the Lincoln EBlectric Company.

2lybia,




L PROGRAM

In this Chapter, various scguents of the overall person-
nel program in cffecet at the Lincoln ZElcctric Company are dis-
cusscd. It Includes such topics as recruiting and training, the

Advisory DBoard, promotional policies, cite, lowever, prior to the

y
discussion of spec¢ific personiel policies, it ic felt that a dis-
cussion of the company organization is in order, since the organiz-

rovides the framework within which the persomnel pol-

icies are apnlied.

ORGANIZATION AND SPAN OF CONTROL
The Lincoln Elcetric Cowmpany has no formal organization

chart, indicative of the informality nervading the organizatlon, Th

President has twenty-two departuent heads and staf® meabers report-
ing to him, This very large span of control is quite typical of th
st of the organization as well. very large span o: coantrol in-

Y

dicates that, out of necessity, decision wmaking is guite decentral-

and report dirccetly to
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the department heads. Sach forcman in the shop nas from 50 to €0
workers reporting directly to hinm, As the reader has probably no-
ticed, the coupany appears to have a wminimum of managerial person-

Thue, the Lincoln Llecctric Company may be characterized as a

~

nel.

.

"£lat" organization,
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It is said that Lincoln enploys only a fraction of the engi-

1

neers that similar firms. cmploy. The writer belicves that the samc

could be said of all managerial personnel, In the engincering sce-

tion, the Research Viece President is quoted as f£ollows on this subject:
"Je have a snell group, but it operates at peak efficiency., Taere is

t

j=i

litt lc supervision; no onc has to wr

O

memos or long weckly reports,

. . . 2
We kecp our lines of command very short here,''“

~

The very large span of control together with the statoments
quoted above provide a very strong indication that the cuployces re-

ceive only general supervision at this company.

RECRUITING AID TRLINILG
when the Lincoln Electric Couwpany is in neced of vorkers, cer-
tain steps are followed to obtailn these workers. Zach ycar, redrescn-
tatives of the Lincoln Electric Company <o to high schools in Cleve-

2

both the

l,.l-
o
o

land and near-by rural arcas. Thesc represcutatives visi

trade type bigh school aund the academic high school. Lincoln looks for

a high I.Q. and a competitive imstiuct, as cvidenced by particination
o 1 ? JoI o
3
in athletics, debating, ctc. Reeruiters arc also looking Lfor cer-

taln other traits such as willingness to work hard, ability to work

1, Dashian, "Does Profit-
necring, (liovember 26, 1¢32), p, 13%4,

?Iblu.

SGlover, The Adainistrator, p. 589,



with their hands, ctc, t is felt that often the young wen best

:ed to working for the Lincoln dlectric Company may be obtained
from the fu*al high schools since generally these graduates have
had wore experience in working with their hands,

The cempany also hires an average of ten to fifteen Hersoil-

-

nel with college degrecs ecach year. ‘lhe degrecd ecmployce starts at

salary of $400 per wonth which is very low when compnared to the
salaries offered by other firms. However, the degreced cmployee is
eligible for a bonus his first year, the amount being determined as

follows:

~r

Bonus = Inconme For Period Worked X 00 Percent X Merit Rating

The managenent feels that within two vears it will be able to tell

P

whether or not the degreed cuployee will succeed., It is claimed that
managenent knows within two to threc montihs if the operative is the
type sought by the Lincoln Hlecctric Coupany.

There is no formal training program whatsocver employed by the
Lincoln ilectric Joumany. The individual leaving the job trains the
worker is paid the daywork rate which iz 80 percent of his picce-

work base rate. ile continucs on <aywork until his output increascs to

L gd
[e]
el
o
&
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¢

.

the point which will warrant changing over to p
he instructor, during this time, is still paid his usual picce-

work rate; however, a good job of training will be reflected in his

O
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merit rating. This additional bDouus



worker for any wages lost through lowered productivity while training
the new cmnloyce.
sny productive labor performed by the new emplovee while on

1

vwork i1s credited to the depariment in vhich the wvork was done; this

provides further compensation to the worker performing the training
~ e I
Zunction,™

The training neriod for the degreed cmployee is one year in

duration., It is a very informal procedure

ing exclusively.
Lincoln also encourages its workers to aticend nigat schools

' 1 .

in order to better theaselves. fost of the Lorwacn have obtained some
cducation beyond high schiool and nany are tecimnical college Zraduates,
it was said in 19ﬂo that Lincoln had more of its peonle in various

night schools around Cleveland than any other plant regardless of its

ize.d

[92]

Tde & N - ] N -y Sola o e . R L L SN K - NS
It is stated by wanageaent tiat there is no limit to how high
L . " . . KR} - R e e e 1 ~~Ta . - 5 - k)
the operative aay Zo in the organization; althouzh, the non=degrecd

person is at a dedinlte disadvantage wien competing with those posscess—

ing degrees,

Lawloyees!' LHandbook, Lincoln Zlectric Company, D. 10,

5Glover, e .duinistrator, p. 585,
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vihen Jancs F, Lincoln becawe the Geuneral Hanager in 1914, he
was inx cclately confronted with a Gifficult situation. I realized
that many of the workers knew far more about the operations of the
company than he did, For this reason, he decided to have cach depari-
ment cicpt representatives to advise him on company operations. The
Advisory Board, which was then created, has met tuilce o nontir since
1914,

The wenders are elected to serve one year and they rceceive
$3.00 for ecach meeting attended. iio menber may scrve two terms con-

secutively; however, aiter being off of the Doard for a year, any dre-
vicus meuber may be re-clected. The minutes of 2ll meetings are post-
ed in cach department; however, the Board members are cupected to dis-
cuss the Board's decisions with their constituents., sanyv ciaployec, re-
cardless oif als status in the company, ay pring up any matter for dis-

cussion and consi

reseatative.

deration by the Advisory Boa

=d throuzih his elected rep-

In addition to discussing specific preblems ciisting in the
various deparinments, the Advisory 3oard has also been uscd to discuss
such other topics as business prospects, coupetitors' progrons, gen-
eral plant operations, cte.

The Advisory Board serves a nuiber of very uscful functions,
Most important, it is a mecting place for labor and mansgenent. In an
AdVLSory Board meeting, cach group can bring all thoughts and 3011
out in thc open for discussion, James Lincoln felt that this frankness



labor-uanagencnt

6]
.
¢
]
r
(o]
3
)
s}
ct
[
[5.]
1G]
ot
1
[y
(0]
&
[%]
H
OJ

and lack of sccrecy was
pcace and harmony. Thus, the Advisory Board is one method by which

cmployees nay narticinate in management, It also presents an ideal
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opportunity for employeces to bring u

scttlement.

Furthermore, the aAdvisory Board plays an important role in
the f£icld of personnel developuzent. dorkers clected to th 'ﬁdvisory
Board are confronted with the nced for a different outloolk upon prob-
lems. They are presented with infornmation concerning overall company

policics, probleus, goals, ete. This experience should cnable the

4

~

cpartient Iits

[

employee to better understand where his particular
into the total picture oI coupany operations, and therefore broaden
his perspective. The enployee should betier understand the reason-
ing behind wmanagerial decisions, and should develop his individual

ability to communicate articulately since ae must present his depart-

- .

uent workers' views to management and managenent's views to his de-
The rule that no representative may serve on the advisory

Board for two conseccutlve terms allows a greater number of crployees

be tiie case i1 this

was to keep employees informed and involved at all tincs. The Ad-

visory Board contributes greatly toward verforming this managerial

function,
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tiiec werker's annual

onus pocl. Since the merit rating is the factor over whilch the in-

dividual cmployce has the greatesct control, it is obviously of pri-

The merit rating procedurce is carriced out twice a year, ia

April and Cetober, with each merit rating cttenpting to judge cu-
ployec nerformance for the preccding cix month seriod. Thace emblovece
is judged on a number of factors rezfardless of what his particular

ob 1ls. The job is rated in thic 'Job Nvaluation procedurt

[Se N

will be discussed in the next section,

The merilt ratings arc nade on four cards; cach one rates tie
cmployee on a diflerent Zoctor. the first card is'c
ebility." This rating is saicd te be a measure of how well cach work-
er's supervisor has becn able to depend upon il to perforam all func-

tions cexpected of nim. It zlso rates thc worker's ability to super-

The sccond card is used to ratc the worker on quality. Tais
rating is made by the emplovece's department head in conjunction witi

the Inmspection lenartment. Lt rates the quality of all work turncd
opt by cach employvee, including tlie worker's success in elininating

errors and reducing scrap and wastc.



w
Ch

e

e next card is used for the purposc of rating cach cmployce
on output. It is supposced to reflcet the worker's willingness to pro-
duce his maximum, and also the gquantity of useful work actually com-
pleted.  This rating is made IJor cach cuployee by his departuent head

™

in cooneration with the Production Lepartment.

The fourth and f£inal card evaluates the individual with re-

gard to his idecas and cooperaticn., oew ideas and methods arce actively

n this rating. The cmployee

l.!.

sought by mo n%rcmcn, and will be rewarded

is urged to make suggdestions wailch will lead to reducing costs, in-

crcasing output, improving quality, and imvproving rclations with cus-
toumers., Thiec card also rates the ciployec on hicw well he works with

others, his attitude toward supervision, co-workers, and the company.

inc cuployee is judged by his department head in conjunction with the

having at least two individuals rate cvery employece teads to diminish

The average of the ratings nade in each groun wust cgual 100,
For this reason, the worker is actually

parison with the other workers in his owm particular rating group.

1
'—- .
(o8
[
(
',.l.
O
a3
-
p
=
fo)
(a1
o
()
e
[
&

lowever, iIf an cuployee docs wmake an unusual cont
noints above 110 are not included in the rating group total, so the

renaining members of the rating group will not be penalized for the
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outstanding work of one or a few., &ll »oints over 110 arc su

reviecy by a comaittee of company Viee Presidenis, The supervisor nust

. T )

subnit a written report justiliyin

the very hizh rating | . zuch a case,

This commitice will then attewmpt to judge the individua

1
-
(2]
o]
o

contribution to the organization, and the extra points will be awarded
if the denartment bead's recommendation is approved., There is a senar-
ate pool of merit rating points which arce spread over the company as a
whole. The extra noints (all over 110) come from this pool.”

six wmonths tenurc
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1is department head with these points not being includ-

e in the rating group's average., Li an exnlovec has beeon in more than

ne department during the previous six nonth period, he will be rated

g
U

nas not remained

with the department he served Zor four monchs,

rating cards in »rivate with the indivicual involved, Thc vorker's

this conieraence,.

I
£
v
1»'.

strengths and weaknesscs are dlscussced witi: hin

This procedurc is just one more way in waich Lincoln attcmpicd to keep
nis employees informed at all tiues., Tic ratine for any six wonth per=
icd is to be based upon the caplovec's concuct Zor that perlod only.

if he is able to overcoie nrevious weakinesses, they should never again

. amm e -
(% fa.,l.x“‘VS.
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nient representative replied that
were necessary, obut cven then, it would be only onc factor among
many otiwers to be considered,

Whenever a job opening occurs, it is posted on the bulle
boards throughout the company. The azployces are encouraged o apply
for any position for which they feel cualiified, The department head

;s ond other cualifiications of all

whom to intervicy, and subseguently vhoir ©o

The Promotion Comittce meets once a wonth to roview tiwe prod-

ress of new caployecs (particularly college graduates)., <This committee
also interviews departuent heads onn an informel basis asking for the

naes of any cmployees who are descrving of promotionc.,
As the reader will note Zrow the éiscussion »rescentced, there
are no inpediments placed in the path of the anbitious employec in thi

company. Lf he denmoactrates comeicnee, he may clinb to nﬂhacg levels

in the organization rcgardless ol nils education or scniority,

At the Lincoln Elcetric Company, the basic wage rates are de-

terniined by a commitice of suncrvisors using the technigucs of jeb

cvaluation, The job cvaluation nethod reguires the usce of a uniforn

and consistent get of standards to ucosure eceh job., It wmust be re-

SThe majority of the information prescnted in
following scetion (The Piccework Systen) coies £rom the

L.Q

ilandbook, Lincoln _lectric Company.




membered that job evaluation refers only to cevaluating the job without
regard to the person performing that job. The person verioraing any
job is only evaluated in the individual it ratings vhich have been
cxplained previously, Jobs are rated according to the anocunt of skill,
responsibility, cffort, and other factors required in their performance

Zach factor is assigned a certain number of points, with the
nunber being dependent unon the relative importance of ecch factor in
comparison with all others. The sum of all the »oints places that par-
ticular job in onec of the established job classifications, withr this
classification determining the basic wage rate for the job.

The six factors listed below arc those which arc considercd
when sctting the basic wage raitce for jobs in the factory.

1, The evaluation of this Zactor is determined by

the cion reguired for nerformance of the Job.

2o 3kill - This Zactor inclucdes en evalvation of the training

and the skill recuired to perdorn the job efiiciently.

3. Resnonsibility - “his Zactor is defined by nonniemcnt as

the cost and cihance of error,

4,  llental aonlication - ‘ihe conce tion required py the job

is evaluated under this heading.

5. Phaysical application - The recuirements of any job with re=-

gard to exertion, cffort, and weight handling are considered

wien evaluating the physical application required.

G, working Conditions - leat, dirt, ventilation and cleanli-

ness in the working arca are comsidered when evaluating the
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2

ered when cvaluating the uental
reguired o perform a job,

w3 : 5 S At ey e el ~e
10. Zhysical application - In the offi

the effort, pace, and faticue required to perform

The worker is clearly instructed to consult his supervisor if

Lido

ons concerning the cvalua

e
[
o
[#]
o
=

he should have any

As the job recuircments change, the job may de re-cvaluated,

This new evaluation autonatically adjiusts pay rates up or

the case of a job being simplified, and henec the basic wa

the company attempts to transier the cployee to cnotlher

x

a0 . P— Rl 2a
offers o basic wage rate tha

vious .to thc re-cvaluation proccdurc.

e R SR PO TR
Tils PLRCE

t 1eg commenesurate withh that reeelved T

COVl, el

Teaue

Cne of the necessary elcoments of ihic succecsful incentive

that pilecework is the only falr way to comnensate caplove

the cupleyee gets »paid in direct proportion to the amount

e strongly cmphasized als belici that there should be no
linit placed upon the amount that an cuployee is eligible
given awount of tiime., The main disadvantage inherent iz

work plans is the ciployce's fear tihat ratiher than being

9Lincoln, Lincoln's Incentive Systen, p. 50.

cd,

oiten stated

cs because

he produces

arbitrary

to carn in
nost plecee-
rewarded for
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inereased productivity; the stondard will be raigsed, aund he will be
working harder for less compensation in the loagd run.

Lincoln 'said that wanagenent wmust overcouwe thls fcar vhich is

always »resent in the worker's nind, IHe felt thalt the standards should

never be changed because a worker had becowme wore cfificient, or devel-
oped better ways of perforuiing a job., The only justification for chang-

+ .

ing standards would be a coupletcly changed job brought about by the in-
stallation of a new and diffcrent machine, cte,

incoln was able ©to explain the nossibility of a very high hour-
1y rate to cuplovees by comparing his direct labor costs with the tota

. T PR ¢
L

of all other costs. In 1943, Lincoln stoted that his overhead was cqual

to two and one hasi times Lils labor CO‘t.lO vihenever a worker devises

-

.

a new method for performing a job, hc saves the conpany an cnount that

: ) SRR S 203 - ~ory [ A sadan
is muen greater than his incrcasce in warjes ner unit of tine,

It is believed that not oaly docs this system lcad to a feoir
reward to each person, but, wore inportcantly, there will se friendly
and execiting competition between the workers, so that cach trics to out-

digtaonee the other and contribute rmore., [k fclt that the greooatest in-

. -~ - 3 SR T 3 2 . ~ v ST S o
centive money has is that it Is a syubol of suceoss, whilch gives the

pany is based on a nuwuber of rules and principles, ‘‘he following para-

10ieil 1, Clark, 'iou iueh Arc Worker s Worth?", Saturday wvening
~ - )

Post, 216, lio,& (July 2& 1S43), p. 18,
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First, he advocated nanuiacturing to stock. The cost of pro-

outAin this wmanner; however, he failled to take into consideration the
cost of carrying inventory. Cbviously, if the cost of carrying inven-
tory is less than costs incurred through fluctuating production, then
this is a‘sound suggestion,

Secondly, Lincoln suggested that new machines or nethods which

were found to be feasible during busy times wmay be developed during
business slumps, During less prosperous pcriods, the men and time

are available for experiﬁcntation in this arca.

Thirdly, Lincoln sufgested that costs can be greatly reduced
during buciness slumps. lic fclt that with.the leisure tiwe, the avail-
able wen, and the obvious need for cost cutting, a business slowdown is

the ideal tinme for taking definite steps to reduce costs.

Lincoln also thourlht that a business slunp provided an ideal
onportunity for develoning new warkets., OZten when business i1s boom-
ing, the firm will have & teadency to follow the path of least re-
sistance when woeking éa cs, Suring Gownturns, new narkets, partic-
ularly those 6vors=as, should be exwvlored,

Business sluaps also prescint en onportune time for the de-

-

velopuent of new products., OLten new product ideas are gencrated

(2]

during prosperous times when sufficient resources are not available for
their cxploitation. During slack times, resources are available for

this usc.
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The nuaber of hours worked per week may also be reduced if

-

the ewployees have been informed of this possibility and they are
agreecable,

Lincoln felt that business slunmps can actually be quite useful
if wanagement will use this time for carrying out some worthwhile pro-
ject as those indicated above, All of these projects are necessary to

the success of any business, and a business slowdown does provide the

opporitune time for carrying them out.

PROFIT DISTRIBUTIOHN

In onc of Lincoln's books, he devoted a whole chapter to the
subject of the distribution of profits.13

Lincoln felt that the customer must be served in the first
place, since no wmanagewent philosophy could produce a profit in a
nanufacturing situation unless the products could bz sold. This be=-
Z is incorporated in the primary organizational goal which is to
produce & better and better product selling for less and less,

Lincoln beliecved that workers siould be the sccond group in
line for the rewards which incrcascd efiiciency had yiclded., Without

these rewards would huove been impossible,

e

e

w

the worker's abilit ,

The stoekholder is a wewber of the last group to receive a

share of Lincoln Electric profits. James Lincoln believed that his

contribution was of a very questionable nature. lle did not include

131pid., pp. 115-123,



50

the founder of the coumpany, nor those individuals who helped finance

i

the corpany in the beginning in his definition of stockhiolders. T
vas referring to the individual wiio buys stock as an investment mercly
to recelve income fron dividends, and hoping to receive an additional
reward through stock growth, Lincoln felt that these individuals con-
tribute nothing to the cfiiciency of the compaity and have little or no

ts operations. It was also stated that the usual stock-

e

knoﬁledge of
iolder would never éVen consider buying stock at a time when funds are
imost necded. The usual stockholder only buys when the company is al-
~ready a success., At this time, woney nceded for expansion is usually
avallable through retained earnings, or debt fimancing., ie didn't
:really coﬁsidcr the average stockholdcr to be an owner of the company.
‘Throughout the ycars, Lincoln has tried to pay a dividend which approx-
imated 6 percent on the stockholder's investment,* Additional in-
cone the cowmpany received through increasing cfficiency has becn re-
turned to the custoners in the Lori of lower prices, or to the workers
in the form of higher wades and larger bonuses,

At the »resent time, there arc approximately 1400 stock-
holders. ©Of these 1400, roughly 800 arc Lincoln employecé. The em-~
ployecs own onc-third of the outstanding sharcs, with wmost of the re-
maining shares owned by the Lincoln familice. Originally, John C,

Lincoln owned 100,000 shares. James F. Lincoln owmed 100,000 shares

and the employces held the other 100,000 shares, The ration remains

[ . .. ! -
lhhlncoln, Incentive iHanagenent, ppe 256-257, .
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approximately the same at the present time. Thus, onc-half of the
employees owa onc-third of the outstanding shares of stock. There
is an cuployee stock purchase plan which will be discussed in a later

scction,

YEAR-END BOWUS

In 1942, a $4100 a year metallurgist received a bonus of
$25,000, 1In the same year, and $8000 a year superintendent reeceived
a $50,000 bonus,t> ‘These are mercly two examples of the way Lincoln's
bonus system has rewarded workers since its inception in 1934, low-
ever, these fantastic sums arc only given when descrved, The metal-
lurgist pentioned developed a new welding electrode which cut costs
by 20 percent. 7This samc individual also discovered a way to weld
aramor plate which saved 20 percent on nickle and chrome. The super-
intendent developed new wethods thereby cutting dircet labor costs by
10 perceat affecting a $750,000 annual saving despite pay increases
of 10 percent. Iir, Lincoln stated cmphatically that he did not be-
lieve in paternalism, since workers could sec through the rewards to
the motives behind themn,
Three factors determine the size of an individual's bonus:
his merit rating, his base salary, and the size of the total bonus

pool.16 The merit rating proccdure and the employce's base salary

15mputting Incentive Pay To Work", Reader's Digest, 41 Lo, 244
(August, 1942), p. 32.

.

163ashian, Chenical Engincering, p. 134
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have been discussed previous}y, so they will not be reiterated. The
total bonus pool is an amount deternined by the Board of Directors.
The amount to be distributed is whatever is left over after taxes,
dividends, and "sced moncy" havg been deducted, As one may recadily
sce, the amount to be distributed is determined by the success of the
company, and there is absolutely no guarantee of its continuance.17

The average bonus paid to all employeces has been in excess of
the average wages paid since before World War II, In 1965, after
steadily increcasing, the average bonus amounted to over $8100 per
worker, The total number of cmployees recciving the bonus at the Lin-
coln Electric Conpany was 1,757 in 1965.

In order to be eligible for the bonus payment, the employece
must have been employed as a full-time cmployee prior to November 1
and remain on the payroll until the bonus is paid.13 Workers who have
been with the company longer than a year, and terminate their cmploy-
nment between August 1 and the bonus paynent date, are eligible for a
bonus if approved by the President. Any worker who has been 'discharged
is not eligible for a bonus,

The large annual bonus paid by the Lincoln Electric Company
has been the primary topic considered in the wmajority of the articles
which have been published concerning the Lincoln Elecctric Company. Many

fascinating success stories have emerged f£rom their bonus system over

1715incoln, Lincoln's Incentive..., p. 60,

18a@nplovees! llandbook, pe 13.
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the past threce decades, perhaps overshadowing the other features of the
Lincoln system which have contributed to the company's success.

In the next chapter additional cowmpany venefits and various
rules and regulations in effect at the Lincoln Electric Company will

be discusscd,



sS4
CHAPTER IV
ADDITIONAL COMPANY BEMEFITS AND REGULATIONS!

STOCK PURCHASE PLAN

Approximately onc-half of the employces at the Lincoln Elec-
tric Company own one-third of the outstanding shares of stock. This
stbck has been purchased by the employecs through a stock purchase
Plan which was adopted in 1925, After an individual has ‘been employed
by the Lincoln Eléctric Company £or one year as a full-time cmployee,
he is entitled to purchase cﬁmmoﬁ.stock on a voluntary basis, ihe
stock may either be paid for outright, or purchased through a payroll
deductions plan.

Whenever a stockholder terminates his employment, the company
retains the right to purchase the eamployee's stock at a price set by
tﬁc Board of Directors., This right will be exercised within a ninety
day period fr§m the date of scparation unless this period has been ex-
tended through death, retirement, or request, The employee also has
the right to borrow money from the company, using his Lincoln Electric
Company stock as collateral, Illowever, this wmoney may not be borrowed
for the purpose of purchasing additional stock,

James Lincoln's beliefs with regard to the contribution of

absentee owners were discussed in the previous chapter, Duc to the

lUnless otherwise noted, either in the text, or in footnotes,
all of the material in this chapter was taken f£rom the Employce's
Handbook (Lincoln Electric Company,
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fact that the stock is only held by the various Lincoln families and
the cmployees, there is a minimum of absentce ownership with which the

company must contend.

LIFE INSURANCE
The cowmpany purchases a $5000 life insurance policy for each
eaployce within sixty days of the date his employment commences. This
life insurance is purchasced through a group insurarnce plan, The em-
ployce may name any beneficiary he desires, and his beneficiary may be
changed at any time through the Personnel Department. The employee is
also informed that he wmay purchase additional insurance through the

company using a payroll deduction plan,

ANNUITY

The company purchases retirement annuities ecach year for which
the employee becomes cligible when he reaches sixty years of age. The
amount to be reccived by any individual will depend upon his length of
service, earnings (exclusive of bonus), and the amount of annuity pur-
chased by the company cach year, In recent years, the amount purchased
yecarly by the company has approximatdd two percent of employee earn-
ings,‘excluding the bonus, After twenty-five years of service, the

annuity is vestede.

EMPLOYEE'S ASSCCIATION
The workers requested the formation of an Employee's Associa-

tion at an Advisory Board meeting in 1919, It is said that this asso-



ciation was formed in order to provide a cooperative group apart from
management f£or the purposc of promoting social activities and sick bene-
fits for employecs.2 The cmployeecs elect theilr own representatives to
this association who make all decisions concerning social events, bene-
fits, etc., with the advice of their constituents, It sponsors an an-
nual banquet, picnic, and similar social functions. For these occasions,
the cmployecs pay half of the expenses, with the company paying the re-
maining half, The employee's duecs are set by the Board of Directors

and deducted monthly from the employec's paye

Any member of the voluntary bencfit plan will receive compensa-
tion in case of sickness or injury .in accord with the following rules
and regulations.

Every member who has been enrolled for a wminimum of thirty
days, and who is unable to perforin his usual duties due %to sickness or
injury, will receive rather limited benefits. Mo benefits are paid for
the f£irst seven days. ilowever, the second through the tenth week of
disability payment is made at the rate sct by the Association, After
the tenth week away from work, the employee is nelther entitled to ad-
ditional benefits, nor required to pay additional duecs, The cmployce's
doctor must sign a '"notification of illncss' card before the employee
is eligible for any benefits, The Benefit Scction also contains a pro-
vision for sending flowers either when an employee dies, or when a mem=-

ber of an employce's immediate family dies,

2Glover, The Administrator, P. 553,
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SUGGESTION SYSTER

The original suggestion system was adopted by the Lincoln Elec-
tric Company in 1929.3 Under this plan, whenever an employece made a
suggestion, he was entitled to received one-half of the estimated firsf
year's savings to the company. Suggestions could be made concerning
any phase of the company operations ranging all the way frowm entirely
new manufacturing methods to very simple cost reducing suggestions,

For an example of the latter type of suggestion, in 1943, a plant guard
noticed that the shipping tags used on outgoing parcels had a string
through them., However, the tags were stapled to the shipping cartons
rather than being tied on them, This guard submitted the suggestion
that stringless tags be purchased., This simple suggestion was estimated
to save the Lincoln Electric Company $116 the first year, and the guard
prouptly reccived a check for fifty-eight dol?Lars.LL This suggestion
system was sald to provide the incentive required for all employees to
be constantly in search of methods leading to cost reduction,

In October, 1965, this system was discontinued. It was said
that the primary rcason for its discontinuance was the fact that 85 per-
cent of all suggestions received by management were not practical. When
one~half of the first year's savings from the remaining fifteen percent

was paid to employces, the savings left for the company were unable to

3Lincoln, A lNew Approacieees, De 10,

Uieil 1, Clark, "How Much Are Workers Worth?", Saturday LEvening
Post, 216, No. & (July 24, 1943), p. 17,




cover the cost of administering the suggestion systcme

Another recason given for the discontinuation of the older sug-
gestion systen was that management always made a special cffort to ex-
plain to the indi&idual why his suggestion was not used, This policy
creates the obvious difficulty of telling 85 percent of those submitt-
ing suggestions that their ideas were not practical, On the other hand,
if all suggestions were not discussed with the individuals submitting
them, then tﬁe enployees would not feel that management was actually re-
viewing and seriously considering the suggestions received,

A further difficulty inherent in the previous suggestion system
was that many of the employecs are not very articulate; therefore, they
hesitated to write down their idecas. Under the current suggestion sys-
tan, the cmployee verbally presents his suggestions to his supervisor,
It is believed by management that the average cmployee will find it
casier to express himsclf in this manner,

Under the new system, the aaployee is still strongly encouraged
to make worthwhile suggestions. There are several ways in which sug-
gestions nay be made, The most direct method, as mentioned above, i1s
for the employce to discuss his suggéstion with his immediate super-
visor, lowever, thc employee is also clearly advised in the BEaployee's
llandbook that all department heads have "open doors' and are available
to discuss the employce's suggestion with him, If the employec's sug=-
gestion is concerned with any phase of the company operations which

would be likely to intercst the Advisory Board, then the suggestion may
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be reported to the individual's Advisory Board representative who will
bring the idea up for discussion at their next mecting,

A worthwhile suggestion will be reflected in the ecmployee's
merit rating; although, no spccific cash payument is promised to the
worker as it was under the old suggestion system.

When asked if abolishing the old suggestion system had adver-
sly affected the enmployee's enthusiasm toward reducing costs, etce., a
management representative expressed the belief that it is too early to

Kknowe

OUTSTANDING PERFORMANCE CITATION
Another means used by the Lincoln ZIlecctric Company £or re-

warding particularly capable cuployces is the Outstanding Performance
Citation, There is no maximum number of these citations which may be
given out each year; although, thc nuwber has varied between sceven and
ten during recent years. Under the newly adopted suggestion system in
effect at Lincoln, aside from being reflccted in the worker's merit rat-
ing, an unusually important suggestion may also make the employce elig-
ible for an Outstanding Performance Citation. This award does not grant
the recipient any unusual privileges, although it does publicly recog-
nize the individual for his contributions, Public recognition is be=-
lieved to be one very iwmportant method of rewarding the unusually com-

petent worker,

SERVICE RECOGNITION
The company awards .distinctive service pins to each worker who

has been ecmployed by the Lincoln Electric Company for ten consecutive
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ycars, in addition, other service pins arc awarded for cach additional
five years of service,

The company has also organized a Quarter Century Club to which
an caployee is eligible to belong after twenty-five consccutive years
of service, A gold watch is presented to new mecmbers at the Club's an-
nual banquet. Management stated that new members are being initiated
into the Quarter Century Club in droves each year, indicating that the
average worker remains with the Lincoln Electric Company for a longer

period of time than the average industrial worker remains employed by

one f£irme.

VACATIONS AND VACATION PAY

IEvery year the Lincoln Electric plant and offices closc for a
two-weck vacation during the month of August, This policy is subject
to change; however, management stated that adequate notice will be
given if there should ever be a need for changing this policy,

Every full-time employece with a minumum of one year of continu-
ous cmployment is eligible for this two-week vacation with pay. The
salaried personnel arc paid their regular salary for these two weeks,
All other cmployecs will rececive one-twenty-sixth of their previous
year's earnings (excluding bonus). All employecs who have been with
the company for less than a year arc asked to take their vacation with=~
out pay during this same period. Often these persons will be asked to
work part of this time in performing some essential Ffunctions which

must be carried out even though the plant as such is closed, Payment
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will be made to these employces at their usual rates. It is also pos-
sible that some other employces will be nceded during this period. If
this is the case, the employees working will be given their paid vaca-
tions later in the yecar. A vacation must be taken during the year it
is carned, and lecave caannot be accunulated from year to year,

Imployees with at lecast f£ifteen years of service to tihie Company
are given an additional week of paid vacation during the weck from

Christmas to New Year's.

SAFETY
There are no safety campalns as such at the Lincoln Electric
Company. Ilanagement expressed the belief that many companies are too
paternalistic in this areca, The feeling was also expressed that it is
dangerous for the employece to rely too heavily upon safety devices rath-
er than the individual's own carcful nature, It was also stated that
the company is extremely safety conscious in tooling, There are a nune

ber of safety rules and rcgulations presented in the Eaployee's Hand-

book which will be presented at the conclusion of this scction.

When questioned concerning the safety record at the company,
Lincoln management stated that the only comparison available between
safety at the Lincoln Zlectric Company and other f£irms indicated that
Lincoln's safety record is quite good., The Industrial Comaission of
Ohio bases it compensation rate upon a firm's past rccord, and the Lin-
coln Electric Company has the lowest possible rate for an industry of

this type in the state of Ohio,
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All forcmen arc instructed to remind the employee of the impore-
tance of safety if they should see any unsafe conditions or violations

of the existing safety rules. The mployece's landbook also emphasizes

the importance of safety in several ways, It states that injury not
only reduces the employece's immediate earnings, but also affects cvery
other worker in the plant by interrupting the smooth f£low of materials.
Workers are further instructed to report any injuries regardless of
thelr severity to their Department Head,

‘Listed below are the safety regulations in effect at the Lin-
coln Electric Company.s

1, If your regular duties are outside of the office area, you
must wear regular safety glasses. Use guards, shields, and goggles on
jobs as specifiecd,

2, Only authorized power truck opcrators may ride on power
trucks.

3. Do not smoke in any of the posted arcas or in the area near
spraybooths, dip oven, paper or chemical storage at any time.

i, Do not block access to fire extinguishers, If£ you use one,
do not replace it but turn it over to your foreman for refilling,

5. Do not block the aisles,

6, Do not block watchmen's stations or sprinkler valve stations

7. '"Horseplay" or throwing articles of any kind will not be

toleratede.

sEmployoe's Handbook (Lincoln Elecctric Company), PpPe 25-26.




8. Do not run except in emcrgencies,
9. Do not attempt the repair of any machinery, elecctrical
cquipnment, or wiring.

10, Do not pick up a load with a hoist unless the load is
directly under the hoist.

11, When a safety tag is attached to a push button or starter,
do not touch the equipment,

12, load skids safecly. The Factory Specification Book spec-
ifies maximum loads.

13, Sleeves must be buttoned at the wrist or cut of:f above
the clbow,

14, THachine operators must wear a bow tie or no tie. Other
persons occasionally around machinery, such as foremen, time study men,
inspectors, engineers, or others, should guard particularly against ties
that wnight get caught,

15. All machine oncrators witi long hair must cover their hair
completely, Low heeled shoes must be worn.

16, All gas cylinder tanks must have pressure regulators. Oxy-
gen acctylene cutting units must have fire extinguishers, All gas cyl=-
inder tanks must be chained to their hand truck,

17, Coupressed air must not be used for cleaning or blowing in-
to enclosed vessels not designed to withstand the pressurc.

18. Do not walk on roller conveyors.

19, Only authorized personnel may operate traveling crancs,

In addition to the safety regulations which were presented, the

company has also listed a number of safety suggestions such as keeping



tools in good repalr, work area necat, ectc,

GEMERAL RULES AND REGULATIONS

The normal work day for plant workers at the Lincoln Electric
Company is from 7:30 A.M., to 4:30 P,M. with approximately twenty nin-
utes allowed for lunch. There is a time clock, and all plant workers
must punch their cards in and out, For office workers, the average
workday is from 8:00 A.lM., to 5:00 P.M.

In the plant itself, there arc no regular coffece breaks as
such; although, there is a ten minute smoking period in the morning
and another onc in the afternoon., Those breaks must be taken at the
individual's work station, but he may stop work during this period.
Saoking in the plant is not allowed at any other time, bBanagement
stated that workers are ailowed to drink coifec at their work places
during the day but this should not be excessive.

An cnployee interviewed in the Lincoln shop stated that onc of
the primary complaints of the workers was rclated to the no smoking
rule, It was stated that the men often resort to sncaking‘off in cor-
ners for cigarcttes, This practice may be cutting down upon worker
production if widespread.

Various other rules and regulations concerning such factors as
parking, tclephone calls, restricted areas, cte., are mentioned in the

Hnployee's llandbook, It is not felt that any of thesc refgulations is of

sufficient importance or interest to be included in this chapter.
Thus f£ar in this paper, the writer has attempted to present the

reader with the essence of the overall personncl program in effect at the
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Lincoln Electric Company., This presentation has also included many
of the pertinent philosophies of James F, Lincoln with regard to in-
centive managewment, In the £inal chapter, an cvaluation and analysis
will be made of the material presented previously. An cffort will be
wmade to answer some questions which naturally arise in the mind of the
reader, such as the £ollowing:

Why arc the workers so outstandingly productive?

If this plan has been so successful at the Lincoln Electric

Company, why hasn't it been adopted by a number of other £irms?
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CIUAPTER V

PERSCIIIEL PROGRAM RELATED TO PRODUCTIVITY

Various means of measuring the success of the Lincoln Elece-
tric Company were presented in the concluding section of Chapter II.
The next two Chapters contain a discussion of all of the scgments of
Lincoln's overall personncl program which wmay possibly influence pro-
ductivity. 1In this final Chapter, an attempt is made to cxplain the
remarkable success of this company by relating the personnel prograim
to individual productivity in the beginning, and organizational pro-
ductivity lastly.

The stable work force is a key intcgraﬁing factor which tends
to convert a high level of individual productivity to a high level of
organizational productivity, Jhen one is considering productivity,
it is quitc casy to make the nistake of analyvzing factors affeccting
the productivity of the individual, and concluding that if the indiv-
iduals making up an organization are motivated to be productive, the
organization will also be productive, 'This type of analysis completely
ignores all of the actions and interactions which are nccessary in an
orgonization to convert individual productivity into organizational
productivity., Such factors as coordination, communication, and con-
trol are vitally important to the productivity of the organization as
a whole. Stability strongly influcnces the success with which a work
group is able to synchronize its efforts. It avpears, thercfore,

that a stable work force, made up of highly productive individuals is
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nceessary to a highly productive organization, Thercfore, the stabil-

ity of Lincoln's work force is the next topic to be considered.

STABLE WORK FORCE

The very low turnover rate at the Lincoln Elcetric Coupany,
which is depicted in Figure 5, Chapter II, is onc indication of the
stability of Lincoln's work force. The wonthly labor turnover rate
at the Lincoln Zlectric Company is considerably less than one-half of
the average turnover rate for all manufacturing industries. The large
number of employees being initiated into the Quarter Century Club each
year is another indication of the highly stable work force being cm-
ployed by this cowmpany. As discussed previously, the company has very
strict regulations regarding abscnces. Lowered merit ratings and pos-
sible dismissal arc the penalitics iwuposed for absence., These rules
ninimize absences; hence, they contribute greatly to stability.

A stable work force increases the productivity of the organ-
ization in many ways. first, as workers are associated with the same
work group for a long period of time, their personal relations becoue
more predictable, and thus wmore satisfying. The probability of co-
hesive work groups developing is also increased whenever the group
wenbership is stabilized, Cohesive work groups arce desirable from
managenent's point of view for two rcasons, They increcase employee
satisfaction which in turn helps reduce the voluntary turnover rate

in most instances, It is believed that cohesive work groups are

highly productive in the majority of cases, providing the group's



goals are consistent with, and contribute to the achievement o, the
organization's goals.l The goals motivating the individual workers,
and thus the work groups, are discussed in a later section of this
Chapter.

Stability also contributes to productivity since it lessens
the need for shifting employees to £ill other positions, and hence,
re~-training them. The need for training new cmployces is also nmin-
imized, Training costs an organization a substantial amount of money.,
There is always a period of time during which the employee is not
productive while he is being trained. The persons performing the
training function must be compensated before there is any return to
the ogranization from their endeavors, In most skilled jobs, the
employce's maxinum efficiency is not developed until wonths or cven
years after he begins performing that job. For this reason, pro-
ductivity is often lowered for a time period considerabvly longer than
that required for the formal training progranm,

Stability is also an important factor facilitating coordin-
ation and comaunication within an organization, As the work Zorce is
stabilized, cach individual learns iizore about his job and how it fits
into the organization as a whole. whencver the individual has be-
come proficient enough to coordinate his own activities with those of

C

related individuals and groups, the neced for an ecxternal coordinating

lyoseph A, Litterer, The Analysis of Orranizations (ilew York:
John wWiley and Sons, Inc., 1965), pp. 89-90,
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body is lessened, Coummunication also may be made more casily and
inexpensively wihenever the persons or departments involved arc familiar
with the jobs, semantic differences, and goals, of those with whom they
arce coumwunicating.

The preceding brief discussion has been concerned with the
stability of the Lincoln work force, and the ways in which a stable
worlk f£orce can increcase organizational productivity, The following
pages are primarily concerned with explaining the very high level of

individual productivity and satisfaction which is evident at the Lin~

coln BElectric Company,.

INDIVIDUAL PRODUCTIVITY AND SATISFACTION

o

ligh individual productivity and satisfaction are analyzcd
in terms of ilaslow's hierarchy of needs. This theory of wotivation
was £irst introduvced Ly A, H, iiaslow, and has been revised and cextended
by a nuaber of diffcrent authors since i.aglow's first writing.z laslow's
theory categorized an infinite nuaber of hunan necds into sist classifi-
cations, It is assumed when studyilus motivation with this tool that
the individual will not be strongly wmotivated by the possibility of
satisfying a higher level nced until all lower needs have been satis-
ficd to a substantial degree. 'Uhe hierarchy of nceds suggested by

-

Maslow is prescnted below with the more basic necds listed f£irst, and

the highest level (self-actualization) wentioned last.

24, 1, Maslow, Motivation and Personality (ew York: llarper

1954),
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Physiological lleeds - This need classification includes all
of the very basic necessities for human cxistence such as LOOd cloth-
ing, and shelter.

Safety lceds - In the original formulation of this theory by
liaslow, the safety nced was discussed as the neced to protect the mcans
by wihich the physiological nceds are satisfied., Thus, if the indiv-
idual is satisifying his physiological needs by maintaining vear-round
caployment and being compensated at the rate of $8,000 a yecar, his
safety need will be activated whenever there is a threat to his job

or current incomec level., A ncwer interpretation of iaslow's need
hierarchy contends that the safety need is quite different from the
other classes of human needs.3  Safety necds may be thought of as par-
alleling all of the other need classifications, IE thcfc is a danger
of the individual los ing the recognition oi otihers, or his self-csteen,
ete., then the safety necd is also activated, In the discuscion that
follows, the safety need is considercd to be associated with all other
needs, and not werely concerned with protecting the mcans by which the
physiological nceds are satisiied.

Belongzing or Mewbership liceds - Generally speaking, man is a
social animal, lle is constantly associating with those around him be-
cause he needs and enjoys these associations., This facet of the nature

of man is included in Maslow's classification of belonging or member-

ship neceds,

3Litterér, pp. 29-30.
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Self-csteem liceds - This category of needs includes the in-
dividual's need for self-respecct, sclf-confidence, and a feeling of
personal worth, This appreciation of one's sclf is cuilte sceparate
and distinct frowm whatever others may think of him,

Recognition and Public estecm - In Maslow's theory, this
clasgification is concerned with man's nccds to be highly regarded or
appreciated by others. He desires to be publicly recognized for any
unique achicvements which set him apart f£rom tihe rest of his conteim-
poraries.

Self-actualization - The nced for seclf-actualization encom-
passes man's desire to develop himself fully, The individual usually
actively seecks situations in which he may utilize his potential,

Proponents of liaslow's theory of wotivation believe that, gen-
erally speaking, one level of the individual's nceds is substantially
satisficd before his need to satisfy the next level is activated. This
is not to say that he must have fully satisfied his sclf-cstecn necds
before he has the lecast desire for recognition by others. 1In most
cases, the activation of these needs does follow this hierarchial order,
but there is a considerable amount of overlapping between the different
need categories. The hierarchy should be thought of as consisting of
gome highly activated categories, some temporarily satiated ones, and

others nuch less activated, though unsatiated.*  The mechanisms which

are provided in the Lincoln program to aid the employece in his quest to

b1big., p. 29.
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satisfy cach neced arc presented under the hecadings which f£ollow, It
is hoped that this analysis will give the rcader a strong indication
that productive employces can anticipate a wmuch higher level of need
satisfactions at the Lincoln Electric Company than at the typical firm.

£~

These high expectations provide a clue to the high level of job satis-
faction evident at this company, while also explaining the individual

productivity of the Lincoln worker,

Physiological lieeds - It may safely be said that Lincoln Elec-

tric Company workers have satisfied physiological nceds to a great-

cr cxtent than have the workers in most other industrics. In 1965, the
average incone (including bonus) for the Lincoln plant worker totaled
approximately $7.00 per hour; whercas the average worker in all other
manufacturing industries was coupensated at the rate of $2.96 per hour.
It nust be concluded from this comparison that individuals carning this
amount of inconc are cultce capable of substantially satisfying their
physiological neccds.

Safety leeds - In much of Americal industry, the Zecar of losing

one's job during a recession ic quite prevalent, The Lincoln Ilectric

Company lessens this fear, if not entirely climinating it, by fuaran-

[ v

"

tecing continuous employment tor its workers. ‘The Lincoln Llectric Cou=
pany does not discharge an employce due to increcascs in productivity,
50 the worker's position is also technologically sccure, The fact that
Lincoln workers receive a considerably higher income than the average

worker in the Cleveland arca would provide one force motivating the Lin-

coln worker, iiany cmployces exhibit a tendency toward lower produc-
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tivity during prosperous times, the reason being the numcrous atiract-
ive cumployment alternatives which are available to a skilled worker in
a labor market such as that existing in the Cleveland arca. liowever,
the alternatives perccived by the Lincoln caployee arc not relatively
attractive., If the Lincoln worker was required to take a siunilar job
with another £irm, in all likelihood, he would rccecive for less in-
come, probably ncar half of what he ecarns at the Lincoln ilecectric Con-
pany. It would sceinr that this fact alone would account for nuch of

the continued high productivity which is evident at this company cven
during prosperous times. It could also be argued that at any tiwme, the
Lincoln worker has wmore to lose than dées his counterpart in comparable
industries, sincc he has obtained a wmuch higher standard of living,
This facet of the safety nccd provides wotivation for the Lincoln cia-
ployee to maintain high productivity.

In conncction with the neced for safety, the activities of the
Advisory Board insurc that emplovees have little to fear frou arbi-
trary action on the part of manafgement., Since Lincoln guarantces the
cxisting plecework rates, liniting output in order to maintain current
Piecework ratcs would not be a tempting alternative to the Lincoln work-
er as it is in wmuch of industry today. The only motiveation sterming
£rom the pilecework plan is of a positive nature, since it stimulates
the Lincoln worker to produce more in order to carn more, The life in-
surance and annuity plans included in the Lincoln personnecl program arc

W15

b

additional factors contributing to the worker's satisfaction o

safety nceds.
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BelonZing or liewbership lleeds -~ It has been £requently stated

that tho whole Lincoln Elcctric Company organization works like a tcam
withh everyone contributing to the achievement of the basic organiza-
tional goal of producing a better and better product selling for less
and less. The title of one article which appeared in the Reader's
Digest clearly indicated the light in vhich managément views its work-
ers - - A Tactory ¥Full of Partners, "2 Thus, it may be argued that
merely working for the Lincoln Llectric Company witi its practically
unique labor-management relations would go a long way toward satis-—
£ying the individual's belonging or wenbership needs. llowever, in the
plant, the work stations are rather widely scattered and the noise
level is fairly high. For this rcason, interaction may be rather dif-
ficult, although the company does not impose any formal restricitions
upon such iﬁteractions. The company personncl program does contain a
number of subgroup clements including the Advisory oard, Guployee's
Associlation, and the Quarter Century Club, which should aid the men-
ber in his quest to £ulfill his social nceds.

The stability of the Lincoln worli force vhich was discussed
carly in this Chapter will also have a positive effcet upon the work-

x

action ol his membership needs. The stability of work

o
(¢]

er's satis:
groups is onc of the primary prercquisites for group cohesivencss,

bY

through which employee wmeabership needs may be satisfied. Stable

1]

5Blake Clark, "A Factory Full of Partners," Reader's Digest,

80 (June, 1962), pp. 132-135.
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social relations also make the worker's actions and reactions wore
ecasily predictable by his co-workers., Predictability in social rela-

s an additional means through which social needs are satisfied

{dd

tions

The individual working for the Lincoln Elecctric Company would tend to

identify quite closely with the organization., Identification with an

ch factors as the number of needs

[ 4]
jor

organlzation is directly related to
for wileh the organization provides satisfaction, and the prestige assoc-
iated with the organization, ete, This strong identification would

seem quite likely to contribute toward the cmployee's satisfaction of
his bclongingness or membership needs., Furthermore, the abscnce of a

union at the Lincoln Elcctric Company lessens the possibility of cm-
ployees strongly identifying with an external group whose goals wmight
be quite incowpatible with the organization's goals, In sumary, then,
it does appear that the workers at the Lincoln Ulectric Coupany are able

to satisfy their social needs to a significa nL adegree,

Need For Self-esteen =~ I the workers are actually develop-

ing their latent abilities as James Lincoln claimed, then this develop-
ment alone should contribute greatly toward the satisfaction of their
need for sclf-esteem, Thelr very high lﬂuLv1du 1 productivity, as
evidenced by the sales value of products per employce, does indicate

1

that Lincoln's belief is cssentially true. nowing that they are far

inore successful than employees in comparable firms, when success is
measured in monetary terms, would also help satisfy this need.

As was indicated in Chapter II, the supervisors' span of con-

trol is quite larze at all managerial levels in this organization, Thus,
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out of necessity, the Lincoln ewmployec receives supervision of a gen-
eral nature. In other words, the individual is given more responsi-
bility than would be likely if he were closcly supervised., & high de-
gree of individual responsibility is another wechanism through which
the necd for self-estcen may be satisfied,
When the rank and file employee is allowed to varticipate uore

directly in the decision uaking function which has been classically

sidered a management prerogative, his fceling of self-esteew will be
affccted. 'The Advisory Board at the Lincoln Electric Coupany directly
involves its members and their constituents in wmany phascs of top-
level decision making., The suggestion system provides an additional
way in which cnployees may participate. Whenever the cuployec is sin-
cercly solicited for assistance, it wmust be assumed that, regardless of
the position he holds in the organizational hierarchy, wmanagement be-
lieves that he is capable of offering valuable ideas, sugdestioins, or
opinions. This managerial attitude adds dignity to any job and in-
crcases the worker's feeling of individual worth. This belief in the
inherent worth of the operative employcc, aside frowm being reflected
in specific portions of Lincoln's personnel program, uLas pertcated
managewent's thinking in this coupany from the time James Lincoln first
became General Manager.

flecd For Recoenition or Public Bsteew - A number of mechanisi

arc used to publieally recognize the coupetent eaployee at the Lincoln
Electric Company. Electing an individual to the Advisory Roard is one

way in which an.cmployee's co-workers may publicly recognize him, Elce-
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ting him to the Board of the Eaployec's Association 1s another mcans by
vhich employees may recognize a member of their own group. The merit
ratings made by the worker's supervisors provide the workers with an-~
other mechanism for the satisfaction of this necd., The Cuistanding
Performance Citations awarded each year grant the recipient no special
privileges whatsoever. Their sole purpose is to provide the outstanding
enployee with public recognition., Service awards, including secrvice
pins and membership in the Quarter Century Club also help the ecmployee
satisfy nis need for public esteewm. Allowing the opecrative worker to
participate in the decision’making function is another wmeans by which
Lincoln management provides recognition for its employecs. The suggest-
ion gsystem and the Advisory Board were both inaugurated for this pur-
pose. As mentioned previously, Lincoln workers are only subjected. to
supervigion of a general nature. This policy also contributes to the
enployee's satisfaction of his need for recognition, In conclusion,

nd wiiich has

sl

the whole managerial attitude which Lincoln professed,
been carried on since his death, is a further way of showing appre-

ciation or recognition of the abilities possessed by the ordinary oper-

ative worker,

6]
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(e}
[¢]
£,
0]
x]
(6]
[¢)
O

Self-actualization -~ This category oi

e e

that individuals have a drive to develop themselves fully., At the Lin-
coln Ileetric Company all prouotions are based eontirely upon merit,

and no artificial impediments (e.ge. nced for collesge degree) hinder the
competent ewployec. This relative case of wvertical mobility would tend

to aid the diligent employee in his quest to satisfy this nced, Lin=-
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coln's basic philosophy advocating the developrment of latent abili-

ties would stimulate the employce to the satisfaction of this neced,

as well as the nced for seli-esteam. The elected menbers of the Ad-

visory Board are given an opportunity to develop whatever taleunts they

might possess of a managerial naturc. This exnericnce is quite valu-
4

able to the emplovee, and it enlightens wanagement in their attempt

to identify operative workers with managerial potential,

HMOTLVATION TO PRODUCE
The Lincoln worker has morc of his neecds satisficd through en-
ployment than does the average industrial worker. This £act accounts
for the high level of job satisfaction which is evidenced by various
neasurcs including the labor turnover rate, In order to satisfy those
necds which remain capdble of motivating the worker, he wmust proceed in
a manner consistent with the organization's goals, 'fhis is the oanly

path to need satisiaction available to the Lincoln worker. 'herefore,

[0}

the aﬁticipation of neccd satisfaction serves as an incentive toward
high individual productivity, and also provides the organizational
stability so essential to effective communication and coordination.
The need for sceurity (safety) is one of thesc wotivating
factors. The Lincoln worker has achieved a very high standard of liv-
ing which could not be maintained if he were foreced to seck cmployaent
elscwhere. ‘Thus, he is wotivated to retain his present cumloyaent,
inintaining a high lcvel of productivity and minimizing abscnces pro-
vides him with the best insurance against losing his position at the

Lincoln Electric Company. 'This factor alone scems to play a signif-
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icant role in expanding the highly productive nature of Lincoln's work
forcc; The piccework system, with guaranteced rates, provides incen-
tive for the cmployee to increasc earnings by incrcasing productivity.
Since the individuals are closely identificd with the company, group
goals play a supporting role to organization goals. Thus, in the eu-
Ployee's effort to satlsfy his wmembership nceds through group parti-
cipatibn, the organization's goals arc achieved at'thc sanc time as

the grdup soals, As the employee attempts to raise the satisfaction
level of his need for public esteci and sclf-actualization, his efforts
are direccted toward becoming more productive, since the only paths lead-
ing toward recognition and developing one's potential requirc increcased
productivity, This nced for maintaining productivity in order to in-

creasc satisfaction of personal nceds is the primary cause of the high

level of individual productivity which is evident at the Lincoln Elec-

tric Company. The stability of the entire Lincoln organization, with
the h ghly productive individuals waking up that organization, account

for the remarkable success of the Lincoln ilectric Comnany which was

summarized in the beginning of this Chapter.

APPLICABILITY OF THE LINCOLN SYSTEM
The next logical question to be asked is as follows: 1s this
system gencrally apnlicable to other industrial organizations, or is
there something unique about the Lincoln Electric Company which en=-
ables this plan to succeced there, whercas, it would fail clscwhere?
It is believed by the writer that there is nothing so in-

v

herently unifue about the welding machinery business which would, in



itself, prevent this plan from being applicable to other industrics.
lowever, this entire personmnel program has becen developed at the Lin-
coln Electric Company in an cnviromment which is not at all typical to-
day., It is felt that certain envirommental Zactors confronting this
company have greatly contributed to the success of this system at the
Lincoln Hlectric Company, and the absence of these factors would limit
the chance for successful adoption of this system by other cowmpanics.
The unusual environnent in which this nlan was developed is the pri-
mary topic for consideration in the paragraphs that £ollow,

The first step toward incentive managernent was taken by Jawmcs
F, Lincoln in 1919 with the introduction of the Advisory Doard., This
was during a time when unionization in American industry was atypical
rather than being typical as it is today. It nust be remeabered that
this plan was E£irmly establiched as a part of the Lincoln Electric Coui-

pany long before the first attampt to unionizc Lincolir workers follow-

e

ing World War II, Thereforc, we nust ask oursclves whether it is feas-

(=

ible for unionized companies to adopt a personnel program such as the
one in effect at the Lincoln Electric Coupany

In answer to this question, it has been sald that unions arc
not concerned by profit-sharing plans, unless they fecl that cmployers
are using the schemes as a device to weaken unions, or to subsititute
profit-gharing for fair wages or working conditions. his s
may well be true; however, there is far more to Linceln's personncl
program than just profit-sharing. One of the nost important faccts

a

of this plan is.the policy of promoting solely on the basis of merit.
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This policy provides the cmployee with the incentive to excel. It is
highly doubtful that most unions would weclcone a policy wiaercby pro-
motions and other rewards are bascd solely upon wmerit., The advisory
Board and the Imployee's Associlation perform most of the functions
which are normally performed by the union in Amcrican industry today.
The only union function which is not performcd by these two organiza-
tions is the actual bargaining with management over the terins of cia-
ployuent., Since the Lincoln Electric Company pays out to the caployecs,
in the fora of a bonus, all income over and above the stockholder's
dividends and a winimuwa awmount of growth moncy which is kept in re-
tained carnings, there is no neced to bargain for wage increcascs as long
as the compaay remuneration is well above the labor market. The writer
believes that a union would no louger serve a useful purpose. There-
fore, the lack of a union is the f£irst unusual environuental factor
confronting the Lincoln Zlcctric Cowpany which has greatly helped this
pPlan to becowme established at their plant., It ic also rather doubtful
if the management of a unionized Zirma would initiate such a »lan know-
ing that it may becone subject to collective bargaining.

Secondly, as stated previously, the vast majority of the stock
in the Lincoln Electiric Company is held by the various Lincoln families
and the cuployees themselves, Lincoln felt that the stockholders should
be the last group, following customers and workers, to share in the prof-

its of the company. Tor this reason, rcgardless of the company's suc-
cess from year to year, the stockholders have received a dividend approx-

imating 6 percent of the current selling pricc per annum., It is very
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doubtful that the average group of stockholders would support a system
which advocated paying out much of its income to its workers to nake
theim one of the most highly compensated work forees in the world,
while the stockholder receives a 6 percent dividend with a limited
anount of income being retained by the company for growth., The stock
ownership is another unusual factor in the environment facing the Lin-
coln Electric Company.

Lastly, it must be remembered that this plan was adopted by a
young growing cowmpany over threc decades ago. The original coupany
manager, James F., Lincoln, had a number of yecars to cducate lower level
managers to believe as he did in the inherent worth of the opcrative
worker, le was able to selecct for higher level management only those
individuals who subscribed to his beliefs. If this plan were to be
adopted by a large company with a fimily established wmanagerial hier-
archy, the top managcment would be faced with the monumental task of
re-cducating all managers down to the lowest level to subscribe to
Janes Lincoln's beliefs. The workers' trust of, and faith in, Lin=-
coln's management also plays an important role in the success of this
plan at the Lincoln Zlectric Company. Any fim that has cxpericnced
labor-manazement strife would also have the difficult, if not imposs—
ible, job of gaining employeccs' confidence before incentive management

could be successfully applied,

SUMIMARY
In concluding this section, a summary seeils in order. This

writer belicves that there is nothing unique in the industry wmanufac-
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turing welding equipment which would guarantee this plan a greater
chance of success than it would have if adovted by a company cngaged

in any other industrial pursuit., However, scveral environmental fac-
tors facing the Lincoln Electric Company are gquite unique. This plan
was adopted at a time when Anerican industry was not so highly union-
ized as it is today. Therefore, no union was able to become strongly
entrenched as a permancnt scgment of the Lincoln Hlectric Company. Sce=-
ondly, the stock of the Lincoln Ilectric Company is closely held by cu-
ployees and surviving relatives of the founding f£amily. Thus, manage-
ment is able to follow certaln policies which have been characterized
as abusing the stockholders by their critics., Lastly, present-day
managers and workers alike have been cxposed to Lincoln's revolutionary
managerial philosohpy for a number of years. It would be quite diffi-
cult to coavert the average group o: industrial wmanagers or workers to
this philosophy within a short ﬁeriod of timc.

n thie naper concerns the out-

.

e last topic to be discussed

look for the futurc success of this systea at the Lincoln Zlecctric Com-
pany. If profits were to decline, whether due to a general business re-
cession, or sowe condition only aficcting Lincoln Elecectric, such as a
marked increase in competition, it must be assuncd that the individuals
affected first during a downturn would be the workers since their re-
wards arc of a residual nature. The bonus distributed to cuployccs is

composed of whatever incowme remains after dividends arce paid, and a

o

fixed amount of "seed money" is retaincd. The real question is what

would happen to the employce productiviiy, satisfaction, etc., i1f the
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bonus were drastically reduced., This writer believes that this would

have an adverse affect upon satisfaction just as reducing wages (or

| i

layoffs) would adversely affect job satisfaction in any other company.

ilowever, it scems that this effect would not bc as pronounced as it

)]

would be in most other companies. The reason for this belicf is that
the long history of completc worker-management f£aith and harmony which
has permecated the Lincoln Electric Company would tend to minimize the
consequences of an unfortunate occurrence of this nature., llowever, it
also 1s believed that the bonuses paid the workers constitute a very
important segment of Lincoln's incentive management plan; thercfore,
the writer can see no reason why worker productivity and satisfaction
would be maintained at today's very high level if carnings continue

depressed over a long period of time, or should the bonus system be

discontinued altogether,
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ABSTRACT

The Lincoln Eleciric Company has been outstandingly successiful
- L)

[4]
ey
]

in the manufacture of welding equipment., The purpose of this the
is to examine the overall personnel program of the Lincoln Electric
Company, and to reclate various scgments of this program to the high
level of individual and organizational productivity which is evident
at Lincoln,

As a consequence of this study, numcrous conclusions were
reached, First, many policics in effect at the Lincoln Electiric Coum-
pany tend to make Lincoln's work foféc quite stable. Since a stable
work force composed of highly productive individuals tends to result
in a highly productive organization, individual productivity is also
examined, It 1s concluded that the Lincoln worker has more of his
needs satisfied through employment than does the average industrial

worker, In order to satisfy those nccds which remain capable of wmo-

.stent with the

Lt

tivating the worker, he wust proceed in a manner cons:
organization's goals. This is the most important cxplanation advanced
for the highly productive nature of this companyv's work forec. In
concluding this study, a discussion of the applicability ofrthis sys~
tem is presented. It is deecided that there is nothing unique in the
manufacture of welding equipment which would prevent this plan Zrom
succeeding in other industries; however, the environment within which

this plan was developed is not typical, and has contributed greatly to

its success.
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