

















that is often overlooked: establishing measurements of productivity.
It is also one of the more difficult ground rules io apply But produc-
tivity ratios that have meaning to managers at all levels are esseniial
if top management wishes all employees to achieve greater produc-
tivity Such ratios can help management define goals clearly and
monitor performance effeciively.

Winat are some specifics that management should consider in
establishing the necessary ratios to improve its measurement of
productiivity?

The appropriate starting point is the ¢lassic definition of productivity
in four easy werds: output divided by input. Qutput is witat we pro-
duce or create: it's any kind of expression of resulis desired, either
in dollar value or units, This ouiput is divided by input, wiich is the
effort to produce or create the ouiput: its the resources required to
get the resulis. I'll use the weords outpurt and inputt to comprehend
these ideas.

From the viewpeint of measuring productivity, winen you divide out-
put by input, you arrive at a numeriical ratio that can be observed
over time. Preferably as shown in your periodic fimancial report.
Changes in the ratio from period to period may indicate trends that
require management action.

At the company level, management usually can apply this measure-
ment ratio in several ways. For example, output can be tons pro-
duced or the value of services rendered. Input can be not only labor
but also material, energy or capital—a@rt, in some instances, an appro-
priate combimatiom of these. There are other dimensions as well.
Output and input can be measured in terms of the entire organiza-
tion, or a division or a plant—ar in terms of a process or a task.

The logical starting point for developing productivity ratios is to use
information already available in the comypamny Some managements
have for years been basing their planning and controls on imforma-
tion developed routinely in their accounting systems: that informa-
tion is the costs of labor, material, energy and capital per unit of
output.

| helieve, howewer, that we should have a sharper focus on the
changes in these unit costs. For example, assume you see an in-
crease in your lalbor cost per unit of output. The wage rate may have
increased, or productivity may have decreased, or both conditions
may have occurred.

One way to determine wihether declining productivity is the problem
is to divide units produced—outpui—ihy man-hours worked—input
—over a series of periods. Hovwewar, this type of quantity data—
expressed in terms of units—may not be readily available, or may
not be available at all. In such cases, you may need to use dollars
rather than units in your productivity measurement ratio. For exam-
ple, you might use the value of production as output. And you might



divide this by salary or wage costs as the input factor.

But here is an important point, if any dollars are used in the ratios,
they should be adjusted for inflation. Dollar values of output and
input should be measured in constant dollars. Otherwise, inflation
can confuse the issue.

For example, we willl overstate our productivity if we use the dollar
value of production as output and if that value of production includes
inflation. W/e need a price index to convert the current-year produc-
tion dollars to a base year. Such inflation adjustments are, of course,
made in developing national productivity statistics. At the iindividual
company level, there is a strong tendency to blame all cost in-
creases on inflation and to adjust selling prices accordingly, rather
than to focus on productivity and the possibility of improving produc-
tivity rather than increasing prices—uwicin, incidentally, adds further
to imflation.

My examples have related to labor. The same approach, however,
can be used to measure productivity for material, energy and capital.
If quantity data are available, you can use such inputs as eqguivalent
units of energy or raw materials consumed], or machine hours of
operations.

On the other hand, if dollar data are used, I'll reemphasize that you
should use inflation-adjusted dollars. The use of imfilation-adjusted
dollars as equivalent units of output or input will be particularly help-
ful to businesses that cannot measure quantities of production—

or that iack a convenient method of reducing varied products to a
commeon wnit.

By simply making the productivity calculations—outputs divided by
inputs—we begin to understand the factors and influences of pro-
ductivity on our businesses, using information at hand. In the larger
businesses, productivity measurements are usually more complex
than the rather simple examples I discussed earlier to illustrate the
basic concepts. Furthen, those measurements are usually comple-
mented by related information from the standard-cost system,
capital-expenditure system and the like.

Considering “White-Collar” Productivity

Thus far we have addressed primarily the productivity of the plant,
factory or line operations. Howesxat, as management, we can't ig-
nore our own productivity performance. In additiom, there are great
numbers of people filling techmicall, professiomal and clerical roles.
There is overwhelming evidence that the areas served by these peo-
ple represent a significant opportunity to improve productivity

Fortunatelly, office technologies are rapidly developing, This should
help improve both techmical and clerical productivity and may im-
prove management and professiomal productinityy By measuring and
improving productivity in these expensive segments of the work-
force, organizations may improve operations dramaiticzadlly Very little
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is known, howewsr, about measuring the productivity of managers
and other knowledge workers.

Historically, managers, at least, have been viewed in terms of effec-
tiveness rather than some physical measure of personal productivity
Such effectiveness is usually tied to the results achieved in the man-
ager's area of responsililitty Nevertheless, presuming we wish to
deal with managerial productivity, wiat are the output and input fac-
tors to use in the basic formula?

Output might be the dollar value of specific agreed-upon goals or
results desired. Input could be a part of salary costs or time applica-
ble to the actions taken to achieve thase goals. A lot of imnovative
thinking is still required to develop useful measurement approaches.

Some consultants believe that much can be accomplished in mea-
suring managerial productivity by using management by olbjectives

"The Greatest Department Store on Eaiti®
A cartoon from the Noveniher 29, 1898 issue of Fuck,
Erom the Smiithsomiam Institution collection.



(MBGQ), a technique in existence for some tweny-five years. MBO is
a “results-oriented” approach.

The supervisar and subordinate meet to exchange ideas on their
plans and goals for the coming year Both agree on what each may
expect from the other in terms of output {or the results desired) and
the inputs (or resources needed).

An Example From Deloitte Haskins & Sells

MBO is an approach that I've found pariicularly helpful in discharging
my responsibility as managing partner of Deloitte Haskins & Sells.

MBO permits us to set priorities and action plans to achieve specific
goals and objectives. We deploy resources {(or inputs) to accomplish
agreed-upon results (or outputs). And, most important, we period-
ically measure our results, wihere possible, and compare them

with plans.

Our MBO approach helps us transiate a top-management decision
into a road map that can be commumicated throughout the entire
organization. Thus, all levels of management know the plan and
winat is expected to help us meet our firmwide goals.

In addition, we're taking a fresh look at the way we perform all of
our services, This effectiveness-and-efficiency review program,
along with MBQ), is helping us to improve further, among other
things, the utilization of our people and their time.

I do mot believe that MBO as a management style fits alll husimnesses
and all situations. But for us, this approach has increased our produc-
tivity, And we're looking at other areas in which to improve our
effectiveness and efficiency: We're not at all complacent, especially
in view of competitive pricing pressures and rising costs.

Impact of Inflation

In addition to identifying the effects of productivity changes on your
costs, you should also be aware of the effects of inflation. | com-
mented earlier about how inflation may affect productivity ratios
unless you "deflate” the dollars used as output or input. Iinflation,
howeaxar, has broader effects on your compamy;

Peter Drucker; in his book, Mamsgimyy in Turbulentt Times, had this
to say about the deceptive impact of inflation on management
success:

Before one can manage successfully, it is necessary to know pre-
cisely what one is managing.... Executives taday have available to
them many times the reports, information, and figures their pre-
decessors had,.,. [Dluring inflation, howswer; the figures lie....
Before the fundamemials can be managed, the facts about any
business—its sales, its financial position, its assets and ligbilities,
and its earnings—I[g&ll] must be adjusted for inflation.

Inflation, when it is not recognized and appraised properly, can dis-
tort management decisions. lllusory earnings result if you under-
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depreciate plant or if you fail to consider phantom inventory profits,
If your company has an incentive compemsation plan, does it reward
management for illusory earnings? Probably not, if your company is
among those that are adopting programs to compensate managers
for producing real earnings and to educate them about imflation
strategies.

General Electric is such a company According to Fortwme magazine,
GE has adopted a comprehensive educational program supported by
"hottom-up” reakperformance measurements. In response to high
rates of inflation, the company devised strategies and tactics to
minimiize the damages of inflation and capitalize on the few oppor-
tunities it offers. GE’s program educates managers about imflation’s
impact on decision making and about the need for imflation-adjusted
measurements.

Thus, you see, the accountant has returned to the measuiiemnent
imperative—that is, reakperformance measurement.

Importance of Competent People

But, to put it into perspective, measurement is only one element of
a productivity-improvement program. As you recall, establishing
measurements was one of eight ground rules. Underlying the suc-
cess of any productivity program is the competence of the people in
the business. The manager who recognizes the competent people
and motivates them wiill tap a vast reservoir of talent and energy:.
People can and will do wiat needs to be done—iif managers create
conditions that ensure productivity and quality of worklife.

You probably have much of the talents and information needed to
start a productivity program, Such a program can lead to greater
understanding, and it can enable you to set goals, implement plans
and monitor progress.

Measurement is one vital element in a program for improving pro-
ductivity In using productivity ratios and related imformation,
managers must keep a broad perspective. They should mecognize
that the ratios are only indicators. They should also recognize that
strategies and decisions affecting productivity involve trade-offs
among the interrelated elements of people, materials and capital,
and can have multiple effects on them.

There is much to be done to improve productivity, And one of the
challenges to management—and to management advisors such as
those of us in the accounting profession—is to devise acceptable
measurement methads to help get the job done. At Deioitte Haskins
& Sells, we're committed to helping business, government and the
public in their efforts.

As Emerson said: "These are good times if we but know wiat to do
with them” | am confident that we do know wihat to do with these
turbulent times and that we wiill convert them to productive oppor-
tunities for now and tormarnrowm. i



