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CHAPTER I

INTRODUCTION

I'%*. need for greater efficiency and economy In government

peratlons was expressed by former President Kennedy In his 1963 Budget

-essago to Congress%

'n our society, Government expects continuing scrutiny
and criticism of its efficiency. The search for greater
effiiency is never finished. What was an efficient practice
a few years ago may be obsolete today. New approaches to work
practices, to Information handling, and even to decision makinr
itself are the order of the day throughout government &F well
us private industry.

l

The magni'ude of Increasing costs for operation of the tepartme.it

of tefense, expressed In terms of budgetary requirements, are ttated In

Table 1.

Tt is noted In Table 1 that the U.S. Administrative Bud tet has

increased from $64 billion in 1955 to $98 billion (est.) in 1964, an

increase of over $34 billion in 9 years. During the same perio- of time,

the Defense Budgvt has increased from a low of $40 billion in 115, to

$55 billio'n (est.) in 1964, for an increase of $15 billion duriig the same

period. Thus, the defense requirements have accounted for approximately

44% of the increase 'An the Administrative Budget during the pa 10 years.

This has created the need to investigate ways and means to impr.. ,e the

efficiency of operatv-i in the Department of Dofense.

1U.S., Congressional , 86th Cong., UIt bess., 17 Ae:iud.y

19623 , House Vol. 104 No. 6, p. 487.

::I
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TAMJ 1

FIDUAL AIINISThATIU JUDOT IWUPhI3M I NATIONiL
fFW51 FUN"ON (UILLIOIm OF OLLUAM)a

Admlnistrative biget
Fiscal Yoar Expnditurt National Defense 9 of Total

1954 67,537 46,906 69.6
1955 64,399 40,695 63.2
1956 66,224 40,723 61.5
1957 68,966 43,360 62.9
1956 71,369 44,234 62.0
1959 80,342 46,491 57.9
1960 76,539 45,691 59.7
1961 1,515 47,494 58.3
1962 7,707 51,103 58.2
1963 94,313 53,004 56.2
1964 (est.) 96,60m 55,433 56.1

aStatistical Abstract of the United States 1963, National Dta Book
and Cuide to Sources, 64th Idition, Table 334.

A highly significant portion of Defense expenditur, is requirod

for materiel maintenance. For example, from FY 1953 through FY 1963,

$156 billion was upent for procurement of new weapons system while $109

billion was spent for operation and maintenance tf existing systems. 2

The severity of these rising costs for Department of refense operation led

to direct intervention by former President Kennedy to control these costs.

As a result, the President gave two instructions to Secretary of Defense

McNamaraa

1. Develop a force structuze necessary to the military requ!rements

without regard to arbitrary budget ceilings.

2Charles J. Hitch, "What Tying Dollars to Military D>csiorn- Vi,- s
to Defense Managamant," Armed Forces Manaaemet, Vol. IX, 'Novemoor . r.
p. q7.
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2. Procm and operate this force at the lowest possible cost.

Secretary of Defense MoNamra, in his July 1962 memorandum to the

President, gave the following reports

The steps we have taken in accordance with your first
instruction have strengthened our strategic nuclear forces,
have balanced them with non-nuclear forces capable of meting
challenges to our national Interest in any part of the world,
and have created a now kInd of force that can deal with the
special challenge of subversion and guerrilla warfare.

The extent of these changes has underlined the importance
of your second instruction. We have moved on several fronts to
carry out this instruction as well.

U we are giving Intense scrutiny to our procurement
and logistics policies sine* seventy percent of every defense
dollar Is spent on purchaslng, construction, operating depots
and beqes, maintenance, transportation and comunication services.

Based on the actions we have taken to date and threae we
contemplate for the future, I can report to you that within five
years we can cut the cost of the Department's logistical operations
by at least $2 billion ar year. These annual savings will
result from the mr efficient management of our logistical system
and will not be achieved through a reduction In the strength of
our combat forces.

3

Secretary McNamra stlmted that since 1961, the DoD had taken

action that would reduce costs by $750 million in FY 1963, and that these

savings would represent 25X of the five-year goal. This cost reduction

would be achieved in three wayso

1. Buying only what we need.
2. Buying at the lowest sound price.
3. Reducing operating costs.4

Item (2) buying at the lowest sound price, has led to a reduction of the

use of Cost Plus PRxed Fee contracts and the increased use of fixed price

3U.S. Department of Defense. The Secretary of Defense, Mor.orandum
for the President, Defense Derartment Cost Reduction Program. 1 July ' ?.

4 id.
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or Incentive contracts.* Secretary Mc~amra reported In his memorandum to

th. President5 that these actions saved approximately $100 million during

PY 1963 alone.

The use of incentive contracts provides a motivating factor to

then contractor In the form of an additional monetary reward for Increased

efficiency and productivity which are mtually advantageous to both the

contractor and the Government. This was done in an attempt to reduce the

costs to the government and at the same time provide the contractor with

sufficient profit motivation to increase his efficiency.

An incentiv, contract Is based upon a negotiated target price, a

negotiated target profit, and a sharing arrangement based on over-runs and

under-runs. The over-run Is the contractor costs over the negotiated

target costs and th, under-run, the contractor costs ujnder the target cost.

The contractor's profit is then based on a oroportionate share of his

over/under-runs from the target cost as determined by the sharing arrange-

ment. Incentive conttracts can reduce costs to the government by offering

stimulus to the contiac:tor for greater profits. For example, Table 2 Is

a unit cost history for the procurement of 681 C/KC-135 aircraft from the

Boeing Company.

ThLPurpos

The reason the efficient rise of military (and other
Gcvernment) resources is a special problem Is the absence
of any built-in mechanisms, like those in the private
sector of the eccronmy, which lead to greater efficiency.
,In government by contrast there Is no profit lure, anid
promotions or salary incredses do not depend on profits...
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Thus there is neither an adequate price mechan." to

reveal the cheapest methods of performing public

functions nor any force which induces or conpels the

government to adopt such methods. . .There must be s:me

way to provide postmasters and depot managers with more

appropriate motivations.
6

The use of incentive contracts has led to reduced costs to the

government. These reduced costs have been obtained as a result of

providing the contractor an incentive, greater profit for improved

efficiency.

The purpose of this thesis Is to investigate the use of incentives

within industry for personnel motivation, establish a basic philosophy

and concept for incentive use, and determine whether or not the USAF

organic maintenance program for aircraft maintenance operates in a parallel

environment. Or stated more succinctly: Incentives are used in Industry

to obtain greater efficiencies of operation and the question to be

resolved is, does the USAF organic maintenance program for a.-craft mainte-

nance, possess a similar environeant to obtain greater efficion:y through

the use of incentives?

Methodologv Used in the Study

Enviromental comparisons are made between industry and the USAF

maintenance program to determine the feasibility of an industrial-type

incentive program applicable to the USAF. To accomplish these comparisons:

1. The literature is reviewed to trace contemporary history and

develop a concept ,nd philosophy necessary for the successful application

of incentives.

2. The parallelism of incentive environments between industry and

6Charles J. Hitch, and Roland N. McKean, The Economies of ,)efense
ii, the Nuclear Ag, (Cambridge, Mass.s The Colonial Press for Harvard

jUrlversity Press, 1960), pp. 105-109.
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the USAF organic maintenance program is studied and an examination is

made of existing differences.

Maintenance economics necessitate the review of present management

procedures and practices. The need for greater economy requires innova-

tions and exploring for the new, the different, and the unique. One such

innovation has been, and is, the increased use and reliance on incentive

contracts to reduce costs to the government in procurement actions with

private industry. The very foundation for achieving these reduced costs

is the profit otive associated with free enterprise in our society. The

heart of this profit motive is the efficiency with which the individual can

produce for the company, plant, or industry. This fact has been recognized

by private enterprise and as a result various methods of rewerIng effi-

ci.-.,.v have h.n st,,diMd, dovolopod, and placed into use as a means of

motivating or stimulating the individial to obtain greater efficiency in

production output.

The purpose of this thesis is to irivestigate thi use of incentives

within industry for perionn*l motivati-n, establish a basic philosophy and

concept, and determne whciaer or not the USAF crganic maintenance program

for aircraft maintenance, operates in a parallel environment.
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F ~4CHAPTER II

I CIONCEPTS AND PHILOSOPHIY FOR AN UCNTIVE PRO(RAN

The purpose of this chapter is to explore the industrial use of

incentives and to trace their contemporary history, develop a philosophy

and concept necessary to tmplement an incentive program, and provide the

7b ckground for incentive application within the USAF maintenance program.

The history of worker motivation in industry is directly parallel

to the history of management. However, the philosophy that management uses

and the techniques formlated for Industrial operation are dependent on

the questions What provides the worker with the greatest job satisfaction

and at the same time motivates him to work with greater efficiency to

obtain the company's objectives?1

Mutuality of interests between the worker and the employer was the

theme expressed by Andrew Ure and Charles Dabbage in the middle 19th

Century. 2 At this tine, the unions were almost nonexistent and those that

did exist were loosuly organized and semi-secret. As a result there was

no common basis for the union to act as a collective agent for the employees.

Tn the production effort, wages were usually based on piece-rate production.

The more the worker produced, the more he tarned, or so the philosophy

IWIlliam G. Scott, Huan Relations in Kanaament, (Homewood, Illinois:
Richard D. Irwin, Inc., 1962), p. 22.

2 William G. Scott, Hu&3n Relations in Managesment, p. 23, citing Andrew
Ure and Charles Bahldge.

9
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went. But this was not always the case. Englahd, during the middle 19th

Century, was not noted for its outstanding treatment of the worker. In

fact, L. P. Alford and H. Russell Beatty referred to the situation as the

"3"degradation of labor" and "English factory slavery."  The greatest

fallacy of the theory of piece-rate production during this period of time

was that no minimum base for worker pay had been set.

Ttii concept of mutality of interest, expressed above, was based on

the premise that It-was in the best interest of the employee to work

harder, to produce more, the end result being that the worker would benefit

by receiving more pay and the employer would receive more profit by the

increased production. This was not always the case during this period, and

it usually resulted in a one-sided arrangement, that is, the employer

would receive greater profit by the increase in production, but the employee

would generally find a piece-rate pay decrease as a result of hls increased

effort.

The early writers in the field of scientific management equated all

relations between management and labor to a profit motive, that Is, the

motivation of the worker in his production effort was directly related to

money. 4 Money was the answer to the problem of stimulating the worker

regardless of the conditions of the work. Ure and Babbage established a

basic premise for worker motivations work and the worker were indisputable

economic commodities, and as such they would respond to economic law, the

economic man. Motivation and money were synonymous.

3 L. P. Alford and H. Russell Beatty, Prrirciroes of Industrial
Management, (Revised edition, 1951: New York: The Ronald Press Co., 1940),
p. 13.

4Scott, p. 24.



Working conditions in the mid-19th Century England were intolerable

for the worker. So much so, that it necessitated the beginning of the

English Factory Acts. The first Act and succeeding amendments limited

working hours by sex and age because conditions were becominq so bad, they

were intolerable even towthe ]r!lish government.

One would ask, "What ti the relation between the English Factory

Act and motivating the worker?" The answer is relatively simple--it was

the beginning of the scientific management movement. This movwent was

defined by Alford and Beatty as the acceptance and use of accumulated

experience, convictions, and knowledge of fundamentals that became part

of the intellectual system. It replaced the trial and error method by

using established results contained in laws and principles.

Mutuality of interest between employer and employee now became

important because this concept emphasized that one cannot do without the

other. Applying the scientific approach to management this mutuality became

even more important due to the interwove: relationship between profit,

efficiency, and productivity in a free enterprise society. The management

theorists of that time held that man would extend himself to greater efforts

if he knew that his labor would result in greater rewards for himself.

The scientific management movement opened the field for the

innovator in industrial management. Ralph C. Davis was one of these innovators.

In his book "Industrial Organization and Management," he developed business

objectives, ethics, policies, and the role of leadership in business.
5

He progressed further until he made an analysis of the basic management

functions of planning, organizing, and controlling.

5Ralph C. Davis, Industrial Organization and Manaoement, (New York:
Harper & Brothers, 1939)
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Although not the first to define the need for management, -this was

probably one of the first works to be completely professionally oriented. 6

The Chicago Hawthorne Works of the Western Electric Co. conducted

experiments to determine the physiological reaction of the worker to

changes in environment. The original study was developed to determine

the effects of stages of plant lighting. The original assumption was that

as the amount of Ilht within the production area was decreased, the amount

of output by the workers would also decrease. The results did not bear

out thisfassumption; in fact, the exact opposite occurred, as light

decreased, production increased
7

These results led to later studies in the psychological aspect of

industrial organizationand worker motivation. The conclusions of the

Hawthorne study emphasized the psychological as well as the physislogical

needs of the .-P.rker.

The parallelisms that were beginning to form beiaeen the human

relationists and the studies being made in industrial production soon

dispioved the theories of the early management philosophers. The economic

man was no more. This philosophy was replaced by a modern philosophy

that the manager must not only meet the needs of the organization but alao

meet the needs of the worker. Davis recognized this in his later work,

"The Fundamentals of Top Management," in which he described the infor.mal

organization, social status and the psychological needs of the worker.8

6Scott, p. 34.

7Edwin Scott Roscoe, OrganlTation for Production, (Homewood,
Illinois: Richard D. Irwin, Inc., 1959), p. 38.

8Ralph C. Davis, Thq Fundamentals of Top Management, (New York:
Harper & Brothers, 1951).
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The manager today must-meet not only the requirements of the organizations'

objectives, but also the workers' needs to meet these objectives.

Since the end of World War II, an*increasing number of companies

[ have become more concerned about their incentive compensation practices.

This concern has led to many studies made by the companies themselves to

f determine the practices carried out by industry for both managerial and

supervisory compensation. The National. Industrial Conference Board, Inc., 9

has made several studies in this area.. In their Personnel Policy Study

No. 177, the Boa d surveyed 363 firms, 262 (72.2%) of which were non-

manufacturing companies employing 767,086 personnel.- This survey

encompassed all aspectt of supervisory compensation from determination

of base pay to participation in incentive arrangewnts.10 Although

prii'ary lnterest in this thesis is incentive compensation, it is. worthy

of ncze to mention a few of the findings made as a result of the study.

Approximately 85% of the companies included in the survey reported

that salaries of the first-line supervisor were based on the going rate

in the industry or area or both.

The majority of the companies surveyed varied the pay of supervisors

according to indi-vLdual performance, job duties, and seniority. Eighty-

six percent of the companies mide individual adjustments on merit only;

approximately one-half of the companies made adjustments at regular

intervals, usually on a calendar basis or on the employment anniversary

9The National Industrial Conference Board is a nonprofit, fat-
finding laboratory. It was organized in 1916. Since then, it has served
asai institution for scientific research in the fieids of business economics
and business management.

1ONational Industrial Conference Board, Inc., Comonsatina First-
line SMyervlsors in Factory an .Offic. Studies in Personnel Policy No. 177.
New Yorkt National Industrial Conference Eodrd Inc., l9w.
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date. Many co.panies made salary adjustments rhen warranted by the merit

of the employee. Forty-three companies restricted the si'7e of the increase

to 5% to 10% of the lndiv!dual's base pay. More than half of the 353

companies participating in the study paid supervisors some form, of incentive

compensation.

Incentive Concepts and Philosophy

Writers in the field of personnel/industrial relations agree almost

unanimously that an incentive is a stimulus that provides motivation to

the recipient. All agree that incentives may take the form of financial

andnon-financial, positive, and negative, and individual- and group recogni-

tion. All agree that a successful inccntive program musL be simple to

administer, simple for the workers to understand, and accepted by both

manager and worker alike. Incentive plans employed by industry rze numerous,

ranging from sit-ple piecework to highly complex plans wiLI1 drrdng~erents for

bonus and premium payments.11 Incentive plan obiectives are simple; thq

attempt to tie together high productivity, high wages, and low production

costs. However, all incentive uses in the production effort are oased on

standaros establisned for a specific job.

Frederick W. Taylor, zonsidered one of the outstandilg leaders in

the field of Industrial management, was one of the first to employ the use

of job standards in conjunction with careful analysis of the best methods

of accomplishing a given task. Once the standards are established, the

best method deteimined, the company was then in the position to award the

worker an additional bonus for meeting or exceeding the given standards. 12

"1Charles W. Brennan, Wage Administration, (Homewood, Illinois:
Richard D. Irdii, Inc., 1963), p. 224.

12rederick W. Taylor, The Principles of Scientific Yanagement,
(New York: Harper & Brothers, 1942), p. 9.
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The point is, before any incViitive plan can be effectively introduced,

[ two elements must be, established: standards must be set for Job performance,

and base pay mist be equal to the "going rate" within the industry or the

lo ale in which the. company is located, or both. The necessity for

estkbllshing accuratc-st;ndards is pointed out by Scott,13 Alford and

L Dafty, 14 'Belcher, 1 5 ind others. If these standards are too "loose," the

average worker can easily exceed the standards, thereby resulting in

increased pruduction costs and lowered efficiency. If the standards are

r too high, the result can lead to morale deterioration among the employees

due to the difficulty in exceeding or in some cases even reaching them.

FOncestandards have been set, the employer can develop a sound
Incent-!ve program. Again, criteria must'be followed to determine what

constitutes a sound program. Brennan establishe% six essentials, 16 Alford

and BEatty four.17 Tha*smilarities between the two sets of essentials

suggest consolidation.

1. The plan must be simple, it mist be free of complex and

intricate arrangemtnts! the employee must be able to calculate his earninas

for himself with little difficulty. Complex plans do not lend credance,

the employee does not trust them.

2. The plan must be equitable, in no case should an employee receive

less wages under an incentive plan than he would have received under a

guaranteed wage.

13Scott, p. 254.

14Alford and Beatty, p. 671.

1SDavtd W. Belcher, !_Lta_ ,4 Sa!arv AdmInistration, (New Ycrk:
Prentice-Hall, 1955), p. 374.

16Brennin, p. 226.

I1 7Alford and Beatty, p. 675.
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3. The plan.must provide an incentive; goals and ,standards set

to qualify for an incentive plan must be carefully set; neither too high

nor too low.

4. The plan must be based on sound standards; this constitutes

a two-part-plant guaranteed wage or fixed payment for a given amount of

production and additional payment for production which exceeds standards.

5. The plan must have the b cvking of the employees. This implies

the active participation of the employees.,

6. The plan must have the backing of management to encourage

employee backing.

The primary difference-between Brennan's and Alford and Beatty's

essentials lies in the latter's additional proposal that incentive& must

reward-generously. -The reward should be In direct proportion to--the

contribution the employee makes to the company.

Incentive CoMensation for Suoervisors

Many companies believe that the attitude and production of the worker

are dependent upon the supervision the employee receives. As a result,

these companies hae incl.uded the supervisor in some form-of incentive plan.

The objectives of a supervisory incentive plan is to encourage cost-con-

sciousness and at the same time reward the supervisor for his constructive

and beneficial efforts to reduce the costs of his operations.18

A3ain, there is no one plan, no one system, no one standard, on

which to base supervisory incentive compensation. It was found, however,

in Personnel Study No. 177, that companies which limit total compensation

of supervisors to base pay make extensive use of non-financial incentives. 19

18Brennan, p. 313.

19Studies in Personnel Policy Na. 17 , p. 56.
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There is a general belief among Industrial psychologists that non-financial

incentives are the strongest among supervisory personnel if base salaries

are equitable and there Is some degree of job security.

There are both scoffers and advocates of each form of supervisory

incentive compensation. For example, many companies believe that year-end

Vor Christmas bonuses serve very little purpose as a motivational stimlator,

acting only as an appeaser because there is either no, or very little

relation between the worker's production and the year-end bonus. The bonus

{ as an incentive, must be directly proportional to the individual efforts

of the employee concerned, and not as an automatic boon, to be dispensed as

a token of a company's good will.

P oi-ah 'Lna nlnst Profit-sharing plans can take one or two

form--current or deferred. Under the current plan, profits are dispensed

as a year-end bonus. The deferred payment plan generally provides for pay-

ment after retirement, disability,, or death.

Production-sharina glan'a: Produ,.tion-sharing plans are hybrid forms

of the profit-sharing plan.2 0 This type plan is more commonly known as the

Scanlon Plan, nared for its originator, Joseph L. Scanlon. This plan

attempts to mobilize the entire orgalnz3tion Into a cooperative force. The

aim is to reduce costs, the rewards a share in the reduced costs as a

bonus. The Scanlon Plan is based on job standards. In adc'ition to reducing

operations to a common denominator that the workers can understand, such

as Vnits stored and/or produced, the plan also uses a suggestion systerr for

job, deprtment or plant, to reduce costs in tho manufacturing process. A

ccmmittee Is formed from each department to review and pass on the applica-

bility of the employee's suggestions. If the suggestion leads to re'Juced

201W~, p, 59.
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costs for the applicable department, a group share of thp, savings would

go to the euployees as a bonus. The percentage saved is prorated to each

employee and the amount received is figured on this perctntage times the

worker's base pay.

9he Scanlon Plan, like others, is dependent upon standards bding

established for the production unit and the necessary controls ta Insure

feedback of Information, in this instance, for cost control purposes.

There are, however, certain basic steps that should'be f)liowtd in

establishing a supervisory incentive plan.2 1 First, the factori,to be used

for measurement must be determined. The proper selection of thise factors

should insure that the supervisor directs his attention to the important

aspects of the Job, and the supervisor should have control over the factors

used. If material costs are a factor, the measurement should be in re-work

and waste, not on the market price of the mattrial used. Each factor

selected should be weighed with respect to the proportion that individual

costs add to the total costs of the individual department or total company.

volu.e.22 After weighing the factors selected, standards must be set on

each factor value. This can be accomplished by establishing3a norm of

Droduction over a period of time, by the use of standard leaders in the

department in question, or through the use of learning :urves. Standards,

however, must be set on an equitable basis. Some writers say that standards

should be between 70% to 80% of what is expected to be optimum production.

The basis for rewards and penalties can be set once the standards

21Belcher, p. 399.

22The vra.hting of factors is a matter of choice, however, the
weights assigned should be related to the costs of the selected factor.
If direct labor hours are the high-cost factur, more weight should be
placed on motivating labor than, say, on scrap salvage. For a more
detailed explanation on insentive weights, the reader is referred to felcher's
Wage-and Salary Adinistration, p. 400,



hav* been developed. 23 For *xample, positive bonus ponts' can be scaled

frm,O on standard production to 209 to 25% for reaching what is described

as optimum production. Negative points can be-assessed for production

below the standard volume.
The last step Is the notification to each supervisor of what is

expected, the standards which have been set# h~w bornus points can be

acciamlated' and sse~ssing penalty points. The supervisor must then be

notified periodically of the standing of his department in-t;e incentive

program.

The Personnel Study No. 17724 sum up the reasons for success of

t ~Incentive plans in companies parhiclpat~nq in their study as followso

11 ..an sn .tlv - Workers recognize the Incentivew plan as

being a sincere ef fort on the-pert of the copany to share prosrerity.

2. Pannna tahllt* -The companies using Incentive plans

generally operate the same formula for a poriod of time, usuvlly one year.

The coimpnies are bor-bound not to char~ge just because good supervision

pays off to-the supervisor more than the company expected.

3. ReAlistic zagdarde - Performance is measured in terms of

reliable standards and is rewarded whe. these standards ars exceeded.

4o, Simplicity and clarity. - The foxmulas used for computing pay.

can be readily understood by the participating personnel.

5. Team partliciation. - Supervisors feel related to t~e tunagersent

of the company. Thts by itself prcvideb a strong morale factor' to the

supervisors and makes the~m feel "part of the management team."

23tis apparent that on a group effort, such as the Scanlon Plan,
this application of incentives would certainly cr~ato the jnoed for harmony
and cooperation amnong the empioyees.

24Studie5 In Personnel Policy No. 177, p. 66.
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iputiva Incentive Comensation Plans

Eitcutive incentive compensation which varies from industry to

industry presents a slightly different insight Into the problem of provid-

ing supp)emental Income to the executive than the supervisory personnel.

The objectives for both groups are the same. Belcher generalizes these

objectives as:

1. To obtain and maintain an adequate source of capable personnel.

2. To provide rewards proportional to the level of the work within

the organizational structure.

3. To provide 1ncentives to obtain production within the level of

capability of the Individual. 25

The concept of applying a motivational force to obtain greater

efficiency does not change between the supervisor and the executive. What

does change Is the type of stimulation applied. but, and this is most

interesting, each company, prior to establishing an executive plan, mus~t

determine (1) that salaries are adequate (comparable to locale or industry)

and, (2) salaries ust be proportional to tht level of the executive when

considering functions and resporsibilities. Once these two facets of

compensation are established by the company, they can then proceed to

develop an executive incentive plan.
26

Belcher, divides executive incentive plans into two categories;

incentive plans and tax savings plans.27 The incentive plan is further

divided into cost reduction or profit type and standard accomplishment.

2 5 Belcher, p. 404.

261btd.

2Ldp. 405.
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In the former, executives are Judged by their cost reduction accomplishments

which lead to greater company profits and are rewarded accordingly. In

the latter, the executive is Judged by his standard accoaplishment. Again,

to make effective use of the standard accomplisment, it is necessary to

set standards In each of the principal divisions within the company. The

identity of he executive standard plan is so similar to the supervisory

plan that further discussion would serve no practical purpose.

Th. east reduction or rofit plan. - The cost reduction or profit

plan is based on two factors, (1) the executive's job profit potential

which can be measured in term of units produced at a lower ;..Ice, product

quality, meting schedules, and facility utlization, and (2) at the end

of the company's fiscal year, the measurement of the potential realized.

aSed on established formulas, the bonus compensation concluded that a

successful plan required a minimum bonus of 30% of base i~y.21

savi a a. - It is not enough to provide additional increments

of *base-pay" with the current progressive income tax. The tax structure

is so designed that as the Income Increases, the proportional return is

decreased as far :! the executive is concerned. This defeats the puxpose

of executive incentive co esatton as far as tho company is concerned, and

In some cases may even be a hinderance to the executive progression pattern

within the company itself. This can come about through top executives

refusing the added bonus to the "pay-check" due to the tax structure. Th's

in turn can reflect upon the scale of the executives down the line In the

organizational hierarchy.

There is almost no limit to the co,b!Ynation of tax savings plans

which Industry offert Its executives. In Personnel Studies No. 173 and 173,

" Arch Patton, "Who ShoulJ ,et 5:u-K 1,ptions," Pelso. o ,._.,
-o.. 30, No. 1 , (Ap;i up. 4
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the Board listed some of these plans which are being used In various

industries :29

Installment Banue, Plarl. - The executive "earns out" the bonus In

a period of time, usually four to five years. If he resigns during thi.s

period of time, he forfeits the remaining Installments.

Deferred Bonus Plan. - Th, bonus award is paid at the tine the

executive terminates his e.rployment with the company.

Stock Purchase Plans. - This allows the executive to buy stock In

the company at less Lhan market price.
30

Each of the above plans are deferred compensation plans designed to

provide the executive a "break" on the tax structure and at the same time

permit him to "reap" the benefits of his productive effort toward achieving

the company goals.

Othr benefits for the executive can Include such features ass31

Fiaceelovees at 192 rates of interest. - This can be for home

buying, home improvements, and other neecs which the employee my have.

This financial assistance can take place at a much lower interest rate than

could be obtained commercially.

SuoolX other needs at! discount costs. - This can Include such items

as company operated home maintenance crews, sale at discount costs such

Items as furniture, subsistence Items, hospitalization for the eoitir" family,

company furnished legal counsel, use of company-owned recreational facil-

ities, educational costs, group health and life insurance programs, and

29Studies In Personnel Policies No. 173, dated 19)59, and Study No.
179, dated I9fW.

30This Is closely contrciled by the I'M Revenue Act, and se'. pric'-s
that stock can be sold and options concerning the capital gain rates.

31I,3. Casey ano J. K. Lasser, Ex,-cutive Pay Plans *

'~~~c~~ayv,~'4 0'0 cf:~ W~ e
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{ umerous other "fringe" benefits at either company expense or at a reduced

cost to the employee.

The limit of executive incentive compensation can be reched only

through the limit of one's imginationi but, there Is one thing ommon to

each of the financial plans and that is, there must be some form of measure-

ment to determine the executives efficiency within his area of responsibility.

This measurement, or the setting of standards to make this masurement, is

probably one of the mat crucial acts in which a company will engage.

Worker mtivation has been a problem that has plagued the mnager

since the first employer/employee relationship was established. This

problem was expressed by early writers as a *mutuality of interest" between

the worker and his employer. The more the worker produced, the -.ore he

earned, but this was net always the situation. In the middle 19th Century

England, the employer was not interested in t i worker' lot, a fact that

necessitated the English Factory Act and succeeding changes to that Act.

This was one of the first national regulations that recognized the conditions

under which the worker was employed.

The English Factory At, and its resulting changes, brought about

the first studies in scientific management. These studies resulted in the

recognition that conditions, other than purely economic, had to be chaged

in order to provide worker motivation.

The scientific management movement opened the field for the innovator

in Industrial management. The recognition that the plant or company was

also a comtanity, subject to all tsie Ills of a community, led to additlonal

industrial research on worker motivation, production possibilities through

motivational effort, and reduced operating costs.



24

Various plans were introduced to obtain or provide for worker

motivation. Some plans wer6 more successful then others, soe were

developed for the worker, others for the supervisors, and still others

for the manager or executive. But each plan had commonality of purpose

and the hoped for effect, reduced operating costs, increased profits, and

the recognition that extra effort and success in meeting goals or standards

mIust result In some form of rewrd to the individual or group contributing

to objective attainment.

It has been generally concluded by mot motivational researchers

in Industrial relatione, that two elements mist be in being before a sound

incentive program can be established; (1) standards must be set for job

performance, and (2) the pay rate ist be equal to the *going" rate within

the industry or locale. The setting of standards is probably "he mot

critial from tho motivational aspect.

The application of incentives for both supervisory and executive

personnel varies from company to company. There is no one magic formula

to determine the best, the one leading to greater production, or the one

giving the most employee satisfaction. This is dependent upon the company

objectives, size of the co'Loany, the industry Itself, productiorn volume,

sales volume, and many other factors that must be weighed individually.

Regardless of the plan used, the end result should be the same.

The company's objectives should he attained and the results produced should

be met by the company with a reward proportional to the contribution the

employee makes to the company's success.
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CHAPT1M III

USAF II!ENTIVE APPLICATION

The purpose of this chapter is to explore the possibilities for

incentive uses within the USAF mintenance program. In addition, a corn-

Sparison will be made to determine if the USAF maintenance environment is

compatible to the use of an incentive program such as found in industry.

The concept of work standards being used as an efficiency measurement,

developed in Chapter i, will be applied and an examination will be made

subsequently of four Air Force sponsored incentive programs. Two of these

programs are applicable thoughout the Air Force, one is applicable to all

logistic oroanizations, and one is applicable only to the mintentnce

effort.

Any mnager is concerned with the use of resources such as time,

material, personnel, and money. The determination of what resources will

be used, how they will be used, and when they will be used are all part of

the mansger's respon-ibility. If he is cost conscious he will use these

resources sparingly, with only minimum quantities o# each being consumed

to accomplish his objectives. If he does not give constderation to the

element of expense, he can indeed be wasteful of resources. This by no

means implies negligence, rather it implies that it becomes necessary to

draw his attention to the efficiency which his position dictates.1  In

IThe over-all objective of Air Force management is to achieve naximum
operational effectiveness in accomplishing the essential missions assiQned..
.The proof of success of management is operational effectiveness. . .coionanders

25
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this respect, ,the problems faced by the military manager are no different

than the p'Or.biems faced by his civilian counterparts in industry. When

defense pei a, is eliminated from the responsibilitiesof the military

manager, he becomes responsible for an industrial, comercial, wholesale, or

retail operation. If he were selling his consodities on a competitive basis,

his problems would be the same as any other manufacturer, wholesaler, or

retailer. To compte, he would have to be aware of the need for effic)'incy

of operation.

The military manager cannot be relieved of the responsibility for

defense. He cannot be placed in a position of having to compete with other

comnercial enterprises. He cannot be expected to produce a profit which in

this sense is a monetary return over and above his actual costs. There-are

times when he is confronted with situations not condicive to efficiency, such

as unscheduled maintenance requiring overtime, unprogramed requirements or

unexpected emergencies using resources for which there is no reimbursement,

either budgeted or funded. But, these are not the conditions over which he

always has control. In most .instances these are situations which are gener-

ated outside his sphera of authority and he should not be held responsible

for their occurence, only for their corr.ection.2 But, he can be expected

to meet his quantitative requixements. He can be expected to operate

efficiently within his control of resources, and where possible, reduce

must be alert to conserve resources--to produce a maximum volume of end-products
without waste of resources and time. To this end, each commander must use
efficient ways for deing things. The delivery of end-results of work must be
evaluated in terms of their correspondence with the requirements, in volume,
quality, and time, as established in the assigned mission. This evaluation
Is the basis for judgment as to whether the commander--as a manager--performed
what had been expected. (U.S., Department of the Air Force, The Man;4nCmnt
Process, AFM 25-1. Washington: September 1954, pp. 2-3).

*2 7MiC upholds one of the basic concepts in the establishment of an
inc-ntive program. The person responsible, either suparlisor or manager, rmr.
have control over the factors by which he will be Judged.
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his costs. These costs again, can be expressed in time, material, personnel,

and money.

The variables which are encountered on a day-to-day basis in the

j maintenance effort are ruch that individual efficiency cannot be measured with

the desired degree of accuracy necessary to formulate an incentive plan com-

tparable with industry. Variables are both qualitative and quantitative. They

include such factors as geographical location of equipment prior to mainte-

nance. Equipment used in a high humidity or island environment would pretent

jgreater problems in corrosion control than would like equipment used iu a

low humidity desert environment. The extent of preventive maintenance which

Ithe equipment receives generates another variable. So do outstanding Techni-

cal Order Compliances (TOC) which must be accomplished and the demands of

quality control.. Each of these examples affects work measurenw:it standards

variably.

It is a generally recognized fact that individual incentives are

received with greater enthusiasm by the worker than group Incentives. To

provide an individual incentive program, however, it is necessary to establish

Individual work standards. Once standards have been established it then

becomes possible to measure, with a high degree of accuracy, Individual

performance against these standards and weight the performa.ce accordingly

for incentive participation. The worker in the military is generally sub-

jected to measurement in terms of comparisons, comparisons with other workers

and not standards. Such compari-ons do not provide sufficient objectivity.

What is desired is a guide by which to measure the worker's effectiveness in

accomplishing hi5 mission In light of the resources he uses to accomplish the

job. Comparison of one itdiidual to another for the purpose of awarding

some form of recognition L.s highly suspect at best and is not Plways
k
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enthusiastically accepted by the worker. But, the fallacy of this type

comparison is the inability to measure-individual productive effort. The

variables that are involved negate accuracy.

An incentive program is necessary but it is considered not only

impractical but also impossible to provide a program that is tailored after

industry for either the manager or the worker. The types of incentives which

industry offers the manager or top executives Include stock options, bonuses,

insurance programs, and other fringe benefits. These incentives become

available only as the organization succeeds in producing a profit. The

final measurement of the military, however, is dependent upon Its success to

(1)'act as a deterrent to prevent a war, or escalation of war, or (2) to

emerge the winner once a war has begun. It is in this enviroliment that the

military manager must operate. It is necessary that lie be concer-ted with

efficiency, but this efficiency mutt be evaluated in terms of requirements

established for the assigned mission.

Development of an Incentive Program

In Chapter Il, incentives were classified by financial, non-Financial,

group, individual, pcsitive 'nd negative. It was also stated thatone pri-

mary requirement which iwrt be met in the establishment of a successful

incentive program was the setting of standards against which production

could be closely measured. This is necessary to determine individual or group

performance.

In-a manufacturing process, Individual standards can be set. The

function to be performed, however, must be measurable in terms of individual

units produced, assembled, or some other means which recognizes a ccst factor

based on unit production for a job that has little variation. Costs are

then directly related to individual or specific p-.rformance. Standards cin
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then be established for individual worker evaluation either on time or

cost variances for a unit of production.

Jobrlot programming is not considered conducive .o. the establishment

of individual performanre standards. It is In this environ=ent that the

USAF maintenance -effozt is conducted. The use of Job-lot programinj only

{ attempts to determine an estimate of what the total job would cost, either

in doll... _e manhours.3 This does not eliminate the use of group incentives

and this approach will be examined later.

In a manufacturing process, industry generally accepts a standard

work measurement that has an accuracy factor of from 3% to 5% variation from

the standard mean. 4 This is based rr. individual performance. Headquarters

Air Force Logistics Comand (AFLC) has developed four major di-ect labor

standards. These are described in the AFLC manual 66-4 as follws:

Type IA and lB ENG IEERED STANDAIRL

Type IA. Labor standards established by the industrial engineering
division, using a recognized tech~ilqe such as time study, methods-time-
measurement, work sampling, or standard data, and labor standards applied
by production control personnel using standard data established by the
industrial engineering division. Standards in the Typc IA category should
be backed up by sufficient data to statistically support an a,'U _:; of plus
or minus 10 percent of the mean, with a 95% confidence leve ,. Re or else-
where in thi section for the methods used to statistically support an
accuracy of plus or minus 10 percent of the mean, with 95% confidence level.

Type lB. Labor standards established by the industrial engineering
division using recognized techniques such as time st)jdy, work sampling, or

3Accountants or persons with accounting experience may take excpption
to this terminology. It is being used here to refer to a method of work
programming to accomodate a large number of units eing processed on a lot
basis and for which an astimate must be made on the work to be accomplished.
This allows for variations between individual units and which is norn al in I
maintenancc process. (Robert N. Anthony, Management Accounting, Homewood,
Illinois: 1960, pp. 364-365).

4Interview with Mr. Harry Stiles, Industrial Engineer, Headquarters
Air Force Logistics Comand, Wright-Patterson AFB, Ohio, May 1964.
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standard-data, and labor standards applied by production control personnel
using: stndard data established by the industrial engineeringdivlson.

Standards in-the Typel1B category should be backed up by sufficient data
'to 'statistically suppo:1 an accuracy of plus or. minus 25% of the mean, with
a 95% confidence level.

Type 2. ENGINEERED ESTIMATES

Type 2. Labor standards established by industrial engineering using
recognized techniques such as time study and standard data established by
Industrial engineering. Standards In-the Type 2 category should be backed
up by engineered estimates, (refer to chapter 2, section 4, 'para. 3g. of,
this manual for procedure for establishing an engineered labor standard),
one cycle time studies or time studies which do not satisfy the criteria for
Type I classification.

Type 3. ESTIMATES

Type 3. Labor standards established by industrial engineering with
coordination and agreement as necessary by production control, quality
control, etc., personnel. This type labor standard is to have very limited
use In cases where it is not econoIcal or feasible to establish Type 1 or
2 standards such as one time jobs.

Type 4. WDDIFIED kCflJAL HMJR STANDARDS

Ty;xv 4, Any item of production for which the industrial engireering
division has not or cannot establish a standard of another type, the actual
hours required to perform the work modified by the work center's prior period
direct labor effectiveness, will be considered a standard when approved by
the industrial engineering division. This type standard Is to have very
limited use on a one time basis only. No more than 5% of the direct on-base
work in any work canter should be covered by this type standard in any
reporting period. It Is recommended that insofar as possible, this type
standard not be used. 5

The AFLC labor standards set forth above allow for an accuracy variation

of plus or minus 10% of the mean in a Type 1A standard and a plus or minus

25 of the Lqean in a T-pe lB standard. This allowable accuracy is not com-

patible with standardz established for a manufacturinq process in industry

and creates the problem of determining the validity of Individual perform3nce

as a basis for an award. The variation frc the standard, must be h,.ld to a

5 U.S., Air Force Logistics Command, In-. strial Enaineerini &%n,,ul.
AFLO, o6-4 (Wright-Patterson AFB, Ohio: 30 Septembo-r 1169), Chapter 2.
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minim.m if accurate performance measurement i.to be made between individuals

and/or groups.

The inability to establish individual work standards for performance

evaluation in the Air Force depot maintenance program and the reliance on

job-lot processing tend to negate the use of individual standards for work

measurement. It does not, however, negate the use of incentives as a means

of recognizing individual performance within a group.!
t Performance can be measured by the job-lot,method. This measurement

may not be as accurate as one would e*xect with the allowable accuracy var-

iations built into the engineered standard system, but it does provide a

basis for measurement of direct-labor useage.

Air Force Logistics Command Regulation 66-31 establishes additional

requirements for the feedback of data to provide comparisons of actual costs

to standard costs in these areast 6

1. Direct labor performanc*.

2. Labor rate.

3. Direct material useage.

4. Overhead expenditure.

5. Volume (prod'Jction and overhead) Variances.

The inability to set individual performance standards within the

depot complex is further magnified at the base level. This is due to variance

of resources, base activity, mission requirements, aircraft types, skill

levels authorized versus assigned, and other non-measureable factors.

In establishing an incentive program, one must recognize that a different

system of motivational stimulus is applicable at each stratum within the

611.S., Air Force Logistics Command, Maintenance -naineerinq, AFLC
Regulation 66-31 (Wright-Patterson AFB, Ohio, 2 February 1961).

I
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organization and that an incentive value should be in proportion to the

effort that led to the contributionJ7  What i; effective for the worker might

be ineffective for the supervisor or manager. The worker my respond to a

monetary incentive whereas the supervisor or manager quite possibly would

respond more favorably to a promotion, formal training for a higher position,

or the opportunity to progress from a wage eloyeo to a salaried employee.

A $25 bonus would be more meaningful to an airman of thetlower four grades

(AirmanlBasic through Airman First Class) than It would be to an officer of

field-grade rari (Major through Colonel).

In addition to the inability to set closely measurable work standards,

personnel, both military and civilians, in the USAF maintenance program are

limited by present legislation to the types of aw&t,4 which may be used.

These limitations take the form of promotion 4uotast pay and allowance ceil-

ings, and other restrictions affecting compensatier oractices within the

military, structure. This does not mean that incentive programs cannot be

developed, but, at this time, it does limit their use. Industry, on the other

hand, does not face these same Testrictions, \r if they do, they are self-

imposed.

Incentives which require the measurement of individual performance,

are not considered compatible for USAF maintenance application. However,

individuals can be recognized for outstanding contributions to the group

effort. Although this measurement is subjective, it is better than no recogni-

tion at all. Incentives, therefore, can be used for (1) group performence,

and (2) individual recognition within the group. The following programs

provide for this recognition.

7Supra, p. 20.
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Up,6F Sp~nsorgd Proagrams

The Air Fore. Suagatlion Programs One o ythe more :publicized

programs within the USAF to recognize Federal employees for suggestions which

they make leading to tangible or intangiblesavings to the government is

the Air Force suggestion program. This V'ogram is authorized by Air Force

Regulations; ArR 35-12p Military Suggestion Programt/F4.40-470 Civilian

Personnel Incentive Awards; and AFR 40-472, Civilian Personnel Cash Awards

for Suggestions and Invvntlons. The basic Air Force purpoe for each

regulation is identicals to encourage participation by employees in improving

Air Force oprations, and rectnizing and rewarding those personnel who

contribute outstandingly to efficiency or economy to improve government

operations.

Tables 3 and 4 reflect the monetary awards which can be given to

civilian employees of the Federal OovernmentO8

TABLE 3

COMPUTATION OF AWARDS--AWARD-SCALE FOR TANGIB,2 iAN EFITS

BEEtFITS AWWNJIT OF AWARD

S 50-$ 300-------- $15.

301-S 10,000 ------- -$15 for the first $300 in benefits and $5, for
each additional $100 or fraction thereof.

10,001-S 20,000 -------- $-- $500 for the first $10,000 in benefits and S5
for each additional $200 or frfction thereof.

$ 20,001-$IOO,000 ---------- $750 for the first $20,000 in benefits and $5
for each addiLtonal $1,000 or fraction thereof.

- $100,001 or more ------------ $ltI50 for the first $100,000 in benefits and
$5 for each additional $5,000 or fraction thereof.

i

BU.S., Department of the Air Forco jncontive Aw ard, APR 40-470
j (Was'iigiton: 1, October 1962).
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I, TABLE 4

INTANGIBLE SCALE FOR SUGGESTIONS, SPECIAL ACTS, OR SERVICES

EXTENT" OF VALUE EXTENT OF APPLICATION
LIMITED BROAD GENERAL

MINGR $ 15-$ 25 $ 15-S 25 $105-$200
MAJOR $100-$200 $200-$300 $350-$500
EXT ORDINARY $300-$450 $450-$750 $750 UP

EXTENT OF VALUE
MINOR ----------------------- Idea, while not new or original, Is a better

adaptation or more efficient operation. Improve-
ments in health, welfare, morale, or daily
6perations which have restricted usefulness.
Safety +improvements which reduce hazards that
could result In minor injury or possible loss of
time from work.

MAJOR ----------------------- Idea, while not new, is an unusual application
of an old idea. Improvgments in health, welfare,
morale, or daily operations which have a high
degree of usefulness. Safety improvements which
eliminate hazards that could result in injury or
loss of time from work.

EXTRAORDINARY --------------- Idea is a new application of an old Idea, or a
pew principle or invention. Improvements in
health, welfare, morale, or daily operations which
are of very outstanding usefulness or value.
Safety Improvements which eliminate hazards that

could result in loss of life or faculty.,

EXTENT OF APPLICATION
LIMITED --------------------- Applicable to (a) small numbers of employees or

small area of operation at employee's instal-
lation, or (b) small numbers of employees or small
area of operation at other installations within
a major air command, several major air coawnands,,
or the Air Force.

BRAD ------------------- Applicahle to (a) large numbers of emplo7ees or
large area of operation at employee's Installatioi,,
or (b) substantial numbers of employees or sig-
rificant area of operation !c other installations
within a major air command, several major air
commands, or the Air Force, or (c) conrr'4nd-wide
in scope or interest.
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TABLE 4 -- Continued

GENERAL ----------- ------- Applicable to large numbers of'employees or
large area of operat.ion within several major
air commands, or AirForce wide in scope or[ interest.

AItr Force-Regulation 35-12, which governs thelMilitary Suggestion

Program, recognizes that legislation does not permit payment of cash awards

to military ipersonnel; however, the use of nonappropriated funds Is author-

ized for thih purpose. The limiiations are contained in Table 5.
9

TABLE 5

X,-ILITARY SUGGESTION PROGRAM AWARDS

I APPROVED AT OUNT OF AIARD

Base level -----------------------------------------------------.. $ 25
Subordinate command level- .----------------------------------- $ 50
Major command level -------------------------------------------- $100

The regulation further recognizes meritorious suggestions with

military incentives in addition to the monetary award such ast

Military decoration--Legion of Merit or the Air Force Commendation

T Medal.

Favorable communication--Letters or certificates of commendation or

Jappreciation.
Three-day passes, or other non-monetary recognitions.

I The Air Force a!.j sponsors an annual military suggestion contest for military

Ipersonnel, with monetary awards made available through th? uiA. of non-

appropriated funds. These awards are Indicated in Table 6.10

i 9U.S., Department of the Air Force, Military Sunestl.on. Programt
APR 35-12. (Washington: 22 Jul-, 160,.I O____.
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TABLE 6

ANNJAL AIR FORCE-WIDE MILITARY SUGGES,0N ( NTEST

The Air Force will sponsor an annual military suggestion contest, with
monetary awards made through a special allocation from the Air Force Central
Welfare Fund. Any suggestions made by USAF military personnel (and forwarded
by major air commands and the evaluating agencies as described in AFR 35-12)
during each fiscal year will also, If It Is considered to have a first-year
tangible saving of $50,000 or more, or an intangible benefit of extraordinary
value* and general appoication*, be considered in competition at Headquarters
USAF. The awards for the USAF-wide contett aret

First Place ------------------------------------------ $1,500
Second Place ----------------------------------------- $1,000
Third Place ------------------------------------------ $ 750
Fourth Place (2) 0 $500 ------------------------------ $1,000
Fifth Place (2) S $300 ------------------------- ;---$ 600
Sixth Place (2) 0 $200------------------------------- $ 400,

*Extraordinary Value--That Is, a new and unusual application of n old idea,
or a new principle or invention; an improvement In health, welfare, morale,
or daily operations, which is of outstanding usefulness or valuel or a
safety improvement which eliminates a hazard to life or faculty.
*"General Application--That Is,. if it is applicable to large numbers of
personnel or large areas of operation within several major air commands, of
is Air Force-wide In scope or interest.

Addltion:al Awards for Performance: Additional awards, both financial

and non-financial, are available to civilian personnel through Air Force

Regulations 40-470, previously discussed and through AFR 40-472, Cash Awazds

for Sustained Superior Performance and Special Acts or Services. The latter

provides for awards specified in Air Force Regulation 40-470. These awards

are prescribed in Table 7.1l

Dertv for Systems and Looistics Award: The Deputy for Systems and

Logistics Award, created by Air Force Regulation 460-22, has been estaviished

to recognize tho organization and personnel contributing to the logictics

mission of tne Air Force. The award also prcvides for the recognition of

11Supra, p. 33.
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INTAGIEIESPLE FOR SUSf4A NED SUPERIOR PERFONANCE

-Aount General Schedule Wage WorkingOf (Classification Act) Board Leader Foreman Oversea

Award GS W L Teachers

$100 1- 4 1- 8 1- 7 1 -
$150 5 - 8 9- 13 8- 12 2 - 8 CLASS I,m
$200 9 - 11 14 UP 13 UP 9 - 12 C.ASS III-V

$250 12, 13 - - 13 - 16 CLASS VI

$300 14, 18 - - 17

f, Note:

When no pay grade exists, awards will be computed !inder the following
formula: Hourly rate x 2080 = total computed salary to be co red with listed

GS pay schedule. The resultant comparative GS grade (1st step will be the
basis for the award determination.I
three individuals within the activity that may be cited for their outstanding

participation in the organization. The awerd provides for a scroll tc be

presented annually by the Deputy Chief of Staff, Systems and Logistics, Head-

quarters USAF, to the selected organization. Measurement for the award is

based on:

The quality of pprformance and the value of the contribution to the
Air Force logistics mission will be measured in part, as follows:

a. Significance of the achievement, in terms of cost savings
and/or manpower reduction.

b. Applicability to other areas in the Air Force.
c. Complexity or difficulty 9f the problem involved.
d. Degree of initiative and originality employed in solving the

problem.
e. Examples of the development of a successful functioning

concept, method, or procedure.L2

1 2U.S., Department of the Air Force, Deouty for Systems and Loqistics

Aa AFR 400-22. (Washington: 3 March 1964).I
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The Daedallan Award: The Major General Clements McMullen Weapon

System Maintenance Trophy, is presented annually to the U.S. Air Force

unit (wing leyel), deterined by the Chief of Staff, U.S. Air Force, to have

attained the best'weapon system aintenance record withtn, the Air Force, for

the preceeding year. 13 Measurement for the award is based on numerous

factors. However, each factor used is compared with similar factors from other

organizations. nom nated for -te 2ward, The-Awar! ig -th nprj entd to -th.

organization attaining the highest degree of efficiency and effectivenebs.

Incentives which are presently being used, for the most part, appear

to be after-the-fact recognition for some contribution. This corresponds to

the year-end bonus which is used in industry. The primary shortcoming of

this form of incentive is that it is looked upon by many as a bonus or reward

for achievement, and not as an inducement for efficiency.

The military structure, however, contributes to and provides for,

its own motivation. This motivation may rckme about through promotion with its

increase in pay, responsibility and authori.ty, and with its Increase in personal

prestige.14 For some, this is sufficient--it provides the satisfaction to fill

the desires which are strongest in the individual. Other individuals are

satisfied by other st!mull, tuch as public recognition received for some con-

tribution which was made to the organitational effort. ThIs form of recognition

singles out the individual from the group, a recognition that changes self-

status. Each is satisfied to sorce degree by each form of recognition.

13U.S., Department of the Air Force, DAedalian Weapoon Systems

Maintenance Effectiveness and Efficiency Award, AFR 66-36. (Washington: 7 August
1963).

14The recognition and possession of authority is widely considered a
matter of prestige, which in itself provides satisfaction for many. (David
G. Hays, The Sociologv of MAnaqQ,2tr-, The RAND Corporation Research Project
P-1043, (Santa Monica, Californ' 'The RAND Corporation, 11 July 1957).
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The Air f revi programs. Although limited

-to the types of azajils avatYable for use, they do provide recognition to

personnel who contribute to the attainment of greater efficiency within the

maintenance program. However, industrial-type incentive programs using a base

pay structure for meeting a production standard and additional increments of

pay awarded for exceeding the standard, are not feasible for military appli-

cation due to previously stated factors.

I
The comparison made between industrial and military incentive programs

and environmnts reveals that overall objectives for each are not compatible.

Industry operates to make a profit. As such its incentive programs are t' sed

on the ability to continue this profit. The nature of the type if industry

determines the type of incentive which is epplied. In a manufacturing process,

individual work standards can bet established and measured and an incentive

can be based on the individual performance which exceeds the standard.

In the USAF maintenance program, standards cannot be readily

established. This is due to the type of maintenance operations in which the

USAF is engaged. It then becomes necessary to make comparisons between

individuals, and this comparison is highly suspect as far as objectivity is

concerned. Therefore, there is no known satisfactory means to accurately

measure individual productive effort throughout the USAF maintenance organiza-

tion. The program variables negate the close measurement necessary for the'

adoption of an industrial-type incentive plan based on individual work

measurement.
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CHAPTER IV

CONCLUSIONS

The efficient use of resources in the military structure presents

a special problem due to the absence of built-in mechanisms such as found

in the private sector of the economy. In the military, there is no co-net-

itive price mechanism which invites the search for greater economies. The

increasing costs to operate the DoD during recent years would indicate that

greater efficiency is needed if optimum benefits are to be achieved. The

severity of these rising costs for operation of the DoD promted Presidential

action. This action resulted in two instructions being given to the Secre-

tary of Defense:

1. Develop a force structure necessary to military requw,rements

without regard to arbitrary budget ceilinqu.

2. Procure and operate this force at the lowest possible costs.

One of the actions taken to comply with the second Presidential

instruction was to increase the use of incentive contracts with industry.

The incentive contract provides for mutual gain for both the government and

the contractor. The 9overnm*%t benefits by obtaining the item at less cost

and the contractor benefit= by receiving greater profit. The contractor

then,is rewarded for his efficiency.

The question to be resolved is, does the USAF organic aircraft

maintenance program possess a similar environment to obtain greater effi-

ciency through the use of personnel incentive3?

Chapter II explored the irdustrial use of incentives and traced their

41
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contemporary history, developed a concept and philosophy necessary for the

implementation of an incentive program, and provided the background for

incentive application wl'thin the USAF maintenance program.

Industry has introduced various programs to provide, for worker

motivation. Some plans have been more successful than others, some were

developed for the worker, some for the supervisor, and still others for the

manager or executive. Each plan had comonality of purpose and the-hoped

for effect to reduce costs and increase profits. Each plan recognized that

extra effort expended in exceeding company standards should lead to some

form of reward for the individual or group contributing to the objective

attainment.

Standards for work measurement in a production process is the

essential feature of an industrial incentive, program. This Is the general

conclusion of most motivational researchers and industrial engineers making

studies in the field of motivation and incentive application., Standards

which are set by industry must be closely measureable and generally allow

for a variation of 3% to 5% from the standard mean. This lb the essence of

a successful programs for incentive application within industry. Individuals

obtaining greater efftciency which leads to greater profits or reduced opor-

ating costs are rewarded for their efficiency.

In Chapter III. it was found that problems faced by the military

manager concerning efficiency were no different than problems faced by his

civilian counterparts in industry. When the military manager is relieved

of the responsibility for defense, he becomes responaible for an industrial,

comriercial, wholesale, or retail operation.

The militory manager cannot, however, be relieved of the responsibility

for defense. There are times when he is confronted with situations not con-

ducive to efficiency, such as unscheduled maintenance requiring the use of
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resources for which there is no reimbuzseme'lt, either budgeted or funded.

The military, manager, -howsev, can be ex@?pcted to mevt his quantitative

req uirements. He can be expected to opirat#e-efficiently and where possible,

reduce his costs.

In-the USAF organic maIntenancV program, it wag found that extreme

Svariables are faced by the maintenance manager. These variables are both

qualitative and quantitative. Each variable becomes a deciding factor in

resource consumption, each variable negates the setting of standards compa-

table to industrial standards. Although standards have been set for the

depot maintenance program, the 10% to 25% variation Iron the standard mean

Is not comptible with the * to 5% allowable variation-found in industry.

These variances ate further magnified at the base level. Therefore, the

measurement of individuals in the military program is usually .ubjective

rather than objective. Subjctiv, measurement does not provide the accuracy

necessary to formlate an industrial-type incentive program based on indi-

vidual work standards. The following synopsis allows the conclusions to be

more succinctly stateds

1. The ervironment of thte USAF maintenance program is such that it

opposes the setting of standards which accurately measure individual

productivity.

2. Incentives baed on individual production are not feasible for

use due to the high variation found id the maintenance program.

3. There are other means of providing incentives for either, or

both, individual or group effort, to imprc've economies. These are:

a. Recognizing superior or outstanding performance through

promotions, letters of comnudation, comendation awards, outstanding effi-

ciency reports, and other awards recognizing the Individual.

b. Emphasizing the informal orgawization as a means of promoting
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the organizational objectives. This immediately recognizes the informal

organization as a group mans to an end.

The following coeparisons were made to arrive 't the above

,conclusionst

Conditions Necessary for an Incentive USAF
Proaras Based on Individual jerk Ind n
Standards YYts No

1. Are incentives financial, non-financial,
positiveaand ntgative, Individual and group? X X

2. Do incentive plans attewt to tie together
high productiVity and low pzoduction costs? X X

3. Can standards be set which allow for little
variation from the standard.mean? X X

4. Can performance be measured against
standards-which have close tolerances? X X

5. Can individual performance be accurately
measured on the basis of standard variation? X X

6. Can standards be set on the basis of
repetitive work to be accomplished? X X

7. Can the basis for rewards and penalties be
set once the standards have been developed? X X

8. Are the production programs stable? X X

9. Is the use of incentives based on the
ability to make a profit and/or to improve
efficiency and effectiveness? X X

10. Are environmental conditions the same? X X

Industrial-type incentives, using a base pay structure for meeting

a production standard and additional increments of pay awarded for exceeding

the standard, are not feasible for military application.

Other types of incentives are used in the U3AF maintenance program.

The extent of their use and efficiency is inconclusive. The concept and

philosophy ;or the use of incentives, however, can be applied. Group
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incentives should continue, to be used as their purpose is recognition for

supor1b9-or outstarding performance. Individual incentives preseh4y in

beo ng hOupd also- continue to be used. Although they are considerid to be,

for the mostpart, subjective, they; provide recognition to. the superior

or outstanding porformer.

r

I

i
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This report represents the work of students of the School of

Systems and Louistics. MateriaLincluded in the report hasbesn+

developed by the students as a portion of their educational program

during attendance at the School.

These students have oad considerable experience in variou .

areas of military logistics. Consequently, the oppoitunity'for them

to concentrate this experience on the study of specific Air Force or

Department of Defense current problems offers.& potential not readily

found elsewhere. The conclusions, and any racommendations, reached

by the studenta may well be of significance for the military seyvices.

It is with this thought in mind that the individual studies are published.

Fro.n the school standpoint these studies are primarily an edu-

cational project; therefore, they should not be viewed by the reader as

proposals or findings of the School ol Ssterris and Logistics itself.

The School's objectives are met through conduct of the research and

preparation oi the thesis; implementation isthen up to the responsible

agencies within the USAF or other services. You& the readers, are

encouraged to give this report an objective appraisal to assess its

applicability to current'logistics problems.

This report is notto be disse.nat,ed nor reproduced in whole

or in part without specific permission from 2he Dean, School of

Systems and Logistics, Wright- Patterson AFI3, Ohio, 45433.


