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INTRODUCTION AND SUMMARY OF THE PAPER.

In the last 15 years, wage determination processes have
changed rapidly in Italy as a consequence of the massive
reorganization of production processes and administration
techniques implemented by firms in order to face the growing
instability of world markets and the increasing need for
competitiveness that followed the two oil-shocks in the
seventies and the European depression in the first half of
the eighties. There has been increasing recognition of the
crucial role played by "flexibility" - in terms of both
costs and production techniques - 1in achieving and
maintaining competitiveness. This growing awareness has led
firms to introduce radical changes in human resources
management techniques to reduce the costs of monitoring,
supervising and controlling the workforce and to improve the
"quality" of the goods produced and the co-ordination of the
various phases of the production process. Such changes are
aimed at motivating workers not to shirk responsibility and
to assume a more co-operative attitude towards technical and
organizational innovations.

Two major changes in wage-bargaining structures have been
induced by such events: a substantial decentralisation of
wage agreements to the company level and the appearance of
pay 1items aimed at worker participation in the economic
results of companies through various types of financial
schemes.

Contrary to the experiences of other countries, these
forms of employee financial participation in company results
emerged in Italy without any public or government support.
This makes the Italian experience an interesting field of
investigation for the conditions that foster the development
of such pay schemes.! It should therefore be kept in mind
1. It is well-known that the theoretical 1literature has
focused on the possibility that the "free rider" problenm
(whose first expounder was Samuelson, 1977) could hinder the
development of profit-sharing schemes which are socially
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that such schemes appeared 1in a round of plant-level
negotiations taking place during a period of strong cyclical
expansion of the Italian economy. In the last two years,
with the changing economic situation, difficulties have
started to arise in the enforcement of sone of*these plans
and conflicts are also developing in the wage-bargaining
processes 1n progress between unions and industrial
employer organizations at the national and local levels. It
thus seems worthwhile to investigate the causes, the effects
and the characteristics of such agreements, searching for
the optimal conditions contributing to their effectiveness
as a means for improving human resources mahagement
techniques and labour productivity.

Recent empirical investigations on financial
participation schemes in Italy are reviewed in this paper. A
brief summary of the points examined and the tendencies
emerging from the existing empirical literature is provided
in this introduction to outline the structure of the paper
and the results obtained.

The evolution of the Italian wage structure from 1975 to
1988 is examined in the first section. The available data
clearly demonstrate a trend towards a decentralisation of
wage bargaining to the company level in the second half of
the eighties. This process took place through both the
expansion of "merit-pay" offered by firms to the highest
ranks of non-manual workers and the appearance of forms of
flexible remuneration 1linked to enterprise performance,
offered by firms and negotiated by company unions as part of
company labour contracts. The latter are customarily settled
in most Italian companies every three years.

The review of empirical studies revealed two tendencies.
On the one hand, four factors seem to be implicated in the
changes occurring in the wage-bargaining processes: the need
for a more flexible management of human resources, induced
by increasing international competition; the characteristics
of the innovations in production, marketing and
advantageous. Government support is then suggested to
overcome this "market failure" (Weitzman, 1984).



administration processes implemented in the eighties, which
require a more co-operative attitude of workers than the
traditional, “YFord-type" method of organization; an
increasing "ablllty to pay" on the part—of the companies,
whose profits grew steadily from 1§82 to 1989 as the
decreasing degree of wage indexation was making room for the
possibility of using wage increases to motivate labour
efforts; the shortcomings deriving from the attempts to
centralise wage bargaining in Italy in the first half of the
decade, which reduced the indexation of wages to inflation
levels, but were unable to attain the target of keeping
inflation in Italy at the same pace of the other EEC
countries. On the other hand, and largely as a consequence
of such changes, financial participation schemes represent
the principal innovation in wage-bargaining processes in the
latest round of plant-level negotiations. The suggestion
that. the causes behind the decentralisation of wage
bargaining and the appearance of employee financial
participation schemes are basically the same, is put forward
as a conclusion to this section.

The chronology of the appearance of these schemes and the
existing estimates of the number of schemes settled and
workers involved are examined in section two. A typology of
such schemes is also provided. Two tendencies clearly emerge
from this brief survey. On the one hand, the prevailing
schemes in the Italian experience are of the gain- rather
than the profit-sharing type. On the other hand, the often
complex formulas used to compute bonuses and premiums

clearly reflect in several cases - and, it should be
stressed, in most of the "successful ones" - attempts to
enhance productivity, eliminate "bottlenecks" in the

production process, and create a team spirit among workers.
Quantitative estimates of such premiums, as percentages of
total pay, and of the "pay flexibility" they provide, are
also set forth in this section. While the amounts involved
in these pay items are often sizeable, their variability is
usually rather limited. These indications strengthen the
hypothesis that the main "reason" for their expansion is the
link they establish between wages and labour productivity,
rather than the flexibility of labour costs they might
provide.



In section three the positions of social and political
protagonists are briefly examined. It has already been noted
that no public measures have been undertaken in Italy to
support the use of financial pagtdcipation schemes. The move
towards the financial participation of employees 1in
enterprise results was proposed by managers and met with
initial opposition from unions. When plant-level
negotiations developed, the opinion of workers and unionists
started to change and, at least at the company level, unions
participated in the experimentation of the new pay schemes,
especially when this meant increasing involvement 1in
discussing and negotiating labour organization, access to
information and the right to consultation. At present,
achieving increasing codetermination is becoming a primary
element of union strateqgy.

The situation of economic expansion, which had favoured
the evolution of financial participation, changed suddenly
in 1991, as did the attitude of the main protagonists of the
bargaining processes. Confindustria cancelled the indexation
mechanism still in operation, and a trilateral discussion
began between unions, industrialist confederations and
government - with the aim of changing the structure of
labour costs, enforcing some form of "income policy" and
changing bargaining practices, especially in the public
sector. This discussion is on-going. As yet, the Italian
government has pursued its traditional attitude of not
interfering with collective bargaining, and even more so in
the wait-and-see situation in which industrial relations are
kept by the ongoing discussion.

In section four some indications concerning the economic
and social effects of financial participation in Italy are
deduced from the analysis of a few case studies. To my
knowledge, no quantitative studies have been undertaken as
yet, due to the brief period of time that has elapsed since
their appearance. A brief examination of the difficulties
that have arisen in the past two years (characterized in
Italy by a sharp slowdown in economic growth) for the
implenmentation of such schemes as regards some of the most
interesting experiences, and, on the basis of wider



empirical evidence, an attempt to assess whether more co-
operative models of industrial relations are emerging from
the development of these pay items? are presented as a prima
facie reflection on whether their evolution might help to
solve some of the proﬁlems that are forcing the Italian wage
bargaining structure into a cul-de-sac situation.

2. Recent theoretical literature sees a move towards forms
of codetermination and more co-operative models of
industrial relations as a means to overcome the "free rider"
problem, and subsequently as a necessary condition for their
success. This point, was forcefully advocated by Nuti
(1986a, 1986b and 1987). For a short, but well organized
survey of the pros and cons of the issue, see Weitzman and
Kruse (1990, pp. 97-105).



1. THE HISTORICAL PROCESS.

ab

1.1 - The Evolution of the Italian Pay Structure during the
Eighties.

At the beginning of the eighties, most commentators
considered the Italian pay structure too rigid to permit
firms to implement human resource management policies
capable of favouring the processes of re-organization
required to keep pace with international competition in
world markets characterised by growing uncertainty and
competitive clashes. This inflexibility was due to two
developing trends. On the one hand, in the situation of
heavy inflation that developed as a consequence of both a
long period of depreciation and the effects of the second
oil-shock, wages were increasing mainly through the ‘"scala
mobile" indexation to the cost-of-living mechanism. As
indexation was based on the principle of flat-rate
increases, meaning that all wages would increase by the same
value, irrespective of their amount, Xkeeping pace with
inflation consequently invelved a continuous narrowing of
all kinds of wage differentials. On the other hand, as the
coverage it offered against inflation was rather high,
whether negotiated or unilaterally put into action by
management, there was little room left for wage policies
aimed at combatting the squeeze of pay differentials and
stimulating changes in labour organisation, and thereby
leading to productivity improvements.3

In the years that followed, a macro-economic policy of
keeping the exchange rate fixed with regard to the other
EMS countries, coupled with financial support for management
programs aimed at increasing the flexibility of the  cost
of labour, especially regarding the size of the workforce

3. See Marsden-Saunders (1981), especially pp. 190-199.



employed4, as well as fiscal incentives for investments and
a reasonably tight monetary policy5, provided both the
micro-economic incentives and the macro-economic framework
tg@ dinduce a fairly successful process of industrial
re-organization and economic expansion.

At the plant level, such a process entailed
widespread technological and organizational changes
involving an overall reduction of the number of employees,
as well as large-scale modifications of the composition and
the grades of workers, such as a large increase in the
proportion of non-manual workers and wide variations in the
skills required of manual workers. The focus of industrial
relations shifted rapidly from the national level to the
plant level.® At the national level, various attempts had
been made to move towards some form of an income policy
during the second half of the seventies, although with
little success. The stickiness of Italian pay structures
also came under pressure as a consequence of such changes.
As far as the pay structure 1is concerned,’ a basic conflict
arose between management and shop stewards. Both sides were
aware of the need to increase wage differences and to
increase the wage share negotiated at the company level.”
However, the means by which both endeavoured to achieve
these goals were just the opposite. Management would have
liked to gain flexibility by de-regulating the system of
rules previously negotiated and by running individual wage
policies through merit-based rewards, bonuses and a greater
recourse to overtime practices, while deferring to the
future the definition of new systems of skill-grading for
workers. Union representatives aimed at conducting all
negotiations back to the already existing grade structure,
changing it occasionally, if necessary, by establishing new

4. Described in Ministero del Lavoro (1985 and 1989).
5. The set of instruments used and the overall workings
of the Italian economy induced by this policy model,

are examined in Giavazzi and Spaventa (1989).

6. See Regini (1983 and 1988).



rules to substitute the obsolete ones and to make
adjustments for the changes in work organization, but
always through collective agreements.

One indication of the difficulties encountered by wage-
fixing at the plant level was the sharp reduction in '"wage
drift"’ in the early part of the decade. Data on the pay
structure that are sufficiently detailed to permit
distinctions among the different sources of wage drift, are
only available for one region, Lombardy. However, this
region has the largest number of industrial establishments
in the country. Moreover, according to the evidence
collected by some studies, the general evolution of the wage
drift in the rest of the country does not seem to have been
qualitatively dissimilar, albeit of different dimensions.8
Hence, the examination of these data is a convenient
departure point for our analysis.

In Table 1.1 the percentage of annual average earnings
gained by workers above the minima which are determined by
national collective agreements is recorded for manual and
non-manual workers in the four main industrial sectors. The
sources of wage drift are specified as derived from
collective” negotiation at the plant or company level and
those derived from unilateral concessions from management.
Four dates have been considered; they correspond to the
traditional phases of the Italian system of ‘industrial
relations and pay fixing: April 1975, October 1979, April
1984 and October 1988.°7 The first date corresponds to the
7. In this paper we define "wage drift" (following Hicks,
1965, page 318) as all sources of wage increases determined
at the company level, through both collective negotiation
and unilateral concessions.

8. Similar observations regarding the general evolution of
the wage drift are made in two studies carried out in
Emilia-Romagna and Piedmont by Ires CGIL Emilia-Romagna
(1984) and Valvo (1986).

9. The choice of months was limited by the availability of
data. In fact, data collection was carried out twice a year,
in the months of April and October.



enactment of the flat rate indexation mechanism ("scala
mobile"). The second date corresponds to the enforcement of
national agreements in the main industrial sectors, which
were reached during a period of cyclical recovery but at the
very beginning of the phase of industrial re-organisation
that led to a massive reduction of employment, as well as to
sweeping changes in work organization. The third date marks
the end of the most severe phase of production stagnation
and employment reduction and the beginning of an expansion
phase for Italian industry during which both production and
profits increased substantially. The fourth date corresponds
to the period in which there was a rise in 1local
agreements. During this period there was a strong recovery
after four years characterized by extremely high rates of
productivity growth:on the average, 5% per year for Italian
industry overall. The trend in the amount of wages and
salaries bargained for at the company level is evident. In
1975; a large amount of the pay (on the average, about 30%
of annual earnings) was fixed through decentralised
agreements in the metal and chemical industries. Most of it
was due to collective bargaining at the company level, while
unilateral concessions for manual workers were of a much
smaller scope and, even for non-manual workers, unilateral
concessions proved to be 1less decisive than local
bargaining. The wage drift decreased substantially from 1975
to 1979, with some exceptions in the textile industry, where
the wage drift in 1975 had been smaller than elsewhere. From
1979 to 1984, the percentage of pay negotiated at the
company level continued to decrease and even more sharply
than in the previous period. Therefore, this decrease almost
exclusively affected the weight of local negotiations,
whereas unilateral concessions took the lead in determining
wage drift. There is a clear indication of a general
recovery of the importance of local negotiations in pay
determination from 1984 onwards. In three out of the four
sectors, wage drift exceeded the levels recorded in 1979.10
Substantial differences from the previous situation as to
the composition of wage drift also requires further comment.
10. Once again, the textile industry was the exception,
due to the depressed situation this industry faced
throughout the eighties.



First of all, among non-manual workers, the percentage of
locally-determined pay items returned to levels near or even
highef\than the 1975 levels, whereas the earnings of manual
workers continued to be determined more by national
agreements than in the seventies. Secondly, the increase
for non-manual workers mainly consisted of unilateral
concessions from firm management. On the contrary, the
percentage of the pay items granted by firm management to
manual workers without collective negotiations continued to
decrease.ll

The increasing importance of company and plant levels of
wage determination is demonstrated by the calculation of the
sources of wage increases in the four periods indicated
above. The results for metal and mechanical workers are
recorded in Table 1.2.12 The changes in wage composition
11. Furthermore, most empirical surveys stress that some
relevant changes in the pay strategies of the firms started
to occur in the first half of the eighties. On the one hand,
the decreasing importance of piece-work: Bianchi and
Martinelli (1980) found that rather high percentages of
workers in Italian industry in the second half of the
seventies were still being paid partly on a piece-work
basis, .although mostly based on group rather than individual
performance. A few years later, FLM Lombardia (1982) and
Osservatorio Cesos (1985) found much lower percentages of
firms resorting to this pay system and of workers paid
according to it. Micheli(1985), Cella (1989) and Della Rocca
(1991) have examined the reasons for the loss of importance
of piece-work in Italy. On the other hand, the same surveys
indicate that the number of firms offering attendance
premiums increased (although the values of such premiums
usually remained 1low), as did the number of firms and
workers involved in local bargaining for wage allowances
aimed at rewarding unsatisfactory time-schedules (night
work, holiday work, and so on), at levels well above those
already established by national collective agreements. (See
FIM Milano(1981) and the 107th monographic issue of the
review "Quaderni di Rassegna Sindacale" (March-April 1984)
on "I1 salario nella contrattazione").

12. As the above-mentioned lack of detailed data relative
to the other industries for 1984, excludes the possibility
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and the sources of such changes - national agreements, the
indexation mechanism, unilateral concessions made by firms,
collective bargaining at the company and plant levels - are
highlighted by this analysis. For instance, it indicates
that more than 40% of the overall increases in wages and
salaries obtained by workers from April 1984 to October 1988
was determined at the company level. For non-manual workers,
wage drift was responsible for over 50% of the wage and
salary increases. Unilateral concessions and individual
bargaining were more important for this category of workers
than local union negotiation, although not as overwhelmingly
as in the previous period. Among manual workers, wage drift

was still relevant, but entirely due to collective
negotiations at the company level. This estimation thus
indicates that not only had the company level of wage

determination become increasingly important during the
eighties, but also that local negotiation had recovered 1in
the second half of the decade from the loss of importance
suffered in the first half.l13

of carrying out separate calculations relative to the two
periods 1979-1984 and 1984-1988. The estimation has only
been calculated for the metal and mechanical industries.

13. Other studies indicate that unilateral concessions made
by firms in the eighties concerned only the higher grades of
non-manual workers and did not spread significantly to other
categories of workers. Therefore, it should be noted that a
further source of wage drift, namely the practice of
upgrading workers to grant them wage increases, was very
important throughout the period under examination.
Biagioli(1985 and 1989) provides more detailed analyses and
estimations of the weight and the size of the various
sources of wage drift. See also Biagioli (1990) for a more
thorough examination of the evolution of the Italian wage
structure during the eighties.
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1.2 - The Appearance of Employee Participation Schemes in
Enterprise Results.

The most significant change that occurred in the 1988-
1989 round of local pay settlements was the appearance of
pay items 1linked either to the production levels or the
financial results obtained by firms.1? In evaluating their
impact on pay determination processes, some observations
should be made to understand the role of this innovation in
wage determination in the evolution of local negotiation.
The importance of these premiums is mainly due to their
gqualitative aspects, namely the links between the new wage
determination systems and the organization of labour, as
well as the evolution of industrial relations at the company
level. These 1links were sometimes provided for in the
settlements, but more often they were only anticipated, as
their definition was postponed by the agreement to a future
date following a period of experimentation with the new pay
item. However, the amount of pay obtainable by workers
through these premiums was, in several cases, rather low and
in others, highly uncertain, as we shall see later.

Premiums 1linking wages to some indicators of firm
performance are not entirely new to the Italian experience,
at least as far as production bonuses are concerned. In the
sixties, such bonuses were indeed much more widespread, and
14. Other plans had been developed for worker participation
in enterprise results around the mid-eighties. On the one
hand, merit-pay linked to the results of the firms was
introduced for managers and the high ranks of staff members
(See Hay, 1991). On the other hand, shares at favourable
terms were offered by several enterprises to their employees
in 1986 and 1987, two years during which the Italian stock
exchange experienced a sudden upward swing. Thirty Italian
enterprises quoted on the stock exchange made such offers
between 1981 and 1987, raising about 6.9% of the total
capital collected through public offers. (See Cesarini,
1987, and Uvalic, 1990).
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their percentage of the total pay was greater. During the
seventies, they were less capable of motivating workers to
increase production, as the amount was no longer related to
production results on an individual or gggpp‘basis. They had
become a fixed pay item equal for all plant workers, with
occasional differences allowed for grade, but not for the
results achieved. During the first half of the eighties,
these bonuses decreased sharply, both in real terms and as a
percentage of total pay. The attempt to devise, albeit
informally, new procedures and organisms aimed at
discussing, and possibly solving, problems that could
occasionally prevent the productivity performances of the
firm from improving represents a novelty in recent
negotiations at the firm level. In this sense these schemes
are a completely new experience in Italy.

"In the introduction we mentioned the roles played by
technological and organizational innovations and the
influence of the uncertainty arising from increasing
international competition in inducing firms to propose
changes in wage determination processes. However, the
"permissive" role played by an increasing "ability to pay"
on the part of Italian companies15 and the decreasing
coverage of the indexation mechanism - both starting in 1983
and developing in subsequent years - should also be given
emphasis.” The net profits of large Italian private companies
(whose budgets are examined annually by Mediobanca) suddenly
grew from a situation of overall loss in 1982 to a low
positive level of 582.8 billion lire (equal to 0.38% of
total sales), 2440.7 billjon (1.41% of total sales) in 1984
and 4170.5 (2.15%) in 1985. They continued to increase in
subsequent years, both as total values and in proportion to
total sales, reaching 9237.6 billion (3.75% of total sales)
in 1989. (Mediobanca, 1991, pp. 32-34).

15. Costa (1991, Chapter 12) maintains that this was the
main "cause" of the development of such schemes. Danieli
and Ghidoni (1991) show that even in co-operatives such
schemes developed after profits started to increase, a few
years later than in private companies.



The private companies in which schemes providing for
financial participation of workers in enterprise results
were implemented towards the end of the eighties show some
common characteristics that might He used to portray a prima
facie picture of them: (1) greater-than-average activity in
international markets;1® (2) larger than average size,
whatever measure of size is used; (3) some of the smallest
among them had passed through a crisis phase and overcame it
by developing more co-operative attitudes in 1local
bargaining;17 (4) more gquality-oriented competitive
strategies than their domestic competitors (Cossentino and
Prosperetti, 1991, p. 37); (5) finally, before implementing
the scheme, they had often introduced more widespread use of
local bargaining practices18 than was common at the time.

One characteristic of the recent Italian experience with
financial participation that is worthwhile to stress is
that, unlike the experiences of other countries, in Italy
such plans developed during a phase of strong cyclical
expansion of the economy. This suggests that among the
reasons for their expansion, the possible reduction of
marginal wages, on which the theoretical literature insists
so much, had little, if any importance. The wage flexibility
provided for by these schemes was probably sought by firms
16. We are not referring here to the expansion of such
schemes in the trade and catering sector, which occurred
in the first half of the decade, and was due to a different
set of causes.

17. This was the case for several small textile firms that
were very much dependent on exports. A prime example of this
kind of experience 1is Eurojersey. (See Fasoli, 1989).
Danieli and Ghidoni (1991, p. 52) remark that in 20 out of
the 27 cases of co-operative firms experimenting schemes of
financial participation of employees in enterprise results
(many of which were of a small or medium size), such plans
were adopted during a period of decreasing capability to
compete.

18. This is also true for state-owned companies that have
enacted similar wage-fixing schemes.
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as a safeguard against a possible turn for the worse in the
economy. Therefore, it is likely that the main determinant
of the expansion of such schemes in Italy was the attempt to
improve productivitys @y enhancing more cooperative
strategies of human resources management, based on the
concession of individual bonuses by firms to workers,
through collective negotiation19 at the firm level.

Two further considerations suggest that the widespread
adoption of these agreements were motivated more by the
desire of firms to improve productivity than to their
willingness to increase wage flexibility. On the one hand,
these agreements were settled after a boom in investmentszo,
which makes it more 1likely that firms were trying to
encourage more cooperative attitudes in workers in order to
fully exploit the gains in productivity made possible by
technological advances incorporated in new equipment through
adequate human resources management policies. On the other
hand, contrary to what has occurred in other countries, no
public support of any sort has been provided by Italian
policy-makers for the firms entering into these agreements,
in view of their supposed macro-economic effects on
unemployment. Hence, they should have been profitable for
both contracting parties, which usually does not occur in
the case of profit-sharing plans aimed only at providing
wage flexibility.21

19. This conclusion 1is reached by several studies:
Della Rocca and Ponzellini (1987), Danieli and Ghidoni
(1990), Cossentino and Prosperetti(1991) and Biagioli and
Cardinaleschi (1991b), Costa (1991) and Uvalic (1990), among
others.

20. This testifies to the fact that possible discouraging
effects of such schemes on investments, are more limited

than those postulated in the theoretical literature.

21. According to the view expressed by Weitzman (1984). For
a review of this point, see Estrin-Wadhawani (1989).
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In a wider framework that includes sociological as well
as economic considerations, Santi (1989) maintains that the
main reason for the growth of the Italian experience with
non-traditional é¥eward systems was the crisis of the systen
of industrial relations organized at the national level in
the first half of the eighties. In this perspective, non-
traditional reward systems should be regarded as the main
institutional feature through which local bargaining is
gaining ground under conditions of greater instability with
regard to market competition and to the technological and
organizational changes required of firms to keep pace with
foreign competition. It is likely that they will become more
and more important as human resources management policies
become a decisive element for the improvement of the
competitive positions of firms.

16



2. EXTENT AND TYPES OF SCHEMES. .

2.1 - Extent.

As for the number of company-union agreements containing
schemes for the financial participation of employees in
enterprise results, no collection or estimate of these data
have been made by official statistical institutes in Italy.
Two teams of researchers have tried to fill this gap. The
first (Del Boca and Prosperetti and Cossentino, 1989;
Cossentino and Prosperetti, 1991) examines gain- and
profit-sharing schemes, after having collected information
from financial newspapers on the employee financial
participation plans settled. Their studies also present a
survey of those firms, conducted by questionnaire to
investigate the schemes adopted. The second research team
(Biagioli, 1990; Biagioli and Cardinaleschi, 1991) is
primarily focused on the examination of "non-traditional"
pay schemes in company agreements. Their studies were
carried out by requesting the texts of the agreements from
local unions, examining their characteristics and, when
necessary, interviewing firm and union representatives.

The number of employees involved in financial
participation schemes from 1984 to 1989 (shown in Figure 1)
was determined by the first team of researchers. Prior to
1988, only 28 gain-sharing agreements had been settled,
involving no more than 150,000 workers. Furthermore, more
than one third of these agreements had been signed in
state-controlled firms and there was an almost similar
percentage of such agreements in the marketable services
sector. In 1988, several agreements were settled through
local bargaining and included some of the most important
private firms in Italy. According to the same authors, the
number of plans had risen to 128 by the @nd of 1989 and the
estimated number of workers involved had reached 680,179.22
22. It has been estimated (Cossentino and Prosperetti, 1991,
p. 51) that at present 30% of the workers employed in large
and medium-sized Italian companies are irnvolved in financial

17



A breakdown by sector and industry is shown in Table 2.1. It
should be noted that in 1989, state-owned company employees
still made up more than half (53.5%) of the employees
covered by financial participation plans (Cossentino and
Prosperetti, 1991, pp. 28-31). Using a wider definition of
the phenomenon than the one adopted in the previous study,
Biagioli and Cardinaleschi (1991a) found that as of April
1989, 264 local agreements included some kind of financial
participation of employees in enterprise results. In 98 of
the latter agreements, budget indicators were adopted,
either alone or in combination with other indicators, to
compute the premium; surely these are also profit-sharing
plans.23 In 48 cases, the agreements provided for the
distribution of lump-sum bonuses and assigned the task of
defining and experimenting a gain- or profit-sharing plan to
newly constituted commissions composed of firm and union
representatives (sometimes with the participation of
external experts). The remaining 118 agreements defined
variable pay-items linked to indicators of the quantity
and/or the quality of the products manufactured. For the
time being, they may be regarded as a cross between
traditional production bonuses and gain-sharing plans. The
next round of “local wage bargaining will tell us whether
they will tend towards the former or the latter type.24 The
collection of plans in both studies may be incomplete, in
which case the real extent of the phenomenon may have been
underestimated. However, given the great deal of interest
the subject has aroused, one may be fairly confident that
the possible underestimation is of a limited amount.

participation in enterprise results schemes.

23. When the indicator 'total sales" is used, they might as
well be considered gain-sharing plans.

24. A more thorough analysis of this point may be found in
Biagioli and Cardinaleschi (1991a, Chapter 4).
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2.2 - Types of Schemes.

The main distinctive feature of the Italian experience of
financial participation pay schemes is the wide variety of
formulas adopted for determining the variable component of
pay. There are two explanations for this. On the one hand,
these plans developed as changes in bargaining practices
required by changes in production and labour organization.
Hence, the formulas used usually reflect the experience of
the individual enterprise. Often, the indicators adopted aim
at solving specific bottlenecks that had appeared in the
process of production re-organization. In such cases,
indicators such as quality control results, the amount of
products rejected, or part of them, the amount of input
saved, attendance records, and so on, are taken into
consideration in the determination of the bonus. On the
other hand, the appearance of such schemes is very recent.
Their application is still experimental, as stressed in
section four in the discussion of negotiation practices and
implementation.

In a situation such as this, a sharp distinction between
traditional and non-traditional aspects cannot be made as
both sum up to establish an experimental pay item, the
specific features of which are to be defined at a later date
(probably during a subsequent round of local negotiations).
The same is true of the common distinction between gain-
sharing plans (based on indicators of technological
productivity) and profit-sharing plans (based on indicators
of profitability). Several studies2® conclude that the trend
is towards the enforcement of "mixed" plans based on
formulas containing both types of indicators. The plans are
often "personalized" by the inclusion of the number of days
worked by individuals, and sometimes they include additional
indicators aimed at improving aspects of production quality
such as the ones referred to above. All these authors
25. Among others, Della Rocca and Ponzellini (1987),
Biagioli and cCardinaleschi (1991a), Cossentino and
Prosperetti (1991), Costa (1991), Uvalic (1990) and Danieli
and Ghidoni (1991).
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consider such plans to be more efficient in that they are
capable of adding the effect of enhancing the clan spirit
among workers to the stimulating effect of fixing production
targets. Thus they facilitate the ongoing changes in labour
organization and encourage the solution of the specific
bottlenecks existing in a firm (too high a number of pieces
rejected, too much input used, absenteeism, and so on).

The typology of the financial participation schemes is
shown in Table 2.2. The agreements, which were reached
through local negotiation, were collected and studied by
Biagioli and Cardinaleschi (1991a). Nine types of plans were
distinguished and recorded according to the year of
settlement. The nine types have been broken down on the
basis of the indicators used to compute the variable pay
item. The indicators are the following: (1) production
bonuses, based on indicators of the increase in the quantity
produced and/or in the level of productivity; (2) profit-
sharing plans, providing for bonuses linked to indicators of
the financial and budgetary performance of the firm; (3)
incentives aimed at reducing the time required to produce
the final product (hereafter called "time incentives"); (4)
lump sum payment bonuses; (5) schemes to be defined - both
(4) and (5) defer the definition of specific features of the
gain- or profit-sharing system, which are only foreseen in
the agreement, to future negotiations; (6) piece-work
systems, considered here only when "non-traditional" aspects
are present, which greatly reduces the number of such
systems examined in this study. (The same holds true for
production bonuses); (7) bonuses whose payment is based on
product or product-part indicators for individual workers or
small groups of workers; (8) attendance premiums; (9) mixed
systems, in which different types of indicators are
considered jointly.

Two indications clearly emerge from the evidence
recorded. On the one hand, very few financial participation
plans were enacted before 1988%°. After this date they
26. Moreover, among the few financial pe-ticipation schemes
settled in this period, we find some prcfit-sharing schemes
agreed upon in the "retail trade" and "restoration® sectors,
providing for bonuses computed on th: basis of either
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increased suddenly. On the other hand, some of the pay
items contained in the agreements collected are still very
similar to "traditional" pay items. This is true for
ﬁﬁp§oduction bonuses, piece~work systems and attendance
premiums, although they contain some "non-traditional"
elements, such as the ones listed previously and the
provision for pay bonuses to reward various forms of
flexibility in work schedules?’. According to Biagioli and
Cardinaleschi (1991b), in 118 out of the 264 plans they
examined, the weight of traditional elements still prevailed
over that of the new elements. Only 98 local agreements
contained genuinely "non-traditional" reward systems, most
of which provided for pay items based on budgetary
indicators (55 gain- and profit-sharing schemes plus 24
"mixed cases", 1in which both budgetary and quantitative
indicators were considered jointly). The remaining 18
agreements postponed the precise definition of a reward
scheme to future negotiations. These latter agreements left
the scheme outlined roughly, and on occasion, reduced it to
a lump sum pay bonus. They usually provided for the
establishment of joint commissions made up of both firm and
union representatives to examine the effects of
technological and organizational changes on productivity and
work organization, and to indicate future goals.
overall sales or gains. Therefore, in these sectors, sales
and gains are more an indicator of the services produced
than an indicator of profits. Hence, these bonuses are to be
considered mainly as attempts to introduce the logic of
traditional incentive schemes into these sectors than as
radical changes from past experience.

27. This 1is common practice especially in the textile
industry.

28. Other studies have found similar results using
different typologies.

The one carried out by Cossentino and Prosperetti (1991,
pp. 30-33) reports that among the 128 gain- or profit-
sharing schemes they examined, 37 were based only on
technological productivity indicators, 29 on productivity
and "quality" indicators, 10 included lump-sum bonuses and
“provided for the postponement of the precise definition of
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The same typology has been broken down in Table 2.3 by
economic activity and in Table 2.4 the frequencies of the
specific indicators are recorded in a more detailed manner,
that is, the budgetary indicators have been specified with
consideration of all the indicators present in the
agreements. As most of the plans provide more than one
indicator, the sum of the number of indicators is higher
than the number of plans examined. More specifically, the
table also reports the frequencies of the plans in which
only one indicator is used to compute the variable pay item
and of the plans in which more indicators are used. The
latter plans largely prevail: 70.8% of the schemes employed
more than one indicator. It should also be noted that only
216 of the 264 agreements examined here are based on one or
more. specific indicators. The remaining 48 postpone to a
future date the precise indication of the mechanism intended
to make wages dependent upon the firms economic results.
After eliminating the latter plans, the number of indicators
contained in the remaining plans were also recorded: on the
average plans with more than one indicator contain more than
three indicators.

the pay item to the future, and 52 agreements contained
budgetary indicators, 21 of which added to "quantity" and
"quality" indicators.

Danieli and Ghidoni (1991, p. 30) found that in the sample
of co-operatives they studied, 12 out of 27 schemes were
based on.budgetary indicators, whereas only 5 were based on
guantity indicators and 10 combined indicators of the
quantity produced and of the profitability achieved.
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2.3 - Amounts and Pay Flexibility.

~

The amount resulting from variable pay items and the wage
flexibility they offer were estimated in two ways: through
ex ante estimations of the minimum and maximum values
provided by the financial participation schemes and through
empirical surveys of the amounts actually distributed.

Using the first method, estimations of the incidence of
these bonuses on the "base pay" established by the national
agreements for each economic sector (including "scala
mobile" indexation) were calculated. They are reported in
Table 2.5 as averages by industry for the grades most
commonly referred to in the agreements. Both the minimum and
the maximum amounts provided for by the agreements have been
included. These estimates should be considered with much
caution. First of all, one should keep in mind the lack of
homogeneity of the initial data on which the averages are
based. As for the minimum values, sometimes they are granted
in any case, but sometimes payment is dependent upon the
achievement of some threshold of the indicator and the
threshold may be very easy or very difficult to reach.
However, the averages of the minimum values are sufficiently
significant. Moving on to the maximum values, the
dishomogeneity increases, as does the uncertainty of
calculating their averages. These values often refer to the
last year of the agreement's wvalidity (in which case,
dividing them by the present value of the "national minimum
wage" would lead to an overestimation of their incidence);
however, this is not always the case. In several cases, the
maximum values indicated in the agreement are purely
theoretical, as the target required to obtain them is so
high that payment becomes very unlikely, or virtually
impossible. Although they are subject to all the provisos
mentioned previously, these values can provide a prima facie
estimation of the weight of these pay items. The averages of
the maximum values ranged between percentages of 4.5% (for
the food industry) and 8.3% (for chemical firms) of the
national base pay, whereas minimum values ranged from 2.8%
to 5.1% (same industries) - percentages which are far from
being insignificant.
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Therefore, substantial differences exist among firms,
which. decreases the significance of the averages. A more
useful indicator of the importance of non-traditional reward
systems may thus consist in the number of agreements in
which the bonuses are rather high. The number of agreements
in which the minimum and maximum total values exceed one and
two million lire per year respectively, are thus reported in
Table 2.5.29 Although the number of agreements providing for
bonuses of more than one million lire was rather high - 43
when minima were considered, 96 when maxima were examined -
and in several cases, very high amounts (in a few cases,
even much more than 2 million)30 may be reached, it is not
easy to answer the major question usually raised with
reference to this subject: how much wage flexibility do they
provide for? The situations we have examined are far from
being homogeneous in this respect. In some cases, the minima
are granted whatever economic results are achieved by the
firm. In other cases, even the minima are subject to the
attainment of targets, some of which are difficult to reach.
The improbability that most maxima could be actually reached
has already been outlined. Hence, both the minimum amount
and the probable fluctuations of the premiums cannot be
assessed in a general way. However, in the majority of cases
the minimum values are granted and the difference between
maxima and minima could be regarded as a prima facie
estimation of the possible range of fluctuation of the

29. As the minima in the national agreements for the grades
rferred to in local settlements, range between 16 and 17.5
million lire per year, a premium of one million per year
increases pay by about 6%, a rather substantial per-
centage for a new pay item obtained through 1local
bargaining.

30. It is somewhat surprising that several agreements with
premiums of more than two million lire per year have been
settled in service firms, a sector usually characterized by
comparatively low wages. Therefore, a closer examination of
such agreements suggests that the conditions for the maximum
'levels established are very rigid and unlikely to occur.
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bonuses. This suggests that the actually variable part of
the pay provided for by these agreements, ranges from 2 to
3% of total pay.31

—or
v

PEY
As to the amounts actually distributed, a recent survey
carried out by the Hay Group (1992)32 found the variable
part of the salaries obtained by non-manual workers in a
group of large firms to have increased throughout the
eighties. In 1991, it amounted to 4% of total pay for

medium-level non-manual workers (it was 3.2% in 1988), 5.2%
for high-level non-manual workers (4.3% in 1988), 5.2% for

staff members (9.4% in 1988) and 12% for managers (12.7% in
1988). A comparison with data collected in other European
countries showed that these shares are similar to those
obtained by similar workers in France and Spain, higher than
in Belgium, the United Kingdom and Netherlands, and lower
than the amounts obtained by German workers. The survey
included both financial participation schemes, provided for
by local collective agreements, and merit pay schemes
offered by firms outside collective bargaining. Hence, the
Hay Group data are not comparable with the theoretical
estimates reported above.

31. Cossentino and Prosperetti (1991, p. 34) estimate the
"actually variable" share of pay in their sample to be
2.88%.

32. The data quoted are from page 56. See also the comment
by F. Rossi.

25



3. THE POSITIONS OF SOCIAL AND POLITICAL PROTAGONISTS.”
PEE

Financial participation schemes were proposed by
employers as an answer to trade unions requests for higher
fixed wages. At first, trade unions opposed the proposals
for variable pay items, in some cases fiercely, as was the
case for Fiat, the largest private company in Italy. In Fiat
plants Fiom-Cgil, the main union, refused for months to sign
an agreement that had already been accepted by other trade
unions. In most firms union opposition took the form of
bargaining over a large part of the premium to be considered
as fixed, though (as already noted in section 2.3) wage
flexibility was accepted. The result of this opposition was
that the real wage flexibility provided for by the schemes
was rather low.

Subsequently, the views of social protagonists changed,
albeit slowly and not uniformily.

In Italy, collective negotiation at the company level is
rather widespread, and most schemes offered trade unions
occasions for obtaining further information on company
programs. There was then more room for plant-level
negotiations and union involvement in the implementation of
the schemes. Evidence was also emerging to show that in many
cases financial participation schemes had expanded from
experiences of local bargaining concerning how to cope with
the effects of the previous recession, through a combination
of measures aimed at increasing both the flexibility and
productivity which the particular financial participation
scheme adopted was in a sense the result of.33 Moreover, the
most controversial case of financial participation, at Fiat,
was being developed from an initial offer of a lump sum
bonus into a more participatory scheme’4 while, since the
end of 1990, other fields for local bargaining were opening

33. We shall refer to some of these cases in section 4.2.

34. Also examined in section 4.2.
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up, that is training programs and technological innovations.

The changes in the attitudes of plant-level trade unions
were followed by the insertion of an article in the national
contract for bank workers providing for the establishment of
a bonus based on the increase of company productivity (see
Di Mauro, 1991). Finally, the program prepared at the 12th
Congress of the C.G.I.L. indicated in the expansion of
"forms of codetermination" one of the main instruments to
achieve the "primary political target of bringing out and
humanizing work conditions". (CGIL, 1991, chapter 4, page
12). The other two major trade unions, CISL and UIL, had
never opposed financial participation, and have not changed
their attitudes.

A survey carried out by Cossentino and Prosperetti
(1990), found that a large majority of the employers of
firms in which financial participation schemes had been
implemented gave a positive evaluation of the results
obtained through their implementation.35 On the contrary,
the official opinion of entrepreneurs' associations on
financial participation has started to cool down as the
economic situation of the Italian economy started to
deteriorate in the second half of 1990. However, this change
of opinion 1is probably a reflection which mirrors the
request of reducing the 1levels of wage negotiation
Confindustria is making at the trilateral discussion we
already mentioned in the introduction.

35. See section 4.2.
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4. SOCIAL AND ECONOMIC EFFECTS.

Throughout this paper we have discussed several reasons
why the Italian experience with variable pay items,
involving the financial participation of employees in
enterprise results, developed as a part of the change in
bargaining practices (characterized by the increasing
decentralization of wage determination processes). The
Italian experience took place as a consequence of the need
for labour re-organization induced by the development of
re-organization processes based on the application of
micro-electronics to production, administration and
organization activities of enterprises. During the eighties,
most of the industries involved in these pay schemes faced
conditions of strong international competition and were
moving towards total-quality strategies, requiring
increasing degrees of integration among the various sectors
of an enterprise's activity. In these situations, a primary
goal of human resources management strategies is to induce
workers to take on more participatory and co-operative
attitudes. Financial participation may help to achieve this
target. The types of plans more apt to do this seem to bea
those of a "mixed type", based on formulas combining
indicators that take into account improvements in
productivity and the quality of the product, as well as
enterprise profitability.36 The picture emerging from this
outline of the Italian experience with its typical financial
participation schemes only vaguely sketched explains how
such schemes could have emerged within the private sector of
the economy without resorting to any government funding.
Hence, a two-way link between financial participation and
productivity should be assessed, whereas the search for wage
flexibility, at least as an attempt to decrease marginal
labour costs, does not seem to have been important.37 In
36. This conclusion is outlined by both Biagioli and
Cardinaleschi (1991b) and Cossentino and Prosperetti (1990).

37. It might well be that firms consider the wage flexibili-
ty provided for by these schemes as a remedy, in case the

economic situation worsens in the future, but this would
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fact, Cossentino and Prosperetti (1990) found that almost
90% of the employers they interviewed thought that the
implémentation of financial participation schemes had led to
increased productivity (page 43), while only slightly more
than 40% of them concluded that financial participation had
increased wage flexibility. Moreover, more than 60% of the
same employers thought that the schemes had led to positive
effects on the quality of the goods produced and a nearly
equal percentage thought that financial participation had
been a useful device for incentivating workers and reducing
conflicts.

As yet, there is no quantitative evidence available on
the economic effects of financial participation. However,
studies on the changes in negotiation methods and the likely
effects of these schemes on industrial relations are being
conducted, based on the analysis of the specific agreements.
We shall thus start our investigation of the effects of
financial participation with a short review of the aspects
reclated to industrial relations (section 4.1), followed by a
brief account on how these schemes have functioned in a few
cases, with the aim of suggesting some hypotheses for future
investigation (section 4.2).

4.1 - Negotiation M=zthods and Effects on Industrial
Relations.

We have already mentioned that in 1Italy financial
participation schemes emerged as a part of the
decentralization of bargaining negotiations at the company
level and that in most cases, their implementation was
regarded as experimental by both firms and unions. The
methods of computing, distributing and negotiating them are
indicative of the differences between the new pay schemes
and both the traditional pay items aimed at boosting work

represent a different kind of wage flexibility than the one
advocated by Weitzman (1984).
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efforts at the 1local level (piece-work systems) and the
fixed ""production bonuses" that were negotiated at the
company level in the seventies and early eighties.

FE

As for the methods used to distribute these premia (Table

4.1), the most common distribution is 1linked to target
achievement (35.7%). On the contrary, payment on an

individual basis 1is foreseen in only 17.5% of the
agreements, and includes reference to attendance (especially
in the food industry). Lump-sum payments (19.7%) and
distribution according to the professional grade of
employees (15.6%) are less frequent.

Most schemes (55.1% of those examined by Biagioli and
Cardinaleschi, 199l1a) are computed on overall results of the
enterprise (Table 4.2). Very few are based only on
individual performances (13.5%, usually 1linked to
attehdance), or on performances relative to departments
(18.5%). The remalining 12.9% are differentiated according to
establishments. Calculation and payment of the premia
usually take place annually (in 65.3% of the agreements
containing this specification) and, 1less frequently on a
monthly basis (18.8%). Monthly payment 1is particularly
frequent among chemical firms. In several textile firms (25%
of the total), semi-annual payments have been adopted. (See
Biagioli and Cardinaleschi, 1991a, Table 5.5, page 85).

Therefore, in about 40% of the agreements, no terms are
provided for a bonus calculation and payment schedule.
Although most of these agreements are also the ones that
postpone the precise definition of the features of the new
pay item to the future, such a high percentage of
unspecified terms should not be underestimated, nor should
one overlook the fact that in a nearly equal percentage of
agreements no procedure is outlined for the joint evaluation
of the functioning of the new incentive scheme. These
factors and the many others mentioned previously concerhning
the vagueness of these bonuses, suggest that most of these
agreenments should be considered as indications (or perhaps,
declarations of intent) that both management and unions want
to move towards more co-operative systems of industrial
relations than the ones inmplemented in recent vyears.
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However, at the same time, both parties are being very
careful not to bind themselves to rules that are too
stringent, prefering to experiment with new pay items38
without precisely indicating the new order of s#ules that
future bargaining should settle. The risk of such pragmatic
local bargaining is that, as soon as Italian economic
expansion reverses, conflict will again prevail over
co-operation.

Although the new order of rules for more co-operative
industrial relations is only implicit, if not lacking, many
of the agreements provide procedures for the constitution
and functioning of the joint commissions of firm and union
representatives (37.9% of the agreements) and in several
cases, outside experts are included (Table 4.3). The purpose
of the commissions is to define and calculate the bonus, and
in several cases, to evaluate the factors hindering target
achievement and ways to eliminate them. In the Italian
experience, starting from the second half of the seventies,
there have been widespread attempts by the unions to obtain
the right to be informed at the establishment level of the
results achieved by the firm and the strategies implemented
by management. Although this development has been hampered
by the deterioration of the economic situation and of
industrial relations which occurred in the first half of the
eighties, the national agreements in various industrial
sectors contain norms for the provision of several types of
information from management to shop-stewards, and local
agreements have often extended the range of this "right to
information" and provided procedures for the periodic
discussion of such information. For example, in almost all
the firms examined by Biagioli and Cardinaleschi (1991a),
information on work organization is foreseen and in more
than one third of them, information is usually provided on
the investment programs of the enterprise and their expected
effects on employment, workers' skills and grades. The
constituticon of such commissions is a further step towards

38. See Regalia (1989), for an examination of other aspects
of recent local bargaining, the conclusions of which are
similar to the ones stressed here.
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the development of forms of codetermination and co-operative
practices aimed at improving labour productivity. Financial

participation schemes may help to strenghthen this trend.3°
e
4.2 - Economic effects and raison d'étre of financial

participation in some individual cases.

We hope the cases reported in this paragraph provide an
idea of the mixture of flexibility and reorganisation
programs leading to increased productivity, and improved
industrial relations, through collective bargaining, in the
companies that have implemented financial participation
schemes. These cases are also demonstrative of some of the
micro-economic effects of financial participation schemes
and indicative of the difficulties such plans are presently
encountering due to the slump in the Italian economy. Table
4.4 outlines the most relevant characteristics and effects
of the seven cases.

a) Olivetti: A profit-sharing experience.

The agreement settled between Olivetti and local trade
unions on the 20th of November 1988 was a typical profit-
sharing scheme. The "competition premium" (this is the name
of the bonus) was based on the formula:

Premium = (I, - 6) . 0.25 . MP

with I.= (S/Rnc) . 100
32. Both Danieli and Ghidoni (1990) and Biagioli and
Ccardinaleschi (1991b) single out several factors suggesting
that a "virtuous circuit" connecting financial participation
and productivity, comes into operation 1in the most
successful experiences.
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where I, 1is the competition _premium, S the gross
operating surplus, consolidated#¥for the whole group;40 Rnc
consolidated total sales, MP the maximum amount of the

premium (obtained for a S/Rnc ratio of 10%).

The premium was due to be distributed to all workers
according to their grades41 and started at a S8/Rnc ratio
of 6%. A fixed part was indicated and the variable premium
was complemented by the increase of the traditional, fixed
production bonus.

Olivetti has traditionally had a highly coparticipated
system of industrial relations at the company 1level:
consultation and sharing information with trade unions were
customary procedures at the company. Nevertheless,
profitability suddenly decreased: gross operating surplus -
which had reached levels of 12 and 10% of total sales in
1984 and 1985 - decreased to 4.6% in 1987 and 4.8% in 1988.
In 1989, an average premium of 1.25 million lire per worker
was distributed, but in the same year gross operating
surplus decreased from 406 to 382.4 billion lire (i.e., from
4.8 to 4.2 per cent of total sales) and the average premium
was reduced in 1990, to 0.8 million. In 1990, the economnic
situation of Olivetti worsened: gross operating surplus fell
to 271.7 billion lire (2.9% of total sales). The company cut
the average premium to 0.442 million?? and trade unions
cancelled their acceptance of the scheme.

40. Olivetti 1is one of the largest European groups
producing hardware and software, with total sales amounting
to over 9000 billion lire.

41. The scale of differentiation was the same as that in the
national contract for metal and mechanical workers.

42. It must be kept in mind that had the gross operating
surplus to total sales ratio reached 10%, the expected
maximum would have been around 3 million lire per worker.
Hence, the cut was considered to be tremendously drastic by
workers. -
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However, this story did not produce a break in industrial
relations at Olivetti. At the beginning of 1992, when the
company announced a sufstantial excess of workers with
respect to production requirements, an agreement was reached
by company management and trade unions to deal with the
situation without dismissing them. However, Olivetti
obtained a substantial financial support from the state and
some workers were transferred to the public sector and other
stabilizers were used.?3 It seems then that some effects on
reducing unemployment have been provided by this experience.
However, it is uncertain whether this is a result of the
wage flexibility provided for by the scheme or simply a
consequence of the financial support offered by the state
and of Olivetti's pre—-existing style in the management of
industrial relations and human resources.

) Fiat: a case of "iotal-quality"™ human resources
management.
To some extent, Fiat's experience44 has been the

opposite of Olivetti's. Fiat has always been regarded by
trade unions as one of their toughest opponents.
Nevertheless, the implementation of "total-quality" systems
of production organization - aimed at reducing the costs of
monitoring workers through the reduction of hierarchical
grades45 ~ has pushed management to stabilize the "variable®
43. Especially the possibility for workers to retire before
the age established by law without losing the right to the
full amount of the pension, as if they had worked until
retirement age.

44, Tt is well-known that Fiat is Italy's largest private
company. The Fiat conglemerate includes companies operating
in several sectors. Tha core of Fiat's business is the

production of automobiles.

45, Described in Cerruti-Rieser (1991) and Rieser (1991).
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premium, when facing a substantial decrease of profits.

A variable pay item was first included in an agreement
settled on July x8th 1988 by Fiat and two of the three trade
unions: Fim and Uilm. Fiom, the most representative union,
did not accept a premium consisting in a lump-sum for the
first year46 or the establishment of a commission to study
the implementation of a variable pay item. Nevertheless,
Fiom participated in the commission and one year later,
signed an agreement that established a "premium for group
perfornances" computed through the following formula:

P= 0.5 (SgN)n~1 + 0.2 (S[C)n_l + 0.2 (A(C)n_l + 0.1 (O[S)n_2
(S/N)p—o (S/C)p-2 (A/C) -y (0/S)n-1

where P is the premium, S total sales, N the number of
workers, A net total assets, C invested capital and 0
outlays ior repairs and replacements.

The premium was partly fixed (around two thirds of the
total) and partly variable. Its maximum amount was 1.560
million lire for the majority of workers (excluding the
highest grades).

The average amount distributed in 1989 was 1.3 million
lire. Despite a substantial drop in profits in the next two
years47 and a level of total sales growing by only 2% in
1990 and which remained almost unchanged in 1991, the
premium was maintained at amounts of 1.3 and 1.283 million
lire to avoid conflicts. In the meantime industrial
relations improved substantially, as local trade unions were
involved in the implementation of a massive training

46. Amcunting to one million lire per person for the vas™
majority of workers; 1.15 and 1.3 million per person for the
two highest grades of non-manual workers.

47. Net profits decreased from 4670 billion lire in 1989 to
1613 in 1990 and to 1100 million in 1991.
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program, in which almost all workers participated. The local
unions were also consulted on several substantial changes in
labour conditions, induced by technological innovations.
L
Fiat thus represents a case in which wage flexibility was
sacrificed by company management to gain workers' acceptance

of technological innovations and productivity requirements.

c) Ratti: a premium on quality and targets.

Ratti is a medium size company (about 1100 employees) in
which silk products are manufactured. In the mid-eighties,
production organization was rather out-dated and the wage
structure was characterized by lower wages lower than in
other similar companies nearby. This situation was
determining a high turnover rate. The company also based
wages on attendance premia.

An investment program was enacted around the mid-eighties
and a commission - made up of union officers, company
representatives and outside experts -~ was established to
manage human resources in the transition from the old to the
new organization of production and labour.

The commission suggested the establishment of a premium,
that was agreed upon in 1988. The formula was:

where P is the premium, T the ratio of theoretical to actual
production time (established by the commission for every
department) and Q an indicator of quality (in mosc:
departments, it was fixed according to the percentage of
rejections) .

The séheme was then based upon the fixing of the time
required to complete each phase of production. It worked
fairly well for improving productivity, profitability and
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wages. A major result obtained by the company in this period
was a substantial increase in exports. Net profits grew from
13040 (1987) to 25753 million lire (1989) and their ratio to
#otal sales increased from an already high 9.7% (1987) to
10.5% in 1989. The premium reached an average amount of
2.64 million lire per worker in 1990, and the turnover
started to decrease.

Starting from 1990 exports stopped growing and company

strategy changed once again. Investments were aimed at
improving distribution abroad and at acquiring foreign
companies. The commission was abolished; employment

increased, but hiring tended to favour young non-skilled
workers, and consequently rejections increased again. Net
profits remained high in 1990 (23114 million lire, 8.3% of
total sales) but decreased to about 15000 in 1991 (only 5.5%
of total sales). The premium remained more or less unchanged
in the first half of 1991 and started to decrease in the
second half of the year.

In this case, the favourable effects on productivity,
employment, profits and wages brought about by the
interaction of innovation, production changes and new human
resources management policies in the second half of the
eighties, risk sudden reversal by the change in company
strategy.

d) Other cases of premia based on targets and quality:
Italtel, Barilla and Parmalat.

Some other interesting examples of premiums based on the
achievement of targets and on quality improvement are the
premiums establisheded at Italte1,48 Barilla?? and
48. The premium is calculated on the basis of an average
value, consisting of an indicator of target achievement,
fixed for groups of workers and an indicator of gross
profits (the increase in the ratio between the value added
and labour costs) computed at the company level.
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Parmalat.so

More information on the three cases is provided in Table
4.4. The features of these cases are similar to those in the
case examined previously. On the one hand, the premiums
originate from attempts to connect human resources
management with production strategies. On the other hand,
they were settled in companies that had policies of
industrial relations based on worker participation and they
induced further forms of consultation and information
between management and trade unions.?1 Moreover, targets
were fixed at achievable levels and variable wages increased
along with productivity. In the case of Barilla, employment
levels also increased.

Our findings in these cases are similar to those found
for the first phase of the experience at Ratti. The attempt
to link together production and human resources management
by establishing financial participation schemes aimed at
notivating labour direct efforts to solving production
and/or organization problems, improves company performance.

49. The premium is computed according to a formula based on
three elements: a productivity indicator (either the change
of the number of products per hour or the number of pieces
rejected, according to departments), an indicator of quality
(also calculated separately in each department) and the
change of net operating surplus.

50. The premium is based upon the achievement of production
targets and on the percentage of pieces rejected, both
aifferentiated by department).

51. Moreover, a program aimed at eliminating discrimination

against women was also implemented at Italtel, and it
involved worker representatives in its enforcement.
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2) Eurojersey: a case of labour flexibility.

Eurojersey is a small textile industry, employing about
280 workers. In the early eighties, the company was under-
going a period of serious crisis and was about to go into
bankruptcy: total sales had decreased from 23.7 billion
lire in 1982 to 15 billion in 1984. Extensive labour
flexibility (overtime in periods of high demand, compensated
by subsequent reductions in work hours, job-sharing, night
shifts) increased capital utilization and doubled physical
productivity (number of looms attended by one worker) in
three years. In the meantime, wage flexibility (the amount
of wages fixed at the company level decreased by around 10%)
relieved profitability. All these forms of flexibility were
negotiated with the trade unions. In the meantime training
programs were implemented along with investment plans. There
was an lmpasse in the production situation, due to the high
level of rejections and returns. An agreement settled in
1988 thus established a "quality premium®, about half of
which was fixed and the remaining variable was linked to the
target of reducing rejections and returns.

The target was partially achieved: rejections and returns
decreased, although the decrease was not sufficient for
workers to obtain the maximum amount of the premium. Wages
rose to higher 1levels than those obtainable in nearby
companies for comparable labour activities.
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Table 1.1 - WAGE DRIFT, BONUSES AND PAY ITEMS NEGOTIATED BY UNIONS AT THE

COMPANY LEVEL: 1975-1988. N

x5

sk
Industries APRIL 1975 OCTOBER 1979 APRIL 1984 OCTOBER 1988
and Unilateral  Pay Items Locally Locally Deter- Locally Unilateral  Pay Items Locally
Grades Concessions Negotiated Determined mined Share Determined Concessions Negotiated Determined
of and at the Share of Pay Share and at the Level
Workers Individual  Company of Pay (excluding (including of Pay* Individual  Company of Pay

Bargaining Level seniority)  seniority) ‘Bargaining Level

Metal and Mechanical Industry:

Non-manual 16.9 174 34.3 26.7 — 23.4 18.8 13.4 32.2
Manual 4.2 22.2 26.4 18.6 — 12.8 2.6 15.0 17.6
All Workers 10.0 20.0 30.0 21.9 — 17.9 11.4 14.1 25.5

Chemical Tnd ustry:

Non-manuzal 11.7 19.2 30.9 21.3 34.2% 28.7* 13.3 21.0 34.3
Manual 4.6 27.8 32.4 19.2 28.4% 20.5* 1.6 21.9 - 23.5
All Workers 7.7 24.0 31.7 20.2 31.2% 25.3% 9.5 21.3 30.8

Food Industry:

Non-mauuel n.a. n.a. n.a. 23.7 32.7% 22.0* 0.9 19.0 23.9

Manuazl n.a. n.a. n.a. 21.1 24.5% 12.5% .6 21.3 22.9

All Workers 7.2 13.5 20.7 22.5 28.1% 16.5* 5.9 20.1 260
Textile Industry:

Non-Manual 9.3 10.4 19.7 24.0 29.0* 25.5% 18.8 6.8 25.6

Manual 2.9 11.6 14.5 20.2 22.7* 16.0* 1.0 8.8

All Workers 3.9 11.4 15.3 21.3 24.5% 18.9* 6.4 7.5 13.9

Source of the data from which calculations have been made: Assolombarda, Retribuzioni e costo del lavoro
cell’industria manifatturiera nella provincia di kilano (Issues from 1976 on).

n.2. = not available.

* . In 1984, the share of pay determ:'ied at the cor:pany and plant levels of the chemical, texiiz anc food
industries also included seniority premiums. For the sake of comyp.tison, both aggregates have becir recordad
for 1979, the one including seniority premiums (comparable with 1984) and the one excluding semiority
premiums {comparable with 1975 aud 1988).



Table 1.2 - ESTIMATION OF THE SOURCES OF WAGE AND SALARY INCREASES: METAL AND
MECHANICAL INDUSTRIES, 1975 TO 1988.

L
Categories National-Level Scala Mobile Seniority Unilateral Union, Total
of Workers Negotiation Indexation Premiums Concessions Company Variation
and Time of Contract and Individual and Plant of Pay
Periods Bargaining Negotiations

Non-manual Workers:

Apr. 1975-Oct. 1979 14.0 58.5 8.9 9.0 9.7 100
Oct. 1979-Apr. 1984 37.1 38.3 4.1 15.5 5.0 100
Apr. 1984-Oct. 1988 20.7 29.1 -0.7 28.3 22.1 100

Manual Workers:

Apr. 1975-Oct. 1979 16.5 70.8 1.0 2.4 9.3 100
Oct. 1979-Apr. 1984 35.0 51.1 6.3 4.6 3.0 100
Apr. 1984-Oct. 1983 22.7 40.5 7.6 -0.5 29.7 100

All Workers:

Apr. 1875-Oct. 1979 15.1 65.2 5.4 5.1 9.2 100
Oct. 1977 Apr. 1934 45.4 44.5 6.0 10.1 4.0 100
Apr. 1984-Oct. 1988 22.0 33.0 3.4 16.9 24.7 100

Source of the data from which the calculations have been performed: Assolombarda, Retribuzioni e costo
del lavoro dell’industria manifatturiera nella provincia di Milano (Issues from 1976 on).



B

Table 2.1 - NUMBER OF EMPLOYEES INVOLVED IN FINANCIAL PARTICIPATION SCHEMES. BY

SECTOR. (1989)

Sector Number of Workers Percentage
INDUSTRY 447,919 65.9
Iron and Steel Products 64,296 9.5
Non-Metallic Minerals 5,337 0.8
Metal Products 314,979 46.3
Chemical Products 32,934 4.8
Printing Products 4,503 0.7
Food Products 10,257 1.5
Textiles 11,619 1.7
Other Manufactured Products 802 0.1
Building 3,192 0.5
SERVICES 232,260 34.1
Trade 32,048 4.7
Public Marketable Services 200,212 29.4
TOTAL 680,179 100.0

From: Nomisma, in ”La Repubblica” 26 July, 1991, ” Affari e Finanza” supplement, page 8.



Table 2.2 - FINANCIAL PARTICIPATION SCHEMES, BY TYPE AND YEAR OF SETTLEMENT

Types of Financial 1981-84 1985 1986 1987 19838 1989* Total Per Cent
Participation Schemes Distribution
Production Bonuses** - 4 2 4 38 15 63 23.8
Piece-work Systems - - - 1 8 2 11 4.2
Attendance Bonuses 1 ~ - 4 12 4 21 8.0
Quality Bonuses - 1 - - 13 8 22 8.3
Time-incentive Bonuses 1 1 1 - —_ - 3 1.1
Lump-Sum Bonuses*** 1 - - - 15 2 18 6.8
Schemes to be defined *** 1 - 1 - 26 2 30 11.4
Profit-Sharing Plans**** 2 2 40 15 64 24.2
Mixed Schemes***** 1 1 3 12 12 32 12.1
Total 7 12 7 14 164 60 264 100.0

* _ January to April.

** _ Produciion bonuses also include ” quality” bonuses (based on the number of pieces rejected, savings cu
iriput factors, and so on) and/or attendance premiums.

**¥% _In both cases, the definition of the new system was postponed to the future. Often gain- or profit-sharing
schemes are indicated for future implementation.

*#4% _ Only budgetary indicators.

*#%% _ Including both budgetary and production indicators.

From: Biagioli and Cardinaleschi (1991a), page 25.



Tuble 2.9 - FINANCIAL PARTICIPATION SCHEMES, BY TYPE AND ECONOMIC SECTOR.

Types of Financial Chemical Metal and Mech. Textile Food Services Total
Participation Schemes Industry Industry Industry Industry

Production Bonuses 14 24 12 12 1 63
Piece-work Systems 3 6 1 1 B 11
Attendance Bonuses 7 8 2 4 1 22
Quality Bonuses 5 5 12 - - 22
Time-incentive Bonuses - 3 - - - 3
Lump-Sum Bonuses 6 4 3 4 1 18
Schemes To Be Defined 6 138 1 5 - 30
Budgetary Indicators 15 16 6 3 23 63
Mixed Schemes 8 9 5 5 5 32
TOTAL 64 93 42 34 31 264

From: Biagioli and Cardinaleschi (19912), page 24.



Table 2.4 - INDICATORS USED IN FINANCIAL PARTICIPATION SCHEMES, BY TYPE OF SCHEME.

Pr

Indicators Number of Local Contracts Frequencies of Contracts in which It Appears

Including the Indicator Alone With Other Indicators

BUDGETARY INDICATORS:
Total Sales 60 21.7 78.3

Value Added 8 — 100.0
Gross Operating Surplus 7 42.9 57.1
Net Profit 13 23.1 7€.9
Others 39 7.9 92.3
Quantity Produced 95 10.5 89.5
Quality Indicators 66 15.2 84.8
STABILIZERS:

Labour Costs 12 - 100.0
Number of Workers 26 3.8 96.2
Level of Capuacity Utilization 27 25.9 74.1
Houwrs Worked 113 2.1 77.9
Days Worked 14 —_— 100.0
OTHER INDICATORS 30 6.7 3.3
TOTAL 510 9.2 70.8
Average Number of

Indicators per Agreement 1.93 1.00 2.32

From: Biagioli and Cardinaleschi {1991a), page 59.



Table 2.5 - PERCENTAGE OF THE AMOUNTS OBTAINED TiiROUGH FINANCIAL PARTICIPA-
TION SCHEMES OVER NATIONAL PAY*, BY SECTOR.

o
o

P

Total Bonuses

Number of Agreements

Number of Agreements

Number of

over whose Minima whose Maxima Agreements

Sector Exceed Exceed Exceed Exceed Examined

Minimum Maximum 1 million 2 million 1 million 2 million

Level Level per vear per year per year per year

Metal and Mech. Ind. 3.4 6.1 2 34 7 77
Chemical Industry 5.1 8.3 20 3 28 15 51
Textile Industry 3.5 5.6 3 1 13 1 28
Food Industry 2.8 4.5 4 1 10 2 35
Services - 3.9 6.0 3 1 11 2 238

* I

- ”National Pay” is the wage determined by the national collective agrcement specific to the industry
considered plus indexation (”scala mobile”).

From: Biagioli and Cardinaleschi (1991a), page 33.



Table 4.1 - DISTRIBUTION OF THE FINANCIAL PARTICIPATION BONUSES, BY SECTOR. (Per
Cent Distribution).

"1
Metal and Mech. Chemical Textile Food Services Total
Industry Industry Industry Industry
Target / chievement 35.1 34.2 39.2 35.5 36.0 35.7
Professional Grade 32.7 30.7 24.3 12.9 22.0 27.1
Lump Sum 19.3 19.8 20.3 21.0 24.0 19.7
plus Attendance Bonus 12.9 15.3 16.2 30.6 18.0 17.5
TOTAL 100 100 - 100 100 100 100

From: Bilagioli and Cardinaleschi (1891a), pages 79-83.



Table 4.2 - LEVELS OF PAYMENT ESTABLISHED IN FINANCIAL PARTICIPATION SCHEMES, BY
ECONOMIC SECTOR (In Percentages).

ae

el

b

Level of Metal and Mech. Chemical Textile Food Services Total
Payment Industry Industry Industry Industry

Individual 13.6 15.4 10.9 20.0 5.4 13.5
Department 18.2 13.8 19.6 20.0 24.3 18.5
Establishment 10.9 12.3 10.9 8.9 27.1 12.9
Enterprise 67.3 58.5 58.6 51.1 43.2 55.1
TOTAL 100 100 100 100 100 100

From: Biagioli and Cardinaleschi (1991a), pages 67-72.



Table 4.3 - PROCEDURES FORESEEN TO ASSESS THE AMOUNT OF TIE VARIABLE PAY ITEMS
BY SECTOR (Distribution in Percentages).

#h
Metal and Mech. Chemical Textile Food Services Total
Industry Industry Industry Industry
Commission for Joint Examination 32.3 39.1 50.0 38.2 35.5 37.9
Discussion of Problems 14.0 6.3 16.7 11.8 9.7 11.7
Information ‘ 18.3 6.3 23.8 8.8 12.9 14.4
Not Specified (but Referred to) 35.4 26.6 9.5 26.5 29.0 27.3
Not Foreseen at all —_ 21.7 — 14.7 12.9 8.7
TOTALS 100 100 100 100 100 100

Source: Biagioli and Cardinaleschi (1991a), page 98.



Table 4.4 - TYPES, FEATURES AND AMOUNTS OF SOME FINANCIAL PARTICIPATION SCHEMES.

"L

Size An Evaluation of the State Amonnts distributed
Companies Type of Target of (Number of of Industrial Relations (in millions of
(Main Scheme the Scheme Employees Before After lire per person)
Activity) in 1990) the Agreement the Agreement 1989 1990 1091
FIAT Total Sales  "Total Quality 303,238 Though Improved 1.300 1.300 1.283
(automobiles) Bonus Strategy"”
OLIVETTI Profit- Wage 53,679 Participative Worse 1.250 0.800  0.442
(Electronics) Sharing Flexibility
ITALTEL Target Quantity and 16,642 Fair Same 0.650 1.700  1.230
(Telecommunications) Achievement Quality
RATTI Quality Productivity 1,110 Out-dated Improved 2.160  2.640  2.840
(5ilk) Improvement
PARMALAT Target Productivity 1,316 Fair Same 1.3%0 n.a 1.540
(Food) Aclievement  Improvement
BARILLA. Tteduction of Quality 5,326 Fair Improved —_ — —
(Food) Rejections Improvement
EUROJERSEY Reduction of Labour 280 Cooperative Same — — -
{Textiles) Rejections Flexibility

n.a. = not available.
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