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Pushi ng for productivity
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TODAY, AS Mal aysi a nakes efforts to rev up its econom c engi ne, a new
buzzword is making the rounds. Productivity. The P-word is being touted as
t he panacea for Ml aysia's econoni c probl ens.

But many questions surround productivity. Firstly, what is productivity?
Can it be measured and quantified? Can this nysterious X-factor really be
i ncreased? Does the average Mat really understand the concept, or is it
just a word to which he's paying lip service? Mst inportantly, how does
one persuade Mal aysians to drink the bitter medicine of productivity?

The Collins English Dictionary defines (economc) productivity as the
capability of producing goods and services that have nonetary or exchange
value. O in sinplified ternms, how nuch output you get fromyour inputs.
To produce goods and services, an organi sation uses assets, which
traditionally have been viewed in ternms of "“hard' equipnent |ike

machi nery. Says Ismail Adam director general of the National Productivity
Corporation, "There are four different aspects that affect productivity.
One, human resources whi ch enconpasses training, skills, etc. Two,
managenent systenms whi ch covers factors |ike working conditions. Three
technol ogy such as information technology (IT). And fourth, capital such
as new machi nery and equi pnent.

Qddly, little mention is made of people, or the human capital aspect, in
t he bal ance sheet of businesses. Rather, people are neasured as payr ol
and training costs and expensed in the profit and | oss statenment, which
seens to inply that people are disposable and good only for the
short-term

A skewed vi ewpoi nt, perhaps. Says consultant Wan Ai nun Radzi of

Organi sational Renewal Inc (ORi), "If you have two organisations with the
same assets, and one perforns better than the other, the reason is clear.
It's usually people. Adds Isnmmil, “~The fastest way to inprove productivity

i s through inproving human resources and qual ity management systens.

| mprovi ng capital and technol ogy takes nore tine.'

I gnoring hurman intellectual capital, the “soft' asset, has been

perilous, in hindsight, for some of the Asian tigers. Certain econom sts
believe that the Asian growh mracle was due mainly to investnents in
“hard' assets, and not to increases in productivity by people. In his
controversial thesis “~The Myth of the Asian Mracle', Stanford econoni st
Paul Krugman argued that Asian growth cane about because of the shift from
agriculture to industry. The result? G ow ng industrial assets combi ned

wi th cheap farm | abour pushed economi ¢ and conpany growth to dazzling

hei ghts even t hough conmmensurate growth i n human productivity was | acking.
Closer to hone, Tan Sri Ranobn Navaratnamwote in June 1997 that, ~CQur
rapid growth has been |l argely due to the heavy doses of capital investnent
whi ch gave 50 per cent of our economic growmh.' According to the 1996
Productivity Report rel eased by the National Productivity Corporation,

Mal aysia's productivity grew at a slower rate of 5.7 per cent in 1996
conpared with 6.6 per cent in 1995. (Refer Graph 1.) This | ower
productivity growth was due to the sl owdown in the construction and
electricity sectors and in the gl obal demand for sem conductors and

el ectronics. In a nutshell, “Productivity was down not because people were
unproductive but because there was |ess activity,' says I|snail

However, from 1993 to 1995, while Malaysia's productivity growth

exceeded that of Hong Kong, Tai wan and Sout h Korea, we | agged behind the



tiger econonies in terns of relative productivity levels (refer Gaph 2).
As an illustration, in 1995, while a Ml aysi an worker was able to generate
US$ 1 of GDP (gross donestic product), a worker in Singapore contributed
US $2.79, in Hong Kong US$ 2.61, in Taiwan US$ 1.74 while a South Korean
produced US$ 1. 27.

"But in terns of growth, we are doing okay,' states Ismail. ~W've been
growi ng (productivity) at a rate of five per cent annually for the | ast
five years. | think if we can sustain a rate of between five and six per

cent we should be all right." O course, Ismail warns that productivity
figures for last year will probably be skewed by the probleml aden | ast
nmont hs of 1997. Ri ght now, 1997 nunbers have not been crunched yet so he
can't provide Mal aysian Business with fresh productivity data.

Prime Mnister Datuk Seri Dr Mahathir Mhanmad said i n Novenber |ast year
that targeting higher productivity to offset inflation has becone even
nore pressing in view of the current econonic problens. The prime minister
said that only rising productivity, either through nore efficient work or
hi gher productivity on equi prent investnent, could overcome inflation.

So how do we enhance productivity? Two ways. One, there's a need to trim
the fat. Two, we need to work harder and nore efficiently.

Says Fl orence Il es, managi ng director of conpensation consultants Watson
Watt Sdn Bhd, "~ Experience tells ne that vast inprovenents have been nade
in productivity but there is still roomfor inprovenent.

How much roon®? Plenty, judging by the cost-cutting exercises which | oca
conmpani es are putting in place. One of the nore popul ar areas of attack is
payroll costs. In the present difficult econom c environnment, sone
conmpani es have announced a freeze on increnents. Sources say Sone
construction and property devel opnent conpani es, the sectors worst hit by
the downturn, are also cutting basic pay.

Al t hough pay cuts, pay freezes and job cuts are an anathema to the
man-in-the-street, they're a logical step for conpanies intent on shearing
costs. Why? Because wage i ncreases have outstripped productivity for the
past four years in Ml aysia. For instance, says lles, just | ook at the gap
bet ween pay increases and inflation between 1993 and 1997.

During this period, inflation rose between three per cent and four per
cent while pay increases were double-digit, averaging 10-10.5 per cent. On
average, real wages increased between five per cent and 5.5 per cent
annual ly for the past four years. "Wiich is great for people but at the
same tinme there's a dichotony. Wile people have a better standard of
living, it's com ng not because peopl e have progressed but because
conmpani es are doing well,' says Iles. In other words, when conpanies
produce great bottomines, their people are magnani nously rewarded for
their performance (or |ack of).

Wt hout doubt, the tight |abour market was anot her catal yst behind fat

pay increases and bountiful bonuses. For instance, one conpany paid out
si x nont hs variabl e bonus (plus two nonths contractual bonus) for 1996 on
a pi eceneal basis over the first eight months of 1997. The rationale for
such generosity is obvious to keep staff fromstraying to the presunably
greener pastures of the opposition. It's hard to wal k when you're getting
doubl e salary for eight nonths. Says Iles, "In some manufacturing

organi sations, their staff turned over al nobst conpletely in eighteen

mont hs. One conpany had a 120 per cent turnover rate.' Ergo - the shortage
of | abour leads to high wages wi thout an inprovenent in performance. In

ot her words, people produce the sanme anmount of work but cost nore.

In a way, the current econonic problemis a blessing in disguise. Wy?
Conpani es are now forced to trimwastage and fat in order to energe | eaner
and nore conpetitive.

But Wan Ai nun cautions, "Wat kind of changes are conpani es naki ng? Are



they activity-based or val ue-added? And when conpani es cut jobs, are they
ri ghtsizing or downsi zi ng?" Cut too close to the bone, and the

organi sation falls behind its rivals due to insufficient assets.

Whi ch begs the question - just how do anal ysts and human resource
consultants know the current state of productivity in an organi sation?
Payrol |l costs are the comon indices, says Iles. Normally, productivity is
measur ed by conparing payroll costs with various profit and | oss el enents
Ii ke sal es and revenues, thereby providing various payroll ratios. (Refer
Table 1.)

On their own, these naked nunmbers won't tell you anything about the
company' s productive health. But historical trend analysis can provide a
di agnosi s. For exanpl e, how much have sales increased this year conpared
with last year if renmuneration has gone up by X amobunt. O course, it's
al so necessary to filter out other source el enments which may have had an
i mpact on total productivity, such as new investnents in IT and
cutting-edge nmachi nery.

Benchmar ki ng i s another tool used by the consulting corps to gauge
productivity. In this nethod, conpanies' productivity ratios are conpared
with those of their peers in the same industry. ldeally, productivity
shoul d be nmeasured on an industry-w de basis because factors |ike capital
i nt ensi veness versus | abour intensiveness can distort figures.

Says WAn Ainun, "In a capital-intensive industry like oil and gas,
revenue per person is RML million. For every head count we show how nuch
sal es revenue is generated.' It's different in a service industry |ike

financial services, where revenue per person is RWV2,441. Sinmilarly, the
rati o of manpower to operating costs varies fromindustry to industry. For
banki ng, 44.78 per cent of operating expenditure (including depreciation)
consi sts of human resource costs whereas in oil and gas, total manpower
cost accounts for only 11.83 per cent of operating expenditure.

But what's the point of crunching all these nunbers? Expl ai ns Ainun, the
trendline will show a conpany where its peopl e-handling nethods are
flawed. Inprove the “soft' side or the ability to nmaxi m se people
productivity, and voila, the data inproves.

This, of course, is easier said than done. One way, says lles, is to
ensure that enpl oyees understand precisely their role in the conpany.
“Today' s organi sations are service-oriented. They nust inprove service.
Essentially, people's jobs are to add value to the organi sation by

i mprovi ng service.'

Not many Mal aysi ans understand this, obviously. After all, countless

Mal aysi ans have had rude encounters with frontline sales staff.

| deal |y, says |les, “Organisations should provide a work contract,

instead of just a job contract.' For instance, the latter tells the

enpl oyee that he's supposed to work Monday till Friday, 9.00 amto 5.00 pm
for X anpbunt of conpensation. There night also be informati on on nedical
benefits, nunber of days |eave per year and other fine details. On the

ot her hand, a work contract defines the enployee's role and tasks.

In addition to better and clearer job definition, tying pay to
performance is the key to raising productivity. Enployees nmust understand,
says lles, that if they don't perform they don't deserve increnents and
bonuses. I n an U opi an wor kpl ace, underperfornmers won't get rewarded while
those who just neet their quota would get increnents that nmatched
inflation. Only prinme performers would get fantastic increnments and
bonuses.

But how woul d an enpl oyee be apprai sed? How can an enpl oyer cull high

achi evers fromthe run-of-the-nmll workers and the deadwood? Vi a

per f ormance apprai sal s, says Il es.

However, these aren't a perfect tool. Appraisals can rouse that sleeping



bogeyman in all workplaces - favouritism nepotismand cronyism W' ve al
seen cases where the best at ingratiating behaviour wi ns big because he or
she butters up the boss.
In such cases, says Iles, use 360 degree appraisals where the appraisa
of one enployee is then checked by his appraiser's boss and col | eagues
provide input on their peers' and superiors' appraisals. But she admts
that appraisals are difficult to carry out in the Asian culture. “They're
very difficult for Asians to do. They only work in sel ected organi sations
where the culture is right.' One reason - a lack of transparency.
"Organi sations have to be a |l ot nore open and transparent. This openness
must be denonstrated by the people right at the top who nust be prepared
to have dialogue. But | don't think we're there yet,' says |les wyly.
Conmruni cat i on bet ween boss and subordinate is al so hindered by the
hi erarchi cal nature of Ml aysian organi sations. In other words, Ml aysi ans
have the bi ggest chasm between boss and enpl oyee. Result: |deas
originating at grassroots levels often aren't transnmtted upwards to the
powers-that-be, resulting in frustrated enpl oyees and possibly, a
| unbering di nosaur of an organi sation.
The solution to this crisis of candour - enpl oyee enpower nment.
Managerment needs to | oosen the reins of power and all ow enpl oyees to
denonstrate sone sense of initiative. According to Wan Ai nun,
“Decision-making in Malaysia is al ways concentrated at the top managenent
level. As a result the enployees feel a lack of involvenent in the
deci si on-maki ng process. ~Wen an enpl oyee doesn't feel involved, there's
very little urgency to be productive.
And it is urgency which is at the root of productivity, nore so than a
desire for noney and pronotions. In the end, material rewards are
extrinsic. Once a person doesn't desire cash and kind, it is intrinsic
desires which count. Ainun defines this innate need to performas a
“passion, a hunger to do one's best, the best that one can'
Qddly enough, this is the best tinme for Ml aysians to redi scover and
spark their passion for productivity. W' ve been successful for so | ong
that we've becone conpl acent, used to the good life. W' ve | ost some of
the drive to be conpetitive, the best, the nost productive. These are
trying times and we will certainly not risk soundi ng soppy or unabashedly
patriotic if we extend the rallying call of "Ml aysia Boleh!' to include
t he exhortation borrowed from super shoe maker Nike to: Just doit.'

( END)
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