CHAPTER 9 – ESTIMATING THE ECONOMIC VALUE OF JOB PERFORMANCE

Ex. 9.1(a and b)- In part “a” as well as in part “b,” assume that each operator produces only a single product (e.g. in part “a,” French Fries; in part “b,” a certain type of micro-chip).  We assume further that a 10 percent random sample of each employee’s output is examined and that all employees have equal levels of job experience.  To compute a payoff to the organization from each employee’s output, we do the following:

1. Compute an average performance ratio for each employee over, say, a one month period (preferably 6 months, or even a year).  A performance ratio is computed by dividing each employee’s actual production per hour by the standard production rate established for the operation in question.  Thus, if the standard production rate is 60 units per hour, and an employee produces 54 units per hour, his or her performance ratio is 0.90.

2. Adjust each employee’s average performance ratio for below-standard production (the burden adjustment).  In doing this we assume that the amount of burden in excess of the standard burden reduces, in a proportional amount, each employee’s contribution.  We make the correction by using the following formula: 2 – 1/PR.  Hence, for an employee working at 90 percent of standard, the burden is 2 – 1/.90 or 1.11 hours instead of 1.0 hours/  The corrected performance ratio is therfore 0.89.

3. Compute the average profit at standard production attributable to the operation in question.  To do this, we must:

a. Tabulate the standard production rate for the operation in question (e.g., using time study data).

b. Determine the profit attrubutable to the operation in question (e.g. French fries or micro chips).  Since each piece of output is sold directly to consumers (or other manufacturers), the selling price per unit is known.  To determine the cost per unit, we must determine standard costs on three basic factors: materal, direct labor hours, and facility usage.  However, although the total cost figure has 4 components (variable, fixed, office and parts warehousing costs), for purposes of computing SDy we consider only variable costs, (such as materials, as well as direct and indirect labor costs) since these fluctuate with production output.  Profit is determined by subtraction of the standard cost per unit from the selling price per unit.

c. Determine the profit per hour for each unit produced at standard production.  To do this, multiply the profit per unit by the standard production rate for that unit (e.g. 50 cents/unit x 60 units/hour = $30 per hour).

d. Compute the average hourly profit attributable to the operation in question at standard production.  Do this by weighting the profit per hour for each unit of production (step c above) by the number of such units in the work flow.

4. Determine “y,” the profit for each employee at his or her corrected performance ratio and the standard hourly profit.

5. Compute SDy, the standard deviation of the distribution of “y” values computed in step 4 above.

Ex. 9.2- Assume the following data are produced by 5 students regarding the dollar values to the firm of stockbrokers at the 15th, 50th, and 85th percentiles of productivity.


Student #
15th

50th

85th

1

65,000

100,000
115,000


2

50,000

85,000

100,000


3

90,000

125,000
150,000


4

75,000

90,000

115,000


5

85,000

110,000
125,000

Mean




$102,000





Difference:

Difference:


Student #


15th-50th

50th-85th

1



$35,000

$15,000


2



$35,000

$15,000


3



$35,000

$25,000


4



$15,000

$25,000


5



$25,000

$15,000

Mean




$29,000

$19,000

Standard Error (SD/
[image: image1.wmf]N

)

$12,969

$8,497

T = ($29,000 - $19,000)/ (($12,969 + $8,497)/2) = $24,000

Standard Error: $24,000/
[image: image2.wmf]5

 = $10,733

90% confidence interval for the mean:
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 ( 1.64 SD/
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$102,000 ( 1.645($24,000/
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)


$102,000 ( 1.645($10,733.13)


$102,000 ( $17,655.99


$84,344.01 ( 
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 ( $119,655.99

Ex. 9.3- 

Principal Activity
Time/Frequency
Importance
Total
Relative Weight
Dollar Value
Performance Rating
Net $

1


4.5


3
13.5

.28

$11,760

1.00
           $11,760


2


3.0


5
15.0

.32

$13,440

2.00
           $26,880


3


6.0


2
12.0

.25

$10,500

0.50
           $5,250


4


1.0


7
7.0

.15

$6,300


1.00
           $6,300
Totals







47.5

1.00

$42,000




Ex. 9.4- Assume that the median result for the number of “superior” SWAT team members judged equivalent to 20 “average” SWAT team members is 13.  Using Eq. 8.3 in the text, the dollar value of performance at the 85th percentile may be computed as follows:


V85 = (V50 x N50)/N85


        = ($38,000 x 20)/13


        = $58,461.54
In terms of Eq. 9.4, SDy equals:


V50[(N50/N85) – 1]


SDy = $38,000[(20/13) – 1]


        = $20,461.54
Ex. 9.5- 
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