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FOREWORD

The first phase of the Industrial Strategy Project commenced in 1982. The Project has its
origins in the Congress of South African Trade Union’s (COSATU) efforts to develop policy
responses to the malaise afflicting South African manufacturing.

The first phase of the ISP submiited its final report in 1995. This comprised 11 sectoral
studies, a number of cross-sectoral studies, and a synthesis volume that proposed an overall
industrial sirategy for South Africa.

The ISP is now in its second phase and comprises four research themes. One of these
examines the relationship between industrial development and the environment, a second
focuses on firm-level innovation, a third examines issues in human resource development,
and the fourth is concerned with identifying mechanisms to strengthen manufacturing
competitiveness at regional and local levels.

This paper is one of a series of studies that examine the relationship between firm-level
performance and a range of approaches and practices in the broad field of human resource
deveiopment and utilisation. These cover approaches to, inter alia, training, job grading,
industrial relations, work organisation and worker participation. The research attempts to
derive fessons from the varying experiences of the diverse range of firms studied, lessons
that will help guide industrial policy and corporate strategy.

These are working papers intended to catalyse policy debate. They express the views of
their respective authors and not necessarily the Industrial Strategy Project.

The second phase of the ISP is funded by the FES, HIVOS, the IDRC and the Olof Palme
International Centre. .

David Lewis - Director: industrial Strategy Projact
Avril Joffe - Research Co-crdinator: Human Resources and Corporate Governance
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INTRODUCTION - RESTRUCTURING FOR SURVIVAL: 4 CASE STUDY OF 4 SNMALL-APFLIANCE

MANUFACTURER INJONTH ATRICA!

“The essence of the story is that this is a factory with a heartbeat. There is a constant focus on product
development, quality and cost, Communication is lgh on the list of objectives. There is a joint defimtion
of productivity as a state of mind, a collective will te improve and a general belief in the human desire

to do better”.

The story referred to in the above quotation is about
a small-appliance manufacturer which went from
losses of more than R1 million a month to profitability.
It is a remarkable story of industrial restructuring at
the firm-level in the context of hostile industrial
relations and a disadvantageous cost structure. It
opens up many issues discussed by the Industrial
Strategy Project’'s (ISP) book, Improving
manufacturing performance in South Africa: report
of the ISP, by locating them at the company or firm-
fevel.

As a case study it deepens our knowledge and
understanding of the myriad of influences on the
nature of productivity and competitiveness: from the
extemal environment in which the company operates,
the organisational practices and procedures it puts in
place (either by legislation or by choice) and the shop-
floor practices it chooses in order o sustain high-
quality products. It therefore provides an excelient
vehicle to test the hvpothesis of this projectithe human
resources, corporate governance and public policy
projectathat the deployment of labour, the forms of
work organisation in the firm, the skills of the labour
force and the training and education available fo the
labour force, as well as the corporate governance of
the firm, all impact dircctly on firm-level performance.

But, as many students of case studies will agree,
any case study also goes beyond this. It provides rich
and varied data about entrepreneurship, motivasion,
inter-firm relationships, workforce engagement and
management transformation. In telling the story, by
providing details of the company and by assessing
the company according to the ISP's intelligent
production enterprise index, 1 hope to prove, in a
dynamic way, that success cannot be forced by
legisiation or aided by various supply-side measures
atone, Success must alsa be nurtured, in this case by
the belief of the shareholders, the enthusiasm and
willingness to change of the management, the
increased commitment and productivity of the
workforce and the strategy of the union.

Section 2 outlines the basic methodology adopted
for the case studies. Firstly, it outlines the intelligent
production enterprise index which is used as a method

Wally Solomon, former managing director of Amalgamated Appliances

of asscssing the firms under investigation. This index
measures the extent of the adoption of 'best practice'.?
Secondly, it outlines the various information sources
for the case studies.

Section 3 tells the story of Amalgamated
Appliances, its crisis vear and its recovery period,
while Section 4 provides background to the small
appliance industry.

Section 5 details the company, Amalgamated
Appliances, both in relation to its competitiveness in
the external environment and the factory efficiencies
mternal to the company.

Section 6 evaluates the exient to which intefligent
production has been adopted at Amalgamatcd
Appliances in terms of the three broad areas of the
intelligent production caterprise index and in relation
to firm performance.

The final section, Section 7, discusses the lessons
from the case study and outlines policy conclusions.
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2. MLTHOD OF 4JSTISMENT: THE
INTELLIGENY YRODUCTION ENTERFRISE INBEX

2.0 THEL INTELLIGERT PRODUCTION ENTERPRIST
IKBEX? 4 NETHOD OF ASSESINENT

The ISP has devetoped a set of proposals - looscly
termed an intelligent production strategy - 1o support
the increase in productivity and the promotion of
efticiency. The intelligent production strategy draws
together the separate components of human
resource development, work organisation, skill
upgrading, the remuneration system, as well as plant-
fevel governance and collective bargaining.

The term 'intelligent production strategy’ refers to
a threefold requirement:

* Intelligence: skills, knowledge and informed
decision-making capacities in production.

* Production: efficient and flexible production,
which includes team-based work organisa-
tion, flexibility, job design and broad-banding
grades.

* Strategy: the need for management and la-
bour to jointly plan, implement and monitor,
in the longer-term, the new production tech-
miques and their associated requirements fo
move fowards more demanding, quality-prod-
uct markets.

The development of the ISP's intelligent
production enterprise index forms part of the broader
ISP project to identify private and public
dissemination mechanisms and fo develop public
policy to promote the adoption of sustainable 'better
practice' in manuofacturing enterprises i South
Africa. In arguing the case for such intervention, it
is necessary 1o have some mechanism whereby we
can assess to what extent enterprises have begun
to adopt 'better practice’ in the three componenis
of skills and training, flexible work organisation and
corporate goverance and remuneration systems.
The construction of the mtelligent production index
is outlined in Appendix 1,

The intelligent production enterprise index wili
be asscssed on the extent to which a high scorc on
an intelligent production enterprise translates nto
improved productivity, efficiency and performance
at the enterprise. Since investment in education,
training and participatory practices is only one
component of what makes companies profitable and
productive, it is important to emphasise that these
investments alone are unlikely to yield the desired
outcomes in and of themselves. However in the

context of an integrated marketing, manufacturing and
human resource strategy, intelligent production could
result in better performance and productivity
outcomes for firms.

The focus on firm-fevel performance is, however,
sccondary to the investigation of the organisational
environment and the shop-floor practices, since it is
these latier procedures and practices which we
believe will ultimately have an impact on performance.
This will occur through designing improvements (in
process, procedures, practices and structures) to
eliminate the causes of inferior performance, We are
here encouraged by this particular study of
Amalgamated Appliances, which was included in the
survey of firms for the first phase of the ISP's sector-
specific research conducted by Ted Baumann.
Amalgamated Appliances’ managing director at the
time the interviews for this study were conducted,
Wally Solomon, invited the ISP to return to the Durban
factory to see how it had improved factory
efficiencies since the detailed discussions with the
ISP's Baumann in the earlier phase.

2.2. INFORMATION JOURCLS

A final point about methodology: how do researchers
on this project obtain their information? They utilise a
number of different techniques:

* Firstly, they conduct in-depth interviews with a
number of senior managers: general manag-
ers, production or factory managers and hu-
man resource managers or specialists.

* Secondly, they observe team meetings or pro-
duction meetings at various levels of the com-
pany and, if possible, supplier or customer meet-
ings,

* Thirdly, they crosscheck, through detailed, rep-
resentative interviews with the workforce,
whether the company has, in fact, adopted the
measures contained in the index and how the
workforce perceive the changes which have
taken place. Where inconsistencies appear
between the views of management and those
of the workforce, these are ironed out through
follow-up interviews with management and/or
the representatives of the workforce, or through
direct observation of production meetings and
work processes. [f the response remans con-
tradictory, the specific indicator receives 3 score
of zero.

Where possible, the degree of implementation
of an activity or process is measured, as well
as the fact of that activity or process. For in-
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stance, in the index on skill formation, the fact
of the increase in training offered is measured,
as is the extent of that training, through indica-
tors such as whether the training is compe-
tency-based, whether there is a career path
premised on the acquisition of skills, whether
there is payment for skills, whether a skills-
based grading system has been introduced and
so on. For the index on work organisation, the
principal indicator is whether team-based work
organisation has been introduced on the shop-
floor. This is further explored, to establish the
depth of its introduction, by indicators measur-
ing the nature of the activity and the capabiii-
ties of the production workers in the teams.
Likcwise, in the corporate governance index,
the extent of participation is measured by ba-
si¢ structures for communication, information
disclosure and decision-making, whereas the
degree of participation is measured by the time,
resources and extent of information available
to the workforce representatives.

* Fourthly, the researchers read all company re-
ports, newspaper articles or trade-related jour-
nals on the industry and the company.

The details of the intelligent production enterprisc
index, which we will use to measure the adoption of
"better practice” in the three components of intelligent
production, will be outlined n the appropriate sections
below.

This paper focuses on Amalgamated Appliances,
a small-appliance company in KwaZuniu-Natal. its
story is a unigue one of collapse, survival and
remarkable recovery. it cannot be reduced to the
mdicators on the inielligent production index.
Nevertheless, we believe the index provides a guide
for assessment and for opening up the problems or
gaps in the operational environment or shop-floor
practice. We begin with the story, explore the
competitive position of the company in refation to the
sector and internationally, and then subject the factory
to the index. We conclude the study by drawing
lessuns for restructuring and the policy conclusions.

3. THL STORY OF AMALGANATED
AYPLIANCES: MECTING THE CHALLENGE FOK

JURVIVAL

3..  THE CRLJiS PLRIOD

Amalgamated Appliances formed as a result of a
merger between loss-making Lion Match and
Tedelex in January 1992, with management control

vested in Lion Match. The company comprised three
factories: one in Swaziland, the factory at New
Germany in KwaZulu-Natal and one in
Johannesburg.

In 1993, the company reached a crisis. It was
losing R1 mullion a month. Lion Match entered the
Interpak deal and made themselves "quite a lot of
capital at that point". They looked at the loss-
making subsidiary, Amalgamated Appliances, and
decided it was a perfect time to "exit it", as
management said. The joint veature was
terminatcd and Tedelex acquired 100% of the
company, Malbak took over management controt
in November 1993,

The crisis was partially the result of the way
mn which the company was formed. The merger
resulted in separate sales forces and conflicting
products. As management explained:

"We ended up with two sales forces.. [which]
were selling similar products at similar prices to
the same customers. So, all they did is they went
out and undercut each other. There was a lot of
competitive feeling between the two sales forces™.

The problem of the similar products was
compounded by the fact that they had different
components, so that economies of scale could not
kick in. The company ended up with "unacceptable
product return rates”, with poor quality and with
increasing losses,

At the crisis point in 1993, an analysis of the
problems revealed that the company was
unfocused and active in too many areas, producing
too wide a range of products and, finally, therc
was little possibility that sales forecasts would be
met. The New Germany factory was perceived to
be a major source of the problems. Wages were
high and out of kilter in terms of even the local
market, assets were out of control with many
under-utilised, the factory was overstaffed and
productivity was a major problem. Other problems
related to the poor relationship whichexisted
between management and the workforce. These
were addressed in the course of the restructuring
process.

Manty of these factors were identified in the
first phase of the ISP as critical components of
the poor productivity performance in the
manufacturing sector more generally®.

The new management team pointed out that, since
then, the company changed from losing R1 muilion a
month (which, for a small company with R [20-million-
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per-anmuminmmaover, is significant} to retuming to profitability
and performance, and seen as an investment for the Malbak
Group.

"This has been achieved through a restructuring of the
relationship betwesn management and labour:

"And that's been achieved in what we think is a
very good and positive way m the sense where we have
genuine and successfid participative and consuliative
management”.

Tuwo options were identified: either liquidate the comparty
and take out the underlying assets, or try to rationalise the
company and tum it into a viable business. The second
opticn was taken, which included changing the management
team. This resufted in 75% of the previous management
leaving, rationalising the sales force through terminating the
agents’ agreements and looking crtically at the New
Germany factory. The closure of the New Germany factory
was (o follow that of the Swaziland plant to consolidate the
entire operation in Johannesburg.

The past two to three years have, therefore, seen a
major tum-around at Amalgamated Appliances.

32, CATALTSTS FOR CHANGE: FACTORY
IHEFFICIERCIES

The key catalysts for change, therefore, were internally
rather than externally driven through tanff reduction or the
signing of the General Agreement on Tariffs and Trade.
But, as management argued, the major pressure was "pure
survival”. Obviously, new entries to both the domestic and
mtemnational markets were an 1ssue, as werc customer
requirements, but the pressure came from a total fack of
profitability and threatened closure.

The company analysed these problems and realised
the factory was unfocused. The product range was cut
back through eliminating more than 20% of the range. The
problems compounded. Management remarked:

"And even having done that, the faciory wasn't able
to meet the sales forecast. So the things that we could
sell we couldn't make, and the things we were making
we couldn’t sell”.

“The sotution to the lack of focus in the factory {and the
fact that the factory consisted of fabrication and assembly)
was to examine the relationships between the core and
non-core activities of the business.

324 RESTRUCTURING OF INTER-FIRRt RELATION-
JHIF S OUTSOURCING KOK-CORE ACTHITIES

The asscts problem was a result of the rationalisation.
The solution was to sell off, through subcontracting
and outscurcing arrangements, many of the arcas
which had been taken on but were under-utifised and

it which the company did not feel skilled. The entire
plastic-moulding facility was sold to Gap Plastics and
the metal-pressing factlity to M&C (which was
formed by the former management of the metal-
pressing plant of the KwaZulu-Natal factory).

Part of the intention behind selling off these
non-core activities was for Amalgamated
Appliances to forge a new relationship with its key
supphiers. Management referred to this as a
"symbiotic kind of partnership”, which ensures just-
in-time delivery and that the price and guality are
right. With Gap Plastics the company is involved
in a series of regular mectings and reviews, helping
it to focus. The restructuring has also meant that
40% of Amalgamated Appliances' sunk costs could
be freed since the company only requires 60% of
the plastic moulding.

3.2.2 FKIQHTHIING THE FACTORY

The analysis of the problem also revealed high
staff levels. This led to a decision to rightsize the
factory, which resulted in 200 people in September
1995 producing more products than the 400 people
the company employed in August 1993,
Management added that rather than seeing this as
a loss of over 200 jobs, it was a saving of 200 jobs
because 6if we hadn't actually done this, nobody
would have had jobst. In addition, many of the
jobs lost were absorbed by the outsourced
activities. Management were quick to emphasise
that it was not a case of Scufting labourd but of
cutting the whole tcam all the way down the
pyramid. They eliminated 75% of the previous
management team: the team was cut down and
three executive directors left. This was not,
however, the perception of the emplovee
representative committee, which represented the
workforce during the period afier the closure .5 The
committee's members were adamant that the
reduction "didn't impact on monthly paid
employees...it was just on the shop-floor™.

323 THE BORKIOKCE CHALLENQES NANAQLNINT
AND JTHARCHOLDERS

In November 1993, the sharcholders decided to
take the option of closing the New Germany faciinty
and relocate operations to Johannesburg. The
company retrenched everybody and then, in
January 1994, hired 180 of the retrenched workers
back on one-ycar contracts. Workers were
employed principally to run out components and
to build out existing component stocks. While this
factory was being run down, management would
create one in Johannesburg. Management explained
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that johannesburg was the obvious alternative, since
45% of the market is based there. In addition, thes
added:

"Transport costs out there are less, and a lot
of our subcontractors were up there at that pon.
So, what we're doing is bringing components down
here, assemble here, and then ship ir back to the
Transvaal. So, there were diseconomies of scale
of being here, and the logical thing was, in fact,
to move fo the Transvaal”.

The running out of the KwaZulu-Natal facility
would take approximately one year, with the promise
that by the end of that year (1994) a final decision
about relocation or hiquidation would be made.

It was during this period, and despite what
management called "the years of accumulated bad
sifuation betwcen management and employees”, that
workers, together with management, turned the
business around. The improved results persuaded
Amalgamated Appliances' owners (the Malbak
Group) to reconsider the decision to close down the
KwaZulu-Natal operation. The decision to move to
Johannesburg had assisted in focusing the minds of
all employees. The process of running down the
factory worked so well that efficiency was increased
This helped turn the company around. As
management explained:

"One-year contracts to everybody, and
whoever wanted ta go up to Jo'burg once we'd
relocated the factory conld go. But, you know.
there's going to be probably one per cent of the
people who would go. And this actually
resulted...in change - people had their minds
Jocused on what they had to do, instead of seeing
what the next style of dances they were going 1o
do would be. And all of a sudden the factory
started to perform, and perform towards a common
goal...and by June that year we had a petition
drawn up here by the employees to challenge us”

The petition from the workforce was a direct
challenge to the sharcholders of the company that
the workers be allowed to prove that the enhanced
performance could be sustained - in other words, to
be given one more chance.

Management and sharcholders acknowledged .

that the New Germany factory was a viable entity,
and realised that if these efficiencies could be
achieved during a run-out, it was viable to continuc
They looked at a series of options and eventually
decided to build a new factory in Westmead.
KwaZulu-Natal. The result of this challenge being
accepted is that the company (for both workers and

management) saved jobs, created new ones, achicved
an vestment of R12 million in a state—of-the-art
facility, destgned new products and moved closer to
world-class quality. The company is moving towards
IS0O%002, world-class design, "subcontracting for
mtemational business” ~ all with a clear intention to
significantly increase their export business.

4. DACKGROUND TO THE SMALL-APPLIANCE
INDUSTRY

41 MAKKET JRARE AND PARRIERS TO ENTRY

The South African small-appliance industry is a
small industry with few players. The two major
players are Amalgamated Appliances (35-38%
market share) and Nu-World Holdings Limited (10-
30%}), while other competitors include Philips
(8%), Kemwood (7%) and House Brands {(15%j).
The products of this industry are relatively
inexpensive and often lack close substitutes. Hong
Kong-based plants in the dnewd south of China
are providing the industry with vibrant competition.
Despite the average nominal tariffs of 30%, these
plants are able to export 1o South Africa.’

South  African-owned Amalgamated
Appliances is a major market leader in the South
African small-appliances industry, although it has
recently lost market share. It controls 35-38% of
the domestic market and is now attempting to
recapture lost local market share. Market size,
according to Mr Solomon, is approximately 170
million sales, while Amalgamated Apphances has
approximately 50 million sales.

Amalgamated Appliances brands dominate the
market for small electrical appiiances such as
frying-pans, hotplates, jug kettles, steam irong and
foasters.

Another major South African producer of small
appliances is Nu-World, which produces the Ideal
brand of appliances and holds the agency for JVC
hi-fis, videos, video cameras, car audio equipment
and television sets. ldeal generally holds 10-30%
of market share, depending on the product, mostly
in lower-priced items. Nevertheless, Nu-World is
expanding both its capacity and its export share.
In the first half of 1995, exports grew by 120%
and for the second consecutive year, Nu-World
received the President's merit award for export
achievement.® Among the 30 destinations are,
principally, Europe, with Africa and the Middle
East secing a steady increase in exports. Director
Jeffrey Goldberg said the group was negotiating
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an agreement with a Japanese white goods
manufacturer to market its range in South Africa?
Exports contributed to the company's 55% rise in
turnover to R174,5 million per annum.

1995 also saw the completion of a new factory,
built with assistance from the Industrial Development
Corporation. This added 30% more space for
assembly lines. Michael Goldberg, Nu-World's
nanaging director, is keen to maintain state-of-the-
art technology as the company is working towards
establishing itself as a key intermational player in small
electrical appliances. Nu-World introduced two new
ranges of steam irons for the export market in late
1995. These also sell locally under the in-house Magic
Linc brand. The company lifted its attributable income
by 84,5% to R2 8 million for the six months to February
1996. This was boosted by improved productivity and
cost containment.

Other competitors include Philips (8% market
share), Kenwood (7%) and House Brands (15%).

Amalgamated Appliances and Nu-World both
produce and import small appliances. They base
supply decisions on relative costs. Amalgamated
Appliances argues that one of the causes of its own
past non-performance was that Nu-World was seen
as its major competition, so that it was benchmarking
itsetf against Nu-World. Now it has identified a number
of companies internationally against whom to
benchmark. In particular, it benchmarks kettles against
the biggest manufacturer of kettles in the UK,
although it benchmarks its prices against the Chinese.

The main impediments faced by local potential
competitors in the domestic market are capitat
investment for local manufacture, having a national
service support system and having a national
distribution network,

£2. LINKAQLS TO OTHER SECTORJS dNd
GOVERNMENT

The small-appliance industry has various linkages.
The customers of the small-appliance industry's
lower-cost products include shops ranging from
cash discount chains, such as Dions and
Hypermarket, to local supermarkets and cafes.
These retailers tend to keep lower stock levels,
while little dialogue occurs with them on product
specifications. The exception here is on the high-
end imported items.

The suppliers to the smalt-appliance industry
include the local metals, plastics, aluminium and
switchgear industrics, as wel as packaging. Input
prices are high, with producers complaining that

the local price is higher than that available on the
world market. We have already noted that a certain
proportion of inputs are imported, although duties
on raw materials discourage this.

Baumann's report sheds light on which inputs
are used for which products: "Prepared stecl or
aluminium billet is used for iron heels for irons:
cold-rolled sheet metal is used for toasters and the
like; powdered polypropylenc is used for injection
moulding of plastic parts such as kettles and iron
tops; and switchgear is used throughout."*® While
parts used to be fabricated at the factory from
basic materials, this is no Ionger the case at
Amalgamated Appliances, where many of the
fabrication operations have been outsourced.

While there are no significant links with
government beyond normal tariff and trade
representations, Eskom's elcctrification drive is
likely to impact substantially on the industry. In
opening the new factory in Westmead, Mr Solomon
was upbeat about the effect of electrification on
the smalt-appiiance industry and his company in
particular: 6With the rapid growth in electrification
m the country we are confident it won't be long
before demand grows to the point where we
expand production.'

5. ANALGANATED APFLIANCES: TS
MARUFACTURING ORGANIJATION,
PHILOSOPHT AND PRACTICE

51 OWNERJM¥ 4MDb NARAYERIAL JTRUCTYRE

Amalgamated Appliances is wholly owned by
Tedelex, which bought out the shareholding of
SAB, and is managed by Malbak. The links with
Malbak, the holding company, are particularly
strong. The chairman of Amalgamaied Appliances
is a director of Malbak and is also the chairman of
Tedelex and Defy. A second Malbak director was
moved into the company as one of the executive
directors. These three companies (Amalgamated
Appliances, Tedelex and Defv) all form part of
Malbak consumer products, and make up 29% of
Malbak's turnover. While most of the linkages
remain at board level in terms of advice, on certain
activitics Amalgamated Appliances refers to
Malbak continuously. 1t is through Malbak, for
instance, that forward cover is bought for the
imported material which makes up 30% of inputs.

The firm is an amalgamation of the country's
most popular brands in small appliances: HAZ,
Lion and Tedelex. Lion appliances was a substdiary
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of Lion Match, and HAZ Appliances a subsidiary
of Tedelex. Both companies were losing money,
and a partnership betwcen Tedelex and Lion Match
was formed in January 1992, Management control
was vested in Lion Match so that Tedelex and
Malbak were not involved at all. The rationale for
the merger was, as Ted Baumann puts it, "familiar
and laudable: it would allow the three companies
to achieve economies of scale in manufacture and
distribution, which would allow it to eompete with
lower-priced imports from the Far East. The
merger, however, involved several plant closures.
retrenchments, and relocation of most
manufacturing activities to New Germany, Natal" !

The Swaziland plant closed first, with the
Johannesburg plant following in 1995
Amalgamated Appliances is now a one-plant
company, located in KwaZulu-Natal. Management
control is now vested in Malbak, with
Amalgamated Appliances reporting directly to
Malbak. As Mr Solomon said: "There is now ven
serious Malbak attention on Amaigamatcd
Apphiances”.

5 2. COMPLYITIVENESJ IN THE TATERNAL
EMVIRONRENT

The strategic focus of Amalgamated Appliances
is orientated towards the low end of the small-
appliance market. It also imports into the higher
end of the market, with such activities contributing
approximately 20% of turnover. The company
faces many challenges in the external environment
which have to do primarily with input costs and
the trade and tariff regime. It 1s expanding its export
market and is seeking to expand its local market
share.

The main market for the Amaigamatcd
Appliances product range is local, principally
Gauteng, with a large and diverse customer basc.
Between 2-30% of the total value of Amalgamated
Appliances’ output is supplied to its largest
customers (Makro and Dions). The complete range
of products is sold to large retail outlets (Makro,
Dions, Pick ®n Pay and Game), while a
combination of hotplates, irons, kettles and frying-
pans are sold to other retail stores such as OK
Bazaars, Clicks, Checkers and Hyperama.

521 INPUT COSTS alip WOKLD FRICL CONPLTITAL

NELS

The small-appliance industry purchases most of
its inputs locally. Amalgamated Apphances uses
over 300 local suppliers and only 20% of inputs by

value is imported. Imported products include the
thermostats for irons, whereas the plastic
mouldings and the aluminium die-casting is local.

The company belicves that its most serious
problem relates to its supply chain which,
management argued is, "wrapped up in a whole
tortuous structure of protection and counter-
protection and cross-protection”. Amalgamated
Appliances' suppliers enjoy "an almost impregnable
tariff protection on the materials which we're
essentially forced to buy from them”.

The company has long regarded the high cost
of locally available inputs as a major obstacle to
its competitiveness. Baumann's ISP rescarch in
phase one found that local suppliers were,
"expensive and unreliable”" and that, “raw-materials
prices are nearly double those of imported
products”. Some figures cited included the price
of polypropylene on the local market being 46%
more expensive than that available to competitors,
and the price of rubber sources locally being R4
000 per tonne compared to the R2 000 per tonne
paid by competitors. However, because of the
dominance of these raw-material suppliers in the
market, the Amalgamated Appliances management
were at pains to emphasise to us during this second
phase of the research that they were trying to
"nurture” their relationship with these suppiiers and
did not want us to mention names. The critical point
made by management was that that, "you can buy
the finished product off-shore cheaper than the
materials that we put in".

“The average price premium paid for local
compoenents is almost exactly egual to the rafe of
duty applicable to those itemsi25%. This is due
both io duties on the components and on the raw
materials used to make them. For example,
materials are 50% of costs for manufacturers of
cooking elements; in turn, the prices paid for
these materials are 5% higher thawn those paid by
oversees firms"\?

As Baumann notes and management reiterated
during the second phase of the rescarch, this is a
significant disadvantage.

These issues are all the more important when
one considers that Amalgamated Appliances uses
R45 million worth of raw material from the local
market per year.

In this light, one of the most serious threats
envisaged by the company at the time of
Baumann&s research (1993) was the surcharge
reduction at the beginning of October 1995. This
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wouid, the company believed, result in the
ability of retailers to source products
internationally at very low prices. An incident
was quoted by one manager to substantiate this:

"I was on the plane with one of my major
customers and he was 1elling me that they had
sounrced an iron in mainland Ching at a
ridiculous price, which means he can retail
it below my manufacture costs, Now that's one
of the side-effects of surcharge reduction”.

The manager argued that the company was
going to need to squeeze margins and possibly
turnover as well. Nevertheless, management
were keen to point out that they were in fact in
favour of a reduction in surcharges and duties
because of the development of a thriving black
market in smuggled products, particularly in the
audio range. The issue of surcharges, however,
became less important to the company as the
rand devalued over the period 1995-96.

This leaves world-price competitiveness as
the key problem. The “culprit" here 1s input
costs. If these were at world level, management
believed, the company would survive: "All we're
asking is the right to compete and survive."

Amalgamated Appliances’ management
believed that on crude-price comparisons the
company is not price competitive. [t benchmarks
itself against the Chinese for price, although
they acknowledged that companies in the
People's Republic of China are almost
unbeatable. The new iron which they developed
and sent to trial recently came within 12,6% of
Chinese prices. The major component of this
extra cost is duties on costs, which stand at 20%
for irons. They do not believe, therefore, that
they nced to slash prices: "Just keep them lean
fand] try to develop other characteristics which
offer extra value: appliances which are more
modern, offer greater guality, arc more
adaptable to customer requiremenis and are a
reliable source of supply".!* A key policy
decision they were keen to have made by
government is a "review of the surcharge on
duty struciures on input costs”.

Amalgamated Appliances’ response is to
look at a Chinese facility in a joint venture with
itself to supply capital and tools to produce for
the US market. While they believed the numbers
look good, management were concerned about
controlling the venture from such a distance.

This will be revisited until such time that the
company feels it is the correct time to enter
this kind of relationship. However,
Amalgamated Appliances’ management believed
they have very good design capability and will
use the Chinese facility to make tools in China
for their domestic business.

The reduction in the general export incentive
scheme (Geis) was also cited as a disadvantage
to the company, but was related back to input
prices. As one manager argued:

"I think export assistance and tariff
protection go hand in hand. I don't think as
a company we necessarily need export
assistance, but then we must be able fo
buynour input cost must be competitive”.

Management's view is that government is
disadvantaging the company by discontinuing
Geis without at the same time dealing with input
costs. They explained:

“You are taking money away from us at
the input level because you are overcharging
us against world levels. Then you're giving
it back once we export it; so, il is lo some
degree levelling the playing field and
subsidising our world prices. By taking that
away, you're taking away the subsidisation
of onr world prices. We're not unhappy that
you're taking it away, but you must take the
other end away as well”.

In 3 memorandum to the Pepartment of
Trade and Industry, Mr Solomon pointed out that
the company is, "facing severe competition in
the South African market from imports, since
many of our input costs are out of line with
world prices due to import duties which are
levied on our components, although the
componentis are not manufactured in South
Africa". This, management argued, "distorts the
market in favour of imported finished goods”.

Amalgamated Appliances faces two levels of
import duties:

*Firstly, direct import duties which are lev-
ied on products which it imports.

*Secondly, indirect duties which are levied
on faw materials which it buys from local
suppliers who, in turn, import these prod-
ucts.
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The impact is to raise the cost of locally
produced products by between 4,9% (steam and
dry irons) and 1,1% (HAZ stcam, spray and surge
iron). This rise is, according to management.
"...enough to make the difference between success
and mediocrity". Management continued:

"If dwties on components are lifted
completely, it will mean that local manufacturers
will increase their market share significantiv
against imports. This will allow us to benefii
Jrom economies of scale so that we can become
world-price competitive and become serious
players in the global small-appliance industry”

CLOJE FUPPLILR LINKAGES

In an attempt to limit the disadvantage that inpui
costs give the company, it has begun to develop
close limks with local suppliers. As management
argued: "We don't have a shotgun approach to
suppliers - we form very, very close agreements
where... we're normally a major customer of thosc
suppliers - so it's not that they can just turn a blind
eye or a deaf ecar." Some of the programmes
inttiated with suppliers include:

* Entering into long-term contracts. This has
allowed Amalgamated Appliances io have
regular problem-solving meetings with its
suppiiers. Meetings are held with the manu-
facturing pcople during which their particu-
lar problems are evaluated, whether they
relate to labour or equipment, and joint plans
are agreed and progress monitored until the
objectives are met.

* Entering into joint ventures with subcontrac-
tors or with international technology part-
ners.

* Sharing engineering personnel and cost data.
There is a full-time person in charge of re-
lationships with suppliers as well as with ne-
gotiations on a biannual or annual basis. Both
engineering and quality people are involved
here, with ihe latter involved in implement-
ing quality systems at supphers, with regu-
far audits being done on their systems in
terms of the specifications of a quality
manual which the suppliers have as well.

* Sharing factory space with, for instance,
M&C, the new owners of the metal-press
section which was outsourced.

* Rating the performance of their suppliers in
terms of delivery time, quality and price.

With new suppliers the relationship is intense
and specifically refated to the profitability of the
supplier:

"We insist on going through all his costs o
make sure that he makes a profit, because if he
doesn't make a profit and the pressure is on, or
demand periods very high, then he drops you.
So we go through there and we watch our
suppliers in terms of profit”

The company also goes one step further by
looking at the raw-material suppliers of its
suppliers: "To talk deals with Company A to sec
whether, if we buy forward, we can hold
the...price".

322 PRAND JEQIIENTATION

At the competitive mass-market end,
Amalgamated Appliances produces the HAZ
range of irons, kettles, toasters, ate. It is a Jow-
margin, low-cost but good-quality range aimed at
the mass market. Amalgamated Appliances has
spent time and energy improving the quality of
these products. A higher-specification range is
Pineware, which also has a broader range,
including items such as hotplates. Tedelex is
classified as a strategic cooking range, including
products such as pressure cookers, gourmet grills
and a variety of specialist cooking products. The
innovative value-added products are the Salton
products targeted at the 'vuppie' market, with the
well-known product, the Salton Hot-tray. The
international products are Rowenta, which have
international designs and are of premium quality.
The advice and input received from Rowenta on
the manufacturing side have been critical in
providing an opportunity of becoming world class

523 INTERNATIONAL CONFLTITIVENES S gKD THE
LIFOKT fTI4RRLY

Pineware products have become a well-known
brand in Africa, with an established franchise
network. Frank Thompson, deputy manager of
Amalgamated Appliances, said the growth potential
of this brand was immense. The company intends
growing this export network into the hinterland to
the north and the Indian Ocean islands.'?

A completely different market is the US,
where household electrical appliances are,
according to Mr Thompson, sold as throw-away
items. While safety and quality are tightly specified,
the market is extremely cost-conscious. In both
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this market and in the European market,
Amalgamated Appliances has been successful and
the company is locking to further growth,

524 FRODUCT RESEARCH, DESION 48D DEVELOF-
LT

Small appliances are fairly basic in design. Locally
manufactured products tend to be simple, while
imported products are more sophisticated.
Nevertheless, design is a major component of the
cosi. of manufaciure. Amalgamated Appliances is
continually looking at new designs to reduce
marufacturing costs.

The company has recently embarked on
substantial research and development, investing
R3.5 million in 1995 in new products to boister
exports to Europe. Thesc products were planned
to appear on local and export markets by the third
quarter of 1996.

The first new product arose out of an
agreement with Strix, one of the companies
Amalgamated Appliances had discussions with
about a technology partnership. it designed a new
cordiess kettle which not only has a simmer control
which transforms it into a miniature urn -
maintaining the temperature of the water at 95
degrees - but a longer boiling period, which is
designed for sterilisation of baby products and the
ke, as well as illuminated switches and a filter to
appcal primarily to the British and USA markets.
This particular kettle, at the time of research, was
stiil in the development stage.

Another of its ncw products ts an iron which,
compared with the conventional iron with 24
screws in it, has only two. It clips together, "like
one of those Lego sets”, management explained.
From a manufacturing point of view, this reduction
in screws has major cost advantages. The iron also
has other features such as optional sole plates,
which can be changed according to the expori
desunation. The new iron will be launched on the
European market under one of the Europcan
brands.

The research and development person has
always occupicd an office at the KwaZulu-Natal
plant. The company's research into the new iron
was innovative and unusual. Focus groups with
women who use irons were held to determine the
major problems with irons. One of the critical
issues was that Swhen you drop the tron it breaksd.
For this reason, Amalgamated Appliances decided
to design a level of shock-absorbents into the iron.

525 CUITOHLRS AND BIATKIBUTION

The company holds no final stock at ali, sending
about 80% of the products directly to
Johannesburg and the rest to Tedelex in Durban.
Tedelex handles this quantity of products for a 5%
fee, with the Johannesburg office distributing to
the rest of the country. The new factory in
Pinetown will have a warehouse to distribute about
30% directly to other centres. This decision was
partly justification for building a facility in the
Durban area rather than in Johannesburg, While
the factory works on a make-to-stock principle,
the distribution network operates on a deliver-to-
order basis from the retailers. Only very setdom is
the factory required to make-to-order.

5.3. FACTORY EFFICIENCIES: PKODUCTION,
WORK ORUANIJATION ANb JHOP-FLOOR
FRASTICES

The Amalgamated Appliances manufacturing
philosophy is one of breaking even: “The goal is
for the sales to the parent firm to meet production
costs at a price allowing acceptable wholesale
margins but no plant-level surplus.”'s The two
features most crucial for competitive success in
this market are price and quality.

5.3.1 PRODUCTION COJSTS KD THE JCALE OF
FEODUCTION

Amalgamated Appliances produces 54 different
products, each in varying quantities. The scale of
production is relatively small if compared to other
small-appliance manufacturers internationally. In
China, for instance, the factory makes four miltion
irons a year, whereas Amalgamated Appliances
produces only 400 000. However, the labour-
intensive nature of this product means that
Amalgamated Appliances is still able to compete
with Chinese products, while it cannot compete
with, for example, Rowenta. The European
companics use highly automated technology and
are able to make 5 000-8 000 units of one product
per day whereas Amalgamated Appliances
produces 3 000-8 000 units of all products per day.

The scale of production has, however,
increased aver the years. The factory was initially
set up to produce 3 500 units per day. At the time
of the research it could produce 8 000 units per
day, The new facility in Westmead will be able
to produce up to 20 000 units per day.

Amalgamated Appliances' production used
to be a fuil-fledged engineering operation
involving fabrication as well as assembly. After
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the closure, the firm decided to subconiract
most of its non-core activities (such as
fabrication), which included the sale of
expensive machinery, including presses. lathes
and numerically controlled machine tools. It sold
off the plastic injection moulding machines. This
assisted their ability to recover unit overheads
since they are no longer that reliant on
production volumes or continuous production.
In addition, overheads could be reduced both
from the sale of cquipment which was not
running at full capacity, and because they were
no longer faced with relatively long change-over
times from inflexible equipment: hydraulic
presses and injection moulders. The investment
m injection moulding, for instance, was worth
more than 50% of the capital investment in the
business.

As is typtcal for assembly-type operations.
tabour is a small component of the cost of the
products: for plastic kettles and hotplates it is
no more than 5% and 6% respectively, while
for the automatic iron and steam iron the
proportion is slightly more at 12,5% and 11%
respectively. Therefore, cutting labour, or
rightsizing, was not going ta cut operation costs
significantly. but would rather allow the factory
to focus on its core activity, namely, assembly.

Despite the crucial chalienges faced by
Amalgamated Appliances with respect to input’
costs, management are keen to point out that
this does not mean that curbing operation costs
is not a huge cost-saver., They increased
production to a point where it could match
world-wide production standards and came up
against the structural and logistical
inefficiencies inherent in the New Germany
factory. This prompted a critical look at the
layout and material flow of this factory, and ted
to the decision to build a completely new one.

Amalgamated Appliances is now almost
solely a final assembly firm where it can achieve
rapid change-over times, Previously, the
company was constrained by the fabrication
side of the business. As Baumann explained.
"small-appliance production [was] a fully-
fledged engineering operation involving
fabrication as well as assembly, With
fabrication goes expensive machinery, including
presses, lathes, numerically controlled machine
tools, plastic injection moulding machines, and
so forth, This in turn implies that unit overhead
recovery depends entirely on production

volume”. He went further to suggest that the
company, "was constrained by the need to run
efficient batches on its metalworking and plastic
moulding equipment™,

Similarly to auto asscmbly plants, the company
is now highly focused on suppliers: "{ There is] a
guy here 2!most full-time just at suppliers' premises
looking at their processes, how they plan, what
they do, so we ensure that our supply chain is
reliable".

Because of this focus on final assembly, the
nature of production is really an exercise in logistics
rather than in manufacture. This is evidenced by
the factory buying and consuming 7 000 060
components per month for its 54 different products.

Approximately 70% of what is sold is
manufactured in the factory, with the balance a
combination of imported products to offer a
complete range to retailers,

The management discontinued conflicting
products where they were not in the right segment.
The remainder of the products was subjected to a
continuous improvement programme where they
were constantly analysed in terms of design to
improve quality and cost. A number of new
products were designed with the latest technology:
low-cost heaters were put into the South African
market, which increased Amaigamated
Appliances' heater sales in units by approximately
70% from the same period in 1994, A new kettle
range was introduced and a new export iron range.

SJd.a FROBUCT @uaLirr

Previous research by the ISP showed that South
African small appliances are of similar goality
to imports. Despite this, the company embarked
on an active quality awareness and quality
control programme in mid-1993, which
effectively stopped the factery for
approximately three months. During the change
process the management analysed the product
range and found an unacceptably high rate of
return in a number of products. This led to 20%
of the range being discontinued. In 1993 the
company was experiencing up to 12% returns
on one product. This translates into one in cight
customers being unhappy. As management said:
"We couldn't let products out the door. It was one
of our worst periods”.

Over a period of 18 months, the development
of the iron went through four iterations, during
which major problems were identified and rectified.
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Within two years (1995) the company was runuing
at a 2% retumn rate. This compares favourably with
the world accepted level for small appliances,
which is in the order of 3%. Attention was also
paid to the packaging and instructions for the use
of the small appliances to reduce the number of
returns of appliances where, in fact, no fault was
detected (roughly 34% of the products returned)

In order to keep pace with international
standards in quality, the company benchmarks itseif
against international competitors. It has a
1echnology relationship with Rowenta in Germany
and with a company in Switzerland. It has recently
developed technology partnerships with compantes
in Spain and [taly.

533 FgCTORT Larow

The New Germany factory site was utilised to the
fullest but given its age and original intention and
design, became inappropriate for good matcrial
flow or true cellular layout. As management stated,
"it [was] a very disjointed manufacturing facility”
since it grew eceentrically with the key restraining
factor dan absurd amount of material handlings.
The company was in operation on the New
Germany site for six years as Lion Appliances and
then for three-and-a-half years as Amalgamated
Appliances.

The resuit of the factory growing over a period
of time and changing ownership was the
inappropriate location of different parts of the
factory, such as the metal-press department. the
injection machinery section and the receiving
department, compared to the final assembly
departmen: and warchouse. The routing of work
in progress was, therefore, circuitous and
inefficient. Although the New Germany factory
has made a partial transition to a cellular
layoutawhere workteams concentrated on a
product or family of products in the final
assemblyiithe process was hamstrung by the need
to achieve economies of scale on the fabrication
side,

Although the flexible assembly workteams
could switch between products very quickly, they
were not able to manufacture on a true one-batch
basis. The piant did not have the necessary
information infrastructure and materials-handling
technology to operate a fully-flexible muiti-product
system.

The new factory site in Westmead - a R12 million

investment - has been designed with all these
probiems in mind and offers the company a unique

opportunity to utilise space effectively, route work in
progress appropriately and locate large machinery
exactly where it is needed in terms of the stage of
production. The new factory provides two-and-a-half
acres under roof (in other words, 40% larger than
the previous factory). The crucial difference,
however, 1s that it provides process flows for the
products and appropriate levels of automation through
an open-plan layout. As emphasised by management
talking about the previous facility, this was necessary
to "get ourselves to world-class level - we can't be
world-class on these premises, that's the reality”. In
the new factory, by contrast, management emphasise
that they can design it and play around with it inside
to optimise production systems.

The company now focuses on subassembly
and main assembly. It is in the latter area that
the company is experimenting with single-
operator workstations in addition to the cellular
layout based on flexible assembly work teams
which concentrate on a product or family of
products. In trials concluded in the previous
factory it was demonstrated that Amalgamated
Appliances could operate at 35% above
international benchmarks on the production floor
using these single workstations. The
Amalgamated Appliance management team
understood clearly that these interrelated
production problems (high inventories, many
components, underutilisation of capacity, etc.)
were, as Kaplinsky and Mhiongo suggest,
“classic symptoms of a multi-product
functionally faid-out factory".!® The package of
solutions, first developed by Toyota in Japan,
which exist to remedy these problems, and
which were adopted by Amalgamated
Appliances’ management, include"moving to a
cellular fayout and the systematic adoption of a
programme to reduce batch size and change-

over times".'"®

The new factory has also been designed for
future growth in capacity, in exports and in
product differentiation. It includes a haadling
facility to be able to export more efficiently,
with a possibility of two containers a day leaving
the factory. Currently exports as a percentage
of total productton is very small, running at
approximately $%. It has also got the potential
to incorporate production lines for a number of
recognisable brands, including one of German
origin, onc or two of American and Australian
origin and three to four from Britain. These
brands use the same standard eguipment as the tocal
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brands but allow for different specifications and levels
of features which add value for specific export
markets.

6. LYALYATING INTELLIGENT PRODUCTION AT
ANALGANATED APPLIANCES

In this section we cvaluate the activities of
Amalgamated Appliances at its New Germany
factory, according to the intelligent production index
developed by the human resources, corporate
governance and public policy study of the ISP. While
the first set of 1ssues is categorised under the heading
"Work organtsation processes and structurcs' and the
following set of issues as 'Human resource
development and skill formation and corporate
governance and compensation', it is clear that these
are artifictal divisions and dealt with separately only
to provide some structure to the discussion. So as not
to privilege any of these categories, we have given
each a maximum of 18 points, giving the index a full
score of 54. The full details of the index are outlined
in Appendix One.

6.f  EVALUATING WORK ORQARISATION
FROCEJSES AND JTRUCTURLES

One of the new developments in work organisation
during the one-year run-down period was 1o test
single-operated workstations for productivity and
performance cfficiency. This was done in response
to intemational benchmarks, which showed that 200
units could be made per worker per day compared to
the 100 units per worker per day at the New Germany
plant, After discussion with the workforce it was
agreed that single-operator workstations would be
tested, The workers' response, management said.
was, "welll show you“. They reached 180 units per
day and realised that it was possible to meet, if not
exceed, the UK levels. Management talked about
dpride of ownershipd, and cited an example of a
complaint from Tedelex about a HAZ iron: one of
the workers insisted on giving the complainant a new
iron off the line. On the single-operator workstations,
they are able to put the workerA:s name on the bottom
of the product.

A critical reason for these results is the one-
to-one correspondence achieved between final
product and worker. As management argued:

"We"re trying ta create 1his...personal angle
to manufacturing where you come to work
because you're here with friends and you're
happy to work here. And one of these things,
like the little cards, the little card that this

product was made by Susie, we hope yow're going
fo enjoy this product, if there's a problem contact
the business and ask for me at Amaigamated
Appliances telephone xyz".

Evaluating these aspects against the intelligent
production enterprise index, we are concerned to
understand whether work is organised in such a way
that it privileges the skills, expericnce and involvement
of the workforce.

This category of the index 1s made up of five
components, namely:

*Teamwork.
*Factory flexibility.
*Maintenance.
*Controt.

*Sceurity.

ork organisation processes and structures = teamwori
8 points) + factory flexibility (3 points) + maintcnan
issues {2 points) + management control (3 points) H
Fvorkcr security (2 points)

611 TEANFOKK

Our first criteria here is whether there 1s
cooperative, flexible work where workers are
organised into teams. Management had not vet
introduced teamwork on the shop-floor, although
it was in the process of organising the workforce
into teams. This was a new step forward for the
company which, two years earlier, was still using
guality circles and green areas. It was a natural
progression from their attempt to achieve
sustainable Aexibility for the small South African
market. through the introduction of multi-skilling
programmes linked to work teams and team bonus
schemes. Management viewed team work as
essential for the functioning of the multi-product
ceHular system. ‘We have, therefore, allocated it
one point.

We have identified a number of indicators to
ascertain the extent to which these teams engage
in meaningful activities such as planning,
identifyiug quality at source and being involved in
line balancing or staffing levels. Since the teams
were still in the process of formation these
indicators could not be measured and, therefore,
all receive zero out of a possible seven points.
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§.12. TACTORY FLLRIDILITY

The second set of indicators relate to flexibility.
Increasingly companies are moving away from
ensuring fabour flexibility through srumbers - in
other words, casualisation or work or employing
a pool of temporary labour. However, it is clear
that outsourcing and subcontracting of non-core
manufacturing activities is pursued by many
firms as it is by Amalgamated Appliances.
Nevertheless, it appears that within the core
competence of the firm, 'better practice’
indicates that labour flexibility is best achieved
through organisational flexibility. This involves,
among others, changing work organisation,
multi-tasking and multi-skilling and job rotation
of workers. Amalgamated Appliances scores
one point for each of these indicators since much
effort has been put into multi-tasking workers
and to give effect to ongoing job rotation, as
well as experiment with new forms of work
organisation such as single workstations. As the
factory manager asseried:

“"When you're talking about the millions
of products that move ihrough here - think
we move something like seven million
components - 1ght now we're probably
moving about [0 million components through
this facility a month. And if there's any
problem anywhere. technically or in terms of
supply, you have to have the ability to switch
vour people and do something else. It's
[multi-tasking] an essential part of this
Jacility”.

This ability to take on a range of tasks
impacts on about 85-90 % of the workforce. It
does not pertain to the highiy skilled areas, such
as the application of Teflon-based coating, or
where there are specific process or machine
work required.

It also necessitates working-time flexibility
so that machinery is "sweated" through its
continuwous use. In this way, cconomies of scale
are achieved which is necessary to keep
production costs down. Where the continuous
use of machinery is not important to
manufacturing-working-time flexibility allows
the company the ability to utilise slack time or
non-production time for training and
maintenance. At Amalgamated Applances
there is a combination of these forms of
flexibility utilised. A number of peoplc are
permanently on two shifts, and the company

utilises shift work for increased demand.
Amalgamated Appliances, therefore, scores
three points for labour flexibility,

613 TAINTENENCE

The third set of indicators pertain to maintenance:
the adherence to total productive maintenance,
which involves pushing routine and preventative
maintenance te production-line workers, While
maintenance is done on the line at Amalgamated
Appliances, it is done by other workers or
contracted out. Production workers have not been
trained to do this themselves. There is limited
maintenance in the area of testers and screwdriver
equipment. Therefore, the company scores zerp
cut of a potential two points.

é.i4 CONTROL

Since it is the teams or direct production workers
that are now responsible for maintenance on line
and for monitoring their own performance, the
supervisor-worker ratio can decrease.
Management claim that their structure is relatively
flat and informal with no supervisors on the shop-
floor, only "problem-solvers”. The company scores
one point for the decrease in the ratio. However,
we found that there were still elaborate levels of
management including team leaders, supervisors,
superintendents, a factory manager and the
executive management team, including the
manufacturing director. Amalgamated Apphances
scores zero for layers of management.

Nevertheless, control spans for management
have increased with all levels of management now
responsible for budgets and enlarging their areas
of decision management. This is an indication of
the extent of empowerment of lower levels of
management. As management said:

“They're fully accountable and responsible

for what they do...and by pushing it further

down the ranks you find that. . .you don"t need
that many guys at the top to sit and make
decisions all day"”.

Amalgamated Appliances scores {wo points for
control.

&.15 SLCURITT

The fifth element in the work organisation index is
security. Workers' willingness to be flexibly
deployed on the production floor and their
willingness to participate in production team
activities depend to a large extent on their sense
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of security in the company. We, therefore, aliocate
a point to the agreement on job security which is
in place at Amalgamated Appliances. At the time
of this research, the decision to invest in a new
factory had already been taken. Had we
conducted the research a little earlier, this
employment security would have been absent since
workers were faced with imminent closure and
production merely to run out the components.
Management understood that this security was vital
to the success of their new production methods:

“The one thing that's very clear is that
people...know that tomorrow they have a job, and
that is so key 1o this whole...position of trust and
cooperation. The moment that they think there's a
possibility rhey're going to lose their jobs.. the
wonderful theories and practices will topple”.

This sense of security was also captured by
managemeat's view that, should recent achievements
consolidate and exports take off, the possibility exists
to double volume output and increase staff in the
medium-term.

On the other hand, the employee representative
committee argucd that people were in fear of losing
their jobs, having seen many of their colleagues being
retrenched. These fears are discussed further in the
section on industinal relations, corporate governance
and compensation.

In general, for the index, we believe that this
security could be enhanced by a greater reliance on
informal group discipline as opposed to formal
procedures and senior management involvement on

industrial relations, corporate governance and compensation
Total Value of Iped =18

disciplinary matters. However, at Amalgamated Appliances,
despite some changes to the disciplinary procedures - in
that supervisors are often required to represent workers -
and managanant's insistence that they 'dont crack whips',
the formal disciplinary procedure essentially remains intact.,
Therefore, out of a possible two points, Amalgamated
Appiiances scores one for security.

The total score on work organisation processes and
structures for Amalgamaged Appliances is scven out of
I8. It clearly still has a fong way to go. This is recognised
by management and with the move recently to new and
more modem premises, the potential to put in place well-
functioning teams and other good working practices is that
much greater.

6.2 EVALUATING JKILLS FORNATION AKD HUNAN
RCJOURCE DEVELOPRENT

Central to an enterprise which employs intelligent
production is the amount and quality of training it
provides fo its workforce. We call it 'constant skill
acquisition’ to emphagise the ongoing nature of the
training - not just induction- and because it leads to
the acquisition of new skills which are then utilised in
the course of production.

This category of the index is made up of four
components:

*Amount of traning
*Appropriateness of curriculum
*Grading systermn

*Facilitation of training

sharlng

Company score =10
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ount of Training (3 points) + appropriateness o
urnculum (8 points) + the grading system (3 points
facilitation of training (4 points).6.2.1,
ount of training

&21 ANOUNT OF TE4INING

Factors regarded as important are, firstly, that the
enterprise be spending a significant amouat
{greater than the average of 1,5% of payrol) on
training. Amalgamated Appliances spends more
than 1,5% of payroll on training. Secondly, the
training investment should have increased over the
past five to seven years, which it has at
Amalgamated Appliances and, thirdly, that a
significant proportion of this training is given to
production workers (and not mostly management,
as is often the case), which is being done.
Amalgamated Appliances scores three points for
this indicator,

6.2.2. AFPROFPEISTERELS OF CURRICULUR

We attach great importance to the nature of the
curriculum and the type of training offered, for
example, production-related skills training, adult
basic education and training to improve job
performance or to broaden the scope of fasks
performed and to increase the complexity of these
tasks. The latter may lcad to the upgrading or
promotion of workers. These forms of training are
regarded as more important than management
ideology courses or narrow job specific skills
training.

Teamwork and problem-solving skills are at a
premium at Amalgamated Appliances, although
little attention was given to production-related skills
or adult basic edecation, Amalgamated
Appliances, therefore, scores two out of a potential
four points.

Two issues should be pointed out, though:

* That the assembly mdustry does not require
advanced production skills.

* That most of the workforce (over 85%) arc
literate with educational backgrounds of be-
tween Standard 8 and Standard 10

The factory manager explicitly pointed out that
it is not so much the actual production skills, or
technical skills, held by the workforce which have

made the difference to production guality and
productivity but, rather, the way workers work
together on the factory floor:

"The type of training that we required was not
skills training; it was this inter-behavioural skills
training that we required, and how you deal with
people, and how you negotiate”.

These two issues may put a question mark over
the relevance of the indicators in the index which
measure production-related skills training for this
particular company. On the other hand, if not all
workers are literate, should not aduit basic education
programmes still be offered?

The aim of training must be to enhance production:
allow the worker to have the skills to utilise in the
performance of a varicty of tasks and to increase the
scope of these tasks. Whether or not the worker
can make decisions on, and work according to, the
skills gained {or recognised) is tested in the next
section on industrial relations, corporate govemance
and compensation.

We are concerned that training meets current
national criteria. This would inchude that the training
offercd is competency-based training, that it is
accredited by a recognised institution of learning and
that workers receive a certificate to prove
competency. Although Amalgamated Appliances’
tratning 15 not accredited. it 1s competency-based
training. Amalgamated Appliances does not have a
recognition-of-prior-learning system in place. This
would allow workers to apply for regrading or to be
asscssed in terms of training needs. We, thercfore,
give Amalgamated Appliances three poinis out of a
possible four for these indicators. On the whole, the
set of indicators dealing with curriculum scores
Amalgamated Appliances five out of a possible eight
points.

6.23. THL QRABING STITLN

The form of training detailed above is directly related
to the manner in which workers are graded in
factories. The grading system is our third set of
criterta. We promote a skills-based grading system in
which the acquisition of new skills lcads to increased
payment. This form of grading is typically preceded
by a broad-banding of grades in the factory. This
broad-banding enhances job rotation, multi-skiiling and
team-based work since it limits the potential for
disputes about job demarcation and narrow-based
tasks. This is because the grading system is based on
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the skilis held and utilised by the individual worker
in the performance of his/her tasks rather that on
the actual tasks performed.

Amalgamated Appliances uses the old
National Industrial Council grading system of the
engineering industry, which 1s essentially task-
based * At Amalgamated Appliances, new skills
do not iead to increased payment and no broad-
banding has occurred.

The grading system is, in fact, a source of
tension among the workforce. Most of the workers
are graded G, which is the bottom grade; F is a
checker, with drivers graded D, which is the highest
brade. Althoupgh the number of grades has
decreased over the years, this is not because of
broad-banding but rather that grade H has fatlen
away and therc arc no grades C, B or A. The
company receives zero out of a possible three
points for this set of indicators.

624 TACHITATION OF TRAINING PROARARIILS

Joint planning of the training between the
management and union or employee
representatives is critical to the efficacy of the
training, and is reflected on in this part of the index.
Amalgamated Appliances involves the employee

representatives in the planning of training. We are
aware that the nature of the education and training
system 1s undergoing significant changes, and that
production requirements are ever-changing. We,
therefore, allocate a point to companies which provide
trainers with a programme of training to upgrade their
skills and assist their attempt to remain ahead. This is
only just beginning at Amalgamated Appliances.

Traming plans have traditionally been developed
by the human resource departments and their expert
training officers, Increasingly, however, production
heads {operations managers, production department
leaders) are specifying the training they believe is
necessary for production workers. Here we allocate
one point to Amalgamated Appliances for training
plans deveioped jointly between human resources and
industrial relations personnel and production
personnel.

Finally, we have observed through the research
an increasing significance attached to inter-firm
relationships of produccrs in the supply chain We
allocate a point to companies which assist their
suppliers through training. While Amalgamated
Appliances do not run formal training programmes
for their suppliers, their interaction is regular and
educative. One examples shows this clearly. An
elected employee spent a day with a problematic

Skilis formation and hurman resource development
Total value of IPE1 = 18
Company score =12
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supplier and identified a number of problems. As Mr
Thompson explains: "She identified five to six crucial
weaknesses. The result was a better supplier” ™!

Amalgamated Appliances scores 12 out of a possible
18& points for this section of the index.

6.3. FVALUATING INDUJSTRIAL RELATIONS,
CORPORATE GQOYERNANCE AND COMPENJSATION

The heart of the new strategy at Amalgamated
Appliances has been a focus on productivity:
redefining it, educating the workforce about its various
components and designing rewards and incentives to
achieve it. The manufacturing director, Amold Crous,
was keen to point out that this was a "people business”
rather than about capital mvestment, engincers, fitters
and preventative maintenance programmes:

"Forget about all the other technical things,
processes. methods...throw the whole lot away and
start looking at how you handle your people.
Because I've now noticed that through the people,
that's where your success lies, not in the process
that you apply”.

Mr Thompson went further and argued that the
workers themselves defined the productivity focus.

"The productivity focus is not imposed by
management. It is something which has emanated
Jfrom the workers. We believe this is an environment
where people feel good about themselves, The
baittle for survival has forged a whole new
approach to tackling opportunities. We are
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growing a spirit of wanning to da better”.

The workforce at Amalgamated Appliances
consists of predominantly Indian women (about 65%
of the workforce is Indian and 60% of the workforce
is women) with an educational background of
between Standard 8 and Standard 10. The product
development of, for instance, the iron is designed to
take advantage of the educational background of the
workforce and to compensate for the reduction in
numbers. As management explained:

“The Chinese manufacture a very low-cost iron
with a lot of screws in them. And they can do il
because they're paying their labour US850 a
month... Here we've gone one step beyond that
and said, labour is a component; therefore, how
do we design an iron where we can reduce the
labour content of the iron as much as possible?”.

At the time of the research there was no union
represcntation but an employee representative
committee. To understand why the employee
representative committee often had views contrary

to those of management it is important to reflect both
on the former managing director's philosophy of
involvement and participation and the nature of the
employee representative committee. The former
managing director valued one-on-one communication
rather than via a third party. He viewed formal
structures with decision-making and responsibility
pegged to different levels with disdain, equating these
with an autocratic type of style, and argued that there
was a need to flatten it out while being aware of the
problem of informality. He clearly appreciates and
encourages regular communication with the
workforce and, despite the absence of the union
during the run-down period, he says he is comfortabie
with the union. This is evidenced by the smooth re-
entry of the union, the National Union of Metalworkers
of South Africa (Numsa), since the opening of the
new facility in Westmead.

Mr Thompson shared this view and called it the
“miracie of communication". He argued that the
involvement of the workforee is not about cooperating
but about participation;

"We have managed to break through the
management-worker interfoce. We can no longer
claim the cooperation of the workforce. Nowadays
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it is participation”.

The employes representative commitiee, on the
other hand, was not a classic employee council in
that it consisted of ex-shop stewards and union
activists from the time prior to the run-down of the
New Germany facility,

The workforce was unionised by Numsa prior {0
the closure of the plant in 1993 and the re-hinng of
workers to run down the facility. At this point, the
union was not welcome at the plant, leaving workers
unrepresented by a trade union, although the workers
set up an employee representative committee.
Manapement pointed out that the plant was closing
down by the end of the year and relocating to
Johannesburg;

"They knew that they were only here for a year
and that the company was going fo close down
and go to Johannesburg in December - in anyone's
language it didn,t make sense 1o join a union”.

The employee representative comumitiee
explained is differently: "When we were employed
we should not belong to a trade union. . .because they
had an "expericnce" with the union...that's what we
were told in our induction”.

Later they stated that the company “discourages”
trade unionism. The company cxplained that the
workers who were re-hired were no longer union
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members since they were not paid up and, in addition,
the employees themselves did not want to belong
to 2 trade unton:

"By virtue of the company closing,
subscriptions, everything stopping for one
monthathere's no shop stewards’ commitice
because there are no unions, because the
people here have stated publicly that they have
such g good relationship with management that
they don't need unions. And that will be
confirmed by the workers' representative
commitiee”.

By July/August the company began to employ
an additional 90 workers as production began to
pick up and productivity improved. Sometime in
August/September 1994 the workers elected one
person per department to sit on an employee
representative committee. Management also
needed this commitiee because it required a
mechanism to communicate with the workforce.

The members of the employee representative
committee described their relationship with
management as “weak" (on a scale of 1-5 they
gave it 1). They elaborated that the relationship
was onc of "messenger boys or ladies"; "What they
give us we have to take...and pass it on". By
contrast, management described their relationship
with labour as very strong (on a scalc of 1-5 they
gave it 5).

It is clear from the interviews that the
delegates to the employee recpresentative
committee are convinced their power is weakened
by not having a trade union behind them. They
argued that a dworker representative cannot do
what a shop steward used to do because of how
the company perceives the difference. They tell
you straight: you're a worker committee and that's
the way we handle the situation. They actually
instruct you...and they want vou to do things the
way they want you {o do things”

The employee representative committee was,
therefore, schooled in the practices and
philosophies of the union movement, which
inciuded fairly standard structures (shop steward
committees), forms of interaction with management
(through recognition agreements) and levels of
bargaining (through the iron and steel industrial
council with minimum wages sct at the council
fevel).

The informal one-on-one communication
practised by management at Amalgamated
Appliances during the run-down period is clearly

at odds with the tradition of industrial relations in
South Aftica, which is all about structures, written
agreements and levels of bargaining. It is not
surprising, therefore, that much of the workforce's
perception, as reflected by the employee
representative committee, was not known or
understood by management,

Productivity, for instance, was not, according
to members of the employee representative
commitiee, discussed with them with a view to
agreement. As they say: “No, they don't discuss
that [productivity] with us. It's just set on the table”.

Despite this comment, the employee
representative committee had an excellent
knowledge of the performance of the company as
well as a clear perception of how the company
was perceived. They argued that compared to other
companies their performance was not only better
than average but excellent and believed that the
company was working at full capacity.

If management views their success in terms
of what the workforce did and how committed and
loyal the workforce bececame and therefore how
productive, the workers (through thetr Employee
Representative Committee ) have a contrary view.
Management believe the workers went through a
"metamorphosis". As Arnold Crous told the
gathering assembled for the opening of the new
facility:

"With zero job security and nothing to prove,
they underwent a metamorphosis and increased
production and quality standards out of all
recognition”.

By contrast, when asked why productivity
improved so dramatically, the Employee
Representative Committee's response was anger:

“Because they said to us - we cannot fall
under a trade union ... so the people feel
frightened, they're scared. They cant say much,
they're scared, so they're under obligations and
they need the jobs, they're scared to lose their
jobs so they're frightened 1o say much or do
much”.

These opposing views by management and the
Employee Representative Commitice about union
membership have been explored here at length
because of the ISP's belief that labour-
management co-operation add value to
management adjustment processes. We found, for
instance, that those companies in our sample and
in the international arena, embarking on strategies
and initiatives to improve manufacturing capability
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and competitivencss in the market, tend also to be
the companies experimenting with new, more co-
operative labour-management relations.

We were concerned therefore to understand
whether these opposing views about union
membership would be detrimental to the ability of the
two parties to co-operate. It is clear that if managers
did not believe that participative ways of structuring
labour-management relationships at the plant level
would ultimately enhance profits, they would not
pursue this path, Nevertheless, there exists profound
scepticism of departures from traditional approaches
in the ranks of both management and trade unionists.

In this section of the index we assess how
companies are transforming their traditional
relationships with the workforce (hostile, adversarial
and facking in trust) in order to ensure the long term
sustamnability of their shop-floor reorganisation - rather
than simply to prevent collective action. The abscnce
of the union (for whatever reason) at Amalgamated
Appliances proved relatively immaterial to the
renewed cmphasis on participation, consultation and
ongoing diaiogue with the workforce. Where the
absence of the union was material. however, was in
the manner in which it was perceived and understood
by the worker representatives.

This category of the index 1s made up of 5
components:

*Information Sharing
*Regular Consultation/ Representation
*Compensation

*Union/ Emiployee Representative Capacity

Industrial Rclations, Corporate Governance and
Compensation = Information Sharing (2 points) ¥
Regular Consultation and Representation {9 points)
+ Compensation (3 points) + Union/ Employee
Representative Capacity (4 points).

IRFORTIATION SHARINQ

The first criterion in the Industrial Relations
Corporate Governance and Compensation section
of the Index, is that critical element, information.
New production methods are information intensive
and require both ncw ways of sharing and releasing
information as well as enhancing the scope of the
information to be shared. Essential to the input
which the shop-floor is expected to make is
meaningful information sharing - regular meetings

with full information disclosure as well as
accessible visual aids on the factory floor
highlighting performance, customer satisfaction,
cfficiency and quality levels as well as ensuring
that the workforce knows who its representatives
are.

Within Amalgamated Appliances there appears
to be regular information sharing on a wide range
of issues. However the Employee Representative
Committee was adamant that they are not
consulted on apy of the issues, such as new
working methods or training, but rather that they
were informed. This highlights the repeated
accusation from the workforce in many of our case
studies, that information is not given to them when
the management insist that i 1s. The general
manager in another company in our sample, MB
(lass, Durban, was very clear on this;

"The onus is on the managemeni to ensure
not only that information is given to the
workforce, but that it is heard and received.
This obligates the management (o check their
language. their form of communication and
whether people have understood”.

The Employee Representative Commitiee
agreed that they were consulted on new product
developments, hiring of new workers,
redundancies, staff purchasing scheme and
bonuses and allowances. Nevertheless they felt
that {the workforce] do not get enough information.

These contradictory comments needed to be
reconciled during the rescarch. We found that the
Employee Representative Committee were well
bricfed in many of the crucial issues of the
company and that therefore their view that they
did not get cnough infarmation pointed more to how
the infurmation was transmitted and whether it was
accepted.

Visual aids were used throughout the factory
with many graphs, tables, targets and outputs listed.
With a literate workforce these visual aids could
be fairly sophisticated and detailed.

The company therefore scores 2 points out of a
possible 2 on information sharing.

REGULAR CONJULTATION, REFRESENTATION

The second criterion is the extent and nature of
consultation and representation. The ability of the
shop-floor to influence the workplace broadly (i.e.
strategy and policy ) and narrowly (i.e. on the shop-
floor) is positively correfated with productivity-
enhancement. We call this task centred
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involvement and strategic involvement
respectively. Unions/ employee representatives and
workers must be regarded as valuable contributors
and joint partners, As such it is vital that unions/
employee representatives be recognised and their
input accepted at plant level. This meaas that there
should be worker-management commitiees/
forums for information disclosure, consultation and
decision-making.

Increasingly, the strategic level is best handled
by regular meetings between senior management
and the shop steward/ cmployee representative
committee. Financial disclosure to shop stewards/
employee representatives assists in developing a
co-operative and informed approach to company
strategy and planning.

At Amalgamated Appliances consultative
processes arc fairky well developed although formal
structures have been avoided. Nevertheless, the
management consults and discusses regutarly with
the Employce Representative Committee and
discloses financial information irregularly.

In addition, for reasons of diffusion of
company wide (or industry wide) practices in these
arcas, and for monitoring and co-ordination
reasons, we believe it is necessary for there to be
representation as well at the company or industry
fevel. Although Amalgamated Appliances is a
member of Siefsa, there is no representation at
the industry level

Formal agreements on work organisation
between the unions/ employee representatives and
the plant management assists the process of re-
organtsation and avoids unnecessary dispufes,
conflicts and insecurity which arise from the
ongoing nature of such reorganisation. Employec
suggestions have been found to be a successful
mechanism to encourage employec paiticipation
and involvement and these are in place at
Amalgamated Appliances.

Howecver, there 1s no plant bargaining at
Amalgamated Apphances in the sense that wages
are determined from the National Industrial Council
for engincering, there is no representation at the
company level by the Employee Representative
Committee {although the manufacturing director
claims to reflect the views of the workforce at the
company level). Therc is no formal agreement with
the Employee Representative Committee on work
organisation.

To understand some of the flavour of this
emplovee involvement and participation it is uscful
to reflect on how employces engage with suppliers.

Mectings are held with suppliers by members
of the workforce and management and when
customers come around, the workforce
available for discussions with customers on the
floor. in March 1995, {ifty of the most important
customers came to the Pinetown factory o sce
how the factory operates. Management
explamed to the workforce that they wanted the
customers to understand gquality, cost-
cffectiveness, commitment to customer services
and the iike. Again, says management, the
response from the workforce was “we'll show
them".

Amalgamated Appliances scores 5 poinis
out of a possible 9 for the consultation set of
criteria.

COFIFLRSATION: INCENTIVES, REWAKDS AND FAT-
fICNr

Thirdly. there is rencwed interest in rewarding
performance and developing appropriate
compensation packages to encourage
participation and commitment to productivity-
enhancement. The compensation package may
include motivational rewards for company
performance (profit sharing), skill acquisition
{payment-for-skill) which is covered in the index
on skill acquisition and human resource
development, gains made in production which
are shared amongst the workforce in total
(factory incentive system) and implemented
suggestions.

Amalgamated Appliances believes that
incentives and rewards are critical to
performance. They arguc as foilows: "It's very
difficult to seli a benefit to an employee unless

. there's some reward of some kind to be
shared",

They have factory-wide incentive schemes
{discussed below) but have no system of profit
sharing. The company has developed a scheme
for rewarding implemented suggestions
financiatly. Although these were not yet in
place, the company has been awarded a point
since the starting date for the scheme was
January 1996, This system will work as follows:

"The award system will be in terms of
internal competitions, and individual
competitions. And also linked to productivity
improvement or improvement ideas which we
will implement. And where ideas ... could be
documented in terms of Rands and cents, it
works on a percentage basis - but they gel

22 RESTRUCTURING FOR SURVIVAL: A CASE STUDY OF A SMALL-APPLIANCE MANUFACTURER IN SOUTH AFRICA



the saving up front. It will work on the basis of

a percentage of saving ... up to a maximum of
RI1O Q00"

The manufacturing director added that, “if
someone comes up with a million Rand saving 1'll
gladly write them a cheque ... for R100,000, no
problem”.

Management point out that they have been able
to redefine productivity "to make it an individualised
component so that productivity becomes a belief
in the individual's ability to prove®.

The plant opcrates a number of reward systems:

First. there is the "pride of ownership” scheme
whereby the worker allocates her name to the
bottom of the product in single operator
workstations:

Second, is the factory-wide incentive scheme
which allows each person to benefit from the
productivity of the factory and also imposes a
degree of group discipline on the employees. Two
examples illustrate this well. Suppliers were late
with deliveries causing products to build-up on the
fioor and preventing the factory from meeting set
targets. A representative from the Employee
Representative Commiitee approached senior
management to say that this was unacceptable.
The management agreed to a delegation
(management and representative of the workers
committee) to go the supplier. As management
claborate:

“They went there and they had serious
discussions with the supplier and made some
serious proposals and got the supply right. And
the workers committee then came (o us and said,
“look the supplier had taken it seriously and
we're prepared 10 give them the benefit of the
doubt, we'll see if they can meel the
requirements”. And they did, and its just carried
on”.

A second example is of workers' who are
unable to come to work who were asked to explain
themselves o the workforce why they were
absent.

Third, are the dust-coats which were given to
all the workers. The workers then decided to use
their own money to buy uniforms (designer
uniforms made into dresses) which they wear
underneath the dust-coats. While this is often scen
as symbolic only, management insist that
investment in these dust-coats and the white T-
shirts with the company logo on is "not just a one-

off return, it just keeps on coming back”. This view
conforms to the experience reflected on in the
international literature that forms of symbolic
interventions are extremely powerful when
associated with other structural (layout issues or
technology upgrades) and process {work
organisation, human development) interventions,
although weak when implemented on their own 2

Fourth, is the staff purchase scheme in which
employees are allowed to buy up to an amount of
R2000 with an 18 month pay-back period without
interest and with a 12 % deposit. This scheme
includes not only the appliances produced at the
Amalgamated Appliance faciory, but the whole
range of Tedelex products, such as hi-fis, video
machine, TVs and so on.

Fifth, is the attendance bonus scheme which
the Employee Representative Committec
highlighted. It works by using 6 months as the
period: if no absenteeism occurs in that 6 month
pertod, then the worker will get R40 extra per
month although if the worker is absent at any point
in that 6 month period this bonus will not apply to
any of the months in the period.

The Employec Representative Committee
expressed concern that the increased productivity
which results from the individual bonus systems,
which expect that employees produce high scores,
will result in there being no employment opportunity
for others outside of Amalgamated Appliances. As
they explain

“And if you [are] ten people and those ten
people meer with that expected target, so they
don't need people from outside .. .you
understand what [person's name is mentioned]
trying to gei at. Which means that there'’s no
employment - the people ouiside will never get
a job in Amalgamated Appliances”.

This is a fairly typical response from workers
in relation to productivity improvement and not
surprisingly was felt by the workers at
Amalgamated Appliances who were producing
more output than the previous workforce (prior to
the closure and run-out period) achieved.

Despite the existence of a fair number of
incentive systems the biggest incentive of all, the
basic wage, remains a source of tengion for the
workers (says the Employee Representative
Committee ). This is because, prior to the closure,
workers received the union negotiated actual rate
of R7.47. After the closure, the management paid
the workers the ntinimum wage rate of the industrial
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council - R5.67. Over a period of 2 years annual
increases have taken the lowest rate to R7.18, There
was much specufation in the interview aboit whether, if the
retrenchments had not occurred, Grade G would now be
on Ri2.00 per hour.

However, management acknowledged this
dissatisfaction and cxplained that this was precisely why
they introduced the financial reward systems now in place.
They explamed:

"The introduction of these incentives was drawn
out of a realisation that all employees in this compony
have poid a price to still have a job. fts very difficult to
compare your inconie this vear to last year and say, I'm
earning less now but I'm expected to be a happy person.
And we needed to find a way of paying people more
when we can afford to pay them more... the more we
do better, the more we will pay”

Unfortunately, this understanding was not well
communicated to the Employee Representative Commttee
who voiced extreme dissatisfaction at the wage issue and
the related guestion of union representation,

Amalgamated Appliances scores 2 points here out
of a possiblc 3.

UNON 7/ EHFPLOTEE REPRETENTATIVE COMRITEL CAFACHTY

The fourth area concentrates on enhancing the
capacity of the union/ employee representatives 1o
participate fully in production related issucs. We focus
on the importance of the reps being able to make
inputs into team meetings as representatives. Their
ability to raise issues of direct concern to members

Work organisation processes and structures
Total value of IPE2 = 18
Company score =7

of a production unit/ team directly contributes to the
ability of the team to work co-operatively. Since teams
were not vet functioning there is no score here.

The representatives would need to report back
to the workforce on workplace restructuring initiatives
in production time or to listen to concerns from the
workforce around these initiatives. Employec
representatives are able to hold these meetings at
Amalgamated Apphances.

These representatives i turn require training in
understanding production and in participating in
production decistons. Finally, the representatives
require access to resources {financial or outside
expertisc) io enable them to interrogate the information
presented to them. Neither of these indicators where
found at Amalgamated Appliances.

The company scores 1 out of a possible 4 points
here. In total for this section on Industrial Relations,
Corporate Governance and Compensation,
Amalgamated Appliances scores 10 points,

6.4 AJSESFING THE INTELLIGENT PRODMCTION
ENTERVRISE INBEX AQAINJT THE FIRMS
PERTORRANRCE

The evaluation of Amalgamated Appliances included
an outline of the environment in which # operates,
organisational issues and shop-floor practices. Some of
these factors were measured by the Index. To
summarise:

The cnvironmental issues pertinent to the
Amalgamated Appliance company include the
problem of raw material costs, the restructuring of
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their supplier relationships, their renewed emphasis
on the export market for appliances from the domestic
factory and through joint-venture agreements as well
as their resolve to recapture market share from their
competitors. The initiatives taken in these areas have
been documented and discussed in detail. Suffice it
to say here that the extemal environment produces
some of the more crucial challenges to the company
since many are outside of their control, particularly
that of raw material costs and tanff issues.

The bulk of this paper has dealt with the
organisational issues and shop-floor practices which
arise in the company. These include the range of
questions addressed by the Intelligent Production
Enterprise Index as well as the background given to
this by the discussion on factory efficiencies. The
incfficiencies in the factory and the resulting poor
performance were the critical catalysts for the change
or restructuring process which we witnessed at the
commpany.

We measured these changes according to the
Intetligent Production Enterprise Index and awarded
the comparnty a score of 29 out of a possible 54 points,
or 53.7% on the Index - a relatively low score. This
captures well some of the inadequacies of and
contradictions in the process.

There are a number of questions that need to be
answered here:

* how do we reconcile the low score on the in-
dex with the firm's performance?

* ywhy did these initiatives and new processes on
the shop-floor and beyond translate into im-
proved performance in the company?

* what does this case study tell us about the in-
dex?

Amalgamated Appliances' score on the Index is
not very high although they score weli on the
component of the Index which measures Skills

Formation and Human Resource Development. On
the other hand, their performance has shown a
dramatic turnaround.

Some of the figures are shown in the table below.
The performance figures indicate the remarkable
recovery the company has made by implementing
what appears to be a holistic package of solutions to
a complex set of problems. The Index measures one
dimenston of this package of solutions: the
organisational and shop-floor practices necessary to
sustain good firm performance. Despite the relatively
low score in the Intelligent Production Enterprise
Index, the combination of what the company has
achieved or inittated in the organisational and shop-
floor arena has, together with a renewed emphasis
on an integrated marketing and manufacturing
strategy resulted in better performance, efficiency
and productivity outcomes for Amalgamated
Appliances.

It is the integration of these factors which has
led to the performance figures we sce below. The
extent to which the company will be able to sustain
these figures, however, is reflected in the Index.
Unless the teams are established appropriately, unless
workers receive the necessary training and unless
workers remain willing to contribute their skills and
experience and feel able to participate in production
related decisions, these performance figures may well
look very different in three to five years.

Finally, the case study indicates that a greater
level of flexibility be built into the index to allow for
an accommodation of the prioritics of differing
production processes. These relate, for instance, for
work organisation to the importance of team-based,
muiti-skilled working arrangements to ensure
accountability for cost, quality and scheduling in
assembly industry {such as small appliances or auto
manufacture) compared to feam-based, multi-skifled
working arrangements to undertake minor

AMALGAMATED APPLIANCES 1993 (Before the closure} 1995 {Towards end of run-out period)
Custormerrelims 842% 2:5% {average 3%)

Unheppy CUSIOMErs tin8 1n%

Anpepficed tirmover >R{2)miion >R 140 mifion

Profts 1 rilionpermonth +R2 -Smiion per month
Setupandchangeover. shortest fme Jheers Sminutes

Setupandchangeover. longest fime 45hous 1ho

Custorner delvery kad ves Plodmonts 2days- {month

Problem sohinguith custamers 0 yes

Engagein R&D w© yes

Breakdown of nnovatiosy prockic and process 100% process 080

Capecty uifisation at ki capecity consicerably below fufl capacity: 85-90%
Sisficé process contos o yes
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maintenance and process control in continuous
process production enterprises {such as paper,
chemical or stee! production}. For the section on skill
acquisitton and human resource development these
would include an ability to manage materials and
reduce rework over an increasing number of assembly
stages tn assembly production whereas for continuous
process production this skill development would need
to inctude an ability to reduce downtime and improve
vields while operating an increasing number of
machines,

7. FOLICT CONCLUJSIONS ARD LEJJONS
FROM THE ANALGANATED APPLIANCE
EXFERIENKE

In the introductory section we drew a hink between
the firm-leveld case studies and public policy. However
it should be said at the outset that broad policies often
have little effect on the shop-floor {whether in
factories, mines, offices or farms). It is here, on the
shop-floor, wherc imagination, enthusiasm,
comnjiment, ingenuity and a profound appreciation
of the specific context is required. Governments often
want some guarantec of success for their policies.
but these innovations cannot be imposed from above.
The support we recommend below, drawn from the
Amaligamated Appliance experience, is neither for
detailed prescriptions nor general subsidies, but for
programmoes, institutions or agencies. This can be in
the form of funding or promoting national, regional or
industry-level support of various kinds. Other case
studies in this study will suggest further support
measures or assist in elaborating on those mentioned
below, These will be discussed in the synthesis study,

The Amalgamated Appliance experience point
to a number of interventions which central
government could make.

First, Government could offer consultants with a
broad knowledge of international companies at
subsidised rates to assist compantes wishing to
implement these new quality systems and new work
systems. While Amalgamated Appliances
experimented with innovative forms of work
organisation and new supplicr relationships it is clear
that the company and firms more generally in South
Africa lack knowledge of how to introduce new
systems. This lack of adequate management capacity
results in companies such as Amalgamated
Appliances having to "start from first principles”. This
support from government would substantially reduce
the risk involved to companics and aid the
implementation process. It is unclear whether
Amalgamated Appliances was able to experiment

with these more innovative forms of corporate
governance, participation and work organisation
methods because of the potential closure of the
factory? Did this provide the company with the space
to make mistakes?

Second, government could bring input costs in line
with world prices and lift dutics on components. In
Amalgamated Appliances' case, the backing of
Malbak was instrumental in facilitating the turn-around
expericnced by the company, particularly the financmg
of the new factory in Westmead, Nevertheless the
company operates under very tight margins made that
much worse by the problem of raw material costs.
The company have themsclves made suggestions to
government about what sort of interventions or policy
decisions would assist their ability to achteve world-
price competitiveness. This support from government
would result in a significant increase in market share
for Amalgamated Appliances against imports and for
the company to "become scrious players in the global
small-appliance industry™”.

Third, government could enhance the quality and
capability of management and ensure that enduring
partnerships are established between management
and the workforce for the purposes of restructuring,

The Amalgamated Apphiance company is a good
case-study of a company wherc management were
prepared to take the leap and re-organise their
managerial hierarchies and re-focus their activities
to ensure a more participative and involved workforce
in the process of production. Phase one of this
research showed that management's inability to handle
the logistical demands of a lean, flexible multi-product
system was the key organisational problem at the
factory. The new organisational practices which were
made possible by the training for work teams {intes-
behavioural training as opposed to production skiils
training) assisted in the implementation of Intelligent
Production practices at Amalgamated Appltances.
Once again, government assistance could be given
to compantics wishing to implement these productivity-
enhancing practices through various supply-side
measures. The new Labour Relations Act will go a
long way in providing the framework for such enduring
parinerships. The Department of Trade and Industry
could play a role through mechanisms such as the
Sectoral Partnership Fund to assist management in
their efforts to make industry more competitive.

Fourth, government could offer support to
enhance inter-firm co-operation through sector
partnership funds. South African industry has little
experience with institutions which facilitate inter-firm
relationships of the sort recently entered into by
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Amalgamated Appliances, Nevertheless these
relationships are still beset with problems relating to
reliability and efficiency which could be partially
addressed by government assistance. The
Department of Trade and Industry is currently
developing an implementation programme for a
sectoral partnership fund for this precise purpose. This
idea was first mooted in the ISP report where
irternational experience was cited as evidence to
support the view that enhanced inter~firm co-
operation may be the most effective means of
supporting SMEs. Sector partnership funds would
make resources available to the organised
representatives of employers and workers. One
mechanism available to strengthen voluntary
organisation cited m the ISP report is to making
registration of firms within the sectoral business
association compulsory. Competition Policy, on the
other hand, is cited as one of the only mechanisms
for strengthening the refationships between small and
large firms.

To conclude, a number of lessons can be learnt from
this case study of Amalgamated Appliances:

* the management spent considerablc energy in
putting good people in the right positions:
“putting the people with the right qualifications-
either educational or experience - into the right
positions, and we've changed the entire phi-
losophy as to how we run the facility”.

* they used the opportunity of closure to totally re-
view how they were working: "it must not be
underestimated that we've had the opportunity to
clean the slate and start from [scratch) ... many
businesses haven' got that opportunity ...".

* the company shows a willingness to experiment
with workplace innovations in final assembly
such as flexible work ¢ells, just-in-time princi-
ples and single-operator workstations to achieve
flexibility rather than attempting to improve on
inefficicncies inherent in the combination of
fabrication and assembly. Their decision to out-
source these non-core activities has made z
sibstantial difference to the companies profit-
ability, capacity uttiisation and focus

* the company ts clearly only at the beginning.
Management acknowledge that their first pri-
ority was to return to profitability and develop
a sense of trust and commitment in the organi-
sation. However this sense of trust and com-
mitment is not universally experienced inside
the organisation. The Employce Representa-
tive Committee clearly felt that it was not well
established and much fear and insecuriiy stilf

existed amount the workforce. These contra-
dictory positions produced some tension be-
tween the two partics although the manage-
ment remained adamant that the success of
the company was due in largec measure to the
renewed commitment and energy of the
workforce. If, as the Employee Representa-
tive Committee maintain, workers were filled
with fear and inseconty, it is difficult to under-
stand why labour productivity rose to the ex-
tent that it did. Perhaps now that the union is
again organising in the factory, more light could
be shed on these different perceptions, For the
moment, it appears that the Employee Repre-
sentative Comanittee were expressing a deeply
held anger that the union was side-lined by the
management rather than necessanly comment-
ing on what the management was doing to 1m-
prove relations with the workforce

the management team is small and involved in
all the clements of change. They describe is as
a "sinall, tight ship". They add however, that
having streamlined the organisation there are
now very few people around, "and the danger
is that your resources is (are) a little bit
stretched and that certain things can fall off
the table ... Although it's very nice to run a
small, tight ship - that ship takes it's price”.

the management are clear that numbers or
rather the bottom-line is not what counts: while
tmportant elements must be measured in guan-
titative terms: "we've been 54% efficient and
utilisation has gone up by 50%, they are clear
that productivity and change cannot be meas-
ured in absolute terms. [t's measured in terms
of the overall results and performance of the
company, and most definitely in terms of the
feedback from the employees. Statistical meas-
urement of improvement and change does not
actually reflect the values and perceived state
of minds of the people that we actually try to
influence". Nevertheless it is clear that the im-
proved profitability provided the management
team with the enthusiasm to continue the proc-
ess of change and involvement of the
workforce which otherwise might have run its
course

at the time of the research the form of repre-
sentation for the workforce was an issue caus-
ing mis-trust and ill-fecling. This appears now
to have been resolved through the re-entry of
the union into the factory since it opened its
new facility. A lesson for trade uniomsm may
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well be the need for a measure of patience in
the face of company restructuring or potential
closure. The workers at Amalgamated Appli-
ances were clear that as soon as the company
stabilised and the facility moved into the new
factory at Westmead, they would bring the
union back in

a key consideration for management was to
enter into a partnership with the workforce.
Unfortunately little attention was paid to for-
mal agreements or structures although the man-
agement partially overcame this by emphasis-
ing ongoing communication and dialogue. This
is weil reflected in the index results

* at the time of the research teams had not been
trained yet so it was difficult to judge how these
teams would be held accountable and be in-
volved in decision-making around production
issues. However if tcams are not given the
training, responsibility and decision-making op-
portupitics they will fail as teams.

One of the critical questions in any process of
change is whether any of the new procedures,
structures or practices will be sustainable over the
long peried. Our view is that 1t is this sustainability
which is measured by the Intelligent Production
Enterprise Index. Clearly, Amalgamated Appliances
are well on their way in putting into place these
conditions which provide the "conducive environment”
for organisaitonal change. The policy implications are
however clear: government assistance would be most
valvuable in cnsuring that the initial steps made by the
company are followed through and are encouraged
through the use of subsidised assistance or other forms
of supply-side measures to ensure that these
productivity-enhancing practiccs are sustamed into
the future.

Despite the view from the employee
representative committee, that their performance has
more to do with fear of more job loss and loss of
union representation, the factory has made a startling
turn-around which the management arc adamant
have as much to do with increased effort from the
workforce as anything else. As they say:

“Its that common gaol and the hurt and the
pain in the first few months [which] forged
something new. And that something new is what
we then hung onto ... this thing has got «
heartbeat, there's like a little foetus here, let's grow
this thing. We got the workforce and decisions
and how it wenf to tackle the shareholders, but it

was through that effort there that this whole thing
started to swing around. The factory is theirs, it's
not mine, it's nobodies, it's their factory”.

The most dramatic evidence for the remarkable
recovery of Amalgamated Appliances must surely
be the opening of the new facility in Westmead afier
almost certain closure according to the Malbak
sharehoiders. It is not surprising that the management
team were keen to have Trevor Manual, as then
Mimister of Trade and Industry undertake the actual
opening and unveif a plaque congratulating all staff
and management for the will they have shown in
retumming from certain shutdown.

Wally Solomon, former managing director expresses
this optimism well;

"With the rapid growth in electrification in the
country we are confident that it won't be long
before demand goes 10 the point where we expand
production. We are very excited by the prospect
fat opening). The managemeni expect to reflect
an annualised turnover of just under RI40 million
in the near future”.

It will indeed be worthwhile for anyone interested
in workplace change and innovation to monitor the
effect the new facility makes on these procedures,
structures or practices. There is no reason to suggest
at the moment that this will be anything other than
posttive.
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APPENDIX ONE:

THC INTELLIGEHT PRODUCTION CNTEZRFRISE HHDEX

The Intelligent Production Strategy develaped by the
ISP in phase one draws together the separate
componenis of human resource development, work
organisation. skill upgrading, the remuneration system
as well as plant level governance and collective
bargaining,.

These components of ‘Intelligent Prouction®
provide an e¢nvironment conducive to the
implementation of ‘better practice’ enterprise
restructuring. The ISP has constructed a simiple index
of these components®. The index measures both the
a&betier practices' in three components as well as the
desirable practices necessary for the diffusion of thesc
practices throughout the company, the scclor and the
supply chain. For example, with-regard to the tatter, we
include indicators for training of suppliers, company
membership of employer associations and company or
industry-wide bargaining arrangements.

The three categories of the IPE Index are Skill
Formation and Huntan Resource Development, which
focuses on the quantity and guality of {raining; Work
Organisation Processes and Structures which is centred
around the extent 10 which work is organised to make
optimal usc of workers' skill and experience; and,
Industrial Relations, Corporate Governance and
Compensation which measures the extent to which
companies are transforming their traditional
relationships with the workforce in order to ensure the
long term sustainability of their shop-floor
reorganisation.

The methodology we have chosen follows that of Guy
Standing of the International Labour Organisation
{ILO) who has promoted the use of an index - a Human
Development Enterprise index - to assess o what exient
firms have *exemplary labour and employment practices
and mechanisms to ensure development in terms of skiil,
social equity, economic equity and democracy™.

While most of the elements of this index represent the
organisational environment within which companics
actually go about production, we also incluide a number
of shop-floor practices which in themselves constitutc
“betier practice™ such as particular methods of preblem
solving, visval display of performance and the 55%
disciplines. Anton Grautter of the Graduate School of
Business, together with Dena Lomofsky and Mzwandile
Ntsway: have developed a framework for defining shop-
floor best practice and highlights three layers in his
conceptual framework™. They explain: “The praciices
associated with shop-floor best practice are represented
at the core of the framework. Practices or methods such
as visual display of performance, 58 disciplines,
statistical process control, methods of problem-solving,
¢tc. are categorised here. Elemenis such as teamwork,
incentive schemes. multi-skilling and operator-centre

training are essentially systemic or structural in nature,
They are therefore categorised in a layer called
organisational around the core practices. The outer layer
represents the environment within which best practice
takes piace. Policy and contextual issues such as
industrial policy, industrial relations, and the social,
political and economic context would be categorised
here".

The purpose of the ISP resgarch into South African
manufacturing firms, is to undersiand 1he catalysts for
moves towards better practice and the conditions under
which initiatives become sustainable over the longer
term. It is these conditions, or “"conducive
environment” that is being measured by the InteHigeni
Production Enterprise Index.

The Intelligent Production methods wiff not, in and
of themselves, give firms a competitive edge or allow
the firm to withstand increased competition or tariff
reduction. A focus on these, to the exclusion of
performance and efficiency criteria and 'best practice’
marketing and manufacturing initiatives will, in all
likelihood. fail to provide firms with ihe necessary
Systems, siructures and procedures 10 survive the new
competition. Likewise, a focus on performance and
efficiency criteria, to the exclusion of the Inielligend
Production methods will result in the firms' performance
and cfficiency results being unsustainable, It is a
balanced approach which is needed. The index measures
one side of this balance, and then attempts to correlate
these results with ihe improved performance and
enhanced efficiency achieved by the firms.

CONSTEUCTING THE IFE INBLX

The promotion of "InicHigen! Production” can best be
done through the identification of indicators that
characterise the various elements of such an enterprise,
As Standing as explained in relation to the construction
of an HDE index, "we nced to identify proxy indicalors
that capture the essence of the practices, principles
and outcomes that deserve to be promoted” (1995:5).
As he explains, these invariably need fo measured
through an indirect or proxy variable. Since many of
the elements to be measured are not quantifiable,
problems of selection and subjectivily inevitably arise.
They contain, as Grutier ¢t al have also observed,
*implicit expectations, assumptions and
complexities”,*

In developing an index which can be utilised by all
stakcholders we have been concerncd to keep the index
as simple and as transparent as is possible. In this way
sophisticated statistical techniques have been avoided.
We have been guided by Standing's explanation of his
choice of methodology which we found to be pertinent in the
construction of the IPE index. This canbe sammarised as follows:

* the development of an index made up of numerical
valucs

* the constniction of this index from setsof ‘'indicators’ of
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underlying phenomena

*  theuse ofanordinal scale for the isidex rather than weight-
ing certain indicators

WOKE ORGARLIATION FROCLIILS 4D STRUCTURLS

This category of the index is made up of 5 components;

* Teamworking: existence of icam-based work; ifworkers
elect team leaders; if teams control budget of inputs for
their work area; if team meetings are held in production
time; if team members input into the agenda of the team
meeting; if team members control quality on the line; if
team members control schedule on line or line speed: if
teamn members have a role in line balancing or staffing
fevels;

*  Factory Flexibility; if labour flexibility is ensured through
job rotation and multi-asking; if it is ensured through
changing work organisation; if it is ensured through
working hour flexibil ity

*  Mainienance: if total productive mainicnance is aghered
to; if production workers conduct mainienance on the
ling;

*  Control: ifthe supervisor-worker ratio has been reduced
since introduction of new working practices; if there are
4 or less layers of manapement; if spansof management
control have extended:

¥ Security: ifteam members are involved in informal disci-
pling; i there is an agreement on employment security.

SKILLS FORFIATION AND HUridY RESOURCE BLVELOFIENT

This category of the index is made up of 4 corponents:

* The Amonnt of Training: whether it is 1.5%o0r more; if it
has increased over the last 5 1o 7 years; whether a signifi-
cant proportion of training is offered to production work-
€rs,

* A ppropriate Cyrricudum: production related skills rain-
ing; health and safely training; inferpersonal/ probiem
salving skills training; adult basic education; if training is
provided to production workers which increases ihe
scope of the employees work [and leads to potential
regrading or promotion]; i raining provided for estab-
lished workers to improve job performance or fransfer
between jobs of stimilar skifh; if training offered is certifi-
cated and/ or compelency-based or industry accredited
training; if there is an RPL systeni onoffer;

* Grading System: if there is a skills-based grading system
in the plant; if payment for skills acquired occurs {or
production workers: if grades have been broad banded;

*  Facilitation of Tratning: if training is designed joindy be-
tween training managers / hr managers and production
engincers, if there is a programme of training for trainers;
if the training plan has been agreed between union/ em-
ployee representatives and management,; if training is
offered to suppliers.

INGUITRIAL BCLATIONS, CORPORATE QOVLCKNANCE 4D
COMFCNSATION

This category of the index is made up of four components:

* Information Sharing; if there is regular infornmtion shar-
ing on issues such as work organisation; production
scheduling, quality, new machinery et if acoessible
visual aids are used on the factory floor refating to team
members, workforce representation, performance meas-
ures eic.

*  Regular Consullation/ Representation: if the union/ em-
plovee representatives was brought indo the change proe-
ess up front: if there is bargaining at the plant levek: if
there is centralised bargaining/ representation at the
company level or industry level, il there is a consulta-
{ive committee or mechanism thal mieets at least once
a month; if 2 meaningful number of suggestions are
implemented; if there is a formal agreement on work
organisation; if the employer belongs to an emptoy-
er's associalion / organisation; if represcntatives meet
regufarly with senior management to discuss gen-
eral company direction and other strategic issues:
ifthere ts regular financial disclosure to shop stew-
ards/ employee representatives,

* Compensation: if there is a factory-wide incen-
tive scheme; if profit sharing exists; if financial
rewards for implemented suggestions exist;

* Union/ Employee Representative Capacity: If
union/ employee representatives make mputs into
team meetings; if union/ employee representa-
tives has rights to general meetings in production
time on full pay;, if resources are available to rep-
resentatives to assist discussion, consultation and
decision-making; if represcntatives are offered
training in production processes.
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FOOTHOTES

1 Printed as part of a serics calied “Human resources, corporate
govermance and public policy™, printed by the Drevelopment
Policy Research Unit, Schoot of Economics, University of Cape
Town. There will be six company case studics in the series

2 The term “best practice” is {aken from managemens
literature bust is used here between quefation marks exly to indicate
that there is no siutic achievement of “best” praclice since the
“best™ today will be constantiy innavated and new ways will be
sought to be flexible. [t may, m fact, be overlaken by other finms
which develop new, innovative practices which produce
productivily dividends. Therefore, in the heanl of the discussion
i have chosen to refer to “better practice™.

3 The intelligem preduction enterprise index, developed by
members of this project, is outlined in a paper by Joffe, A, and
Rosenthal, T.. “Intelligent production: an approach to enlerprise
restructuring”, in South African Labour Bultetin, 20: 4 {August)
1996.

4 Baumann, T., The househotd eiectrical durahles industry ,
Industrial Strategy Project, Cape Town, UCT Press, 1993

5 See Joffe. A, "Ifuman resource developmenl and workpiace
innovation: an infelligent produciion strategy for industrial
regeneration”, in Joffe et al. improving manufaciuring
performance 1n South Africa: report of the Industrial Strategy
Project, Cape Town, UCT Press, 1995,

&  The unjon, Numsa, which had organised the factory pnor Lo
the closure, was not allowed to represent the workers during this
period. A later section. on indusirial relations, corporate
governance and compensation, contains a more detailed discussion
of the relationship between the management and the workforce.
7 Se¢ Baumann's study for background maierial on the
seclor in general and on Amalgamated Appliances in
paricular. pp 198 - 212,

4 Interint report for half-ycar ended 28 February 1996,

2 Business Day. 29 April 1996,

to Ibid.

31 Sunday Tribune, 14 March 1996

12 Baumann, 1993: 199,

13 Baumanm, 19%3: 202,

14 Busincss Report, 3 October $995.

15 Business Reporl, 3 October [995.

15 Baumann, 1993;199

17 Baumann. 1993: 203

18 Kaplinsky, R. and Mhlongo. E.. South African indusirial
policy and the learning firm: what can be leamt from a growing
adotescent? DPRU working paper. University of Cape Town,
1996,

19 See Kaplinsky and Mhlonge {1996).

20 The new engineering sgreement, signed in 1996, allows lor
the veluntary impiementation of a skills-based grading system

developed by the industrial parties and serviced by the Metal
Engineering Industry and Education [raining Board,

2t See Business Report, 3 October 1995

22 Quoled in Business Report. 3 October 1995,
23 Quoled in Business Report, 3 October 1995,
24 Quoted in Daily News, 11 March 1994

25 BSee, for instance, Stace, D and Dunphy, D. (19%4)
Beyond the Boundaries: l.eading and Re-Creating the
Successful Emerprise MeGraw-Hill Book Company, Sydney.

26 The index is cuilined is more detail in Joffe, A, and
Rosenthat, T. *Intelligent Production: an appreach te
enlernrise restructuring’, 1 South African Labour Rujletin Vol
2 No 4

27 Guy Standing ‘Promoting the Tluman Development
Enterprise: an approach to enterprise restructuring and
corporate governance illusirated in Russia paper presented at
the Technical heeting on Enterprise restructuring and Lahour
Markets Turin Centre, ITLO Mayv 31 0- June 2 1995 A
shoriened version of this paper appeared in SALB 20:1.
Standing, iogether with Johr Sender, and John Wecks
promoted  this idea in South Africa through the 19596 [1.0
coundry review on South Africa: Restructuning the South
African Labour Market. The South African Challenge |, 11O
Geneva

28 The 58 discipiines summarises the 5 steps in a process
defined by the Japanese consisting of Seriri, {to get rid of the
unhecessary), Seiton (lo organise the necessary and keep all
tidy and available); Seiso (1o regularly clean and inspect the
workplace); Seiketsu {to improve and institutionalise these
practices), and Shilsuke (Lo develop the diseipline 1o stick fo
these practices). See, Grutter, A Lomofshy, D. and AM.
Niswayi, (1996) ‘inmroducing Besi Praclice on the Shoplloor
in South Alrican Small, Micro and Medium Enterprises in Lhe
Manufacturing Sector’. Reporl 1o the Priedrich Ebert Siillung
tpe. 1)

29 Grutter et al (1996)

30 Grutter ¢t al , 1996
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