Labour Costs vs. Labour Productivity
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What’s the difference!!!!!!

Labour Costs are the reported cost percentages or (ratio’s) as compared to sales.
Labour productivity is the efficiency with which we conduct the tasks within the job role. 

We need to understand both concepts to fully manage the labour cost component.  One is a benchmark process, the other a physical and skills development.

Labour issues are of a major concern for most restaurateurs.  Although food and beverage costs come a close second, most experienced restaurant owners recognise a greater need to control the costs incurred by labour.  This is not always easily done, nor is it always controlled through efficient avenues.  Usually labour costs are controlled through human resources channels.  What is often looked over is the importance of scheduling in controlling labour costs.  Most will simply look at their ratios, which is all well and good, however by combining it with the qualitative aspects you will find you have a much more effective method of control.
Within each Roster or schedule you will find examples of minimum productive periods, namely the start of the shift and the close down, some breakfast restaurants will find the start of the shift to be the most productive. The goal of each individual restaurant is to determine the most efficient schedule and marry this with capable and productive staff. 
The secret lies in knowing the sales volume on a daily basis.

How do we maintain an efficient and productive Schedule?
There are four steps in this process;

1. Establish a Manpower Planner i.e. determine the number of hours available to schedule against the sales achieved.

2. Map out full time equivalents

3. Have an expectation of sales per day and per hour period.

4. Benchmark peak sales per-man-hour per hourly period
5. Adjust schedules over time to suit changing trends.

The Manpower Planner:

[image: image3.png]XYZ Restaurant
Month
Weeks
Date Ran
Outlet

January.
1
13-4

7 205

XYZ Restaurant

Manj

power Planner

DaTE DAY | TOTAL | AVE | TOTAL | AVE | TOTAL | TOTAL | Actual | Current [BUDGETED | AV. | WAGE
FOOD | FOOD |BEVERAGE [BEVERAGE| F&B | Sales | Roster [TOTALHRS| HOURLEY | ToREV.
covers | ceck | saies | cneck | saes | saes s |rosTeren | pate .,
1B-Jan_|WEDNESDAY | 50 | 4500 2000 7700 | 5622 | $1850 | 32%
19-Jan_[THURSDAY 55 | 4500 | 62475 | 2000 | §1.100 | 53575 | 63735 | o000 | 6184 | s1850 | 32%
20-Jan_|FrDAY 60 | 5500 | $4.400 | 2000 | $1600 | $6000 | 96902 | 97.00 | onst | stes0 | 8%
21-Jan |sATuRDAY | 100 | 5500 | $5500 | 2000 | §2,000 | §7.500 | 86,000 | 8950 | 11351 | §1850 | 26%
22-Jan_|sumav 105 | 4500 | $4725 | 2000 | $2,100 | 96,825 | $6500 | 7350 | 118.05 | 81850 | 32%
25-Jan_|MONDAY 50 | 4500 | §1.350 | 2000 | 600 | §1950 | 62000 | 5350 | 3373 | s18s0 | 30%
24-Jan_|TUESDAY 55 | 4500 | 61485 | 2000 | 660 | §2.145 | 625500 | b4s0 | 5710 | 1850 | 30%
[TOTAL | 453 [ 4897 | $22185] 2000 | $9,060 | $31,246] $30,777 | 53500 | 511.26 | 31%





Simply stated the manpower planner establishes the available hours to be rostered by converting Revenues into Hours. e.g.  

Wage to Revenue % 
=
32%

Revenue 

=
$3250
Av Hourly Rate
=
$18.50

Hours available to Roster = ($3250 x 32%) ÷ 18.50

Hours Available to Roster = 56.22

This is completed on a daily basis according to the accounting Period.  The wage to revenue % can fluctuate on a daily basis due to fixed labour components and varying sales volumes. If we were to compare sales on a Monday in one period to a Monday in another period to a Monday in another period we would soon average out the sales trends.
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Map Out the Full Time Equivalents 

Labour is broken into a fixed component and a variable component. The fixed component will be those who have fixed hours for a predetermined salary, the variable component is represented by the casual staff levels engaged to off set the peak demand periods. Some restaurateurs will off set the fixed component by increasing the casual component as this gives them more flexibility as it allows them coverage for minimum time periods. 
The Casual Hours can now be adjusted to the sales per hour over the day lifting the productivity. Remember there is no right way or wrong way it is simply a matter observing the trends.
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Lifting the Productivity: I can now adjust the rosters to maximize the sales per-man-hour 

Have an expectation of sales per day and per hour period.

The strategy now is to look at the scheduling on a daily basis and observe the revenues over  5 similar days (the last 5 Wednesdays) what we are looking for are sales trends that are common on each trading day, then adjusting the roster or observe the trends in the sales per man hour and help the staff increase sales by training and Motivation
Labour Productivity:

Employees are one of the most important groups affecting the success of your business. Employees cannot be looked upon as intangible assets. It is within your control to nurture your employee’s needs in order create a better staff moral.  When Staff become bored mistakes happen and attention is taken off the guests. Staff that are busy deploy their attention to the needs of the guests. 
There is often a misconception regarding labour that controlling labour costs is scheduling people.  It’s not.  It needs to be looked at as buying the potential to do work, and providing the training, equipment and technology to maximize the outcomes of the labour effort.

While many will want to over schedule for fear of being short-staffed, however if business does not increase as expected then you end up with over supply.  An employee’s total costs, that is, all costs that result as a result of employing that worker, are more than the total costs of their wages.  This may be stabilised by hiring quality staff.  Also, don’t succumb to hiring under the heat of being short staffed.  This does not ensure you quality employees.  You need to be thorough and patient when hiring staff in order to get a desirable team together.  More problems are created when hiring through ‘desperation’.

Do not think that you can keep labour expenses down simply by lowering wages.  If anything, staff turnover would increase, incurring steep outlays and inefficiency would proliferate.   The better the wages, the better quality of employees you will gain.  And as previously discussed, the less their ‘total cost’ may be.  Also, better employees ensure better service; and therefore more loyal business for you!  Sometimes money is the best motivator.  That is not to say that productivity will increase should wages go up, but pay rises and bonuses can certainly be used as incentives.  In the end it is actually more beneficial for you to reward productive staff.
Of course you will also have to set up measures of productivity and although there is no one standard measure of productivity I favour the Sales Per Man Hour as it 
One of the greatest thorns in the side of the hospitality industry is the high turnover of staff.  Even the above productivity enhancing techniques cannot quash the percentages of staff that come and go through the restaurant business.  You should always encourage positive staff management, however at the best of times, it is a continuing struggle.  Unfortunately, labour issues will always be a cause for concern as long as humans run restaurants. 

