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PREFACE

The Nineteenth Annual Winter Meeting of the IRRA stressed
current problems and issues in the fields of manpower, labor law and
collective bargaining; and gave special emphasis to the effects of
technology, increased employment, and the war on poverty.

Two of the sessions, held jointly with the American Economic
Association, are not included in these Proceedings. The discussion of
“Military Manpower Procurement” is to be included in the May 1967
issue of the American Economic Review. The panel discussion on
“Guideposts and Inflation” will remain in the oral tradition, a con-
dition established by the panelists as a basis for their participation.

A notable feature of the San Francisco meeting was the distin-
guished dinner address by the Honorable W. Willard Wirtz, Secretary
of Labor. Arthur M. Ross, the Association’s President in 1966, not
only introduced his employer, Mr. Wirtz, but also preceded him with
a distinguished presentation of his own, the presidential luncheon
address on “Wage-Price Policy.”

As in last year’s winter meeting, younger members of the Associ-
ation were afforded an opportunity to contribute to the program
through invited papers on their doctoral dissertation research.

The Association wishes to acknowledge its indebtedness to
Mr. Ross, the program chairman, to the program committee, to
Mr. Laurence Corbett and his local arrangements committee, to the
chairmen of the various sessions; and to the speakers and discussants
for their contributions to the program and for their prompt submission
of the manuscripts included in these Proceedings.

February 20, 1967 GERALD G. SOMERS

Madison, Wisconsin Editor
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PRESIDENTIAL ADDRESS

Arthur M. Ross



SECOND-GENERATION WAGE-PRICE
RESTRAINTS

ARTHUR M. ROSS
Bureau of Labor Statistics, U.S. Department of Labor

I have called my remarks “Second-Generation Wage-Price Re-
straints” because it is urgent to begin considering this problem in a
long-range context.

The first generation of restraints was initiated by President
Truman’s Council of Economic Advisers. The prescription that wages
ought to be in line with productivity growth was repeated in vague
and general terms by President Eisenhower’s Council. The policy
has been developed and pointed up in more specific terms by the
Kennedy and Johnson Councils. It has been expanded to cover prices
as well as wages, and numerous attempts to secure compliance have
been made. To measure the precise impact of the policy is impossible,
but I believe it has been favorable on balance.

It may be that the first generation of ideas has run out of steam,
but this doesn’t detract from the very real contribution which the
progenitors have made; nor does it mean that we have heard the end
of wage-price restraints.

The fact is that the underlying problem will not go away. The
problem is that cost-push inflation develops from wage policies of
unions with bargaining power and price policies of corporations with
market power. This process develops as the economy approaches full
employment and impels the authorities to cool off the economy while
the ultimate goal is still unattained. Thus, we will have to go through
1967 with too much unemployment among Negroes, the unskilled,
and others with economic handicaps. If, as I believe, we can work
off the inflationary bulge without running into a recession, it will
be a triumph for the New Economics. But I regret that it was neces-
sary to cool off the economy because of inflationary trends before we
did reach full employment.

The emergence of a second generation of wage-price restraint ideas
will take time for a number of reasons.
First, economists aren’t yet doing enough work on the problem.
2
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Most economists are still in love with the flaws and ambiguities they
have detected in the guideposts, or else engaged in an all-out defense.

Second, the political and technical issues are difficult and contro-
versial.

Third, the views of labor and management with respect to this
issue are very negative at the present time; the basic philosophy is
anti-interventionist.

It is all well and good to speak about the need that labor and
management be involved in the process of establishing standards, but
they are not prepared to participate seriously when they see so little
to gain.

What is really at stake in wage-price restraint is the difference
between having to cool off the economy at 4 percent and letting it
expand to a 3 percent unemployment rate.! (This statement is over-
simplified, but not too badly.) In 1957 and again in 1966, measures
were taken to cool off the economy at a 4 percent rate. The 1957
policies engendered a recession and the unemployment ran up to more
than 7 percent within a year. We are entitled to hope that we will
do better this time, but none of the forecasters is predicting an unem-
ployment rate averaging less than about 3.9 percent in 1967.

The difference between 4 percent and 3 percent is about 750,000
jobs. It is fair to say that industry and organized labor don’t regard
these 750,000 jobs as very important. At a 4 percent rate, most
jobseekers who are really attractive to management are already at
work. Most union members are already employed (except for a
special situation like the present slump in housing). Profits are good;
substantial bargaining improvements are obtainable. The bulk of
these 750,000 jobs would go to people who are deficient in education

! This is a convenient place to discuss a popular half-truth about the relation-
ship between fiscal and monetary policy on the one hand and voluntary restraint
on the other. It is often said that guideposts are not necessary when the unem-
ployment rate is below 6 percent; that they are useful when the rate is between
6 and 4 percent; but that they cannot be effective when the rate falls below
4 percent. Fiscal and monetary restraints must then be used to limit the expan-
sion of aggregate demand, it is said. The only trouble with this reasoning is
that it begs the question. Of course fiscal and monetary policy can cool off the
economy when the unemployment rate gets down to 4 percent or less. We have
seen it happening during the past 9 months. The real question is whether wage
and price restraints, together with energetic manpower development policies,
would permit a continued expansion of aggregate demand so that the unem-
ployment rate gradually descends to the neighborhood of 3 percent. Obviously
this would have to be done slowly, so that supply bottlenecks would not become
too numerous and there would be time to build up the qualifications of the
disadvantaged jobseekers at the end of the line.
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or training or experience or discipline or physical vitality or psychu-
logical stability or some combination of these qualities. The remainder
would go to women and teenagers who are drawn into the labor
force where opportunities are plentiful. Considering these facts—
and considering also the bad feeling between whites and Negroes—
it is not surprising  that labor and management are less than fully
committed to securing 750,000 extra jobs at the cost of onerous
restraints on their wage and price decisions.

It may be different in the 1970’s. Perhaps our social thinking
will be more ‘advanced by then, so that this will be viewed as a respon-
bility. Or alternatively, the situation may be one in which manage-
union giving to the Community Chest is now accepted as a responsi-
bility. Or alternatively, the situation may be one in which manage-
ment and labor will have to choose between informal restraints on
one hand and mandatory controls on the other. In that connection
we might note that both France and England have resorted to man-
datory controls on prices and wages in recent years after becoming
discouraged with voluntary restraints.

There is a further reason why an effective second generation
wage-price policy will take time to develop. Such a policy could not
be based solely on the long-term trend of productivity but would also
take cognizance of the aggregate division of national income, the level
of profits and other sensitive matters. It would involve intimate
collaboration between the government and the principal interest groups
for which none of these parties is presently prepared and which would
widely be labeled as economic planning or statism in today’s economic
and political environment. The period immediately ahead is not pro-
pitious for social inventions because conservative ideas are in the
ascendancy.

Nevertheless, we ought to look ahead and assume for the purpose
of argument that we will have a second generation of wage-price
policies. What are likely to be some of the principal elements?

(1) Wage-price policy will not be limited to a statement of the
long-run productivity trend. This is a very important statistic affecting
wages and prices, and not a policy in and of itself. Other matters must
be taken into account in any realistic statement of the economic
environment in which restraint is sought. It will not suffice to label
these as exceptions, deviations, maladjustments, etc. They must be
given a place in the model in their own right.
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A timely example, of course, is the increase in consumer prices
in its relationship to the wage problem. The first-generation guide-
post formulation was based on the Schultze-Eckstein-Wilson analysis
of the cost-push inflation of the middle 1950’s. This episode was
generalized into a theory of inflation which was excessively labor-cost
oriented, in my view. The reasoning was that if compensation in-
creases could be held down to the gain in productivity, price stability
would be ensured. Some prices would rise and others would fall
(according to whether the productivity gain in the particular industry
was greater or less than average), but the general price level would
remain horizontal.

To achieve greater realism, we should recognize that some prices
fluctuate for reasons having nothing to do with unit labor costs. Food
prices are the most important example. Raw metals and chemicals,
especially those with a world market, are another example.

Prices of services such as medical care, recreation, hotels and
restaurants and personal services rise steadily in good times and bad.
It is true that service prices reflect higher personal incomes for those
who participate in the service industries ; relatively little capital is used
and the productivity gain is only about one percent per year. But
these are not labor-cost increases of the Schultze-Eckstein-Wilson
variety, resulting from interaction between unions with bargaining
power and corporations with market power. They represent the
pressure of steadily increasing consumer demand upon limited facili-
ties and a poorly-paid labor supply.

The first-generation guidepost theory held that price increases in
the industries with higher labor costs would be balanced by price
declines in industries with lower labor costs. The latter would
include transportation, communication, mining and many branches of
manufacturing. But the fact is that sellers do not cut their prices
merely because labor costs are reduced. It is unlikely they can be
persuaded to do so, as long as product markets remain firm; and the
whole purpose of the New Economics is to keep product markets
firm by attaining and preserving full employment. While price in-
creases have been opposed on various occasions, there is no case in
which a serious issue has been made of the failure to cut prices.

For all these reasons, wage-restraint doctrines in the 1970’s will
have to take greater account of the fact that price movements are
often disassociated from unit labor costs. Price stability cannot be
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taken for granted even if unit labor costs are held constant. To
expect regular and identical real wage increases every year would be
unrealistic, because all the relevant factors cannot be kept under such
tight control.

(2) How should the price-policy objective be defined? The
productivity trend is not a full-blown price policy. Studies of price
theory and price policy do not support the assumption that there is a
close correspondence between productivity experience and price be-
havior in particular industries. (In fact, we don’t have productivity
indexes yet for the great majority of specific industries.) If this were
the test, then the steel industry should have been expected to increase
its prices because the productivity trend in steel has been less than
average; yet the government has not been urging the steel industry
to increase prices.

Therefore, normative standards of price policy should include
other criteria besides productivity gains, such as nonlabor costs, profit
levels, capital needs, extent of market power, economic impact of
higher prices, etc.

(3) The objective of voluntary restraint is to permit the attain-
ment of full employment opportunity without sacrificing price stability.
Perfect results cannot be expected in this imperfect world, so it is
fair enough to speak in terms of “reasonable price stability.” Still
we should be clear about the objective which is imperfectly achieved.
Which price level are we seeking to stabilize—consumer prices, whole-
sale prices, industrial prices, the GNP deflator or what?

If we cannot depend on high-productivity firms to reduce prices,
a counterbalance will not necessarily be available to offset higher
prices of food and services. It follows that it will not be possible to
stabilize the Consumer Price Index altogether, except at the cost of
intolerable unemployment, which would be throwing away the baby
with the bathwater. Between 1959 and 1964 the average annual in-
crease in the CPI was 1.2 percent, although unemployment was
excessive throughout this period. The CPI rose 2 percent in 1965
and 3.3 percent in 1966.

The wholesale index for industrial products reflects basic changes
in technology and productivity, wages and costs. It is closely related
to our international competitiveness. This index was virtually stable
between 1959 and 1964. It advanced 0.8 percent in 1965 and 2.2
percent in 1966.
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Thus the CPI has been running about 1 percent ahead of the
wholesale industrial index over the past 8 years. The price stability
objective of wage-price restraint might therefore be stated as a
horizontal level of wholesale industrial prices, coupled with consumer
price increases of about 1 percent a year. A concept of reasonable
or approximate price stability might allow a one-half percent margin
of error—meaning wholesale industrial price increases of not more
than 0.5 percent coupled with consumer price increases of not more
than about 1.5 percent a year.

If the price-level objective is to stabilize the wholesale industrial
price index, it follows that unit labor costs should be stabilized in
those establishments which make industrial products. It would not
be necessary or possible to stabilize them each and every year, but
they would remain approximately horizontal in the long run. Among
those sectors of the economy for which productivity statistics are
available, manufacturing comes closest to what we are speaking about.

It appears that the productivity trend in manufacturing has im-
proved, relative to other sectors, in recent years. Between 1947
and 1960 the trend rate for manufacturing was 0.5 point below the
private economy—2.7 percent as compared with 3.2 percent. But in
the 1960-64 period manufacturing ran 0.6 point ahead of the private
economy—4.5 percent as compared with 3.9.

For the purpose of argument, let us assume that the productivity
trend in manufacturing rises at about 3.8 percent a year in the period
to come. If the objective is to stabilize labor costs and wholesale
prices in the manufacturing industries, then 3.8 percent could be the
long-run standard of compensation increases in money terms.

(4) The long-run standard for real compensation is something
else again. The first-generation guideposts embodied the same formula
for money-wage and real-wage increases on the assumption that con-
sumer prices could be stabilized entirely. If that assumption is drop-
ped, real-wage increases will be differentiated from money-wage
increases.

The general principle is that real-wage increases will follow the
trend of output per man-hour in the total economy. We have been
accustomed to the 3.2 percent guidepost. This is a statement of the
long-run productivity trend in the private economy, and I have no
quarrel with it. It is true that the 5-year average for 1961-65 came
to about 3.7 percent, but this reflected the unusually rapid economic
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growth of the period, moving up from a condition of excessive unem-
ployment and unutilized industrial capacity. By the time that 1961
and 1962 have been cranked out of the moving average and 1966
and 1967 have been dubbed in, the 5-year average will be about equal
to the trend rate for the entire postwar period. Output per man-hour
in manufacturing seems to have turned up, it is true, but this change
is balanced by the rapid growth of employment in trade, services,
finance, insurance, and real estate, where the productivity trend is
rather flat.

While 3.2 is a credible statement of the productivity trend in the
private economy, the appropriate figure would relate to the iotal
economy. Employees of local, State and federal governments now
make up 15 percent of the labor force. Public sector personnel demand
and receive compensation increases. Like the increases enjoyed by
employees in the private sector, these must be paid out of the produc-
tivity dividend. At the same time, any increase in output per man-
hour in the public sector contributes to the productivity dividend.

The problem is that there is no available measure of product or
productivity in the public sector. Output is equated with man-hour
input, automatically yielding a zero productivity trend as an accounting
convention. I don’t know when we will be able to measure product
and productivity of government in terms which are applied to other
activities, but we cannot go on assuming that the total-economy
productivity trend is 3.2 percent. If we continue to follow the estab-
lished accounting convention, a zero trend in government combined
with a 3.2 percent trend in the private sector would yield a 2.8 percent
trend for the private economy.

(If the productivity increase in government is 1 percent a year,
the total-economy trend rises to 2.9 percent. If the trend is 2 percent
in government, it is 3.0 percent in the total economy. But if the public
sector were to be incorporated in a self-contained and consistent
model, a price index for government services would have to be in-
cluded in the Consumer Price Index.)

(5) Putting these factors together, second-generation guideposts
might consist of the following :

(a) Formula for price stability
(1) Money-wage guidepost: 3.8 percent a year on the aver-
age.
(2) CPI increase: 1.0 percent.
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(3) Real-wage increase: 2.8 percent a year on the average.

(4) Productivity trend in total economy: 2.8 percent (con-
tinuing to treat the public sector in the established way).

(5) Productivity trend in manufacturing : 3.8 percent.

(6) Labor costs and prices of wholesale industrial products:
level.

(b) Formula for “substantial” price stability

(1) Money-wage guidepost: 4.3 percent a year on the aver-
age.

(2) CPI increase: 1.5 percent.

(3) Real-wage increase: 2.8 percent a year on the average.

(4) Productivity trend in total economy: 2.8 percent (con-
tinuing to treat the public sector in the established way).

(5) Productivity trend in manufacturing: 3.8 percent.

(6) Labor costs and prices of wholesale industrial products:
increase of 0.5 percent.?

(6) It is important to achieve a better understanding of the “real
wage gap” which underlies so much of organized labor’s dissatisfac-
tion with the first-generation guideposts. The gap opens up when
real wages increase to a lesser extent than productivity. Even if
workers behave themselves so that the CPI is stabilized, the CPI
advances nevertheless. And if money wages advance more steeply
than output per man-hour—so that labor costs are inflated—the CPI
is inflated even more.

The real wage gap is associated with a “shift to profits”—a change
in the distribution of national income as between employee compen-
sation and other incomes. When employee compensation constitutes
a smaller share of the total, real wages increase less than productivity.
When income distribution shifts away from profits, real wages
increase more than productivity. There is a well-established correla-
tion between income distribution and the business cycle, with the
share of profits increasing in periods of prosperity and the share of
employee compensation increasing in periods of recession.

The problem may not be as great as it appears on the surface,
because a comparison between the productivity trend in the private

*There is a minor question as to whether this model is stable with respect
to the distribution of income as between employee compensation and non-wage
income. If the absence of non-wage income in the public sector imparts any

instability, the necessary correction to preserve a stable distribution would be
extremely small.
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economy and the real-wage trend in the fotal economy is not entirely
valid. Actually, however, the choice between 3.2 and 2.8 does not
make a great deal of difference in evaluating historical experience.
Whichever figure is used, the number of fat years is approximately
equal to the number of lean years in the period since 1947.

It is true that lean years have predominated since 1960, but that
is not surprising. Total compensation of employees rose 33 percent
between 1960 and 1965, while corporate profits increased 50 percent.
As already noted, the shift to profits is associated with a period of
cyclical upturn in which the real growth rate is greater than normal.
If we are able to achieve and maintain full employment, the real
growth rate will be limited by the rise in output per man-hour and
the increase in input of man-hours. (The latter factor reflects the
normal increase in the labor force discounted for any decline in man-
hours per capita.) The real growth rate under conditions of sustained
full employment will be in the neighborhood of 4.3 percent.?

It does not seem likely that the share of corporate profits in the
national income would rise at a 4.3 percent growth rate. The 1961-65
period was one in which unutilized manpower and industrial capacity
permitted a real growth rate greater than would be sustainable under
full-employment conditions. (The average of annual real growth
rates was 5.3 percent in this period.) It is significant that there was
no shift to profits in 1962-63, a year in which the real growth rate
was only 3.8 percent. In fact, the movement was in the opposite
direction, with aggregate employee compensation increasing 5.5 per-
cent and corporate profits 4.3 percent.

If there should be a chromnic shift to profits even under conditions
of sustained full employment, it does not follow that workers can
recover their previous income share through aggressive collective
bargaining. In the first place, only a minor part of all compensation
payments is subject to collective bargaining. In the second place,
employers will pass on the higher costs so as to maintain their margins
so long as product markets are strong. If the economy moves into a
recession (as in 1958), the compensation share of national income
will increase and the profit share will decline; but clearly this is not
a rational way to redistribute income. It follows that the only effec-

* This estimate incorporates the following assumptions: a productivity trend
of 2.8 percent for the total economy; an average annual increase in the labor

force of 1.7 percent; an average annual decline of 0.2 percent in the number of
working hours per employee.



SECOND-GENERATION WAGE-PRICE RESTRAINTS 11

tive method of income redistribution would be through fiscal policy.
The so-called surplus profits could be taxed and expended for pro-
grams of collective consumption primarily benefiting wage and salary
earners.

This last thought reflects my judgment that it will probably not
be feasible to induce price cuts in the face of strong market demand.
The practical object of price policy will be to stabilize industrial prices,
not reduce them.

(7) I have been speaking about the relationships between wages,
prices, productivity and profits in a wage-price restraint enterprise
which might come to maturity in the 1970’s. But although economic
understanding is crucial, statistics and correlations do not constitute
a policy or a program. A viable program will have three other
elements. The basic relationships will be translated into specific appli-
cations in the light of the particular circumstances of any given year.
The principal interest groups (such as industry, labor and agriculture),
and the most directly affected government agencies will be involved
along with the Economic Advisers. There will be periodic appraisal
of price and wage developments in the light of the specific objectives
which have been formulated for a particular period.

The first-generation guideposts are incomplete in that they are
limited to an exposition of long-term relationships. They do not
handle specific short-run problems which are certain to arise from
time to time. It will not be practical to anticipate in advance every
contingency which might have an effect on a wage-price restraint
program.

Therefore an annual economic review will be essential for bringing
together long-run objectives and short-run contingencies. Suppose
the cost of living has gone up 3.5 percent? Suppose that raw material
prices have shot up through the ceiling on world markets? Suppose
the government decides that every family should be assured an annual
income of at least $3,0007 Suppose a massive effort to rehabilitate
urban slums is launched? Suppose that a medium-sized war breaks
out? Suppose that payroll taxes are increased substantially in order
to finance a corresponding increase in social security benefits? Sup-
pose that the wages of agricultural workers and low-paid service
workers are substantially increased through an amendment to the
minimum wage law? It would be impossible to ignore the impact of
these developments on price and wage policy in the private sector.
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Therefore, the terms of price and wage restraint should take the
form of specific conclusions emerging from the annual economic
review between the private-sector interest groups and the govern-
mental authorities. The statement of conclusions should be the gov-
ernment’s responsibility rather than a negotiated tripartite agreement.

Similarly there should be a quarterly post-review of results, an
appraisal of how they line up against the objectives for the year.

Let me end up with a word about the role of the university econo-
mists. The proponents of the guideposts as well as the skeptics ought
to be thinking about the wage-price policies of the future.

The proponents keep reminding us that the unit labor costs must
be held in line in order to stabilize the price level. That is an impor-
tant observation, but not an income policy. It is too early for talented
people to lock themselves into a defensive posture which doesn’t deal
with the real problems of translating economic relationships into policy.

The skeptics have laid their fingers on the soft spots of the first-
generation guideposts. It is hard to find a labor economist (unless he
has writer’s block) who hasn’t written at least one article pointing out
that the various exceptions to the guideposts are vague from an
operational standpoint, that you can’t control the building trades
unions, that it is inequitable to put so much pressure on the basic
metal industries, that the American labor movement is decentralized
and can’t control the behavior of its constituent unions, and so on.
These are important points; they have been made. I wrote my first
guidepost article in 1963, and I was by no means the first in line.

Let us stop belaboring the obvious and have some new thinking
on wage-price policies.
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WHERE THE TRUTH LIES

W. WiLLArRD WIRTZ
Secretary of Labor

It reflects my respect for the Industrial Relations Research Asso-
ciation that I started several months ago preparing remarks for this
evening on a subject which seemed to me worthy of the Association’s
high tradition: John Maynard Keynes Revisited, or Through the
Looking Glass Darkly with the Council of Economic Advisers.

Then, several days ago, I received the program for this 19th
Annual Meeting. When I found my remarks sandwiched (or bottled!)
in between a “Social Hour” and Dinner on one side and a “Smoker”
on the other, there came back to me—from earlier academic expo-
sure—the protocol of programming these annual between-the-holidays
gatherings of learned societies: that the daylight sessions are devoted
to the dissertations of those with something to dissert, while those
invited to participate by virtue more of their notoriety than their
knowledge are put down for the evening—on the theory that the
shades of night deal mercifully both with the lines in ladies’ faces
and with those in their husbands’ speeches.

Accordingly:

Ever since Arthur Ross came to Washington, a little over a year
ago, the press has been full of reports about two developments in
government: the “flight of the intellectuals” and “the credibility gap.”

Knowing this could not be entirely Arthur’s fault, even wondering
a little whether the “gap” is the creation of the President (of the
IRRA, that is) or the press, I arranged to monitor a couple of
meetings recently—in a quiet, unobtrusive, unconstitutional sort of
way, with a little help from J. Edgar Kennedy.

One was a meeting at which Commissioner Ross and his BLS
colleagues were discussing the release, scheduled for the next day,
of the monthly unemployment and Consumer Price Index figures.

The other, taking place twenty-four hours later, was a gathering
of the Washington newspaper men who had now received these two
releases and were trying to decide how to play them.

These are interesting tapes—and the public has a right to know.
So I make this report.

13
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You are entitled, however, to know these three things:

First, both tapes are unfortunately garbled, so that it is impossible
to tell just who is saying what.

Second, the two tapes have gotten mixed up, so that it is also
impossible to tell which is the record of which meeting—and I have
time for only one—I don’t know which.

Third, as some of you know, in addition to being an eavesdropper,
I am an edict of an iniquitable habit developed in the course of listening
to an unwanted amount of other people’s public speaking which occa-
sionally gets in the way of my own. This is the habit of jotting down,
instead of the speaker’s monumental message, his minumental meta-
phors—the little slaps of the tongue every speaker makes when he
gets as tired as his audience was from the beginning. In the contem-
porary ‘“tell it all” custom of Washington’s carpet-bagging literati, I
feel a responsibility to disclose the results of the past several years’
harvest of this habit, and have accordingly taken the liberty of inter-
ladening this transcript with a few of these germs of wisdom—all
completely authoritic and footnoted.!

Herewithal,? then, the edited transcript of either a pre-press-
release conference in the BLS offices or the post-press-release gather-
ing of reporters about to file their stories on that same release.

A voice that probably isn’t either Commissioner Ross’ or that of
the AP or UPI wire service man—but, of course, could be—comes in:

“You know, I've been keeping my ear to the grindstone recently,?

and I tell you we’ve got to do something to get a toe-hold in the

public eye.” ¢
There is quick assent:

“I agree! It’s time to hitch up our trousers and throw down our

gauntlets.” 3
Then an eager question:

*The accidents in this particular paragraph are all common usage along
the Potomac, except for “germs of wisdom”—a felicitous coinage (date un-
recorded) of the incumbent Director of the Federal Mediation and Conciliation
Service at a meeting on November 2, 1962.

2 Also common usage, especially among law school drop-outs.

# A distinguished member of the Washington Bureau of the New York Times,
March 21, 1963. Previously reported in the June 1963 National Academy of
Arbitrators Newsletter.

‘Heard at a public meeting in Washington, March 9, 1966. But subse-
quently denied by the perpetrator, a well-known leader of the bureaucracy, and
therefore not identified—on advice of counsel.

® Reported, second hand, on March 5, 1963, by Informant RK, as having

been “made before a large political gathering in Washington recently.” Sub-
sequent research confirmed this report.
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“Have you got any plans underfoot 7’ &
And a quick reply:

“Yes I have. Look at these figures here: a 2.6% annual produc-
tivity increase rate, a 3.5% annual increase in prices, and almost
4% unemployment. If this keeps on, we’ll all go down the drain
in a steam-roller.” Why don’t we just switch the figures around?
Why, with 4% increased productivity, 3.5% unemployment, and a
2.6% price increase for the year we can get this country out of
the eight ball 8 and make an honest man of J. Maynard Keynes in
the boot.? It may not work, but let’s take a flying gambit at it.” 1°

The first reaction to this is one of outrighteous! outrage:

“Wait a minute. That kind of business gets my dandruff up.!?
And when I smell a rat, I nip it in the bud.?® That idea doesn’t
have a Chinaman’s chance in Hell.” 14

But as the obvious sense of it all begins to impress everybody,
dissent dissolves into mere cautiousness:

“Let’s don’t go off the deep end of the reservation.” 18

“If we try this we’re likely to have a bear by the horns.” 18
“We've got to be careful about getting too many cooks in the
soup,!” or somebody’s going to think there’s dirty work behind
the crossroads.” 18

®A representative of Sears Roebuck Co. at a White House meeting on
March 30, 1966.

7 A management spokesman in the long-shore negotiations, February 4, 1965.
Cf. D. P. Moynihan, June 11, 1964: “We’re being sold down the drain.”

® Anon but not apoc; ie. I have lost the source note, but recall it clearly.

®A Building Service Union representative. June 10, 1966.

* An Assistant Secretary of Agriculture, on the phone. October 1, 1964.
“We have to deal with the whole gambit of this affair.”” By the ninth Secre-
tary of Labor, at an April 3, 1966 dinner of the President’s Advisory Com-
mittee on Labor-Management Policy.

2 The tenth Secretary of Labor. October 10, 1965 (circa).

¥ A well-known corporate executive, as reported by Informant SF by letter
dated September 21, 1964.

» See footnote 5, supra.

% The Assistant Secretary of Labor for Manpower, in private (?) conver-
sation. April 4, 1966.

® A General Electric representative at the October 25, 1966 meeting of
};A;ldvisory (to the Secretary of Labor) Committee on Pension and Welfare

ans.

1 N. Thompson Powers, Assistant to the Secretary of Labor, January 9, 1964.

¥ A decent regard for the opinions of mankind (and for my own future)
precludes exact attribution here. The time was during the 1964 Railroad Case
negotiations.

18 The Director of the Federal Mediation and Conciliation Service. June 9,
1964. Note: “Federal Mediation and Conciliation Service”—Telegram from
TWU representative, September 11, 1961.
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The argument goes on from here more or less ad nauseatum,!®
until finally the obvious leader of the plot makes his telling pitch:

“OK. OK. Let’s grasp this nettle by the horns?* CPI, CPS,
who knows the difference? Sure, somebody’s likely to rear up on
his back.?! But I know every cranny and crook 22 in this town,
and they’re all the same. It’s just a matter of whose ox is being
goosed.” 28

This does it. The decision is made.

The tape ran out shortly afterward. But you have here, ladies and
gentlemen, the story of how either the BLS staff or the Washington
labor press corps used Credibility Gap to win a critical victory for
Lyndon B. Johnson and John Maynard Keynes and contribute to the
unprecedented record of 69 months of uninterrupted expansion of the
American economy.

If apology for this vignette of contemporary politico-economic
history is called for, I remind you of Adlai Stevenson’s improvement,
‘when he was asked how he liked his job, on the old story of the
Indian fighter who crawled into the frontier fort with three arrows in
his back and was asked whether it hurt. “Only,” he answered, “when
I laugh.” “My job,” the Governor added, “only hurts when I don’t
laugh.”

So does mine.

Perhaps, though, there will be some to wonder whether this has
all been meant as purest jest.

I suppose not quite all—and that I may appropriately say a little
more about the problems of communication that become increasingly
relevant and important as a nation, newly equipped with fantastic
electronic paraphernalia, simultaneously—and not entirely coinciden-
tally—turns away from a traditional philosophy of determinism and
toward the acceptance, instead, of responsibility for controlling the
human course and inventing the future.

** See footnote 11, supra.

2 This one is illegitimate.

2 From the floor at the 1966 Convention of the Chemical Workers in Mon-
treal. October 18, 1966.

= A successful candidate for the Maryland legislature at his deficit dinner,
November 1966. (Original form: “I think I deserve to win. I went to every
cranny and crook in this district.” Inaccurately reported by others present
as: “I went to every nook and crook.

®The Administrator of the Nelghborhood Youth Corps. January 11, 1966.
His quick recovery and subsequent assertion of deliberate intent to put it this
way should be noted but not necessarily credited.
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Best, certainly, to leave it as errant nonsense that statisticians or
scribes might perpetrate a monstrous hoax by tinkering with the
national arithmetic. Some non-cooperative computer would blow a
fuse!

Harder, though, to avoid the implications of the truth that the
adoption, in the 1964 tax cut, of Keynesian politico-economics is only
a reminder that from here on national economic policy will be made
by decision-makers—all of us—in reliance not on what we know first
hand but on the reported cogitations of the computers.

The policies of laissez-faire were wrong, but they had the utility—
which a democracy finds a compensating advantage—of being easily
understood.

We complain about the “new math” our children are getting at
school. Our not understanding or being able to help with it is dimin-
ishing our usefulness and therefore our stature as parents. Yet we
understand even less the new math of the fiscal and monetary and
budgetary policies we have ourselves adopted—and it seems to dimin-
ish our stature as citizens.

This is no idle concern.

The decision to base policy-making on statisticians’ measurements
of the national condition and on the reports of these measurements
through the public media, depends for its validity on the measure-
ments and reports being both accurately made and accurately under-
stood. These are different things. There is no communication of
truth unless it is heard as well as told. If it is hidden in a haystack of
tabular exhibits or back of the obituaries on page 37, it isn’t any part
of the significant truth.

It is not, for example, just a question of whether the monthly
nation-wide, seasonally adjusted unemployment figure is arrived at
by statistically sound procedures and accurate computations. It is
equally important that whatever is significant about unemployment
be measured, and that whatever is relevant be included in not only
the measurements but also in the subsequent report.

It is right, and important for a variety of reasons, that this nation-
wide unemployment index be kept carefully. It was not right that
until recently only that nation-wide figure was developed or reported.
The local figures, that tell what ought to be done where, were at best
loosely assembled; and even then they were for “standard metro-
politan statistical areas” and averaged in the slums and the suburbs

€
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together—concealing, until there were riots, the real condition in
the slums.

The “seasonal adqustment” in these figures facilitates the econo-
mist’s analysis of the general economic condition and simplifies the
reporter’s job. It makes it easier to say, in the dangerous shorthand
of communication, by headline and five-second spots on thirty-second
television newscasts, that things are “better” or “worse.” But the way
this adjustment has been handled has resulted, as a practical matter,
in turning attention away from a factor—serious seasonal unemploy-
ment—which can be changed, and which every other comparable
country has done more about than we have.

It is interesting, and significant, that there has been so little notice
that the 1960 census figures contain a serious “undercount” element,
failing to include or disclose tens, perhaps hundreds, of thousands of
adult males—probably mostly non-white—who are known to be part
of the population. If this seems only a statistical matter, it is worth
pointing out that one reason for this “undercount” is that payments
under the Aid For Dependent Children program are denied, in many
states, where there is a man in the house. Full development of this
discrepancy between the figures and the known facts would be of
inestimable policy-making importance.

The false economy of measuring only what is most cheaply meas-
ured has resulted in defining “unemployment” as including only those
“actively looking for work and unable to find it” and as excluding
those (“non-participants in the work-force”) who have given up
even looking, and therefore present the most serious cases. It is even
worse that funds necessary to make “job vacancy” studies have been
denied—out of misguided concern that the results would be offset
against the unemployment figures.

There will be no better place than this to express my personal
gratitude and the Nation’s debt to the Commissioner of Labor Statis-
tics and the Assistant Secretary of Labor for Manpower for their
achievements this year in making the employment statistics more
meaningful and useful.

But the communication of the vital statistics is fully as important
as is their computation.

Statistics are dull news—except for the boxscores on doom and
disaster, casualty lists or holiday deaths on the highways.

But is it too much to ask that when the national policy is put at
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stake, there be a higher standard of communication ethics than
readers’ or listeners’ obsessions? Would the media accept a share of
responsibility for promoting a standard of not just a right to know,
but an obligation to know ?

There is advantage in having a .3% increase in prices or unem-
ployment get several times the front-page attention a similar decrease
does. The country needs more to be warned of its dangers than told
of its successes. It is a different thing though if the fires of inflation
are fed by constantly playing down every indication of stability and
magnifying every sign of possible instability. One television announce-
ment of the 0.1% November consumer price increase—the smallest
in six months—was confined to the newscaster’s statement that
“prices rose in November for the tenth consecutive month.”

Nor is there excuse for the country’s having been told persistently
the less-than-half-truth that it was American labor’s insistence on
wage increases that “broke the guidelines”—when the fact is that
price increases have exceeded those limits much more seriously than
have wage increases?

It is worth asking what standard of “credibility” it is that inspires
or permits an editor to persist in protesting the alleged inflationary
effects of the paper imbalance of the Government’s “administrative
budget” when he knows (and knows most of his readers don’t know)
that only the much more nearly balanced “national incomes account
budget” bears any relationship to national economic stability.

Perhaps it is all too complicated, so that the inevitable price of
letting reason rule a complex society is the non-participation of most
people in the decision-making. Perhaps it is too much to expect that
sophisticated issues of monetary and fiscal policy be decided by those
so unfamiliar with decimal points that 3.9% sounds like almost ten
times as much as 4%. Perhaps effective communication is impossible
across the credibility gulf that lies between C. P. Snow’s two cultures.

We deny this—for we must.

There must be, though, more recognition than there has been
so far of the increasingly critical role of communication in the increas-
ingly rational and complex economy and society—so that today in
Marshall McLuhan’s enigmatic but pregnant phrase “the medium is
the message.”

Perhaps there should be experiment with such measures as bring-
ing out all vital statistical reports on the same day each month—to
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avoid or at least reduce the confusion that comes from reading, one
day, that the Wholesale Price index is down; the next day that the
Consumer Price index is up; the day after that, that the estimated
gross national product for the next quarter is higher than previously
predicted; the following day that productivity in manufacturing is
increasing but is down in services; and so forth. Maybe a single
monthly report card to the public on how it is doing would be better
understood.

But any such suggestion is superficial. The problem here is much
deeper, and broader, and not limited to economic issues or the habits
of computers or professional purveyors of the news.

What makes this all so important now, and so difficult, is the fact
of rejection of the old idea of the “inevitability of progress” (which, in
its extreme form, left communication only the significance of commen-
tary) and the adoption, instead, of the conviction that the human
capacity includes the power to improve the future. With this turn
of events and philosophy truth in the forum and “the media” has
become as important, especially in a democracy, as truth in the labora-
tory or the library.

What relevance had truth—or “credibility”—in the public forum
while racial bigotry was covered by the convenient dispensation that
“equal” included “separate” ; while people moving from country or city
were required to leave their votes behind; while old-age was consid-
ered an irrevocable sentence to penury and disease; while it was
counted God’s doing, not the majority’s, that some people sank into
the human cesspools of slums and ghettoes; and while the public dia-
logue couldn’t be dirtied by any “obscenity” or “heresy” about birth
control ?

It is hard to realize how rapidly the whole idea of the human
competence to perfect life’s pattern has taken hold.

This is not a political speech. But whoever is properly concerned
about “credibility”—so that he would reject the credible advancement
of what is in fact incredible (racial discrimination, poverty, economic
depression, “disproportionment,” birth by ignorance or accident) —will
note the record of the past three years: a brief moment—as history
measures time—in which this country has been asked to face up to
the truth

—that boom-and-bust economics can be replaced by the economics

of constant expansion;
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—that civil (meaning equal) rights can be translated into civil

results;

—that poverty can be eliminated and slums eradicated ;

—that the franchise can be restored to a one-person-one-vote basis;

—that older age can be given security and meaning ;

—that the growth of the population can be governed by reason and

knowledge instead of ignorance.

These propositions are right. Their implementation depends solely
on the extent to which all participants in the ensuing dialogue regard-
ing them also accept truth as its standard.

In some areas, the new dialogue has been almost completely con-
structive.

It renews faith in democracy’s process that, starting with Presi-
dent Johnson’s State of the Union Message in 1965 and his United
Nations’ address here in San Francisco a little later, the discussion of
family and population planning has proceeded with everybody respect-
ing fully everybody else’s opinion—and with infinite advantage to the
society. This has been a triumph of truth.

It is having a harder time on the civil rights, and poverty, fronts.

Now the lie of “black power” is hurled against the older lie of
“white supremacy.”

Now the summer patriots in the war against poverty turn away
from the inevitable winter campaign that comes in any war worth
fighting, and take up instead the shell game of poverty and politics:
if the funds for fighting poverty are increased, point at the budget
and condemn any further appropriations as improvidence; if the
funds aren’t increased, complain that the war in Viet Nam is being
paid for out of the poor-boxes here at home.

The truth loafed for a long time in this country—and voted
“present” on the issue of leaving things as they were. Now—in a
time of change—it faces a tougher testing.

So, I suppose, it has always seemed. All of history is the record
of the struggle between what is true and what isn’t.

I have tried, nevertheless, to suggest here the critical reduction
in the permissible tolerance for untruth once it is decided to assert
reason instead of determinism as the national philosophy and to accept
responsibility for the perfection of life’s pattern.

“God,” Albert Einstein said once, “is clever; but He is not dis-
honest.” As Man’s cleverness increases, his honesty becomes the
more critical.
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AN EVALUATION OF THE REPORT OF THE
NATIONAL COMMISSION ON TECHNOLOGY,
AUTOMATION AND ECONOMIC PROGRESS

HereerT E. STRINER
The W. E. Upjohn Institute for Employment Research

There are, in reality, two Automation Reports. One is 113 pages
long. The other is 1,789 pages long. The first is the Commission’s
Report, while the second is the six volumes of technical appendices.
A comparison of these two reports reminds me of the lines of poetry,
“. .. East is East, and West is West, and never the twain shall meet.”
Too few of the caveats, and too little of the concern and care of the
technical appendices are reflected in the Commission Report. Beyond
this, however, the Commission and the problem it set out to examine
hardly got to know each other. By virtue of assumptions which the
Commission itself established as study boundaries, it prevented itself
from ever coming to grips with manpower problems growing out of
technological change. Additionally, by its use of inadequate data and
methodology, the supports for the structure it chose to build are so
weak as to limit the value of key conclusions of the report.

This paper, then, will be concerned primarily with two foci: (1)
Commission assumptions which underlie the report, and (2) Data
and methodology used in the conduct of the research effort.

In order to meet its legislative charge, the Commission had to be
concerned with productivity, rates of innovation and technological
change, and the projected impacts of technology upon employment
up to the year 1975. Quite properly, the Commission undertook no
research in these complex areas but leaned on the existing fund of
knowledge, and state of the art.

GRross AND STRUCTURAL EFFECTS

The key basic assumption of an unemployment level which the
Commission assigned to the Bureau of Labor Statistics for its projec-
tion of unemployment effects in 1975 is critical in any evaluation of
this report. This is so for two reasons. If set too low, it must by
definition assume away the unemployment problem. If set too high,
it could well take on the cloak of mystical, Jeremiah-like doom that
personifies the extremist position which sees little hope for employ-
ment tied to production depending upon manpower. The Commission

24
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chose the former course by assuming a 3 per cent level of unemploy-
ment in 1975. However, the overall assumption of the meaningfulness
of this or any gross measure of unemployment for the problem of
technological displacement foredooms dealing with this problem. As
so much evidence indicates, the problem is not a gross one, it is one
which exists in the interstices and at the edges of our huge economy.

Such interstitial problems call for data, methodologies and monitor-
ing techniques which the Commission could not, and did not, become
sufficiently exercised about because of the euphoric paralysis of its
initial assumption of the unemployment level in 1975. Interestingly,
however, tucked away in a statistical note in Appendix Volume I, page
132, we find that alternative assumptions of unemployment at 3.5 or
4 per cent would lead to different conclusions, especially with respect
to differentials of unemployment between 2-digit industries. To which
I would add the implied greater difference between 3- and 4-digit
industries, if they had the data. This analytical note does not, how-
ever, find its way into the Commission Report!

The BLS researchers indicate that an assumed level of 4 per cent
unemployed, would result in somewhat more than one million addi-
tional unemployed, with over half located in the manufacturing sector.
The weakness of the 3 per cent reed is further spelled out in Appendix
Volume III, pages 199-200, by the Interagency Task Group on Tech-
nological Forecasting in the Federal Government. This group comes
up with two conclusions to which I shall return later: (1) “. .. small
differences and deviations from the average can be of critical impor-
tance with respect to the uses to which such forecasts may be put.” !
(2) “Long-term (5 to 20 years) forecasting of specific occupational
requirements is unlikely to be used or to be methodologically
feasible.” 2

Now, a brief word regarding the analysis the Commission asked
BLS to undertake to determine the interindustry employment effects
of technological change. An important tool upon which BLS relied
was the input-output technique. For those of us who have been
involved in the use of input-output for projection purposes, to look
for even a modest sign of caution from the Commission in accepting

1 “The Role of The Federal Government in Technological Forecasting,” Ad-
justing to Change, Appendix Volume III to Technology and The American

Economy, National Commission on Technology, Automation, and Economic
Progress, February 1966, p. 199.

2 Ibid., pp. 195-196.
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conclusions based largely upon input-output studies, would be to look
in vain. To use input-output for projections of primary, secondary
and tertiary employment effects of changes in technology, assuming
a given level of economic activity, there are two necessaries:

First, there must be a sufficient series of input-output tables to
permit analysis of changes in technical coefficients. To date, we only
have a 1947 table and a 1958 table.

Second, in addition to a series of tables, they must be so disaggre-
gated as to permit analysis at the three- and four-digit SIC level, or
be on the order of about 400 or more sector matrix. The 1958 table
has a total of 87 sectors, including 3 dummy sectors.

Though the input-output technique has much promise, I’'m afraid
that its past budgetary starvation diet serves only to provide an in-
stance of poetic justice. The researcher must once again remind the
penny-wise and pound-foolish policymaker of the wisdom of the
adage, “No tickee, no laundree.” Let us turn now to the process of
innovation.

RATES oF INNOVATION AND TECHNOLOGICAL CHANGE

The major burden of the Commission’s message on rates of change
and diffusion is that though things happen faster nowadays, the lag
between discovery and commercial application is still sufficiently sub-
stantial so that whatever technology can affect employment by 1975
must already be “in the works.” Hence, we cannot, the Commission
feels, foresee an innovation about which we have no information cur-
rently which could have an important employment impact by 1975.
This may be so, but in Mansfield’s paper in Volume II, pages 97-132,
there are two items which limit quick acceptance of his average lag
of 14 years from the process of invention to commercial innovation,
assuming the limits of his having studied only 12 innovations in 4
industries. Mansfield warns us of his average, indicating that the
range of lag-times for diffusion varied from .9 to 15 years for accep-
tance by 50 per cent of the logical user firms. Since productivity
tends to vary so widely between industries, if the quick innovators are
also the higher productivity industries, for example, communications,
transportation, chemicals, textiles, glass and printing, then the lag-
periods may be cut during the next decade by a considerable order of
magnitude. Mansfield also warns of the fact that the rate of techno-
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logical change can be altered significantly by government decision to
allocate more resources to development and utilization.

The Commission accepted research findings which indicate that the
lag-period from invention to commercial use has gone from 30 years
prior to World War I to 16 years between World War I and War II,
to 9 years since World War II. But, I do not know why the Com-
mission failed to ask aloud, if during the next decade, this almost
logarithmic function may not continue to operate. And, if so, what
the implications may be for displacement and employment policies.

ProbucTiviTY

Though the Commission Report warns that “output per manhour
is not, of course a measure of technical progress alone,” 3 it does not
shrink from an almost immediate acceptance of this measure as an
adequate guide. But, this index is one of the most difficult and mis-
chievous ones in the entire field of index numbers, both with regard
to construction as well as credibility.

This audience is well aware of the gaps in hours-worked data and
value-added data, and knows of the serious shortcoming of the output-
per-man-hour productivity index. I would rather dwell, then, on the
problem of aggregation. I contend that for any policy dealing with
technological change, productivity indexes must relate to specific in-
dustries! The very crux of the measurement of technological impact
is the fact that it is for each industry that it must be measured, not in
the aggregate! This is entirely missed by the global viewpoint of the
Commission Report. Fabricant in his “Measurement of Technological
Change” # alludes to this problem.

Nobody is preparing current statistics on productivity by indi-
vidual industries covering a substantial number of industries. I
do not know why there should be such a lack of vital statistics. We
need to have some idea of the spread among different groups.

In the Appendix Report, Volume II, page 101, John Kendrick’s
work is cited which gives a very rough indication of the type of indus-
try spread which existed for the average annual rates of output per
unit of labor inputs for various sectors in the private economy for the
period 1899-1953. It varied from .7 per cent for anthracite coal to
5.1 for tobacco. -

® Technology and the American Economy, p. 2.
‘U. S. Department of Labor, July 1965, p. 17.
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The productivity index used by the Commission must, by defini-
tion, miss the whole point. Technological change and its consequent
employment and other economic impacts are by their very nature
highly uneven among industries. To measure the problem, and design
mitigating programs we either build brick by brick, or we do not
build at all.

We are therefore confronted with an overwhelming need for the
sort of specific industry and local data which we are now producing
in only limited quantities. This is so for productivity indexes, input-
output tables and forecasts of technological innovation and diffusion.
Our data and analytical forms are out of keeping with the problems
which confront us and with which we seek to cope. This point is not
entirely lost on the Commission or completely absent in its Report.
The problem is, that one doesn’t begin to be made aware of its impor-
tance until page 99 of the Commission’s 113-page Report. The Report
is developed with a relatively mild sense of urgency pervading, and
only towards the end are we introduced to the fact that many of these
conclusions are based upon terribly inadequate, inappropriate, and
inconclusive information. One has the feeling that after the main effort
to quiet our fears concerning technology has been made, the Commis-
sion has made sure that all bases have been touched to minimize its
being called out by an eagle-eyed umpire.

THE “SHAPE-UP” HYPOTHESIS

A major contention of the Commission Report is that given a
sufficiently high and sustained rate of overall economic growth, the
general level of unemployment can be reduced well below 4 per cent.
The Commission looked upon the reduction of the unemployment rate
of 5.1 per cent in August 1964, when the Commission was chartered,
to 4.0 when the Report was completed at the end of 1965, as ample
evidence that a continued high level of economic growth would reduce
the unemployment level further. This aura of optimism was placed
within the framework of what the Commission referred to as a
“shape-up.” The employed tend to be those near the beginning, the
unemployed near the end of the shape-up line. The Report stated
further that, “Only as demand rises will employers reach further
down the line in their search for employees.” 3

During the 10-month period following this Commission conclusion,

8 Technology and the American Economy, p. 23.
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the economy maintained its peak level of activity, but the general level
of unemployment remained so close to 4 per cent as to be statistically
undifferentiated. What is truly interesting is the shift in the unem-
ployment rates for those at the head of the shape-up as opposed to
those toward the end of the line. '

First, let us define this shape-up line. The beginning would include
the prime age group and be white, let us say, the white male, 25 years
of age and over. The end of the line is probably the Negro, but espe-
cially the younger worker, both white and nonwhite, in the sixteen-
and seventeen-year-old grouping.

As we all know, during the period since issuance of the Commis-
sion Report, the economy has continued to expand. Average weekly
hours in manufacturing stood at 41.2 in January 1966, and by October
of this year it had risen to 41.4. The highest point reached during the
Korean period was 40.7 in 1952. The Consumer Price Index during
this same period has risen over 3.5 percentage points. The labor mar-
ket had tightened to the point where by October 1966 over 4 of those
unemployed were unemployed for 5 weeks or less, the lowest propor-
tion since 1953. In contrast, the number of long-term unemployed
(15 weeks or longer) declined by 200,000 over the year! Those at the
head of the line showed a drop in the unemployment level, which by
its magnitude was really less a drop than a tightening. The white
worker went from an unemployment rate of 3.5 per cent in January
1966 to 3.4 per cent in October. Those males 25 years of age and
over dropped for the same period, from a rate of 2.5 per cent to 2.1
per cent.

Did all of this augur well for the end of the line? In a word—NO!
The level of unemployment for the nonwhite group in January 1966
was 7.0. By October 1966 it had risen to 7.6. And, for the sixteen-
and seventeen-year-old group, both white and nonwhite, during the
same period, the unemployment rate remained at 14.7 per cent. For all
teenagers, the data show that although they comprise only 1/10th of
the civilian labor force, they account for 1/3rd of the unemployed.

Unhappily for the shape-up hypothesis, neither the physical nor
the social and economic world is a set of simple, linear relationships.
After all, we have discovered kinked curves and discontinuity func-
tions in economic theory, and they do exist in the real world. Lack
of transportation from ghetto areas to distantly located jobs, some
union restrictions on minorities, apprenticeship quotas, lack of social
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graces, bias, and educational gaps which are so wide that few employ-
ers will envision themselves as becoming involved in remedial pro-
grams, really do exist. On page 103 of Appendix Volume VI, the
General Electric Company paper also supports the view that the
shape-up is a slim reed to lean on. They specifically point to the in-
crease in overtime as a result of the unemployability of the unskilled,
untrained worker.

Let me pose an alternative to the shape-up hypothesis. I'll call it
the GIM (Got It Made) hypothesis. Simply put, it means that when
you can sell easily and the market demand is high, there is a point at
which it is just too painful to deal with difficult types of people or
problems. A case in point is a successful GIM-type department store
I know of which gave up handling major appliances simply because
it was too difficult to get mechanics and servicemen, including truck
drivers. I also wonder how many shape-up theorists are doing some
of their own maintenance work around the house because they do not
like the looks, mannerisms or work habits of the people at the back
of the shape-up line?

JoB-DESCRIPTIONS AND PROJECTED MANPOWER REQUIREMENTS

A vital task given by the Commission to BLS was that of estimat-
ing projected requirements in 1975 for employment by major occupa-
tion groups. These projections were made and conclusions we are
familiar with were arrived at. But these BLS projections are not
capable of filling the real needs of the Commission, at least as I see
them. As Lee Hansen so well demonstrated in his paper a year ago
at these meetings, BLS projects “actuals” rather than “requirements,”
despite the use of the term “requirement.” The projection represents
an inevitable outcome of the economic environment that the projection
is attempting to capure. The occupational requirements used by the
Commission are a distribution implied by the assumptions and no
more. This statement is, of course, so obvious that one might question
why I bother to make it. The reason grows out of my contention that
the Commission’s inclusion and use of the BLS “requirements” data
for 1975 explicitly are supposed to indicate “new job requirements
and the major types of worker displacement . . . likely to occur during
the next ten years.” ¢ The Commission chooses to answer by accepting
a series of assumptions which have assumed away the very problem

® Technology and the American Economy, p. 27.
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it is investigating. Unemployment is assumed to be 3 per cent, no
major changes in technology are envisioned as being possible in terms
of anything less than roughly 14 years, and the categories of occupa-
tion are so broad as to defy any meaningful discussion about skills or
job descriptions.

As most of us who have had any dealings with job titles and de-
scriptions know, there is a serious, unstudied problem of having up-to-
date descriptions of what people actually do on a job as opposed to
what a job title tells us they do. Are there serious implications for the
acceptance of current occupational projections for designing new man-
power, educational and unemployment policies? Of course there are!

Courp THE CoMMisSION REALLY SUCCEED?

Was this Commission or any similar Commission, in a position to
really deal with the assigned problem? I believe not.

The effects of innovation and dissemination of technology on em-
ployment are, I believe, a micro phenomenon, not a macro one. To
study it and its various implications, we must have data which are
designed for entirely different categories than much of our current
series, and we must use our methodologies in a manner consistent with
micro phenomena. The fact is that minute errors which cancel out so
nicely in aggregate analysis often represent extremely large numbers
of people in the absolute sense. It is these people, though, who are
the raison d’etre of much of the current legislative effort dealing with
training, education, welfare, and manpower policies. To deal effec-
tively with these types of problems, where the employment implications
of technology are quite probably at the very margin in so huge an econ-
omy, on the basis of a 10-year projection of highly aggregated industry
groupings, assuming a model with a 3 per cent unemployment rate,
is to miss the problem entirely. Given the dismal state of our disaggre-
gated occupational data, the large, aggregate orientation of our method-
ology, and the 10-year planning horizon, the findings of the Commis-
sion were hardly a surprise and of very limited value.

If we are to understand, measure, and develop programs to alle-
viate the social and economic effects of new technology, we must:

1. Design a new relationship between education and economics
as never before. Effective utilization of manpower and minimiza-
tion of undesirable effects of technology must be bound to new educa-
tional and training processes. In the Commission Report there is
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no new ground broken in this direction. Indeed, the so-called “ex-
pert’s” report, by J. D. Finn, on The Emerging Technology in
Education,” refers to “future” innovations which, apparently un-
known to him, have already been translated into hardware being
used in schools. I refer to the so-called “Talking Typewriter,” or
the Edison Responsive Environment Learning System, developed
by Professor O. K. Moore, University of Pittsburgh, and R. Kobler,
McGraw-Edison Company.

I suspect that a key problem concerning innovation and technol-
ogy is that our educational system is as unreceptive to such change
as our industrial leaders are eager to utilize more productive capital.
For those worried about problems of technological change, I heart-
ily endorse this area of research and analysis.

2. Develop a new perspective of planning. I doubt that 10- or
15-year planning horizons really make much sense. I think they
are usually used as a device for putting off decisions, or concealing
ignorance, or inadequacy. I would prefer a three- to five-year horizon
as an operationally more significant planning goal. It is long enough
so that it does not call for some naive assumption of the speed with
which things happen, but it is short enough so that it forces us contin-
uously to face up to what we must begin to do in terms of real time
commitments.

3. Develop data which are sufficiently detailed and up-to-date.
This is especially the case with respect to production functions and
job descriptions.

As economists and manpower specialists we have a special respon-
sibility to Commissions such as the one under discussion. Though
we may feel compelled to be of help in guiding Commissions during
the course of their responsibility, we may also be the only ones who
can forcefully indicate shortcomings in data or research which seri-
ously limits the worth of their conclusions. The profession must
not equivocate. It should take a strong lead when in a position to
do so and point out the relatively low marginal cost of data and re-
search, the nature of which is a necessity in the understanding of the
factors affecting employment, of which technology is but one.

4. Conduct ongoing evaluations of innovations, by suitably small
industry groupings, so as to be aware of incipient change as well as
stages of change for already perceived shifts in technology.

" Appendix Volume IV to Technology and the American Economy, pp. 33-53.
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The development of policies to deal with technological and other
factors affecting employment can only be based upon continuing,
detailed industry studies, disaggregated productivity indexes, quin-
quennial input-output tables and up-to-date job descriptions. These,
in turn, must be viewed from demographic and other vantage points.

In closing, to expect too much of Commissions is unfair. Not to
learn from their experiences would be unfortunate. In the case of this
particular Commission, I believe that its greatest contribution is in
pointing up the glaring deficiencies which exist in our current efforts
to understand and deal with problems growing out of technological
change. This unhappy state of affairs can only be altered signifi-
cantly by the provision of more funds for the sorts of programs I
have suggested. It may be less expensive, in dollar terms, to have
an occasional Commission exercise instead, but I have the feeling
that it is an alternative which is infinitely more costly to our society.
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The past half decade has witnessed a dramatic reorientation of
public policy with respect to manpower development and utilization.
Increasing recognition of the crucial role of human resources in eco-
nomic growth and concern for the social problems of unemployment,
poverty, and racial discrimination have converged in a search for
programs to promote the fullest development of individual potentials
and the effective matching of men and jobs. The obvious relevance of
the Public Employment Service to the pursuit of these ends has
encouraged both academicians and policy makers to examine the
Service and to offer suggestions for enhancing its effectiveness. The
latest in a series of such examinations ! is the report of a Task Force
appointed by the Secretary of Labor late in 1965 to review the opera-
tions of the Federal-State Employment Service and “to consider
what is needed to improve its operations as the front-line agency for
translating manpower, education and training, and war on poverty
policy into operational reality.” 2

* 1 am grateful to William Papier, Director of Research and Statistics of
the Ohio Bureau of Unemployment Compensation, for the many valuable sug-
gestions he made during the preparation of this paper.

! See, for example, Leonard P. Adams, “The Public Employment Service” in
Joseph Becker (ed.) In Aid of the Unemployed (Maryland, The Johns Hopkins
Press, 1965), pp. 193-226; William Haber and Daniel H. Kruger, The Role
of the United States Employment Service in a Changing Economy, (Kalamazoo:
The Upjohn Institute, 1964) ; U. S. Congress, 86th, 2d session, Senate, Report
of the Special Committee on Unemployment Problems (Washington: Govern-
ment Printing Office, 1960), pp. 107-110; U. S. Congress, 88th, 2d session,
Senate, Committee on Labor and Public Welfare, Toward Full Employment:
Proposals for a Comprehensive Employment and Manpower Policy in the United
States, (Washington: Government Printing Office, 1964), pp. 92-97; U. S.
Congress, 88th, 2d session, House of Representatives, Committee on Educatlon
and Labor, The Role and Mission of the Federal-State Employment Service in
the American Economy, (Washington: Government Printing Office, 1965),
pp. 1-3, 69-71.

?* Employment Service Review, U. S. Department of Labor, Manpower Ad-
ministration, February, 1966, frontispiece. The Task Force was chaired by
Dean George Shultz, with Professors Arnold Weber and Daniel Kruger as
Vice Chairman and Executive Secretary, respectively. Its twelve other members
included management, labor, and public representatives. The group met six
times prior to the submission of its unanimous report on December 23, 1965.
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PriNciPAL RECOMMENDATIONS OF THE TASKk FORCE

The central thesis of the Task Force report is that the Employ-
ment Service must be revitalized to play a more prominent and effec-
tive role in developing and implementing an “active manpower pol-
icy.” To this end, the Wagner-Peyser Act of 1933 should be amended
to give legislative cognizance to the new responsibilities imposed on
the Employment Service by contemporary manpower problems and
by recent legislative enactments. Specifically, the Service must be
thought of not as a simple “labor exchange,” but as a comprehensive
“manpower services center” serving all workers and employers, pro-
viding effective counseling and testing services, offering specialized
services to groups with abnormal labor market difficulties, cooperating
with other agencies involved in employment and manpower problems,
and assuming responsibility for the collection, analysis, and dissemina-
tion of labor market information.?

Many of the Task Force recommendations designed to implement
this definition of the Employment Service mission were simply ex-
hortations for the more effective prosecution of functions already
being performed. Others, however, called for organizational or ad-
ministrative changes to facilitate better performance, the most sig-
nificant of which were those calling for a completely separate identity
for the Employment Service, those designed to improve the quality
of operating personnel, and those directed at improving the inter-area
clearance system.

The Task Force recommended administrative separation of the
Employment Service from unemployment insurance at the Federal,
State, and local levels. At each level there would be different execu-
tives for the two activities, each with his own staff and line of
authority, although reporting to an administrative head of an overall
agency. Moreover, it was proposed that local employment offices be
physically separated from unemployment insurance claims offices,
“with reasonable proximity maintained so as to minimize the incon-
venience to claimants and job seekers.”” * To emphasize this divorce,
and also to give recognition to the expanded functions of the Employ-
ment Service, it was recommended that the Service be financed from
general revenues rather than from the Federal Unemployment Tax,

*“Employment Service Task Force Report,” Employment Service Review,
February, 1966, pp. 7-10.
¢ Ibid., pp. 11-12.
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except for the estimated costs of administering the “work test” for
unemployment insurance applicants.® Finally, it was proposed that a
separate advisory and review committee be established for the Em-
ployment Service at the national level and in each State.$

Emphasizing the need for higher professional competence among
Employment Service personnel, the Task Force urged the Secretary
of Labor to use his present authority to require minimum qualifica-
tions for State professional personnel that would justify higher salaries
than currently prevail. As an additional step in this direction, it was
proposed that the Wagner-Peyser Act be amended to require salaries
of state personnel to be commensurate with those paid for comparable
jobs in public and private employment in the State. Increased empha-
sis on training and on the development of career opportunities in the
Employment Service were also advocated. One of the specific recom-
mendations was for Federal “Employment Service Trainees,” who
would pursue a two-year training program in State and local offices,
after which they would be either reassigned to the national or regional
office, or, if mutually agreeable, transferred to the State. The Task
Force also recommended arrangements to facilitate the appointment
of State employees to Federal positions and to permit transfer among
State agencies without loss of pension and other employment rights.”

In order to improve the process of inter-area clearance, the Task
Force proposed the creation of a nationally coordinated network of
“multi-market clearance centers.” Each local office would be required
to list with the relevant center all job vacancies in shortage occupa-
tions remaining unfilled for 15 days, and all applicants for such jobs
who have been unemployed for 30 days or who request to be so listed.
To facilitate the efficient operation of this system, it was recommended
that high priority be given to the development of electronic methods
for storing, analyzing, and retrieving information on job vacancies
and applicants.®

One full section of the Task Force report was devoted to sugges-
tions for improving the collection and dissemination of labor market
information. For example, one such proposal was that each metro-
politan local office have a labor market information officer, and that
smaller offices designate one or more staff members to perform this

5 Ibid., pp. 23-24.
¢ Ibid., pp. 27-28.

T Ibid., pp. 15-18.
® Ibid., pp. 23-24.
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function in addition to their other duties.® Noting the need for inte-
grating the efforts of the Employment Service with those of other
government and private agencies, the Task Force urged the Employ-
ment Service to assume the role of coordinating placement efforts
under all government training programs and to develop more effec-
tive liaison with reputable private employment agencies. It also pro-
posed legislative authority for the Service to contract with non-
government agencies for the performance of special manpower services,
such as special counseling, placement, or research activities.®

AN APPRAISAL

The appraisal one makes of the Task Force report depends on his
frame of reference. If preservation of the existing structure of a
Federal-State Employment Service is a major desideratum, the rec-
ommendations must be evaluated in the light of that constraint. On
the other hand, if no holds are barred and the question of political
expediency is not considered, it is difficult to avoid the conclusion of
the Commission on Technology, Automation, and Progress: that
outright nationalization of the Service is essential.!’? Not that na-
tionalization would automatically create the ideal employment service;
but surely it would permit a direct approach to most of the require-
ments that the Task Force could attack only indirectly, #:z., higher
qualification and salary levels for operating personnel, more effective
training and professional development programs, a more efficient
interstate clearance system, and increased opportunities for employ-
ment service personnel to transfer among, national, regional, and
State offices.

The substantive arguments against nationalization of the Service
seem to me to be hardly persuasive. That local employment offices
must be responsive to local needs and conditions is clearly true, but
it is by no means obvious that nationalization would prevent the
achievement of this adaptability. Local offices would continue to be
staffed by members of the community, and administrators of State
and regional offices would continue to be knowledgeable about and
sensitive to the peculiar characteristics of the areas for which they

® Ibid., pp. 19-22.
* Ibid., pp. 13-14.

2 National Commission on Technology, Automation, and Economic Progress,
Technology and the American Economy, (Washington: Government Printing
Office, 1966), pp. 51-52.
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are responsible. There could be as much operational diversity and as
much experimentation as the situation called for and as Federal
administrators were imaginative enough to permit. To the argument
that a Federal bureaucracy would stifle local initiative and experimen-
tation, it can be countered that a centralized system would at least
fix responsibility for the effectiveness of the Service. As things now
stand, the Federal agency can lament the shortcomings of State
administration, while State administrators complain about inefficien-
cies generated by Federal red tape and controls.

But whatever the merits of a national system, it is almost certainly
not politically feasible at the present time. In appointing the Task
Force, Secretary Wirtz urged them to adopt a unanimous report.
Even if federalization had been acceptable to all of the members, which
is doubtful, the proposal would have had little chance of being imple-
mented. It is noteworthy that of all those who testified in the joint
hearings on the Manpower Services Act of 19662 only Andrew
Biemiller of the AFL-CIO stressed the desirability of a completely
Federal Service, and even his statement was more nearly a lament
for a lost cause than a serious proposal for action.!® On this issue,
we would seem to be the victims of ideology, tradition, and vested
interests.

Accepting the constraint of a Federal-State System, there can
be little doubt that the Task Force focused on some of its most

“Early in 1966, two bills were introduced in both houses of Congress to
amend the Wagner-Peyser Act: the Clark-Holland “Manpower Services Act
of 1966” (S.2974/H.R. 13037) and the Administration’s “Employment Service
Act of 1966” (S.3032/H.R. 13362). While each incorporated many of the Task
Force proposals, the former went considerably farther than the latter in increas-
ing the powers of the Federal partner in the Federal-State system. Joint hear-
ings on the bills were held in March and April (U. S. Congress, 89th, 2d Session,
Manpower Services Act of 1966 and Employment Service Act of 1966, Joint
Hearings before the Subcommittee on Employment and Manpower of the
Committee on Labor and Public Welfare, United States Senate and the Select
Subcommittee on Labor of the Committee on Education and Labor, House of
Representatives, Washington, Government Printing Office, 1966. This reference
will hereafter be cited 51mpfy as Hearings.) After a series of amendments in
Committee and on the floor of the Senate, the Manpower Services Act was
passed by the Senate on June 29 and referred to the House Committee on Edu-
cation and Labor. It did not go nearly so far as the Task Force recommenda-
tions in separating employment service from unemployment compensation func-
tions, and it retained the Unemployment Insurance Tax as the means of
financing the Service, although authorizing additional appropriations from gen-
eral revenues through 1969. Significantly, it authorized the Secretary of Labor
only to recommend minimum qualification and salary standards for State
personnel.

® Hearings, pp. 301-303.
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crucial problems. Most of their proposals, of course, are by no means
novell* A “new mandate” for the Employment Service seems clearly
desirable in order to adapt its legislative charter to the multitude of
assignments that have devolved upon it. An even more important
reason is to counter the constant carping of the private employment
agencies, which, if they could, would limit the availability of the
public service to those whom the fee-charging agencies cannot or
will not serve.1s

The need for higher salaries for professional personnel in State
agencies should be apparent from the average State salary ranges for
selected employment service occupations shown in Table 1. Not only
are average salaries low—the average starting salary for an employ-
ment interviewer is only 15 per cent higher than the entry rate (GS-3)
for a clerk-stenographer in the Federal Civil Service—but the varia-
tion among the States is staggering. In California, the starting salary
for employment interviewers at the beginning of 1966 ($6,120) was
more than 70 per cent higher than in West Virginia ($3,540). In
New York, the salary range for Research and Statistics Director
was more than twice as high as that of Rhode Island.!®

* See, for example, The Role and Mission of the Federal-State Employment

Service in the American Economy, op. cit., pp. 1-7.

® See statement of Richard S. MacQuown, Chairman, Committee on Legis-
lation, National Employment Association, Hearings, pp. 327-381, especially
p. 335.

* Source cited in Table 1, pp. 6, 7.

TABLE 1

Mean Minimum and Mean Maximum Annual Salaries of Selected Occupations
in State Employment Services,* January 1, 1966.

Mean of
Minimum Maximum
Job Title

State Director of Employment Service 10,669 13,412
Local Office Manager 6,408 8,099
Employment Interviewer 4,910 6,150
Director, Employment Security Research

and Statistics 9,441 11,880
Labor Force Analyst 5,973 7,583
Employment Counselor 5736 7,233

* Including District of Columbia, Puerto Rico, and the Virgin Islands.

Source: Department of Health, Education, and Welfare, Division of State
Merit Systems, State Salary Ranges of Selected Classes of Positions in Em-
ployment Security, Public Welfare, Public Health, Mental Health, Civil Defense,
Vocational Rehabilitation, Emergency Planning, January 1, 1966. (Washington:
Department of Health, Education, and Welfare, 1966, processed) pp. V-vi.
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TABLE 2

Relation of State Salary Level to Educational Attainment and Separation Rates
of Employment Interviewers Appointed in Fiscal Year 1965.

25 States 25 States
with Highest with Lowest

Item 50 States Salaries Salaries
Salary range $3,540--6,600  $4,551-6,600  $3,540-4,512
Median salary $4,532 $4,988 $4,260
Number of appointments 2,913 1856 1,057
Per cent college graduates 59.1 67.8 43.9
Per cent with no college 18.9 14.5 26.8

Per cent separated before

end of fiscal year 127 11.6 14.8

Source: Department of Health, Education, and Welfare, Division of State
Merit Systems, Analysis of Appomtments, Separations, Promotions: Public As-
sistance Caseworkers and Employment Security Interviewers (Washington:
Department of Health, Education, and Welfare, 1966, processed). Computed
from data in Tables 15, 19, 23, and 29.

The problem of salaries, of course, is reflected in the inability of
many state agencies to attract and retain competent personnel. Of
the close to 3,000 new appointees as employment interviewers in the
50 State agencies during fiscal year 1965, only three-fifths were
college graduates and close to one-fifth had no college training at all
(Table 2). In the 25 states with the highest salaries for employment
interviewers, these proportions were 68 per cent and 14 per cent
respectively, while in the bottom half of the distribution only 44 per
cent had college degrees and over a fourth had no college. Nationally,
one-eighth of the new appointees left their jobs before completing
a full year of service. Moreover, the persons who left tended to be
better qualified in terms of educational attainment and civil service
examination scores than those who remained.!?

While there is no question of the need for substantial upgrading
of personnel, it is doubtful that the Task Force proposals would
produce the desired result. The Secretary of Labor already has the
authority to require States to adopt minimum qualifications for
professional personnel !® and has presumably not been unmindful of
the problem under consideration; yet it has persisted. It is not clear
how explicit reference to this authority in the statute would signifi-
cantly alter the situation. The basic problem, of course, lies in recon-
ciling the need for higher salaries for Employment Service personnel
with the preservation of a rational salary structure within State

" Source cited in Table 2, p. 11.
¥ “Employment Service Task Force Report,” op. cit., p. 16.
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government. Both sound principles of pergonnel administration and
statutory provisions in many States make it questionable that salaries
of particular categories of employees can be raised substantially rela-
tive to those of other State employees—some of whom would be in
the same agency.!?

The recommendations of the Task Force that have generated the
most controversy are those designed to give the Employment Service a
separate identity. In part, these proposals stem from a desire to im-
prove the “image” of the Service that results from its identification
as the “unemployment office.” In part, they are intended to improve
the efficiency of the Service by assuring the functional specialization
and professional integrity of employment interviewers and counselors,
who are frequently called upon to double as claims-takers in offices
where unemployment insurance and employment service operations
are combined under a single manager.?

While there is considerable prima facie validity to the logic of the
Task Force, it is difficult to avoid the conclusion that their specific
recommendations on these matters went somewhat too far. There
is not complete agreement that the separation already achieved in
the largest metropolitan areas has produced any perceptible improve-
ment in operations,?! and there are clearly significant disadvantages
in the form of increased costs and increased inconvenience to unem-
ployment insurance claimants. But even if separation is desirable in
the larger offices, it does not follow that it is feasible or wise in all
offices, which the Task Force set as an ultimate goal. There are over
500 local employment offices in the United States with 5 or fewer
employees, and as many as 1000 with a staff no greater than 10.22
Many of the witnesses before the Senate and House subcommittees
pointed, with varying degrees of restraint, to the folly of attempting
to separate offices of this size.23

The Task Force recommendation that the Employment Service
be financed primarily from general revenues also seems to be ques-
tionable. Giving up the assured source of funds from the unemploy-
ment insurance tax for the vagaries of Congressional appropriations

® See Hearings, p&..lS.é, 140, 524. L.

* The Role and Mission of the Federal-State Employment Service in the
American Economy, op. cit., pp. 37-38.

2 Hearings, p. 137.

2 Testimony of Wilbur J. Cohen, Hearings, p. 106.

% Hearings, pp. 106, 130, 137, 139, 336, 523.
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seems too great a price to pay for whatever nebulous advantages may
lie in that course of action. Moreover, employers may be more inclined
to use the Service when they feel that they are paying for it via the
Federal payroll tax than they would if it were financed from general
revenues. This is not to deny the desirability of supplementing
unemployment insurance tax funds from the general revenues; but
there is already limited precedent for that practice.

REACTIONS OF STATE EMPLOYMENT SECURITY ADMINISTRATORS

On the issue of separation of employment service and unemploy-
ment compensation activities, as well as on many of the other elements
of the Task Force recommendations, it is possible for informed men
of good will to disagree. There is a remarkable lack of hard evidence
on the relation between alternative organizational forms and functional
efficiency. Indeed, it is not entirely clear what kinds of evidence
would provide definitive answers to some of the relevant questions.
In the absence of such evidence, it seemed appropriate to examine
systematically the judgments of persons experienced in the operation
of the State employment Security agencies. Accordingly, brief ques-
tionnaires were sent to the 50 State administrators,?* asking them to
register their agreement or disagreement with the major recommenda-
tions that had been made for improving the Employment Service.
The returns are summarized in Table 3. The State administrators
are evenly divided as to whether separate employment service offices
have improved operations in cities where they have already been
established.?> But a substantial majority (three-fourths) oppose the
Task Force goal of separating all offices. The proportions hostile to
separate financing, separate administration, and separate advisory

2 In the two States where the Employment Service and unemployment in-
surance are administratively separate (Arizona and Wisconsin) the question-
naire was addressed to the director of the Employment Service. Returns were
received from 45 States. About half the respondents were career personnel in

the sense that they had moved up to administrator from other positions in the
agency. Median length of service as administrator was about five years.

% There is a substantial difference, however, between administrators from
industrial states (at least 22 per cent of total employment in manufacturing)
and those from non-industrial states. Of the 24 administrators in the former
category, 10 agree with this proposition, seven disagree, and seven are unde-
cided. The corresponding numbers for the non-industrial states are six, nine,
and five. (The State from which one return came could not be identified.) The
significance of this difference lies in the fact that administrators from the indus-
trial states are likely to have had more extensive experience with separated
offices.



TABLE 3
Attitudes of State Employment Security Administrators toward Selected Task Force Recommendations.

Strongly Un- Strongly
Recommendation * agree Agree decided Disagree disagree
1. Need for new legislative “mandate” 21 21 2 1 0
2. Physical separation of metropolitan offices has improved
E. S. operations? 5 11 9 11 6
3. Physical separation of all offices as long range goal 0 7 4 11 23
4. Separate administration of E.S. functions 4 13 1 10 17
S. Financing from general revenues® 4 12 5 18 5
6. Separate advisory committees® 3 9 5 22 5
7. Low salaries inhibit effectiveness of E.S. 16 25 0 3 1
8. Authority of Secretary of Labor to prescribe minimum
qualifications and salaries 1 8 3 16 17
9. Assignment of Federal Trainees to State and local offices ® 2 16 5 14 7
10. Provision for shifting personnel between State and Federal
offices and among States® 5 24 5 6 4
11. “Multi-market clearance centers” coordinated on national basis® 3 23 4 13 1
12. Compulsory listing of job vacancies by government agencies
and government contractors 5 14 3 16 7
13. Authority for State agencies to contract with non-government
agencies for certain specialized manpower services 2 18 5 10 10

* The wording of the questions shown here is considerably condensed. In the questionnaire, the statements were either lifted ver-
batim or carefully paraphrased from the Task Force Report. The only exceptions are Item (8) (see text footnote 26) and Item 12,
which was not among the Task Force recommendations.

2 Not answered by three respondents.

® Not answered by one respondent.

Source: Questionnaire survey. See text footnote 24,
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councils are somewhat smaller, ranging between about 50 and 60
per cent.

While virtually unanimous in recognizing the evil of inadequate
salaries, three-fourths of the administrators nevertheless take a jaun-
diced view of the imposition of minimum qualification and salary
standards by the Federal government.?®6 The other Task Force pro-
posals designed to improve the quality of personnel are more congenial
to the respondents, although slightly more of them oppose than favor
the proposal that Federal trainees be assigned to State and local offices.

The responses of the administrators reflect a fairly widespread
recognition of the need for improving the interarea clearance system.
The almost two-to-one majority favoring the Task Force proposal for
nationally coordinated “multi-market clearance centers” is especially
noteworthy because the proposal clearly involves strengthening the
Federal role vis-a-vis the States. There is substantial (although not
majority) support for the use of some compulsion in inducing employ-
ers to list job openings with the Employment Service. Two-fifths of
the respondents think that government agencies and private employers
holding government contracts should be required to list vacancies with
the Service. Although the Task Force did not make this recommenda-
tion, it is one that has been considered in several Congressional
hearings.

The most interesting aspect of the results of the survey is the
diversity of opinion among the administrators. On literally every one
of the issues there is some sentiment on each side, and unanimity is
approached only on the assertions that a new legislative mandate for
the Employment Service is needed and that unduly low State salaries
limit the effectiveness of the Service. Thus, there is no evidence of
an unwavering “party line” among the State administrators that one
might have assumed from the testimony of those who appeared before
the Congressional subcommittees. To the administrator who made a
rather unfriendly comment about the “cloud 9” ideas of the “task
force academicians and theorists,” 2 one might gently point out that
some of his practical fellow-administrators are equally guilty.

1t should be noted that the statement to which the respondents were in-
vited to react differs from the relevant recommendation of the Task Force. The
latter emphasized the setting of higher qualification standards by the Secretary
of Labor, with the expectation that these would lead to higher salaries.

% Hearings, pp. 133, 143.



EMPLOYMENT SERVICE TASK FORCE REPORT 45

THE TAsk ForRCE REPORT IN PERSPECTIVE

With the exceptions that have been noted, there is not much
question that implementation of the Task Force recommendations
would operate to improve the general effectiveness of the Employment
Service. It would be naive, however, to suppose that they constitute
the ultimate in the development of an “active manpower policy.” In
the first place, for reasons that have been explained, there are limits
to which some of the basic problems of the Service—particularly the
low salaries of operating personnel— can be ameliorated within the
confines of a Federal-State system.2® But more fundamentally, good
organizational structure can at best be permissive; it does not itself
produce results in the absence of an adequate program. If the Employ-
ment Service is indeed to become the chief agent for implementing a
“positive” or “active” manpower policy, there needs to be a real
national commitment to such a policy, and, as Wight Bakke has
pointed out, this has existed in the United States only during periods
of national emergency.?® Despite the strides in this direction repre-
sented by the legislation of the past several years, there is a long way
yet to go, as the recent provocative analyses by Bakke and by Richard
Lester 3° have shown.

Although space does not permit an elaboration of this issue, one
example may be cited. If the Employment Service is to be successful
in its “outreach” program and in catering to the needs of the “disad-
vantaged,” more thought has to be given to developing specialized work
opportunities for such persons. The Swedish experience with “shel-
tered workshops” and other types of “sheltered” employment suggests
one approach.3! Consideration might also be given to programs of
subsidy to private employers to cover part of the wages of “poor risk”
employees.

The point is not simply that the needs of such persons cannot
adequately be served without programs of this kind. Equally
important is the fact that when the Employment Service attempts

# To the extent that academic economists agree with this judgment, perhaps
they might be urged to expose themselves to the charge of political naivete by
pressing more vocally for a national system, despite the apparent hopelessness
of the cause. Politically unfeasible proposals of today, after all, do have a
way of becoming tomorrow’s reality.

» E. Wight Bakke, A Positive Labor Market Policy, (Columbus: Charles E.
Merrill Books, 1963), p. 20.

* Richard A. Lester, Manpower Planning in a Free Socicty, (Princeton:
Princeton University Press, 1966).

% Ibid., pp. 127-129.
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conventional placement for individuals on the margin of employabil-
ity, it jeopardizes its ability to function as a “mainstream” manpower
agency. The “image” problem of the Employment Service is not ex-
clusively a product of its designation as the “unemployment office.”

The foregoing is not intended to disparage the Task Force report.
Their mission, after all, was to examine the operation of the Employ-
ment Service and not to take a critical view of total manpower policy
in the United States. It is important to recognize, nonetheless, that
the effectiveness of the Employment service is not solely a function
of its efficiency. A great deal depends on the total milieu within which
it operates.



THE 1966 MANPOWER REPORT OF THE
PRESIDENT AND THE SECRETARY
OF LABOR

GEeoRGE H. HILDEBRAND
Cornell University

I take it that my assignment here is to supply an appraisal of the
Manpower Report for 1966.1 This is a task calling for both space and
expertise. Fortunately the editors have been niggardly enough with
their space to foreclose much testing of the expertise. Moreover,
given the size and complexity of the document, I shall have to be
selective, which means that I cannot do it full justice. This should
be borne in mind in relation to any adverse comments, none of which
should be allowed to obscure the highly competent efforts of the
many minds who contributed to its preparation. One can say, too,
that the manpower field is only just beginning to come into its own,
that it still lacks rigorous definition, and that it does not possess those
qualities of a closed system that characterize statistics of income or of
international trade. As far as manpower is concerned, a counsel of
perfection is a counsel of despair. In other words, we should not
ask for the impossible, but should be grateful for the progress already
attained.

BAcCkGROUND AND HiSTORY OF THE REPORT

Properly to understand and evaluate the Report requires some
appreciation of its origin and raison d’étre. It will come as no surprise
to the well-informed that it was ordered by Congress as an annual
affair, through Section 104 (now Section 107) of the Manpower De-
velopment and Training Act of 1962 (Public Law 87-415).2 It will
also hardly be news that MDTA was Congress’ way of responding
affirmatively to the thesis that structural factors were important to the
persistently high unemployment rates of that time, and in any case

1 The full title is Manpower Report of the President and A Report on Man-
power Requirements, Resources, Utilization and Training by the U.S. Depart-
ment of Labor (annual), hereafter cited as simply “the Report.”

2U.S. Stat. at Large, 87th Congress, 2nd Sess., 1962, vol. 76, at pp. 23-33.

Through Public Law 89-15 (1964) MDTA was amended so that Sections
103-104 of Title I now became Sections 106-107.

47
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to the contention that something had to be done about unemployment,
especially among disadvantaged groups.

In deference to the structural thesis, Section 101 pointed to (1)
shortages of skilled persons, (2) the plight of workers with obsolete
skills, (3) the coming influx of youngsters into the labor force in the
decade ahead, and (4) the number of unemployed persons in need of
training and skills. This was the period, it will be recalled, when the
automation scare was at its height, when assertions were common that
the unskilled unemployed would never again find jobs, and when the
public conscience began to be aroused by revelations of the hard facts
of the Negro’s plight.

Given this general background, the closing declaration of Section
101 is worth quoting :

“It is therefore the purpose of this Act to require the Federal Gov-
ernment to appraise the manpower requirements and resources of
the Nation, and to develop and apply information and methods
needed to deal with the problems of unemployment resulting from
automation and technological changes and other types of persistent
unemployment.”

In a word, then, technological change causes either net unemployment
or some unemployment—the language can be read either way—and
the government should study labor demands and supplies, using the
information acquired to devise measures for reducing structural unem-
ployment. This task was made the responsibility of the Secretary of
Labor, who is to transmit his findings to the President each year, who
in turn reports to the Congress. In March, 1963, the first Report was
issued.

Comparison of the first Report with the present one yields some
relevant impressionistic judgments. Intheformer, the President’s own
section, issued over the signature of President Kennedy, one finds a
detailed and cogently reasoned analysis of manpower problems and
methods of attack. In times of trouble, one expects to find in the
utterances of public figures a strong note of the oracular, replete with
admonitions to mend our ways. But here it is surprisingly subdued.
The Department’s section, furthermore, concentrates heavily upon
trends in employment and unemployment, the impacts of movements in
productivity and final demand, and projections of labor demands and
supplies by occupation and industry. In the 1966 version, President
Johnson’s section is shorter and terser, dwelling strongly upon con-
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crete accomplishments and specific lines of needed action. In turn, the
Department’s text pays greater attention to particular problems—the
costs and consequences of unemployment ; the difficulties confronting
youngsters and disadvantaged groups; and the special field of farm
labor. I sense a stronger note of moral imperatives throughout. Also,
the 1966 version reflects the shift in economic conditions between 1962
and 1965 : the drop in the unemployment rate, overall and particularly
for experienced workers; and the emergence of local shortages of
skilled workers.

So far as the original declaration of purposes of MDTA in 1962 is
concerned, there can be little quarrel over principles. The issue was,
and remains, one of emphasis. Surely it is important at all times for
the nation to know how efficiently its labor markets are operating, to
know how the vulnerable groups in the labor force are faring, and to
know how well the various special programs have worked out. In-
deed, within the economics profession there has never been any real
dissent on these counts. The basic issue in 1962 was a different one.
Specifically, it was whether structural troubles, rather than a con-
tinuing shortfall of total demand, were the main reason for the unsatis-
factory unemployment rates of the time. If they were, it followed that
demand expansion could not take us very far. In consequence, an
active manpower policy would be the basic method for bringing down
the unemployment rate. But if this were not the case, active demand
policy was the first line of attack. Instead of standing as a competing
alternative, a program for manpower would be complementary, de-
pendent for its own success upon expansion of demand, helping to
smooth the expansionary process, and at the same time addressing
itself specifically to the plight of the most vulnerable groups in the
labor force.

That the advocates of demand management won the battle for
policy is now history, and that their policy has worked, and on the
whole has worked well, is now a matter of record. But history has
its ironies, and one of them is that the very success of demand policy
has brought manpower policy into its own. Now that the 4 per cent
floor to the unemployment rate has finally been broken through,
manpower measures have acquired commanding importance, as the
1966 Report rightly contends.

In saying these things, I do not mean to suggest that no special
manpower programs were needed in 1962. At that time it was
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solely a question of diagnosis and of prescription. For a Keynesian
in particular, it was imperative to combat the odd notions that de-
mand deficiency had little to do with the case, that demand expansion
accordingly could do little good, hence that more public spending
and a tax cut were not worth bothering about if not downright
immoral. But many of us who urged the Keynesian medicine were
also aware at the time that measures were needed to upgrade the
quality of labor supply, if the Negro were to overcome the handicap
of deficient education so long imposed upon him, and accordingly
find his way to a decent job.

APPRAISING THE 1966 Report

The Report can be considered from three points of view, each
dependent upon a particular group of readers. Of the latter and
on the terms of the statute, the most important is the Congress
itself. The others would be the scholarly community and the general
public. Each has a special interest that conceivably the Report can
serve. These interests differ substantially, calling accordingly for
diverging standards of judgment.

Consider the Congress first. Legislative intent is never easy to
determine, but in enacting MDTA in 1962 presumably Congress
ordered an annual report on manpower for three reasons. One,
it was concerned with the subsequent effectiveness of the statute
itself. Two, it wanted continuing information about the operation
of labor markets, together with analytical interpretations of the evi-
dence obtained. And three, the Congress wanted an adequate basis
on which to judge the need and nature of further legislation.

It must be said at once that a conscientious member of Congress
can get a great deal from the Report, for examples, the recommenda-
tions of the administration for new legislation together with a sup-
porting rationale; the scope of current manpower problems and
changes; and detailed and conveniently organized discussions of
specific questions of current importance. Among the latter will be
found a lengthy account of the position of the young in the labor
market, which is linked to a review of current programs and an
evaluation of the role of education; an extended discussion of farm
labor problems, including impacts following upon termination of
Public Law 78; and a valuable analysis of the costs and consequences
of unemployment.
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However, if our conscientious Congressman reads the Report
with care, he might well conclude that any unemployment is a moral
outrage, one that warrants any (or almost any) “large scale and
many-pronged efforts—difficult and expensive as these may be—to
bring the hard-to-employ into employment” (p. 65). Further, he
will not encounter any analysis of the effects of, say, minimum wage
legislation or social security taxes upon the employment opportuni-
ties of low productivity labor. Further, he will not obtain any
guidance regarding the comparative effectiveness—relative to costs—
of one program versus another—or regarding the comparative po-
tentials of federal programs versus organized local efforts resting
upon private initiative. Nor will he find a workable definition of
“full employment” as a policy goal formulated to take into account
competing objectives of comparable importance.

For the same reason, he will find no help regarding the most
critical problem of all: the comparative effects on the rate of change
in the price level of forcing the unemployment rate still lower—
toward, say, 3.5 per cent, 3.0 per cent, and, while we are at it, 2.5
per cent. The reason for these deficiencies lies in the unarticulated
major premise of the Report itself: that unemployment is simply
bad. Hence it is always worthwhile “to do something” about it,
invariably through more spending for more federal programs. This
is an indiscriminate and not a selective strategy. Given the slack
in the economy in 1962 and the lack of much reliable knowledge
at the time, an experimental and free-wheeling approach made sense.
By now we should know more about which programs yield the great-
est returns per dollar. We should also be aware that displacement
effects can be much more serious when we add new programs to an
already overloaded economy and educational and training system.
Finally, we ought to take cognizance of the harmful effects, at
today’s levels of employment, of accelerated wage- and cost-push
processes, which are to be distinguishd from the bottleneck problems
that special manpower programs are intended to relieve.

The roots of the difficulty here, I think, are basic. If the Con-
gress is to pass judgment upon manpower issues and policies, it
must have access to the competing opinions of experts, opinions
that are backed up by analytically developed evidence and that are
developed with due regard for the interconnections between the
manpower sector and the rest of the economy. I emphasize com-
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peting opinions because the issues here are central and complex, and
involve conflicts of values as well as conflicts of scientific interpre-
tation. That is why the Congress, in developing legislation, divides
itself into special committees, assigns experts to both the majority
and minority members, conducts hearings, and issues reports. This
method has stood the test of time because it is the only way to
produce genuine deliberation and well-conceived statutes. The reason
why it works is that it develops issues that call forth debate.

The Report as such fails to yield the necessary insights because
in natura it is a partisan document, prepared by the Executive branch
to support what it is doing and what it wants to do. This is natural,
inevitable, and no cause for alarm. But because of necessity it
includes a goodly amount of special pleading, the Report is neces-
sarily a pot-pourri—a mixture of exhortations, implicit and ex-
plicit normative statements, some implicit theorizing about cause and
effect relations, some well-conducted technical analysis, and a mas-
sive assemblage of data. Looking at it as a whole, one gets an
impression of the unity of, and moral necessity for, all current efforts,
and the suggestion that these efforts are almost an unequivocal suc-
cess. The reason is that the Report consists of an ex parte pleading
of a case. As such it bears a close similarity to a well-worked
brief in an adversary proceeding—a sophisticated argument in be-
half of a cause, fortified by a formidable marshalling of evidence
intended to support that cause.

This characteristic derives automatically from the inherent nature
of the relationship between the Executive and the Congress. There is
no point in quarrelling over it. But it can be remarked that studies
of a strictly scientific type—often impressive ones—also emerge
from the Executive branch. One example would be the national
income analyses of the Department of Commerce ; another, the sam-
ple studies of low-income families prepared by the Bureau of the
Census; another, the studies of the aged and of poverty produced
by the Social Security Administration; and still another, the find-
ings of the Bureau of Labor Statistics regarding wage supplements.
Here enthusiasm and indignation are sentiments that are left for
the reader himself to develop. The reason should be obvious: the
studies themselves are not tied directly to a specific legislative pur-
pose but are addressed primarily to the professional community.

Accordingly, I conclude that the Report is a different kind of
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document from research reports of the kind just noted; that it
has a different ruling purpose; and that because it is so tinctured
with ex parte pleading it is useful but inadequate as a basis for
legislative judgment. In saying all this, I do not for one moment
suggest that the Report is bereft of highly competent analysis or
lacking in value as a very convenient compendium of essential in-
formation. More than this, I happen to agree with many of the
value it affirms and with many of the measures taken in their behalf.
But these concessions in no way disturb my verdict.

Consider next the scholarly community. For this group, the
great utility of the Report derives from its special analytical sec-
tions and its ample and very well-organized statistical appendix.
For the latter, there is no single published substitute. Also, I have
found both the text and the appendix to be very valuable for teach-
ing purposes. Particularly is this so for dealing with questions
such as long-run shifts between blue- and white-collar employment
and their significance for unionism; trends in labor-force partici-
pation rates; and structural differentiations within employment and
unemployment through and across time.

The last group of potential users of the Report are the press and
the general public. Within the public as such, any significant im-
pact is to be doubted, except for an occasional layman or high
school teacher in social science who might wish to inform himself
about specific questions. What is more likely to reach the public
are newspaper accounts when the Report is issued each year.
These will convey bits of important information more or less uncrit-
ically, but are more likely to stress the legislative recommendations
and program justifications of the President and the Secretary of
Labor. In these respects the Report serves a useful purpose. But
it is to be doubted that its findings are frequently going to make
page one.

Let me turn now to some additional comments about the
Report. It will be recalled that in 1962 the President’s Committee
made a number of valuable suggestions for improving employment
and unemployment statistics.2® Among those, one urged the execu-
tion of the BLS proposal for current occupational statistics, with
special attention to rapidly expanding occupations. Another recom-

2 President’s Committee to Appraise Employment and Unemployment Sta-

tistics, Measuring Employment and Unemployment (Washington: GPO, 1962),
R. A. Gordon, Chairman.
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mended that the Department of Labor carry out its proposed pro-
gram to develop job-vacancy data.* There is no issue among the
experts regarding the desirability of these innovations; the sole
question is their feasibility. In any case, my examination of the
Report reveals nothing regarding either topic. The occupational
data presented are still grouped according to the traditional nine
Census categories, and no series are presented to show the be-
havior of rapidly growing technical occupations. Nor do I find
any reference to the program for job-vacancy statistics, although
I understand that pilot studies have been under way for over a
year. Yet it seems reasonable to expect to find both topics con-
sidered in a report concerned with manpower.

Along the same line, now that MDTA has been on the books
for four years it ought to be possible to provide time series for
both institutional and on-the-job training projects, including place-
ments, outlays, and characteristics of trainees. However, the tabu-
lations provided are limited to 1965 and say nothing about ex-
penditures, placements or attributes of trainees. Yet data of this
kind would seem highly pertinent to a report designed to inform
Congress fully about operations under MDTA.

Finally, let me consider a technical question concerning some
of the material in the statistical appendix, specifically the lack of
a table of standard errors or alternatively a cautionary footnote
about the interpretation of the fine-grid data for participation and
unemployment rates. For some of the small cells involved, the
standard errors are likely to be quite large, while the year-to-year
movements may be sufficiently subject to sampling variability to
make it difficult to assert much about real changes as opposed to
artifacts deriving from sampling and measurement procedures.®
I recognize, of course, that there is great pressure to have these
detailed statistics available, and that for many users the provision
of reliability estimates or at least a warning note would be a futile

¢ Ibid., pp. 199-205.

5For example, consider nonwhite females of ages 18 and 19 on page 168.
Roughly 350,000 females represent the full universe for this group. On a
monthly basis, I estimate roughly that the household sample cohort here in-
volves about 255 persons, of which about 102 were considered to be in the
labor force. On a yearly basis, as in the Report, these figures would be in-
creased by a factor of between three and four because of sample rotation. One
would like to know the error range for the participation and unemployment
percentages given, as well as the inter-year range of percentage points that
could be associated with sampling variability.
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act. But since we are dealing with estimates from a small sample,
I still think such information is appropriate.

SuGGESTIONS AND CONCLUSIONS

In discharging my duty as a critic I have stressed the negative.
Accordingly, I feel some obligation to supply a few constructive
suggestions in tentative form. If accepted, they might lead to minor
changes in the Report itself. More likely they would give rise to
special studies.

My first suggestion links to the fine-grid problem just discussed.
I start from the premise that the chief justification for the present
detailed estimates is concern for the relative economic positions of
nonwhites, particularly the Negro. I believe that more can be
learned about this basic question from selective, local, and regularly
recurring detailed surveys in depth than from the present national
household sample. In other words, why not choose a few major
urban centers in which nonwhites are an important proportion of
the population, and then proceed to probe them intensively under
common criteria, on a basis allowing for systematic comparisons of
whites and nonwhites through time? As I understand it, this is
what the Survey Research Center of the University of California
at Berkeley is already doing for a single community, the city of
Berkeley.

Essentially, what I am proposing is that the comparisons be
standardized statistically, so that the effects of current discrimination
can be isolated from those deriving from discrimination in the past,
in order that we may learn more about both influences. Among
other consequences, past segregation has thrust an undue number
of Negroes into unskilled blue-collar jobs, through restriction of
fair educational and vocational opportunities and through the ad-
verse wealth effects of persisting family poverty. We already have
considerable evidence about the effects of segregation in the past,
but obviously we would like to know more about the current im-
pacts of this evil legacy upon the present labor-force distributions
of nonwhites.

Moreover, we also know that unskilled blue-collar jobs as such
are highly vulnerable to unemployment and are characterized by
low earnings, simply because of the nature of these jobs regardless
of the color of their incumbents. What is needed here is a separa-
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tion of these job-status effects from color or discrimination effects
as such. In this way, we could learn more about the extent of
continuing discrimination, hence about the effects of current mea-
sures to reduce it.

One way to do this is to standardize the comparisons of whites
with nonwhites by establishing statistical groups in like status. If
recurring detailed samples were collected for a few important metro-
politan centers, the needed statistics could be developed. To illus-
trate, we could determine the relative vulnerability of Negroes rela-
tive to whites for those in comparable occupational and industrial
groups, cross-out by age and sex. By distribution of the chosen
cities between north and south, we could isolate the importance of
the regional factor. Furthermore, we could measure the degree of
discrimination for groups at varying levels of educational attainment.

By creation of these statistics, then, we should be able to accom-
plish two fundamental purposes. On the one side, we could estab-
lish the dimensions of the legacy from discrimination in the past;
and on the other, the continuing significance of discrimination to-
day, separately from the operation of job-status and other non-
color effects as independent influences.

My second suggestion is that the Report should contain the im-
proved occupational statistics recommended by the Gordon Report,
and that it should present longitudinal statistics on the MDTA
training programs. In my judgment, the old occupational categories
badly require reformulation, all the more so if we are to learn
much about the effects of technology on labor demands. And if
Congress is to judge the results of MDTA, surely it ought to have
at hand a continuing flow of pertinent data.



DISCUSSION

MARGARET S. GORDON
University of California, Berkeley

As the sole discussant on this program, I cannot hope to do justice
to all three papers, with which to a considerable extent I agree. At
the same time, I rejoice in having something of an advantage over the
authors, each of whom had to center his remarks around a particular
report. What I propose to do is to make a series of points that are
relevant to the papers and at the same time are focused on certain
central issues in manpower policy and in the interpretation of unem-
ployment trends.

THE NEED FOR A SUSTAINED MANPOWER PoLICY

There is no question, as Hildebrand points out, that the advocates
of demand management won the battle for policy in the course of the
first half of the sixties. He goes on to suggest that “history has its
ironies, and one of them is that the very success of demand policy has
brought manpower policy into its own.”

I agree, but I also look forward to the day when we shall take it
for granted that manpower policy has an important role to play in
both tight and loose labor markets, that its emphasis but not
necessarily its scope must shift somewhat as we move from one labor
market situation to another, and that a successful manpower policy
is not something that can be turned on and off with every shift in the
economic wind.

Assuredly, in a loose labor market manpower programs will play
a role secondary to that of demand management. Moreover, since
employers will not be hiring to any appreciable extent and qualified
workers will be available for most occupations, retraining programs
will probably have to be conducted predominantly in an institutional
setting, with the goal of preparing trainees for occupational shifts
which they can successfully achieve as demand management leads to
economic expansion. In such periods, I would suggest, there may
have to be greater relative emphasis on retraining displaced experi-
enced workers than on expensive and prolonged training programs
for the disadvantaged, whose employment needs may have to be met
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through greater use of emergency public works and work relief
programs than we witnessed in the early sixties.

In a tight labor market, characterized by vigorous recruitment
and growing labor shortages in a variety of occupations, we can
expect to rely more heavily on on-the-job training programs, both
subsidized and unsubsidized, but we cannot expect OJT programs to
take care of all the training needs of the disadvantaged, many of whom
will not meet employer selection standards and will require remedial
education before they can qualify for vocational training. Neverthe-
less, with OJT programs taking care of a major part of the training
needs of the more qualified workers at a lower public per capita cost
per trainee, a larger proportion of public expenditures can be directed
toward the more prolonged and costly programs for the disadvantaged.

The point that I should like particularly to stress, and that is often
neglected by economists, is that a successful manpower policy requires
a sustained program of investment—in facilities and in the training of
teachers and administrative personnel—and that adequate facilities
and teachers will simply not be available for high quality programs if
appropriations are subject to sharp and unexpected fluctuations. Thus
far our training and retraining programs have been pitifully small in
relation to the need, and we have barely made a beginning on programs
geared to the special requirements of the disadvantaged. I would
urge that this is no time to cut back on overall federal expenditures
for manpower programs and that, if we opt for reducing expenditures
on programs geared to the disadvantaged, we shall indeed be making
the poor pay for the war. Moreover, since programs must be planned
and carried out at the local level, it seems to me particularly important
to stop treating allocations of funds to local communities as if they
were a means of putting out fires. In California, we have witnessed
the rather ironic situation in which Oakland and Watts were regarded
as the danger spots and were allocated the lion’s share of federal
training funds for the present fiscal year, whereupon riots actually
broke out in the Hunters Point and Fillmore areas of San Francisco.

THE LATEST EVIDENCE ON STRUCTURAL UNEMPLOYMENT

We have gone through something of a cycle in the debate over
whether or not there has been an increase in structural unemployment.
Studies by Kalachek and others in the early sixties seemed to refute
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the then widely held view that structural unemployment was increas-
ing, but it has become increasingly clear that these studies relied too
heavily on an analysis of what was happening to occupational and
industrial differentials in unemployment rates and were too prone
to assume that 1957 was the year when the trouble began.

We now have a keener appreciation of the fact that the impact
of technological and structural change will not necessarily show up
in occupational and industrial unemployment differentials, for what
should have been the rather obvious reason that the more qualified
workers who are displaced from their former jobs do succeed in
making occupational and industrial shifts, particularly in an expan-
sionary environment such as that of the last five years, when the
unemployment rate for adult males has fallen to an encouragingly
low level. In fact, in view of all the evidence that has accumulated in
recent years, I find it difficult to understand why Striner, in his paper,
seems to attach so much importance to the need for more adequate
and refined projections of unemployment differentials between industry
groups. He is doubtless justified in criticizing the National Commis-
sion on Technology, Automation, and Economic Progress for assum-
ing away the problem of a possible long-run increase in the impact
of technological change on employment opportunities by asking the
BLS to base its projections for 1975 on the assumption of a 3 per cent
unemployment rate, but I do not agree with his interpretation of the
projections discussed in Appendix Volume I, p. 132, which are con-
cerned with the differential impact of 3.5 and 4 per cent unemployment
rates on employment, and not with unemployment differentials. The
BLS researchers estimated that, at an assumed 4 per cent overall un-
employment rate, total employment in 1975 would be a million less
than at a 3 per cent rate, and more than half the difference would
be in manufacturing. This is not equivalent to saying that over half
the difference in unemployment would be in manufacturing, as Striner
implies. To some extent the difference in manufacturing employment
could reflect slower growth, rather than labor displacement, and to
the extent that workers had been displaced from manufacturing jobs,
some of them could have shifted to other industries and perhaps later
experience unemployment as trade or service workers.

What seems to me to be becoming increasingly clear is that
technological changes have a trickle down impact—{rom the workers
whose jobs are immediately affected to the more disadvantaged job
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seekers, and particularly to those with little or no previous work
experience. This interpretation is supported by various types of evi-
dence, from the growing number of case studies of the impact of auto-
mation in particular establishments to the results of very recent
analyses of changes in unemployment differentials. R. A. Gordon has
now extended and brought up to date his earlier work on structural
unemployment, with results that indicate a relative worsening of the
labor market position of teenagers (particularly nonwhite teenagers),
to some extent of women under 45 years of age and high school
dropouts, and to a striking extent of persons with no previous work
experience.! The picture for nonwhites as a whole is mixed, with
a substantial relative deterioration in their position occurring before
1956, but not after, subject to the possible qualification that their
position may have begun to deteriorate again in 1966. As for occupa-
tional changes, the relative position of blue-collar workers—the group
that was supposed to be particularly jeopardized—has improved, as
compared with that of white-collar workers and particularly with
that of service workers, to which a good many displaced blue-collar
workers have probably shifted.

Also of interest in this connection is the recent National Industrial
Conference Board study by Michael E. Levy—whose results I have
thus far seen only in newspaper accounts—which indicates, among
other things, that there has been an increase in structural unemploy-
ment among Negroes, teenagers, women, and the old.

A good many analysts have come to stress the point that increasing
problems of structural unemployment are now stemming primarily
from changes occurring on the supply side of the labor market, but I
would argue that it is important to keep in mind the fact that the difh-
culties of the groups whose relative supply is increasing can be traced
to a considerable extent to changes on the demand side that are elim-
inating the kinds of jobs they can fill.

If the trends analyzed in the Gordon and Levy studies continue, we
must anticipate a gradual increase in the relative emphasis on the
disadvantaged in our manpower programs—a change which has in fact
been occurring. Moreover, much more attention needs to be paid to
possible ways of modifying rigidities in the wage structure which
impede the employment of the young and inexperienced. One such

*R. A. Gordon, The Goal of Full Employment (to be published). See par-
ticularly Chapter 6.
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possibility might be a differentially lower federal minimum wage for
teenagers. And I would argue, much as Parnes does in a footnote in
connection with the case for federalization of the public employment
service, that, although the political obstacles to such a change are
great, “academic economists . . . might be urged to expose themselves
to the charge of political naivete by pressing more vocally” for it. To
quote again from Parnes’ footnote, “politically unfeasible proposals
of today, after all, do have a way of becoming tomorrow’s reality.”

THE IMPACT OoF INDUSTRIAL DECENTRALIZATION

Another obstacle in the path of adjustment of labor demands and
supplies, which we have barely begun to notice and to which we must
give far more attention in the future is the impact of industrial
decentralization within our large metropolitan areas. As I pointed
out in a recent brief article on the situation in the San Francisco area,
to a very large extent Negroes are “trapped” by residential patterns
in the cities of San Francisco and Oakland, while most of the indus-
trial development in the area during the last 15 years or so has been
occurring around the southern rim of San Francisco Bay. A recent,
and as yet unpublished, analysis of the U.S. Bureau of Labor Statis-
tics, indicates that 62 per cent of the value of industrial building per-
mits in metropolitan areas throughout the country from 1960 to 1965
were for locations outside the central cities. Efforts to open up job
opportunities for Negroes within the central cities thus can scarcely
be expected to meet the entire problem, which will require coordinated
efforts to see to it that Negroes can acquire adequate housing outside
the central cities and/or low-cost public transportation to jobs in the
areas where industrial development is occurring. And, I might add,
with a bow in the direction of the subject of Parnes’ paper, I am
reasonably certain, as has been emphasized in several recent reports,
that the public employment service could do a considerably better job
than it is doing of transmitting information about job orders and job
applicants between the various local offices within the large metropoli-
tan areas.

DEFICIENCES IN MANPOWER STATISTICS

Finally, I would like to add a word or two to what George Hilde-
brand has said about deficiencies in our manpower statistics. We
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could do a far better job of compiling and reporting statistics on the
results of our manpower programs. In fact, in certain respects we
are not doing as well as some of the European manpower agencies,
despite the fact that European government agencies are usually starved
for statistical appropriations compared with ours.

The placement record in MDTA institutional training programs,
for example, is reported in terms of the percentage of all enrollees
completing training during the course of a calendar year who are
employed at the end of that year, by sex, color, age, education, and
the like. These are very gross statistics. They tell us nothing about
how long graduates from training programs typically had to wait
before they were placed. I would urge that statistics be compiled on
the percentage placed within, say, 15 days of the completion of training,
the percentage placed within 30 days, and the percentage placed
within three months, by various trainee characteristics. In addition,
the data should reveal how many were placed in training-related
occupations, as compared with other occupations—a practice which
was followed in earlier reports on the MDTA program, but not, for
some reason, in the 1966 report, which merely indicated that most of
the employed 1965 “graduates” had been placed in training-related
occupations.? I would suggest, also, that all these statistics be com-
piled, so far as possible, by occupation for which the trainee was
trained, so that it would be possible to determine which types of train-
ing seemed to result in the most rapid placement.

Next, I would urge that we adopt the practice which has been
followed for some years by the Dutch Government, that of sending
each graduate of a government training program a questionnaire in-
quiring about his employment status a year after completion of train-
ing. Although the Dutch, with their small numbers of trainees, attempt
to reach all graduates, the follow up could be conducted on a sampling
basis in this country.

If these practices were adopted, we would have a far more reveal-
ing set of operating statistics on the results of the MDTA institutional
training programs. Follow-up surveys of OJT graduates should be
conducted, also, and similar placement and follow-up statistics should
be compiled for Neighborhood Youth Corps, Job Corps, and other

21966 Report of the Secretary of Labor on Manpower Research and Train-

ing Under the Manpower Development and Training Act of 1962 (Washington,
D.C.: Government Printing Office, 1966), p. 18.
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anti-poverty programs with a training content. Moreover, all these
statistics should be brought together in the President’s Manpower
Report, so that we could get a better idea of the overall impact of
government training programs.

These improved operating statistics would not, of course, remove
the need for independent follow-up and cost-benefit studies by outside
research groups, but they would have the great advantage of providing
us with prompt and comprehensive data on the results of our man-
power programs.
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A central aim of the antitrust laws is the promotion of competi-
tion. A central aim of collective bargaining is the elimination of
competition—according to classical trade union theory, the elimina-
tion of wage competition among all employees doing the same job in
the same industry.! Given these disparate aims, the antitrust laws and
collective bargaining will almost inevitably tend to clash. To har-
monize them, the type of competition which the law is intended to
foster must be carefully distinguished from the type of competition
which union-employer bargaining can properly displace. The Su-
preme Court’s last major effort to draw the demarcation line pro-
duced the Pennington® and Jewel Tea® decisions of 1965.

Even more than other leading Supreme Court decisions, I find
that Pennington and Jewel Tea provide a sort of Rorschach test for
their commentators. The observer looks into the Justices’ opinions
and sees reflected those elements of the labor-antitrust problem
which have always fascinated him. Since I participated as union
counsel in these cases, I suspect I am peculiarly disposed to this
reaction. Nonetheless, I believe some of the most novel and poten-
tially most significant thinking of the Court can best be understood
in light of the union arguments in the 1965 cases. So I will risk the
charge of egocentricity, and begin there.

EARLY LIMITATIONS ON ANTITRUST LIABILITY

Prior to Pennington and Jewel Tea, two quite different legal
theories were thought available to shield labor activities from anti-
trust attack. First, and best known, was the so-called “union exemp-
tion” established in the Hutcheson* case. Activity immunized against
injunctions by the Clayton and Norris-LaGuardia Acts, read to-

*See, e.g., Sidney and Beatrice Webb, Industrial Democracy (London:
Longmans, Green, 1902), pp. 173-177.

? United Mine Workers v. Pennington, 381 U.S. 657 (1965).

l’%ocal 189, Amalgamated Meat Cutters v. Jewel Tea Co. 381 U.S. 676
(1965).

¢ United States v. Hutcheson, 312 U.S. 219 (1941).
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gether, was not to be deemed an offense under the Sherman Act. The
effect was to exempt from antitrust regulation peaceful, nonfraudu-
lent union conduct in the course of a labor dispute, as long as a union
acts in its own interest and does not combine with nonlabor groups.
The corollary to this, however, as Allen Bradley® made clear, was that
labor organizations lose their immunity when they “aid nonlabor
groups to create business monopolies and to control the marketing
of goods and services.” Only when “acting alone” are unions exempt
from Sherman Act coverage.

When do unions “act alone”? Presumably when they strike,
picket, or boycott. When a union is engaged in organizational battles,
therefore, the Hutcheson doctrine serves it admirably. But when a
union has finally won recognition from an employer or group of
employers, and enters into a collective bargaining relationship, can
it any longer be said to be “acting alone”? Or do its agreements now
become subject to scrutiny under the antitrust laws?

This problem might be finessed if unions could resuscitate and
amplify a second (and older) theory limiting antitrust liability. In
the Apex Hosiery® opinion Justice Stone had said that the Sherman
Act was intended to outlaw only “restraints of trade” as understood at
common law, that is, restraints on “commercial competition in the
marketing of goods or services . . . . so substantial as to affect mar-
ket prices.” But “an elimination of price competition based on dif-
ferences in labor standards” was not prohibited.

Now, Apex itself dealt with a sit-down strike, obviously involving
a union “acting alone.” If Justice Stone’s words could be taken at face
value, however, they totally removed from antitrust coverage re-
straints on competition “based on differences in labor standards.”
This was not a matter of a statutory “union exemption”; the Sherman
Act, as written, would simply not apply to a certain class of restraints.
Employers, or employers in combination with unions, would be as free
as unions “acting alone” to halt competition grounded in wage dif-
ferentials.” In short, the Sherman Act would be confined to restraints
on the product market, and the labor market would be beyond its ken.

5Allen Bradley Co. v. Local 3, International Brotherhood of Electrical
Workers, 325 U.S. 797, 808 (1945).

® Apex Hosiery Co. v. Leader, 310 U.S. 469, 495, 500, 503 (1940).

7On the immunity of agreements among employers dealing with labor
standards, see Kennedy v. Long Island Railroad Co., 319 F.2d 366 (2d Cir.
1963), cert. denied, 375 U.S. 830 (1963).
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PENNINGTON

In Pennington it was alleged that the United Mine Workers and
the major coal producers had conspired to drive smaller, less efficient
operators out of business by establishing a uniform industry-wide
wage rate higher than the small producers could afford. If true, the
allegation would make it hard for the UMW to rely on the Hutcheson
exemption for a union “acting along.” Yet the competition which
was to be elminated was competition “based on differences in labor
standards,” and thus arguably the Apexr doctrine came into play.
Moreover, wages are at the core of those subjects about which unions
and employers are required to bargain under the National Labor Re-
lations Act. These so-called “mandatory bargaining subjects,” the
unions argued, should be equated with Justice Stone’s “labor stand-
ards.” Surely a matter on which the labor laws compelled bargaining
could not be the basis of a prosecution under the antitrust laws!

Inherent in this argument, of course, was the notion that the “pur-
pose” of any wage pact is irrelevant—even if the purpose is to liqui-
date competitors. This proved the fatal law. But the flaw is perhaps
more apparent in the abstract than in the concrete; it is probably eas-
ier to say a union and employers may not have a “predatory purpose”
in a wage agreement than to determine, in any given case, what is the
purpose. And the history of judicial assessment of union “purpose”
is hardly reassuring.

At any rate, Justice White in delivering the opinion of the Court
in Pennington was plainly troubled by the union argument, but he
didn’t buy it. He conceded that the bounds of the duty to bargain
under the National Labor Relations Act have “great relevance” in
considering the scope of labor’s antitrust immunity.® He then pro-
ceeded, however, to turn the union argument into a boomerang as
applied to Pennington by introducing the new concept that the statu-
tory duty to bargain exists only on a unit-by-unit basis. Unions and
employers must negotiate about the wages and employment standards
of workers in a particular bargaining unit, but apparently not about
the standards outside a given unit. Thus, a union “forfeits” its anti-
trust “exemption” when it is “clearly shown” that it has agreed with
one group of employers “to impose a certain wage scale on other bar-
gaining units.”® Moreover, a union is “liable” if it becomes a party

8381 U.S. at 665.
® Ibid.
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to an employer conspiracy to eliminate competitors, even though the
union’s role is limited to securing certain wages, hours, or working
conditions from the other employers.

This approach immediately raises a fistful of new questions. To
begin with, Justice White suggests a distinction between the union’s
loss of antitrust immunity and its commission of a substantive viola-
tion.!® Does this mean an agreement with extra-unit implications
merely removes the exemption, without necessarily resulting in a
per se violation? If so, what added elements must be shown to estab-
lish an offense? As you know, the Supreme Court long ago declared
that only “unreasonable” restraints on trade run afoul of the Sherman
Act.2! It may well be that resort to the “rule of reason” will enable
the courts to exercise considerable flexibility in dealing with “extra-
unit” agreements. A substantive violation might require a “predatory
intent,” a definite “purpose” to impede or destroy business competi-
tors. The trial court on the remand in Pennington in effect so held.1?
I would contend this result is supported by the practical demands
of meaningful collective bargaining; as we shall discuss in a moment,
there are times when it is simply unrealistic to insist that an employer
has no valid interest in the wage scale a union gets from the employ-
er’'s competitors.

Another inquiry is whether the Supreme Court was proposing a
special evidentiary standard in declaring that the extra-unit agreement
must be “clearly shown.” The Court explicitly refrained from passing
on the sufficiency of the evidence in Pennington. Before a union can
be held liable for the acts of an agent, “clear proof” of the authorizing
of the acts is required by the Norris-LaGuardia Act, one of the statu-
tory bases of labor’s antitrust exemption. I recognize the desirability
of finding some way to insulate union-employer bargaining from ill-
founded inferences of “conspiracy” by overly suspicious or credulous
juries. But I confess I think it takes a bit of stretching to extend
Norris-LaGuardia’s agency provision far enough to cover the antitrust
evidentiary question. Nonethless, the district court which handled
Pennington on remand expressly held that Norris-LaGuardia makes

® See also Local 189, Amalgamated Meat Cutters v. Jewel Tea Co., 381 U.S.
676, 689 (1965).

* Standard Oil Co. of New Jersey v. United States, 221 U.S. 1 (1911);
United States v. American Tobacco Co. 221 U.S. 106 (1911). Cf. Chicago
Board of Trade v. United States, 246 U.S. 231 (1918) (trading rules for
commodity exchanges)

¥ ewis v. Pennington, 59 LRRM 2423, 53 LC { 11,371 (E.D. Tenn. 1966).
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“clear proof” necessary to establish predatory intent.}® Perhaps it
would be more straightforward to say that a proper reconciliation of
antitrust and labor policies calls for the Sherman Act to be inter-
preted, without reference to Norris-LaGuardia, as requiring evidence
of an explicit union-employer agreement to force competitors out of
business before a case could go to a jury. Mere knowledge that some
marginal operators could not pay the prescribed industry wage scale
would not, in itself, be sufficient.1*

The practical implications of Pennington’s new unit-by-unit bar-
gaining rule are illustrated by the so-called “most favored nation”
clause. This is a fairly common provision in labor contracts, espe-
cially in the construction industry, requiring the union to give the
signatory employer the benefit of the most favorable terms the union
subsequently accords any other employer. In actual operation, nat-
urally, the usual effect is to freeze labor standards at the level of the
initial contract. In the language of Pennington, the union has agreed,
at least impliedly, “to impose a certain wage scale on other bargaining
units.” This undoubtedly is a form of restraint, but is it not just
another way of advancing the accepted labor policy of taking wages
out of competition? In any event, a union recently charged an em-
ployer with a refusal to bargain under the National Labor Relations
Act for insisting on a “most favored nation” clause, and the General
Counsel of the National Labor Relations Board issued a complaint
“to place the issue before the Board.”!® The General Counsel acted
quite correctly, considering Justice White’s dictum that mandatory
bargaining is confined to working conditions in an individual unit.
But the Board should not feel itself foreclosed by Pennington’s sweep-
ing talk about units (which may command the assent of only three
Justices)® from making an independent appraisal of the problem.

What, after all, is more natural than for an employer to want as-
surance that his competitors will have to match any concessions he
gives the union? As long as we endorse the policy of eliminating
competition based on wage cutting, I see no reason to boggle at a

¥ Ibid. See also United Mine Workers v. Gibbs, 383 U.S. 715 (1966).

" Justices Douglas, Black, and Clark, concurring in Pennington, apparently
would regard the wage agreement under such circumstances as “prima facie”
evidence of a violation. 381 U.S. at 673.

*63 BNA, Labor Relations Reporter 199 (Nov. 7, 1966).

¥ The three concurring Justices made no mention of unit-by-unit bargaining,
and simply declared that a union-employer agreement to set a high wage scale

for the purpose of forcing marginal producers out of business would be in
violation of the antitrust laws.
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means so well adapted to attaining that end. Indeed, I find it hard
to imagine how collective bargaining could stay healthy if discussion
were choked off on some of the most vital subjects—the competitive
position of various firms in an industry, the demands the union will
make in other negotiations, and so on. And I see no essential differ-
ence between permitting discussion and permitting agreement, so long
as there is no specific purpose of killing off competition. I find un-
persuasive Justice White’s argument that a union cannot be allowed
to “straitjacket” itself in subsequent bargaining by commitments to
“favored” employers in earlier negotiations. Those commitments may
be the price the union has to pay to get the concessions in the first
place. The employees in the original unit will hardly complain. The
employees in the other units are more likely to gain than to lose when
a “floor” is placed under wages. In the long run, upholding “most fa-
vored nation” provisions would probably do no more than hasten what
the labor economists in this group know better than I is the usual re-
sult of union organization anyway, namely, the gradual “leveling” of
wage rates throughout an industry.

The plight of the employer charged with an unfair labor practice
because of Pennington underscores another important aspect of this
decision. Its impact falls not so much upon organized labor as upon
the institution of collective bargaining. Indeed, Justice White stressed
that a union acting unilaterally, in furtherance of its own policies, still
has the right to seek uniform wages in an industry. It is only when
this is done pursuant to a union-employer agreement that antitrust
issues arise. But Pennington applied literally may seriously hamstring
collective bargaining as an instrument for coping with today’s critical
problems in industrial relations. For example, management’s need
to introduce technological improvements to increase productivity
and meet competition is countered by labor’s anxiety over the possible
loss of job security and craft skills. Reconciling these opposing inter-
ests through attritional reductions in force, retraining allowances, and
so forth, may be severely hampered if employers cannot be reassured
on what will be demanded of their competitors.

The “most favored nation” clause can stand as a symbol of a whole
range of activities which may be broadly classified as “pattern bar-
gaining”—efforts by either unions or employers to obtain uniform
labor contracts governing separate bargaining units. Since I have no
time to deal with the many questions presented, let me just mention
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two typical issues: Is it an antitrust violation (or an unfair labor
practice) for two or more unions to coordinate bargaining policy with
respect to different units of the same business? Is it an antitrust vio-
lation ( or an unfair labor practice) for employers, in the absence of
a formal multi-employer unit, to adopt common bargaining strategy or
tactics, for instance, to agree upon joint lockouts in case one employer
is struck?

JeweL TEea

In Pennington a key question was whether a labor agreement deal-
ing with wages would violate the antitrust laws if its purpose was to
put certain competitors out of business. The answer was “yes.” In
Jewel Tea the question was quite different. Was it a violation of the
Sherman Act for a butchers’ union to compel a grocery chain to
agree to a limitation on the hours fresh meat could be sold, after the
union had entered into a multi-employer contract containing such a
restriction? In essence, as viewed by a majority of the Court, the prob-
lem was one of characterization : Did this clause involve wages, hours,
or working conditions, legitimate subjects of collective bargaining, or
did it constitute a forbidden ‘'restraint on the product market?

The Court split three ways, with three Justices in each group.
Justice White, Chief Justice Warren, and Justice Brennan found that
the marketing hours restriction, which in effect defined the butchers’
working hours and their job content, was “intimately related” to labor
conditions. Thus the union’s effort to secure the provision through
arm’s-length bargaining in pursuit of its own labor policies, and not in
furtherance of a union-employer conspiracy, was exempt under the
Sherman Act. Justices Goldberg, Harlan, and Stewart concurred for
the same reasons that led them to dissent in Pennington. They ac-
cepted the union argument that agreements dealing with mandatory
subjects of bargaining are wholly outside the antitrust laws. Justices
Douglas, Black, and Clark dissented in Jewel Tea on the ground the
operating hours limitation was an obvious restraint on the product
market, and was not needed to fix employees’ working hours. The
multi-employer collective agreement itself was considered sufficient
to show an illegal union-employer conspiracy to impose the marketing
hours restriction on the holdout chain.

No single opinion in Jewel Tea represents the views of a major-
ity of the Court. Rather than focus on the decision itself, therefore,
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I am going to examine two long-standing legal issues on which Jewel
Tea has revived debate.

First, if a union is protected by Hutcheson’s exemption for a union
“acting alone” when it strikes an employer over a particular bargain-
ing demand, does it follow that a collective agreement granting that
demand, even an agreement signed by a group of employers, is like-
wise immune to antitrust scrutiny? It has been argued that it would
be an intolerable paradox to sanction economic warfare while out-
lawing the peace treaty.’” The anomaly may not be decisive; the
Supreme Court, for example, accepts the anomaly that state right-to-
work laws may be invoked against union security agreements but not
against strikes to obtain them.’® On the other hand, certain language
in Allen Bradley could be read to mean that a union commits a viola-
tion only when it participates in a preexisting employer conspiracy.!®
Although Justice White would not immunize the agreement in Jewel
Tea merely because it was between a union and a single employer, he
emphasized that the union was acting in pursuit of its own labor poli-
cies and not at the behest of any employers.2® This adds some weight
to the notion that the source of the impulse for a particular provision
may be crucial. A clause which would be barred by the antitrust laws
if sought by employers may remain within the “union exemption” if
sought by a labor organization. My difficulty with this is that I am
skeptical about maintaining a neat dichotomy between union- and
employer-motivated contract provisions. One side raises a problem
in negotiations; the other proposes a solution; the first party modifies
the suggestion. To whom do we ascribe the final product? I doubt
whether the “source” test can be conclusive, although evidence of a
clause’s source may occasionally aid in determining its relation to
working conditions.

The second problem spotlighted by Jewel Tea is what standard
should be used to distinguish between agreements properly concerned
with wages, hours, and other components of the labor market, and

7 Cox, “Labor and the Antitrust Laws—A Preliminary Analysis,” 104 Univ.
Pa. L. Rev. 252, 271 (1955). See also Republic Productions v. Musicians, 245
F. Supp. 475 (S.D.N.Y. 1965). But cf. Report of the Attorney General’s
glgz;tigggl Committee to Study the Antitrust Laws (Washington, 1955), pp.

 Retail Clerks Local 1625 v. Schermerhorn, 375 US. 96, 105 (1963).

® Allen Bradley Co. v. Local 3, International Brotherhood of Electrical
Workers, 325 U.S. 797, 809 (1945).

#Local 189, Amalgamated Meat Cutters v. Jewel Tea Co., 381 U.S. 676,
688-690 (1965).
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agreements improperly concerned with the product market. Unlike
the wage contract in Pennington, which in and of itself involved only
a restraint on the labor market, the contract in Jewel Tea involved
both a restraint on the labor market (a defining of the butchers’ work-
ing hours and their job content) and a restraint on the product market
(a restriction on the hours for selling fresh meat). Justice White
assumed that if the agreement had dealt directly only with the product
market (a fixing of a price schedule for the meat, for example),
with any benefit to the employees merely an indirect consequence, it
would not have been immune to the antitrust laws. What saved the
Jewel Tea provision in his eyes was that the marketing-hours restric-
tion was “intimately related” to wages, hours, and working conditions.
The trial court had found as a fact that self-service meat sales were
unfeasible, and therefore a limitation on operating hours was neces-
sary to preserve the butchers’ jobs and working hours.

In sustaining the agreement’s exemption from the antitrust laws
in this situation, Justice White at one point seemed to be “weighing”
the employees’ interests in labor standards against the admittedly ad-
verse effects on product competition.?! Apparently for Justice White,
any showing of an “immediate and legitimate” employee concern
.would be enough to tip the scales to the side of the union. My reaction
to this approach is rather mixed. First, any reintroduction of the
pre-Norris-LaGuardia judicial technique of “balancing” the social
plusses and minuses of union objectives must be viewed with some
apprehension. But, second, if such balancing is to be indulged in, it
should not be just an armchair exercise. A dozen years ago Archi-
bald Cox observed that there was “no reliable information on the
extent or economic importance of union efforts to shelter employers
from competition in the product market.”” 22 As well as I can tell,
things stand today as they stood then. If Pennington and Jewel Tea
are to presage a resurgence of labor antitrust litigation (so far there
has been surprisingly little), it would indeed be unfortunate for the
Court to have to resolve some of the legal issues posed without more
enlightenment on the economic realities. This is especially true in
view of the improved tools for empirical research that have been
developed in the past decade. I should hope that some of the econo-
mists and lawyers in the present group would be ready to work
together to provide the necessary enlightenment.

21d. at 691.
2 Cox, op. cit. supra note 17, p. 272.
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CoNCLUSION

Pennington establishes that unions and employers violate the anti-
trust laws when they execute a labor contract whose purpose is to
eliminate competitors, even if the agreement deals only with wages,
hours, and working conditions. My feeling is that in the absence of
such a predatory purpose there should be no substantive violation,
regardless of whether antitrust “immunity” is lost because the contract
covers labor standards outside a particular bargaining unit.

Jewel Tea indicates that even a direct restraint on the product
market is exempt from the antitrust laws if the restraint is also
“intimately related” to wages, hours, and other components of the
labor market, at least where the union securing the agreement is acting
on its own and not at the behest of employers. If the Court is hinting
at a possible return to some effort to “weigh” the workers’ stake in
their job standards against the public’s stake in a competitive economy,
I suggest there is an urgent need for empirical data to enable the
courts to strike a reasonably informed balance. Antitrust policy too
readily tends to become a special branch of moral philosophy, and
involvement with labor questions is likely to aggravate that tendency.
“Weighing” interests here is risky business at best, but in any event
the operation should be performed as far as possible with the humbler,
and more appropriate, instruments of economic analysis.



SECTIONS 8(a) (1) AND (3) OF THE LABOR ACT
IN THE WAKE OF THE LOCKOUT DECISIONS:
OF BALANCING, HOSTILE MOTIVE,

DOGS AND TAILS *

WALTER E. OBERER}
Cornell University

THE PROBLEM OF REDUNDANCY

More than thirty years have elapsed since the passage of the
Wagner Act in 1935. It is somewhat surprising, therefore, to find
that a fundamental problem implicit in its structure has not yet been
resolved. Indeed, the problem has only recently been confronted.

The problem is one of redundancy. In constructing the employer
unfair labor practices of section 8, Congress was astute to protect
against erosion by the courts of the section 7! rights of employees.
It sought to accomplish this by enacting both a blanket protection,
now section 8(a) (1), which makes unlawful any “interference with,
restraint, or coercion” of employees in the exercise of their section 7
rights, and, at the same time, the particularized protections in what
are now sections 8(a) (2), (3), (4), and (5).2

* An expanded version of this paper will appear in the Winter II issue
of the Cornell Law Quarterly, scheduled for publication in March, 1967.

1+The author gratefully acknowledges the assistance of Professor Kurt L.
Hanslowe of the Cornell faculty and of Randall M. Odza, a student in the
Cornell Law School.

* Section 7, 49 Stat. 452 (1935), as amended, 61 Stat. 140 (1947), 29 U.S.C.
§157 (1964), provides:

Employees shall have the right of self-organization, to form, join, or
assist labor organizations, to bargain collectively through representatives
of their own choosing, and to engage in other concerted activities for the
purpose of collective bargaining or other mutual aid or protection, and shall
also have the right to refrain from any or all of such activities except to
the extent that such right may be affected by an agreement requiring mem-
bership in a labor organization as a condition of employment as authorized
in section 8(a) (3).

? Section 8(a), 49 Stat. 449 (1935), as amended, 61 Stat. 140 (1947), 29
U.S.C. §158(a) (1964), provides:

It shall be an unfair labor practice for an employer—

(1) to interfere with, restrain, or coerce employees in the exercise of the
rights guaranteed in section 7;

(2) to dominate or interfere with the formation or administration of any
labor organization or contribute financial or other support to it. .. ;

(3) by discrimination in regard to hire or tenure of employment or any
term or condition of employment to encourage or discourage membership
in any labor organization .. . ;

(4) to discharge or otherwise discriminate against an employee because
he has filed charges or given testimony under this Act;

(5) to refuse to bargain collectively with the representatives of his
employees, subject to the provisions of section 9(a).
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The legislative history of the Wagner Act makes clear the con-
gressional purpose in this double protection of employee rights. The
purpose was to shore up the general protection with the particulariza-
tions and to shore up the particularized protections with the general.
The particularized protections were necessary, in Senator Wagner’s
words, because “long experience has proved. . . that courts and admin-
istrative agencies have difficulties in enforcing . . . general declarations
of right in the absence of greater statutory particularity.” 3 Conversely,
as stated elsewhere in the legislative history, the “blanket unfair labor
practice” of section 8(1) “is necessary, since the courts may emascu-
late or construe very narrowly some one of the following specific
unfair practices.” * The legislative history is, moreover, replete with
assertions that the four specific unfair practice provisions were not
intended to limit “in any way . . . the broadest reasonable interpreta-
tion” of the “omnibus guaranty of freedom” contained in the first.®

A moment’s reflection will demonstrate the problem of redun-
dancy here. Either 8(a) (1) occupies the field, in which event, once
its contours are established, the other four subsections become irrele-
vant, or each of the other four occupies its particular field, in which
event 8(a) (1) becomes irrelevant in the areas of overlap. Neither
of these alternatives has, as yet, established supremacy. But the
problems inherent in a blanket provision which covers all that particu-
larized provisions cover, and then some, have been brought into a
sharpening focus.

THE CoNFUSING LEssoN ofF THE Lockout CASks®

The focus has never been sharper than in three cases decided by
the Supreme Court in March of 1965—the lockout cases, American

® Hearings on H.R. 6288 Before the House Committee on Labor, 74th Cong.,
1st Sess. 13 (1935), reproduced in 2 Legislative History of the National Labor
Relations Act 1935 (published by the NLRB) 2487 (1949) (hereinafter cited
as “Legislative History”)

¢ Comparison of S. 2926 (73rd Cong., 2d Sess.) and S. 1958 (74th Cong.,
1st Sess.) : Memorandum of March 11, 1935, Prepared for Senate Committee
on Education and Labor, 74th Cong, "Ist Sess. 26-27 (Comm. Print 1935),
reproduced in 1 Legislative History 1351-52.

® The language quoted is from Senator Wagner’s statement before the House
Committee on Labor, supra note 3. See also H.R. Rep. No. 969, 74th Cong.,
1st Sess. 15 (1935), reproduced in 2 Legislative History 2924; S. Rep. No. 573,
74th Cong., 1st Sess. 9 (1935), reproduced in 2 Legislative History 2309.

®For a fuller discussion of the lockout cases in respects pertinent to this
paper, see Oberer, Lockouts and the Law: The Impact of Amerzcan Ship
Building and Brown Food, 51 Corn. L.Q. 193 (1966).
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Ship Building ™ and Brown Food® and their companion case, Dar-
lington.®

In American Ship Building the employer had locked out its em-
ployees for bargaining leverage after an impasse had been reached
in negotiations for a contract renewal. In Brown Food the nonstruck
members of a multiemployer bargaining unit had locked out their
employees in response to a whipsaw strike; when the struck employer
hired temporary replacements, the locking-out employers did likewise.
In both of these cases the NLRB found violations of 8(a) (1) and
(3).1% In both cases the Supreme Court denied enforcement of the
Board’s orders.

The basis of the Court’s action in each case was the same. Both
8(a) (1) and (3) require, the Court indicated, a “hostile motive” on
the employer’s part for a violation to be found. This hostile motive
must be proved by affirmative evidence except where the action of
the employer is “inherently destructive of employee rights and is not
justified by the service of important business ends.” 1 In the latter
situation the necessary motive may be inferred or presumed from the
employer’s act, without more. Sections 8(a) (1) and (3) were thus
equated with respect to the state-of-mind element.

This hostile-motive requirement (sometimes described as “anti-
union” or “antistatutory”) makes more sense as applied to 8(a) (3)
than as applied to 8(a) (1). What 8(a) (3) proscribes is discrimina-
tion in terms or tenure of employment to encourage or discourage
union membership. Both discrimination and discouragement of union
membership are present where an employer discharges an active union
organizer. If, however, the discharge is motivated by the employee’s
incompetent performance of his job, the discharge should obviously
not be treated as an unfair labor practice. Thus, the employer’s
motive for the discharge is necessarily in issue. Both legislative
history 12 and a substantial body of precedent 3 support this interpre-
tation of 8(a) (3).

The opposite is the case with respect to 8(a) (1). Its very purpose,
as illuminated in the legislative history, is to afford the Board a vehicle
for dealing with employer practices which “interfere with, restrain,

” American Ship Bldg. Co. v. NLRB, 380 U.S. 300 (1965).

8 NLRB v. Brown (d/b/a Brown Food Store), 380 U.S. 278 (1965).

® Textile Workers v. Darlington Mfg. Co., 380 U.S. 263 (1965).

¥ American Ship Bldg. Co., 152 N.L.R.B. 1362 (1963) ; John Brown (d/b/a

Brown Food Store), 137 N.L.R.B. 73 (1962).
' NLRB v. Brown, 380 U.S. 278, 287 (1965).
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or coerce” employees in the exercise of their statutory rights without
running afoul of any of the other, more particularized subsections of
8(a). It undercuts this purpose to saddle 8(a) (1) with a state-of-
mind requirement appropriate for 8(a) (3).!* In no case prior to
American Ship Building and Brown Food has the Supreme Court
sought so clearly to engraft the hostile-motive requirement on
8(a) (1).

The lockout cases demonstrate the dilemma confronting the Court
in dealing with section 8(a) (1) as it relates to section 8(a) (3).
From the standpoint of judicial review, an amorphously stated blanket
provision, particularized in narrower provisions but not delimited by
them, is a legislative bull in a judicial china shop. The tendency is
to deal with the narrower standard at the expense of the broader. In
cases of overlap between 8(a) (3) and 8(a) (1), the focus is typically
on 8(a) (3). Where 8(a) (3) is found to have been violated, 8(a) (1)
is accorded perfunctory, derivative treatment. Even where 8(a) (3)
is found not to have been violated, a tendency is discernible in some
cases of overlap to deny any independent force to 8(a) (1).1® While
this development is understandable in cases of overlap, the danger
inheres that the derivative content given to 8(a) (1) in such cases
will qualify it even where there is no overlap.

Carried to the latter length, this development conflicts with the
Supreme Court’s still viable precedents dealing with independent
8(a) (1) violations. Thus, in Republic Aviation,*® a no-solicitation-
rule case, the Court recognized the necessity for the Board to balance
the conflicting interests of the employees in their section 7 rights and of
the employer in his property rights. Hostile motive was not a required
element of the Board’s finding of a violation. Similarly, in Burnup &

2 The legislative history of section 8(a) (3) is reviewed in Local 357, Int’l.
Bhd. of Teamsters v. NLRB, 365 U.S. 667, 682-84 (1961) (concurring opinion
of Mr. Justice Harlan).

®E.g., NLRB v. Jones & Laughlin Steel Corp., 301 U.S. 1, 45-46 (1937);
Associated Press vs. N.L.R.B., 301 U.S. 103, 132 (1937) ; Radio Officers’ Union
v. NLRB, 347 US. 17, 42-44 (1954) ; Local 357, Int’l. Bhd. of Teamsters v.
NLRB, 365 U.S. 667, 674-75 (1961) ; NLRB v. Erie Resistor Corp., 373 U.S.
221, 227-28 (1963).

* See, e.g., NLRB v. Burnup & Sims, 379 U.S. 21 (1964).

* See, e.g., Local 357, Int’l. Bhd. of Teamsters v. NLRB, 365 U.S. 667
(1961) ; Textile Workers v. Darlington Mfg. Co., 380 U.S. 263 (1965) ; Get-
man, Section 8(a)(3) of the NLRA and the Effort to Insulate Free Employee
Choice, 32 U. of Chi. L. Rev. 735, 759 (1965). Burnup & Sims, 379 U.S. 21
(1964), is an obvious departure from the pattern.

** Republic Aviation Corp. v. NLRB, 324 U.S. 793 (1945).
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Stms,'T a 1964 case in which union activists were discharged in the
honestly mistaken belief that they had threatened to dynamite the
employer’s property, the Court found it “unnecessary to reach the
questions raised under §8(a) (3) for we are of the view that . .

§8(a) (1) was plainly violated, whatever the employer’s motive.” 18

AN INTERPRETATION : SEEKING ORDER IN DISORDER

How, then, can we justify the American Ship Building and Brown
Food eqiation of 8(a) (1) and (3) with respect to the hostile-motive
requirement? At the risk of over-simplification, I intend to essay this
task. What the Court was concerned about in the lockout cases was a
Board thumb on the collective bargaining scales!® While the cases
reached.the Court under sections 8(a) (1) and (3) only, what really
was at issue were the rights and duties of the parties in the process
of collective bargaining. The fundamental 8(a) (5) charges had been
mooted by the execution of new contracts while the cases were pend-
ing before the Board.2’ In contrast, what was involved in Republic
Aviation and Burnup & Sims was the right of self-organization. This
seminal right requires a stronger degree of protection.

What the Court has been striving to develop is a formula which
facilitates a circumscribing of the Board’s power where circumscrip-
tion is in order. The old balancing test was too loose a standard for
accomplishing this in collective bargaining situations. It provided the
Board with a kind of blank check. The Board could weigh the right
to engage in self-organization against the employer’s right to run his
business, as in the “no solicitation” rule cases, and achieve the pur-
poses of the Act, which are, most basically, to encourage collective
bargaining. But when the Board applied the same balancing test to
collective bargaining pressures, as in the lockout cases, it thwarted
collective bargaining.

The new formula which the Court is evolving seeks to preserve
what is good in the balancing test, while weeding out what is bad.
At the same time it seeks to accommodate prior decisions of the Court,

NLRB v. Burnup & Sims, 379 U.S. 21 (1964).

B]d. at 22-23.

*The concern was presaged in NLRB v. Insurance Agents’ Int’l Union,
361 U.S. 477 (1960).

®]d. at- 306 n. 5. The Supreme Court made it quite clear in American Ship
Building that its decision in favor of the employer would have been a fortiori
undeB )sect})on 8(a) (5) by reason of the Insurance Agents decision, 361 U.S. 477
(1960). Ibid. .
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premised upon the balancing approach, by means of a new rationaliza-
tion of the “true” basis for such decisions. The new rationalization
may entail two correlative theses. The first is that where 8(a) (1)
and (3) overlap in their application to a problem presented, the more
particular criteria of 8(a)(3) control. 8(a) (3) is the dog, and
8(a) (1) the tail. The second is that in cases where mere balancing
produces an unsatisfactory result because too invasive of free collec-
tive bargaining or of management prerogatives, independent evidence
of a hostile motive is an essential ingredient of the unfair labor
practice.

The Dog-and-Tail Thests

In cases of overlap between 8(a) (1) and (3)—indeed, between
8(a) (1) and any other subsection of 8(a)—there is strong reason
for equating the general provision with the particular. Otherwise, the
particular is read out of the statute. If, for example, the elements of
8(a) (3) properly include scienter, the same scienter must be required
for 8(a) (1) in cases of overlap. Otherwise, the reason justifying the
requirement of scienter in 8(a) (3) would be defeated; all prosecu-
tions in such cases of overlap would be under 8(a) (1), the require-
ments of which would be satisfied by proof of the elements necessary
under 8(a) (3) with the exception of the scienter element. Having
found the commission of an unfair labor practice under 8(a) (1), the
Board could grant the same relief as under 8(a) (3), since the Court
has scotched any notion that the Board’s remedial power under
8(a) (3) is greater than under 8(a) (1).22

Darlington is particularly instructive on the dog-and-tail point.
The Board found the employer’s closing of a plant in which a union
had just won a representation election to be a violation of 8(a) (1)
and (3).22 The Supreme Court reviewed the case on the basis of
8(a) (3) alone.2® In so doing, however, the Court made it quite clear

2 See NLRB v. Burnup & Sims, 379 U.S. 21 (1964).

® Darlington Mfg. Co., 139 N.L.R.B. 241, 252 (1962).

% The Court stated : “Preliminarily it should be observed that both petitioners
argue that the Darlington closing violated §8(a) (1) as well as §8(a) (3) of
the Act. We think, however, that the Board was correct in treating the closing
only under §8(a) (3).” Textile Workers v. Darlington Mfg. Co., 380 U.S. 263,
268 (1965). Actually, the Board found the closing to violate both 8(a) (3) and
8(a) (1), although the former received the focus of the Board’s attention.
8(a) (1) was given the derivative, “tag-on” treatment so frequently accorded
it. See note 22 supra.
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that its decision would have been the same under 8(a) (1), through
what may be characterized as an application of the dog-and-tail prin-
ciple. Mr. Justice Harlan, writing for the Court, stated:
Whatever may be the limits of §8(a) (1), some employer decisions
are so peculiarly matters of management prerogative that they
would never constitute violations of §8(a)(1) . . . unless they
also violated §8(a)(3). ... We therefore deal with the Darling-
ton closing under [the latter] section.?*

It should be noted that the Court did not uphold the Board’s finding
of a violation under &(a)(3), thus rendering consideration under
8(a) (1) mere surplusage. The case was, instead, remanded to the
Board for further findings on the “chilling unionism” issues under
8(a)(3).»

A definitional problem exists, to be sure, in determining when
“overlap” between 8(a) (1) and (3) is really present—in determining,
that is, when the dog-and-tail principle is operative. But this is a
problem of line-drawing, inherent in the law. Where the determina-
tion is properly made that the criteria of 8(a) (3) are applicable to a
given case, strong reason exists to give those criteria preemptive force.

The logic which supports the equation of 8(a) (1) and (3) in areas
of overlap likewise supports the equating of 8(a) (1) and the other
subsections of 8(a) in areas of overlap.2®8 Again, unless the particu-
larized dogs of 8(a) (2), (4), and (5) wag the generalized tail of
8(a) (1), the former will be read out of the statute. The Board will
proceed along the line of least resistance, and this will be 8(a) (1).

The alternative to the dog-and-tail interpretation of the lockout
cases is that the Court has embarked upon an across-the-board equa-
tion of 8(a) (1) and (3) with respect to the hostile motive require-
ment, intending to apply the latter in independent 8(a) (1) cases as
well as in cases of overlap with 8(a)(3). While the Court may, in-
deed, have started down this path, there is reason to question the pro-
priety of such a course. In any event, the contours of the hostile-
motive doctrine must be examined.

#]d. at 269.

% 1f the Court had considered the 8(a) (1) question open to the Board despite
the overlap with 8(a) (3), it is reasonable to conclude that its remand would
have left the Board free to reconsider the case under both sections. The fact
that the Court limited the remand to the 8(a) (3) questions suggests that the
Board cannot control whether a given case is to be reviewed under 8(a) (3) or
8(a) (1) by the choice it makes of the section to proceed under.

® See, e.g., Getman, Section 8(a)(3) of the NLRA and the Effort to Insulate
Free Employee Choice, 32 U. of Chi. L. Rev. 735, 758-59 (1965).
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The Hostile-Motive Doctrine (with Escape Hatch)

The hostile-motive doctrine had its genesis in the first 8(a) (3)
cases to reach the Supreme Court—Jones & Laughlin?™ and Associ-
ated Press.® The “true motive” of the employer was held to be the
key to an 8(a)(3) violation?® The Radio Officers3® case in 1954
provided the first occasion for the Court to clarify in definitive fashion
the motive requirement of 8(a) (3). The Court held that while it is
essential for a violation of 8(a)(3) that the employer’s motive in
discriminating against an employee be to encourage or discourage
union membership, “specific evidence of intent to encourage or discour-
age is not indispensable element of proof . .. .”3! The Court stated that
“specific proof of intent is unnecessary where employer conduct in-
herently encourages or discourages union membership,” observing
that this was “but an application of the common-law rule that a man
is held to intend the foreseeable consequences of his conduct.” 32

Interestingly, while the hostile-motive doctrine was being developed
and refined under 8(a)(3), the so-called “balancing test” was also
being formulated and approved under both 8(a) (1) and (3).33 The
two developments traveled a collision course.

Erie Resistor 3 the superseniority case of 1963, provided the Su-
preme Court an opportunity to attempt a reconciliation of the hostile-
motive doctrine and the balancing test under 8(a) (3). The balancing
process, the Court indicated, is a means for establishing motive—for
“preferring one motive to another.” 3% The necessary “hostile motive”
could be inferred by the Board through the process of “weighing the
interests of employees in concerted activity against the interest of the
employer in operating his business in a particular manner . . . . ”38
Whether one judges this “reconciliation” to be a laborious exercise
in judicial obfuscation or an ingenious clarification, it set the stage for

7 NLRB v. Jones & Laughlin, 301 U.S. 1 (1937).

* Associated Press v. NLRB, 301 U.S. 103 (1937).
- ”J(l)g;s & Laughlin, supra note 27, at 45-46; Associated Press, supra note

, at .

% Radio Officers Union v. NLRB, 347 U.S. (1954).

mn]d. at 45.

2]d. at 46.

® See, e.g., Republic Aviation Corp. v. NLRB, 324 U.S. 793 (1945) ; NLRB
v. Babcock & Wilcox Co., 351 U.S. 105 (1956) ; NLRB v. Truck Drivers Union,
353 U.S. 87 (1957) (“Buffalo Linen”).

8 NLRB v. Erie Resistor Corp., 373 U.S. 221 (1963).

% Jd. at 228.

* Jd. at 229.
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the “hostile-motive-doctrine-with-escape-hatch” which emerges, full
blown, in the lockout cases.

The “escape hatch” of the hostile-motive doctrine is formulated in
the following language in Brown Food:

[W]hen an employer’s practice is inherently destructive of em-
ployee rights and is not justified by the service of important busi-
ness ends, no specific evidence of intent to discourage union mem-
bership is necessary to establish a violation of §8(a) (3).3"

One way of describing, then, what the Court has done in the lockout
decisions is to say that it has merely redefined the balancing test. The
purpose of the balancing under the new test is to ascertain whether
independent evidence of hostile motive is necessary. The new defini-
tion requires, apparently, that the scales be more out of balance than
was previously required for a violation to be found without indepen-
dent evidence of hostile motive, sufficiently so that an inference of
hostile motive is solidly based. In such cases the employer’s conduct
will carry “its own indicia of improper intent.” 38

As I read the lockout cases, employer conduct will carry such
indicia in two situations: 3® (1) where the employer has no significant
legitimate business reason for actions which undercut the section 7
rights of his employees (Republic Aviation is the prime example) ;
(2) where the employer does have a significant business purpose, but
his actions, nevertheless, are so “inherently destructive” of employee
rights as not to be “tolerated consistently with the Act” 0 (Erie Re-
sistor is the prime example).

INDEPENDENT 8(2) (1) VIOLATIONS

A question arises as to whether this new balancing test or hostile-
motive-doctrine-with-escape-hatch applies not only to 8(a) (3) cases
and to 8(a) (1) charges which fall in the area of overlap with 8(a) (3),
but also to independent 8(a) (1) cases. Since the 8(a) (1) charges
involved in the lockout cases were of the overlap variety—i.e., the
factual circumstances to which 8(a) (1) was sought to be applied were
the same as the factual circumstances to which 8(a) (3) was sought

¥ NLRB v. Brown, 380 U.S. 278, 287 (1965).

* Jbid.

® The problem of interpretation is more fully discussed in Oberer, Lockouts
and the Law: The Impact of American Ship Building and Brown Food, 51

Corn L. Q. 193, 214 (1966).
“NLRB v. Brown, 380 U.S. 278, 287 (1965).
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to be applied—the holding of the Court, narrowly interpreted, reaches
only overlapping 8(a) (1) cases.

The propriety of extending the doctrine in mechanical fashion to
all 8(a) (1) cases, in the interests of symmetry and ease of review,
is subject to question. What is right for section 8(a) (3) is not neces-
sarily right for section 8(a) (1). The legislative history would seem
to make this clear, as would the very language of 8(a) (1). What that
section proscribes is “interference with, restraint, or coercion of”
employees in the exercise of their section 7 rights. In contrast to
section 8(a) (3), no hint of a scienter requirement is present here. As
stated by the Supreme Court in the International Ladies’ Garment
Workers 4! case in 1961: “We find nothing in the statutory language
prescribing scienter as an element of the unfair labor practices [8(a)
(1) and (2)] here involved.” #2 Burnup & Sims, as previously seen,
is to the same express effect.

This is not to say that motive is, or should be deemed, irrelevant
in all independent 8(a) (1) cases. It is clearly relevant where it oper-
ates, for example, to deprive an employer of a privilege he would
otherwise have to interfere with section 7 activities, as in the case of
an apparently valid no-solicitation rule which is vitiated by evidence
of an antiunion purpose in its promulgation or application.*3 Similarly,
in those independent 8(a) (1) cases which analogize closely to 8(a)
(3), the motive apparatus of 8(a)(3), replete with escape hatch,
becomes relevant, despite the absence of overlap, usually because dis-
charges or related disciplinary action is involved and a significant
management prerogative therefore at stake. An example of such an
independent 8(a) (1) case is where an employer discharges employees
for engaging in concerted protected activities which are unrelated
to any union or unionizing effort.#

Despite these reservations, what 8(a) (1) protects independently,
with few exceptions, is the right to organize. Since this right is the
bedrock of the national labor policy, it merits particularly sensitive
protection by the Board. Legitimate employer interest in such cases

“ILGWU v. NLRB, 366 U.S. 731 (1961).

2 Id. at 739.

 See, e,g, The Wm, H, Block Co, 150 N,L,R,B, 341 (1964) ; NLRB
v. Erie Resistor Corp., 373 U.S. 221, 227 (1963).

“ See, e.g., Redwing Carriers, Inc.,, 130 N.L.R.B. 1208 (1961), on remand,
137 N.L.R.B. 1545 (1962), aff’d sub nom. Teamsters Union v. NLRB, 325 F.2d
1011 (D.C. Cir. 1963), cert. denied, 377 U.S. 905 (1964) ; Sherry Mfg. Co.,
128 N.L.R.B. 739 (1960).
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is so slight, and illegitimate employer interest so strong, as to deny
any valid function to a hostile-motive requirement here. The old
balancing-of-conflicting-legitimate-interests test has worked reason-
ably well in these cases. What that test amounts to is the rule of rea-
son. It affords adequate protection to the employer interests on the
scales and has the virtue of relative simplicity. No need exists for
the engrafting of a hostile-motive requirement, the real purpose
of which is to circumscribe Board power; if the Board finds the em-
ployer conduct to be violative, the remedy is merely a cease and desist
order which protects the section 7 right with minimal invasion of any
legitimate employer interest.#> Typically, where the employer conduct
reaches the stage of discharge or related disciplinary action, section
8(a) (3), with its prerogative-protecting motive paraphernalia, be-
comes involved.

Indeed, because of this minimal impact upon management pre-
rogatives, even if the hostile-motive doctrine is extended to such inde-
pendent 8(a) (1) cases, they should fall in the escape-hatch area where
no independent evidence of hostility is required. This is another way
of saying that the doctrine, soundly applied, would have no function
here, other than to obscure analysis and lengthen opinions. Unsoundly
applied, it would have a most mischievous potential, endangering the
protection traditionally accorded the seminal right of self-organization.

In summary, then, while motive is relevant in some independent
8(a) (1) cases, hostility to employee rights should not be a required
element in all such cases. Perhaps the simplest and safest way to deal
with motive in independent 8(a) (1) cases is to treat it as presump-
tively irrelevant, in contrast to 8(a) (3) cases and overlapping 8(a) (1)
cases where it may be said to be presumptively relevant. If this ap-
proach were adopted, the extension of the hostile-motive doctrine, so
modified, to independent 8(a) (1) cases would be subject to little
objection. The Board, courts, labor bar, employers, and unions would
know where they stand, since the traditional handling of such cases

* This distinction between the impact on the employer of a cease and desist
order and an order to reinstate with back pay is reminiscent of the Fifth Cir-
cuit’s old Tex-O-Kan rule (NLRB v. Tex-O-Kan Flour Mills Co., 122 F.2d 433
(1941)), rejected by the Supreme Court in NLRB v. Walton Mfg. Co., 369
U.S. 404 (1962). The basis of the Court’s rejection was that “there is no place
in the statutory scheme for one test of substantiality of evidence in reinstatement
cases and another test in other cases.” Id. at 407. This concern should not be
present where the issue involved is the proper interpretation to be given to the
language of section 8(a) (1) as distinguished from the different language of
section 8(a) (3).
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would be reaffirmed. No necessity would arise for a tortured “ac-
commodation” of precedents, such as Republic Awviation, on the basis
of a dubious inference or presumption of hostile employer purpose.

CoNCLUSION

The hostile-motive doctrine is the product of section 8 (a) (3),
as to which it makes some sense. Application of the doctrine to over-
lapping 8 (a) (1) cases makes sense also, since the alternative is
to read 8 (a) (3) out of the statute. On the basis of the legislative
history of section 8 (a) (1) and a textual reading of its language,
the generic engrafting of the hostile-motive requirement on inde-
pendent 8 (a) (1) charges does not make sense.

Withal, extension of the hostile-motive doctrine to independent
8 (a) (1) cases, pursuant to an interpretation of the lockout cases
which gives the doctrine generic 8 (a) (1) application, need have no
substantial effect upon existing Board policy if proper play is judi-
cially afforded to the “escape hatch” of the doctrine. If a re-ration-
alization by the Board in such cases is the sole cost for circumscribing
the Board’s power to place a thumb on the bargaining scales in
situations akin to the lockout cases, and for protecting significant
management prerogatives in 8 (a) (3) cases where 8 (a) (1) has
merely redundant applicability, as in Darlington, the Supreme Court’s
price is not too steep to pay. But mere symmetry is hardly a com-
pelling reason for extending a cumbersome doctrine developed for
other cases and purposes to cases where it serves no legitimate func-
tion—where, indeed, it may do violence to legislative intent, statutory
language, substantial precedent, and clarity of analysis.

In any event, the Court has still before it the problem of coming
explicitly to grips with the scope of 8 (a) (1), as related to 8 (a) (3).
The Board, invited by the ambiguity which presently enshrouds
8(a) (1), as compared to 8(a) (3), will likely afford the Court the
opportunity to provide this clarification.
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Title VII of the Civil Rights Act of 1964 is the first Federal
legislation designed to eliminate discrimination in employment. It
established the Equal Employment Opportunity Commission, to
investigate complaints based on race, religion, sex and national ori-
gin, determine if there is “reasonable cause” to believe the allegations,
and attempt to conciliate the matter. If conciliation fails, the indi-
vidual employee may sue in Federal Court, and the Attorney General
may institute a Federal Court suit if he believes there is a pattern or
practice of discrimination.!

This statutory scheme is a result of a series of legislative com-
promises. The bill proposed in the House of Representatives would
have given the Commission powers to conduct hearings and issue
orders if conciliation failed. As it passed the House, the hearing
powers were removed, and the Commission was entitled to sue in
court where conciliation failed. As a result of the “leadership com-
promise” in the Senate, the Commission was deprived of power to
sue, which was vested in the individual complainant and the Attorney
General. The Commission retained only the power to ask the At-
torney General to sue.?

Supporters of Civil Rights legislation were disappointed at this
course of legislative development which, in their view, “watered
down” the original conception of a powerful Commission, and turn-
ed it into a “toothless tiger.” They have supported, and the Com-
mission has supported, legislation which would give the Commission
the hearing powers which had been proposed originally in the House

* Professor of Law, Rutgers University (on leave, 1965-67), Chief of
Conciliations, Equal Employment Opportunity Commission. The views ex-
pressed herein are those of the author only, and do not necessarily reflect the
views of the Commission.

178 Stat. 253, 42 U.S.C. Sec. 2000e. The history of the various efforts to
cope with employment discrimination at the state and federal levels prior to
and contemporaneously with Title VII is admirably described in Sovern, Legal
Restraints on Racial Discrimination in Employment (1966).

®The legislative developments are discussed in Berg, Equal Employment
Opportunity Under the Civil Rights Act of 1964, 31 Bklyn L. Rev. 62 (1964)
and in Hall v. Werthan Bag Corp. 61 LRRM 2458 (D.C.F.D. Tenn. 1966).
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bill. The proposal to give hearing and order issuing powers to the
Commission carries with it implicitly the elimination of the individ-
ual right to sue. While this is not a necessary consequence of endow-
ing the Commission with cease and desist powers, it is contemplated
in present versions of proposed legislation, and does correspond to
the statutory structure of the National Labor Relations Board.

We are thus confronted with two competing models for adminis-
trative processing of employment discrimination cases; the present
statutory scheme with its emphasis on the individual right to sue,
and the proposed statutory scheme with its emphasis on the powers of
the agency to hold hearings and issue orders. Because of the present
political situation, it appears that we will have an opportunity for
some time to study the workings of the present system, and its effect
on industrial relations under current social and economic conditions.
It is the purpose of this paper to provide some material for this eval-
uation. As a participant in this process, I cannot pretend to complete
objectivity. Since one of my overall concerns is the process by which
law becomes operative in human affairs, I have attempted, within
the limitations of my own role, to examine and describe the operation
of the Commission processes in which I am daily engaged. This,
hopefully, is more than a diary, though less than a detatched report.

I. How TitLe VII OPERATES

When a complaint of employment discrimination is submitted to
the Commission, it is investigated. This investigation consists of a
series of interviews with all relevant parties, and an examination of
relevant documents. A report of the investigation is then submitted
to the Commission. The Commission reviews the report, and makes
a written determination as to whether there is reasonable cause to
believe the charges to be true. If the Commission finds cause, all rele-
vant parties are notified and conciliation is attempted. In the concil-
iation process, the individual charging party is constantly consulted,
and the outcome of a successful conciliation is an agreement to which
he is a party.

The existence of the individual right to sue permeates this entire
process, beginning with the reasonable cause finding itself. Some
state agencies in this field have administratively blurred the distinc-
tion between investigation and conciliation, with the result that infor-
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mal settlements have tended to be weak3 This distinction, with a
reasonable cause finding between the investigation and the concilia-
tion effort, has been maintained by the Commission. There are many
pragmatic reasons for maintaining this distinction; it puts the Com-
mission in the strongest negotiating position, as will be described
later. But there are arguments of economy and efficiency, which run
against the maintenance of the distinction. One argument which has
been influential in the decision to maintain the distinction is that the
reasonable cause finding, is, for practical purposes, a condition pre-
cedent to the maintenance of an individual law suit under the statute.t
If the Commission were to blur or abandon the “cause finding” pro-
cess, it might seriously interfere with the individual’s right to sue.

After the finding of reasonable cause has been made, the Com-
mission processes are intimately tied into the industrial relations
system on the one hand and the individual’s right to sue on the other.
The first step after the reasonable cause finding is notification to the
parties. Notification is also given to the AFL-CIO Civil Rights
Division, to the Construction Industry Joint Council, and to the
NAACP in appropriate cases. The conciliator then makes a series
of appointments, beginning with the charging party, with whom he
discusses the problem and the range of possible remedies.

The conciliator then meets with the respondents. Where both
union and employer are involved, he will usually meet with each sep-
arately, then bring them together if appropriate. Both union and
employer tend to view the Title VII issue as one more episode in
their continuing relationship and tend to inject in their joint discus-
sions matters which are not specifically relevant to the Title VII
issue. By discussing the Title VII issue separately with each party,
the conciliator seeks to keep the discussion focussed on the issues and
away from general concerns of the ongoing collective bargaining
relationships.

Conciliation conferences tend to follow a pattern, in which the
conciliator utilizes the reasonable cause finding and the individual
rights to sue to lead the discussion toward possible solutions to the
problems of discrimination. The conciliator makes an informal open-

#See Blumrosen, Anti-Discrimination Laws in Action in New Jersey: A
Law-Sociology Study, 19 Rutgers L. Rev. 187 (1965).

. *As a formal matter, a finding of reasonable cause is probably not a condi-
tion precedent to suit. As a practical matter, it probably is. See Sovern, op. cit.
note 1, at 82-83.
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ing statement in which he points out that the primary purpose of
conciliation is to achieve two objectives: securing for the charging
party and other similarity situated persons the rights to which the
Commission has found them entitled, and settled the entire problem
by eliminating the risks of litigation under the statute, either by the
individual or by the Attorney General. He seeks to achieve these
objectives in a conciliation agreement which includes the promises
made by respondent to the charging party, and a waiver of the charg-
ing party’s right to sue. The Commission becomes a party to this
agreement, and thereby assures that it will not refer the matter to the
Attorney General. The conciliator then introduces the area of dis-
cussion by describing the discrimination found in the reasonable cause
finding, such as segregated facilities or discriminatory seniority lines.

This introductory statement is moulded in light of the reasonable
cause finding and the individual right to sue.

The conciliator represents himself as standing between the respon-
dent and a law suit which may be instituted by the charging party.
The reasonable cause finding is treated by the conciliator as a “class”
finding, relating, where appropriate, not only to the individual charg-
ing party, but other similarly situated persons.® The remedy sought
in conciliation, is not only relief for the complainant, but a change
in the industrial relations system to eliminate its discriminatory
features.

The individual’s right to sue is the legal foundation for his right
to settle the case. The conciliation agreement can represent a con-
tractual undertaking between legal equals. The quid-pro-quo for
the respondent’s promises to end discrimination is the individual’s
waiver of his right to sue. The agreement reflects legal equality
between the parties, rather than a willingness on the part of the
respondent to do, as a matter of grace, that which the government
requests. The requirement that the charging party sign the concilia-
tion agreement, which again flows from the concept of waiver of his
legal rights to sue, assures that the Commission will pay attention
to his interests, and will not impose a settlement without regard
to them.

After the conciliator’s opening statement, the respondent usually
levels a triple pronged attack on the reasonable cause finding. The
dialogue goes like this:

® See Hall v. Werthan Bag Corp. supra note 2.
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RESPONDENT: How could the Commission make a find-
ing without giving me an opportunity to examine witnesses. It’s
unconstitutional.”

CONCILIATOR: “The government does not have to hold a trial
type hearing in order to send out a conciliator to discuss the matter
with you. If you wish a trial de novo, then you can refuse to concil-
iate, and you might be sued, in which case you would have a full
opportunity to present your case and to cross examine witnesses
in the Federal Court.”

RESPONDENT: “Your investigator was inexperienced, he did
not understand what we told him.” (In the alternative, “the invest-
igator said everything was all right.”)

CONCILIATOR: “Thank you for your comments. We want to
improve the quality of our investigations; but I am here pursuant
to the reasonable cause finding, not to review the conduct of the
investigator.”

RESPONDENT: “The reasonable cause finding is wrong. We
don’t discriminate, and I want to demonstrate to you that your find-
ing is incorrect.”

CONCILIATOR: “I am here pursuant to the reasonable cause
finding to discuss solutions with you. I have no power to review the
finding of cause, and therefore there is no point in discussing the
facts on the issue of whether there is discrimination. Obviously, we
must discuss the facts if we are to solve the problem, and I am ready
to do that, but not to review the finding of discrimination.”

With this last point, the conciliator utilizes the reasonable cause
finding to change the subject of the meeting from “whether there
is discrimination” to “what will the respondent do about it.” The
success of this move is crucial to the conciliation process.® The fore-
going dialogue which occurs in nearly every case in some form,
demonstrates how the right to sue and the reasonable cause finding
are utilized by the conciliator in laying a foundation for the solution
to the problem of discrimination.

The conciliator then opens a discussion of the specific issues and
offers proposals for resolution. These proposals are designed not to

® A respondent who wishes a review of the cause finding under Commission
Regulation 1601.19(b).
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be treated as an edict of government, but as a basis for discussion
in which the respondent may well come up with a more workable
proposal which will have the effect of solving the problem of discrim-
ination. Thus the conciliator initiates a kind of tri-partite bargaining
between the respondent employer, union and the government or the
civil rights organization, if one is involved.

Seen in this light, the reasonable cause finding plus the individual
right to sue constitute a rough statutory equivalent to the duty to
bargain under the National Labor Relations Act, with the price of
a refusal to bargain being the risk of a law suit. This kind of bargain-
ing, in which the individual, if represented by counsel or an organiza-
tion, is an equal partner, is difficult and complex, but it can be ad-
ministered successfully.

In this bargaining, the conciliator is not merely a broker, but
rather presents the position of the Commission in support of the
reasonable cause finding, and attempts to bring his expertise to bear
on securing a workable solution. What have been the results of the
conciliation process thus far?

Operating with a very small staff, the Commission has success-
fully concluded some 76 cases; been partially successful in 13; and
unsuccessful in 36, as of November 17, 1966.

The major success of the Commission has been in the Newport
News Shipbuilding and Dry Dock case, where, with the cooperation
of the Office of Federal Contract Compliance, the Departments of
Defense and Justice, a comprehensive agreement to eliminate dis-
criminatory practices were signed. Other cases in which the shield
of confidentiality has been lifted by agreement include Kaiser Alumi-
num, which involved seniority ; Federal Paper, which involved pro-
motion of Negro employees to over-the-road trucker jobs; General
Cable Company, which involved the elimination of seniority lines
based on sex; and Arthur Brothers, which involved the recision of
discharges of Mexican Americans, and a correction of discrimina-
tory practices.

The Commission has stated its views on segregated facilities ; and
these views require the elimination of de facto segregation in locker-
shower rooms, as well as the elimination of indicia of segregation.
Conciliation efforts in this field have been successful except in the
area of locker-shower integration where progress is slow.

In cases of discriminatory refusals to hire or promote, conciliation
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agreements run the gamut from a pure monetary settlement, no imme-
diate employment or promotion, the “next job,” and to “consideration
for the next available job.” We believe that these settlements reflect
a difference in the strength of the reasonable cause findings. The
Commission has been finding cause in roughly 60% of the cases, a
rate about double that of the NLRB and far in excess of that of most
state agencies.” Under these circumstances, some cause findings, and
hence some settlements will be stronger than others. While many
state agencies have been accused of being too “soft” in their settlement
practices (even though they have hearing and cease and desist
powers), I do not believe this criticism would be valid of the Com-
mission at this time.

In the South, the Commission has been successful in securing the
adoption of the principle of “promotion from within.” This principle
is an absolute fundamental to the solution of the classic southern em-
ployment discrimination pattern where Negro employees were hired
for low paying, low skilled jobs, and white employees were hired
directly into the better jobs. The principle, embodied in one form
or another in most of our conciliation agreements, requires the em-
ployer to promote from within, before he seeks to bring people in
from the outside. This principle fairly applied, will make the formerly
Negro job the entry level job with the employer, and provide promo-
tional opportunities for Negro employees.

The Commission has had reasonable success in improving transfer
and promotion rights for Negro employees, by providing for “bump
back rights” and “red circling” of rates. It has induced many em-
ployers to not only review their industrial relations system, but
introduce training programs to provide Negro employees with the
skills necessary to take advantage of promotional opportunities.

The two areas of difficulty in the race cases are seniority in plants
with stable or contracting labor forces and testing. Both of these
areas represent difficult problem areas where respondents, union and
employer may insist on a judicial determination of the meaning of
Title VII. This concern would not in the initial years of the Com-
mission, be satisfied by an administrative determination.

In the sex area, the conciliators have settled a number of cases
of divided seniority lines and segregated job classifications.

7 See Blumrosen, op. cit. supra note 3 at 224.
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A fair proportion of all the settlements took place after suit had
been filed under the Civil Rights Act.

This, then, is the process of conciliation, and a capsule summary
of its results under the present statutory pattern. What are the
implications of the individual right to sue for this process, and for
the successful achievement of the objective of the statute?

II. Tue INDIVIDUAL RIGHT To LITIGATE

The classic “liberal view” is that the individual right to sue is not
meaningful in the field of social legislation. Individual suits require
initiative, knowledge of rights, willingness to undertake delay and
expense and possible liability for attorney fees. Many disadvantaged
persons are unwilling to complain at all about their condition, much
less engage in the serious business of litigation. Thus the individual
right to sue is a shadow without substance in this area.?

Recent developments under Title VII cast some doubt on this
view. First, is the extensive activity under Title VII of the Negro
organization, the NAACP and the Legal Defense and Education
Fund (“INC. FUND”). These organizations have instituted many
suits, possibly as many as 50, under Title VII, and have advised and
counseled in many others, during the first year under the statute.
The organization of minority group persons for the purpose of assert-
ing legal rights in the employment field is relatively low. Secondly,
the sex provision of the Act has worked in such a way that female
employees have found it relatively easy to obtain counsel. Counsel,
seeing a group of determined ladies (and undoubtedly visualizing a
new group of family clients) have taken sex cases and instituted suit
in a good number of them. Thirdly, several suits have been settled
with substantial attorney fees involved in the settlement. The largest
monetary settlement today is the back pay element of a sex case
settled for more than $35,000.

These factors have provided the “assistance of counsel” necessary
if the individual right to sue is to work. They demonstrate that the
individual under Title VII is rarely alone or unorganized, he is part
of a formal or informal organization set up to assert Title VII claims.
These claims pressed under the “individual rights” of Title VII are
also “group claims” representing the group interests of the minority
which has been discriminated against. Thus the individual right has

® Sovern, op. cit. supra note 1, at pp. 20, 56, 75, 76, 80.
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become a vehicle by which these group interests are asserted.® The
group interest has breathed life into what might have been a sterile
conception of individual rights to sue.

Another reason frequently given for the administrative process in
social legislation is the unfriendly attitude of the courts. It is too early
to tell whether this will be a compelling reason under Title VII. Thus
far, we have had only one decision on the merits of a case; but virtu-
ally every Federal judge who has been confronted with a Title VII
matter has strongly urged that the parties conciliate; and many
settlements have resulted from this initial judicial response to the case.

A third reason often given is the vast volume of work. This may,
at some point, be compelling, but with its sharply limited budget, and
its totally unexpected complaint load, the Commission today can
hardly be said to be in a better position to undertake this additional
work than the Federal Courts. But the objective of this paper is to
present evidence concerning the workings of Title VII under the
present statutory system, not to exhaustively analyze all the arguments
on the subject.

There is one further dimension to the individual right to litigate
which should be explored here. The consequence of litigation or the
risk of litigation has its impact on the personnel involved in handling
the discrimination problem. Where suit has been instituted or is in
the offing, it is far more likely that local officials, of either manage-
ment or union, will be subject to guidance and sometimes outright
direction from attorneys or other home office personnel who view the
risk of litigation as a serious matter. Since local personnel often have
the greatest practical and emotional involvement in their existing
employment relations system, the introduction of higher level officials
and attorneys is generally advantageous in terms of securing settle-
ments. The intervention of lawyers has, on the whole, contributed
favorably to the settlement of cases. The lawyers have not approached
these cases with their eye on the distant portals of the Supreme Court,
but with the desire to settle and eliminate these problems. Where they
have determined to litigate, I doubt that the availability of the Com-
mission as a hearing tribunal would seriously have influenced them.

®See Hall v. Werthan Bag, supra note 2, Chemical Workers v. Planters
Manufacturing Co., 63 LRRM 2213 (D.C. N.D. Miss. 1966) Cowan, Group
Interests, 44 Va. L. Rev. 331, (1958), Blumrosen Group Interests in Labor Law,
13 Rutgers L. Rev. 332 (1939) and general 6, Symposium, Group Interests and
the Law, 13 Rutgers L. Rev. 429-602 (1959).
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In the early years they will seek judicial clarification of the meaning
of the statute, if the matters cannot be settled.

The existence of the individual right to litigate means that the
possibility of settlement, as well as the litigation prospects, are not
controlled by the government. Control is shared with the individual
Counsel for the charging party thus has a significant role to play in
shaping the nature of settlements under Title VII as he advises his
clients, making recommendations to Commision conciliators and
sometimes engages in direct negotiations with the respondents. It is
this retention of control by counsel which lies at the heart of the Title
VII procedures as presently constituted. If they were modified, coun-
sel for the charging party would be less influential in shaping the
conciliation and litigation effort. If control of the process rested in
the hands of the government, the attorney for the respondent could
focus all of his energies on the government,’® without being as con-
cerned for the charging party as is now often the case. In short, a
change in the statutory system would have a subtle effect on all of the
relationships which have been described, in a direction which would
reduce the individual’s control over his own case. This would be
one cost of the change, a cost which should be weighed carefully.

III. ConcLusIiON

We are in the midst of an organized, bureaucratic and pluralistic
society. The identification of the appropriate role for individuals and
scope for individual interests in this society is difficult and complex.
The issue is being tested at many points in our society. My own
view, which I have developed at length with respect to the problem
of individual rights in the Collective Bargaining process, is that our
society is flexible, resourceful, and wise enough to provide for the
meaningful exercise of individual rights within the organizational
structures of society. The fear that recognition of individual rights will
unreasonably disrupt social processes seems largely an argument by
which the managers of organizations seek to maintain a broad area
of unregulated discretion to exercise power.!! I have yet to be con-
vinced that this wide discretion is necessary (although I must admit
to having waivered while waiting for some charging parties to decide

1 See, e.g. Electrical Contractors Assn. v. Ordman, 63 LRRM 2223, (2d
cir. 1966).

1 Blumrosen, The Worker and Three Phases of Unionism, 61 Mich. L. Rev.
1435 (1963).
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whether to accept a conciliation agreement which had been reached
only after great effort). Title VII as presently constituted gives us
an opportunity to study the processes by which the individual rights
under the statute mesh into the collective bargaining process. The
political processes have given us a period of time in which to conduct
this examination.
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Professor Blumrosen sits high upon the pyramid of the Equal
Employment Opportunities hierarchy as director of the conciliation
effort of that agency. I must examine the same terrain from the
vantage point of the worm, having inched my way toward the settle-
ment of a few cases as a part-time consultant to the Commission.
Despite these limitations, I would venture to suggest one or two
further arguments to support the position implied in Professor Blum-
rosen’s paper; namely, that the Congress should hesitate before en-
dowing the Commission with power to issue orders in cases arising
under Title VII of the Civil Rights Act.

The key point, of course, is that an agency like EEOC will work
harder to settle cases voluntarily so long as it merely possesses the
power to conciliate and not to command. Several advantages may
result from continuing to cling to this voluntary process. To begin
with, it is worth remembering that discrimination in employment is
a moral, as well as an economic, problem and that there is a certain
gain, from a moral standpoint, in eliminating discrimination through
methods that are not entirely compulsory. This is not to say that
minority rights should necessarily be sacrificed, or even delayed sub-
stantially, in hope of furthering this ethical goal. But several consider-
ations suggest that it would be premature, if not wrong-headed, to
assume that discrimination will be eradicated more rapidly by giving
the Commission compulsory powers.

First, despite widespread predictions that the EEOC would prove
to be a “paper tiger,” the record of successful conciliations speaks
otherwise, and further progress can be anticipated if a few court
decisions can clarify some critical differences which divide the parties
over the meaning of the statute.

Second, the law is subject to serious limitations in seeking to
eliminate discrimination in employment. Whether a case is solved
by agreement or decree, implementation will necessarily give rise to
a host of difficult questions. How much education and training are
required to fill a given vacancy? How long a trial period will be
provided on each job? How much effort will be made to recruit

9
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qualified minority applicants, and who can be properly called “quali-
fied”? These questions cannot be adequately resolved by legal pro-
ceedings. Each issue often presents its own special problems, and the
questions arise too frequently to rely upon the time-consuming process
of litigation. Moreover, unlike many areas of labor law, neither the
union nor the employer will normally be inclined to watch over the
other to see that the Commission’s order is fully carried out. As a
result, the elimination of discrimination will have to depend very
heavily on the good faith of the parties, and good faith will generally
be harder to come by when the remedy is supplied by a government
order rather than a voluntary agreement by the parties.

Third, to allow the commission to issue orders will run the risk
of turning the statute into a gigantic grievance procedure in which
disgruntled members of minority groups seek to contest management
decisions involving individual promotions, assignments, and discipli-
nary actions. It is doubtful whether many of these charges will be
meritorious, let alone susceptible of proof. But a large volume of these
cases could easily overburden the Commission, divert its energies
from more critical issues, and engender hostility on the part of the
unions and managements which are subjected to government investi-
gation in cases of this sort.

Not even the ingenuity of our chairman has sufficed to supply
me with any common thread to link all three of the preceding papers.
The essays of Professors St. Antoine and Oberer raise very different
problems from those suggested by Professor Blumrosen and require
a different type of analysis.

My basic question with respect to the Oberer paper goes neither
to the conclusion he reaches nor to the logic he employs but to the
merits of undertaking an inquiry of this sort. At the risk of over-
simplification, I would suggest that there are two major purposes of
legal research in the labor field. One objective is to examine a body
of prior cases to draw common rules or principles which will help
lower court judges, lawyers and other interested parties to predict
the outcome of similar cases arising in the future. The second objec-
tive is to evaluate the rules, the reasoning, and the unsolved problems
of the law with an eye to recommending sound results and possible
changes in doctrine.

Most of Professor Oberer’s paper involves a synthesis and predic-
tion based on prior decisions of the Supreme Court. Without doubt,
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this type of analysis has its place in a careful piece of research. But
with considerable diffidence, I would raise the question whether it
represents the sort of effort that most needs to be done. To begin with,
the Court decides but a few cases involving Sections 8(a) (1) and (3)
and only at infrequent intervals. Because of changes in personnel and
the tug of new fact situations and new arguments, the doctrines
employed by the Court in these cases have been constantly in flux,
and it is far from clear that today’s dicta will survive tomorrow’s
cases, at least if it is not demonstrable that these pronouncements
are workable and sound. Thus, past cases provide a rather treacher-
ous basis for predicting future results. Even if this were less true,
one may also question whether the categories suggested by the Court
and Professor Oberer are sufficiently precise to resolve concrete cases.
What, after all, is a “significant business purpose” and what tactics
can be termed “inherently destructive of employee rights”? To put
the matter in a different way, could anyone safely use these categories
to predict the outcome of a Darlington or Erie Resistor if these cases
were to arise for the first time next month or next year? After
wrestling with the problem of superseniority during the Southern
Airways strike in 1962, I would not have felt confident in predicting
that this device was more “inherently destructive” than several other
tactics which lawfully remain in the employer’s arsenal. Nor could I
have guessed that the Supreme Court would ignore the effect of a
shut-down on Darlington’s own employees, so as to enable the Court
to escape the knotty question of whether the shut-down was “inher-
ently destructive” of their rights.

In short, I wonder whether the most important task for the
legal analyst does not lie elsewhere. Whatever the formulae that are
used in attacking cases under Sections 8(a) (1) and (3), enduring
rules will always reflect a balancing of the various interests involved
in each case. If we are to give maximum assistance to a heavily
burdened judiciary, our efforts might be better directed to digging
out the practical information that can elucidate these interests and
analyzing these findings to suggest where the soundest balance lies.
Although prior cases cannot be neglected, the author who can provide
the wisest and most workable answers to the inquiries just mentioned
may well come closest of all to predicting the ultimate resting place
of the law.

From this perspective, I have little to quarrel with in Professor
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St. Antoine’s paper. As he suggests, there is not much to be gained
from offering predictions on the basis of the recent Supreme Court
opinions. The cases themselves resolve very narrow issues. To be
sure, they tentatively put forward certain broader formulations, but
plenty of escape hatches have been constructed by the Justices in the
event that their pronouncements prove unequal to the strain of future
cases. Hence, the opinions offer an invitation to the critic to contribute
to the informed analysis which one hopes will ultimately determine
the fate of the Court’s formulations.

This is hardly the occasion to undertake an analysis of these
opinions. Instead, I would merely comment briefly on the methods
Professor St. Antoine suggests for appraising the issues involved.
In this connection, St. Antoine lays particular stress upon the com-
pilation of empirical data concerning the extent and importance of
restrictive practices. I would disagree mildly with part of this pre-
scription. We are unlikely to obtain a comprehensive inventory on
the extent of restrictive practices, since much of the relevant informa-
tion is covert and deliberately kept from view. Moreover, I am not
wholly persuaded that such information is critical. After all, we are
likely to strike down union efforts to fix prices whether this tactic is
employed by one union or by many. On the other hand, it is hard
to dispute the need for better information and analysis regarding the
importance of these practices in the individual cases where they arise.
Consider, for example, the Jewel Tea opinion. All Justices were
agreed that price fixing through collective bargaining would consti-
tute a violation of the antitrust laws. On the other hand, seven
Justices concluded that it was not a violation to restrict the hours
of operation at the defendant’s meat markets. According to the
majority, both these conclusions rest upon a balancing of the union’s
interest against that of the public. The logic of this balance, however,
is not altogether clear. In the former situation, slightly higher prices
would have to be weighed against the union’s interest in using price
fixing both to achieve higher wages and to minimize the threat of
bankruptcy among marginal competitors. In Jewel Tea, the obvious
inconvenience of not being able to purchase meat after 6 p.m. was
balanced against the asserted interest of the union meatcutters in not
having clerks stand guard over the meat counters during the evening
hours. Without necessarily implying that the distinction is untenable,
I would suggest that it is not self-evident why a different balance
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should be struck in the two cases. On the contrary, merely looking
upon the variety and complexity of the interests involved suggests
quite plainly that much effort and analysis must be expended if we
are ever to draw a satisfactory line between legitimate bargaining and
ilegitimate market restraints.

The preceding discussion gives rise to one or two concluding
observations concerning research in the field of labor law—observa-
tions not wholly out of place at a meeting of an organization dedicated
to the problem of research. At least two points seem particularly
relevant.

If my prior remarks are even half-way accurate, it would appear
that the major task of research should involve work that is somewhat
more empirical and somewhat less preoccupied with libraries and law
reports than has often been the case heretofore. This is not another
plea for interdisciplinary projects and massive statistical surveys—
although these efforts may sometimes have their place. Instead, the
point is simply that most labor law issues, in the end, are intensely
practical matters whether they involve the impact of Title VII upon
seniority districts, the limits of free speech in internal union affairs,
or the effects of replacement following a lockout. These issues may
not require an exhaustive empirical study but they surely demand
sufficient communication with knowledgeable lawyers, union officials
and management representatives to permit a realistic appraisal of the
nature and extent of the interests involved and a convincing evalu-
ation of the practicalities of alternative rules and the difficulties of
assuring effective compliance. To put the matter more concretely, if
the law were now confronted with the problem of superseniority, I
should be less concerned with deciding how to describe the type of
balance to be struck or with exploring such phrases as “inherently
destructive” than with more concrete questions such as how necessary
superseniority is in attracting replacements, how divisive are its
effects upon the union and the work force, how great is the adminis-
trative advantage of outlawing the tactic entirely instead of trying
to determine the employer’s motive, etc.

Because such research is time-consuming, and the number of issues
almost limitless, it is also important that research proceed with some
sense of the priorities involved. In this respect, the course of scholar-
ship seems somewhat haphazard at the present time. Too much
effort and duplication are evident in certain problem areas while too
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little work goes on in others. To some extent, the reasons for this
may have to do with the nature of the stimuli which evoke research
in the labor law field. For the most part, such research represents
a response to one of a few familiar events: Supreme Court opinions;
divisions between circuit or state appellate courts; the promulgation
of legal rules which provoke sharp, public criticism by the parties;
and—in the field of arbitration, particularly—the personal experience
of the scholar. In a very general way, these factors do identify many,
perhaps most, of the important legal issues to be researched. But
they fail to do a perfect job. For example, it is disturbing to note
how few writers have paid attention to the problem of defining an
appropriate unit, despite the fact that unit determinations may
profoundly affect labor management relations and constitute a heavy
proportion of the work of the NLRB. It is also curious that although
countless critics have debated the pros and cons of the individual’s
right to pursue his grievance under a collective bargaining agreement,
no one has seen fit to analyze the common law rule which denies any
right to the employee who is arbitrarily treated in a plant without
a union or a contract.

The point of all this is surely not to question the right of every
scholar to choose his own field of inquiry. Instead, my intention is
simply to suggest that there may be a need for devoting more time,
individually and in unison, to the problem of identifying the most
important issues for labor law research and devising methods by
which these issues may be investigated with maximum profit.
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EUROPEAN INCOMES POLICIES *
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University of Illinots

I should like to summarize my view of the European experience
in incomes policy in a number of points:

Let me define briefly how I understand the vague term “In-
comes Policy.” It refers (a) to a set of objectives regarding the
appropriate distribution of GNP in either money or real terms:
usually the objective is to restrain the rate of increase of money
incomes; these objectives need not be specified in numbers but
must at least be reasonably precise to allow application of the
policy to individual cases, and (b) the policy must include direct
government intervention; the implementation of the policy may be
left to private agencies provided they can be reasonably expected
and are equipped to do so. Thus Scandinavian collective bargain-
ing arrangements can be regarded as instruments of an incomes
policy.

Next, the theoretical aspect of the question. I find myself unable
to accept the by now conventional distinction between excess de-
mand and cost-push inflation. My doubts refer less to the facts
than to the explanatory value of the reasoning that underlies this
distinction. If there are oligopolistic power elements on the product
or labor markets, their existence can explain cost-push only if:

(1) Sufficient aggregate demand is maintained so that powerful
businesses and unions do not price themselves out of the
market ; and

(2) The oligopolists, whoever they are, had retained power to
raise prices or wages which they had not used in the past,
i.e., they were in disequilibrium and are now moving toward
an oligopolistic equilibrium position ; or

(3) New circumstances arose that shifted the equilibrium posi-
tion to higher prices and higher wages.

Condition (1) needs little elaboration. It implies that the
country is committed to maintaining full employment regardless

* The author expresses his thanks to Hugh Folk for comments and sugges-
tions and to Louis Blumengarten for his assistance in making the computations.
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of price developments. Conditions (2) and (3) are of a different
kind: they have little explanatory value by themselves. Proposition
(2) gives immediate rise to the next question as to why the
oligopolies were in disequilibrium and what now enables them to
move closer to an optimum situation. Proposition (3) leads one
to ask what the new circumstances are that changed the equilibrium
position. In the absence of answers to these questions, the mere
reference to oligopolistic power is neither intellectually satisfactory
nor very helpful in formulating policies.

Third, as far as policy-making is concerned the methods of
income restraint employed so far are more appropriate for short-
term emergencies than for a long-term situation. However, not
only is full employment—rather strictly defined—almost universally
accepted as a high priority objective of economic policy, even tem-
porary lapses from very high employment levels are politically
intolerable. In other words, full employment is supposed to be a
permanent feature of the Western economic landscape. Are we then
to expect that wage and price restraints, with varying degrees of
coerciveness, will be with us equally permanently? Are labor and
product markets to function with such restraints? Can unions and
businesses be expected to exist as we have known them if unions
are not to attempt to obtain the maximum advantages for their
members, and businesses for their stockholders, which the markets
might enable them to get? It is of course possible to define long-
term self interest, properly understood, in such a way that unions
and businesses behave according to the guideposts. But to be widely
accepted by workers and shareholders, this definition would require
a reeducation of minds, a withering away and a redesigning of in-
stitutions that would profoundly alter the existing economic sys-
tems of the West.

Emergency measures are probably necessary—but, with full em-
ployment prevailing in Western Europe for a decade, the observer
can only express his surprise that no attempt seems to have been
made to find permanent solutions to a permanent problem. Indeed,
the main departures from wage and price restraints have been in
many cases more of the same medicine: wage and price freezes,
supplemented on occasion by stop-go—i.e., deliberately engineered
deflationary movements to produce less than full employment fol-
lowed by another stage of full employment, inflation, balance of
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payments difficulties, etc. It is difficult to see the germs of a viable
long-term policy in this series of emergency steps.

Fourth, the experience of the last decade and a half does not
suggest that incomes policies have been particularly effective in pre-
venting or even appreciably moderating inflationary price develop-
ments. A study of changes in labor costs per unit of output in
manufacturing based upon actual earnings rather than contract rates
indicates the following average annual per cent changes:

TABLE 1

Average Annual Changes (in per cents) of Labor Costs (Earnings)
per Unit of Output in Manufacturing

1952-58 1958-65
Austria 0.7 2.7
Belgium 0.4
Denmark 20 39
France . 3.2
West Germany 1.8 32
Ireland 1.9 23
Italy ~18 26
Netherlands 3.2 3.0
Norway 14 14
Sweden 2.0 2.0
Switzerland 2.0
United Kingdom 3.6 2.3
United States 1.2 —0.8

Source: C. T. Saunders, ECE, “Macro-Economic Aspects of Incomes
Policy.” Paper presented in Oct. 1966 at a Symposium on the Labor Market
and Inflation, organized by the International Institute for Labor Studies, Geneva.
The papers and proceedings of this Symposium are to be published in book
form later in 1967.

Although the picture is not uniform, it is perhaps not improper
to point out that the effectiveness of wage restraints seems to have
diminished rather than increased from period to period. This can
of course be explained in many ways, not necessarily as resulting
from a diminishing effectiveness of restraints. Thus it is conceivable
that inflationary pressures were greater in the second period, that
manpower reserves (domestic and foreign) were diminishing over
time, etc. Nor is the picture uniform. What is more important,
it seems to me, is that the countries with (formal or informal) wage
restraints do not appear to have fared much better than those with-
out controls in restraining increases in unit labor costs. During the
period from 1958 to 1965, the countries with the lowest increases
in unit labor costs were:

Two countries with some form of controls (Norway, Sweden).
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Four countries without controls (Belgium, Ireland, Switzerland,
United Kingdom).
The countries with the highest increases included:

Three countries with controls (Austria, Denmark, Netherlands).

Two countries without controls (France, West Germany).

I shall leave it to others to decide whether the United States
should be included among the countries with or without controls.
My own inclination is to put it into the no control group where
it assuredly belongs for most if not all of the time. In that case,
it should be added to the group with the lowest increases in unit
costs bringing that number up to five.

For the earlier period (1952-58), the results are pretty much
the same. The five countries with the highest rates of increase
include three with controls (Denmark, Netherlands, and Sweden)
and two without controls (France and the United Kingdom). The
five countries with the lowest rates of increase include two with
controls (Austria and Norway) and three without controls (West
Germany, Italy, and the United States). '

It should be observed that I am including Denmark, Norway,
and Sweden among the countries with controls even though these
are exerted by way of central negotiations between the employers
federation and the trade union federation rather than the govern-
ment.!

Quite a different picture is obtained when we study contract
rates rather than earnings. The following table illustrates this fact:

TABLE 2

Average Annual Changes (in per cents) of Labor Costs (Contract Rates).
per Unit of Output in Manufacturing

1952-58 1958-65
Austria —0.3 0.8
Belgium —0.2
Denmark 0.1 0.6
West Germany 1.0 1.6
Ireland 1.0 1.6
Italy —21 1.3
Netherlands 26 23
Norway —-1.5 —1.8
Sweden —0.9 -1.7
Switzerland " Q.5
United Kingdom 2.9 0.7

United States
Source: as above.

! This does not exclude entirely government intervention. See H. A. Turner
and H. Zoeteweij, Prices, Wages, and Incomes Policies, ILO, Geneva, 1966,
particularly p. 100, note 1. ’
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Contract rates have thus conformed to the rules where they
existed, far better than did effective earnings. Central organizations
have observed the rules pretty closely—but the distance between
contract rates and effective earnings has widened; moderation at
the center has been counteracted by events in the plant.

Let me point out some of the limitations of these data. They
relate only to manufacturing except for a few countries where
mining and construction are included. Since in general productivity
in manufacturing has been rising more rapidly than average pro-
ductivity in the economy as a whole while the difference in the
movement of wage rates has most often been smaller, unit labor
costs in the economy may have been rising faster than in manu-
facturing alone. In most cases, wages but not salaries have been
considered while productivity figures are based upon employment
of wage and salary earners. Since the proportion of the latter has
tended to increase relative to total employment, productivity figures
based upon the volume of employment of wage earners alone would
show higher rates of growth than those in the tables. Fringe
benefits paid by the employer have not been included in the compu-
tations. If their importance relative to direct wages has changed,
this change is not reflected in the figures.

The data are thus far from being perfect, but perhaps they can
be taken at least as suggestive.

An attempt has been made on graphs 1, 2, and 3 to establish
a relationship between labor cost changes derived from contract
rates and those derived from earnings. Graphs 2 and 3 do so
for the two groups of countries and two different periods. Graph
1 is devoted to a comparison of the periods themselves.

To begin with, graph 1 may be interpreted to indicate that
inflationary pressures were greater in the second than in the first
period, as shown by the fact that the y-intercept of the second
period is considerably higher than that of the first period. In other
words, a zero change in contractual labor costs was connected dur-
ing the period 1958-65 with a higher annual rate of increase in
effective labor costs than during the earlier period. Several alternative
interpretations are, however, possible.

Graphs 2 and 3 relate more directly to our problem. The
difference in the intercept in both graphs between countries with
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and without controls suggests that relatively lower increases in
contract rates are required in control countries to produce given
rates of increases in labor costs based upon actual earnings.2 This

*The y-intercept for countries without controls in the first period (1952-

1958) is at 0.61, for the second period (1958-1965), at 1.1. For countries with
controls the figures are 2.01 and 2.63, respectively.
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Chart 2
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relationship. is reversed when contractual labor cost increases ex-
ceed 3.5 per cent in the first period and approximately 2.6 per cent
in the second period. This may mean that controls may have
their . impact primarily when the rise in actual labor costs is quite
rapid, but also that the level of labor costs derived from contract
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Chart 3
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rates where controls begin to have their impact has dropped over
time. :
It is perhaps also worth pointing out that labor costs derived
from contractual rate changes must be kept exceedingly low or
even negative (i.e., productivity changes must exceed increases in
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wage rates) if actual labor cost changes are to be kept at two per
cent per annum or less.

Needless to say, neither the quality of the data nor the lack
of many significant variables permit drawing more than suggestive
conclusions. With this very significant qualification, I submit that
over the long run incomes policies have not been conspicuously
successful in restraining inflationary developments except perhaps
by moderating rather sharp increases in labor costs.

Fifth, in whatever terms such policies are couched, whenever
they go beyond conventional exhortations for moderation—called
“soul massage” in German—they represent at least potentially a
form of coercion. They are thus attempts to influence directly the
outcome of the operations of the labor market. However, one of
the most significant features of economic policy-making in Western
countries since World War II has been the effort to get away from
this direct and piecemeal “interventionism” of the interwar period.
One of the characteristics of this “dirigisme” was the attempt to
counteract the operations of the market by operating directly upon
the results of the market mechanism. Postwar economic policy-
making, instead, endeavors to influence supply and demand schedules
which together determine the outcome of the market operations.
While “dirigisme” tried to counteract or defeat the market, modern
methods use the market mechanism and change the outcome, in-
directly and by remove.

The guideposts (just as the modest beginnings of an Incomes
Policy in France) are a departure from this new way of handling
economic policies. Once again we return to “dirigiste” methods
and try to change prices and wages as they emerge from the market
rather than the demand and supply schedules that determined prices
and wages. The failure of such attempts over the long run and
the costs in terms of economic efficiency are too well known to
need elaboration.

Since time is short, I shall only briefly refer to the social and
political implications of long-term income regulations from above.
I shall not dwell at length upon the need for willingness to co-
operate in a program of restraints on the union and employers’ side.
Suffice it to point out that in a democratic society such regulations
could hardly be enforced against the will of even a substantial mi-
nority.
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I am no less worried about the implications of a consensus of
the large interest groups and the government. It is probably un-
popular to appear to advocate strife or conflict. Yet, not only is
there a danger of consensus being obtained at the expense of the
unorganized or poorly organized interests or those not represented
in the circle that is being consulted; there is also the fact that too
much social harmony may inhibit social and political innovation.
The corporative state and stagnation are perhaps far distant possi-
bilities for this country or Western Europe. But it is perhaps not
too early to point out what problems or dangers can ultimately
emerge from a course of action that some countries have embarked
upon apparently with a sense that it hardly deserved lengthy public
and prior discussion.



INCOMES POLICY IN FRANCE

Nem. W. CHAMBERLAIN
Yale University

The date of origin of French incomes policy is a matter of definition
and personal taste. Like General deGaulle, one might say that it goes
back more than half a century, to the time when the government em-
barked on such socio-economic measures as a graduated income tax,
family allowances, and other programs involving a redistribution of
income. Others might choose to think of it as beginning with wartime
and postwar efforts to regulate the movement of prices. If one adopts
the definition of Jacque Delors, Chief of the Social Affairs Section
of the Planning Commission, that incomes policy has to do with the
creation of the conditions for a more harmonious and steadier eco-
nomic growth, with the concurrence of all the economic parties, a cynic
might be tempted to argue that such policy has yet to come into
existence, since nothing remotely like a concurrence of interest groups
has as yet been achieved.

For our purposes we can take September 1963 as a point of
departure, when the Stabilization Plan of Finance Minister Giscard
d’Estaing was instituted. In the preceding year, prices had risen
by 5.7 percent, wages by 9.3 percent, and the necessity for some
restraint was evident. It came in the form of a freezing of prices
in the private sector. No restriction was put upon wages except as
the government limited increases in the public sector, directly under
its control. The expectation was that a firm hand on prices would
stiffen employer resistance to granting wage increases.

The new stabilization policy was opposed in principle by both
employers and labor, but resistance was somewhat tempered in the
first instance by the fact that the bite was not much felt until the
following year. By mid 1964 the rise in both prices and wages had
been checked, but at the cost of a slowing down in the rate of growth,
an increase in the rate of unemployment, and a squeezing effect on
the rate of profits. At this point the bruised interest groups became
more vocal in their protests.

Recognizing the desirability of providing a rational basis for an
incomes policy, if one were to be continued, and something on which
the interest groups could achieve a measure of agreement, the govern-
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ment had sponsored a broadly-representative Incomes Policy Confer-
ence, under the chairmanship of Pierre Masse, the Plan Commissioner,
soon after the launching of its Stabilization Program. The conference
convened nine times and produced a report which is probably as lucid
a discussion of the general problem as has yet been produced. It did
not, however, produce any agreement among employer, labor, or
farm organizations as to the directions along which the government
should move. Succeeding efforts, under other sponsorship, the details
of which have been admirably set forth by Professor J. E. S. Hayward
in the July 1966 issue of the British Journal of Industrial Relations,
fared no better. The consequence has been that the shaping of public
policy in this field has been almost wholly the work of government
architects, with the parties in interest functioning chiefly as ill-
tempered critics. This is a state of affairs, to be sure, which is not
peculiar to France.

Governmental modification in the 1963 policy has come in the
only two areas in which government took direct measures at that
time—private prices and public-sector wages. The first relaxation
on the price front came in Spring 1965, with the introduction of what
were dubbed “stability contracts.” These permitted industry some
flexibility in price determination, by allowing for the adjustment of
individual product prices as long as the average level remained the
same. A more important modification followed in March 1966, when
a new device, “program contracts,” was introduced. This permits
the negotiation between government and individual firms or indus-
tries of agreements under which business has greater freedom in
setting its prices, in exchange for periodic bilateral review of the
factors leading to its price decisions—such considerations as produc-
tivity gains, the way in which they have been shared, the updating
and expansion of capital investment, R & D efforts, and measures
to expand exports.

This liberalization on the price front was designed largely to en-
courage business modernization and rationalization of its plant, by
lessening the squeeze on profits. The government has its eye on the
competitive challenge which the Common Market will offer to its own
industry, and recognizes the necessity of encouraging increased pro-
ductive efficiency. Its earlier hope that the price freeze would by
itself put pressure on industry to improve its practices had been soon
damped by a realization that it takes money to do this, and that its
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own stabilization measures were reducing the funds available to
business.

Since the wage component of Stabilization Policy had not been
directed to the private sector, but operated on wages only through
the government’s own wage-payment actions, it was here that any
modifications had to come. Trade unions operating in the public
sector were bitter at the obvious discrimination of the government’s
holding their wage increases firmly in check while leaving unions in
the private sector free to bargain what they could from their employers,
restrained though the latter were by price controls,

In an effort to lessen this objection, the government in March
1964 adopted a policy applicable to the public corporations, such as
railways, Paris transport, coal mines, electricity and gas. In each
such corporation a fact-finding body was established, composed of
representatives of management and labor and assisted by a staff
member of I.N.S.E.E., the government’s statistical institute. This
body was to seek to obtain all the relevant information with regard
to revenues and their distribution, changes in the cost of living, and
any other pertinent data. Then, within the framework of the national
plan, the government would fix a “wages fund” for each, taking
account of any differences in circumstances characterizing one corpo-
ration as against another. The fund established would represent the
total available for wages and salaries. Its distribution would be sub-
ject to negotiation among the parties.

Although the unions were hostile to the scheme, they did not
refuse to participate. They drew the line, however, at extending the
same arrangement to the civil service generally. In this area the
government, while seeking union concurrence, proceeds unilaterally.
It also attempts to induce private employers to hold their own wage
concessions in line with those which the government grants, thus
seeking to convert its own wage practices into national wage policy
of a “guidepost” nature.

One other aspect of French incomes policy should be noted. It
was agreed, soon after the launching of the Fourth Plan, that the
Fifth Plan should be drafted in money as well as real terms. In
addition to indicating the sectoral origins of the agreed-upon growth
rate, the plan would also indicate the gross money value of that output
and its appropriate allocation among claimants, the latter guided by
functional as well as equity considerations. Thus in the Fifth Plan
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which contemplates an annual 5 percent growth in real terms, it is
further assumed that prices will rise by 114 percent per annum over
the five-year period 1967-71, and that the resulting GNP in money
terms should be partitioned in a way which will realize a 4.8 percent
annual increase in farm incomes, a 6.4 percent in corporate earnings
(to permit more investment), a 3.3 percent annual increase in wages,
and expanded social investment. These figures are, of course, no more
controlling on economic decision-making than any other estimates
incorporated in the widely discussed indicative plan, about which there
is no time, and probably no reason, to say more here.

These then, in very broad outline, are the present ingredients of
French incomes policy. As important as detailing the specific mea-
sures, however, is the understanding of the general philosophy which
underlies the French effort, and an evaluation of why it works or does
not work. As to philosophy, one must be cautious in expressing this
as the consensus of some popular or even administrative group or
groups; it is more realistically viewed as the sentiment of a few indi-
viduals whose functional roles now require them to face the problem
of income apportionment as a next stage in the evolution of that
national economic planning which began with the postwar Monnet
plan. From this point of view, an incomes policy is not looked on
as something to curb the cyclical excesses attending economic growth,
but as an integral part of the growth process itself, something without
which growth would be arrested. It helps to assure a stable economic
expansion by helping to provide a stable social and political base for it.

In discussing the philosophy of an incomes policy within this
planning context, we canot avoid some reference to institutional
mechanisms and the purposes behind their roles. One consequence of
the 1963 incomes conference for which then Planning Commissioner
Masse served as chairman was to underscore the lack of statistical
information. To ameliorate that condition, a Center for the Study of
Incomes and Costs has been established whose chief function is to
remedy the data deficiencies. To lessen the possibility of faulty inter-
pretation of the data, or of divergent interpretations, the government
has also established a special committee linking representatives of the
National Institute of Statistics and Economic Studies (INSEE) and
the relevant interest groups.

The nature of the outcome to which such fact-finding activities
are expected to lead is not very clear. M. Masse envisaged that the



120 INDUSTRIAL RELATIONS RESEARCH ASSOCIATION

joint efforts of statistical technicians and interest-group representa-
tives would lead to a form of social contract, which would incorporate
a “conscience concerning the future.” Others have ventured that such
a conception is at least premature. There has, moreover, been some
ambiguity as to the government’s role, and the role of its creature
agencies, in implementing the social conscience which is sought. The
new Center for the Study of Incomes and Costs is apparently not
itself to serve as the conscience of the parties through its interpreta-
tion of the data it develops, but is to encourage and assist the parties
in developing their own consciences. Behind this lies a belief in the
efficacy of scientifically-based economic analysis in achieving a concert
of opinion that reflects the faith of a Social Engineer rather than the
skepticism of a politician.

There is further vagueness about the units for which indicative
projections will be made. The overall design envisages only global or
sectoral estimates of appropriate income elevation, following the lines
of the national plan. Lesser units can presumably fit themselves within
this larger framework. At the same time, in recognition that particular
income decisions might threaten the overall design, it has been said
that the newly established Center for the Study of Incomes and Costs
will serve as the bridge between general projections and particular
decisions, but how such bridge-building will take place, if it does,
remains to be seen.

One thing is evident. The government does not intend to be
stamped as an authoritarian dictator of prices and terms. Neither does
it choose to lay its prestige on the line with respect to private adherence
to public policy. It has thus emphasized, in the text of the Fifth Plan,
that in the field of incomes policy, as in its indicative planning gener-
ally, “the Government, imposing nothing, can guarantee nothing.”
Behind this verbal screen, at once self-serving and self-denying, the
government remains free to employ its considerable pressures without
taking responsibility for their success in inducing the wanted private
responses.

What now composes the French incomes policy is obviously of
recent origin, too recent—except for the price measures—to have had
an effect. The relative price stability of the last couple years (consumer
prices rising by an annual rate of approximately 2.9 percent during the
first half of 1966, and even less the year before) must be mainly
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attributable to the effectiveness of price controls with a happy con-
juncture of other forces.

But even if we push to the future the impact of the new efforts on
the money-incomes front, we still require an explanation why, in
France, it has been possible to achieve relative price stability by any
measures without encountering the same cost pressures which other
European countries have had to face.

There are several contributory reasons. Perhaps the most impor-
tant is the weakness of the labor unions. Not much more than 15
percent of the working population is organized, and these are split
into three principal and contentious groups. This disorganization has
limited labor’s role largely to token protests. The employers are as
badly divided, though the dominance of the Patronat (CNPF) in big
business at least provides a principal spokesman. Its pronouncements
are ineffective to control particular business behavior, however, being
comparable to our own NAM or CED in this respect. At times gov-
ernment planners have bewailed the absence of national labor and
employer organizations which could negotiate policies binding on
their members, but the lack of such concentrated private power also
lessens the potential for effective opposition to government measures.

In light of the weakness of the unions and despite the decen-
tralization of industry, if the government can induce employers aggre-
gatively, even though not collectively, to hold a price line, there is
already the making of an incomes policy. That is essentially what has
happened since 1963. Despite employer grumbling, the price restraints
did not really hurt until the following year. Despite the absence of
an overall wage policy, the government influenced wage rates generally
by limiting increases in the important public sector. Admittedly there
was a squeeze on profits, but the government moved quickly enough
to relax price controls, but by just enough to release the steam of
business protests, justifying this on the functional ground that more
self-financed business investment was necessary to sustained growth.

In these actions the government revealed, though it was hardly
a secret, that its own powers for influencing and controlling the econ-
omy are rather considerable, and that compared to the weakness of
private organizations it possesses considerable strength. It does not
have such monolithic power that it can ignore the feelings of its con-
stituents and override all opposition from the private sector, but it has
a battery of inducements and sanctions—such as subsidies, tax exemp-
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tions, access to credit and favorable credit terms—which it can
manipulate and modulate to good advantage. And to make these more
effective, in the area of price restraints it has shown a flexibility of
application that contrasts with the rigidity of the U.S. wage-price
guidepost policy. There have been continuing discussions between
government and industry before and since the price freeze gave way
to a policy of “contractual liberty,” within which business could move
more freely.

The consequence of all this has been a balance of pressures in
which nothing is really being “tested”—not the potential for growth
(which has not been fully made use of) or the government’s income
policy or the power of private groups to upset it (in view of the more
or less satisfactory standoff between them). The government has given
enough to keep down any basic discontent, but not enough to allow
the situation to get out of hand. The result is a rate of inflation a
little higher than would be desirable but still quite tolerable in view
of conditions prevailing in its neighboring European countries. Im-
ports have recently been rising a little faster than exports, but the
discrepancy is not great and is being watched.

Participation of business and labor groups in contriving this state
of affairs has been noticeably absent ; indeed, neither has yet accepted
even the idea of an incomes policy, the former fearing the heavy hand
of government in its internal decisions and the latter that restraints
would rest more heavily on wages than on prices. The lack of strength
on the part of either to oppose, and the sapping of their resistance by
flexible tactics, has left government free to formulate its own policy,
after conversations which are not expected to elicit consensus but
principally to reduce the sting of non-consent. It would, philosophi-
cally, prefer consensus—a social contract—but practically that does
not matter as long as it can retain a generally popular approval of
its measures. In effect this means enough restraint to prevent prices
from rising rapidly but not so much restraint as to hurt anyone badly.

But if a degree of balance has presently been achieved, there still
remains a degree of doubt as to how long that happy situation can be
maintained. There are several sources of weakness.

The differential between wage levels in the public and private sec-
tors has been a sore spot for some time, and the policy of the last
several years has only served to exacerbate the rawness. Government
has felt obliged to be firm with respect to wage increases in its own
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bailiwick, but has exercised no direct power over private increases,
which have been free to move up according to varying employer
profitability. The consequence has been a number of token strikes in
the public sector. While unsuccessful in modifying the government’s
attitude, they do create an embarrassment by continuing to draw
attention to a long-standing inequity at a time when the government
is openly preaching the need for an equitable incomes policy.

The success of the government’s efforts must in the final analysis
rest on price behavior. Prices have recently shown some inclination
to increase their rate of climb. In part this has been due to the rise
in food prices following the E.E.C. farm agreements, coupled with
governmental intention of improving farm incomes relative to others.
In addition, in July 1966 the government announced increases in gas
and electricity rates soon after it had put into effect increases in tele-
phone and postal rates and in the employer’s share of social security.
Press comment ranged from merely unfavorable to hostile. Figaro
commented that “the government gives a bad example by raising
periodically the prices that it controls,” and described the government’s
own price policy as “incoherent and dangerous.”

With respect to private price actions, the government faces a
dilemma. On the one hand, it wants to restrain any upward march of
prices, which would upset the present uneasy détente. At the same
time, it is concerned that unless business firms modernize their plants
and expand the scale of their operations they will find themselves at
a competitive disadvantage with their Common Market trade rivals.
To be sure, such additional investment might come from borrowed
sources, but that has been precisely what has been happening in the
last few years, with the consequence that any further reliance on
loans would threaten an unbalanced corporate financial structure.
Over the period 1962-1964 investment increased from 29 billion to
33.7 billion francs, but the extent of self-financing declined from 66.6
percent to 57.6 percent.

To meet this situation the government has, as already noted, moved
cautiously to permit price increases under a “contractual” relationship
with industry that gives it powers of review of the uses made of higher
retained earnings. At the same time the problem of the distributive
effects of reinvestment has not been solved. Numbers of people, not
limited to unionists, are critical of a policy which leaves larger earnings
with business which will serve to fatten the profits share at a later



124 INDUSTRIAL RELATIONS RESEARCH ASSOCIATION

date. The government’s unilateral definition of an equitable incomes
policy is thus subjected to some buffeting.

The equity consideration is made more important by the fact that,
despite overall tightness in the labor market, there are a few pockets
of unemployment about which the unions have made public outcry,
such as in the shipbuilding industry and in areas where American
military installations have been pulled out. The government is made
to appear more concerned with profits than with people.

These criticisms may appear relatively minor when compared with
the measure of price stability which has been achieved, but in a situa-
tion where the balance of pressures can be maintained only if the gov-
ernment gives ground from time to time before the most insistent
interest-group pressures, and simultaneously preserves public confi-
dence in its effectiveness on the price front, the stability is at best
tentative. It has a better prospect of success than in most countries,
however. On C. O. Hardy’s thesis of the impossible triad (of the
public objectives of full employment, price stability, and collective
bargaining, any two can be achieved, but not all three), France is
more willing to settle for the first two than are most other western
European countries, which are still waging the more difficult (some,
like Hardy, would say impossible) struggle for all three public goals.



NATIONAL WAGE POLICIES:
LESSONS TO DATE, EUROPE AND THE US.A.

E. M. KassaLow

University of Wisconsin

Industrial relations systems are in so many ways unique unto
themselves, that it is only with caution and all the usual advance
disclaimers that one should attempt to derive lessons from the ex-
perience of one country (or group of countries) to be applied to
another. Yet, in some respects Western European labor-relations
systems are “older” or more “experienced” than ours, and it would
be foolish not to try to “learn” something from their experience.
Moreover, while caution must be exercised, U.S. and Western Euro-
pean unions and managements both operate within what can be
defined as a western-type, market-oriented labor system. Compari-
sons between countries with generally similar systems can, under
many circumstances, be useful. Such comparisons are likely to be
much more plausible than those made between the U.S. and countries
in different stages of development (the less-developed nations of
Asia and Africa) or those in radically different “systems” (the
various communist bloc nations).

As one example where such a comparison might be useful, it
is clear that public employees have been bargaining on a large scale
for several decades in a number of European countries. It would
be absurd to believe nothing could be learned from Europe by our
unions and managers in the public service where collective bargaining
is still in its infancy.

By the same token, anyone familiar with European industrial
relations developments in post-war Western Europe must know that
the European unions and managers had something to learn about
work-site or on-the-job bargaining from the United States. Indeed,
in a few important instances this “learning” has gone forward in
Europe.!

* The enterprise bargaining developments in France, and to some extent
Italy, were clearly influenced by prior developments in America. There appears
to be some evidence that several German unions have also sought to apply
some of the more dynam1c U.S. approaches to plant or enterprise bargaining.
Needless to say, these “applications have not been simply imitative. More-

over, they would not have been possible without the dynamic transformation
of European capitalism in the past ten or fifteen years.”
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Perhaps the first and most important lesson to be learned from
experience with wage or incomes policies or controls in the post-
World War II period is that in terms of quantitative economic
measurement, it is difficult to prove anything definitively as to the
effectiveness of these control efforts. If it can be assumed that a
principal objective of any wage or income policy is to restrict upward
price movements to less than they would have been in the absence
of such a policy, the available data are not encouraging to the advo-
cates of wage controls.

Regardless of what data one employs, the results are not sup-
portive of the efficacy of wage policy systems. For particular periods
one country or another seems to do relatively better, but then, alas,
comes a period of deception. A group of international OEEC experts
heaped great praise upon the very formal incomes control system of the
Netherlands in 1961; but these words were no more in print than
the system virtually came apart, and between 1962 and 1965 the
Netherlands witnessed a price explosion which exceeded that of
most of its western competitors!?

INDEX OF WHOLESALE PRICES, SELECTED COUNTRIES
1950-1965 (1957 = 100)

1950 1962 1965
US.A. 87.7 101.6 103.5
France 724 125.7 136.5
Germany (West) 81.8 102.6 107.4
Italy 101.3 99.3 111.3
Netherlands 81.3 96.2 108.5
Sweden 70.9 104.6 119.2
United Kingdom 77.1 107.6 118.4

Source: U.S. Department of Labor. In the case of France, particularly, the
problem of “competitiveness” is hard to prove from these figures, since that
country went through severe official currency devaluatlon in these years. Need-
less to say, other price indexes have an equal claim in evaluating comparative
price performance, but these others, too, don’t yield any conclusive results.
The use of labor cost indexes, perhaps the most 1mportant indicator for policy
makers, leaves the U.S.A. performance even more impressive. See Unit Labor
Cost in Manufacturing, Trends in Nine Countries, Bulletin 1518, Bureau of
Labor Statistics, U.S. Department of Labor, Washington, D.C., 1966.

2 See William Fellner, et al., The Problem of Rising Prices, The Organiza-
tion for European Economic Cooperation, Paris, 1961, esp. pp. 60-61, pp. 388-
390. For a later “defense” of this study and its recommendations, by one of its
authors, see P. de Wolff, “The OECD—Contribution to the Development of
Incomes Policy as an Economic Policy Instrument of Central Governments,”
Central Planning Bureau (Netherlands), the Hague, 1965. Among other points,
de Woolf notes that the experience of the Netherlands was influenced by “infla-
tionary developments elsewhere. A country aiming at price stablllty and stable
exchange rates is in a difficult position in the modern world.
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One could almost conclude from this table that a case could
be made that the absence of formal wage policies yielded better
price results! Certainly the U.S.A. Italy and Germany which
operated without wage policies in most of these fourteen years, have
superior records. Of course there were special circumstances one
can argue; but, at the least, the case can’t be made that countries
like the Netherlands or Sweden which have experimented with formal
or informal wage policies, pay pauses and the like, have done any
better.®

Admittedly comparisons between countries may not be the fairest
standard of judgment in weighing the value of wage controls or
incomes policies. Ideally, we should judge what might have happened
in a given country with or without such controls, but this is virtually
impossible. A fairer argument might hold that even a temporary
holdback of price-wage movements for a given period of time was
worth the effort, in terms of country goals. For a general judgment
of the relative success of these systems, the trend since the early
fifties in a number of countries operating in a similar economic
“world,” seems reasonable.4

But in any event all the figures in the world don’t seem to
deter would-be wage or income controllers! There are likely to

2 The addition of Canada, Switzerland, Belgium, Denmark and Norway
doesn’t add much to any determination of whether countries with or without
wage or income policies fared better. Taking the Consumer Price Index as
a measure, eleven European countries and the U.S.A. and Canada ranked as
follows, in total price change from 1953 to 1963:

Switzerland 1086 -NC Netherlands 1294 —C
United States 114.0 -NC United Kingdom 130.2 —NC
Canada 115.2 -NC Norway 134.1 —C
Belgium 115.2 -NC Sweden 137.0 —C
Germany (West) 1206 -NC Denmark 140.7 —C
Ttaly 1284 -NC France 150.6 —NC

Source: O.E.C.D. Statistical Bulletin, Paris. NC stands for no controls
or wage policy efforts during this period; C stands for the reverse. The ex-
istence of a wage policy or control system in part or in whole during these
10 years has been interpreted as already suggested in the text. Thus, the
Swedish national “single,” or “frame” bargain system, which does not involve
government directly, is classified as an effort to effect a wage policy or con-
trol, as well as the more formal Netherlands system. Technically, the U.S.A.
wage guideposts were issued in 1962, but it was only in 1965 that the govern-
ment began to press them in a more systematic manner.

¢ A broader statistical treatment might include comparative data on relative
rates of unemployment, industrial production growth, etc., during these same
years. A preliminary examination of this type of data still leaves the case “for”
or “against” incomes control quite uncertain in my judgment.
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be more efforts at wage and incomes policies, rather than fewer
in the future.

If the “figures” don’t make a clear case, what nonquantitative
conclusions or ideas suggest themselves from the experience of those
nations which have experimented with wage policy systems in one
form or another?®

ParTIcipATION HELPS GAIN ACCEPTANCE OF WAGE PoOLICIES

In the first place, it does seem that to gain acceptance, a wage
control system must allow for participation of labor and management
in the decision-making machinery. This can take the Austrian form
of a wage-price council with unions and management formally repre-
sented on it. It may, in labor’s case, merely be sufficient if the union’s
“party” is in power, ie., there is a labor or socialist government.?
If the government is a coalition affair in Europe, it has generally
been deemed wise to place a labor or socialist type in the crucial
labor or finance ministry which has responsibility for wage policy.

One of the keys to the successful operation of national wage
policy during World War II in the U.S. was its tripartite structure.
Under this system, unions and management had equal representa-
tion, along with public members, in policy formulation and adminis-
tration. John Dunlop has argued that one reason for the relative
lack of success of the U.S. government’s wage guideposts in recent
years is that,

Business and labor leaders have little respect for the current

guideposts, in part because they had no role in drafting them.

In our society interest groups must have a role—not a con-

trolling role—in the formulation of wage-price policy if they

are to conform to it. . .7

Enlisting labor participation in the administration of a wage
control program has other positive value for government. A part
of the pressure from below, which may develop against the controls

®We here include voluntary based efforts such as the so-called “frame” or
nationwide single bargain (for private manual workers) effort in Sweden (and
to some extent Denmark and Norway) as well as the formal systems employed
in Austria or the Netherlands, and more recently Great Britain.

®The quick turnabout of the British Trades Union Congress, which in 1962
unreservedly opposed the National Incomes Commission of the Conservatives
and then supported far more rigorous control policies of the Labor government
in 1965 and 1966, is a case in point.

7George P. Shultz and Robert Z. Albier, Guidelines, Informal Controls and
the Market Place, the University of Chicago Press, 1966, p. 90.
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is diverted away from government, and aimed at the top union
hierarchy which shares in the responsibility for the “control system.”

WaGE CoNTrROLS RELATED To OTHER INCOME REGULATION

Sooner or later simple controls over wages alone are not likely
to be long tolerable for the unions. Wage controls provoke a counter
labor demand for price control, profits control, dividend limitations
and the like. Unless these equity claims are met, the operation of
wage controls is not likely to be a durable affair® This appears
to have been met directly in a country like Austria where the same
control council, with union representation upon it, has jurisdiction
over wages and prices. As the economic advisor to the Belgian
Confederation of Christian Trade Unions has observed:

. . itis well to bear in mind that an incomes policy acceptable

to the majority of the population implies an effective prices

policy. In this respect prices are clearly of vital importance . . .°

Of course, the temptation to “experiment” with wage controls,
without establishing formal machinery is great for governments. In
part, they assume they can depend upon employers to help enforce
wage controls! Patently, to control prices requires more elaborate
machinery.

European experience usually reveals that unless other income
streams and prices are subject to some control, union cooperation
won’t be forthcoming. The failure of the British Conservative gov-
ernment to control nonwage incomes, for example, was one of the
reasons for the Trades Union Congress, almost peremptory refusal
to cooperate in the control program proposed in the early 1960’s. The
very title of the Conservative government’s first proposal—a “pay
pause”’—helped to defeat it!

This problem of relative equity and the containment of other
than wage incomes, has produced strange twists in bargaining rela-
tionships in some countries. The Danish Federation of Trade Unions
and the chief employers’ organization in that country adopted a new
procedure for negotiation in 1964, as they agreed “to aim at seeing
that this income policy embraces all recipients of income in the

® This has been a common labor complaint against the guideposts in the
t U.S.A,, namely that prices and profits are not seriously subject to any guide-
me"SQuoted in Non-Wage Incomes and Prices Policy, Trade Union Experience

and Policy, Organization for Economic Co-operation and Development, Pans
1966, p. 75.
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society.” It was also agreed that this would involve joint pressure
upon the government whose “legislative powers are able to secure
this objective.” The union had felt that after the 1961 agreement,
“those who draw incomes outside of the trade union movement
properly speaking succeeded in securing far greater income advances
than did the workers . . . The trade union movement wishes there
to be no recurrence of this .. .”10

A new European literature is now being developed, under pres-
sure from the unions, on the subject of the control of nonwage
incomes and prices in relation to wage controls.?

There occurred a similar example of labor’s demand for “equal
sacrifice” right here in the U.S.A. during the past year. While
continuing to express hostility to the so-called guideposts, President
Meany of the AFL-CIO has indicated labor’s willingness to cooperate
in a national emergency “over-all stabilization” program :

If the President concludes there is such a national emergency
as to require extraordinary over-all stabilization measures,
he will have the complete wholehearted support of the labor
movement. This would mean every economic factor—all costs,
prices, profits, wages, being equally restrained. All America
would be sharing equally the costs and the sacrifices of a
national problem.}2

WacEes, Propuctivity AND THE CosT oF LIVING

Most control systems in Western Europe have, like the U.S.
guideposts, taken an average annual productivity increase as one of
their base factors. The other major factor influencing the determina-
tion of a permissible wage formula has susually been the cost of
living. The parties, labor and management, and governments (where
they have been involved) have generally anticipated that over time
prices are likely to move upwards even where a wage control system

¥ Economic and Social Bullctin, the International Confederation of Free
Trade Unions, Brussels, November-December, 1964, p. 16. In setting its na-
tional wage bargaining time schedules for 1966 the Norwegian Federation of
Trade Unions also sought to prevent industrial workers from being disad-
vantaged vis-a-vis other elements. It fixed bargaining dates so that “the settle-
ments both for agriculture and fisheries should be ready, so that their contents
are known before the reply of the LO is given” to the employers. Trade Union
News Bulletin from Norway, Oslo, January, 1966, p. 6.

B Non-Wage Incomes . . ., op. ctt., passim.

22 President Meany quoted by AFL-CIO Research Director Nathaniel Gold-
finger, in News from the AFL-CIO, February 14, 1966.
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is operating, and that wage adjustments to match price changes as
well as productivity increases will be necessary in the interests of
equity. Speaking of longer term contracts which have been part
of the Norwegian effort at income controls, the chief economist of
the Norwegian Ministry of Finance notes:

... The wage earners, on their side, have made it a condition
for accepting such long contract periods that they should be
given a certain guarantee of the purchasing power of their
earnings. The guarantee has been in the form of a price
escalator . . .13

The American wage policy controllers, particularly the Council
of Economic Advisers, have been reluctant to admit the cost of living
into their permissible wage increase formulas. So long as the cost
of living was rising no more than one or one and one-half percent a
year, this was not a critical problem. The experience of the past vear
and a half when consumer prices have been rising at a rate in excess
of three percent annually has made this position untenable.

While the Council has yet to accede to these pressures and
change its guidepost formula, Secretary of Labor Wirtz has explicitly
recognized the changed circumstances. He has accepted “completely”
the idea that consumer prices increases must now be taken into
account at least partly in any guidepost formula.!*

Of course if one assumes that the promulgation of a national
wage policy or guideposts, especially in peace time, is largely a po-
litical act to placate the voting public and/or merely buy time, the
U.S. efforts may appear astute, in hindsight.!® Conceivably, the U.S.
government can now “amend” the old 3.2 guidepost formula, which
has “operated” for 3 or 4 years, to 5% and “buy” a few more years
of credibility.

Any single productivity formula may also give way, especially
if wage or income controls continue beyond a few years. The Dutch
found it necessary to shift from a single productivity formula to

® Hermod Skanland, “Incomes Policy: Norwegian Experience,” British
Journal of Industrial Relations, November, 1964, p. 311.

¥ N.Y. Times, September 13, 1966. Accepting the old 3.2 productivity guide-
post, and recognizing the 3.5 living cost increase in ’65-'66, Wirtz felt a 5%
annual wage rise might not be “out of line.” N.Y. Times, November 18, 1966.

¥ Murray Edelman and R. W. Fleming lay great stress on the politics as
opposed to the “economics,” of various wage control systems, The Politics of
Wage Price Decisions, University of Illinois Press, Urbana, 1965.
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a so-called “differentiated” basis, with permissible wage increases
being related to productivity trends within given industries.!®

Again the U.S. may also be moving in this direction, i.e., away
from even the single formula which it has “applied” only very
loosely to date, anyway. The President’s Advisory Committee on
Labor-Management Policy in its August 18, 1966 statement, while
rendering general support to the effort to keep wages and prices
in line with production, added “it is impractical if not impossible to
translate the goals reflected in the guideposts into formulae for ap-
plication to every particular price or wage decision.”??

Even as they hold to a single national bargain approach, the
Swedish LO and Swedish employers have, recently, sought to intro-
duce greater flexibility. Under recent agreements they have permitted
individual national unions and employers to make their own appli-
cation of the agreed upon general percentage increase, as between
different groups of workers or as between some fringes and direct
wages, in their own particular industries.

BALANCE oF PAYMENTS AND WAGE CONTROLS

Looking back at European experience, and judging from the U.S.
as well, the mere pressure of domestic inflation may not be enough
to bring about acceptance or consensus as regards the application
of income controls. Virtually all those- European countries which
have come to institute wage controls, in one form or another, have
been troubled about balance of payments problems.18

The United States is, again, a faithful follower of Europe, in
this relationship between payments’ concern and wage controls.
While there was great concern about union pressures on prices

¢ Ibid., Chapter 5, and Ellen M. Bussey, “Recent Wage Control Policy in
the Netherlands,” Monthlv Labor Rewview, May, 1964.

 Monthly Labor Rewiew, October, 1966 p. 1122.

*® Note the outstanding except1on of Germany which since the “miracle”
of its economic recovery has enjoyed great balance of payments strength.
France seems to have blown “hot” and “cold” in recent years, in talk about
incomes policies, reflecting, in part, its ups and downs in balance of payments
position. Generally its balance position has been “safe,” however, and France
has not instituted “formal” controls, as yet. (Informal controls have been
applied since the end of 1963 via a price freeze and limits on public sector
wage increases. See the paper by Neil W. Chamberlain in this volume.) The
unusually widespread importance of the national minimum wage system in
France does give that country's government a weapon of wage control not
found in other European countries to the same degree. For a recent discus-
sion of inflation, incomes policy and the balance of payments, see H. A. Turner
and H. Zoeteweu, Prices Wages, and Incomes Policies in Industrialized Mar-
ket Economies, International Labour Office, Geneva, 1966, pp. 52-54.

“



NatioNnaL WAGE PoLICIES 133

in the middle and late 1950’s, it was only as national attention
was focused on the country’s weakened balance of payments position
in the early 1960’s, that the government “dared” to issue its wage
guidelines. .

The U.S., at that time, also met another criterion common to
Western Europe, in that a prolabor administration was in office
by 1962, when the wage guideposts were first formulated. The
conservative columnist Arthur Krock clearly recognized the politics
of union restraint, early in 1962:

. . . the conservative Eisenhower administration compromised
with labor in taking small, cautious steps toward restoring
the social-economic balance in the national community, and
candidate Nixon’s intervention in the steel strike of 1959
ended in results which were praised by the union leaders.
Kennedy entered the 1960 campaign with better credentials.
Important among these was the strongly pro-labor Los Angeles
platform. Hence it is much more probable that a Kennedy
than a Nixon administration can influence the unions against
a continuance of the inflationary cycle represented by wage
and other contract demands exceeding the productivity in-
crease formula . . .1°

FromM IncoMmMeEs Poricy To GENErRAL Economic Poricy

If an incomes policy is in operation for more than a short period
of time, as we have already suggested, it may easily lead the unions
to demand control over prices and other incomes. Indeed, the logic,
given the range of problems involved, is to push on into taxes and
other fields.

National wage negotiations in Denmark, for example, have on
occasion become the moment when “deals” must be made on tax
policy, food subsidies and rent control. The General Workers Union,
representing unskilled and semiskilled workers, at the lower end
of the urban income scale, took the lead in struggling for a raise
in income tax exemptions during the course of the 1962 wage settle-
ment. This same union was also strongly supporting food price
subsidies and rent controls. At the same time, the socialist-led
government was insisting on a major sales tax to mop up the excess
purchasing power it feared the wage settlement would create. The
General Workers Union reasoned that increased income tax exemp-

¥ N.Y. Times, March 30, 1962.
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tions would help offset the effects of the sales tax, particularly
for low income workers.

This past year witnessed that rare phenomenon, a major strike
in Sweden. It was led by the higher civil servants and high school
teachers, all represented by the Swedish Confederation of Professional
Associations—SACO. The strike, in a sense, was directed against
the settlement of an estimated 8%, which had been earlier negotiated
by the LO, the manual workers union.

The SACO had given loud, advance warning that it would not
accept any 8% settlement. Again and again it argued that this was
particularly unjust for its higher civil servants. On the basis of past
performance SACO estimated that living costs would rise around
4%, nullifying half of an 8% increase. Added to this was the fact
that a good number of SACO’s members were in a marginal tax
bracket of 50% or so. Under these conditions half the increase would
go to taxes and half for living costs. It was further claimed that
this has been pretty much the same case in several other settlements
in recent years.20

SACO insisted on a 20% wage increase which it was estimated
would have yielded a net real increase of around 6%, for those of
its members near the 50% income tax marginal rate.

The other labor federations while not unsympathetic to SACO’s
position on taxes, resented the latter’s effort to inject tax pressures
into collective bargaining. The final settlement ran close to 18% for
1966, with a total rise of approximately 33% for three years.

IncoMEs PorLicy AND WEALTH DISTRIBUTION

There has been about this “pursuit” of an incomes policy in a
variety of Western countries during the 1960’s, what one student
calls “fervent expectations” and a “curious unrealism.” It is as
though incomes policy were a “magic road” or a “short cut to an
ideal economic world of steady prices and uninterrupted growth.”2!

The proponents of incomes policy chose to ignore that they were
asking wage earners, and other groups, to accept the existing division
of wealth as basically fair and unalterable. The argument went on

2 SACO leaders privately insisted that if the Social Democratic govern-
ment had provided income tax relief for these groups of the population, as
had been earlier urged by all of the major labor federations, the strike threat
probably would not have been posed.

2 Andrew Shonfield, Modern Capitalism, The Changing Balance of Public
and Private Power, Oxford University Press, New York, 1965, p. 217.
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to add that any effort to get more than one’s fair share was seli-
defeating. As Shonfield says, ardent proponents of incomes policy
assume a kind of “new Social Contract” in which different interest
groups have accepted their relative positions. But this, in turn,
inevitably means that a more sophisticated approach to incomes
policy must take in the taxation of capital and capital gains, the
distribution of wealth, and like problems.?2

UNIioN STRUCTURE, TRADITION AND INcoMmEs PoLicy

Judging from the varied experience of European nations it would
also seem that some trade union movements are better able to cope
with and “endure” incomes or wage control policies than others.
Generally speaking, where there is a deeper tradition of worker
solidarity and acceptance of the principle that there should be wide
power in the hands of the centre of the labor movement (what is
called the Federation, AFL-CIO, in the U.S., or the Confederation
on the continent), it is easier to operate an incomes policy. One
of the attractions of the central wage bargaining system for the
Swedish LO was that Federation’s desire to be able to provide
larger increases for lower paid workers, who might otherwise have
been disadvantaged in bargaining by industry or occupation.

The rather long “tolerance” of some forms of wage policy in the
Netherlands, Austria and Sweden seems clearly due, in part, to
these factors. The “failure” of British efforts at voluntary income
controls, on the other hand, seems due, in part, to the fact that
the TUC and its affiliates are a less “solidaristic” movement. A
TUC mission to Sweden, a few years back, comparing the two labor
movements concluded, “The real difference lies in the sense of
collective purpose that pervades the Swedish movement: in this sense
there is no British trade union movement but only a collection of
trade unions . . .”%3

The statement was almost prophetic. Put to the “test” under a
labor government in 1965 and 1966, the British labor movement,
and British society, simply proved unequal to the task of trying to
operate a voluntary, central, uniform wage policy. Average wage
increases went several times beyond the levels acceptable to the

= 1bid,, p. 219. _ . _
@ Sweden, Its Unions and Industrial Relations, Trades Union Congress,

London, 1963, p. 23.
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government and compatible with the country’s balance of payments
and general productivity position. As an example of the difficulties,
on one occasion a committee representing 37 unions in the “engi-
neering” industry negotiated a long-term agreement which appeared
compatible with the government wage policy. The ink was not
yet dry when one of the 37 unions announced that the terms were
unacceptable.?

The failure of the voluntary system led the government to “junk”
the voluntary system and move to a freeze.?® In peacetime conditions
this is an extreme development for any Western country.

Does the extraordinary British experience have any particular
lessons for the U.S.? On the purely trade union side, what is
disturbing is that in terms of structure and policies, the AFL-CIO
probably more resembles the TUC than any other movement in the
world, right down to the crucial characteristic that affiliated unions
jealously guard their bargaining power from any central federation
intrusion. Again, it is probably true that the TUC and the AFL-CIO
more resemble each other, as compared to most other Western Euro-
pean labor centers, in that their members have less of that “sense
of collective purpose” characteristic of the Swedish and other move-
ments.28

If, then the U.S. had to operate a serious wage control policy
in peacetime, it could probably no more depend on voluntarism than
the British.2? As it happens, however, Great Britain is probably

% The Guardian (Manchester, daily), December 14, 1965.

% Before the breakdown of the system, the Trades Union Congress itself
had even attempted to take on the unusual function of “vetting” or passing
upon individual union claims before they were pressed upon employers.

?Lest this be taken too literally, it is well to recall that the great wage
drift, over the negotlated national wage formula, which persists in Sweden
and other countries, belies any absolute solidarity. In part the drift reflects
the push of more skxlled workers to take advantage of their superior market
position. But the general point that there is less “class” solidarity in Britain
than in Sweden, Austria, Denmark and some other continental countries re-
mains true. (Germany would probably be an exceptxon to this proposmon)

# Even the official freeze does not seem to be gaining full compliance in
Britain. At least two white collar unions, in their journals, report, without
names, wage increase agreements thev have negotiated after the freeze, and
presumably in violation of it. See DAT.4 Journal—organ of the Draughtsman
and Allied Technicians’ Association for October, 1966, where it is noted: “De-
spite the Government’s freeze DATA has, nevertheless, been able to reach
settlements in recent weeks with a number of firms. Publicity is not being
given to these settlements because of the obvious difficulties which might be
created. At its last meeting the executive committee of DATA decided to
advise members to continue to pursue claims in the normal manner.” Similar
items are to be found in ASSET, the journal of the Association of Supervisory
Staffs, Executives and Technicians.
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the only Western country presently confronted with that deep type
of economic crisis which stems from seemingly intractable structural
and organizational industrial defects. The U.S. balance of payments
difficulties are not due, as seems to be the case with Britain, either
to relatively low rates productivity or lack of technological innova-
tion. U.S. payments’ difficulties stem from the country’s position
as major source for world investment capital for development and
as chief Western defense supporter in the cold-hot war. There has
not yet been a really serious need for pressure or tight wage controls
in the U.S.; but should these become necessary, we are likely, as

in the case of the British, to require rigid and formal controls, much
like those in World War II.

EMprLOYER AND UNION ORGANIZATION AND INCcoMES PoLicy

The nature of organization on both employer and union sides may
be substantially affected by the operation of an incomes policy. In a
number of Western European countries where employer associations
are well organized and already exercising significant influence in
collective bargaining, the institution of an incomes policy is likely to
increase the associations’ power at the expense of individual employers.

A national wage policy almost by definition entails an increase in
the power of the top, federation executive of the labor movement.
Arguments over an acceptable formula, decisions on exemptions, pres-
sure on government, pressure against strike threats—all these forces
tend to enhance the centralizing forces in the movement. Generally,
too, the political “side” of the labor movement receives greater thrust
as incomes policy spreads into tax policy, full employment policy and
the like. This, too, strengthens the central body.

As between unions, those that produce for the export market, and
those unions whose bargaining goes forward on a national scale, in
the tradition of the goldfish bowl, are likely to feel most pressed to
conform closely to wage policy. Government employee unions will
also feel the full and direct weight of any national, official incomes
policy.

Those unions which bargain in sheltered local markets, as for
example the building trades, may find it easier to evade the full rigors
of a national wage policy. Swedish employers, for example, have pro-
tested against the high wage structure which has developed in the
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building industry despite the centralized, uniform wage settlements
which have been negotiated in the past ten years. Settlements in
excess of the guideposts in the construction industry have been a
special target of the Secretary of Labor in the United States.2®

The operation of a national wage policy is also likely to have the
effect of accelerating the rate of unionization. The formulation and
administration of such a policy almost invariably entails some consul-
tation with and role for the trade unions. There are always cases to
be presented, exceptions to the general rules, and the like. Without
organization, given groups of wage or salary earners are likely to be
voiceless in the process. The complaint of the independent Society of
Civil Servants, which recently felt the necessity to reconsider its in-
dependence from the Trades Union Congress in Britain, is typical, as
it judged that the Labour government’s “declaration of intent on
prices and incomes meant that negotiations must take place through
the TUC.”2?

As the foregoing suggests, the ramifications of national wage poli-
cies are apt to be very wide. Their lasting effects on unions, manage-
ment and industrial relations systems are considerable. Yet they show
signs of spreading, even though their economic effectiveness still re-
mains a subject for inquiry and debate.

One final general observation does suggest itself as Western Euro-
pean and American experience is viewed in retrospect. The very act
of coming to grips with wage-price relationships can be an educational
exercise for union and management leaders. Reviewing the problems
of productivity and incomes on a national level is likely to be a more
objective process than wrestling with wages and prices at their own
industry and firm level, for labor and management. The result may
be to create a national bargaining atmosphere which makes for greater
restraint and responsibility as regards the setting of both wages and
prices. This is, however, only a tentative conclusion.

2 See LO Information to Foreign Countries, Stockholm, No. 6, June-July

1965, and N.Y. Times, March 22 and 31, 1966.
#® The Guardian (Manchester, daily), May 21, 1965.



INCOMES POLICY IN GREAT BRITAIN
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The development of an incomes policy in Great Britain during
the past twenty years resembles the action of a flood tide. The direc-
tion in which incomes policy has been moving is quite clear and each
step provides the footing for the next—the penetration of the policy
into all aspects of British economic life is taking place steadily and
inexorably. However, the successive reaches of development have not
always proceeded in a straight-line fashion—like the action of the
flood tide, movement has come in surges. The current high-water
mark is, of course, the Prices and Incomes Standstill. The National
Board for Prices and Incomes (NBPI), which was established in
1965, represents another significant development.

Before proceeding to a discussion of these developments it is
desirable to describe the economic and historical context out of which
the present incomes policy has emerged. Not much needs to be said
about the current economic environment in Great Britain—the crises
of the past several years have focused international attention on the
basic parameters of British economic life. Like most other western
countries, Great Britain finds herself committed to an array of eco-
nomic and social objectives which are difficult to achieve simultane-
ously : rapid growth, low unemployment and steady prices. When to
this triumvirate are added the additional objectives of stability of the
currency, preservation of free collective bargaining, and equitable dis-
tribution of the national income, one can appreciate the predicament
which confronts policy makers in Great Britain. The achievement
of these goals individually would be difficult enough, let alone the
reconciliation of their conflicting tendencies.

The various Labour and Conservative Governments have found it
difficult if not impossible to realize all of these objectives and they
have alternated between emphasizing growth and emphasizing restraint
(the so called “go-stop” cycle). The monetary and fiscal maneuvers
which have taken place in this connection are too numerous to mention
and are beyond the scope of this paper.

The other steps which have been taken and which really constitute
the essence of an incomes policy can be enumerated. They have been

139
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executed in the hope that it would be possible to contain some of the
inflationary pressures inherent in a program of rapid growth and a
commitment to low unemployment.

As E. H. Phelps Brown ! has analyzed the experience, the develop-
ment of an incomes policy in Great Britain falls into four periods
during the post-war years. The first phase occurred immediately after
the war when the Labour Government found it necessary to advance
a program of wage restraint. While the Trade Union Council (TUC)
expressed many qualifications to the program, they acquiesced, and
the period between 1948 and 1950 came to be known as the “wage
freeze.” This policy broke down as pressures for wage improvements
increased and as the ability of the TUC to control its ranks weakened.

The first ten years of the Conservatives’ return to power marked
the second phase. Between 1951 and 1961 the Conservative Govern-
ment placed heavy emphasis on the use of monetary and fiscal controls.
In addition, the Government instituted a Council on Prices, Produc-
tivity and Income: an independent study group that reviewed “prices,
productivity and the level of incomes (including wages, salaries and
profits) and reported thereon from time to time.” For its part the
TUC emphasized voluntaryism during this period and largely ignored
the work of the Council.

The third phase was marked by the introduction of a “wage pause”
in 1961. Prompted by a crisis of confidence in the pound, the Con-
servative Government, without union consultation, instituted the
National Incomes Commission to examine particular pay settlements
to see if they were in line with the national interest. The Commission
received little cooperation from the labor movement and published
only four reports before being replaced by the NBPI. During this
same period the Conservative Government also established the Na-
tional Economic Development Council: a tripartite group designed to
watch over broad relationships between income groups and to foster
the process of economic planning.

The return of the Labour Party to power in 1964 marked the be-
ginning of the fourth phase. In that year the government, TUC, and
the organized employers agreed on a joint statement of intent on pro-
ductivity, prices and incomes which committed the parties to the eco-

! “Guidelines for Growth and for Incomes in the U.K.: Some Possible
Lessons for the U.S.,” in Guidelines, Informal Controls, and the Market Place,

edited by G. P. Shultz and R. Z. Aliber (Chicago: University of Chicago
Press, 1966), pp. 143-164.
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nomic objectives of increased productivity and efficiency, but more
importantly linked the rise in incomes with the rise in national pro-
ductivity as a means of stabilizing the price level.

Shortly thereafter the Labour Government promulgated a White
Paper on Prices and Incomes which embodied the “statement of intent”
and established the National Board for Prices and Incomes “to exam-
ine particular cases in order to advise whether or not the behavior of
prices or of wages, salaries or other money incomes is in the national
interest.” For wage claims the national interest was defined as an
annual increase between 3 and 3.5 per cent. Wage increases in excess
of the norm would be confined to the following circumstances: “Where
the employees concerned make a direct contribution towards increasing
productivity (for example, by accepting more exacting work or a
major change in working practices) ; where it is essential to secure
a change in the distribution of manpower; where existing wage and
salary levels are too low to maintain a reasonable standard of living;
and where pay for certain workers has fallen seriously out of line with
the level of remuneration for similar work.”

In the autumn of 1965, the Labour Government took a further step
and gained agreement from the TUC and the Confederation of British
Industries (CBI) for the operation of a voluntary “early warning
system” on proposed price and wage changes. The TUC agreed to
establish a committee to screen wage claims before they were forwarded
to the government.

By terms of the early warning system the Government has one
month to review the price or wage proposal and to decide whether to
refer it to the NBPI. In turn, the NBPI has approximately two
months to render a decision, which is not binding but only advisory.

During the summer of 1966 these voluntary procedures were in-
corporated into legislation; the NBPI was changed from a Royal
Commission into a statutory body; and a six month voluntary wage
and price freeze was initiated. The institution of the standstill repre-
sents such an important development that it has moved the country
into a fifth phase.

Under the freeze there have been no exceptions. This has been
true even in the case of some major productivity agreements which
have coupled scheduled wage increases with major changes in plant
efficiency, such as the reduction of overtime, the elimination of
demarcation rules, and the revision of manning tables.
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At first the freeze worked successfully on a voluntary basis, but
in October the Government was forced to place the program on a
statutory basis, largely in response to two challenges-—one involved
wage improvements for some white collar employees who had com-
pelled by court order a company to pay the increases scheduled under
the collective bargaining agreement and the other involved the pay-
ment of a cost-of-living adjustment by the London newspapers (again
in response to union insistence). As a result of the statutory powers
the government has issued “setback” orders for the two wage cases
just mentioned and also for a price change initiated by the laundry and
dry cleaning industry.

In January a slight thaw will take place as the country enters into
a six month period of “severe restraint.” The norm for changes in
incomes and prices will still be zero but certain exceptions will be
allowed : wage increases that were tabled by the six months freeze,
those merited by low paid workers, and those justified by productivity
agreements (although the cost reductions must occur “soon” after the
negotiations and be sufficiently large so that some of the savings can
be shared with consumers). It is envisioned that many of these excep-
tions will be referred to the NBPI.

THE “Success” or BritisH INcoMEs PoLicy

By any reasonable standard, British incomes policy can hardly
be judged a success during these past several years. Wages have in-
creased 7-9%, prices 4-6%, and productivity less than 2%. But this
is not to say that the incomes program has not been a political necessity
and has not ameliorated the very difficult predicament in which the
country finds itself. To discredit an incomes policy because wages have
far exceeded the norm is like discrediting the use of speed limits be-
cause accidents continue to occur on highways already congested with
traffic and high speed drivers.

While a positive evaluation cannot be substantiated by economic
data, nevertheless some support for the notion of an incomes policy
can be deduced from certain institutional and economic parameters.
In other words, if institutional power exists and if the right economic
circumstances are present for this power to be used effectively, then
an incomes program may be viable.

Extensive union and employer organization manifested in a struc-
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ture of national negotiations produces a situation where the parties
possess considerable latitude over wage and price decisions. Unlike
several countries on the Continent where national negotiations merely
formalize preceding local developments (such as wage drift), British
negotiations tend to initiate a “new round” and once the new round
is initiated it spreads quickly to other industries.? British workers
place great importance on maintaining relativities—an objective
which is not difficult to achieve in a tightly knit economy experiencing
a high level of employment.

It has also been pointed out® that British businessmen tend to
anticipate future cost increases in their pricing decisions. Thus the
interaction of coercive comparisons and exaggerated anticipations
produces a feedback effect that creates considerable inflationary
pressure in the British economic system.

The importance of these institutional factors, of course, depends
upon the economic setting. If the over-all level of demand is very
high, as it has been in Great Britain during most of the post-war
period, then it is unlikely that these institutional forces can create
cost-push pressures in and of themselves. Rather, they serve to
amplify the existing feedback.

On the other hand, there are economic circumstances wherein
these institutional forces can initiate inflationary pressures in their
own right. The most conservative estimate of this range has been
made by F. W. Paish: “If unemployment is below 2 per cent an
‘incomes policy’ would be ineffective because it would not be able
to withstand the pressure of demand for labor, and if unemployment
is above 214 per cent an ‘incomes policy’ would be unnecessary.”*

While this margin of one-quarter of one per cent may not seem
large, it happens to be the economic range within which Great Britain
is presently operating and it is likely to be the range within which
the government will attempt to keep the economy—unemployment
cannot go much above 24 per cent without risking severe political
repercussions and a complete loss of TUC support.

? For documentation of this point see the articles bv E. H. Phelps Brown
“Wage Drift,” Economica, (November 1962), pp. 339-56, and A. N. Ross “The
New Industrial Relations in Britain,” Proccedings of the IRRA (May,
1962), p. 496

® Brown, “Guidelines for Growth,” op. cit, pp. 148-49.

*F. W. Paish and Jossleyn Hennessy, Poltcy for Incomes? Hobart paper
No. )29 st;cond edition (London: The Institute of Economic Affairs Limited,
1966), p.
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THE IMPLEMENTATION OF AN INcoMES PoLicy

The main instrument of the Labour Government for implementing
its incomes policy has been the National Board for Prices and In-
comes. Before turning to the work of this Board it is well to note
the roles taken by the primary parties. The CBI has refrained from
getting too involved in the execution of an incomes policy, expressing
an unwillingness either to screen price changes or to enter into
tripartite procedures for establishing a national wage policy and
reviewing wage and price changes.

For its part, the TUC has given considerably more support to
the implementation of an incomes policy. As of July 1966, when
its work was suspended due to the freeze, the wage committee of
the TUC had reviewed over 600 claims and “vetted” 18 of these.
In its work the TUC did not express approval or rejection—rather
it engaged the unions in a detailed discussion of their claims in the
light of the national interest.®

For the future, it appears that the TUC will continue to operate
the review procedure, with several possible changes. One suggestion
under consideration would have the TUC add a strong endorsement
to certain meritorious claims before passing them on to the govern-
ment. It is also possible that the TUC will develop its own guide-
lines for handling low income workers and productivity agreements
in order to chart an independent course during the period of severe
restraint.

THE Work oF THE NBPI

During its first 18 months of operation the Board published
almost 20 reports. Most of the cases have involved industry-wide
situations, and they have been evenly split between wage and price
changes and between the private and public sectors of the economy.
The Board has worked informally and has sought to change the atti-
tudes and institutional habits of the parties through persuasion rather
than pressure and exhortation.

In its reports, the Board has focused attention on labor efficiency,
even in instances where the referrals have involved primarily price

5 As with the incomes policy in general, it is hard to evaluate the effect
of the TUC program. The general secretary of the TUC feels that several
unions have revised their claims as a result of the review procedure. And it
must be admitted that it is a remarkable step for the disorganized British
labor movement to sponsor a coordinated review of wage claims.
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changes. The Board has made many recommendations for improving
labor productivity as a means of stabilizing unit labor costs. The
Board has also focused attention on the pitfalls of using comparability
as a basis for wage determination. To this end it has made some
constructive suggestions about decentralizing the structure of col-
lective bargaining and relating wage changes to local developments,
particularly to improvements in productivity, rather than to economy-
wide forces.

The Board has experienced several operating problems. In many
instances the parties have not presented (or possessed) sufficient
data for the Board to make an intelligent assessment of the situation.
Beyond that, the Board often has been under such severe pressure
to issue a quick decision (due to the crisis atmosphere surrounding
most cases) that it has not had time to collect the necessary data.

The Board also labors under the difficulty of having to shoulder
a large load in the incomes area. It has sought to establish principles
that would dampen cost pressures, but this has been difficult to do
on a case by case basis, and, in fact, the individual situation may
call for a solution not in accord with the national interest. Just
this happened in the London Transport case where the Board took
a stand against the labor market concept of paying more money to
attract and obtain busmen. In this situation the Board seemed to
be mixing what was best for the economy (slowing down the rate
of wage increases in the London labor market) and what was neces-
sary for the particular situation (relating the pay of London busmen
to the state of the local labor market).

THE Roap AHEAD

One of the biggest unanswered questions involves the role that
the TUC will play in formulating and implementing an incomes
policy in the future? Over the past several years the TUC has given
considerable suport and assumed considerable responsibility—which
has helped the government and also helped the TUC (by making
it a stronger organization). But currently there are indications that
the TUC may be adopting a more independent role, in part because
it feels the government has gone too far in slowing down the
economy, and in part because it has experienced considerable internal
dissention over the program of vetting wage claims. The TUC has
been feeling its way and it will be some time before it has developed
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an approach to screening wage claims that will meet the expectations
of the various unions.

In some respects, the problem of getting individual unions to abide
by an incomes policy and to accept control procedures such as wage
vetting cannot be solved until everyone is sure that everyone else
will be governing their actions by the same standards. It is an exer-
cise in coordinating mutual expectations. As long as labor leaders
know that incomes generally will rise from 8 per cent to 10 per cent
a year, they will not hold back on their claims and be the “good guys”
for the government’s objectives. This feeling was put in very strong
language by the leader of the police. “If any attempt is made to fob
off the police at this time of crisis with a diluted pay award in which
we are sacrificial lambs on the altar of an incomes policy, no one
on this National Executive of the Police Federation will be prepared
to take the responsibility for what will happen to the police in this
country.®

In some respects the wage freeze and the forthcoming period
of severe restraint can be seen as programs for coordinating mutual
expectations. During this 12 month period labor leaders know that
their counterparts have to operate under similar constraints. The
advantage of the current approach is that it is extreme enough to
convince everyone that there will be few if any exceptions. This
is in contrast to earlier programs of restraint, for example, the wage
freeze of the late 1940’s and the wage pause of the early 1960’s.
Both of these were violated and, in the case of the latter, wages
increased almost 5 per cent per annum.

While there have been real advantages to a policy of zero change,
it is not one that can be used indefinitely—in fact, the Labour Gov-
ernment has committed itself not to extend the program beyond
the stated 12 months and the question still remains how Great Britain
can return to a period of more normal collective bargaining and
price and wage determination. Assuming that unemployment re-
mains low enough for inflationary pressures to be present in the
economy, the question facing policy makers is how to avoid the
earlier cost-push pressures. There are several possibilities. One
would entail some type of national wage agreement in which it would

¢ A speech by Mr. Webb before the Police Federation in the spring of 1966.
It is no accident that the police have been named as one of the special groups
meriting exceptional treatment during the period of severe restraint.
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be possible to separate short-run necessity from long-run desirability.
If the norm stands at 3.5 per cent and wage increases have been
running at the rate of 8 per cent per year, then it might be possible
through national wage bargaining to close the gap in a planned and
realistic fashion. Thus, the interim figure might be 5 per cent, then
3 per cent, etc. During this changeover it might be necessary to
incorporate cost-of-living clauses into the national agreements so
that workers would have confidence that their purchasing power
would be reasonably well maintained. This approach has been used
in several countries on the Continent.

Another approach would be to expand the work of the NBPI
and only allow wage changes above the norm after analysis and
evaluation by the Board. Increases above the norm would only be
justified by the direct effort of workers to lower costs. Such a pro-
cedure might eliminate some of the abuses that have developed with
productivity bargaining. During the past two years some 50 pro-
ductivity agreements have been signed. In some cases they have not
entailed genuine programs for improving productivity, but merely
have been guises for meeting union pressure for increased wages
(analogous to the extension and loosening of incentive systems during
World War IT). In a country that places such weight on compara-
bility, it has been hard for many companies to withstand the pressure
from their workers to match wage changes elsewhere. A requirement
for some kind of economic audit, before wages could be increased
above the national norm, might stiffen the resistance of employers
to union pressure.

While from an economic point of view many of the above ideas
may be unworkable, from a political point of view they are probably
inevitable. One thing that is clear, however, about the British situa-
tion: If the more conventional processes of economic decision making
do not produce the desired results, then the government will begin
to change the institutions that are involved in producing the results.

It is also quite likely that some other steps will be taken to alter
the existing bargaining structure. Some of the changes, no doubt,
will involve increased centralization, as the government seeks to
induce employer and union officials to engage in nationwide bargain-
ing and to coordinate their private plans with “The National Plan.”
But a good measure of the restructuring also will shift decision
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making to the local level to eliminate the force of comparisons and
to link wage behavior with local productivity changes.

The government is also likely to take a tougher line with its
own employees. Thus far, groups in government have done as well
or better than those in the private sector of the economy. Indeed,
it has been ironical that most of the higher awards and exceptions
to the norm have come in the white collar and governmental areas.
It is more than likely that this will not be the case in the future as
the government attempts to set an example.

It is also likely that the government will place much more emphasis
on the work of the National Economic Development Council. This
organization is charged with the responsibility of watching over the
general relationships between prices, productivity, and incomes. It
is out of this organization that much of the information emanated
for the national plan.

And the national plan will become a much more integral part of
the British economic system. One way of making it easier for an
incomes policy to become effective is to organize the economy to
eliminate labor shortages, to overcome bottlenecks, and in general
to balance supply and demand.

But regardless of the attack taken or the technique used, Great
Britain will continue in its quest of seeking to achieve the difficult.
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The Dutch experience with incomes policy is distinguished by the
fact that it was applied most rigorously in the immediate post-war
period and that, with the passage of time and the accumulation of
experience, it has become less effective. In analyzing incomes policy
in the Netherlands it has become customary to distinguish four phases:
1) from 1945 to 1954, during which period the Government exerted
extensive powers of control over wages through the Board of Medi-
ators; 2) from 1954 to 1959 during which period the rigor of appli-
cation of the powers vested in the Board of Mediators was relaxed;
3) from 1959 to 1963 during which period the dissatisfaction with the
prevailing system reached proportions which brought about a legal
recasting of the system; and 4) from 1963 onwards, when the powers
of the Board of Mediators were significantly reduced, save in case
of emergency.

During the initial period of wage and price controls, Dutch eco-
nomic policy was dominated by the overriding concern with repairing
the extensive damage of the war years, expanding the industrial base
of the country, and curbing inflationary pressures which developed
during the years of the Korean conflict. The outstanding features of
this period are the rigid controls which were exercised in the interest
of stabilizing the general level of wages and developing a “harmoni-
ous” internal wage structure consistent with the wage level. To this
end the Board of Mediators was given pervasive powers concerning
all aspects of wages, rates of pay, hours of work, and all other condi-
tions of employment. The only legal restraint on the Board was the
requirement that it consult with the Foundation of Labor, a private
labor-management organization with quasi-official standing. The ma-
jor policy tool employed by the Board was a nation-wide system of
job evaluation, uniformly applied in all manufacturing industries. The
desired “harmony” in the wage structure was envisioned by making
the wage rate for the average, skilled steelworker the benchmark
wage against which to compare other wages. Thus, since this steel-
worker’s job evaluation points amounted to 85 points, the Board
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decided that all other jobs yielding 85 points would receive an equiv-
alent wage. Though this system may have yielded short-run harmony
and lent itself to maintain rigid control over the wage structure, it
inevitably created tensions and inequities.!

Price control was formally exercised only until 1948. They were
relaxed in that year and have never since been formally re-instituted.
Whatever control over prices is exercised is rather in the nature of
a gentlemen’s agreement. Other incomes have not experienced the
same rigid control that was imposed on wage income.

In 1950 the Social and Economic Council was established in con-
nection with policy goals relating to industrial organization. Ulti-
mately, the Council is to be the top organ in a system of industry
syndicates, each having representatives from both labor and manage-
ment. These syndicates will supercede all existing organizations in
the area of wage determination by receiving Royal authority to issue
binding wage ordinances. Currently, however, the Council’s main
function is to render advice to the Government on all important social
and economic policy proposals. Its recommendations have almost ex-
clusively been confined to the topics of wages, prices, subsidies and
employment policies. The Council is tripartite with 15 members each
representing labor, management and the public. The public repre-
sentatives are nominated by the Queen and are predominantly pro-
fessional or academic representatives.

In all, there were 5 “wage rounds” during the first phase. Wage
rounds were those across-the-board increases in wages which uni-
formly raised the wage level and which were mandatory increases,
ordered by the Government, to offset increases in the cost of living.
The outstanding example of the trade unions’ concern with national
economic interests during this period occurred in 1951 when the
Korean inflation and a deterioration in the terms of trade created
serious balance-of-payment problems. With the concurrence of the
national trade union federations, a 10% increase in prices was accom-
panied by only a 5% increase in money wages, meaning a 5% cut in
real wages for all workers.

By the end of 1953, following two years of consumption and invest-
ment curtailments to correct the balance-of-payments problems, sub-
stantial pressure existed for more generous wage increases and for

! Martin P. Oettinger, “Nation-wide Job Evaluation in the Netherlands,”
Industrial Relations, October 1964, pp. 45-59.
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greater wage differentiation than had heretofore been allowed under
the nation-wide job evaluation scheme. Likewise, dissatisfaction with
the arbitrariness of the Board of Mediators became more pronounced.
The second phase of post-war developments sought to deal with all
of these features.

In the course of 1954 two general wage increases were announced
amounting to an 11-13% increase (mandatory) with a very small
optional further increase for skilled workers. These increases were
intended to permit a “general sharing in the increased prosperity”
and were a first departure from strictly cost-of-living oriented wage-
rounds. In 1956 Government wage policy struck near-disaster with
its first attempt at a differentiated wage policy. The announced policy
provided for a general wage increase of 3% and permitted a further
increase of 3% provided that this further increase would not be re-
flected in price increases. On the basis of forecasts from the Social
and Economic Council the general expectation was that the average
national wage increase would be approximately 4.5 %. But in the first
bargains concluded following the announcement of this policy, the
unions obtained the full 6% increase and no other union was willing
to settle for less. The immediate consequence was renewed inflation
and further balance-of-payments problems which brought on a new
period of restrictions on consumption and investment in 1957. In
spite of these difficulties, two further mandatory wage increases were
put into effect during 1957 to offset increases in old-age insurance
premiums and housing rents.? Generally, the more generous wage
policies pursued during this period can be partially attributed to the
requirements of Dutch participation in the Benelux customs union
and the greater role played by the Social and Economic Council at the
expense of the Board of Mediators.

The formation in 1959 of the first Cabinet since 1939 without
Socialist participation ushers in the third phase of post-war wage-
price policy. The system of periodic changes in the general level of
wages (i.e. the wage-rounds) was replaced with a policy which per-
mitted changes in industries or branches of industries based on pro-
ductivity improvements in these sectors. Because of the linkage of
wage advances to productivity increases, there was an expectation that
price stability was to be maintained unless external costs rose. In spite

2The material for the years 1945-1957 is based on my Ph.D. dissertation,
The Industrial Relations System in the Netherlands, Harvard University, 1960.
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of the promise of greater freedom, Government intervention increased
during this period, setting the stage for the abandonment of the post-
war frame-work in 1963. In particular, three difficulties occurred: 1)
inability to measure the productivity of each industry with sufficient
exactness. Thus, the margin of doubt created bargaining possibilities,
which shifted the emphasis away from wage bargaining and towards
bargaining about input and output data. In the process of the dispute,
the Central Bureau of Statistics, the neutral collector of data, became
embroiled in a socio-economic conflict; 2) The unexpected general
shift towards a 45-hour work week. The Government had intended
that such a shift be gradual and only in some branches of industry.
But the notion of a slowly paced, industrial differentiation in working
hours did not materialize ; instead all industries, including those facing
severe labor shortages, went on the 45-hour week. In the process no
questions were asked whether higher wages or shorter hours had first
priority ; the workers wanted both. 3) In order to stem the tide that
had been loosened, the Government tried to regain control by issuing
directives to the Board of Mediators. In prior years, the Government
had confined itself to stating a general policy and limit directives to
the specific mandatory wage rounds. Thus the Board of Mediators
had been free, together with the Foundation of Labor, to deal with
specific wage proposals contained in collective bargaining agreements
submitted for approval. But in the face of the situation in the early
1960’s, the Board was receiving directives relating to specific indus-
tries.® It is ironic that the new Government, dedicated to bringing
more freedom to the industrial relations scene, ended its record with
greater interference in the area of labor relations.

The fourth phase begins in 1963 with the “new wage policy,” the
result of a report issued by the Social and Economic Council at the
request of the Government. The role of the Board of Mediators has
been significantly scaled down. It no longer has to affix its signature
to collective bargaining agreements; if the Board opposes an agree-
ment it must report this to the Minister of Social Affairs who must
then decide the fate of the agreement. If the Board takes no action,
a collective agreement becomes effective upon endorsement by the
Foundation of Labor. The major participants in wage determination
since 1963 are the Foundation of Labor and the Social and Economic

3Jan Pen, “The Strange Adventures of Dutch Wage Policy,” British Jour-
nal of Industrial Relations, October 1963, pp. 318-330.
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Council. The latter prepares semi-annual economic reports based on
the Central Planning Bureau’s econometric analysis. These reports
are sent to the Foundation of Labor which will then consult with the
Government about desirable developments in the wage sector. If it
develops that the Foundation and the Government cannot reconcile
their views, and if the Government deems implementation of the
Foundation’s position inimical to the national economy, the Govern-
ment has the power to impose a short-term wage freeze and/or re-
establish the power of the Board of Mediators to control permissable
wage increases and approve all collective agreements.*

It is difficult to appraise the efficacy of the new policy, since it was
inaugurated at a time when the Dutch economy faced inflationary
pressures and an extremely tight labor market. These conditions have
continued unabated since 1963. It is, therefore, not surprising that
wage increases in the Netherlands have been substantial since the new
system was introduced. During 1963 wages rose in excess of 8% ;
in 1964 by about 16% and during 1965 in excess of 10%. It is hardly
surprising that prices, which had risen by about 2% per year during
the period 1950-1962, rose by approximately 4.5% per year during
the three-year period 1962-1965.5 The economy continued to heat up
during 1966. A proposal by the Catholic People’s Party, dominant
partner in the Cabinet, brought on a political crisis, revolving around
the extent of the Government’s future role in economic affairs. Part
of the problem is the fact that approximately 30% of all workers have
long-term contracts calling for wage increases which average at about
5.5% during 1967.8

The ineffectual performance of the incomes policy since 1963 can
be attributed to a number of factors, the most important of which are:

1) The fact that Dutch wages and prices continued to be out of
line with those in other countries of the European Economic Com-
munity. This has been a long-term problem and has resulted in in-
creasing unrest among Dutch workers and a drain of skilled personnel.

2) The absence of any momentous balance-of-payments crisis, like
those of 1951 and 1957, which would have served to emphasize na-
tional rather than parochial interests.

¢ Ibid., pp. 326-327.

5 United States Department of Labor, Bureau of Labor Statistics, Bulletin
1518, Washington, D.C. 1966.

¢ “Dutch Coalition Cabinet Resigns as its Policy on Spending is Spurned,”
The Wall Street Journal, October 17, 1966.
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3) The long-established practice of business firms to assure them-
selves of a labor reserve by obtaining workers through labor brokers
(Koppelbazen). Illegal though it be, workers obtained through labor
brokers can be paid substantially higher wages than can be paid to
workers hired directly by the employer.?

4) The erosion of the trade union leadership’s prestige and its
consequent inability to exercise effective restraint on their member-
ship. Timid wage demands over much of the post-war period in the
face of demonstrated willingness on the part of employers to pay
higher wages has undermined the leadership’s influence and created
a “credibility gap.”

Long-run forecasts about wage policy in the Netherlands, as any-
where else, are difficult to make. Past events have served to empha-
size, however, that the long period of willing cooperation with the
Government has undermined the influence of the leadership of both
labor and management. Other difficulties are apparent as well: e.g.,
working out appropriate guides for general wage increases ; appropri-
ate means of enforcing the official incomes policy; achieving some
measure of economic equity between the recipients of wage income
and non-wage income ; and fitting the Dutch economy into the E. E. C.
without sacrificing domestic economic and social policy goals. It
would appear likely that in the absence of a major economic crisis in
the Netherlands, wages will continue to increase substantially until
the existing differential with other E. E. C. members has been sig-
nificantly reduced.

?Murray Edelman and R. W. Fleming, The Politics of Wage-Price De-
cistons, University of Illinois Press (Urbana, Illinois, 1965) pp. 260-261.
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I have a rather simple point to make in this paper: a good deal
of the variance in the structure of organizations can be explained by
the technology they employ in transforming raw materials into goods
and services. A steel mill grinding out reinforcing bars or pipe should
have a different organizational structure than one turning out titanium
for missile skins. An electronics plant making components for tran-
sistor radios on a high volume basis should have a different structure
than one making inertial guidance system components. A mental hos-
pital providing primarily custody should have a different structure
than one attempting intensive psychotherapy, and so on.

As obvious as this may sound, it undercuts a number of rather well
accepted notions regarding the variations in organizational structure.
We generally assume that such things as size, social function (e.g.,
hospitals, schools, factories), leadership, market situations, and history
and traditions affect organizational structure. But I would argue that
such things as these may well be far less important than the kind of
technology employed. Size only has an understandable effect if we
control for technology. The technology of some hospitals, schools and
factories may be very similar with similar structural consequences.
Certain types of leadership, market situations, history and tradition
are associated with certain technologies. Indeed, as I will suggest later,
most theories of organizations are valid only if the application is re-
stricted to certain technological situations.

By technology, I mean the techniques for transforming raw ma-
terials, whether they be people, symbols or things. By structure, I
mean the relationships between members that facilitate work. Borrow-
ing heavily from many people, I have conceptualized technology in
terms of two dimensions—search and variability. A search? is insti-
tuted when the means to an end are not immediately available and must

*For a fuller discussion of most of the issues in this paper and references to
relevant literature see Charles Perrow, “A Framework for the Comparative
Analysis of Organizations,” American Sociological Review, April 1967, in
press). The development of this approach was materially aided by Grant No.
GS-742, National Science Foundation.

?Cf. James March and Herbert Simon, Organizations, (New York: Wiley,
1958, pp. 141-142.
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be sought. Where a good deal is known about the nature of the ma-
terial that is relevant to its transformation, search behavior is fairly
routine. You may do a lot of searching, but you know how to do it
because you can remember how you did it before and that was accept-
able, then, or you always did it this way, or you can look it up in a
book or ask a computer. You make incremental adaptations from
existing programs or portions of existing programs. You may need a
Ph.D. in chemistry, but the problem is analyzable and so are the
search procedures. But if little is known about the nature of the
material, relevant to the intended transformation—perhaps you can’t
stabilize it, perhaps it acts unpredictably too much of the time, perhaps
your goal specifies closer tolerances than current transformation tech-
niques will allow—your search behavior is not routine. You have to
improvise, play around with the problem, depend upon an unanalyzed
“feel” for the material and draw upon unanalyzable experience. Note
that the difference between fairly routine search, or what I call ana-
lyzable search procedures, and fairly nonroutine, or unanalyzable
procedures, is not necessarily the same as the distinction between tech-
nologically backward and advanced industries. Some semiconductors,
such as auto diodes, are a product of advanced technology but can be
made in a very routine fashion; certain kinds of ferro castings for the
auto industry—a technologically “backward” process—requires the
solution of the problems that have yet to be analyzed so as to make
them routine.

The other dimension of technology I choose to emphasize is the
variability of the stimuli presented—the variety of problems the person
confronts that may lead to search behavior. Let us dichotomize them
into high and low.

A factory manufacturing a standard product like heating elements
for electric stoves, and an engineering firm building made-to-order
machines such as drill presses or electric motors, may both be routine
to the extent to which search behavior is analyzable, but differ in the
variety of occasions when search must be instituted—rarely in the
factory, and quite frequently in the engineering firm. On the other
hand, search may be quite unanalyzable in a firm making fine glass-
ware and in one making nuclear propulsion systems, but the variety of
the stimuli in the first is small, while the varying requirements of
customers of the second presents a high variety of problems or stimuli.
The latter, the nuclear fuel system firm would be highly nonroutine,
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combining unanalyzable problems with high variability of problems;
the heating element factory or a mill making rebars would be highly
routine—a low variety of problems and those that do occur are subject
to analyzable search procedures. The glass firm is low on variability
but high on unanalyzable search procedures (this I refer to as a crafts-
man model). The engineering firm is high on variability but has
analyzable search procedures—an engineering model.

Figure 1 indicates the relationships. Note that a simple routine-
nonroutine dichotomy would follow the dotted line. Figure 2 shows
parallel distinctions for the perceived nature of the raw material being
transformed, but utilizes noneconomic organizational examples.

Technology Variable
(Industrial Example)

SEARCH

Unanalyzable Problems
EXCEPTIONS

-~

Craft industries Nonroutine ~

(specialty glass) (aergpfe)
112
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. - . .
Routine Engineering
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Ficure 1
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tional training 4 | 3
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What are the consequences for structure? First, let us assume that
organizations wittingly or unwittingly attempt to maximize the fit
between technology and structure in the interests of efficiency. From
the welter of available possibilities I have chosen the following aspects
of structure to emphasize : the discretion of subgroups; their power;
the basis of coordination within a group; and the interdependence of
groups. I also specify whether these are high or low for two of three
levels of management—the lower level, concerned with the supervision
of production (or marketing, or research, though we will ignore these
here) ; and the middle level, or the administration of production (or
marketing, or research). (See Figure 3.)

In brief, I predict that in the quite nonroutine type of firm—un-
analyzable search procedures and many exceptions to deal with—
discretion and also power in both groups will be high, and coordina-
tion in both will be through feedback (mutual adjustment) rather than
through advance planning (programmed), and finally, the interde-
pendence of the groups will be high. What this means is that the
supervisors of production work closely with the technical people in the
administration of production group since the latter cannot call the shots
for the former on the basis of routine information sent upstairs. In-
deed, job descriptions may be such that it is hard to distinguish the
supervisory level from the technical level. Both groups are free to

Task Structure
Task-Related Interactions

Inter- Inter-
depen- depen-
Dis- Coord. dence Dis- Coord. dence
cre- w/in of cre- w/in of
tion Power gp. groups tion Power gp. groups
Technical | Lo Lo Plan Hi Hi Feed
Lo Hi
Superv. { Hi Hi Feed Hi Hi Feed
Decentralized Flexible, Polycentralized
112
Technical 413
Lo Hi Plan Hi Hi Feed
Superv. Lo Lo
Lo Lo Plan Lo Lo Plan
Formal, Centralized Flexible, Centralized

Ficure 3
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define situations as best they can and so both have high power with
respect to resources, organizational strategies and so forth.

This model resembles what others have called the organic as op-
posed to the mechanistic structure, or the professional or collegial as
opposed to the bureaucratic structure. I have reservations about these
labels and some of the normative static in the discussions. For one
thing, this type of structure is probably only efficient for highly non-
routine organizations, and these are few in number, even though they
are quite visible and attractive to social scientists who see in them
reflections of their academic institutions and values.

Most firms fall in the quite routine cell, and they try to fall there
because it means greater control over processes and much more cer-
tainty of outlook (we are ignoring market situations). For routine
firms, discretion of both the supervisors of production and the adminis-
trators of production is low—there is little ambiguity in these situa-
tions. The power of the technical level, however, is high, for it controls
the supervisory level on the basis of routine reports. Coordination in
both levels is through planning (giving further power to the technical
level) because things can be foreseen, and the interdependence of the
two groups is likely to be low. This approaches the bureaucratic model,
and where it is appropriate, it is undoubtably the most efficient.

In the engineering model—analyzable problems but many excep-
tions—the technical level functions more like the nonroutine firm with
high discretion and high power, and coordination through the feedback
of information for problem solving. But on the shop floor, discretion
and power are—should be—low. Planning is the basis of coordination
here, and interdependence between the two levels is low—designs are
sent down and executed. In the craftsman model—unanalyzable prob-
lems and few exceptions—it is the supervisory level that has high
discretion and high power and coordination through feedback. The
technical level is weak, and responds to the supervisors of production;
it needs little discretion and little power. Coordination is on the basis
of planning in the technical level. Interdependence of the two levels
can be low.

I make some more complex predictions about top management—
the design and planning level for the organization as a whole—where
the nature of what I call the product environment becomes critical—
suppliers, customers, competitors, unions, and government regulatory
agencies. For example, in industries where production and marketing
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is quite routine, this level can be routine, as in railroads in the second
quarter of this century. But it can be nonroutine even where the
functions of the other two levels are routine, as in consumer goods
industries where there is rapid change and obsolescence, requiring
many nonroutine decisions regarding products and processes, even
though once the decisions are made their implementation is routinized.?

Supposing there is some truth in all this—so wha? Well, for one
thing, I joint the growing ranks of those who insist that there is no
one best way to run organizations—their structure should vary with
the kinds of jobs they have to do. This is important, for a lot of re-
search, and certainly a lot of management text books, ignore this
point. Furthermore, variations by technology as defined here—tech-
niques of transforming raw materials—are large, systematic, and not
dependent upon the “compleate computer.” Computers are tools; in
themselves they are not technologies. They enable one to pursue a
rationalization of search procedures and categorization of exceptional
cases so they are no longer exceptions. Thus, they play a role in mov-
ing a firm from nonroutine, or craft, or engineering models to routine
models, but the raw material and the techniques of changing it must
be compatible with routinization before the computer can be used.
Furthermore, computers are still largely restricted to segments of
organizations such as accounting and inventory which were already
routine. Thus, we would do well to not hyphenate technology with
computers.

Furthermore, we should also begin to see the differential impact
of technology on management structure instead of confidently predict-
ing, for all rapid technological change, either the demise or growth of
middle management, the relevance or nonrelevance of increased tech-
nical education for top management, the raising or lowering of foreman
skill levels or discretion, and so on. The important question is whether
technological change in a firm means changing definitions of the
nature of the raw material and changing techniques of transformation
such that more search and variability is introduced, or less search and
variability. In some cases, even though we wipe out some routine
human tasks, we push discretion and power down to lower levels, and
others, we push it up and add other kinds of routine tasks.

Furthermore, it has implications for management training. Stu-
dents must not only learn discrete techniques or even analytical skills,

®For a discussion of predictions regarding two additional variables, social
structure and organizational goals, see Perrow, op. cit.
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but also acquire the ability to see when a technique is or is not applica-
ble because of the technological and structural situation in which it
might be applied. They must be able to size up the nature of the beast
they may have to deal with, and see that there are a variety of beasts
and they present a variety of problems.

More generally, the perspective has implication for management
practices. Why do you have so much trouble when you try to combine
routine and nonroutine production techniques in the same plant? Not
just because metallurgists and old style production men won’t mix.
When should you isolate product lines or even phases of production?
Classical management theories will not help here. When should you
buy the latest book by MacGregor, Bennis or Argyris and order par-
ticipative management to come into effect, by next Thursday? Not if
you have a routine operatien, and only in some units if it is a craft
or engineering operation. Human relations techniques are particularly
valuable where the structure appropriate to routine technologies per-
sists when the technology is nonroutine ; they help bring about a change
in structure. They are also useful in routine situations where relations
are unnecessarily impersonal and need some humanizing. But one can,
in routine firms, have too much communication, participation, collec-
tive goal setting, employee development and sham democracy. In
general, problems which are so often analyzed in personality terms
may often turn out to be technological differences requiring different
structures.

Finally, the perspective speaks to confusions and conflicts in exist-
ing theory. The discrepancy between the first part of the March and
Simon book,* emphasizing routine decision models and a mechanical
contribution—inducement theory, and the second part, emphasizing
uncertainty, political power and strategies is resolved by viewing the
first part as applicable to routine situations, and the second to non-
routine situations. I suspect, further, that the variety of approaches
we have towards organizations has something to do with the penchant
of a theorist for certain kinds of organizations, and thus for certain
technological settings. One finds it hard to imagine Barnard writing
his book® after having been an excutive of Ford or the Milo Plant
Dalton studied.® Except for Bell Labs, the telephone company is an

¢ March and Simon, op. cit.
® Chester Barnard, The Functions of the Executive, (Cambridge: Harvard

University Press, 1938).
® Melville Dalton, Men Who Manage, (New York: Wiley, 1959).
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ideal organization for studying administration in routine settings
which are secure and strong on public relations. Selznick would not
have studied Bell Telephone or the Social Security Administration,
or at least would have evolved a far different theory. Gouldner?
probably would not have evolved his three patterns of bureaucracy
from a study of Control Data Corporation. And so on.

The perspective also alerts us to the effects of parameter variables
such as size within certain technological types of organizations and
not between them. It becomes misleading to compare the effects of
size on structure if you use small elite psychiatric hospitals and large
custodial ones; or small R and D labs and large engineering units.
We should examine the effects of size only on R and D units, or elite
psychiatric hospitals, or custodial ones. Propositional inventories, of
which we now have a rash, might loose their emptiness if the type of
organization that the proposition was applied to was specified, instead
of illustrating proposition A with an analysis of a non-routine orga-
nization, proposition B with an analysis of a craftsmanship-type of
organizations, and claiming support for both for all organizations.

Let me close with some disclaimers: There are not four types of
organizations; the scheme sees continua. For many purposes of orga-
nizational analysis technology might not be an independent variable,
but a dependent one. The role of extra-organizational influences has
been completely neglected here, and I know it. In a different culture,
for example, none of these predictions might obtain® Finally, I have
selected only a few of many indicators of structure, there are undoubt-
ably better indicators of technology, and the measurement of this inde-
pendent variable is very difficult. I know because I have tried to do
it in a study of eight firms. But all this does not detract from the
importance of viewing the kind of work done in organization as a
major variable. We need a concept of technology which can reflect
the variety of techniques that exist, at all organizational levels; that is
analytic rather than inductive (that it, is not based on hardware) ; and
that is value-free. Only then can we presume to say something mean-
ingful about the relationship between management and technology.

" Gouldner, Alvin W., Patterns of Industrial Bureaucracy, (Glencoe, Ill.;
The Free Press, 1954).

®The role of the culture and social environment is developed in somewhat
more detall in a review of studies of general and mental hospltals in Charles

Perrow, “Hospitals: Technology, Structure and Goals,” in James March,
Hondbook of Organizations, (Chicago: Rand McNally, 1965) Chap. 22.



THE FAILURE OF INTELLIGENCE:
KNOWLEDGE AND POLICY IN GOVERNMENT
AND INDUSTRY

Harorp L. WILENSKY
University of California, Berkeley

Drawing on a military analogy and bringing together the scattered
literature on the intelligence function in complex organizations, this
paper offers a few hypotheses about the structural and ideological
roots of intelligence failures.!

TuE NATURE oF ORGANIZATIONAL INTELLIGENCE

Intelligence denotes the information-—questions, insights, hypothe-
ses, evidence—relevant to policy. It includes both scientific knowledge
and political or ideological information, scientific or not. The defini-
tion is broad enough to encompass general pictures of social and
natural order as well as specific messages about immediate issues.

High-quality intelligence designates information that is clear be-
cause it is understandable to those who must use it; timely because
it gets to them when they need it; reliable because diverse observers
using the same procedures see it in the same way; valid because it is
cast in the form of concepts and measures that capture reality; ade-
quate because the account is full, i.e., the data are not out-of-context;
and wide-ranging because the major policy alternatives promising a
high probability of attaining organizational goals are posed or new
goals suggested. By an intelligence failure I mean the inability to
muster the intelligence needed for successful pursuit of organizational
goals. When the relevant information is not in the system as a result
of the lack of appropriate search procedures, we can call the case an
intelligence failure; when the information is in the system but the

! The available literature is widely scattered over disciplines and is often
an incidental part of studies of other matters. For a rev1ew of sources and a
detailed analysis of (1) determinants of the uses of various types of intelli-
gence, (2) structural and doctrinal roots of intelligence failures, and (3)
inferences about the conditions that facilitate the flow of high-quality intelli-
gence, see Harold L. Wilensky, Organizational Intelligence: Knowledge and
Policy in Government and Industry (New York: Basic Books, 1957, in press),
which explores a wide range of cases from politics, welfare, international re-
lations, and industry. See also the entry on “Organizational Intelligence,” in

the International Encyclopedia of the Social Sciences (New York: Crowell-
Collier, forthcoming).
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intended recipient is not in a position to act upon it because he is
clearly constrained by forces beyond his control, we cannot refer to
the instance as an intelligence failure. If available technology and
personnel do not permit heads of state to monitor an impending attack
from an unknown planet, or if they know everything there is to know
about such an attack but can do nothing, not intelligence but power
has failed.

The competent organization of the intelligence function cannot
substitute for political judgment and administrative leadership. Nor
are failures in judgment always related to intelligence failures. What
is important for my purposes is that the direction and effectiveness of
policy—reasonable standards for judging the performance of adminis-
trative leaders—are in some degree affected by the quality of intelli-
gence and its flow from the source to the user. A man who knows
more is alert to more opportunities and consequences. And an exec-
utive who understands the problem of intelligence, who grasps the
limitations and contributions of men of knowledge is more likely to
temper power with wisdom.

StrUCTURAL RooTs oF FAILURE

The “knowledge explosion” intensifies an old problem: how to
draw good intelligence from a highly compartmentalized body of
knowledge and get it into the room where decisions are made.
Sources of failure are legion: even if the initial message is accurate,
clear, timely, and relevant, it may be translated, condensed or com-
pletely blocked by personnel standing between the sender and the
intended receiver; it may get through in distorted form. If the re-
ceiver is in a position to use the message, he may screen it out be-
cause it does not fit this preconceptions, because it has come through a
suspicious or low-regarded channel, because it is embedded in piles
of inaccurate or useless messages (excessive noise in the channel) or,
simply, because too many messages are transmitted to him (informa-
tion overload).

Pear] Harbor is alleged to be an intelligence lesson burned into
the minds of general staffs and top planners of national strategy. The
failure to take the final crucial step of communicating to commanders
the urgent warnings about Japan’s intentions supplied by Far Eastern
code analysts? is said to be due to “the lack of a high level joint intel-

? Roberta Wohlstetter, Pearl Harbor: Warning and Decision (Stanford:
Stanford University Press, 1962), pp. 125 ff, 310 ff., 395.
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ligence group and the absence of a high echelon organization for
national estimates and an indications center.”® Yet, 25 years later,
after a reorganization of the intelligence function to incorporate
these changes, two presidents were led into disastrous military adven-
tures based largely on miscalculation by intelligence agencies com-
municating at the top misleading pictures of the situation in Cuba,
the Dominican Republic, and Vietnam. The vast expansion of the
intelligence community has not prevented successes in the uses of
intelligence—among them the Defense Department’s spotting of So-
viet missiles in Cuba; neither has it prevented a string of fateful
failures.t

Intelligence failures are rooted in structural problems that cannot
be fully solved; they express universal dilemmas of organizational
life that can be resolved in various ways at varying costs. In all
complex social systems, hierarchy, specialization, and centralization
are major sources of distortion and blockage of intelligence. The
quality of intelligence is also shaped by the prevailing concepts of
intelligence, the types of problems to be confronted, the rates and
stages of growth of the organization, and the cultural or ideological
contexts of decision. I shall confine myself here to hierarchy, speciali-
zation, intelligence doctrines, and types of decisions.

HIERARCHY

Insofar as the problem of control—coordinating specialists, get-
ting work done, securing compliance—is solved by rewards of status,
power, and promotion, the problem of obtaining accurate, critical in-
telligence is intensified. For information is a resource that symbolizes
status, enhances authority, and shapes careers. In reporting at every
level, hierarchy is conducive to concealment and misrepresentation.
Subordinates are asked te transmit information that can be used to
evaluate their performance. Their motive for “making it look good,”
for “playing it safe,” is obvious.

In addition to motive to hold back and distort, there must be
opportunity. Middle level managers, and even lower level employees,

®Harry Howe Ransom, Central Intelligence and National Security (Cam-
bridge: Harvard University Press, 1959), p. 58. Cf. pp. 41, 54-56, passim.

“ For examples of both, see Ransom, op. cit, pp. 60 ff., and Richard C.
Snyder and Glenn D. Pa1ge “The Umted States Decision to Resist Aggres-
sion in Korea,” in Foreign Policy Decision-Making: An Approach to the

Study of Internatwnal Politics, Richard C. Snyder, H. W. Bruck, and Burton
Sapin, eds. (New York: The Free Press, 1962), pp. 206-249.
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sometimes have a near monopoly of insight into feasible alternatives.
For instance, observers of man-paced factory jobs have noted the
ingenuity of machinists who invent and hide cutting tools that do the
work more efficiently than the prescribed ways and thereby permit
more worker control of the pace. Although automation and centrali-
zation may change this, first-line supervisors still have indispensable
practical knowledge of both unofficial work behavior and “bugs” in
the technical system, and local plant managers in multiplant systems
know the limits of their productive capacities far better than central
headquarters.®

Matching the motive and opportunity of the subordinate to remain
silent are the superior’s motive and opportunity to close his ears. The
common belief that staff experts should be on tap not on top functions
to maintain line authority and reduce the status of the staff. Thus,
if an organization has many ranks and in its administrative style and
symbolism it emphasizes rank, it will display the greatest distortion
and blockage in the upward flow of information.

To extract information from those who have it, typically requires
the bypassing of conventional ranking systems. Efforts to resolve the
dilemma of hierarchy vs. intelligence include team or project orga-
nization, devices for communicating out of channels, machinery for
investigation and inspection, performance checks, and reliance on in-
formed outsiders.

SPECIALIZATION AND RIVALRY

As a source of information blockage and distortion, specialization
may be more powerful than hierarchy. The organization of the armed
forces and industry alike encourages rivalry and restriction of infor-
mation. Lines of organization become lines of loyalty and secrecy;
each department restricts information that might advance the com-
peting interests of the others. While information can also be used to
persuade potential allies, and facilitate accommodation with rivals,
it is more commonly hoarded for selective use in less collaborative
struggles for power and position. In foreign affairs, the history of

SCf. William F. Whyte, Money and Motivation (New York: Harper &
Brothers, 1955); Leonard R. Sayles, Behavior of Industrial Work Groups:
Prediction and Control (New York: John Wiley & Sons, Inc., 1958) ; Melville
Dalton, Men Who Manage: Fusions of Feeling and Theory in Administration
(New York: John Wiley and Sons, Inc.,, 1959); and Benjamin Ward, The

Socialist Economy: A Study of Organizational Alternatives (New York:
Random House, 1967).
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intelligence failures in the major capitals suggests that the foreign
office, the military, and the intelligence agencies seldom, if ever, form
an effective three-way communication network. In the Bay of Pigs
fiasco of 1961, for instance, the Intelligence branch of CIA was out
of touch with the operations branch, which was planning the adven-
ture; operations was only loosely in touch with the Joint Chiefs, who
loosely went along ; CIA kept both President Kennedy and the Cuban
exiles uninformed; the President approved a plan on the assumption
of two possible outcomes, national revolt or flight to the hills, neither
remotely possible ; activists in CIA and the Joint Chiefs rejected the
more accurate intelligence of the Department of State (which never
pressed it hard), of the British, and of alert newspaper reporters be-
cause that intelligence contradicted the assumptions of the plan they
were determined to launch.®

The dilemma of intelligence vs. specialization is twofold: first,
specialization is essential to the efficient command of knowledge but
antithetical to the penetrating interpretation that bears on high policy;
second, specialization and its concomitant, inter-unit rivalry, are ma-
jor blocks to the sharing of accurate information, but if problems of
upward communication can be solved, rivalry can result in great
gains—the specification of clashing alternatives and the presentation
of opposing cases. The main cost of specialization in intelligence is
parochialism—the production of misleading or irrelevant information,
a result of the familiar limitations of the expert.” The professionally-
biased intelligence producer remains too distant from the intelligence
user, too ignorant of policy needs; he is also forced to compete with
other producers for the support and guidance of the user® The gain
from constructive rivalry is another matter; it depends on administra-
tive styles and structures that expedite the free flow of rival perspec-
tives and solutions to the responsible executives and their general
advisers.

To resolve this dilemma, especially in organizations dependent on
technical intelligence, administrative leaders use the following devices:
they recruit managers from professional or scientific staff; they tie

® Herbert Lionel Matthews, The Cuban Story (New York: G. Braziller,
1961) ; Theodore C. Sorensen, Kennedy (New York: Harper and Row, 1965) ;
and Arthur M. Schlesinger, Jr., 4 Thousand Davs: John F. Kennedy in the
White House (Boston: Houghton Mifflin Co., 1965).

"Harold J. Laski, The Limitations of the Expert (London: The Fabian
Society, 1931).

8 Sherman Kent, Strategic Intelligence (Princeton: Princeton University
Press, 1949), pp. 81, 94 ff.
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specialists in the field closely and informally to the home staff via
rotation, frequent conferences, and career lines that lead from the
field to central headquarters; they expose themselves systematically
to intelligence by examining multiple sources firsthand, and some-
times by stimulating competition between sources.

The gains of calculated competition cannot be secured, however,
if top decision-makers insulate themselves from the squabbles of their
subordinates and force rival departments urging rival doctrines to
settle differences in ponderous super-committees.

The firmest generalization that can be made about hierarchy and
specialization is that the greater the number of ranks and the greater
the number of organizational units involved in a decision process, the
more the distorting influence of rank and jurisdiction and the greater
the chance of an intelligence failure.

DocTRINES OF INTELLIGENCE

Concepts of the intelligence function deeply affect the organiza-
tion of intelligence, the recruitment base, and hence the quality of
intelligence. Administrative leaders often evince anti-intellectualism,
narrow empiricism, and a demand for secrecy in odd combination
with a demand for scientific prediction and quantitative estimates.
This combination leads to foolish ideas about the proper organization
and possibilities of intelligence.

“All the Facts”

If users of intelligence think of it as “facts” rather than “evalu-
ated facts,” if they are imbued with the notion that more raw “infor-
mation” to “fill in gaps” is their great need, they are likely to make
intelligence a distinct, subordinate function, to separate sharply col-
lection of data from interpretation, and to exclude experts from
policy deliberations. They will attract either crude empiricists or
conformists content to “backstop” the preconceptions of policy makers.
Thus, intelligence administrators and staffs have typically been law-
yers, soldiers, historians, and journalists—trained in school and in
practice as empiricists—suspicious of plans and predictions, hostile to
generalizations and abstractions.? The main issues remain unsettled:
“What types of experts, with what background and training, make
the best interpreters, and what concepts and organization of intelli-
gence attract and motivate them ?”
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“Intelligence Estimates”

Two related concepts of intelligence further complicate the prob-
lem of organization and reduce the quality of information services—
the accent on short-run prediction (“intelligence estimates™), reflected
in a pressure for direct, simple answers to immediate questions, and
an accent on secrecy.

Given the familiar difficulties of prediction in social science and
politics, intelligence estimates, like stock market forecasts, are heavily
hedged : “There is a serious possibility that Red China will intervene,
but there are some grounds for optimism.” Perhaps questions that
stimulate the imagination, give shape to major policy alternatives, and
point to general directions and long-run goals are more important
than forecasts of next events.

Intelligence users and operators, incongruously demanding from
researchers “all” the “facts,” at the same time that they demand
short, speedy, journalistic estimates of future developments, use the
inevitable hedging and the frequent failures of prediction to justify
their naive separation of “facts” from “know-how,” and their denigra-
tion of research (“I wouldn’t ask these geniuses to tell me how many
pints there are in a quart”). Faced with repeated disconfirmation of
short-run predictions, they are susceptible to the “cry wolf syndrome,”
which discounts all predictions and warnings whatsoever.!?

Secret Sources

Reinforcing the doctrine that “research” should be separate from
“policy-making” and “operations” is the notion that secret sources
are intrinsically superior: an emphasis on secrecy means that few
experts can be allowed to participate, that loyalty-security systems
should be set up, and, in the case of government, that clandestine
operations should be segregated from research. Students of intelli-

® Willmoore Kendall, “The Function of Intelligence,” World Politics, 1
(July, 1949), pp. 550-551; Roger Hilsman, Strategic Intelligence and National
Decisions (Glencoe: The Free Press, 1956), pp. 81, 96; Max F. Millikan,
“Inquiry and Policy: The Relation of Knowledge to Action,” in The Huwmaon
Meaning of the Social Sciences, Daniel Lerner, ed. (New York: World Pub-
lishing Company, 1959), 1959, p. 163; Benno Wasserman, “The Failure of
Intelligence Prediction,” Political Studies, 8 (June, 1960), pp. 156-169; Harold
L. Wilensky, Intellectuals in Labor Unions: Organizational Pressures on
Professional Roles (Glencoe: The Free Press, 1956), pp. 230 ff.; and Lester
W. Milbrath, The Washington Lobbyists (Chicago: Rand McNally & Com-
pany, 1963), p. 157.

Wohlstetter, op. cit., p. 52.
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gence agree that while secret (covert or “black”) intelligence, like
overt intelligence, has expanded in every sphere of modern life,
policy makers grossly exaggerate its importance and reliability. There
is also general agreement that the accent on secrecy impairs critical
judgment in the production and interpretation of intelligence and dulls
the sense of relevance. At the same time, secrecy blinds the executive
to increasingly available open sources.

The distorting effects of secrecy are felt both in the type of
personnel attracted to secret operations and in the peculiar conditions
for intellectual work that secrecy imposes. The more secrecy, the
smaller the intelligent audience, the less systematic the distribution
and indexing of research, the greater the anonymity of authorship,
and the more intolerance for deviant views and styles of life.!? Such
a restrictive atmosphere reduces the incentive for top scholars, whose
ways of life and thought are not always orthodox and who work best
with critical appraisal and acclaim and with wide open access to the
best sources. Thus, the security regulations and loyalty investigations
of the McCarthy era permitted cautious mediocrities, dedicated to the
most impoverished clichés of the Cold War, to rise to the top of the
foreign service, leaving a legacy of ignorance that has plagued every
subsequent president.!3

If we consider the motives of secret agents, informers, stool
pigeons and other spies, and the stigma under which they labor,
the limitations of covert intelligence become obvious. In order to
protect their sources, clandestine agencies want complete control of
data collection and operations; they therefore have a natural penchant
for the kind of compliant people who make good “security risks.”
The motives of such people have been noted by students of police
work, of military intelligence, of foreign affairs: fear, insecurity, re-

Y United States Senate Subcommittee on Administrative Practice and Pro-
cedure of the Committee on the Judiciary, “Invasions of Privacy” (Govern-
ment Agencies), part 1: February 18, 23, 24 and March 2, 3, 1965; part 2:
April 13, 27, 28, 29 and May 5, 6 and June 7, 1965; part 3: July 13, 14, 15,
19, 20, 21, 27 and August 9, 1965. Washington: U.S. Government Printing
Office, 1965) ; and Richard Austin Smith, “Business Espionage,” Fortune, 53
(May, 1956), pp. 118-121, 190, 192, 194.

2 Cf. Bruce L. R. Smith, “Strategic Expertise and National Security Policy:
A Case Study,” in Public Policy, John D. Montgomery and Arthur Smithies,
eds. (Cambridge: Graduate School of Public Administration, Harvard Uni-
versity Press, 1964), p. 78; and Robert K. Merton, “Priorities in Scientific
Discovery,” in Bernard Barber and Walter Hirsch, eds., The Sociology of
Science (New York: The Free Press, 1962).

¥ Cf. Schlesinger, op. cit., p. 411; Kent, op. cit., pp. 69, 74, 146-147; and
Ransom, op. cit., p. 178.
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venge, envy, remorse, money—a shaky basis for objective reporting.t4

There is a final, fatal difficulty : while the classic spy of fiction and
practice struggles successfully to obtain startling information, his
home office, knowing that in sensitive areas the enemy always leaks
false information, is likely either to discount accurate information
(as in the film about Operation Cicero starring James Mason) or
fall for fabrications (as in the film “The Man Who Never Was™).15
In the end, the most reliable intelligence sources for competing or-
ganizations are open; the best data, seldom secret, are the actions
of the other party. To discover the seriousness of a labor union’s
bargaining demands, compare the tone in its house organ with that
of comparable years, examine its contracts relative to those of rival
unions, note the staff it devotes to local contacts, look at its treasury
and the state of the labor market.

Yet at the very time that open sources multiply and communi-
cations technology speeds the processing and flow of information, we
may be elevating the position of the spy. Since the onset of World
War II, the reservations of diplomats and administrative leaders
about spying have weakened,!® the budgets and influence of spies
have expanded. Government use of electronic snoopers is wide-
spread, industrial spying is apparently increasing, especially in the
automobile, chemical, and oil industries.!” In Japan there is now a
school for industrial spies; in the United States a professional asso-
ciation, “The American Society of Industrial Security.”

An emphasis on secret information not only threatens individual
privacy; it can demoralize an organization. Such practices as prying
into the personal lives of employees to fend off the efforts of rivals
to obtain secret information, or conducting disguised surveys to un-
cover pro-union sentiment, can build resentment, provoke strikes,
increase labor turnover, or reduce efficiency. Several labor disputes
of the 1960’s were triggered by management efforts to spy on em-

* Malachi L. Harney and John C. Cross, The Informer in Law Enforce-
ment (Springfield: Charles C Thomas, 1960), pp. 33-39; Eleanor Bontecou,
The Federal Loyalty-Security Program (Ithaca: Cornell University Press,
1953), pp. 131-135; Hilsman, pp. 21 ff.; Schlesinger, tbid., pp. 230 ff.

* L. C. Moyzisch, Operation Cicero (New York: Coward-McCann, 1950) ;
Paul Seabury, The Wilhelmstrasse: A Study of German Diplomats under
the Nazi Regime (Berkeley and Los Angeles: University of California Press,
1954) ; and Ransom, op. cit., pp. 168-169.

1€Ct. Alfred Vagts Defense and Diplomacy: The Soldier and the Conduct
of Fo; etgn Relations (New York: King’s Crown Press, 1956), pp. 65, 70-71.

R. A. Smith, 0p. cit.; and U.S. Senate, op. cit.
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ployees or subject them to closer surveillance.!® The effect on the
quality of intelligence is more certain: the demand for secret predic-
tion evokes a flood of doubtful inside dope.

THE NATURE oF THE DECISION

The nature of an executive decision itself shapes the uses and
quality of intelligence because it affects the number, kinds, and or-
ganization of experts called to serve. To illustrate, I will suggest two
plausible hypotheses using the variables of urgency, cost, innovation,
and certainty.

First, when the decision is urgent, the distortions of hierarchy,
specialization, centralization, and doctrine are minimized. Ironically,
“hasty” decisions made under pressure may on the average be better
than less urgent ones.

Compare the two Cuban crises that dominated the Kennedy years.
In the Bay of Pigs affair, planning, begun in the Eisenhower adminis-
tration, was lengthy, discussion was rank-oriented, the range of seri-
ous exploration of alternatives and consequences limited, and the
outcome disastrous. In the more urgent missile crisis, discussion
was egalitarian; protocol, seniority, and rank counted for little; a
wide range of alternatives was explored in depth;!® and, by the

* A 1964 UAW-CIO-AFL Convention resolution, “Infringement on Work-
ers’ Privacy” noted that one automobile manufacturer, who had already en-
gaged in electronic eavesdropping, threatened to install closed circuit television
cameras to observe workers on the job, and was stopped by the union. “An-
other manufacturer was caught eavesdroppmg on a union meeting room during
negotiations and spying on workers in locker rooms and cafeterias.” The res-
olution records the UAW'’s “unaltering hostility . . . to surveillance, whether
by machine recording device, motion picture camera, listening device, closed
circuit television or otherwise, of workers in and around the factories and
during relief and rest periods, and of union representatives in plant meeting
rooms.” It also opposes the use of polygraph machines. (Proceedings of the
Nineteenth Constitutional Convention, March 20-27, 1964. Atlantic City, New
Jersey. International Union, United Automobile, Aerospace and Agricultural
Implement Workers of America, pp. 323-324. Cf. U.S. Senate, op. cit., espe-
cially the statement of President Beirne of the Communications Workers of
America, AFL-CIO on eavesdropping by phone companies, Part 2, pp. 966-972;
and J. Dale on TV surveillance by Chevrolet in Baltimore and GM’s Delco
Radio Division in Kokomo, Indiana, and the use of peep holes for observation
by Ford in “Bill of Rights Violated—by Company Snoopers,” UAW-Solidarity,
IX [March, 1965], pp. 4-5.) The phone companies’ defense—surveillance of
employees improves service to customers—is more persuasive than the FBI’s
argument that its illegal wire-taps and mail interceptions improve criminal
prosecution. Cf. Fred J. Cook, The FBI Nobody Knows (New York: Mac-
millan, 1964). There may still be enough commitment to privacy and enough
awareness of the problem of means and ends, however, to make the American
public suspicious of either justification.

1 Sorensen, op. cit., pp. 679 ff.
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standards of the Bay of Pigs, the decisions, in both process and
consequence, were superior. Urgency functioned to overcome many
information pathologies.

In a germinal work on these matters, March and Simon suggest
an opposite hypothesis: if decision-processes are slow and deliberate,
all relevant information in the system is likely to be noticed.?® If
organizational theory begins with the nature of human cognitive fac-
ulties—with March and Simon’s assumption that “the basic features
of organization structure and function derive from the characteristics
of human problem-solving processes and rational human choice” 2!—
it will tend to overrate the payoff from “slow deliberation” and
underestimate the effect of attributes of structure and culture that
transcend individual psychology—hierarchy, specialization, centrali-
zation, occupational ideology, and other barriers to communication.
Of course, there is a type of organization in which urgency is sick-
ness and deliberation is health. Where the main aim is knowledge,
as in the scientific community, time serves intelligence; where the
main aim is something else—and this involves practically every or-
ganization but those devoted entirely to scholarship—time subverts
intelligence.

Related to the question of urgency are the questions of cost, inno-
vation, and uncertainty. The greater the costs, risks, and uncer-
tainty, and the more significant the changes in method and goals
involved, the more intense is the search for information. But the
stronger, too, is the weight of established policy and vested interests.
Decisions involving many people, much money, great uncertainty
or great risks, and major innovations evoke action and advice from
every specialized unit at every level of the hierarchy, thereby increas-
ing the dangers of overload, distortion, or blockage of communica-
tion and of paralyzing delays.

Perhaps the soundest hypothesis we can derive from these
considerations is that only those “big” (that is, costly, risky, innova-
tive) policy decisions that are also very urgent are likely to activate
high-quality intelligence, because deliberation then moves out of
channels toward men of generalized wisdom, executives and experts
alike, communicating informally and effectively at the top. If crises
become routine, however—if there are too many critical junctures—

® James G. March and Herbert A. Simon, Organizations (New York: John
Wiley & Sons, 1958), p. 169.

% Loc. cit.
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the weight of established structures and doctrines can inhibit the
fresh response to the extraordinary event: the cutting of new chan-
nels of intelligence.

CoNCLUSION

Information has always been a source of power, but it is now
increasingly a source of confusion. In every sphere of modern life, the
chronic condition is a surfeit of information, poorly integrated or
lost somewhere in the system. Whether the new information tech-
nology will improve the administrative leader’s defenses against infor-
mation pathologies is uncertain. Although that technology may
facilitate certain changes in organizational structure (see the thought-
ful papers by Myers, Perrow, and Simon in this volume), it is not
at all clear that such changes will weaken the roots of intelligence
failure. No one argues that in highly-programmed systems there
will be less specialization, less accent on hierarchy and command.
And the new flood of information will not likely solve the problem
of information overload. Nor will it make the doctrines of “all the
facts” and “short-run estimates” less attractive.

Unfortunately, intelligence failures are built into complex organi-
zations. Thus, alert executives are everywhere forced to bypass or
diversify the regular machinery and seek first-hand exposure to
intelligence sources both inside and outside the organization. They
typically move to points along the organization’s boundaries: looking
toward the bottom, they rely on internal communications specialists;
looking outward, they rely on contact men. They talk to reporters
and researchers investigating their organizations; they establish
study commissions or review boards comprised entirely of outsiders,
like the members of British Royal Commissions ; they institutionalize
complaints procedures and thereby subject themselves to systematic,
independent criticism from below, as in the case of the Ombudsman ;
they assemble ad hoc committees, advisory corporations, kitchen
cabinets, general advisers, personal representatives. These unofficial
intelligence agents may constitute the most important and reliable
source of organizational intelligence.

Given the institutional roots of intelligence failures, scattered
about like land mines, and given the urgency of so many big decisions,
we come to a rather discouraging conclusion. What counts is the
top executive’s preconceptions—what he has in mind when he enters
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the room and must act. The role of experts and intellectuals in
shaping these preconceptions is little understood. For instance, in
college and in on-the-job training programs, business executives and
government officials are increasingly exposed to social science per-
spectives. We do not know the impact of such education on them.
If it does not yield direct answers to their immediate questions, per-
haps it does break through their cruder stereotypes, enhance their
understanding of themselves and their organizations, alert them to
the range of relevant variables, and make them more skillful in the
use of experts.



PROGRAMS AS FACTORS OF PRODUCTION

HEerBERT A. SiMoN
Carnegie Institute of Technology

As a member of that rapidly-growing happy band who spend our
days trying to find ways of inducing computers to do interesting new
things, I feel a good deal of responsibility for understanding the
probable economic and social consequences of introducing these new
devices into our society and widening the range of their applications.
From an economic and social standpoint, are computers and automa-
tion something new under the sun, or are they to paraphrase Clause-
witz, simply “a continuation of the Industrial Revolution by other
means?”’ Do they call for a new chapter in the economic textbooks,
or are they merely details in the chapters on capital and distribution?

In a series of essays published under the title of THE SHAPE
OF AUTOMATION,! I explored some of the macroeconomic aspects
of these questions—in particular, the implications of automation for
full employment, real wages, and the demand for unskilled labor.
I will not repeat my conclusions here except to observe that I ended
my investigation with more optimism than I began with. From the
standpoints considered, automation does, indeed, seem a natural con-
tinuation of the Industrial Revolution, fully compatible with full
employment, creating a high probability that labor will reap all or
most of the gains of rising productivity. -

The present essay is an inquiry in a different direction. It begins
with the observation that what we generally call a “computer” includes
both a hardware component and a software component—both a col-
lection of electronic gear, and a collection of programs and data that
are stored in the hardware memory. During the first five years that
computers were obtainable commercially, to buy or rent a computer
meant to buy or rent the hardware. Since that time, during the last
decade or so, the merchandise on the market has generally included a
substantial software as well as hardware component. In fact, the soft-
ware represents a steadily increasing part of the total purchase or

! Harper & Row, 1965. I have been reinforced in the conclusions reached in
those essays by noting their agreement with the subsequent report of the
National Commission on Technology, Automation, and Economic Progress,
Technology and the American Economy. Washington: Government Printing

Office, 1966, and the recent book by Charles Silberman, The Myths of Automa-
tion. New York: Harper & Row, 1966.
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rental cost, and no computer of any size could be marketed today
without being accompanied by appropriate software.

Computer software falls into a number of categories, including:
(1) monitor programs and scheduling algorithms, to make the system
available to a multitude of users, and to allocate and schedule its
facilities among them; (2) programming languages, such as assembly
languages and user-oriented languages (e.g., FAP, FORTRAN,
COBOL, SIMSCRIPT); (3) utility routines, such as linear pro-
gramming algorithms, standard statistical packages, and programs for
solving differential equations. For the most part, computer users
either employ these pre-cooked programs, or write their programs in
user-oriented languages. Few users program in machine language,
and almost none in large installations run their programs outside
monitor and scheduling systems. Some current suggestions that, be-
cause of economies of scale, large central computing hardware systems
will take on the character of public utilities will, if realized, accentuate
and hasten these trends.

If computers, regarded as a factor of production, are to be classi-
fied with capital, they are capital with a difference. To be sure, there
are precursers, such as the Jacquard loom, which was as truly pro-
grammed as the most modern solid-state machine. But the software
component of modern computers is so prominent in comparison with
anything that went before that we must treat the difference as having
qualitative significance.

CoMPUTER PrROGRAMS AS A ForM oF LABOr

An alternative to regarding computers as a new form of capital
is to regard them as a new form of labor. This, too, is a familiar
idea which we might call the R.U.R. hypothesis. The label is apt
provided that it does not evoke spectres of computers “taking over,”
but is merely used to denote their applicability to a widening range
of humanoid tasks. I should like to introduce an allegory for explor-
ing further the reasonableness and limitations of regarding computers
as labor. Like most allegories, this one will involve certain simplifi-
cations of real life.2

?The technological developments that underlie the possibilities of using
human and computer Jprograms interchangeably in a wide range of tasks are
discussed in my paper “Decision Making as an Economic Resource,” in Lawrence

H. Seltzer (ed.), New Horigons of Economic Progress (Detroit: Wayne State
University Press, 1964), pp. 71-95.
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In the time of Columbus, devices for ocean transportation incor-
porated both a hardware component—a sailing ship—and a software
component—a navigator. A shift in the production function for ocean
transportation could result from an improvement either in sailing
ships or in the skills of navigators. Improvements in hardware were
incorporated in the production function as new ships were launched.
I suppose that the economics of the matter were handled by using
Terborgh-like replacement formulas to determine when ships had
become obsolete and should be replaced by improved ones.

Improved navigational technology, however, could be incorporated
in the production function either by replacing navigators or by re-
training the present ones. At a cost, an experienced navigator might
be trained to use a magnetic compass to find North, or, some centuries
later, a chronometer to determine his longitude.

One important difference, then, between the hardware and soft-
ware components in ocean navigation lay in the greater opportunities
for revising and improving the latter without complete replacement.
One important similarity was that, even in the absence of technological
change, both hardware and software gradually wore out and had to
be replaced anyway. In both cases, the replacement cost was not negli-
gible. Ships were obviously costly to build, and navigators could only
be produced by years of training and experience.

Let us now introduce an automated navigator into this technology,
in the form of a programmable computer. Only one thing has changed
in the economic structure of the situation, but a rather significant one
thing: many technological changes in the art of navigation can now
be introduced, almost without cost, by replacing the present program
in the automated navigator with a copy of a program incorporating the
improved method. The automated technology is an example of a
technology that can be copied almost without cost? To understand
the significance of the difference, we must consider the economics of

copying.

TrHE Econowmics oF CoPYING

The significance of cheap copying processes is that when they are
available, the cost of developing improvements need be paid only once.
Among the crucial events in human evolution have been the introduc-
tion of five important advances in the technique of copying and

3 Ibid., pp. 91-93.
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storing information: (1) organismic reproduction with duplication
of genetic material, (2) indirect programming through learning,
(3) preservation of artifacts, (4) writing, and (5) printing. Each
of these has its characteristic structure of costs. None of them allows
“instant” reprogramming of existing hardware. The third and fourth
are simply storage devices; the fifth allows cheap copying; but all
these last three contribute to production only through the second—
learning, hence do not avoid its costs.

Direct copying of computer software has characteristics, therefore,
quite different from any of these earlier copying techniques. When
an improved program has been invented for the automatic navigator,
it cannot only be installed in new navigators at no addition to cost,
but it can also be provided to existing navigators instantly and sub-
stantially without cost. The comparative advantage of automatic
navigators relative to human navigators will increase in any field where
the technology is advancing rapidly, since improvements can be incor-
porated in the former sooner than in the latter.t

THE CosTS oF SOFTWARE DEVELOPMENTS

In the case of any copyable technique, there is a problem of how
the costs of developing improvements are to be recovered. In the
absence of adequate opportunity for recovery, there will, of course,
be underinvestment in research and development. In a competitive
economy, the problem becomes the more severe the less expensive
and more rapid the copying process.

Patent and copyright laws are the usual modern procedures for
returning rewards to the authors of technological advances that can

4 As a first approximation, if the navigational technology is advancing at a
linear rate of B units per year, and if Px is the cost of replacing a navigator’s
program, then the optimal interval, T*, for replacing programs is given by:

T* = ((2 P~)/B)¥?
That is, the optimal replacement period varies directly with the square root of
the cost of program replacement, inversely with the square root of the rate of
change of the technology. This approximation was first derived for equipment
replacement policy by George Terborgh, Dynamic Equipment Policy (New
York: McGraw-Hill, 1949), p. 254. See also, ibid., p. 283.

Thus, because of program copying costs, the technology actually employed
will lag, on the average, T*/2 time units behind the best available technology.
It is easy to see that if human and automated programs have been just com-
petitive (with a lower copying cost for the latter than the former), the latter
will be substituted for the former if B increases.

We can similarly derive optimal replacement intervals, T*s and T*w, for
ships and shipwrights’ programs, respectively. The lag in the technology
incorporated in ships will then average: (T*s 4+ T*w)/2.
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be copied. Secrecy is another method still widely used, but not appli-
cable when the improvement can be copied from artifacts embodying
it. (Study of artifacts may permit copying not only the objects them-
selves, but even improved methods of manufacture, evidences of which
are preserved in the manufactured object.)) At an earlier point in
history (and even today in the military sphere), governments inter-
vened to prevent the export of technological improvements, whether
in the form of machinery or of programs recorded in the memories
of artisans.

Because of the cheapness of the copying process, and the potential
value of even single exemplars, the protection of inventors’ interests
in improved computer programs is a matter of great technical diffi-
culty. Here we must distinguish programs written to run on a par-
ticular type of machine, on the one hand, from programs written in
higher-level languages that are easily transferred to different ma-
chines. The machine manufacturer can recover investments in soft-
ware developments of the former kind, since they can only be used
with his machine. On the other hand, the improvements are then not
used everywhere they might be, and competing manufacturers must
duplicate development investments, both sources of misallocation of
resources.

With progress in software technology, programs have tended to
become more independent of hardware. Hence, the more serious
problem from a social point of view appears to be to secure a suffi-
ciently high rate of investment in software development.

HuMmaN AND CoMPUTER PROGRAMS

Labor’s contribution to production is achieved by the coordination
of a system of sensory organs—eyes and ears—with a system of
effectors—principally hand and mouth—by means of those stored
programs we call “skills.” ® In our Columbian ocean transport tech-
nology there are both the skills of the navigator—whether human or
automated—and the skills, or technical know-how, of the shipbuilders.
Evidence from wartime destruction tells us that an economy that has
lost a large part of its physical capital, but retained its pool of tech-
nology, can restore previous levels of productivity relatively rapidly.

® See “Decision Making as an Economic Resource,” op. cit., pp. 80-82.

“The Economic Implications of Learning by Doing” are examined in Kenneth

Arrow’s well-known essay with that title (Review of Economic Studies, 29: 155-
173, June 1962) and in the references cited there.
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The stored skills in a pre-computer economy must be replaced
each generation, even if there is no technological change, since these
skills must exist in human brains in order to be useful for production.
The replacement costs are by no means the same as the costs of formal
education in the economy. In the first place, the entire time, not just
the school time, of children prior to their entrance into the labor market
should be charged as part of the replacement cost. Whether in school
or out, children learn to speak, become acquainted with the common
artifacts of their culture and, at least in simple economies, learn one
or more relevant production technologies.

In the second place, in societies with formal educational systems,
a large part of what is taught and learned in the schools has no produc-
tive significance. This is certainly true of most of the curriculum
of the contemporary American school system. Schooling is best re-
garded, under such circumstances, primarily as a consumption good
that has as a small by-product the storage of a certain amount of
production skill.8 If I were given a contract, at a fixed price, to pro-
duce research scientists, I would certainly turn the finished product
out of my educational institution at an age earlier than 25!

In the third place, much of the transmission of programs takes
place through on-the-job training and experience. These training
costs do not show up in the social accounts, but are hidden as direct
costs of production.

In a peasant culture, the avoidable cost of replacing programs
each generation is probably very small, because by the time children
are physically capable of doing hard manual work they have already
learned most of the skills they will use. On the other hand, the absence
of mechanisms for cheap transmission of programs and for reliable
storage of programs probably operates to slow technical progress or
even cause the loss of discoveries, so that improvements need to be
repeatedly re-invented.

We observe, for example, that there was only minor technological
advance in peasant cultures from pre-Christian times to the Industrial

® My intention here is simply to state a fact, not to offer social criticism.
In particular, I do not mean to argue that transmission of production programs
should be the sole, or even a major goal of formal education. I 51mply observe
that it is easy to jump to the conclusion that this is what education is all about.
The jumping has been encouraged by studies of American education that have
made much of the, largely spurious, correlation between amount of education
and earnings. The correlations are spurious because they have been uncor-

rected, or inadequately corrected, for differences in ability, in ambition, and
in family status.
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Revolution. We may conjecture that the technologies of these cultures
remained in a state of dynamic equilibrium—they were able to maintain
just that level of technology at which the forgetting from one genera-
tion to the next was balanced by reinvention. Increases in the density
of population, and improvements in the security or economy of travel
and transportation would allow increases in specialization, hence per-
mit a larger stock of programs to be transmitted. Nomadism, on the
other hand, through increasing the difficulty of retaining numerous
physical possessions, would decrease the stock of the culture’s artifacts,
hence degrade an important store of technological information.

It is not my purpose here to rewrite cultural history in terms of
the problems a society faces in maintaining and transmitting stored
programs. It might be a rewarding thing to do, but I will leave it to
others better informed than I about the facts. The notion of a learning-
forgetting equilibrium of technology is not relevant, however, only to
peasant cultures. It is equally applicable, for example, to the problem
that a university department faces in remembering its own policies,
and all of the subtle considerations that went into their formulation.
As faculty come and go, secretaries marry and are replaced, files are
lost, and conditions change, the subtleties vanish, and the policy tends
to reduce to a few general (though not necessarily sound) principles,
plus some specific regulations that happen to have been recorded in
documents that continue to be referred to. Often, the documents them-
selves become inoperative because the “retrieval” programs that
would cause them to be referred to on appropriate occasions are lost.

In sum, the costs of maintaining a store of human programs over
periods during which personnel turnover is substantial are very large.
Storing technology in the form of computer programs rather than
human programs opens up new possibilities for greatly reducing such
costs.

LEARNING PrROGRAMS

Learning is needed not only to transmit programs from generation
to generation, and to modify programs to incorporate new technology,
but also simply to adapt programs to problems posed by a constantly
changing environment. The potential economic gains to be realized
from cheap copying will be inconsequential if new programs have to
be devised ad hoc for each small change in circumstances.

The program of the navigator may make use of large amounts of
information about tides, currents, winds, coastlines, and harbors in
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different parts of the world. The program, to be workable, must be
factorable into two parts: (a) a store of information, that can be
augmented readily by simple processes of memorization, and by simple
programs for consulting available reference sources; and (b) a gen-
eral-purpose program that can apply appropriate parts of this data
store to any given specific navigational problem.

The economy of automated programs will depend on their having
comparable features. They must be learning programs, at least in the
sense that they can apply new information to new situations, and
probably also in the stronger sense that they are capable of some
adaptive modification in their own structures. Without such features,
each program would be applicable to only a narrow range of situations;
hence little would be gained from the availability of cheap means
for producing copies.

DirFrusioNn oF NEw TECHNOLOGY

The ocean transportation technology of our allegory depends both
on the programs stored in the navigator, and on the programs for the
manufacture of ships. All of our discussion of the costs of program-
ming and improving the programs of human or automatic navigators
applies quite as well to the programs of human or automated ship-
wrights.

Technological advance requires the invention of new techniques,
but also the development and storage of the programs necessary to
apply these techniques. For any extensive technological change, a
whole series of “reprogramming” decisions have to be made—by
managers, engineers, and workmen. In evaluating these decisions,
numerous externalities will be encountered, because the effectiveness
of the new technology in comparison with the old will depend on what
programs have already been stored. Thus, the productivity of capital
in the form of automobiles will depend on the commonness of driving
and mechanics’ programs in the population, as well as the presence
or absence of such material artifacts as roads and gas stations.

One particular difficulty in the diffusion of new technologies is
that the new programs have to be ingested, at least in considerable
part, in order to evaluate them. Hence, much of the reprogramming
cost must be borne before an accurate evaluation can be made---or
acceptance of the new technology must be postponed until its advan-
tages are obvious even to the untutored eye. To the extent that the
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programs of the new technology are computerized, the costs of develop-
ing the programs will have to be borne, but not borne anew in each
application. We would expect more rapid diffusion of new technolo-
gies under these conditions.

THE RETRIEVAL OF PROGRAMS

Automation of the programs that constitute a technology will make
explicit not only the problem of modifying programs to take advan-
tage of advances in knowledge, but also the problem of bringing
existing programs to bear in the situations where they are relevant.
Before considering the form that this problem will take in an auto-
mated technology, let us examine it in the context of our present
culture.

Specialization increases the repertory of programs that are avail-
able within the economy taken as a whole. It does not guarantee,
however, that the sophisticated programs stored in the specialist’s
brain will be used whenever relevant. Someone, at the point of prob-
lem impact, must note the relevance, and must have an effective
procedure for locating the specialist. Even when he has been located,
there may be difficult pgpblems of compatibility between his programs
and those of the persons consulting him—what we call nowadays an
“interface” problem. The specialist may fail to understand the prob-
lem properly, and those consulting him may fail to understand his
solution, or how to combine his knowledge with aspects of the problem
that fall outside his specialty.

There is much talk today about the “knowledge explosion,” and
how this explosion makes it more difficult to locate relevant knowl-
edge. Much of this alarm is ill-considered, for the advance of knowl-
edge is not primarily an additive (or multiplicative) accumulation of
knowledge. It is primarily the reorganization of knowledge to make
it more parsimonious and more applicable. To become a research
chemist should involve less learning today than it did fifty years ago,
because physical chemistry and quantum mechanics have provided
such powerful tools for organizing facts, and indeed making them
derivable from theory.

This is not the place to pursue this particular issue. It is raised
simply to put into perspective current alarm about the stock of
knowledge. In this age as in any other, an important part of the
programs that define the technology are programs for retrieving
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knowledge from its storage places. Among the important prospective
consequences of automation are its consequences for retrieval tech-
niques.

The cost of retrieving relevant programs depends, first, on finding
them, second, on making them usable in the application situation.
Finding costs depend, in turn, on the structure of available indexes
and on the power of the available search programs. As illustration,
consider the following problem: One of the functions of the National
Academy of Sciences is to provide agencies of the National government
with expert scientific advice when needed. What kind of processing
system is required for the offices of the National Academy to perform
this function?

One can dream up designs for elaborate indexes of specialists. One
such index, the National Register, actually exists. However, there is
a much simpler and fully adequate device available to the staff of the
National Academy: the telephone. Any given inquiry can be roughly
classified by the field of knowledge to which it belongs. The appropri-
ate members of the Academy staff can carry around in memory indexes
to the names of a few persons who are knowledgeable in each of these
fields. Each of the knowledgeable responder};gs, in turn, has a more
detailed map of specialties within the general area, and an index of
names of the corresponding specialists. These specialists will have
their own indexes, and so on. A series of three or four phone calls
can hardly fail to locate the best program in the United States to
address itself to the problem at hand.

When we look at this retrieval scheme in detail to determine what
would be involved in automating it, we see that there is nothing very
complicated about the processing. Each of the memories employed
contains, among other things, a taxonomy. We may visualize each
choice point in the classification key as containing questions to be
answered in order to make the choice (i.e., questions the specialized
informant can ask in order to pin down the nature of the inquiry).

In spite of the apparent simplicity of a scheme for retrieving
specialized information, retrieval in our present technology is by no
means a perfected art. A good example of the inadequacies is provided
by the lag between the level of sophistication of the statistical tech-
niques applied by data users, and the level of sophistication among
experts in statistics. The more sophisticated programs are not re-
trieved when they would be appropriate because (a) the user is not
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aware of their potential relevance, and (b) his access to the existing
knowledge through appropriate inquiry procedures has not been insti-
tutionalized. (Among other things, he may have no way to recompense
the expert properly for his time and trouble on a problem that is only
a matter of “application,” hence not of direct professional interest to
the technique-oriented expert.)

Automation of technologies will cause the problem of retrieving
relevant programs from the stock of existing ones to become more
explicit than it has been in the past. The computer technology—both
hardware and software—will also provide new means for retrieval. It
will also create interesting new problems for economists, relating to
the design of efficient retrieval systems.

One question that will arise repeatedly is the question of how far
information should be processed when stored, and to what extent, on
the other hand, it should be processed on demand. Should executives,
for example, have “instantly” available the answers to large numbers
of questions they might conceivably ask, should they have available the
programs that will seek out and compute the answers in a short time,
or should they have available programming languages that will allow
them to write programs that, in turn, will find the answers? The cost
structures of automated information systems are so different from
those of manual systems that all of these issues will have to be re-
thought as the new technology develops.

CONCLUSION

The preceding pages develop the viewpoint that a technology exists
largely in the minds of its labor force, and in the future will be dis-
tributed between those minds and the memories of computers. If
programs, stored in one or the other of these forms, constitute the
core of a technology, then important consequences are likely to follow
from the fact that automation greatly decreases the cost of making
copies of such programs.

One of the obvious consequences of cheaper copying is that there
will be underinvestment in program improvement unless steps are
taken to reward inventors of programs or to subsidize invention. A
second consequence is that the comparative advantage of automation
will tend to be particularly great in situations where frequent and
rapid program change is called for, and will tend to be relatively less
in areas where only a few copies of a program can be used. Since
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human programs are at least modestly capable of on-the-job learning
and adaptation to specific situations, the range of feasible automation
will depend heavily on the extent to which similar learning and adap-
tive features can be incorporated in automated programs.

The concept of technology as consisting of stored programs gives
us a somewhat novel framework for theory about the rate of techno-
logical progress and the rate of diffusion of new technology. The
level of technology that a society can maintain will depend heavily—
indeed, in the past may have depended heavily—on the costs of trans-
mitting programs from each generation to the next. It will depend
also on the possibility of economizing transmission costs through
specialization.

To the extent that there is specialization of programs within an
economy, retrieval programs for locating relevant knowledge and skill
become an important element in productive capacity. When copying
costs are high, locating a relevant specialist will be useless if his time
is fully occupied. With techniques for copying programs cheaply, the
numbers of specialist programs will respond flexibly to demands,
hence retrieval programs will take on an even greater importance
than they have at present.

I am sure that the automation of programs will have many conse-
quences beyond those I have identified here. If there is anything we
can say with confidence about a new technology, it is that we will
not really understand its implications until we have lived with it for
a few generations. Now that we have perhaps achieved some under-
standing of the First Industrial Revolution—the revolution of power—
we are already in the midst of the Second—the revolution in the
processing of information. It is important that we identify the salient
characteristics—like cheap copying techniques—of the new technology,
and the consequences of those characteristics for the economy.



SOME IMPLICATIONS OF COMPUTERS
FOR MANAGEMENT

CHARLES A. MYERS
Massachusetts Institute of Technology

The computer revolution is a major technological change affecting
management. It is not surprising, therefore, that this topic has been
of interest to students of industrial relations for nearly ten years.!
While our traditional interest in the impact of technological change
has centered on the wider consequences for the labor force, or for
particular groups of workers and their unions, the fact that computers
now affect management probably more than any other group is of
particular significance. Management has frequently been the initiator
of change for others; now managers are themselves affected by a
major technological change and further changes are ahead. The more
recent research and policy interest in “automation” (in which the
computer plays such a large role) has raised questions about the
possible automation of management.

As I have reviewed the literature, including studies by computer
specialists and those concerned with the development of better systems
of management information and control, I have been struck with a
number of questions which still seem to me to be unresolved. Those
which I shall discuss in this paper grew out of some studies done in
the Industrial Relations Section at M.I.T., as well as in the papers
and recorded discussion at a research conference which was held
in 1966.2 My comments will be more in the nature of reflections,
drawing on what evidence we have so far, rather than being based
on firm, quantitative conclusions. Indeed, I doubt whether research
methodology will enable us to determine quantitatively the significance
of computers for management, although there have been some notable

* Professor Herbert A. Simon, who is on this program, has been one of the
pioneers in research on the implications of computers for management. So has
Thomas L. Whisler, who was co-author with Harold J. Leavitt of perhaps the
most widely-cited article in this area, “Management in the 1980’s,” Harvard
Business Review, Vol. 36, No. 6 (November-December 1958), pp. 41-48. George
P. Shultz and Whisler organized one of the early conferences on computer
impacts on management in 1959, reported in the book they edited, Management
Organization and the Computer (Graduate School of Business, University of
Chicago, 3rd Series, Chicago: The Free Press of Glencoe, 1960). Other
students of industrial relations have done research on the implications of com-
puters; among them are: Einar Hardin, Ida R. Hoos, H. C. Lee, Floyd C.
Mann, Gerry E. Morse, Leonard Rico, Jack Stieber, and Lawrence K. Williams.
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attempts. The evidence is not yet all in, if it ever will be in such a
rapidly changing technology.

Computer hardware and software (to use the terms which refer
to the machine and the programs) have changed dramatically even
within the past five years. Real-time and time-sharing systems, tele-
processing networks, remote-access consoles, simpler computer lan-
guage and programs, optical scanners eliminating manual punching of
cards, visual displays, and computer utilities, among others, are al-
ready here and will spread to more firms and organizations. New
developments are over the horizon. Thus, conclusions drawn from
studies done at earlier levels of computer technology may be less valid
for later developments. Perhaps all we can do is raise questions and
suggest possibilities. These may help managers and others concerned
with computers to think through what they wish to accomplish as they
consider alternatives.

SoME QUESTIONS FOR CONSIDERATION

In considering questions about the impact of computers on man-
agement, it should be pointed out that the term, “information tech-
nology,” is probably more inclusive, as Whisler pointed out in his
paper at the M.I.T. research conference. The electronic computer is
the center of this new technology, but associated with it is a tele-
communications network linking parts of the organization together
through the computer center, and a group of management science or
quantitative techniques which depend upon the speed and capacity

2 The initial research centered on some of the consequences of computers in
the life insurance industry. See George E. Delehanty, “Office Automation and
the Occupation Structure: A Case Study of Five Insurance Companies,”
Industrial Management Review, Vol. 7, No. 2 (Spring 1966), pp. 99-109; and
David R. Meredith, Office Automation and Supervisory Behawvior, unpublished
Ph.D. thesis, Alfred P. Sloan School of Management, M.I.LT. There have alsc
been several master’s theses, and research is continuing under the broader
project, Implications of Technical Change and Automation, directed by Professor
Douglass V. Brown and financially supported by a grant from the Ford Founda-
tion. The research conference in March, 1966 (with a grant from International
Business Machines Corporation) centered around papers by Professors Whisler,
Delehanty, Klahr and Leavitt, Carroll, Dearden, Beckett, and Dr. Charles R.
DeCarlo of IBM. The discussion following each paper was taped and edited;
the book, with a case study by Edgar F. Huse and concluding comments by
Professor Jay W. Forrester of M.I.T., was published by The M.I.T. Press
in March, 1967 as The Impact of Computers on Management. An earlier M.I.T.
conference with a broader scope was reported in Martin Greenberger (Editor),
Management and the Computer of the Future (The M.L.T. Press and John
Wiley & Sons, Inc.,, New York, 1962, later re-issued by The M.I.T. Press in a
paperback as The Computer Age, 1965).
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of electronic computers. Among these are linear programming,
Bayesian decision analysis, mathematical models for simulation pur-
poses, etc. Many of these would not have been possible without
computers.

The central questions which this new technology raises for man-

agement are the following:

1. Has the organization structure of management become more
centralized than before? More decentralized? Some of both?
What are the future possibilities, and their probable conse-
quences ?

2. What are the implications of centralization of data processing
and the increase in the number of staff specialists for the rest
of the organization?

3. How has the nature of managers’ jobs in different functional
areas and at different levels changed as a consequence of com-
puters? To what extent have managerial functions and respon-
sibilities been replaced by computers, and what are the future
prospects?

4. How have affected managers reacted to changes resulting from
the new information technology, and what does experience
suggest about effective implementation of such changes in
organizations?

5. Are there some special consequences of computers for the per-
sonnel administration and industrial relations functions in orga-
nizations? What about the “systems approach” in personnel
administration and the use of computers as an aid in collective
bargaining?

The remainder of this paper will deal briefly with each of these
questions, in the light of our research and discussions at M.I.T., and
my own subsequent reflection on possibilities which a non-specialist
in computer technology may only perceive dimly, though from a
different perspective. The paper concludes with some summary
observations.

1. Impact on the Organization Structure

An early and continuing view has been that organizations are
becoming more centralized with computers. Whisler reaches this con-
clusion in part through his studies of the increasing proportion of
management compensation paid to the top levels of management after
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computerization.? Others have pointed to the importance of systems
concepts which interlock previously separate functional or product
groups under a computerized management information and control
system.* It is also clear that there has been more centralization of
certain functional groups in many companies, including accounting
and payrolls, production scheduling and control, purchasing, inven-
tory control, and customer ordering and shipping. Similar examples
can be given from the life insurance industry, as Delehanty reported.?

Despite all this evidence, a lingering doubt remains about defining
the degree of centralization or decentralization for the entire organi-
zation. Surely, these are relative terms, and what is seen as more
centralization at one level in the organization may appear differently
at another. If a large multi-plant company is able to combine several
related plants under newly-created divisional general managers, this
will appear as more centralization to plant managers, but very prob-
ably as more delegation and decentralization to the vice-president for
manufacturing who formerly had all plant managers reporting directly
to him. Life insurance companies are considering the possibility of
giving field offices more access to the central data file under a real-time
system, so that they can more effectively serve their present and
prospective customers. Is this more centralization, or more decentral-
ization?

If central decision-rules are developed to provide field managers
with guides for alternative decisions, in place of more detailed direc-
tives earlier to each of several functional managers in the field, is this
more centralization, or do the field managers responsible for a larger
job now have “more freedom” to decide when to use particular

?Thomas L. Whisler, Harold Meyer, Bernard H. Braun, and Peter Sorensen,
Jr., “Centralization of Organizational Control: An Empirical Study of Its
Meaning and Measurement,” J. of Business Vol. 40, No. 1, January 1967, pp.10-26.

4 Apparently this development is more discussed as a future possibility than
a present reality. In a study of 33 leading and profitable manufacturing firms,
the Booz, Allen and Hamilton research team found that “the so-called total,
integrated management information system, the ‘board-room computer,” or the
total command and control system in the president’s office is a great deal closer
to science fiction than to fact. Indeed, not one of the companies in the study
regards the total system as a near-term goal. . . . Characteristically, the firms
which are closest to integrated systems are those highly centralized companies
with relatively short product lines and marked geographic concentration.”
James W. Taylor and Neal ]. Dean, “Managing to Manage the Computer,”
Harvard Business Review, Vol. 44 (September—October 1966), pp. 108-109.

® George E. Delehanty, “Computers and the Organization Structure in Life
Insurance Firms,” paper prepared for the M.I.T. Conference, to be published

in Charles A. Myers (Editor), The Impact of Computers on Management,
The M.I.T. Press, Cambridge, Massachusetts, 1967.
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decision-rules in the light of local circumstances? In other words,
are there “pattern recognition” problems in the field that may not
have been anticipated at the center? These questions suggest the
possibility that the answers aren’t all in, and that quantitative measure-
ment of what happens may be difficult. The problem of measurement
is complicated further by the fact that organization changes occur in-
dependently of computer introductions, and often for other reasons.

Regardless of what has happened, it is not clear to me that com-
puter technology and systems design necessarily breed more centralized
organization structures with more control at the top. Indeed, the dis-
cussion we had at the M.I.T. conference and our own interviews with
a number of firms have led me to the conclusion that this technology
is “neutral” in the sense that management can use it to design either
more centralized structures and control systems, or to strengthen an
existing decentralized or profit-center type of organization. If top
management lacks confidence in the ability of decentralized managers
to direct their efforts toward the achievement of organizational goals,
then it will seek the closer control which computerized management
information systems can provide. But it may also decide to provide
profit-center managers with direct access to the computerized data
bank, so that they can monitor their own progress toward previously-
set targets.

Some companies have consciously designed a computerized man-
agement information system to provide regular information in appro-
priate detail to enable managers at each level to take corrective action
toward the achievement of their targets before their boss gets the less
detailed information indicating a problem on which he must take
action with respect to his subordinate managers. A difference in
timing and detail of information supplied was deliberately designed
into the system to permit continued decentralization of responsibility
at different organizational levels.® Who gets information and for
what purpose is a managerial decision, reflecting differences in man-
agerial philosophy.

If managers can control the design of computerized systems to
achieve the kind of organization structure they want, those who favor
continuing some form of decentralized organization will probably be

® John Dearden has reached similar conclusions from his research. See his
paper in Charles A. Myers, op. cit,, and also his “Myth of Real-Time Manage-
ment Information,” Harvard Business Review, Vol. 44 (May-June 1966), pp.
123-132. For a similar view, see Richard A. Kaimann, “Management by Excep-
tion Hierarchically,” Data Processing Magazine, Vol. 8 (July 1966), pp. 40-44.
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assisted by time-sharing and real-time systems which permit access to
the data bank by a number of simultaneous users. Quite apart from
the technology, management may also ponder the impact of alternative
structures on the motivation and development of subordinate man-
agers. The centralized, pyramidal form of organization may fail to
attract and hold creative people, who see their opportunities for gain-
ing early responsibility, showing initiative, and learning from their
mistakes severely limited by a big-brother type of tight computerized
control system. Perhaps these qualities in people are more important
in a changing organization than in a stable one, if there are many such
organizations of the latter type today.

2. Implications of Computer and Staff Specialists

Data processing is, of necessity, a centralized function, although in
large firms there may be several computer centers. There is evidence
that decentralized companies tend to have decentralized computer ac-
tivities, even though the overall computer management is centralized.?

Because the management of computer systems is centralized, so is
much of the expertise in the form of systems designers, analysts, pro-
grammers, and supporting staff. Organizationally, these are staff
people, but their activities necessarily bring into question existing
methods of processing information in organizational compartments,
and inevitably lead them to find ways of unifying and integrating sep-
arate functions through computerized systems. This happened in one
large life insurance firm, where the computer center’s activities (with
top management support) resulted in the integration of such func-
tions as underwriting, new policy issue, premium billing and collection,
and dividend payment. Probably many data processing directors re-
gard themselves, in the words of one such man, as “ramrods” whose
task it is to change existing ways of doing things.

Not all systems designers are conscious of being organizational
change agents. Even though their work affects people in organiza-
tions, there is sometimes too much concern for developing a system
for the benefit of programmers rather than for the managers who must

"“Our study has produced no evidence of a relationship between the effec-
tiveness of computer usage and centralization or decentralization. . . . In com-
panies where the normal management structure is highly centralized, a basically
centralized computer system works best. Likewise, in decentralized companies,
decentralized computer activities appear to work best. . . . (however) in most
of the companies, overall computer management is centralized, but in almost

two-thirds of them, computer operations are decentralized.” Taylor and Dean,
loc. cit., p. 104.
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use it. In one company which is installing an integrated information
system, a behavioral scientist has worked with the systems group to
bring to their attention the organizational implications of the manager-
computer interface.

Staff members of computer centers constitute an elite group,
usually in short supply, and working on what they consider challeng-
ing and interesting problems. They need the support of operating
management for what they are trying to do, but they also need the
understanding and cooperation of these managers. Too often, they
do not get this because they, in turn, have too little feeling for the
operating managers’ problems. The lack of effective communication
and cooperation between managers and computer center staffs has
handicapped progress in computer introductions, and is illustrative of
more general problems in the management of change, to which I shall
refer again below.

Will information technologists, systems designers and those using
computers in the new management science fields be the top managers
of the future? Very probably some will, but it seems equally likely
that more will remain as specialists and that future top managers will
be those who know how to communicate with and use the new spe-
cialists as a part of their general managerial competence. These may
well be younger men than those who formerly reached higher man-
agement responsibilities.

In the meantime, the continuing shortage of the specialists denies
them the opportunity to gain broader managerial experience. In one
large firm, the head of the EDP center explained that several of his
systems analysts and programmers wanted to transfer to operating
departments to advance their careers, but, he added, “we can’t afford
to let them go.” Building a wall around a group of specialists may be
as undesirable here as it has been, for example, in the personnel and
industrial relations staff functions in some firms.

3. Changes in the Nature of Managerial Work

The earlier discussion of the impact of computers on organization
structure indicated that some functional areas, such as accounting,
production scheduling and control, inventory control, and the like
have been directly affected by computers. These are operations and
logistics functions which contain much that is repetitive, structured,
and even routine. They are appropriate tasks for computerization.
As a result of this computerization, managers of these functions have
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fewer people reporting to them in many firms, or at least their staffs
have not expanded at the same rate as they did in pre-computer days
when the total volume of work expanded.

Since many of the managers of these functions are in the middle
management group, there may have been grounds for the earlier pre-
diction that they would be displaced by computers. So far, with some
exceptions, the evidence does not seem to bear this out. Delehanty’s
study of five insurance firms showed that the greatest displacement
resulting from computerization was at the lower clerical levels, and
that there were substantial percentage increases in the managerial
specialists and junior officer groups—typically part of middle
management.®

It is possible, of course, that some displaced middle managers have
been transferred to other jobs prior to their retirement—a form of
management featherbedding. At least one insurance company execu-
tive suggested that the middle management group might eventually
shrink as those who retired were not replaced. This possibility obvi-
ously cannot be verified in the immediate future.

A more important question is: when computers relieve managers
at all levels of routine and repetitive work, and this line is shifting as
the technology improves, what will they do with their time? At the
M.I.T. conference, there was a strong view that there will always be
an area of managerial work which is ill-defined, ill-structured and non-
repetitive, and that managers will then have more time to deal with
problems in which courage, perception, sensitivity and initiative will
always be required. Good managers have relied on experience, in-
sight, and judgment—on “heuristics” which cannot yet be pro-
grammed for a computer. And if some cognitive electronic problem
solver is eventually developed for some of this, the boundary of a
manager’s job is likely to push outward, to encompass activities now
not done because there is not enough time to do them. This view
assumes that managers will not see computer systems as rigidly con-

8 Delehanty concludes, “The predicted demise of the middle-level manager
has created great interest; but it is probably safe to say that the demise has
not yet occurred in the firms studied here.” Loc. cit., p. 108. For similar con-
clusions from an interivew study with officials of a number of different firms,
with some doubt about the future, see Automation and the Middle Manager,
American Foundation on Automation and Employment, Inc, New York, 1966.
Also, Hak Chong Lce, The Impact of Electronic Data Processing Upon the
Patterns of Business Organization and Administration, State University of New
York at Albany, School of Business, 1965, pp. 27-29.
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trolling them but instead as aids or extenders of management in a
non-machine system.

At the higher levels of management, especially, neither the exis-
tence nor the solution of problems is well-defined. Relations with
some of the external environment of the firm, and with associates and
subordinates within the firm often depend on non-recorded informa-
tion. Indeed, Jay W. Forrester has asserted that about 90 per cent
of what matters to the success of a business lies outside the EDP
system, and higher managers primarily use non-recorded information
to deal with these decisions.®?

When the Chairman of a large world-wide petroleum corporation
reports that the Board of Directors spends much of its time deciding
which is the best candidate for a managerial opening, one wonders
whether a computerized information system about alternative candi-
dates’ qualifications can ever replace managerial judgment. But this
example does point to the importance of the man-machine interactions.
Clearly, top managers will increasingly ask the computer for informa-
tion, for answers to measurable “what if” questions, for simulations
which may narrow the ultimate scope for managerial decisions, and for
other planning purposes. But the man will remain in management,
with comparative advantage over the machine. As one of my colleagues
working with real-time, time-sharing computer systems has put it,
“The larger and messier the problem, the more important it is to use
man-machine cooperation rather than trying heuristically to program
the whole decision.”

4. Implementing Changes Associated with Computerization

As a major technological change affecting management, computer-
ization surely involves the effective management of change. Almost
every company has experienced problems with affected managers, and
computer introductions do not always proceed as anticipated. It is
surprising, therefore, that there is relatively little research on factors
making for success (or lack of it) in specific cases.'®

¢ Edited transcript of the discussion at M.I.T. Conference, reported in Charles
A. Myers, op. cit.

1 “Relatively little study has been devoted to what happens after the installa-
tion. . . . Problems that have been analyzed solely in terms of information
processing are often complicated by other factors, such as individual and group
motivations, pressure, and goal divergencies. The influence of these factors may
persist—often in exacerbated form. These experiences urge adoption of a
larger frame of reference than most technical specialists are inclined to use, a
recognition of the human and functional interplay.” Melvin Anshen in John T.
Dunlop (Editor), Automation and T.echnological Change, (American Assembly),
Englewood Clifts, New Jersey, Prentice-Hall, Inc., 1962, p. 75.
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One exception is the report of a behavioral scientist on the intro-
duction of an integrated manufacturing system in one division of a
large manufacturing plant.!* In the first stages of the introduction,
there was passivity on the part of operating managers, who assumed
no responsibility for making the program work because it was not
“their program.” There was consequent lack of understanding of the
system, then resistance compounded by misinformation. The fear of
the loss of control was acute on the part of lower supervision, possibly
with some reason, and a concern that the reward system was not
geared to the information system. The implementation timetable was
not met, and then pressure was added for faster implementation; with
predictable consequences.

In this situation and in similar cases, there was eventual recogni-
tion that the task of implementing a computerized system was a joint
responsibility, involving both the specialists and the affected operating
managers. The communication problem required more time, and fears
had to be recognized and dealt with patiently. A large life insurance
company, which has gone far in computer introductions, developed a
task force for each affected department, with line or operating man-
agers loaned for up to two years to an EDP group assigned to work
out a new system in that department. The managers took the time to
understand systems design, and the systems analysts learned from the
managers what was now being done and how it might be changed
with computers.

These experiences suggest the following requirements for mini-
mizing the implementation problems: (1) a clear top management
explanation of and support for the computerization effort, (2) the
establishment of joint task forces comprised of operating managers
and systems analysts working together to develop a system which the
operating people have to understand and use, (3) improving the com-
munication channels between levels of management as the implementa-
tion proceeds, as well as giving managerial support to those affected
by the change!? and (4) providing for lateral transfers for those
managers who do not seem to adapt to or cooperate with the new

1 Edgar F. Huse, “The Impact of Computerized Programs on Managers and
Organizations: A Case Study of an Integrated Manufacturing Company,”’ in
Charles A. Myers, op. cit.

2 For a fuller discussion of the changes in supervisory behavior during a
change associated with computerization, see David R. Meredith, op. cit.
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system. I leave to those better qualified than I to comment on whether
this latter requirement is legitimate “management featherbedding.”

5. Implications for Personnel Administration and
Collective Bargaining

The information storage and retrieval capacities of computers offer
great advantages in large firms for the computerization of personnel
records. These now include not only basic data about each employee,
but job history in the company, skills acquired before and during
employment, and (possibly) appraisals by supervisors. When the
centralized employee data bank is company-wide, different locations
can utilize it to determine the availability of people with specialized
qualifications for actual or anticipated manpower needs. When these
data are related to manpower projections based on sales and produc-
tion forecasts, additional specialized recruiting efforts may be sug-
gested, or a need for further specialized courses within the company
or outside. In addition, if the compensation of each employee is re-
corded, the computer can answer “what if” questions such as, what
would be the increase in payroll costs if all wages and salaries were
increased by ten cents an hour, or if an additional week of vacation
were given to employees with specified length of service with the
company ?

A recent survey of 89 industrial firms reported that only about
one-fourth “were using data processing broadly throughout the indus-
trial relations area,” and the current picture is “one of moderate
use . . . that lags behind other functional groups within the firm.!3
This lag is paralleled in another sense by the reports that personnel
managers have not generally been directly involved in the problems of
the implementation of personnel changes resulting from computer-
ization.!* Surely this is an area where the special skills of personnel
administrators can make a contribution to the implementation of

3 Richard T. Bueschel, “Real-Time Data Processing for Industrial Rela-
tions,” Management of Personnel Quarterly, Vol. 5, (Spring 1966), pp. 24-30.
Bueschel points to the future possibility that each firm’s employment requirements
will be keyed into a centralized computerized job placement service. Some
limited services of this type already exist.

1 Leonard Rico, The Advance Against Paperwork: Computers, Systems and
Personncl (forthcoming book to be published by Bureau of Industrial Relations,
University of Michigan, Ann Arbor, Michigan). This is an up-dating of an
unpublished doctoral thesis in Economics, Information Processing and the Man-
agement of Persomnel: A Survey of Recent Experience with Computer Tech-
nology, Massachusetts Institute of Technology, 1961.
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change, discussed in the preceding section. Computers can release
personnel staffs from the record keeping and data analysis tasks which
now take so much time, so that as in the case of other managers, they
have more time for the non-structured tasks, such as helping line man-
agers with their personnel problems. Certainly, the computer will

require personnel staffs who are more than custodians of personnel
records.

The use of computers in preparing for collective bargaining is
even newer. Possibly some firms have used computerized employee
records to calculate costs of alternative management proposals or
union demands, but I am not aware that any have access to data banks
containing information on what other firms have done in collective
bargaining. But the Industrial Union Department of the AFL-CIO,
in seeking to coordinate the activities of some 77 corporate or industry-
wide bargaining committees, is storing information on the various
collective bargaining contracts, as well as on company characteristics,
so that bargaining committees can have immediate access to data to as-
sist them in more effective presentation of their bargaining demands.!®

Perhaps the time is far distant when two computers, representing
the company and the union, use the cognitive machine skills involved
in playing chess to sharpen their bargaining strategies, draw on their
own data banks, and come up with a collective bargaining contract
that properly reflects superior bargaining strategy as well as grasp of
the factual material. Possibly “bargaining power” will be measured
by the capacity of one side’s computer to outlast the other without
blowing a whole set of integrated circuits. But, as in the case of com-
puters and management, I feel sure there will still be a place for men
at the bargaining table. The new technology will enlarge their skills,
but not replace them.

SuMMARY OBSERVATIONS

This last comment brings me back to the central theme of the
paper. Computers and the associated information technology of sys-
tems, telecommunication networks, and management science tech-
niques have changed the structure of many organizational functions,
and may drastically change the entire organization structure. But the

¥ “Union Bargainers Turn to Computer,” New York Times, Sunday, Sep-

tember 25, 1966, p. 65; and “Computer Sits in on the Bargaining,” Business
Week, September 10, 1966, p. 154.
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shape of future organizations may depend more on how top manage-
ment uses the technology than on the technology itself.

Computerized management information systems can lead to more
centralized organizations, or they can be designed to strengthen de-
centralization and to encourage managerial initiative and creativity.
They can be seen as aids or extenders of management, reducing rou-
tine tasks and leaving more time for the ill-structured managerial
tasks (including working with subordinates) which are now too often
neglected. Or, they can be viewed as imposing more controls, with
the human consequences of resistance and loss of initiative.

Management cannot abdicate to systems designers decisions on
the future shape of organizations or the application of computers to
managerial work. Managerial leadership will be effective to the extent
that managers take the time to understand the new information tech-
nology, and to break down the barriers that now too often exist
between them and the new specialists. In this process, the personnel
and industrial relations staffs will benefit, too, from the new tech-
nology as they gain more time for the less-structured tasks which are
the essence of their staff functions.



DISCUSSION

Traomas L. WHISLER
University of Chicago

The four papers making up this session are quite diverse. The
authors take off in different directions and only occasionally touch
on common points. They are basically interested in and address
themselves to different policy questions.

Under these circumstances I’ll try to solve the problem common
to all discussants—finding a framework for analysis—by commenting
in terms of what they have to say about the subject of this session.
That is, what do the authors say about technology, and what do they
say about managerial organization and the effects of technology on it?

Technology, and particularly its effects upon organization, has
become a very popular subject lately. It has been my experience,
however, that it is a quite ill-defined concept, or at best one on which
there is wide variation in definition.

The present papers run true to form. For example, in Professor
Myers’ paper, technology is treated as a specific collection of things—
computers, programs, various decision logics developed by those
specialists called systems analysts, management scientists, and opera-
tions researchers.

To Professor Perrow, technology is a set of actions that an indi-
vidual performs on objects, living or otherwise, tangible or intangible,
for purposes of change. This definition is so broad that if taken liter-
ally, it comes close to defining all human behavior, save that in which
the individual is, himself, the apparent object of action. Despite
the breadth of Perrow’s definition, I find it difficult to apply his ana-
lytical scheme to the technology that Myers discusses. This is too bad,
for I would like very much to be able to apply it in order to see the
implications for organization structure.

But Perrow clearly is interested in behavior within organizations
and, in developing his analytical framework, he adds his voice to those
of Leavitt, Udy, Stinchcombe, Becker and Gordon, Woodward, and
others who argue that technology is related systematically to task
content, authority structure, departmentation, skill structure, cultural
values, and the personal characteristics of organizational participants.

To Professor Simon technology apparently is as broadly defined
as it is for Perrow, but it is not a set of behaviors. Rather, it is a
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collection of programs that determine behavior located (in earlier
times) in human memory and (today) in both human and computer
memories.

Professor Wilensky, if he is talking about technology at all, is
talking about pre-computer era programs for processing information
in organizations, and particularly about their systematic weaknesses.
(What about their strengths, by the way?)

In looking at the implications and issues raised by these papers, I
would like to start with Professor Simon, his concepts being some-
what more novel than the others. He opens his paper in terms that
led me to expect a more theoretical analysis (in economic terms),
following up on his definition of programs as a form of labor.

It turns out that Simon doesn’t really pursue his arguments in
terms of economic theory. Had he indulged in such a pursuit I
believe that he might have been open to challenge. In the first place,
the distinction between labor and capital has been of diminishing
importance in economic theory, boiling down finally to the fact that
in many societies, like ours, man is a capital instrument that cannot
be legally bought or sold. The dwindling importance of the differen-
tiation between labor and capital is illustrated by the popularity of
the topic among economists lately known as “investment in human
capital.”

But given such a differentiation I believe it might be in error,
theoretically, to identify programs as a form of labor. It is precisely
on the matter of investment—one critical issue in which Simon is
interested—where the distinction between labor and capital is of
significance. The distinguishing feature of labor is that no matter
who makes an investment in an individual, ownership of that invest-
ment is automatically vested in the individual who receives the invest-
ment, not the one who makes it. Consequently, I think it might be
more accurate, in theory, to regard computer programs as a form of
capital, with ownership as usual vesting in the investor—although
his rights may be devilishly hard to protect, as Simon points out.

Actually, this criticism borders on the trivial. I believe that
Professor Simon’s analogues are immensely helpful in dealing with
the topic he has picked for himself—the analysis of a new technology.
I find his paper particularly helpful in identifying the locus of storage
of technology in artifacts and in programs, and in describing tech-
nology in terms of hardware and software (a more effective analytical
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concept than the traditional economic dlchotomy of labor-saving and
labor-using machinery).

Simon sees three important issues in the analysis of computers as
a new form of technology. The first is the matter of investment in
new computer programs, the second, the rate of diffusion of tech-
nology, and the last is the general problem of retrieval of information.
He is pessimistic only on the first point. He fears potential under-
investment in programs because of the cheapness of copying.

I find it difficult to assess the gravity of this issue. When I try
to think of empirical evidence I retreat to what I hope are valid
analogues. Copying is cheap and frequent in such things as the
women’s fashion industry, the popular music industry, and the com-
edy (joke) industry.

Is there underinvestment in these industries?

Furthermore, if, as he says, computer programs are becoming
more general all the time, that would seem to indicate that somehow
or another a de facto patent of sufficient life is being provided to act
as an invention incentive. In any event, I am not as apprehensive as
he on the issue of underinvestment.

On the retrieval issue, Simon sees computer technology making
retrieval a much more explicit organizational process in the future.
He thus gets directly at the problem that is Professor Wilensky’s
main concern in his paper. Wilensky’s thesis is that organizations,
because they exist, create formidable problems of retrieval of infor-
mation (intelligence). Computer technology promises to deal directly
with this problem, both by altering the form of the organization, and
by making highly visible the location of information.

Professor Simon has little to say directly about management or-
ganization in his paper. He gives a few hints here and there about
the importance of the subject when he talks about the diffusion of
technology and retrieval of information.

~ Perrow and Myers do spend time on the subject of management
organization, Perrow in theoretical terms, and Myers in empirical
terms. As I have already mentioned, Professor Wilensky sees organi-
zation (or at least the human part of it) as a problem—a barrier—
basically because it is hierarchical, centralized, and specialized.

Professor Myers gives major attention to computer effects on
authority and control structures (the decentralization issue). He
makes a good point concerning the difficulties of defining and measur-
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ing centralization, but, unfortunately, doesn’t give us his own defini-
tion despite the fact that he asserts the neutrality of the technology,
on empirical grounds. His contention that the technology is neutral
would, I'm sure, be challenged by Perrow on theoretical grounds (no
technology is ever likely to be neutral). Professor Myers is well
aware that I challenge his contention about neutrality on empirical
grounds. To me, the evidence available at this time overwhelmingly
shows that computer technology has a centralizing effect.

A subject that Professor Myers did not treat is the effect of
computer technology on the overall level of control in an organization,
versus its distribution (degree of centralization). I’'m sure that the
effect of the technology is to raise the level of control substantially.
For those interested in motivational effects, here is a subject worthy
of investigation.

In his paper Professor Myers uses the traditional concept of or-
ganization as a social structure—a collection of people. So, inciden-
tally, do Professors Wilensky and Perrow.

We note that Simon, on the other hand, seeing technology em-
bedded in both human and non-human elements of the organization,
reaches at least one conclusion that appears to be at odds with
Professor Myers. Myers refers to “operations and logistics func-
tions” as containing much that is repetitive, structured, and even
routine. He says, “they are appropriate tasks for computerization.”
Simon argues that “the comparative advantage of automation will
tend to be particularly great in situations where frequent and rapid
program change is called for and will tend to be relatively less in
areas where only a few copies of a program can be used.”

I see these as conflicting positions. However, the issue lends
itself to empirical resolution.

In summary:

1. I believe these papers to point up the fact that, from now on,
useful analyses of technological impact will have to be made in the
context of regarding the whole organization (including manage-
ment) as a potential man-machine system. Analysis and empirical
study will have to be directed toward the comparative advantage of
man and machine in technological terms in performing the array of
tasks that make up the work of the organization.

2. T see Professor Simon’s continuing effort to understand the
nature of computer technology in social and economic terms as funda-
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mental. He poses issues and advances propositions in his present
paper that have important implications for the character of organiza-
tions of the future as well as for the economy as a whole.

An important contingency, and one in which he is unwontedly
quiet in this paper, is how soon, and the degree to which automated
programs can be expected to contain adaptive, learning characteristics.

3. Professor Perrow’s argument that technology is a significant
determinant of structure is, in my judgment, an important one. I
think he underemphasizes the fact that it is just one of the major
determinants. But, on the other hand, there has probably been ana-
lytical underinvestment in this variable, historically.

4. Finally, the efforts of Professor Myers and others to keep
empirical tabs on the people-effects of technology is a difficult but
necessary job. From his vantage point as an old personnel and indus-
trial relations “skate,” Myers raises an issue missing in the other
papers—how do you get there from here? Given a prior- and a
post-organization structure, given a mixed bag of human and auto-
mated programs, how do we shift from the old optimum to the new?

Where is located the technology of change, where is that program
in the organization that makes it capable of changing itself? My own
study of computers in organizations leads me to suspect that we
have in this area either a case of distressing organizational under-
investment or, in Perrow’s words, an unanalyzable problem.
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AN ACTIVE EMPLOYER MANPOWER POLICY

E. RoBErRT LIVERNASH
Harvard University

Employers, under the stimulus of collective bargaining and
directly, have been increasingly active and creative in the develop-
ment of manpower policies during the last decade. First, displace-
ment policies have been expanded in breadth and coverage. The
twin objectives have been to reduce actual displacement and to
minimize displacement hardship. Dynamic changes in product mar-
kets, relatively rapid technological change, and relatively high un-
employment created an economic environment inviting the enhance-
ment of employee security. Second, under the stimulus of the
civil rights movement and the more recent tighter labor market,
employment policies have been considerably modified. Finally, some
employers have given significant emphasis to employee development
and traiming policies.

Prior to a discussion of specific policies, an introductory emphasis
on the social utility of a tight labor market seems appropriate.

The necessity to hire and to train less experienced and qualified
individuals has great social utility. As Arthur M. Ross has stated
in a paper presented at the second Princeton Manpower Symposium,
while noting the increased costs of coping with labor shortages:
“On the other hand, there are enormous benefits. The most im-
portant of these are greater employment opportunity, and greater
hope for the disadvantaged and dispossessed.”? A tight labor market
is a virtual necessity to provide effective assistance to displaced and
disadvantaged employees. While these are familiar facts, and even
though they are subject to important qualification noted subsequently
in the paper, discussion of the tight market environment tends, as
an opinion, to give undue emphasis to inflationary pressures relative
to social benefits.

In addition, note should be taken that a tight labor market tends

1Tt is a pleasure to acknowledge the help of David A. Peach, Research
Assistant, Graduate School of Business Administration, Harvard University,
in the preparation of this paper.

2 Arthur M. Ross, “Theory and Measurement of Labor Shortages,” in
Critical Issues in Employment Policy, A Report of the Princeton Manpower

Symposium, May 12-13, 1966, Frederick H. Harbison and Joseph D. Mooney,
eds., Princeton University, 1966, p. 33.
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to revise the rules of the game for employers. Employers are stimu-
lated to avoid displacement and to recruit, to select, and to train
more efficiently. In a loose market rather passive adjustment and
inactivity probably minimizes employer costs. Maintaining a tight
market over a period of years should result in cumulative effects
from innovations and improvements in private manpower policies.
There is evidence today of improved efficiency in training and gen-
erally increased attention to manpower planning.

I
DispLACEMENT PoLICIES

The more significant displacement policies appear to be the
following :

1. Supplemental Unemployment Benefits. While SUB has never
spread much beyond its early incidence, and covers only about 25
percent of the workers under major contracts,?® its liberalized pro-
tection has been particularly important in the major cyclical in-
dustries.

2. Severance Pay. In contrast to SUB, severance pay has
spread rapidly since about 1960 and in 1963 covered 40 percent of
the workers under major agreements.* A 1964 National Industrial
Conference Board study of personnel practices in 427 manufacturing
companies indicated a comparable degree of coverage.5 Continued
expansion and liberalization appear to be reasonable expectations.

3. Special Early Retirement. While one may debate the social
and economic wisdom of broad plans for early retirement, there can
be little doubt as to its appropriateness when plants are closed, when
technological change brings major displacement, and in other special
situations.

4. Job Placement and Retraining Assistance. An increasing
number of companies appear to have been providing placement
assistance in instances of major technological change and plant
closings. Retraining of displaced employees without government
subsidy, on the other hand, seems to be quite unusual. The experi-

®Dorothy R. Kittner, “Supplemental Unemployment Benefit Plans in Major
Agreements,” Monthly Labor Review, Volume 88 (January 1965), p. 19.

‘Leon E. Lunden and Ernestine M. Moore, “Severance Pay and Layoff
Benefit Plans,” Monthly Labor Review, Vol. 88 (January 1965), p. 27.

5 National Industrial Conference Board, Personnel Practices in Factory and

Office: Manufacturing, Personnel Policy Study No. 194 (New York: NICB,
1964), p. 111.
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ence of the Armour Automation Fund has provided considerable
insight into this range of problems.®

5. Adwvance Notice and Planned Displacement. Substantial ad-
vance notice in the event of widespread displacement, an important
policy in and of itself, has been associated, so far as is known, only
with well planned displacement programs. Long advance notice
greatly reduces the shock effect of displacement upon employees.
It seems not to have produced the negative effects upon morale and
production which might be expected. Meaningful assistance to dis-
placed employees requires this opportunity for forward planning.

6. Attrition Pledges and Policies. About one-fifth of the com-
panies in the Beaumont-Helfgott sample gave guarantees against
layoff in adjusting to major technological change.” Many companies
appear to follow an informal attrition adjustment policy. Such a
policy requires advance planning coupled with various hiring, sched-
uling, transfer, retraining, and retirement policies for effective im-
plementation.

7. Intraplant Transfer. Beaumont and Helfgott found a con-
sistent change in the employment pattern in adjustment to major
technological change. Maintenance employment increased relative to
production worker employment. White collar employment increased
relative to blue collar. Finally, there was a continual elimination of
unskilled jobs.® These types of employment changes suggest that a
policy to minimize layoffs in response to major technological change
may require special intraplant transfer and retraining programs.
Existing seniority systems may require supplementation or modi-
fication. These types of policy changes are decidedly on the frontier
of change. Transfer of employees between widely separated social
and skill groups represents an important innovation in policy and
practice. One company posts training opportunities of this character
as distinct from job vacancies to allow social adjustment to the new
job environment, and return to the former job if desired, as well
as technical training.

8. Interplant Transfer. The development of seniority provisions

®George P. Shultz and Arnold R. Weber, Strategies for the Displaced
Worker (New York: Harper and Row, 1966), especially pp. 188-202.

"Richard A. Beaumont and Roy B. Helfgott, Management, Automation,
and People (New York: Industrial Relations Counselors, 1964), p. 53. Beau-
mont and Helfgott explored in depth adjustments to major technological change

in 46 establishments in 36 companies.
8 Ibid., p. 34.
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in multiplant companies to allow and encourage interplant transfer
has been an important feature of several recent major negotiations.
These changes appear more significant than the more usual ad hoc
interplant transfer agreements. The Armour experience both in
integrating seniority among plants and in the use of transfer as
one option in a set of displacement policies requires special mention.?
Special mention should also be made of the extensive revisions and
innovations in the seniority systems in basic steel contracts.

The above eight policies indicate great progress in increasing
the breadth and depth of displacement policies. These policies may
be divided into two categories: (1) separation policies, and (2)
retention polices. Separation policies give financial aid to displaced
employees and provide assistance in obtaining new employment. Dis-
cussion tends to focus upon the liberalization of financial protections.
Retention policies encompass various transfer and internal training
programs. There appears to have been an important unplanned con-
sequence in the evolution of these two sets of policies. This un-
planned consequence is that separation costs seem definitely to have
grown relative to retention costs. The increase in separation costs
in turn stimulates the further development of retention policies. The
retention impact of liberal separation pay may well be one of its
most significant consequences.

The influence of separation costs upon retention policy may be
cited in connection with the extensive retention program developed
by one company in closing four older plants and consolidating these
operations in one new plant. Job offers were made to all present
employees, visits to the new plant area were financed, moving and
relocation expenses were paid, extensive new training programs
were established, and various other efforts were made to encourage
employees to move. Assistance was also given to employees not
transferring to the new plant. It would be improper to attribute
this policy simply to the high cost of separating employees. How-
ever, one parameter in the development of the policy framework was
a willingness to spend at least as much to retain an employee as
it would cost to separate him.

A few comments will conclude the discussion of displacement
policies. First, some problems connected with separation pay should
be mentioned. The existence of such pay may deter employees from

® Shultz and Weber, op. cit., Chapter 3, pp. 53-74.
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accepting transfer. While this problem may be minimized by not
presenting the employee with an immediate either-or-choice, but
rather allowing a trial period without loss of rights to separation
pay, the employee may, nevertheless, be tempted unwisely to take
the pay. Separation pay may also inhibit employee search for new
employment and may encourage overly optimistic standards in judg-
ing job offers. These considerations may in turn discourage em-
ployer placement assistance.l®

Second, problems encountered with transfer and separation pay
can easily be exaggerated,’* and are not, as an opinion, legitimate
arguments against separation pay. It may be possible, however, to
discover useful modifications in approach. One company, for ex-
ample, has at times used a terminal leave of absence plan which
may have mutual advantages over separation pay under some cir-
cumstnces. It is not inconceivable that a workable plan might be
devised rewarding the early acceptance of a new job.

Finally, there may well be incidental advantages associated with
employer placement assistance. To criticize government placement
activities, and the efforts of the unemployed to find jobs, is very
easy, as we all know. To discover, as appears to be the case, that
employer efforts are equally unsuccessful in an unfavorable employ-
ment environment, and that these efforts also demonstrate the ex-
istence of hard-to-place groups of employees, may assist all parties
in the creation of co-operative efforts to facilitate re-employment.

11
EMPLOYMENT PoLICIES

Under labor market and civil rights pressures employment policies
have become more active and less routine. The following develop-
ments are noteworthy: (1) intensified and more creative recruitment,
(2) relaxed and less stereotyped selection standards, (3) adaptations
in job design and job structure, (4) the creation and strengthening
of merit policies, and, finally, (5) a spreading interest in more
comprehensive manpower planning.

Intensification of recruitment, relaxation in hiring standards,
modifications in job content and job structure and expansion of

 For a discussion of transfer and placement problems see Beaumont and

Helfgott, op. cit., pp. 63-88.
UShultz and Weber, op. cit. p. 194.
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training activity are related and normal responses to a tight labor
market. Intensified recruitment for experienced male employees in
the prime working ages shades over into relaxed hiring standards
as it becomes necessary to select less experienced and inexperienced
older and younger employees. Planned and unplanned revisions in
job content and job structure are made to accommodate hiring
realities. Substitution of female for male labor has been of signifi-
cance. All of these changes necessitate increased training.

One dimension of intensified recruitment, reported in many spe-
cific instances, is extended geographic search and special efforts in
labor surplus areas. Hiring school dropouts in pairs under a rotation
plan for continued education and employment is a growing practice.
Other attractive forms of work and study and employment and
training have been reported. Special recruiting procedures for
Negroes are quite widespread. Particular recruitment and training
programs have been developed for prisoners, the handicapped, and
for mentally retarded individuals.

To some extent plant location may have been influenced by labor
supply considerations. Newspaper accounts indicate plant locations
in labor surplus areas though obviously a number of variables are
involved. It is likewise difficult to judge the impact of labor scarci-
ties upon technological change. For example, a Wall Street Journal
article!? notes that various business firms see scarce skills as tipping
the scales in favor of more advanced automated equipment. On the
other hand, Doeringer and Piore found no meaningful evidence
that technological change responded to particular labor shortages.
Companies did not even bring into their substitution calculations the
type of labor involved.'3

What is not subject to debate is modification in job content and
job structure to adjust to labor market scarcities. Companies add
less skilled jobs to the structure. They divide and specialize jobs
to utilize less skilled employees. Probably the most significant ad-
justments are informal. With no change in job descriptions the job
assignments of new employees are adapted to their degree of ex-
perience and to appropriate training sequences. Skills are created
by this process.

¥ “Firms Raise Spending for Plants, Machinery to Fight Skill Shortages,”
Wall Street Journal, December 31,

12 Peter B. Doermger and Mlchael J. Plore, Internal Labor Markets, Tech-

nological Change, and Labor Force Adjustment (Cambridge, Mass., mimeo-
graph, 1966), p. 71 ff.
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This paper can not consider in any depth the policies, practices,
and problems in implementing a no-discrimination resolve. Merit
policies, however, have made enormous progress. This fact is made
clear by the results of a National Industrial Conference Board Study,
the most extensive research project ever undertaken by the Con-
ference Board, on Company Experience with Negro Employment.!
The results are encouraging though qualified. By past standards,
progress is substantial. By the dimension of the problem, the pic-
ture is discouraging. A recent BLS study on “Poverty Areas of
Our Major Cities”*® reports 1932 depression conditions in these
areas. However, a helpful sign, which deserves special mention,
is growing union-management cooperation in eliminating discrimi-
nation. Real progress has resulted from genuine informal coopera-
tion.

It is also not possible to discuss at appropriate length the im-
portant topic of manpower planning.?® Most companies do some
planning, but relatively few do what might be termed comprehensive
planning.!”™ How fruitful such work can be made is also not clear.
Planning must encompass both short and long range goals. Both
short and longer term goals to be useful must result in action pro-
grams. Five and ten year goals and action plans deal primarily with
developing the appropriate quantity and quality of particular skills.
How reliable and detailed such forecasts and plans can be made re-
mains an open question.

Short-range goals, within the framework of an annual plan, are
at the center of the administration of employment and displacement
policies. Manpower and production planning require integration.
Needs can be met by variation in hours or employment. Timing of
production can assist in employment stabilization. Employment sta-
bilization in a tight labor market can minimize the element of nega-
tive selection companies experience in the layoff and rehiring cycle.
Skilled manpower can be preserved. One can predict that the future
will see substantial effort devoted to the development of more com-
prehensive manpower planning.

* National Industrial Conference Board, Studies in Personnel Policy No.
201, New York, 1966.

18 James R. Wetzel and Susan S. Holland, Monthly Labor Review, Vol-
ume 89 (October 1966), p. 1105.

® For general economy-wide perspective see Richard A. Lester, Manpower
Planning in a Free Society. (Princeton: Princeton University Press, 1966.)

““How to Forecast Your Manpower Needs,” Nation’s Business, February
1964, p. 102.
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Just as with displacement policies so, too, one can point to
significant social benefits from changed employment policies as
stimulated by a tight labor market. There is likewise social merit
with respect to changed training and development policies. But in
this encouraging picture there remains a major problem, the so-
called unemployable individual. Frank H. Cassell explored this
question most ably in his paper on “Jobs for the Hard-to-Employ
in Private Enterprise” presented at the 1966 Princeton Manpower
Symposium.’® He places emphasis on this problem in his present
paper.

The issue may be put in terms of what reasonably can be ex-
pected from the private employer in the reduction of selection
standards. Cassell points to progressive companies that are hiring
and training the unemployable; he points to cooperative industry-
government counseling and training programs that are working;
he argues for creating “job developers” in industry. Cassell also
points out that attention must be concentrated first on making these
people employable to avoid the revolving door problem.

There is no question that meaningful work is being done with
hard-to-employ individuals. On the other hand, many a progressive
company stops short of the point Cassell is talking about in lowering
its selection standards. It is one thing to hire an individual, let’s
say without a high school diploma, when his record indicates with
considerable clarity that all that is required is some extra training.
In contrast it is quite different to hire an individual whose life record
to date is one of instability and general lack of achievement. At
4-percent unemployment we may be sharpening the cleavage between
the employable and the unemployable. There are many pressures
on the employer to hire from a life career point of view. He is
willing to make added training investments, but the gamble in taking
employees with marginal promotion potential is not being risked
by more than a small minority of companies, and this is the problem.
Hopefully, the particular barriers to employment can be isolated and
minimized by government subsidized cooperative programs. Reality
requires, however, that the major dimension of this problem be
recognized.

¥ Harbison and Mooney, op. cit., p. 77.
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111
DEVELOPMENT AND TRAINING POLICIES

There have been very significant changes in development and
training policies and practices, but they do not require extended
discussion. Attention will be given, first, to modifications in train-
ing practices, and, secondly, to the broad area of employee develop-
ment, career counseling and the motivation of individuals.

On-the-job training has been carried on over the years in a
quite haphazard fashion. New employees were placed on jobs under
the loose tutelage of experienced workers to pick up the skills re-
quired. In recent years, however, there appears definitely to have
been a more analytic approach to training. Job performance and
skill requirements have been studied and converted into more efficient
training programs. Detailed training procedures, job by job and step
by step, can now be found in many companies. Companies appear
as a consequence to have made substantial cuts in the time required
for training. In addition, training is better balanced as between the
classroom and the job and between orientation and job instruction.!®
There appears to have been a considerable increase in the efficiency
with which training has been performed.

Executive development, career counseling, and the motivation
of people at work have created a new frontier in personnel policy.
The behavioral scientists have been at work not only in the universi-
ties, but, as we know, they now have their staff departments in
some of the larger companies. While there are decided theoretical
differences among individual scholars, and some differences in action
programs resulting from these different theoretical views, at the risk
of over-simplification, a common guiding principle of integrating the
needs of the individual with the goals of the organization seems to
have evolved. Various policies and programs, such as, management
by objectives, job enlargement, job enrichment, work planning and
review, feedback of results, and so forth are emerging to implement
these theoretical ideas. As a matter of fact creativity in implementa-
tion may be lagging in this process.

Most work of the above type has been carried out at the execu-
tive and administrative level, but the ideas and applications are

¥ See the most interesting article by Earl R. Gomersall and M. Scott

Myers, “Breakthrough in On-the-Job Training,” Harvard Business Review,
Volume 44, No. 4 (July-August 1966), p. 62.
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working down within organizations. In one nonunion company, for
example, there is plant-wide posting of job vacancies. Promotions
are made by giving great weight to the qualifications and abilities
of individuals. Counseling is available to each employee and em-
ployees are encouraged to plan their future job careers. Extensive
training programs are available to employees to assist them to take
advantage of future opportunities. In this growth company em-
ployees have responded widely to these individual development op-
portunities. Similar programs exist in a significant group of com-
panies.

There is no simple blueprint for the effective integration of the
needs of the individual with the goals of the organization. And
added experience is required to see just how constructive these
development policies and practices will be. They are beginning to
differentiate the union from the progressive nonunion company in
fairly marked degree. They raise questions as to the adequacy of
personnel policies with respect to unionized employees. At the
moment one can only say that employee development and motivation
policies are recasting the major emphasis of personnel activity in
creative and promising directions.

v
SuMmMARY AND CONCLUSIONS

The manpower area has been divided into (1) displacement,
(2) employment, and (3) development and training policies. Dis-
placement policies, in turn, have been classified into separation and
retention categories. Displacement policies have evolved significantly
over the past decade with increased separation costs encouraging
broader retention policies.

The most interesting conclusion with respect to employment
policies, apart from the obvious social significance of no-discrimina-
tion policies, is the important stimulation which a tight labor market
has given to increased efficiency in employment and training activities.
Manpower planning takes on new significance as companies strive
for improved efficiency in the administration of all phases of man-
power policies.

While training is required to bring new employees to adequate
performance levels, more broadly, it provides the gamut of skills
needed by the company. It also fulfills the promotion and develop-
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ment opportunities desired by individual employees. Routine train-
ing merges into career counseling and other activities implementing
motivational theories. The significant influence of the behavioral
sciences in stimulating development policies receives reinforcement
from the pressures for expansion in a tight labor market.

Responding to both union and employer objectives, private man-
power policies, under the earlier higher and more recent lower
unemployment levels, have demonstrated considerable congruence
between private and social objectives. There remains, however, the
major problem of removing employment barriers for large numbers
of disadvantaged individuals. It may even be true that progress
to date has widened the cleavage between the advantaged and dis-
advantaged in our society.



THE SHORT-RUN ELASTICITY OF
LABOR SUPPLY

JacoB MINCER
National Bureau of Economic Research and Columbia University

SHORT-TERM LABOR ForCE REspoNsEs To DEMAND CHANGES

The tightening of labor markets during recent years represents an
addition to historical experience of great interest to the labor market
analyst. I am addressing myself to the lessons this experience provides
on the specific subject of labor supply adjustments to the intensifica-
tion of manpower demands.

For a proper understanding of the nature and of the dimensions
of short-run labor force adjustments, it is useful to segregate conceptu-
ally those labor force changes which may be called autonomous from
changes which are induced by changing pressures and incentives. From
a short-run perspective the autonomous labor force changes are conse-
quences of population growth in the various age groups, and of long-
run factors which result in trends of growing or declining degrees of
attachment to the labor force. These long-run developments are
reflected in diverse trends of labor force participation rates in the
various population groups. Thus labor force rates of women have
been growing secularly, while rates of older men and of male school-
age youth have been declining.

The induced changes in the labor force result from changing pres-
sures of demands for manpower originating in the civilian or military
sector of the economy. But they also arise as responses to all kinds
of changing incentives other than direct market demands: Changes
in retirement and social security provisions, unemployment insurance
benefits, tax laws, costs and attractiveness of schooling, minimum wage
laws, all can and do affect the supply of labor in some degree, even
in the short run.

This view of the labor force as responding to short-run pressures
and incentives has gained recognition only in the past few years.
Until recently, many students of the labor force believed that short-run
labor force changes are autonomous, that is affected by long term

*For a survey of the recent literature on the subject, see the author’s “Labor

Force Participation and Unemployment,” in Prosperity and Unemployment,
Gordon and Gordon, ed., Wiley, 1966.
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trends only, with some small random variation superimposed. The
only admitted exceptions were seasonal and such upheavals as World
Wars or the Great Depression. Other students of the labor force
who believed that the labor force does respond to short-run market
stimuli did not agree, however, on the direction of responses. The
controversy between proponents of “additional” and ‘“‘discouraged”
worker theories continued, even after it was realized that these embodi-
ments of short-run income and substitution effects on the supply of
labor coexist in life as they do in standard economic theory. Until the
mid-fifties empirical research on the question which effect dominates
yielded no clear answer. Consequently, an apparent autonomy was
ascribed to the labor force in the short-run, based on a supposed rough
cancellation of the negative and positive responses.

More recent research, based on a longer and more adequate statis-
tical record, has concluded that the net short-run labor force elasticity
with respect to demand changes is positive. Moreover, a growing
responsiveness of the labor force is suggested by secular forces which
both loosened the average labor force attachment in growing segments
of the labor force (women, students, and older people), and weakened
the short-run income (““added worker”) effects.? This may be another
reason why the positive elasticity is more easily observable now than
in the past.

Proceeding to the most recent additions to our historic sample,
Table 1 presents year-to-year changes in the labor force during the
past 4 years of economic expansion. Col. 1 shows the actual changes
by sex and age, col. 2 shows the autonomous changes. Figures in col. 2
are estimated effects of population growth and of long-term trends in
participation rates. They are calculated as follows: Labor force rates
of year (t-1) are applied, after correction for trend,® to the population
of period (t). This yields the autonomous components of the labor
force in (t). The autonomous changes are then obtained by subtract-
ing the actual labor force in (t-1) from the “autonomous” labor force
in (t). Col 3 is the difference between the actual and autonomous
changes, representing estimates of induced labor force changes.

According to Table 1, the induced additions to the labor force were

* Mincer, ibid., pp. 105-106.

® The correction for trends is a source of arbitrariness. Different trend esti-
mates affect the estimates of relative sizes of induced and autonomous compo-
nents. They do not, however affect the “cyclical” patterns of the induced com-

ponents. The procedure employed was to average the changes in rates between
1955 and 1964-65, periods of similar cyclical position.



TABLE 1
Labor Force Changes, 1962-1966 (Annual Change, Thousands)

1962-63 ® 1963-64 ° 1964-65° 1965-66 ®

Actual Autonomous Induced Act. Aut. Ind. Act. Aut. Ind. Act. Aut. Ind.
Males ¢D)] (2) (3) (1) (2) (3) (1) (2) 3) (1) (2) (3)
14-19 +110 + 70 + 40 +160 490 4 70 +420 4120 +4-300 + 50 4100 — 50
20-24 +4-200 4250 — 50 4230 4200 + 30 +160 4210 — 50 4250 4220 4 30
25-54 + 80 + 70 + 10 + 9 4 90 0 +30 +70 — 40 +180 4110 4 70
55-64 +110 +100 + 10 +70 490 — 20 —70 470 —140 +110 4+ 60 4 50
654 —100 — 90 — 10 — 10 —8 470 + 30 —80 4110 — 40 —70 4 30
All Males 4400 +400 0 +540 4390 4150 +570 +390 4180 4550 4420 4130
Females
14-19 + 30 + 70 — 40 +9 470 4+ 20 +370 4110 4260 +210 + 90 4120
20-24 +160 +170 — 10 +250 4150 4100 +130 4140 — 10 +240 4160 4 80
25-44 +4-200 +100 +100 +20 470 —50 +360 4 30 4330 +420 4 70 4350
45-64 4250 +320 — 70 +290 4320 — 30 +170 4310 —140 +390 4340 4 50
654 0 0 0 4+ 60 + 20 + 40 4+ 10 410 0 — 10 +10 —20
All Females 4640 4660 — 20 +710 4630 4 80 +1,040 4600 4440 +1,250 4670 4580
Total +1,040 +1,060 — 20 +1,250 41,020 <4230 +1,610 4990 4620 +1,800 41,090 4710

® Change in annual figures, Manpower Report of the President, March, 1966.
® Change October to October, Employment and Earnings, BLS, Nov. 1965 and Nov. 1966.
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TABLE 2

Induced Labor Force Changes and Indexes of Economic Change (Annual Change, Thousands)

Percent Percent

Un- Change in Change
Induced Labor employ- Gross in GNP
Force Changes Total Nonagri- Manu- ment Hourly (cur-
Civilian cultural facturing Rate Earnings rent
Males Females Total Employment Employment Employment (Males) (current $) $)
Year (1) (2) (3) 4) (5) (6) 7) (8) (% (10)
1962-63 0 — 20 — 20 +1,100 +1,200 +1,130 + 150 5.3t05.3 3.0 5.2
1963-64 +150 + 80 +230 +1,550 +1,730 41,540 + 300 S5.4t04.7 3.6 6.7
Oct. 1964-65 +180 +440 +620 +2,070 +2,250 +2,670 +1,060 44t038 4.3 83
Oct. 1965-66 +130 +580 +710 +1,530 +2,200 +2,930 +1,030 3.8t032 4.2 8.5

Col. (1)—(3), from Table 1.

Col (4)—(9), BLS, Employment and Earnings.
Col. (5), Household data.

Col. (6), Establishment data.

Col. (9), Production workers in manufacturing.
Col. (10), Survey of Current Business.
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negligible in the 62-63 change, over 200,000 from 63 to 64, and over
600,000 in each of the last two years. During these last two years the
induced changes constituted roughly a third of total labor force growth.
Predictions on the basis of complete inelasticity of the labor force
would have produced a sizable underestimate of labor force growth.

The larger expansion of the labor force during the past two years
compared to the 1962-64 period is clearly associated with stronger
increases in demand. The positive association of induced labor force
changes with movements in demand is visible in Table 2.4

The positive association in the most recent observations fits in
rather closely with econometric equations which have been derived
from the longer record since 1947.5

The econometric approach, which I critically evaluated elsewhere,®
has thus far consisted, with some modifications, of equations which
relate labor force rates of the working age population groups to ratios
of employment to population, net of trends. These statistical relations
provide coefficient estimates of how much labor force rates change
per unit change in the employment—population ratios. Though the
coefficient estimates vary in size, all recent econometric analyses agree
that there is a net positive sensitivity of the labor force to employment
conditions in most age-sex groups of the population, with the excep-
tion of the almost completely inelastic labor force group of adult males
in the 25-60 age group. There is further agreement about the greater
sensitivity of females compared to males, and of extreme age groups
compared to middle age groups. In short, net labor force sensitivity
to demand fluctuations is positive, and is inversely related to the degree
of labor force attachment of individuals and groups.

The employment—Ilabor force equations have been useful in ascer-
taining the pro-cyclical conformity of induced labor force changes, and
even in predicting their orders of magnitude. However, the use of
such equations can be misleading. This is because the equations do
not identify a supply curve. Shifts in supply caused by factors other
than demand in labor markets result in corresponding movements in

* The “demand” indexes in Table 2 do not measure demand shifts alone.
Their magnitudes are affected by demand and by supply forces. The interpreta-
tion must rely on the notion that the short-run changes in the economy were
dominated by demand shifts.

® This finding is confirmed in an econometric analysis by L. Thurow and
L. Taylor, “Actual and Potential Rates of Growth,” pubilshed in the November,

1966 issue of the Rewview of Economics and Statistics, p. 352, especially note 7.
® Mincer, op. cit.
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employment. Yet the ensuing positive correlation between employ-
ment and labor force changes continues to be interpreted as a positive
supply response. In a cyclical context and at the aggregate level this
“simultaneous-equations-bias” does not seriously affect the substan-
tive findings previously described.” In more intensive and disaggre-
gated analyses the approach clearly obstructs insights into the working
of forces generated from the supply side.

Research on the proper specification of labor supply functions is
only in its beginnings. In this paper I shall proceed with a more
informal analysis of the recently experienced scope and nature of
labor supply responses to general and special pressures and incentives
impinging on the labor force.

RECENT INFLUENCES ON THE SuPPLY OF LABOR

An important aspect of the economic expansion in its recent phase
has been the growth of demand originating from the military sector.
This was reflected in labor markets by a growth in derived demand
for labor in industries which produce military supplies such as in
manufacturing, and by direct transfers (draft) of manpower from the
civilian to the military sector. These effects became pronounced in
the past two years. However the increases in military manpower
which were small during 1965 reached the magnitude of 500,000 men
during 1966. As seen in Table 1, this is just about the amount by
which the fotal male labor force expanded during the year. Conse-
quently, the growth in the ciwilian male labor force was reduced to
zero, from a figure of half a million during the preceding year. The
growth of total civilian employment was reduced by the same amount
from +2 million in 1965 to +1.5 million in 1966.

The aggregate demand expansion had a different time profile
during 1966 than during 1965 : it was decelerating rather than acceler-
ating. Nonetheless, the average pace during the year was about as
strong in the preceding year, as measured by the rate of change in
GNP or in the other indexes in Table 2. The remarkable fact about
labor mobility during the past year is that employment expanded
in the sectors of continued demand pressure at the same rate as a year
before, despite the withdrawal of half-a-million men to the military.
From October 65 to October 66 nonagricultural and manufacturing
employment increased by 2.2 and 1.0 million workers respectively,

"This conclusion is based on research currently under way at NBER.
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just as in the preceding year. The manpower deficit was made up
by a large movement of labor from agriculture. During this one year
agricultural employment declined by 650,000, an absolute decline, on
a shrinking base, exceeding any annual decline since World War II,
and larger than the total decline during the preceding 3 years.

In contrast to the usual inter-industry labor mobility in the course
of normal economic change, manpower transferred from the civilian
to the military sector is drawn quickly and directly from a specific
population group. The effect is an intensification of the pressure of
civilian labor demands on the remaining population groups. Most of
the military expansion was furnished by young males aged 18-26.
Given the very small labor force elasticity of adult males, the big
compositional labor force effect was a larger than expected increase in
female labor force participation. As Table 1 indicates, the induced
component of the female labor force expansion was significantly
larger in 1966 than in 1965.

These compositional shifts in labor force growth were also reflected
in the composition of employment growth: In 1966 the growth of
nonagricultural employment consisted of .7 million men and 1.5 million
women, compared to 1.0 and 1.2 million respectively in 1965. In manu-
facturing, where the proportion of female employees remained station-
ary and relatively low since 1950, almost half of employment growth
during the past year consisted of women, compared to less than a
quarter during the preceding year and each of the years since 1950,
with the exception of the Korean War period. Moreover, the relative
growth of female employment during the past year was greater in
those manufacturing industries where total employment growth was
the strongest: in durables compared to nondurables, and within the
durable goods sector.3

Despite the almost complete absence of growth in the male civilian
labor force, total male civilian employment grew by about 300,000
(compared to 850,000 a year before). This small increase was
achieved by the 250,000 decrease in unemployment. Thus the increase
in male nonagricultural employment (700,000) was due, in larger part,
to the movement from agriculture.

The fact that the increase in military manpower demands reduced
the growth of the civilian male labor force is not surprising. What
is noteworthy is that the induced component of the male labor force

8 Data from BLS, Employment and Earnings, November 1966.
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growth has been quite small during the past two years, and has de-
creased rather than increased from 1965 to 1966, despite increased
manpower demands on the male population. The explanation lies, in
large part, in the recent growth of school enrollment of the young
male population. In October, 1965 the proportion of males, age 18-19
enrolled in school, jumped from the level of 51% during the preceding
3 years to 55.6%. Males aged 20-24 increased their enrollment rate
by 3.8 per cent points. Simultaneously, labor force rates declined
over the year (Oct. 64-Oct. 65) by 4.9 and 1.1 per cent points in
the two groups. These increases in enrollment and consequent declines
in labor force participation were much in excess of longer-run trends.?

To what extent the large changes in school enrollment and conse-
quent declines in young male labor force participation have been
induced by military manpower policies is not easily ascertainable. One
method of statistical control is achieved by relating changes (in enroll-
ment and in labor force) in the male groups to changes in the same
age group of females. In both age groups, scatter diagrams relating
changes in school enrollment rates of males to those of females
throughout the years since 1947 show male increases in 1952 and in
1965 to be substantially above the average positive regression line.l®

As to labor force responses, the picture is quite clear: The draft
and the increased school enrollment of actual or potential male
co-workers apparently resulted in increased labor force participation
of young females. Indeed, the recent strong increases in the growth
of the younger female labor force constitutes a reversal of previous
trends, when the strongest labor force upsurge came from older
women. Other factors, such as the recent fertility decline, may have
played a part in these labor force developments. However, in this
matter, cause and effect are likely to run in both directions.

Taken together, recent school enrollment trends and the draft to
which they may have responded, represent a squeeze on that segment
of the civilian labor supply which was supposed to “inundate” the labor
markets during this decade.

I am referring to the rapid growth of the teenage population during

® Comparable data for the current term were not yet available to me. How-
ever, data on enrollment ratios for the 16-21 age group of both sexes combined
show further strong increases in October, 1966. (BLS, Employment and Earn-
ings, November, 1966, Table A-9.)

¥ The other, substantially above average points are in 1954, 58, and 62,

years of slack in the labor market, suggesting effects of reduced opportunity
costs of schooling.
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recent years, a consequence of the now faded postwar “baby boom.”
However, even before the most recent developments, the influx of teen-
agers into the labor market has not been as formidable as popular
impressions or even statistical counts suggest. This is because school
enrollment trends have been so strong during the past decade that the
non-enrolled population of teenagers has remained stationary, or even
declined. All of the increases in the “influx” of teenagers into labor
markets and much of the increases in the 20-24 age group of male
job seekers and workers are students engaged in, or looking for part-
time or seasonal work.1!

Turning to the labor force of older males; (60+) : their participa-
tion rates continued to decline throughout the current upswing, but
at a lesser rate during the past two years. Of particular interest are
the developments in the 60-64 age group. The labor force rate in this
group declined abruptly after 1961. Apparently, the extension of
OASDI benefits to the 6264 age group encouraged labor force with-
drawals in this group which dominated over the stimulating effects
of improving job opportunities. During the past year, however, the
increased pressure of demands on the male labor force stopped and
even reversed this decline. Evidently, the fringes of the labor force
are crowded not only with the ever popular “discouraged workers,”
but also with “encouraged workers” and even “encouraged non-
workers.” 12

ForMs oF LABoR SurPLY ADJUSTMENTS

The expansion of the labor force is one source of manpower expan-
sion induced by increasing demand. Alternative sources of expansion
of labor input are: absorption of the unemployed, interindustry and
geographic labor mobility towards centers of growing demand, move-
ments of capital toward pools of labor, increases in hours of work,
accelerated job training of inexperienced workers, and job redesign.
All these forms of supply adjustment occur at the same time, but the

1 The widening of the Negro-White unemployment differential during the
past summer may well be a side effect of the enormously increased seasonal influx
of inexperienced students into the labor markets, temporarily intensifying com-
petition for unskilled and service jobs. A scatter diagram relating seasonally
adjusted unemployment rates of Nonwhites to those of Whites for the past
decade shows a strong linear correlation, but rates during the summer months
in 66 and less so in 65 were noticeably above the regression line. In both years,
rates returned to their average relationship in October.

¥ Frank C. Pierson’s linguistic inventiveness is gratefully acknowledged. Cf.
Gordon and Gordon, op. cit., p. 124.
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relative importance of each varies across population groups, over the
business cycle, and under various conditions. A full discussion of these
processes is beyond the scope of the present paper. I shall note a few
observations and generalizations from the recent experience:

During the past year, the conjunction of civilian and military
demand pressures in tight labor markets resulted in an absolute and
relative expansion of female employment, all of which is attributable to
the expansion of the elastic female labor force. Because of this large
labor force expansion, outflows from female unemployment were can-
celled by frictional inflows, resulting in no net reduction in female
unemployment.’® In contrast, increases in male nonagricultural em-
ployment were achieved partly by a reduction in unemployment and
in greater part by the movement from agriculture.

The contrasting behavior of the two segments of the labor force
results from the differential labor force elasticity in the two groups,
a differential which was exaggerated by the pressure of military
manpower demands. A survey of year-to-year changes since 1947
confirms the generalization: On the average, reductions in unemploy-
ment constitute a much smaller source of changes in female than in
male labor supply. For both segments of the labor force reduction in
unemployment are an important source of employment expansion in
the initial phase of a business upswing, diminishing in importance as
labor markets tighten and unemployment pools shrink. As the expan-
sion continues, employment increases are fed relatively more by labor
force additions, mainly of women and of the more loosely attached
segments of the male labor force. Movements from agriculture and
other industrial and geographic mobility continue throughout the ex-
pansion and accelerate when male labor markets are particularlv
tight, as was true this past year, and during the Korean War.

Looking at these processes from the supply side, the movement
from unemployment to employment is least costly, inter-labor force
mobility more so, and geographic mobility most costly. The successive
unfolding of supply adjustments is consistent with the cumulation
of upward shifts in demand at the centers of expansion during the
business upswing.

A question of some importance at this point is: what are the limits
to an induced labor force expansion? Is it not likely that labor force
“elasticity” drastically diminishes as “manpower gaps” are eliminated

¥ Of course, the average duration of unemployment was reduced.
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and a “full employment labor force” is reached? Or, to put it another
way: all the previously “discouraged” workers may have already
been drawn into the labor force at this late stage of the expansion.
But this is not an adequate view. The increased manpower coming
from out of the labor force does not only consist of the balance of
previously discouraged job seekers. Rather, in tight labor markets,
the growing advantages encourage new entrants and re-entrants to
move from non-market to market activities, and to stay in the labor
market longer, even if not on a permanent basis. The easier the job
search, the greater the improvement and accommodation in wages,
working conditions, and job schedules, the more inclined the individ-
uals in the large, amorphous “labor reserve” to move to the labor
market.

The notion of a “full employment” ceiling for the labor force is
certainly fuzzy. Labor force “elasticity” in terms of persons, need not
drastically diminish at high and rising levels of aggregate demand:
Witness the enormous increase in participation rates during the World
War. Short of a war economy, however, one of the limiting factors
which eventually inhibits the growth of labor demand is the growing
pressure on labor costs generated in the process of absorbing increas-
ing proportions of inexperienced and “marginal” workers.

The rise in labor costs can be temporarily reduced by the substi-
tution of capital for labor. But this implies an unsustainable rate of
investment, posing a threat of future recession. Thus, even in tight
labor markets further increases in manpower and output can be in-
duced, but only at the cost of greater current inflation or greater
future unemployment.

Public policy aimed at improvement of the functioning of labor
markets can mitigate both inflationary pressures and unemployment.
The recent experience points to at least two areas for improvement:
(1) Thought needs to be given to changes in military manpower
policies so as to minimize some of the distortions in labor supply
resulting from deferment policies and from uncertainties created by
age priorities. (2) Changes in Social Security provisions could and
should provide incentives for job retention or job resumption by older
workers.



MANPOWER PROGRAM IMPLICATIONS
OF SKILL IMBALANCES

Frank H. CasseLL
United States Employment Service

Today’s accent on eliminating poverty and developing human
resources reveals a vast concern by the American people for the
poor and disadvantaged of all ages. But it also emphasizes candidly
that if the cycle of inherited poverty and social alienation is to be
broken, we must begin with our young people who are trapped in
the poverty of slums and ghettos and economically declining rural
areas and give them a chance to better their lives.

It is true that in a time of affluence and plentiful jobs, we have
jobs going begging for want of qualified workers, and people not
sharing in this affluence but being wasted and out of work for want
of the education, skills and opportunities to do the jobs. As Presi-
dent Johnson pointed out in his 1966 Manpower Report, while
shortages exist in some areas “There are pockets of chronic unem-
ployment in many cities, in Appalachia, in the Mississippi Delta,
and in other regions . . .. There are teenagers who need jobs to stay
in school or to help support their families . . . . There are millions
employed in occupations and skills that do not fully utilize their
capabilities.”!

These imbalances of skills are at the core of many of our man-
power programs.

Our congested metropolitan areas present a particular problem.
This is not new. It is interesting to note that back in 1879, Henry
George, in his “Progress and Poverty,” wrote: “When the condi-
tions to which material progress everywhere tends are most fully
realized—that is to say, where population is densest, wealth greatest,
and the machinery of production and exchange most highly devel-
oped—we find the deepest poverty, the sharpest struggle for exist-
ence, and the most of enforced idleness.” The difference today is
that now, nearly 90 years later, through manpower legislation and
efforts of public spirited groups and individuals we are trying to
do something about it.

*Manpower Report of the President, March 1966, p. XIII.
230
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This “enforced idleness” looms very large in our big cities, much
of it among the nonwhites. A March 1966 survey of poverty areas
in our major cities showed a 31 percent unemployment rate for
nonwhite teenage boys, most of whom are Negroes. Nonwhite teen-
age girls in poverty areas had a 46 percent unemployment rate.
White male youth 14 to 19 years of age in these areas had jobless
rates as high as 20 percent, but outside the slum pockets it was 12
percent.?

Some of the youth unemployment problem stems from sheer
numbers—a result of the sharp birthrate rise in the postwar period.
Last year, nearly 4 million youth reached 18 years of age, an age
when many start their working careers. The magnitude of the
problem becomes even more clear when we realize that one in three
of our young people has left school before completing the twelfth
grade.

While Labor Department data for the Nation as a whole and
for metropolitan areas show low unemployment, they mask real
imbalances that exist within the inner cities. Cleveland, for example,
a metropolitan area of about 2 million, has an overall unemployment
rate of about 3 percent, yet in nine neighborhoods of that city, which
have about 300,000 people, the rate of unemployment was three
times higher.3

All of us are aware of the great rise in Negro population in
northern and western cities. According to the Bureau of the Census,
in the last 5 years alone, more than 2 million Negroes migrated
from the South to urban centers in the North and West. Mechaniza-
tion of farming is largely responsible for the mass migration to the
cities of large numbers of tenant farmers and sharecroppers. Today,
about half of the Negroes in New York, Chicago, Philadelphia, De-
troit, Washington, and Los Angeles were born elsewhere, mainly
in the South.

Many are unprepared to compete in the job market. For ex-
ample, the average of a sample of unemployed persons in Watts
and similar areas claiming eight grades of school tested out at fifth
grade literacy, and those claiming 12 grades tested out at sixth

1 Poverty Areas of Our Major Cities, James R. Wetzel and Susan S.
Holland, MONTHLY LABOR REVIEW, October 1966.

8 Bureau of the Census, Technical Studies, No. 20, September 1966, p. 23.
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grade literacy.* Basic education is needed even before skill training
can begin. Among the Spanish-speaking citizens, such as Puerto
Ricans and Mexicans, literacy in English is needed even before
training can start.

INDUSTRIAL GROWTH OF THE SUBURBS

While minority group work force growth is taking place in the
inner city, industrial and business growth is occurring outside the
city. Overcrowding of the cities plus advances in communications
and transportation and the mobility made possible by the automobile
has triggered the suburbanization of both families and industries.
Middle and upper income families have moved to the roomier sub-
urbs, and the inner cities have been left with large numbers of the
poor who are unable to get to where the jobs are.

During the past 10 years, more than half of all new industrial
buildings and stores were built outside the central cities in the
Nation’s metropolitan areas. And this is where the jobs are going.
In some of the areas the percentage of new business building in the
suburbs is far above the national rate. In Chicago, for example,
during the 5 years from 1960 to 1965, about 77 percent of industrial
building and 67 percent of stores was in the suburbs, while in Los
Angeles, the figures are 85 percent for industrial building valuation
and 63 percent for stores® Adding to the problem, is the location
of many of the new plants on the beltways and expressways which
means that transportation to and from jobs by automobile is a prac-
tical necessity. Also decentralization of industries and the building
of entire new cities at the fringes of metropolitan areas promise to
impede further the ability of minority group workers to reach the
newly emerging job opportunities.

Even if many of those locked in the slums and ghettos could get
to where the jobs are, low skills and inadequate education stand in
their way. Many of the inner city schools in the poverty areas do
not equip youngsters to compete with those educated in the much
better-financed suburban schools.

‘“Analysis of Tested Achievement versus Years of Education,” U.S.
1Erggloyment Service, Branch of Occupational Test Development, December
966.

® Unpublished study “Distances of New Jobs from the Employed,” Bureau
of Labor Statistics, 1966; Summary in Press Release by U.S. Department of
Labor, August 15, 1966 on “Greater Concentration of Business in Suburbs
Hits Big City Poor.”
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DExtanD FOR WORKERS

On the one hand, then, we have people unqualified for jobs, or
who can’t get to where the jobs are, and on the other hand we have
a high demand for many types of workers. Reports sent to the
U.S. Employment Service by 150 major labor areas in all sections
of the country show persistent occupational shortages in terms of
job openings unfilled for a month or more. These hard-to-fill jobs
include experienced workers in professional, technical, and skilled
categories and even in some semiskilled and service occupations—
among them electrical and mechanical engineers, physicians, nurses,
teachers, programmers, stenographers, typists, auto mechanics and
repairmen, skilled aircraft workers, machinists, welders, and hosts
of others.

Many of the shortages are in categories that require a long train-
ing lead time for people to become qualified workers. The problem
is in producing high talent manpower fast, upgrading others, and
reorganizing and using present programs to help alleviate shortages.
Thus, employers are tending toward changes in organization to make
better use of the highly trained professional workers and trajning
subprofessional aides to do the very necessary support work which
requires less training.

Extensive long-term needs—as well as current shortages—are
reported in a wide range of industries. Take, for example, the health
industry. If it is not the fastest growing industry in the United
States, it is a close runner-up. Each month of the next 10 years,
we shall have to supply 10,000 new health workers to meet the
demand. To meet requirements in 1975, from now on the number
of dental hygienists must more than triple each year, medical tech-
nologists and X-ray technicians double, and occupational and physical
therapists increase 10 times.

The advent of medicare has turned the spotlight on the Nation’s
serious health manpower shortages. But it has done more than
that. It has provided a practical example of how an occupational
imbalauce (shortage) can be turned into opportunity not only for
the disadvantaged but for those displaced from employment in other
and perhaps declining industries.

In order to staff new hospitals, new nursing homes, and meet
other accelerated demands for health workers, increased reliance has
been placed on training programs, both government sponsored and
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private. Under the Manpower Development and Training Act pro-
grams, more than $60 million has been authorized for training in
health occupations. By the end of fiscal 1966, more than 53,000
health service workers had been trained under MDTA training
programs. On-the-job training—where the government and em-
ployers share the cost of teaching workers these new skills—increased
by more than 75 percent in 1966, as compared with 1965.

IMmBALANCES HIDDEN BY OVERALL UNEMPLOYMENT RATE

On the surface, the unemployment picture looks good. Today
we find only eight major areas that are listed as having “substantial”
unemployment. This is a record low. Only 2 years ago, there were
four times as many. On the other hand, 65 major areas are classi-
fied as having “low” unemployment. This is a record high since
the Korean conflict, although no major area is classified as one
of general labor shortage. Unemployment in small labor areas how-
ever is still a serious problem. About 500 such areas, located in
nearly all sections of the country, are on the USES substantial or
persistent unemployment list.

Geographic imbalances in skills also are obscured by the overall
unemployment rate. Our job vacancy studies show, for example,
that skilled welders generally were in the hard-to-fill job opening
category in many of the areas in this pilot program. Yet plenty of
skilled welders were available in Portland, Oregon at the time of
the survey, while in Milwaukee the opposite was true. As in other
occupations, we find geographical imbalances in the health service
industry. For example, in the Northeast, surveys show 1,500 health
workers per 100,000 people, but in the South it is less than 1,000.

The point is that we do have serious employment and skill im-
balances. We cannot be content merely with an overall national
picture of high employment and relatively low unemployment. We
cannot let this hide the fact that we still have areas of persistent
unemployment, pockets of poverty in generally prosperous metro-
politan areas, high unemployment in many smaller communities,
underemployment, and low labor force participation in some areas
because of limited local job opportunities. At the same time, un-
filled job openings in the public employment service this year were
far above the totals of 1965, while thousands of applicants at the
offices lack the qualifications to fit the jobs.
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HuMAN RESOURCES DEVELOPMENT PROGRAM

The time for speculating as to what ought to be done to correct
these employment and skill imbalances is past, it is time to examine
our experience with measures to relieve these problems.

A convenient place to start is with the Human Resources Develop-
ment Program of the Department of Labor inaugurated by Secretary
of Labor Wirtz in a speech in Chicago in November 1965.

It is based on a case-by-case approach to solving employment
problems in target areas. The Human Resources Development Pro-
gram has had a dual thrust—searching out and registering the un-
employed and underemployed persons in order to identify their needs
and capabilities, together with a major program for developing job
opportunities for these people.

Implementation of the Human Resources Development Program
requires the public employment service to reach out to workers in
all age groups building on earlier and pioneering efforts of its more
than 150 USES Youth Opportunity Centers. These centers were
designed to reach and serve the very large numbers of unemployed
and underemployed young people—so aptly described by James
Conant as the social dynamite of our cities.®

CrosiNG THE EmpLoYABILITY GAP THROUGH MEANINGFUL
TrRAINING PRrOGRAMS

As in most of man’s new endeavors, a shorthand jargon is soon
invented to describe the objectives of these activities. The Human
Resources Development Program has incorporated into its language
the word outreach. I don’t believe it is original with the Labor De-
partment but it has become a pervading idea in the process of cor-
recting skill imbalances.

“Outreach” most often turns out to be a problem of closing the
“employability gap.” Recognizing that more and more people need-
ing jobs are not qualified to fill job openings during the 1960’s, a
new concept has been injected into manpower programs—the con-
cept of employability sometimes called “job readiness.”

The basic ingredient of employability is the acquisition of a skill
salable in the job market. There are certain basic ingredients for
success in such a program. Needed is an entry skill, hopefully a
skill upon which to build, and the ability to adjust to the environment

¢ “Slums and Suburbs; A Commentary on Schools in the Metropolitan
Areas” by James Bryant Conant (McGraw-Hill, 1961).
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of work. Dr. Gardner Ackley, Chairman of the President’s Council
of Economic Advisors, recently stated that jobs for the Nation’s
remaining unemployed must come through qualifying applicants to
fll vacant jobs rather than through increasing the number of jobs.”

In the nature of things training was considered the prime means
for closing the employability gap. Then as the realization grew that
many people, whether in urban or rural ghettos, had difficulty finding
their way out, the hand was extended in the form of outreach. Train-
ing continues to be a main employability device, and it is a mainstay
of the Human Resources Development Program.

For the first 3 years of the Manpower Development and Training
Act, most federally financed training programs were related solely
to employer requirements and demand occupations, rather than to
the characteristics and needs of the available labor supply—particu-
larly among disadvantaged people.

More recently there has been a major redirection of manpower
training activities under the MDTA. As part of this change in
emphasis, the Department of Labor has set a program goal which
requires that 65 percent of all such training be directed to disad-
vantaged groups to offer them marketable skills in today’s job
market.

Increasingly, as outreach is effective and as MDTA becomes
more than simply an exercise in skimming the cream and really
reaches down to those considered by most employers as unemploy-
able, the skill development concept has had to be enlarged to include
the kinds of skills which precede learning a task. This means be-
coming literate in English, and learning the communications skills
of the workplace.

JoB READINESS

This development accounts for the origin of one of our newer
pieces of jargon, namely “job readiness.” Already the job-readiness
concept has been extended to include not only literacy but such
things as how to manage one’s finances—a skill which keeps the
creditors away from his employer, how to meet the daily require-
ments of the job such as showing up for work on time—an elementary
job survival skill.

? Gardner Ackley, Chairman, President’s Council of Economic Advisors—

Agddlrg%sg at Southern Illinois University in Carbondale, Illinois on October
26, .
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Those who study turnover statistics are aware of the very high
rate of job loss or quit in the early days of employment. This is
especially true of the disadvantaged. The next logical step in the
process therefore is to insure that the presumably job-ready person
stays on the job. This is being accomplished through providing sup-
port services to the individual who may be having difficulty adjusting
to his work, or to his boss, or to his fellow workers. This aid is
most likely to take the form of counseling and the opportunity to
talk over his problems.

These concepts are wrapped up in the pioneering “Jobs Now”
project for 3,000 of the hard-core unemployed in operation in Chi-
cago.

This project is now in its fourth 2-weeks cycle of operations. On
the input side, of the hard-core unemployed recruited, screened and
referred to 2 weeks of training, 96.5 percent were Negroes; 82
percent males and 18 percent females; 85 percent had eight grades or
less of schooling; 79 percent had police records (predominately minor
offenses, but some serious ones); and 43 percent were on public
assistance.

Of the 235 who completed training, 200 referred to employment
were actually employed, while the remaining 35 were returned for
another 2 weeks of training. Of those who were employed, 70 per-
cent have stayed employed, but those who fail on the job are also
returned for training and given a second chance to make good. The
wages for those who are employed range from $1.50 to $3.05 an
hour.

Although it is too early to form conclusions, progress up to now
suggests that it is possible to get employers to hire the hard-core
unemployed, and to cooperate in building both supportive services
and education components right into the job situation.

Three concepts have emerged from this program: first, that em-
ployability programs of the future must have built into them guar-
antees of employment by employers to insure the motivation needed
to make the training a success; second, total community involvement
and commitment of both the private and public agencies and organi-
zations is necessary to insure support of such programs, their co-
ordination, and the resources needed to produce the employable in-
dividual and jobs; and third, support is needed for both employee
and employer in facilitating job adjustment.
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CoNCLUSION

A number of implications appear to be emerging from efforts
over the past few years to cope with skill shortages, and broaden em-
ployment opportunities for the disadvantaged. For one thing an un-
expected spinoff from MDTA experience is the demonstration to
private employers and to educators that it is feasible to build and
upgrade a work force through training and retraining people formerly
not even considered employable. For another, we have had it proven
to us again that a long continuing high operating rate of the economy
and' accompanying manpower shortages increases employer re-
ceptivity to employing the disadvantaged, his propensity to adjust
wages and other employment requirements to attract employees, and
his willingness to make alterations in the composition of the job to
increase the supply of people to qualify for the simplified task.

It is increasingly clear—and one wonders why we had to be told
this—that for workers and potential workers coming from a dis-
advantaged background, and being financially strapped, combined
work and study offers the best chance of increasing the individual’s
employability.

It is also clear that the training resources of the private sector
dwarf those of government and that such resources, if tapped, could
make possible a really massive work-study program to increase em-
ployability. The cost of providing such educational facilities together
with the costs of actual training, and costs sustained because of below-
standard productivity expected during the training period, may need
to be reimbursed by government. This would increase the capability
of the total work force, add to its productivity, and turn it into the
national asset we want it to be.

It is evident, however, that enhancement of employability through
training is but one facet of a very complex problem. The individual,
and very often the company, needs some form of help, often called
supportive service, to insure that the individual is retained on the
job. This help is often best provided by the local private social
service organizations. These costs may need support by government,
and would be an investment to insure that the training does not go
for naught.

For the hard-core, supportive services are essential. We cannot
hope to solve the problems of the poor merely through training and
manpower programs. Nor will they be resolved by education per se,
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or health services per se, or case-work services per se, for no one can
say precisely which of these constellations of service is most important
and should dominate our thrust into the ghetto. Individual and
family needs and conditions will really dictate possible avenues of
solution.

There is a strong undercurrent among the poor to sever the de-
pendency upon relief and “make work.” This is particularly true of
the youth who, increasingly reject patently “make work” aid. And
this is understandable because whether being a part of ghetto society
or not the individual is influenced by the values of the larger society.
A report of the Governor’s Committee on Unemployment in the
State of Illinois in 1963 highlighted this as follows: “In a society
where the common belief is that men who work are useful, unem-
ployment becomes more than a problem of economics, it becomes
one with deep personal and moral undertones . . . . A job not only
provides income, it provides standing in the community and self
respect.”8

Therefore in producing solutions to the employment problems of
those who may not be able to compete in a competitive system, it is
imperative that the creation of jobs for such people occurs in such
ways as to “provide standing in the community and self-respect.”
This means that the work itself must have meaning—and this re-
quires more than the assembly of tasks to keep people busy. Work
assignments must always aim at leading the way out—eventually,
for as many as possible—to competitive employment and self-
sufficiency.

We today again have the opportunity, and the challenge, to bring
the hard-core unemployed into the work force, to give them the chance
and hope they need to lead productive lives. The task is even greater
when we consider that for many of the occupations now in high de-
mand, for many minority youth and other disadvantaged persons,
these kinds of jobs were not too long ago considered unattainable
and were not included in their aspirations.

We must always remember, however, that jobs alone do not per-
mit escape from poverty. Jobs are important, yes. But meaningful
work, work with dignity, with opportunity, are also important. Work
does have meaning. Even the least among us must be able to say,
and feel, that his work is important and useful.

8 Economic Growth, Equal Opportunity Research, Report of Illmoxs Gov-
ernor’s Committee on Unemployment January 1963.



DISCUSSION

ALBERT REES
Princeton University

Because all three of the papers presented at this session seem to
me to be very good, I am going to interpret my task as discussant not
as one of criticizing, but as one of developing further some of the
themes introduced in the papers. In particular, I want to comment
on the relevance of these papers for the employment problems of
the urban poor.

Professor Mincer has chosen a simple and forceful way of remind-
ing us of the importance of the responsiveness of the labor force to
its economic environment, a responsiveness revealed by research over
the past decade to which he has been a major contributor. He indi-
cates as an important exception to this responsiveness the labor force
behavior of males in the age group 25-00. The finding that this group
is an exception applies to the group as a whole in time-series analysis.
However, cross-section analysis of males aged 25-54 in 1960, by
William G. Bowen and T. Aldrich Finegan in work now in progress,
shows significant responsiveness of labor-force participation to the
unemployment rate. This responsiveness is much larger for single
men than for married men. Moreover, they find a significantly lower
level of labor force participation for Negro males in this age group
than for whites, which is undoubtedly related to the less favorable
market opportunities for Negro than for white men.

Joseph D. Mooney has shown, using Census tract data for 1960,
that the responsiveness of female labor force participation to the
unemployment rate is generally greater in the low-income portion of
large standard metropolitan statistical areas than in these areas as
a whole.! We may also note that inspection of labor-force participation
rates for such pockets of urban poverty as Watts reveals startlingly
low labor-force participation for adult males.2

These findings have implications both for research and for policy.
We need to find out who are these men in the prime of life who are not
in the labor force. What are they doing with themselves, and is it

”

*“Urban Poverty and Labor Force Participation,” American Economic

Review, vol. 57 (March, 1967).

2 For males aged 2544, the labor force participation rate in Watts in Novem-
ber, 1965 was 82.3 per cent, compared with 96.5 per cent for this age group
for the U.S. as a whole. See Current Population Reports, Technical Studies,
Series P-23, No. 18, June 28, 1966. I am indebted to Professor William G.
Bowen for calling these figures to my attention.
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what they would want to be doing if circumstances permitted a wider
range of choices? I have heard many hunches, but seen no firm
results.

One implication of these data on labor force participation for
projects like the Chicago “Jobs Now” project discussed in Mr. Cas-
sell’s paper is that in policy programs we need to use a more liberal
concept of unemployment than that used in official statistics. We need
to be concerned with those who are out of the labor force as well
as with those who are seeking work. I was especially interested in
the finding that 43 per cent of the people in the “Jobs Now” program
were on public assistance. Bringing welfare recipients into the labor
force is made difficult because of the way assistance programs are
administered. In effect, they involve a 100 per cent tax on earnings,
since welfare payments are reduced by the full amount of any outside
income. In contrast, the very wealthy pay at most a 70 per cent
marginal tax rate. The result of this aspect of our assistance policies
is that it is silly for welfare families even to consider temporary, part-
time, or low-wage jobs. I should admit that in earlier work I have
inexcusably overlooked this facet of welfare programs in discussing
their possible effect on labor market behavior.

There are two possible methods of dealing with the problem of
work incentives for families on public assistance. One is a negative
income tax, of the kind advocated by Milton Friedman and James
Tobin, as a replacement for our public assistance programs. Such a
negative tax might have a marginal rate of say, one-third, letting the
poor keep two-thirds of any additional earnings. The other method is
to permit less than full “taxation” of earnings under existing assis-
tance programs, though this might help to perpetuate other unfortunate
aspects of those programs.

I was particularly glad to see in Mr. Cassell’s paper emphasis on
the need to improve metropolitan mass transit if we are to improve
the labor force position of the poor in the central cities. The express-
way programs of the past decade have greatly benefited the middle-
class suburban automobile owner but have also contributed to the
deterioration of public transportation. This trend must be reversed
if we are to deal effectively both with labor market problems and
with the problems of air pollution and congestion. If necessary, we
will have to tax the use of automobiles in central cities and to sub-
sidize rapid transit.
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Both Mr. Cassell and Professor Livernash refer to employer efforts
to recruit employees who do not meet traditional hiring standards.
Professor Livernash mentions in particular that “special recruiting
procedures for Negroes are quite widespread.” Although I do not
want to.question the view that substantial progress has been made in
recent years, perhaps it should also be emphasized that we still have a
very long way to go, and the road is not an easy one. A manpower
survey by the Chicago Association of Commerce and Industry in
1964 estimated that only 34 per cent of all firms in the Chicago area
employed any non-whites at all, although non-whites made up about
13 per cent of the area’s labor force.? While most of the firms employ-
ing no non-whites were small, a number of firms with 500 and more
employees employed no non-whites. Some of the firms that do not
employ Negroes report that they do not get any Negro applicants.
This is another instance in which supply response is related to demand
conditions. The firm that has no Negro workers will seldom get
Negro applicants because Negroes assume that it is futile to apply.
If this assumption is wrong, the employer must take special measures
to demonstrate it.

Mr. Cassell has stressed the need to train the “rejects” in the labor
market to make them employable. There is also a related need, as
Professor Livernash has pointed out, for imaginative procedures in
selection that will select suitable employees when hiring standards
are relaxed. The job of an employment manager is relatively easy in
a loose labor market. He can confine his hiring to local high school
graduates with good references and no police records and avoid the
obvious risks. It is when he has to learn to take risks successfully
that his job becomes creative. Among the people who do not meet
all the usual standards are many who, if they can be identified, will
do a good job.4

So much has been said in recent years about the problems of the
poor, including their employment problems, that there is risk that we
will become tired of the discussion. But discussions are not solutions,
and until solutions are at hand, continued discussion will be needed.

2 Chicago Association of Commerce and Industry, Manpower Survey, 1964
(mimeo), p. 13.

‘For each individual firm, this may mean drawing sharper lines between
the employable and the unemployable. However, the needs of employers differ,
and people excluded by one firm’s criteria may be included by another’s. The

results should be to diminish the number of people considered unemployable
by all.
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AN ANTIPOVERTY EXPERIMENT:
THE JOB CORPS

Sar A. LEviTAN
The George Washington University

Descriptions of the Job Corps have ranged from a wasteful extrava-
ganza to the most innovative tool in the antipoverty kit. It is indeed
a unique institution, not necessarily in accomplishment, which remains
to be proven, but in approach. It represents an unprecedented effort,
measured in terins of expenditures, to “break the chains of poverty.”
What must be confusing to the casual observer is that the bluest of
American corporations are party to this “coddling” of the poor—IBM,
General Electric, Westinghouse, Litton Industries, and many more.

Cost PER ENROLLEE

The costs are undeniably high. While a middle-class parent can-
not afford to send his son or daughter to the Job Corps, this “depriva-
tion” will not be felt by the college-bound youth. The Job Corps offers
to its enrollees what the offspring of the middle-class family has already
acquired, also normally at public expense—a rudimentary education.
When the former director of the Job Corps, Dr. Otis Singletary, was
confronted with an unfavorable comparison of costs between the Job
Corps and Harvard College, he offered to pay personally for any Job
Corps enrollee accepted by Harvard. The offer, to no one’s surprise,
was not taken up.

In response to the wide public criticism of the high cost of oper-
ating Job Corps centers and to the sniping by officials of competing
federally-supported training and job-creation programs, Congress im-
posed a ceiling on Job Corps expenditures of $7,500 a year per Job
Corps enrollee. Though Congress may get credit for cutting the costs,
the action was not really necessary since the Job Corps had already
taken steps earlier to eliminate some of the more expensive training
programs, reduce the number of training occupations, and do away
with some “frills.”

* Staff members of the Job Corps were most generous in providing informa-
tion and insights about the operations of the program, but share no responsibility
for the views expressed. The helpful critical comments of Dr. Irving H. Siegel
of the Upjohn Institute are also gratefully acknowledged. The paper is part

of a broader study concerned with the evaluation of the Economic Opportunity
Act. The project is financed by a grant from the Ford Foundation.
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In the summer of 1966 (July through September), the average
annual cost per enrollee of operating established centers (in operation
more than nine months) was as follows:

Conservation Centers ..o . $5,892
Urban centers ................ . 6,972
Women’s Centers .........ooococooioeioioeeeeeeeeeeeoeeeeee 9,042

The higher cost of operating centers for women does not necessarily
reflect a higher living standard. All centers for males are located on
government property, many are renovated military establishments,
while women’s centers are mostly located at leased hotels in metro-
politan areas. Since Congress has also ordered the Job Corps to
expand enrollment of women by the end of this fiscal year to 23 per-
cent of total enrollment (from the current 14 percent), the extra costs
will apparently have to be absorbed from “savings” at male centers.
Otherwise the Job Corps will not live within its prescribed $7,500
annual average per enrollee. But men often help to maintain the
fairer sex, though in the present case the taxpayer picks up the tab.

The above data are exclusive of amortization, an item outside the
Congressional cost limitation. The Job Corps has already invested
some $165 million in the construction, renovation, and equipment of
centers. Amortization of this investment would increase the annual
cost by $660 per enrollee, if the life span of the facilities is assumed
to be 13 years (as suggested by the Job Corps) and the annual rate
of interest set at 4 percent.

Other, more difficult, considerations beset calculation of the true
cost of maintaining the Job Corps. Past experience indicates that about
one-third of total enrollees drop out or are discharged from the
program within three months of enrollment. It could be argued that
those who stay such a short period in the Job Corps experience
another failure with a negative effect upon the life of dropouts. If this
is true, and the available evidence supports this hypothesis, then the
calculation of average real costs should exclude early dropouts. But
spokesmen for the Job Corps insist that even a short stay in the Job
Corps is not a total loss since the enrollee has received counseling
care, medical treatment and has been fed and housed. Job Corps
officials also maintain that average annual costs exaggerate the true
investment per enrollee since most corpsmen complete their course of
study in a shorter period. But the claim that the prescribed curriculum
can be mastered by deficiently educated youth in less than a year
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raises questions about the quality and quantity of education and
training offered at the centers.

THE RECORD

It would be comforting at this stage of the discussion to be able to
estimate the returns that society receives from the Job Corps and
its impact upon enrollees. Regrettably, hard data about the character-
istics of enrollees, their educational and skill training achievements in
the centers, and their record after leaving the Job Corps are hard to
come by. Preoccupied with developing centers, signing contracts,
developing guidelines and regulations, designing curricula, putting
out “fires,” and defending the program from its numerous detractors,
the Job Corps staff has devoted little time to systematic data collection
about its operations and evaluation of the program. Elaborate plans
for data collection to permit detached appraisal of the program and
help gain insight into its operations have been on the drawing board
for a long time and are now actually in the process of implementation.
An authoritative evaluation of the Job Corps must therefore be left
for another occasion, provided that the long-awaited data do materi-
alize. Any present observations must be gleaned from the bits and
pieces of information that are available.

THE LEGISLATION

The mission of the Job Corps is clear—it is to provide residential
facilities, education and training for youth from impoverished homes
who have failed in school, who have no salable skill and frequently not
even a rudimentary preparation for work, and whose home environ-
ment is not compatible with the necessary training and education.

The antecedents of the Job Corps may be traced to the Civilian
Conservation Corps of the thirties, though the differences between the
two institutions are more significant than their common characteristics.
The CCC was a child of the Great Depression, when dire want and
need were widespread, and it was terminated when the armed forces
absorbed the bulk of the CCC population and acute labor shortages
developed.

The idea of reviving residential centers for disadvantaged youth
was advanced by Vice President (then Senator) Hubert H. Humphrey
in 1957. The notion gained limited support until it was revived in
1963, broadened in scope. A coalition of conservation lobbies and
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welfare organizations combined to expand the conservation idea to
include also federally-supported job creation programs in urban areas.
The publication by the President’s Task Force on Manpower Conser-
vation of One-Third of A Nation, documenting the widespread rejec-
tion rate by the armed forces of mentally and physically deficient
youth, coming mostly from impoverished homes, gave impetus to the
proposed legislation.

The Job Corps proposed by the Administration in 1964 actually
differed from the 1963 bill. The later bill called for the establishment
of residential centers for youth where enrollees would receive educa-
tional and vocational training. The earlier bill, in contrast, emphasized
conservation work. In deference to the conservation lobbies, the 1964
bill did not preclude establishment of conservation centers, but it was
intentionally vague on the subject to permit maximum flexibility in
administration. The conservation lobbies succeeded in having Con-
gress adopt an amendment that 40 percent of male Job Corps enrollees
be assigned to conservation centers. Accordingly, two types of centers
were established for males: conservation centers for the more educa-
tionally deficient enrolees, and urban centers for “advanced” youths
with a reading achievement of the fifth grade level or better. The
original Administration bill also limited enrollment in the Job Corps
to male youths, but an amendment by Congresswoman Edith Green
opened the Job Corps also to women enrollees.

OPERATIONAL PROBLEMS

Some 76,000 youths were enrolled in the Job Corps during its first
21 months of operations. Their status as of mid-November 1966 was
as follows: 29,000 were enrolled in the Job Corps, 13,000 had com-
pleted their course of training, and 34,000 left voluntarily or were
discharged before completing their course of training. Most of these
34,000, the exact number is not known, left within three months after
enrollment.

The high ratio of turnover or dropout has received considerable
public attention. In view of the characteristics of the youths who en-
rolled in the Job Corps, a high dropout rate is to be expected. Com-
parison with dropout rates in other institutions, high school or college,
is not helpful or meaningful. In the absence of any suitable standard,
it is useless to speculate about the “right” ratio of dropouts from the
Job Corps. No doubt, the improvement in economic conditions since
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the Job Corps started operation must have contributed to the record
of departures. In the tightening labor market, many enrollees were
motivated to not plan for the long run but to obtain jobs requiring a
minimum of preparation. Still, a number of factors which may have
contributed to the difficulties of the program and the high dropout
ratio could have been avoided. Some may be the responsibility of the
Job Corps itself, others beyond the control of the agency.

1. Early advertising. Even before the Job Corps opened its first
center, it embarked on an extensive national advertising campaigu to
interest youth in the Job Corps. Underlying this campaign was a con-
cern on the part of Sargent Shriver, Director of the Office of Economic
Opportunity, that the Job Corps would not attract an adequate number
of enrollees, that the potential clientele had to be sold on the idea.
Interested youths were invited to complete “opportunity cards” indi-
cating an interest in the Job Corps. The response was better than the
most enthusiastic proponents of the Job Corps had hoped. About a
quarter of a million inquiries were received by the Job Corps.
Though many of those who mailed in the cards were neither qualified
nor had any real interest in the Job Corps, a large proportion of the
applications were filed by qualified and interested youth. It took the
Job Corps months to respond to the deluge of inquiries, if they were
acknowledged at all. When the advertising campaign started, the Job
Corps had facilities for only a few hundred youths and it took another
six months to develop capacity for 10,000. Under the circumstances,
it is hard to understand the need for the extensive advance publicity.
Indeed, knowledgeable advisers urged Shriver not to embark upon the
campaign. Thus the Job Corps disappointed numerous potential cli-
ents, even before it opened for business.

2. Recruiting and Screening. The screening at first was necessarily
haphazard and chaotic; it is still far from perfect. Most of the screen-
ing of men was turned over to the United States Employment Service
and its affiliated state agencies. The Job Corps reimbursed the Em-
ployment Service about $80 for every qualified youth screened and
referred to the Job Corps. It needs no elaboration here that most of
the local employment offices were poorly prepared for screening Job
Corps enrollees, having had little contact with this type of youth in the
past. Some counselors also oversold the Job Corps to fulfill their
quotas. The inadequacies of the Employment Service were com-
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pounded by the Job Corps pressures to meet quotas, and many youths
were shipped to centers only to find that the facilities were not ready
or adequate.

3. Location. The Congressional decision requiring that 40 percent
of male corpsmen be enrolled in conservation centers necessitated
opening centers in isolated areas. But over half of the corpsmen
during the early days of the Job Corps—the proportion has increased
since—came from cities. They were completely unprepared to live
in forests or on Indian reservations, great as that life may be according
to American folklore. When cities were nearby, corpsmen, particu-
larly Negro youths, found frequently that they were not welcome.
Occasional incidents, even riots, occurred ; they were widely publicized,
further marring the reputation of the Job Corps. Far removed from
their homes—on the average, about 1,200 miles—and unwelcome in
their new environment, many of the corpsmen departed without
achieving their goals.

4. Discipline. Not only were some of the centers physically un-
prepared for the new enrollees or located in an unfriendly environment,
but few of the Washington staff and center staffs were prepared to
deal adequately with the enrollees, lacking insights into their prob-
lems and how to motivate, teach, and train them. The centers are
voluntary institutions and, at least, some of the Washington policy-
makers preached that the way to encourage the enrollees to stay in
the camps was to impose minimal needed discipline. Some center di-
rectors and staff learned quickly and effectively, but others failed to
enforce discipline. Many enrollees failed to attend classes, lost interest
and departed. Even a more experienced and knowledgeable staff
might have found the problems at the centers difficult, if not insur-
mountable. For example, getting Southern white boys to live with
Negroes in racially integrated dormitories on a voluntary basis is
certainly no easy task, even for an expert in social psychology. Few
of the Job Corps staff knew how to handle such problems. In many
cases, local news media were only too happy to “welcome” the re-
turned dissatisfied corpsmen and to give the stories, true or unfounded,
wide coverage.

The task of the Job Corps was inherently difficult, and much of
the terrain it had to cover was unexplored. Some educators argue
that it is romantic to expect youths from city slums or rural areas to
be rehabilitated within eight or nine months in an environment far
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removed and different from their accustomed surroundings. They
assert that the best place to train youths from slum areas is on their
home ground, in their own environment; that, if residential centers
are necessary for some, the facilities should be provided in the youths’
communities. Needless to say, Job Corps spokesmen retort that their
critics are the romantics, glorifying slum life. The debate continues.

The Job Corps has learned from experience. Even before Congress
required that corpsmen be assigned whenever possible within the
region in which they live (the Job Corps divides the United States
into seven regions), the Job Corps had made an effort to place en-
rollees nearer home. Thus the enrollee could get home occasionally,
but was still sufficiently far removed from the debilitating influence
of his impoverished surroundings. The Job Corps has also gotten
around to thinking that discipline for youth is not a bad idea. The
present model Job Corps director, according to Washington spokes-
men, is “Sundown Jones” (the name is fictitious, but the situation is
real), who has recently taken over a center left by his predecessor in
a disorganized condition. “Sundown Jones” gets his name from his
favorite warning to corpsmen to “shape up or get out by sundown,”
and his action is as good as his word. His policy is to make clear to
the corpsmen what is expected of them and to make them live up to
the rules. His approach seems to work.

CENTER ADMINISTRATION

As of November 13, 1966, the total Job Corps enrollment of
29,186 was divided as follows:

Number Enrollment

Conservation centers ..... ... 88 12,760
Men’s urban centers ... .11 12,182
Women’s centers ............cccceuee .11 4,143
Special demonstration projects ............ccocccceeuiveiinne 2 101

The Job Corps has delegated responsibility for the operation of
the conservation centers to the Department of Agriculture and the
Department of the Interior. The capacity of the conservation centers
ranges normally between 100 and 200, though a few have a slightly
higher capacity. The Job Corps has retained to itself the responsi-
bility for curriculum development and for general policy. The two
federal departments are operating the conservation centers on a
reimbursable basis and are charged with the day-to-day responsibility
for administration.
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To operate the urban centers, the Job Corps turned to interested
private contractors. Though profits were small, there was no financial
risk involved, since contractors operate the centers on a cost-plus-
fixed-fee basis. Corporations found attractive the chance of entry
into an expanding new industry—education and training of the dis-
advantaged—and the centers also could serve as laboratories for de-
veloping new techniques and know-how. Some corporations viewed
the contracts as a hedge against the then-slackening defense
expenditures.

The Job Corps welcomed corporate involvement because it gave
the program, and the rest of the war on poverty, an image of re-
spectability and of acceptance by the business community. The con-
tractors actually included some of the most prestigious corporations.

For a time it appeared that corporations were better equipped
than educational institutions to run Job Corps centers. The outstand-
ing failures in administering centers were universities. The corpora-
tions were efficient in organizing centers, unencumbered by the red
tape so common at institutions of higher learning. They got “the
show on the road” in a minimum of time. It was also anticipated that
corporations which have been traditionally engaged in training per-
sonnel and the development of complex defense systems would have
little trouble in innovating new approaches and techniques applicable
to the education and training of the disadvantaged. It does not appear
that the corporations will live up to these expectations. The high cost
of running centers has forced the Job Corps to cut operating expenses,
and budgets for development and research in educational and training
activities at the centers have had to be tightened. Considering budget
limitations, the corporate contractors could attract few top-level
people for their center activity and have had to settle frequently for
second best, hiring ordinary garden variety educators.

The most successful contractor, perhaps, has been the Texas Edu-
cation Foundation, an independent, nonprofit corporation established
by the State of Texas to operate the Gary Center, the largest urban
center with an enrollment of 3,000 youths. The success of the Gary
Center is largely due to the active interest Governor John B. Connally
has taken in this effort. He mobilized outstanding state educators for
the administration of the center and business leaders for assistance
in developing curricula and in placing corpsmen. Interestingly, the
Gary Center is run by the educationel establishment which pre-
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sumably failed the youths in their first round in schools. The experi-
ence of Gary might suggest that, given the needed support, including
money, the educational system might fare much better in serving the
disadvantaged in the first place.

EpucATioN AND PLACEMENT

In the final analysis, the record of the Job Corps will be measured
in terms of the education and training it provides enrollees and the
lasting impact of the experience. A considerable proportion of the
enrollees are illiterate; the median level of reading achievement of
recent entries into the program has been below that of a sixth grader.
The Job Corps centers do manage to advance the educational attain-
ment of enrollees and to train them. A visit to any Job Corps center
will show that the majority do attend educational classes and receive
training in various occupations. Regrettably, the Job Corps has
developed little reliable information to indicate learning achievement
of corpsmen.

Data on the employment records of former corpsmen, unhappily,
are in no better state. Until November 1966, the Job Corps main-
tained data only on former enrollees who had found jobs, entered
the armed forces or returned to school, and even these data were far
from complete. In the lexicon of the Job Corps, or at least its
official releases, there were no unemployed ex-corpsmen.

> More recently, the Job Corps has made efforts to follow-up the
placement record of former corpsmen, starting with those who left
since October 1, 1966. Available returns, still incomplete and marred
by numerous flaws, do suggest that the completion of a Job Corps
course of study and training pays off. The longer a corpsman has
stayed in a center, the more likely was he to find a job, and also a
higher rate of pay. The data are not only subject to verification, but
are highly biased in favor of those who compete training.

TuE FUTURE

Burdened by limited public acceptance and high cost of opera-
tions, the Job Corps has failed to live up to its announced schedule
of enrollment, which may have been over-ambitious and unrealistic
from the beginning, and it has also failed to utilize its capacity fully.
As of mid-November 1966, facilities for more than 32,000 existed,
but enrollment fell 3,000 short of this mark. Spokesmen for the Job
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Corps blame the public employment offices for failing to attract youth
who can be helped by the Job Corps. The development of labor
shortages in many areas and the expansion of the armed services,
including the lowering of military eligibility criteria, may have been
crucial factors. The universe of need obviously exceeds the numbers
that the Job Corps succeeded in attracting—and the capacity of the
facilities.

Possibly the most crucial problem faced by the Job Corps in the
immediate future is the changing racial composition of the enrollees.
The trend has been toward an increase in the proportion of Negro
and other non-white enrollees. While precise statistics are not avail-
able, it is estimated that non-whites constitute nearly two-thirds of
total enrollment. A year earlier, white enrollees were in the majority.
If this trend continues, the Job Corps faces the danger of becoming
a segregated institution. There is no evidence that the learning
effectiveness of enrollees would be lessened by segregation, assuming
that the needed facilities and resources would be allocated to the
Job Corps.

There is, however, a real doubt whether the Job Corps would
remain a viable institution on a segregated basis. A predominantly
Negro and other non-white racial composition will make centers even
less acceptable to surrounding communities. It is also likely to make
more difficult the attraction of a caliber staff. These circumstances
would diminish Congressional and public support.

The experience of the Job Corps indicates the difficulties of
launching effective antipoverty programs. The usual defense of advo-
cates about the meager visible accomplishments to date is that the
“war” lacks resources. Few would maintain, however, that the re-
sources allocated to the Job Corps program have been inadequate for
the number who have sought its help. Nevertheless, the Job Corps
has been plagued by persisting difficulties and its effectiveness is still
in doubt.



PROGRAM EVALUATIONS AND THE
DEFINITION OF POVERTY

Oscar A. OrRNATI
New York University

Late in 1964, when the first anti-poverty programs funded by
the Community Action Program (CAP) were being established,
their evaluations were also being arranged for by contracting with a
number of independent consultants both in universities and in indus-
try. This to identify cause and effect in anti-poverty policies and
just to learn what was going on.

Prior to reporting on these evaluations and on their impact on
policy, I will briefly note, as I have in another context,* that in my
judgment what is most needed is a breakthrough in knowledge: lines
of causality linking poverty with bad health, bad housing, low educa-
tion, etc., are still muddled in circularities unrelieved by either valid
analysis or data. The relationship between poverty definitions and
actions is still not understood, nor do we know very much about
intergenerational links. Very little is known about movement in and
out of the lowest quintile of the income distribution, particularly in
comparison to what is known about the mobility of people in and out
of the fourth and third quintiles. As to overall causality, ie., what
“makes” for poverty, not much is known beyond that the causes
are many.

If the causes of poverty are not being analyzed and pinpointed,
the anti-poverty warriors—both within and without the “anti-poverty
establishments”—can at least be classified according to their domi-
nant prejudice. One group see poverty as due primarily to insufficient
economic growth and “therefore” calls for “more jobs”; another
group sees poverty as primarily a matter of inadequacy in the personal
endowments of particular population groups and calls for “more
education”; while a third group sees poverty as primarily the result
of the closed, discriminating or antagonistic-to-the-poor nature of
society and calls for “institutional change.”

Here, I will report on three OEO sponsored evaluation programs
which assume that the reduction of poverty involves—centrally—
institutional change in the relationship between the poor and the
institutions of our society.

! See my review of 6 books on poverty, in Industrial and Labor Relations
Review, Vol 20, No. 1, October, 1966, pp. 127-129.
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TiTLE IV—LoANS To SMALL BUSINESSMEN

Title IV of the Economic Opportunity Act of 1964, as amended,
provides for loans to small businessmen unable to obtain credit from
regular financial institutions. Title IV was enthusiastically interpreted
by many as a tool to develop an indigenous economic base for the
slums, as a means to create a Negro small business class, as well as
a way to more jobs for the poor.

The Office of Economic Opportunity (OEO) delegated responsi-
bility for the making of loans to the Small Business Administration
(SBA), retaining for itself the function of setting standards on loan
eligibility. Central to this decision was the SBA’s history. Within
the previous decade the agency had made loans which were almost
devoid of risk; almost none went to businessmen in poor areas or to
Negroes.2 Recently the SBA had undergone a liberalization of policy.
Indeed, under the leadership of Administrator Foley appointed in
1963, the SBA experimented with the so-called “6 x 6” loans, that
is loans up to $6,000 for 6 years for which no collateral was required
and granted almost solely on the basis of the applicant’s character
and ability. The changes augured well and inspired hope that the
SBA might become a vehicle in the economic development of slum
areas.

A self-sufficient indigenous class of small businessmen could not,
however, arise overnight. Finding qualified applicants for Title IV-
type loans was a difficult task. The few potentially qualified appli-
cants recruited proved to be unable to prepare the required forms.
The SBA bureaucracy was neither staffed nor trained nor, it seems,
willing to produce the “outreach” necessary to promote the vital
supportive training and counseling services. To fill this gap, a net-
work of now 44 locally-based small business development and oppor-
tunity centers (SBDC’s) was established and funded to the amount
of about $5,000,000 for the fiscal year 1965-66.

The SBDC’s were viewed as fulfilling in the business area a role
parallel to that of the Community Action Agencies in the Welfare area.

To ascertain how the SBDC’s and SBA were meeting program
goals, OEO contracted with a private consultant for an evaluation

2Eugene P. Foley, “The Negro Businessman: In Search of a Tradition,”
Daedalus, Fall 1965. See p. 127 for the situation of Philadelphia as an example.
In another context Foley reported that in the first 9 years (1953-1962) of the

Agency’s life it had made S loans to Negroes. Complete statistics on the racial
characteristics of loan recipients are not available.
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of the whole Economic Opportunity Loans System. The evaluation
brought out that:3

(1) A significant number of loans to small businessmen was
being made in spite of the tensions between the two insti-
tutions. The total number of loans made amounted to 58%
of those recommended by the SBDC to the SBA, while
the SBDC’s recommended approximately 33% of com-
pleted applications which in turn represented 10% of the
population with which the SBDC’s had been in serious
contact.

(2) Approximately 58% of the loans were made to estab-
lished businesses while 42% went to the new businesses.

(3) “The size of loans was widely dispersed about a mean of
$12,708 with approximately 24 of the loans being between
$5,800 and $19,600. Whites in the sample received loans
averaging $13,772 while non-whites averaged $11,681.
The difference between the two groups in the amount of
the average loan received is statistically significant.”4

(4) The average income of loan recipients was $5,237 for
non-whites, $5,937 for whites; both groups being charac-
terized by an average of 11 years of schooling.

(5) The cost of the system averaged 25 cents per dollar spent.

Thus, in summary, the evaluation revealed that while the Eco-
nomic Opportunity Loan System was cumbersome and costly, the
very small businessmen were being helped and at least some of the
poor were starting new economic activities. Most crucial was the fact
that over 900 loans had been made by a federal agency to a group of
citizens that prior to the inception of the program would not have
been considered eligible.

While the investigation was under way the SBA issued, on
November 15, 1965, a policy directive restricting Title IV loans to
borrowers who fitted a modified form of the OEO definition of
poverty which represented equivalents of an annual income of slightly
over $4,600 for a family of four. As the evaluation demonstrated,
this group represented less than 40% of loan recipients under the
earlier policy.

3Kirschner Associates. A Description and Evaluation of the Economic
Opportunity Loan Program, February, 1966. The survey included 19 of the

20 centers in existence in September of 1965 when the evaluation began.
¢ 0p. Cit. p. 29.
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With an eye toward the effects of this shift in criteria, the con-
sultant concluded with the recommendation that the focus of con-
centration of the program be redirected toward service of the small
business group rather than of the poverty group. This was defended
on the grounds that the law does not limit loans to any particular
income group, and that the already high costs of the program would
increase were the program geared exclusively to povertv level
recipients.

The revised OEL income eligibility criteria were found to be
inconsistent with the basic tenets underlying the philosophy of Title I'V.
If the small businessmen’s possible contributions to the obviation of
long-term unemployment problems in poor areas is explicitly recog-
nized, the economic status of the entrepreneur himself would be con-
sidered relatively unimportant in achieving employment objectives, a
notion which was an integral part of the original OEL program.
What the new criteria did was to place primary emphasis on the
economic status of those aspiring to become small businessmen and
less on the broader economic problems of poor areas.

By concentrating directly and exclusively upon persons under the
“poverty” classification the revised OEL program became increasingly
ineffective. More and more of the program’s control and administra-
tion was transferred to the SBA until, to all effects, it was terminated
as a poverty program as of November 28, 1966.

NoNPROFESSIONAL AIDES IN CoMMUNITY AcTION PROGRAMS

“New Careers for the Poor,” the call for a widespread use of
nonprofessional aides is clearly the boldest and newest employment
conception associated with the war on poverty. It calls for aggressive
recruitment of residents of poverty areas and members of the “culture
of poverty,” to employ them in human service thereby to improve
services. Pear! and Riessman® argue that, particularly in the help-
ing professions, (1), professionals are burdened by quasi-clerical
responsibilities which diminish their comparative advantage and
which can be easily turned over to the “nonprofessional poor”; that
(2), the “poor” can establish better rapport with their clientele than
the professionals; and that (3), attaching the poor to the profes-
sionals and the institutions in which they work will reshape procedures
and values.

° Pearl and Riessman, New Careers for the Poor: The Nonprofessional
in Human Service (New York, The Free Press, 1965).
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The OEO and particularly the CAP have made this notion their
own. Community Action Agencies applying for funds to hire non-
professional aides received them, others were encouraged to apply
for them. In fiscal 1965-66 the OEO created between 40,000 and
80,000 such jobs. Over 50,000 were employed by Community Action
Agencies.

The evaluation of the “nonprofessional” thrust was carried out
through two studies that covered 13 major cities and approximately
5,640 nonprofessionals. This provides roughly a 10% sample which,
while not structured to guarantee universe representativeness, is,
also on the basis of other reports, reliable enough to permit extra-
polation. The evaluation’s findings were:

(1) that the program is operationally viable—*a large number
of previously unemployed or underemployed poor people
without background or training for the kind of work they
are now doing have been routinely hired, have received
some training, and are working hard and enthusiastically
on their jobs”;8

(2) that the majority of the nonprofessionals are not “hard
core poor”’—their socio-demographic characteristics, but
for race, do not differentiate them significantly from the
bulk of the employed work force;

(3) that while the personal relationships between the profes-
sionals and their aides are good, there is no evidence of
significant change in policies or values of the institutions
or of the professionals employing them—indeed there is
evidence that formal requirements for work in the helping
services are continuing to harden.?

(4) the stated hiring criteria for nonprofessionals represented
considerable variation from traditional standards, espe-
cially in the lowering or elimination of minimal educational
requirements; selection procedures, however “tended to
nullify the modification of criteria by reliance on tests,
interviews and other traditional techniques.”® The em-
phasis on careful selection is verified in the reported 10
to 1 average ratio of interviews to hires.?

®Daniel Yankelovich Incorporated, A4 Study of the Nonprofessional in the
CAP, Sept. 1966, p. 15.

? National Committee on Employment of Youth, Opportunity or Deadend:
ThEOI;;mg;'i );or4CAP Aides—Final Report (New York, Sept. 1966) p. 58.

® This datum can also be viewed as a measure of the attractiveness of the
program.
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(5) All involved in community action activities “acknowledge
that the nonprofessionals are uniquely able to speak the
language, know the problems and get to the poor.”!°

(6) The nonprofessionals appear to live nearer to their place
of employment than the rest of the work force and are
assumed to live in the areas of poverty.

Thus while the program creates jobs, and improves services, it
was evaluated as falling short of its aims on the more fundamental
aspects of institutional change. In Table I we have compared the
characteristics of the nonprofessional aides as reported by the evalua-
tion studies with those of the labor force. The exercise does not yield
hard statistical findings but it is informative and provides insights.

The comparisons show that while the labor force is on the whole
dominated by males and whites, the nonprofessional aides are pri-
marily females and non-white. With respect to race and sex, they
are representative of the poor. Marital status is more complicated:
we know that the proportion of unattached individuals—and particu-
larly women head-of-households—is higher among the poor. The
data are not clear as we have no breakdown by marital status of the
non-white female in the sample, yet a lower proportion of married
persons among all aides would have been more representative of the
poverty population.

The age distribution of nonprofessional aides is not significantly
different from that of the labor force but for the relative under-
representation of the people over 50. This is explained by two factors:
first because of the high number of poor people in this age category
and second, because of the higher labor force participation rates of
older Negro women.

Comparisons of the educational level of the nonprofessional aide
population with those of the total labor force are interesting. The
Pearl and Riessman scheme means to provide employment to those
among the poor who had little formal education. The fact that the
proportion of the nonprofessional aide population with “some college”
and with some “high school” is more than three times as large as
that of the total employed labor force confirms the program’s direc-
tion. For those with “some college” the statistic may reflect a move-
ment of underemployed Negroes from lower-status to higher-status
occupational categories; for those with “some high school” it seems
to effectively reflect the educational characteristics of the poor popula-

 Yankelovich, p. 71.
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CHARACTERISTICS OF NONPROFESSIONAL AIDES IN
COMMUNITY ACTION PROGRAMS FOR 1965
(Nine Cities: S = 324)*

I. Personal Characteristics of Nonprofessional Aides and Comparable
Figures for Total Employed Labor Force®

Non- Total Non- Total
profes- Employed profes- Employed
sional Labor sional Labor
Aides Force Aides Force
B. Marital
A Sex % % Status % %
Male 24 65 Married 55 69
Female 76 35 Single,
Divorced,
Separated 45 31
C. Race D. No. Depend. (S =302)
White 20 89 Self 25 24
Negro 79 10 1to3 44 41
Other 1 1 4to5 20 25
6 or more 11 10
E. Age F. Education Level
Under 30 32 29 Not Grad.
30-39 28 20 Elem. School 4 3
40-49 22 23 Grad. Elem.
50 and over 18 28 School 1 19
Some High
School 24 19

High School
Graduate 31 36

Some

College 34 11
College

Graduate 6 12

II. Additional Nonprofessional Aide Data
Time Spent Traveling To Work Financial Status:*

(S=2311) All

5 Minutes or less 23 Family Aides’ U.s.
6 to 15 Minutes 49 Income Families Families

‘}5(13 to 30 Minutes 22 7% %

(/] (4

to 1 Hour 6 Below 3,000 6 21

3,000 to 3,999 10 10

4,000 to 4,999 27 11

5,000 and above 57 58

® Universe = 3,167; cities are New Haven, Detroit, Pittsburgh, Syracuse,
Washington, Atlanta, Chicago, Los Angeles and St. Louis.

® Data for Total Employed Labor Force compiled from BLS Statistical
Reports.

¢ Incomes are based on present employment as CAP aides.

4 Data taken from “Characteristics of the Population,” 1960 Census of the
Population, Part I, United States Summary, U.S. Department of Commerce.
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III. Employment and Job Search Data (S = 310)

Occupational
Charac-
teristics
Non-professional of all
Aides unemployed ®
% % %
1. Employed—not-seeking Job 23
Prior Position Held:
Related CAP Work 19 n.a.
Clerical 16 16
Skill./profess./semi-profess. 43 16
Unskilled * 18 53
Other ¢ 6 15
2. Employed—secking job 15
3. Unemployed—seeking Job 47
Type of Work Sought:
(2and 3)
Nothing Specific 30
Something Interesting 12
Specific Improvement 6
CAP Work 23
Clerical 19
Skill./profess./semi-profess. 8
Unskilled 2
4. Unemployed—not seeking Job 15
IV. Nonprofessional Reasons for Accepting CAP Positions®
%
Desire to Help Community 47
Unemployed/underemployed 35
Provide better prospects for future 1
Interesting, enjoyable work 21
Similar to past work, Temporary 7

¢ “Labor Force Employment in 1965,” Specxal Labor Force Report No. 69
U.S. Department of Labor, Reprint No. 2

* Unskilled category includes: operatxves and kindred workers; general
laborers and persons with no previous work experience.

& Includes household and service workers.

» Percentages greater than 100 because of multiple responses.

tions. On the other hand the total employed labor force has a
significantly higher proportion of both high school graduates and
college graduates. As far as educational levels are concerned, then
the program indeed seems to be picking up those who have started,
but not finished, their educational endeavors. Being a “drop-out” is
clearly worth while in finding jobs as a nonprofessional aide.
Comparing the family income of nonprofessional aides with the
family income distribution of the whole population shows that em-
ployment has at least temporarily lifted the aides above the poverty
level. The degree of improvement is remarkable: total family income
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distribution of the total population yields 69% over $4,000, while
84% of nonprofessional families have income over $4,000.

Another indication of the results of the selection of nonprofessional
aides is evident in the statistical breakdown of the previously employed
(not seeking a job) CAP aides. Though this group only represents
23% of the survey sample, more than half of them had been employed
in some type of skilled, semi-skilled or professional work. This con-
trasts the occupational breakdown of a national unemployment figure
of 16% in these categories.

The main point to be found here is that only 47% of non-
professional aides were unemployed at the time of accepting work
in the Community Action Program. As the emphasis of the Program
is on its ability to attract the indigent unemployed, this seems only
to have been partly accomplished.

TuE IMmpACT oF COMMUNITY ACTION PROGRAMS

The identification of the consequences, both direct and indirect,
of community action programs with a specified program or with
mix of programs was evaluated by computer simulation of 15 years
in the life of CAPSBURG. Not an evaluation in the sense of a
detailed study of ongoing programs, and contracted primarily to
establish whether indeed a System for Comparative Analysis of
Community Action Programs was feasible, project SCANCAP1!
established that computerizes simulation can indeed give a quantita-
tive content to at least some consequences of public policy. Not all
of the consequences of public action were found to be quantifiable with
high levels of reliability—yet computer simulation was found to
point to the future consequences of programs (provided of course
the imputs are meaningful and the GIGO principle is respected)!?
in a fashion that no pencil analysis permits.

CAPSBURG 1is a synthetic urban center of less than 50,000
people with many traits common to older north central American
cities. CAPSBURG reflects the cities’ overall features as well as the
typical wide spectrum of economic and housing conditions of most
cities’ neighborhoods with their varying degrees of poverty and
deterioration. CAPSBURG is programmed for over 105 parameters

1 Project SCANCAP, by Operations Research and Planning, Philco Tech.
Rep. Division, Fort Washington, Pa. May 1966.

¥ The GIGO principle establishes that in computers if you put Garbage In
you get Garbage Out.



to which growth variables and those relating to the CAP programs
or their absence are added. The simulation runs which were ap-
plied to CAPSBURG through time assumed different program
mixes, different levels of funding, and different levels of economic
activity.

The various runs that were made can be grouped as to whether
the major program emphasis was on employment and manpower
training or on education. The simulation yielded the following find-
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ings, which are preliminary:

(1) The direct effects of manpower projects have, with short

(2)

(3)

(4

The effect of these evaluations on the policies of the Community

time lags, immediate effect on individual incomes but bring
about no fundamental changes in population attributes. At
the end of 15 years the occupational distribution of em-
ployment in the slum neighborhoods tends to remain un-
changed and the children of low-income families continue
to enter the labor market unskilled. Youth unemployment
appears to remain roughly constant.

The direct effects of educational programs are delayed in
their income effects while the skill and occupational dis-
tribution of the population as a whole is more deeply and
more lastingly affected.

Significant population shifts take place over the estimated
period of time which was simulated. There is a major
shift, particularly in programs that emphasize education,
of the nonwhite population from the poorer neighbor-
hoods to other areas of the city. There is a significant net
outmigration of whites from CAPSBURG, while the total
population increases.

In spite of the presence of Community Action Programs,
and related inversely to the level of funding, is the con-
tinued poverty of CAPSBURG’s poor neighborhoods.
The socio-demographic characteristics of the slum neigh-
borhoods offer little difference at the end of the period.
This is more marked with computer runs that assume
growth in employment than with those which do not.
In-migration of course is the offsetting variable.

THE EvarLuvations’ IMpacT oN PoLicy

Action Program in OEO is minor.

Too few of the senior administrators are familiar with them;

263
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there is little systematic analysis of the reports and no routine way
for the findings to be distributed either to the community action
agencies that administer the programs or to the regional offices
of OEO that increasingly pass on fund applications.

New knowledge and new policy are thus almost entirely unrelated.

As indicated earlier, the small business loan program has changed
significantly both with respect to eligibility criteria and to administra-
tion. The changes that took place were in line with the evaluation
but were not due to it. The primary dynamic for change came from
the SBA’s bureaucracy that found it difficult to deal with applicants
from the poverty population and to assess the risk of the new type
of loans. Thus while one of the goals of the program was institu-
tional change, the program turned out to have been thwarted by the
very institution it was meant to change.

No impact on policy seems to follow from the evaluation of the
nonprofessional aide program. The only traceable response is head-
quarters’ encouragement of programs to train nonprofessionals. This
obviously is much needed. No action has been taken to change the
communities’ recruitment and selection procedures and nothing has
been done to take advantage of the abilities of slum residents of
higher incomes.

The dichotomy between the expansion of manpower programs
and of educational activities suggested in the SCANCAP evaluation
is neither resolved nor broadly discussed. This occurs despite the
recent limitations on funds which call for more precise budget pro-
gramming. If anything, under alleged pressure of public opinion,
OEO’s short term manpower activities are being expanded.

The continued in-migration of the poor as a source of the per-
sistence of the cities’ poverty to which the SCANCAP evaluation has
pointed also goes unrecognized in OEQ’s policies. There are no
significant new or old programs geared to help the new immigrants
to the cities; there is no thought of rationalizing resettlement nor any
attempt by OEO to train the rural poor for more productive work
in the cities.

THE DEFINITION OF POVERTY AND ITS RELATIONSHIP TO PoLicy

OEOQ’s policy “hang up” goes beyond the limited use given its
own evaluation reports. It goes centrally to the fact that all its pro-
grams are geared to a single definition of poverty. By defining its
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clientele solely as those earning below an equivalent of a little more
than $3,000 per family of four per year OEO fails to come to grips
with the dynamics of income mobility and income distribution. Its
administrators are caught, on the one hand, by the fear that, like
earlier ventures of this type, its operations will be turned around to
benefit exclusively the middle classes, while on the other hand they
are frustrated by the difficulties of working with and reaching the
poor.

Were OEO to segment its clientele and gear its various programs
to different parts of the low-income population it could attack the
poverty problem on a broader spectrum. Obviously there are not
many potential small businessmen among those living at less than
subsistence incomes, yet the slums need a broader economic base.
There is no reason why these should not be drawn from a somewhat
higher income class. The crucial qualities of the nonprofessional aides
are those relative to their location in the social culture and not neces-
sarily in the income scale. New housing is needed to house those
living below the level of minimum comfort as well as to those living
below minimum subsistence.

What OEO has not been able to see clearly is the extent to which
poverty has both an absolute and a relative meaning. The overlap
requires operational definitions of poverty at several dollar levels.
Enough has been done recently in the churning of poverty statistics
to be certain that different dollar levels of poverty identify popula-
tions with different demographic social economic and psychological
profiles. More important is the fact that different poverty cut-off
points identify different causal clusters. The reduction of the size,
and future probable size, of the poverty populations calls for different
program goals geared to different potential beneficiaries.! Such
programs can be developed without turning the anti-poverty program
into a mechanism to further accelerate the upward movement of those
in the third and fourth quintile of the income distribution.

The anti-poverty program must indeed benefit those in the lowest
quintile but it does not follow that this can be done, in spite of the
program administrators’ good intentions through programs geared
exclusively to the poorest among the poor.
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The thesis of this paper is that the success of an antipoverty
program can only be gauged in terms of a permanent change in the
attitudes and behavior of the two major groups involved: (1) the
poor themselves and (2) the organizations which “serve” the poor.
The “war on poverty” was never designed as an ameliorative pro-
gram. In his message to Congress, the President defined its es-
sential purpose :!

The war on poverty is not a struggle simply to support
people, to make them dependent on the generosity of others.
It is a struggle to give people a chance. It is an effort to allow
them to develop and use their capacities, as we have been al-
lowed to develop and use ours, so that they can share, as others
share, in the promise of this Nation.

Taking that definition of goals at its face value, this paper will
explore the impact of the antipoverty program upon the predominantly
Negro south central area of Los Angeles (commonly and somewhat
inaccurately identified as “Watts”), relying primarily upon my own
observations and studies over a three-year period.

TueE INvisIBILITY OF THE Poor

James Baldwin and Ralph Ellison have stressed the characteristic
invisibility and anonymity of the Negro in this country, and prior to
the 1965 Los Angeles riot (often labeled by Negroes as an “insur-
rection,” “revolt,” or “uprising”), the residents of the south Los
Angeles ghetto easily fitted this characterization. Watts, in fact,
could not even boast of a titillating and somewhat glamorous past,
as could Harlem. In a superficial sense, the 1965 riot has given
Watts an identity and a touch of glamor. The special investigations
and reports, surveys, publications, lectures, conferences, and programs
virtually defy enumeration. The foreign visitor to Los Angeles is
now more likely to tour Watts than M-G-M or Forest Lawn.

* The author gratefully acknowledges the assistance of Mr. Wycliffe Mutsune,

of the Institute’s research staff, in the preparation of this paper.
* Message to the Congress, March, 1964.
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Three major training facilities have been established within the
past year, in addition to other publicly-sponsored training and in-
digenous programs such as Operation Bootstrap. The programs
funded under the Economic Opportunity Act—from Head Start for
preschool youngsters to Neighborhood Adult Participation Project
for unemployed adults—cover a wide spectrum. Both the state and
city have set up one-stop multiservice offices in the area.

It would be oversanguine to conclude that the Negro poor have
finally secured the recognition they have lacked. The special pro-
grams can generate meaningful change only as they affect the rela-
tionship between the residents of the poverty ghetto and the central
institutions of society: the schools, law enforcement agencies, em-
ployers, and so forth. There is little evidence, as yet, that this rela-
tionship has been fundamentally altered by the multitude of ad hoc
measures. The institutions remain inflexible and unimaginative dis-
ciplinarians, either converting the poor to their standards or (more
frequently) punishing them in overt or subtle ways for their failure
to conform.

The Community Action Program has been explicitly designed to
counter the anomie and alienation of the poor. Apparently taking its
cue from a Presidential mandate to make the deprived independent,
instead of subservient to bureaucratic whims, the legislation requires
the “maximum feasible participation of the poor.” Imperfectly ap-
plied at best, in an inevitably political context, this principle has
suffered not only from the resistance of anxious politicians and the
jurisdictional obsessions of established bureaucracies, but, notably in
Los Angeles, from rivalries between those who purport to speak for
the Negro and Mexican American communities. As a consequence,
administrators are likely to deemphasize the more controversial CAP
programs, and invest more resources in the safer and more conven-
tional areas such as Head Start and manpower activities (safe as
long as they steer clear of any collision with the building trades
unions and other vested interests).

Predictably, the program is shifting away from the less tradi-
tional approaches which originally constituted its unique and
potentially exciting contribution. Ironically, the success of even the
more acceptable projects, such as Head Start, may be undermined by
this shift. Improvements in the quantity and quality of education in
slum areas, essential as they are, are not sufficient in themselves to
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destroy the sense of impotence and futility characteristic of the young
Negro slum-dweller. A massive statistical study of minority-group
education, published this year, confirms the critical role played by
anomie in affecting the achievement level of Negro youngsters.?
Testing the effect of a number of variables upon the achievement of
Negro and white students, the study finds that Negroes are most
clearly affected by their sense of whether or not they can realistically
control their environment and their own destiny. In the words of
the report :3

. it appears that children from advantaged groups assume
that the environment will respond if they are able enough to
affect it; children from disadvantaged groups do not make this
assumption, but in many cases assume that nothing they will do
can affect the environment—it will give benefits or withhold
them but not as a consequence of their own action.

In the Watts area, most of the experiences of young persons and
adults alike tend to reinforce the impression that luck and chance
are more decisive than planning in determining their future. The
whims and culturally-influenced preferences of school administrators,
policemen, social workers, and employers remain controlling. In the
local high school, an outstanding athlete is more likely to make a
“good” adjustment to school than is one who is equally bright but
less talented in this special direction. The use of marijuana and pills
(as one example of law violation) is so pervasive that only luck, plus
a certain amount of skill in deceiving the cops, can oftentimes explain
the absence of an arrest record. The reaction of a principal, social
worker, or employer to one’s appearance and personality may be
unpredictable, at best. All such factors conspire to strengthen the
fatalism of those living in the gretto.

EbpucATioN AND TRAINING FOR WHAT?

An implied premise of the antipoverty program is that much
poverty can be overcome by offering the poor an opportunity to
acquire the general and technical skills, work habits, and cultural
orientation of the affluent majority. If the “disadvantaged” can some-
how be transformed into reasonable facsimiles of the Anglo middle

?James S. Coleman, et al., Equality of Educational Opporiunity, U.S. De-

partment of Health, Education, and Welfare, 1966.
2 Ibid., pp. 320-321.
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class, their access to the economic (and perhaps even to some of the
social) advantages enjoyed by the larger community will be assured.*

To the extent that such reorientation is performed by the public
schools, the resistance of many youngsters will persist. In Watts,
young people have a low tolerance for efforts to impose arbitrary and
(from their viewpoint) meaningless standards upon them, particularly
if they perceive that the quality of the training is inferior even in its
own terms. The close observer is struck by the depth of their insight
into such subtle factors as the motivation, qualification, and empathy
of school personnel. A few quotes from Watts teenagers will suffice
as illustration :5

Teachers don’t teach. They only give out assignments.

Teachers come here because they are Negroes. If they are
good, they are sent away.

We are taught to follow the status quo. We are not allowed
to form our own code of conduct, manner of dress, and so on.
You can’t approach the administration with any change.

In Jordan, the textbook is the absolute authority on a
subject. If you take any outside viewpoint, you are considered
wrong. You open the textbooks, you see all the success stories,
but you can’t identify yourself. There is no motivation. Every-
thing you see is how white Americans want you to see it. If
I try to help the teacher, he will tell me to shut my mouth. He
will say, “this is my class, not yours.”

Teachers don’t understand the problems of the ghetto area.
I am often late to school because at home I have to do this
or that in the morning; the teachers just don’t understand.

They [the teachers] feel we don’t want to learn, so they
don’t teach us what we should learn; they teach us what they
want us to learn. A lot of students can’t stand school; they
are rebellious.

Maybe students are not interested because they don’t feel
they have a chance.

The students’ comments reflect the tendency of bureaucracy to
fit clients into fixed categories and concentrate efforts on those who

¢For a critical discussion of this viewpoint, see Robert Coles, “The Poor
Il)gonl’$6\;Vant7To Be Middle-Class,” The New York Times Magazine, December
’ i p' .
5 All quotes are drawn from discussions with teenagers from Watts, held at
UCLA on June 15 and July 9, 1966.



270 INDUSTRIAL RELATIONS RESEARCH ASSOCIATION

are most likely to assure the institution a favorable image and an
impressive record. The unconventional, the alienated, the rebellious,
and the independent, however smart they may be, will not be equally
served. Harold Wilensky has noted this principle operating in other
areas: “Especially in new programs and in areas of controversy,
welfare administrators, afraid of recalcitrant clientele and anxious to
minimize risk of failure, concentrate on salvaging the almost saved.”®

None of this is intended to derogate the accomplishments of
programs such as Head Start and Upward Bound (designed to
introduce disadvantaged high-school youngsters to a college ex-
perience), or those under the various Education Acts. Nor would I
argue against the inculcation of certain “middle-class” values; some
characteristics commonly identified with the middle class are conducive
to greater physical and mental health or to economic security. But
values and personal needs differ, not only among communities but
even within the minority community itself, and it is ultimately self-
defeating for any institution, educational or otherwise, to destroy its
potential rapport with those whom it should serve by applying an
inflexible set of standards.”

The residents of a poverty ghetto are continuously exposed to
negative and invidious conceptions of their potentialities. If, as the
Watts youngsters themselves perceive, the students are not expected
to learn, they will not learn; if adults are not treated as being capable
of productive contributions to national welfare, they will become
“hustlers” or will otherwise adapt to the limited alternatives avail-
able. Thus, the effectiveness of antipoverty programs, especially in
the fields of education and training, is related directly to the pre-
conceptions of their administrators and the latitude given for innova-
tion. Kenneth Clark has argued that the major need in slum
education is a change in the teachers’ expectations of their pupils.®
Without denying the critical importance of environmental reforms, I
would suggest that this principle has a wide applicability in com-
munities like Watts.

®Harold L. Wilensky, Introduction to paperback edition, Wilensky and
Lebeaux, Industrial Society and Social Welfare, New York: The Free Press,
A Division of Macmillan, 1965, p. xxxvii.

"For an analysis of some concrete problems in Los Angeles, see Robert
Singleton and Paul Bullock, “Some Problems in Minority-Group Education in
;};)e lL:;;s IQ;geles Public Schools,” Journal of Negro Education, Spring 1963,

131“ %(ermeth B. Clark, Dark Ghetto, New York: Harper & Row, 1965, pp.
-133.
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PovErTY IN THE GHETTO

A major roadblock encountered by any antipoverty effort in the
urban ghetto is the deep cynicism of its residents. The nature of the
current program exacerbates this difficulty, because its goals are
long-range and most of its important benefits are deferred. Seeing
little tangible evidence of present gains, the poor are likely to con-
clude that it is simply another project designed to provide additional
income for bureaucrats, social agencies, and researchers, plus some
publicity for the politicians. Their entire experience, and the style of
life in the ghetto, predisposes them to this conclusion.

Such cynicism is strengthened by the facts of political life. It is a
rare (and probably an innocuous) program which can escape in-
volvement in local politics, and even where worthy projects are
permitted to operate effectively at the community level, the vagaries
of annual funding lead to cutbacks or reallocations at precisely those
times when some degree of success seems attainable. A vicious circle
emerges, wherein the apparent resistance of the “hard-core” poor
induces legislators and administrators to concentrate more of their
efforts upon those whose response is more favorable and more
reliable. Clashes among the various jurisdictions of government ag-
gravate a problem which is already complex. The residents of the
ghetto again conclude that no one genuinely cares about them or
their problems.

Though the urban ghetto remains isolated in many ways from the
rest of society, it does not wholly escape the influence of those values
which infuse the life styles of the middle class. Perhaps largely
through exposure to television, the poor become acutely aware of
their material deprivation and thus inclined to pursue the acquisitive
goals of the social order which in a certain sense is the “enemy.”
Much to the dismay of those radicals who prefer to view the poor
as possible agents of social revolution, the inhabitants of Watts
merely ask to share in the affluence of the larger society.

In his study of delinquent subcultures, Albert K. Cohen offers an
observation which directly relates to the problems of urban ghettos
such as Watts:®

People are prone to assume that those things which we
define as evil and those which we define as good have their

origins in separate and distinct features of our society. . . .

°® Albert K. Cohen, Delinquent Boys: The Culture of the Gang, Glencoe,
Illinois: The Free Press, 1955, p. 137.
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Our view is different. It holds that those values which are

at the core of “the American way of life,” which help to

motivate the behavior which we most esteem as “typically

American,” are among the major determinants of that which

we stigmatize as “pathological.”

Society at once condemns the ghetto for not living up to the
dominant standards of morality and imposes conditions upon the
ghetto which preserve its isolation and (from the majority viewpoint)
its disorganization. The ghetto responds to such conflicting demands
with a kind of community schizophrenia: one part striving with
excess haste to emulate what it regards as the fundamental driving
force of the larger society, i.e., the rapid accumulation of money and
the status that goes with its possession, and the other holding firmly
to the traditional values of the minority culture.

The “hustler” combines these qualities in his single personality,
uniquely adapted to the mores of the ghetto. His is the philosophy
of the big gamble for the big (though temporary) stakes. He is often
the success model for neighborhood youngsters, far more so than the
Ralph Bunches and Jackie Robinsons and Ricardo Montalbans. In-
deed, the fact that so many of the socially acceptable and more
publicized models seem to be in the entertainment, sports, and
political fields means that many youngsters who are not especially
outstanding in one of these fields can see little hope for themselves
in the conventional directions. “Hustling,” in one sense or another,
appears to be the one available route to success.?

The sustained self-discipline and steady planning under parental
guidance, inherent in the usual process by which middle-class young-
sters undertake an education and a career, are alien to the teenagers
and young adults trapped in a slum ghetto. Nothing in their back-
ground suggests any certainty of reward as the result of self-sacrifice
and planned deferral of the gratification of present needs. Well over
half of them in Watts are in broken homes. Consequently, there is
strong emphasis on “having a good time” whenever possible, partly
as a means of temporary escape from the frustrations and anxieties
of the ghetto.!! A job (the slang word is a “slave”) may be regarded

 For a moving and realistic account of life in the slum ghetto, see Claude
Brown, Manchild in the Promised Land, New York, Macmillan Company, 1965.
See also Lee Rainwater, “Crucible of Identity: The Negro Lower-Class
Family,” in Daedalus, Winter 1966, pp. 172-216.

11 St. Clair Drake and Horace R. Cayton observed these same forces in the
Negro ghetto of Chicago during World War II. See Black Metropolis, Vol. 11,
Harper Torchbook Edition, New York: Harper & Row, 1962, pp. 386-387.
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only as a source of some “bread” to help finance a car, a “pad,” or
possibly a drug habit, rather than as a step up a permanent career
ladder. The Negro poor are aware that even a complete adaptation
to the cultural demands of the Anglos does not yet assure them of
access to the advantages and privileges enjoyed by the majority. It
does not, for example, entitle them to move into white neighborhoods,
or to serve as sales managers or corporation executives or even as
plumbers.

The problem is intensified when much of the employment offered
to those in the ghetto is in the low-pay and nonunion category which
offers an income similar to or little above the established welfare
assistance levels. It simply may not make good sense economically to
give up hustling “pot” in order to concentrate on a car-wash or service
station job. As long as the rewards of welfare dependency or
“hustling” exceed the income from a job, the ghetto resident is merely
obeying the sacrosanct American principle of maximizing his economic
gains. This fact, of course, deeply offends those middle-class Ameri-
cans who are vigorously pursuing these same goals.

In a sense, the “hustler” is what Gunnar Myrdal called (in a
different context) an “exaggerated American,” who single-mindedly
pursues money but without the hypocrisy and conventional ritualism
characteristic of the Anglo middle class. One wonders what would
happen to the relative “crime rates” throughout the city if income
tax cheating, expense account padding, price fixing, usury, and
similar practices were punished as severely and as frequently as petty
theft and playing the numbers. It is also interesting to speculate
whether the white-collar crimes do not, in reality, rob society of a
great deal more than do the dramatic crimes of the urban ghetto.

Arrest records, of course, inhibit many ghetto residents in their
search for suitable employment. Ironically, even government agencies
involved in the “war on poverty” may discriminate against persons
with felony records, thus aggravating the very alienation which con-
stitutes their major enemy. Again the ambivalent attitudes of society
toward the ghetto become apparent: law enforcement officials and
their allies condemn judicial decisions which declare in effect that
the poor cannot be arrested, tried, convicted, and executed without
at least having the benefit of competent legal advice and knowledge
of their constitutional prerogatives; provisions relative to the ex-
punging of certain juvenile arrest records and assistance in bonding
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remain unpublicized and little used; the police continue to detain,
search, arrest, and harass Negro or Mexican American slum residents
more frequently than in the case of the favored Anglos; and the
Neighborhood Legal Services financed by OEO cannot assist the
poor in such matters because their jurisdiction covers only civil
cases, not criminal, and much of their time is therefore consumed by
divorce cases and similar issues.

My concentration on what some might consider the “pathology”
of the ghetto should not obscure the essential diversity of values
which prevails even in Watts. Many in the community are home-
owners, especially among those who arrived during or just after
World War II; many heads of households, including mothers sep-
arated from their husbands, work long and hard at unattractive jobs,
often traveling dozens of miles on inadequate transportation; and
many youngsters, though not enough, manage to survive the rigors of
public “education” and some make their way into college. The less
alienated are often as critical of the practices of their lower-class
neighbors as are the Anglo suburbanites. Even those in the more
conventional categories, however, suffer serious disabilities in the cur-
rent labor market: the impact of automation upon their jobs, the de-
parture of industry from the area, and, perhaps most important, their
advancing age in a market which gives preference to the younger.

SuMMARY AND CONCLUSIONS

On the surface, the statistical record of progress in employment,
training, and job referrals is impressive. Indeed, the reported total
of those placed in jobs or training over the past year far exceeds the
number of unemployed (11,690) enumerated in the November, 1965,
special census of the south central area. Yet we lack meaningful data
on the nature, pay levels, permanence, and promotional opportunities
of the jobs developed, or the extent to which the visible improvement
merely reflects an escalation in military spending.

It would appear that the permanent job placements benefit mainly
the Negroes who are already qualified and are without those special
problems which are endemic to the poverty ghetto: police records,
functional illiteracy, spotty work records, low skill, and personal
characteristics which employers find unacceptable. Nor does increased
or improved employment meet the needs of those who are not, or
should not be, in the labor market. Presumably the special function



Ficuting Poverty: VIEw FrRoM WATTS 275

of the antipoverty program is to deal with the difficult problems of
these groups. Its success will be measured by its capacity to reach
the “hard core” and its willingness to challenge those practices which
now demean and demoralize the ghetto’s residents.

This is a complex task in a political environment, particularly
when it requires a complete reversal in the policies and attitudes of
the major social institutions. Boldness in planning and administra-
tion, essential to the attainment of the program’s goal, is a quality
rarely to be found among administrators, who are inclined by nature
in the opposite direction. The greatest problem in urban ghetto
education, for example, is not lack of intelligence or motivation on
the part of the youngsters, but, rather, an absence of innovation,
imagination, and sensitivity on the part of the bureaucrats who run
the schools.

Completion of the task before us requires that the poor be given
opportunities to secure an income in circumstances which are not
demeaning and which respect the full potentialities of the individual.
This may well involve the deliberate creation of useful public-service
jobs which can be filled by persons of presently low skill and educa-
tion. Only by such bold approaches can the goals of the “war on
poverty” be finally achieved.






VII

NEW QUESTIONS FOR
COLLECTIVE BARGAINING

§
John T. Dunlop, Chairman



PROMOTION SYSTEMS AND EQUAL
EMPLOYMENT OPPORTUNITY *

PeTER B. DOERINGER
Harvard University

I. INTRODUCTION

One factor contributing to the inclusion of Title VII in the Civil
Rights Act of 1964 was the growing concern among civil rights
advocates about the disadvantaged position of the Negro in the labor
market. Testimony before various federal, state, and local fair em-
ployment practices commissions had provided ample evidence that
the disparity between Negro and white experience in both employ-
ment and earnings was attributable, in part, to the systematic exclu-
sion of Negroes from many employment opportunities.2

The prohibitions of Title VII against employment discrimination
are comprehensive in scope, covering hiring, discharges, promotions,
compensation, conditions of work, and the like. The procedures for
remedying employment discrimination which it outlines emphasize
voluntary compliance. When a complaint is filed with the federal
Equal Employment Opportunity Commission, it is referred to a
state or local fair employment practices commission for action where-
ever possible. When a settlement is not obtained at the state or local
level, the complaint is then investigated by the EEOC. If the EEOC
finds that there is reasonable cause to believe that a complaint has
merit, it attempts to induce the respondents voluntarily to develop
a remedy, with the assistance of a conciliator. This effort may be
followed, if necessary, however, by de novo proceedings in the Federal
courts initiated by the complainant, or in some instances by the
Justice Department.

The formulation of standards for compliance with Title VII
poses challenging problems for the EEOC and the courts, perhaps
the most formidable and sensitive being the elimination of racially

! The Civil Rights Act of 1964 prohibits discrimination because of race, color,
religion, sex, or national origin. This paper will deal exclusively with problems
of racial discrimination in manufacturing plants.

? See 1961 Commission on Civil Rights Report, Vol. 3, Employment, pp. 128—
150; Michael I. Sovern, Legal Restraints On Racial Discrimination In Em-
ployment (New York: The Twentieth Century Fund, 1966), pp. 15-17, 48-55,
105-140; and Ray Marshall, The Negro and Organized Labor (New York:
John Wiley & Sons, Inc., 1965).
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discriminatory promotion systems.®> Within the confines of the statute
a wide range of competing remedies for this problem are being
proffered by legal theorists. Those at one end of the spectrum would
protect all existing promotion expectations and would permit Negro
employees to fill only those promotion vacancies for which no white
employees hold prior claims# Those at the opposite pole feel that
such remedies fail to provide Negro employees with full equality of
promotion opportunity. Advocates of the latter position suggest that
some form of plant-wide seniority should govern promotions, and
that the appropriateness of job progression sequences should be re-
appraised if they inhibit the utilization of such plant-wide seniority.

While the courts are not strangers to the problem of discrim-
inatory promotion systems, having dealt with them in a limited
fashion in the context of the duty of fair representation, Title VII
creates a new avenue for relief from discrimination.® The standards
which will emerge from EEOC and court involvement in defining
compliance with Title VII and in fashioning appropriate remedies to
promotion discrimination will presumably have considerable impact
upon the substantive provisions concerning promotions, layoffs, and
on-the-job training sequences contained in collective bargaining agree-
ments, particularly those covering Southern plants.?

II. THE DEsiGN AND FuNcTION OF PROMOTION SYSTEMS

Analytically, a promotion system consists of four components:
(1) the promotion unit or primary group of job classifications within

8 According to figures released by the Commission for the first six months
of its operation, roughly one third of the complaints were related to the opera-
tion of the promotion system. (Cited by the Bureau of National Affairs in
61 LRR 61, January 31, 1966.) This figure probably overstates the volume of
promotion cases because of some double counting.

¢ This is essentially the form of relief approved by the courts in a recent
promotion system case arising under the NLRA doctrine of fair representation.
See Whitfield v. United Steelworkers of America 263 F. 2d. 546 cert. denied
360 U.S. 902 (1959).

® See, for example, William B. Gould, “The Negro Revolution and the Law
of Collective Bargaining,” 34 Fordham Law Review 207, pp. 216-26.

® See, for example, the treatment of discriminatory promotion systems in
Steele v. Louisville & Nashville RR Co. 323 U.S. 192 (1944) and Whitfield v.
United Steelworkers of America, op. cit.

7 While the legal requirements of Title VII are the same for all plants, orga-
nized and unorganized, the unorganized plants lack the collective bargaining
mechgpism, including an arbitration procedure, for developing and implementing
remedies.
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which an employee makes vertical and lateral inter-job transfers?
(2) the job classifications through which he enters or leaves the
promotion unit, (3) the criteria, such as ability or seniority, govern-
ing movements within the promotion unit and into or out of the
unit, and (4) the procedures by which job vacancies are offered to
employees (job posting systems) and by which employees indicate
a willingness to accept job changes (job bidding or assignment sys-
tems). The more detailed elements of promotion systems which are
critical in determining patterns of labor allocation within the plant
include the weights assigned to ability and seniority criteria for pro-
motions, the placement of job classifications into particular units,
the extent of bidding or bumping rights, the seniority rights which
an employee retains when transferring between job classifications
or promotion units, and the like.

There is a wide diversity in the design and operation of pro-
motion systems among the plants in a locality, industry, and even
within a multi-plant company, which is attributable to the diverse
economic and social contexts within which they function. In or-
ganized plants, and in many which are unorganized, the rules gover-
ning formal promotion systems establish some measure of the em-
ployees’ job rights, job security, and promotion opportunities. For
the employer, these rules provide a means of reconciling the human
relations problems of job competition among the employees, espe-
cially in plants where there are static or declining opportunities for
employment and advancement. Such systems also provide an orderly
administrative mechanism for allocating work opportunities and for
developing job skills and experience through on-the-job training se-
quences.? While these formal promotion arrangements typically con-
strain managenient’s freedom to assign workers solely on the basis
of ability or convenience, they have usually been designed so that
efficiency has not been significantly impeded.1?

8The scope of the unit will often vary with the type of movement (i.e.
layoff, promotion, transfer, and the like) and will typically depend on whether
the movement is temporary or permanent. It may consist of a single job classifi-
cation, as in some textile, apparel, and shoe plants; a multi-classification pro-
gression line embodying formally defined interconnections among job classifica-
tions; or broader agglomerations of job classifications which are department
or Plant -wide.

See Sumner H. Slichter, James J. Healy, and E. Robert Livernash, The
Impact of Collective Bargammg on Management (Washington: The Brookmgs
Institution, 1960), pp. 104-210.

1 See ]'ames ]. Healy, “The Factor of Ability in Labor Relations,” Arbitra-
tion Today, Proceedings of the Eighth Annual Meeting of the National Academy
of Arbitrators, 1955.
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In general, these systems recognize both the daily and the long
run economic needs of employers and employees. These needs are
controlled largely by the type of skills needed, the prospects for the
growth or decline of employment in the plant and in the locality, the
seasonal or cyclical fluctuations which occur in the production pro-
cess, the characteristics of the local labor supply, and the economic
commitments of the workers in the plant.!! Since these factors will
vary considerably, both among different plants and in the same plant
over time, promotion systems are typically negotiated locally or as
local supplements to national agreements.

Changes in any of the above variables can radically alter both
the employer’s and the employee’s perception of the type of promo-
tion system required in the plant. The local establishment of these
systems permits the parties to modify them as local conditions change.
This flexibility is always tempered, however, by employment expec-
tations created during the previous operation of the system.’? Thus
the promotion system is often the product of an evolving series of
accommodations to both economic forces and custom.

Most formal promotion systems may be said to operate discrim-
inatorily as they favor some groups of workers over others. In those
promotion systems which are based, at least in part, upon length
of service, and in which promotion units are broad, the employment
position of the older workers is generally enhanced. In enterprises
where promotion units are narrower, the employment advantage lies
with the more senior workers in each unit, but workers within units
experiencing stable or growing employment will fare better, on the
whole, than those in declining units, regardless of the absolue value
of their seniority. While such non-racial discrimination cannot be
eliminated, its incidence can be justfied by reference to the balance
which it achieves: (1) between management’s objectives of efficiency
and the union’s concern for employment security for its senior mem-

2 For a further description of the contribution of economic forces to the
development of promotion systems see Peter B. Doeringer, “The Determinants
of the Structure of Industrial Type Internal Labor Markets,” Industrial and
Labor Relations Review, Vol. 20, No. 2, January 1967.

2 The status of these expectations, both as a pragmatic industrial relations
problem and as a legal question, is critical to the development of appropriate
remedies to promotion systems which are racially discriminatory. As Cox noted,
“From a practical standpoint seniority confers a status more important than a
bare contractual undertaking. In practice seniority clauses are usually carried
forward from year to year. Contract and custom create expectations. Expecta-
tions create reliance.” Archibald Cox, “The Duty of Fair Representation,”
2 Villanova Law Review 151, p. 164.
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bers, and (2) among the intra-union pressures from the employees
who receive differential benefits from the promotion system.3

Negotiated modifications of promotion systems are typically pre-
cipitated by unforeseen economic events such as corporate mergers,
plant expansion, prolonged periods of employment contraction lim-
ited to particular units, skill scarcities, or radical changes in tech-
nology with which the existing system was unable to deall* These
modifications often rearrange job equities and require the establish-
ment of a new balance among the competing interests within the
plant. When plant employment is expanding rapidly this balance is
more easily achieved, since the economic opportunities of some
groups need not be improved entirely at the expense of others. When
employment is contracting, however, substantial discontent, leading
sometimes to wildcat strikes, sabotage, or increased labor turnover,
may be generated among workers who are disadvantaged by the
modification of the promotion system.!

III. Types oF DiSCRIMINATORY PROMOTION SYSTEMS

Most collective agreements governing racially discriminatory pro-
motion systems do not contain provisions which explicity disad-
vantage Negroes. Instead, the definition of promotion units, transfer
rights between units, promotion criteria, and patterns of hiring and
assigning employees to units are used to limit the Negro’s advance-
ment opportunity.18

The patterns of racial discrimination in promotion systems can,
for the most part, be divided into three broad categories. The least
common type consists of two functionally identical progression lines

¥ The courts have recognized that a union typically represents groups within
its membership which are actively competitive on issues such as seniority where
one group tends to benefit only at the expense of another. See, for example, Ford
Motor Co. v. Huffman, 345 U.S. 330 (1953), and Humphrey v. Moore 375 U.S.
335 (1964).

M For a discussion of seniority problems during business mergers, see Thomas
Kennedy, “Merging Seniority Lists,” in Labor Arbitration and Industrial
Change. Proceedings of the Sixteenth Annual Meeting of the National Academy
of Arbitrators (Washington: BNA Inc., 1963), and Mark L. Kahn, “Seniority
Pgrg)sblems in Business Mergers,” Industrial and Labor Relations Review, April
1955.

® Sayles and Strauss point out, for example, that typically about one third
of employee grievances are related to the operation of the promotion system.
Leonard R. Sayles and George Strauss, The Local Union: Its Place in the
Industrial Plant (New York: Harper & Brothers, 1953), pp. 51-52. See also
Kennedy, op. cit., and Kahn, op. cit.

1% As a legal problem the 1dent1ﬁcat10n of a racially dlscnmmatory promotion
system must be inferred from circumstantial evidence. There is no generally
applicable standard for determining the lawfulness of a system.
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within a single department, one Negro and the other white. A more
typical arrangement involves restricting Negroes to the lower pay-
ing job classifications and progression lines within a department. In
some instances these progression lines may be functionally related
to those occupied by white employees, so that job experience ac-
quired in the Negro progression lines can be utilized in the white
progression lines. The third type of discriminatory promotion sys-
tem restricts Negroes to separate units such as labor pools, less de-
sirable production departments, or unskilled job classifications which
are not connected to other promotion units. Here the functional
relationships between the Negro and white promotion units are less
clear or nonexistent. Discrimination of the latter type may also be
reinforced by bargaining unit boundaries, as when different promo-
tion units are represented by different unions or when certain
groups—laborers, janitors, and the like—are not included within any
bargaining unit.

Such segregated promotion units may either be formally estab-
lished or may exist informally through tacit arrangements which
permit only white employees to transfer permanently into the more
desirable job classifications. The net result of these systems has been
to reduce the past economic opportunities of Negroes and also to
limit their opportunities to acquire either the requisite in-plant train-
ing or the seniority credits to enable them to compete for future
promotions on an equal basis with white employees.

IV. REMEDYING DISCRIMINATORY PROMOTION SYSTEMS

Remedies for discriminatory promotion systems may involve
changes in both the scope of the prometion unit and the rules gov-
erning the priorities for inter-unit and intra-unit promotions and
transfers. The former type of remedy includes arrangements such as:

1. Dovetailing functionally identical Negro and white progression
lines by merging similar job classifications.

2. Broadening the scope of the promotion unit through the merger
of white and Negro units by job grade, seniority date, or other
objective criteria.

3. Removing barriers to transfer between Negro and white pro-
motion units.

4. Merging less skilled Negro and white job classifications to
form multi-department pools or “pans” for the exercise of pro-
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motion or transfer rights among the lower skilled, more easily
learned jobs, combined with a narrow promotion unit struc-
ture for higher skilled job classifications.

The latter type of remedy, changing the rules governing priorities
for promotions, transfers, and layoffs, includes:

1. Modifications in job bidding and posting procedures to give
Negro employees a systematic mechanism for gaining access
to previously white job classifications.

2. Modifications in the promotion clause to relax the ability cri-
terion by providing trial periods for promotions, instituting
longer training periods to test ability to perform a job, and
recognizing an employee’s potential for training as well as his
job experience.

3. Establishment of programs for upgrading the skills of the
lower paid employees in the plant, to enhance their promotion
qualifications within the existing rules system.

Such remedies can be combined in a variety of ways to suit the
particular conditions surrounding each discriminatory promotion sys-
tem. While they can all be implemented voluntarily through collec-
tive bargaining procedures, distinctions may be drawn among them
on the basis of (1) the distribution of the costs of the remedy among
the parties, and (2) the degree to which they are required by Title
VIL

Consider, for example, the type of remedy in which white and
Negro promotion units are merged in a manner which permits Negro
employees to move into only those vacancies in the previously white
job classifications for which white employees hold no prior promo-
tion expectations. Such remedies do not create any significant addi-
tional training costs for the employer, nor do the white employees
bear any costs of reduced promotion opportunities. By permitting
the white employees to exercise training and seniority previously
acquired under the discriminatory system, however, a period of tran-
sition is established during which Negro employees continue to bear
the implicit costs of reduced promotion opportunities.

An alternative remedy which recognizes these transition costs,
is to permit Negroes to advance into job vacancies for which whites
held priority rights under the previous promotion system. This
would include, for example, broadening the scope of the promotion
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unit in which length of service credits can be exercised in job bid-
ding, and relaxing the ability criteria to be used in evaluating an em-
ployee’s qualifications for promotion. When ability qualifications are
maintained while the scope of the unit in which seniority rights are
exercised is broadened, any increase in the advancement rates of Negro
employees will come entirely at the expense of reduced promotion op-
portunities for the white employees with no costs being incurred by
the employer. If ability standards are relaxed, however, the employer
also shares some of the remedy costs by providing additional train-
ing with each promotion. In the extreme case, in which senior
Negroes are allowed to displace junior white job incumbents, regard-
less of ability, the cost of the remedy is borne exclusively by the em-
ployer and the white employees.

The implication of this analysis is not that an appropriate remedy
should be defined by some cost formula, but rather that the accepta-
bility to the parties of a particular remedy is conditioned by the dis-
tribution of its costs. The final form which a voluntary remedy will
assume in each case, however, will also be considerably influenced
by the attitude of the courts toward discriminatory promotion sys-
tems, especially in their determination of the amount of protection
accorded to the ability and seniority rights acquired by white em-
ployees in promotion units or job classifications, which were previ-
ously closed to Negroes.

Neither the language of Title VII nor its legislative history pro-
vide definite guidance in this area. It seems clear from the Senate
debate that ability standards and formal job qualifications are largely
protected 1 and that, at least in some instances, Title VII cannot
require that incumbents be displaced.’® One might also argue that the
same principle which protects job incumbency can logically be ex-
tended to protect downgrading and layoff rights, but the legislative
history is not explicit on this point.

The Senate debate is even less certain as to whether seniority or
ability rights to promotion vacancies open previously only to white
employees are also protected. There is considerable evidence, for ex-
ample, that the Senate did not consider the seniority issue except in
the limited context of a plant-wide promotion unit.!® Moreover,

17 See the memorandum on Title VII by Senators Clark and Case, 110 Cong.
Rec. 6992, and Senator Clark’s response to Senator Dirksen’s memorandum,
tbid., p. 6997. (Citations from Daily Edition.)

B Ibid., p. 6992.

¥ Ibid., p. 6996.
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much of the debate focused upon the seniority problem in all-white
plants or in plants which had only recently begun to hire Negroes.2°
While Senators Case and Clark, the floor managers of the legisla-
tion, stated clearly that “seniority rights are in no way affected,” 2!
they also asserted that if seniority rules are discriminatory they are
unlawful, that future job vacancies (without distinguishing between
hiring and promotion vacancies) must be filled on a non-discrimina-
tory basis, and that only “established seniority rights” are protected.??

By protecting a limited set of established rights and standards
within promotion systems, the legislative history constrains, to some
degree, the types of remedies which the courts can require. Any such
solution, moreover, is likely to have certain practical disadvantages
in its application.

Remedies which permit Negro employees to transfer into only
those vacancies in previously white job classifications to which white
employees hold no prior claims will continue to restrict, for some
period, the Negroes’ promotion opportunities. If the courts recog-
nize this inequity and endorse some form of remedy which rearranges
promotion rights or job security, the following disadvantages accrue.
(1) The remedy will be meaningless if Negroes lack the qualifica-
tions required for upgrading. (2) The distribution of the costs of
the remedy between the respondents seems excessively imbalanced.
Given the ability qualification in most promotion agreements and the
apparent protection accorded such clauses under Title VII, the em-
ployer would not bear any additional training costs. Moreover, while
the remedy imposes a cost on the white employees, it is not collected
from them as a class, but rather from particular individuals who are
denied promotions which they would have received under the previ-
ous system. (3) The discretionary latitude inherent in the appli-
cation of the ability clause, when determining the qualification of an
employee for promotion, may make the remedy technically difficult
to enforce if the employer and the union are not firmly committed to
accepting it.

These disadvantages, in my view, indicate that the types of so-
lutions which the courts can require are likely to be less effective
than those which are available through voluntary negotiation. This
suggests that in order to encourage the broader range of remedies

%110 Cong. Rec. 6986; ibid., p. 6992.

2 Ibid., p. 6996.
# Ibid., pp. 6986, 6992.
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which are within the purview of voluntary compliance but which
the courts cannot require, the courts might well adopt, where neces-
sary, a position which would impose some moderate costs upon the
respondents, as, for example, requiring forms of promotion system
reorganization which would permit qualified Negroes to exercise pre-
viously acquired seniority rights for bidding into job vacancies in
broad promotion units encompassing both Negro and white job clas-
sifications. Such remedies seem preferable, not as a rigid standard
for compliance with the Act, but rather as an incentive to the parties
to develop more suitable alternatives.

One alternative might be to expand the scope of the promotion
unit to encompass both Negro and white job classifications, com-
bined with a broadening of the criteria governing promotions to in-
clude an employee’s training potential as well as his ability and
seniority.22 This remedy would increase the likelihood of promotion
for the more capable Negro employees by recognizing a wider range
of relevant considerations in determining eligibility for promotion.

A second, and in the long run perhaps more satisfactory, alter-
native is to have the employees currently in Negro promotion units
be given preferential access rights to the entry jobs in the previously
white units. This promotion system reorganization would be max-
imally compatible with the existing collective bargaining relationships
and would provide the non-discriminatory promotion framework of
which the employer and the union are most likely to ensure the suc-
cess. Since it does not provide Negro employees with any opportuni-
ties to acquire non-entry jobs in the white unit commensurate with
their seniority or ability, however, it should be considered as only a
partial fulfillment of the obligation of the union and the employer to
provide appropriate affirmative action to eliminate the discrimination.

The quid pro quo for the waiver by the Negro employees of the
potential promotion rights available under a court remedy such as
that suggested above, should be that they receive additional compen-
sation, such as bump-back rights into their previous unit during re-
ductions in forces, and, most important, additional training to ensure
their qualification for promotion when job vacancies occur or to de-
velop more general skills.

Such a solution will provide fewer immediate economic advan-
tages for particularly well qualified Negro employees than can per-

= See “Challenges to Collective Bargaining,” Final Report of the Thirtieth
American Assembly (Harriman, N.Y., 1966), p. 5.
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haps be required by the Act. It recognizes the diversity of competing
needs and preferences in the plant, however, and will more effec-
tively serve the long run interests of the Negro employees, as a class,
by ensuring that more of them will be qualified for advancement and
that such advancement will not require the sacrifice of income or job
security. Moreover, it provides a mechanism through which the em-
ployer and the union can share the costs rather than penalizing spe-
cific individuals who may not have been responsible for the discrim-
ination. Perhaps more important, this solution permits the parties
to the complaint to exercise wider discretion in fashioning remedies
through a collective bargaining process which recognizes the diversity
of competing needs and preferences within the plant.

V. FAcCILITATING THE ProceEss oF COMPLIANCE

In conclusion, there are two areas which warrant further explora-
tion by the parties and the Commission in order to increase the likeli-
hood of securing voluntary compliance with the Act: (1) expand-
ing the promotion opportunities for the employees in the plant, and
(2) creating additional machinery for dealing with impasses during
conciliation.

As indicated above, equal employment opportunity objectives are
most readily achieved during periods of economic expansion. While
the overall rate of economic growth is a micro parameter, the em-
ployer has available certain instruments for influencing the expansion
of promotion opportunities within the plant. When racially discrim-
inatory promotion systems exist in a plant which is part of a multi-
plant corporation, corporate management might be urged by the
Commission or the respondents to increase the available jobs in the
plant by diverting additional production orders, and even funds for
capital expansion, into those plants which are attempting to comply
with Title VII.

In addition, there are desirable jobs within the bargaining unit
which are normally filled by hiring (some maintenance and produc-
tion craft occupations, for example) which potentially represent ad-
ditional promotion opportunities, provided that appropriate training
arrangements are established. This same procedure can also be ex-
tended to include craft, clerical, and technical positions outside of
the bargaining unit. In plants with declining employment, where
such arrangements cannot provide significant expansion in pro-
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motion opportunities, a more ambitious program could be developed
to provide employees in the lower paying, and typically Negro, jobs
with training in basic English and mathematics, vocational skills,
and clerical or technical skills which could then qualify them for a
broader range of jobs with other employers in the community. While
the training required for these jobs will typically be substantial, as-
sistance may be available from local school systems and from the
federal government under the Vocational Education Act and the
MDTA.

Finally, since not all complaints will be resolved voluntarily, the
Commission might wish to consider the possibility of interposing ad-
ditional procedural steps between conciliation and litigation in the
courts. In view of the willingness of Congress and the courts to
encourage fact finding and arbitration in private industrial disputes,
modified forms of these techniques might also be appropriate in cor-
recting discriminatory employment arrangements.?* The Commis-
sion, with the assistance of groups such as the National Academy of
Arbitrators or the American Arbitration Association, could establish
a panel of recognized private arbitrators and mediators to handle
those cases in which conciliation was not completely successful. If
a complaint under Title VII could not be resolved through concilia-
tion, the employer, the labor organization, and the complaining party
could be given the option of continuing the case in the courts or of
agreeing to submit the unresolved issues to an intermediate step in-
volving either fact finding with recommendations or binding arbitra-
tion subject to Commission and Court review. The costs incurred in
these procedures could be shared by the respondents, as they are in
conventional arbitrations.

These additional options allow the parties to preserve some of
the initiative and flexibility of voluntary compliance by voluntarily
delegating the responsibility for developing a remedy to a mutually
acceptable neutral. Moreover, such neutrals can presumably bring
more expertise to the resolution of these difficult issues than can
the courts.

*4 See United Steelworkers of America v. American Manufacturing Co., 363
U.S. 564 (1960), United Steelworkers of America v. Warrior Gulf and Naviga-

tion Co., 363 U.S. 564 (1960), and United Steelworkers of America v. Enter-
prise Wheel and Car Corporation, 363 U.S. 974 (1960).



ADAPTATIONS IN THE STRUCTURE
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Current pressures at the bargaining table are more acute than
any time since Korea. While this is to be expected in a period
of pronounced increases in the cost of living and developing short-
ages in the supply of labor, there is evidence of a more disturbing
and far-reaching cause for the present extent of crises in collective
bargaining.

As Professor Weber puts it, the balance and consolidation of
power which had been largely built up in the structure of collective
bargaining in recent years is now being subjected to a number of
“disequilibrium factors.”! It is my intent to examine three such
developments affecting current bargaining structures, namely:

(1) The counter movement to the recent trend toward central-

ized bargaining;

(2) The adoption of coordinated union bargaining; and

(3) The new policy of the National Labor Relations Board

(NLRB) on union withdrawal from multi-employer bar-
gaining units.

Although much has been written on the subject of collective
bargaining structures in recent years, it must be said from the out-
set that there is no single, clear, universally-accepted definition of
the term “collective bargaining structure.” Without elaborating on
the variations in the usage of the term, let it be said that for the
purposes of this paper, at least, I am assuming a broad definition
of the structure of collective bargaining, i.e., one which would be more
or less inclusive of all the economic, institutional, and locus-of-power
considerations in a bargaining relationship.?2 This is not to deny

* Arnold R. Weber, “Creative Bargaining As Solution to Labor Crisis,”
address at Joint Convention of Association of Labor Mediation Agencies and
National Association of State Labor Relations Agencies, Mackinac Island,
Michigan, August 30-September 3, 1966, as summarized in Labor Relations
Reporter, Vol. 63, pp. 43-45.

? See, for example, the various definitions of the term in The Structure of
Collective Bargaining, edited by Arnold R. Weber, Graduate School of Busi-
ness, University of Chicago, The Free Press of Glencoe, Inc., New York,
1961, 381 pp. To cite just a few: Professor Neil W. Chamberlain defined
collective bargaining structure as “both the bargaining unit and the power
organization within it,” pp. 3 and 4; Professor Robert Livernash cautions that

290
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the inventiveness, ingenuity, and generally useful concept of bargain-
ing structures conceived by the late Professor Benjamin Selekman
in his classification of types of bargaining relationships.® Rather,
it is to focus attention on changes in the structural organization of
American labor and management in the collective bargaining rela-
tionship just as Professor John T. Dunlop did before this body
some ten years ago.t

Finally, by way of general comment on the concept of bargain-
ing structure, it should also be noted that the bargaining structure
represents the interaction of diverse forces, frequently conflicting
and rarely within the absolute control of either party to the con-
tract.® Moreover, the structure of bargaining, as a prime target of

while “the notion of bargaining structure is not precise,” the term clearly . . .
carries connotations beyond an analysis of bargaining units”; “necessarily in-
volves . . . relationships among bargaining units”; and “reaches into the eco-
nomic characteristics of product and labor markets and the organizational
structure of unions,” p. 33. Peter Henle interprets the term to mean “who
bargains with whom” and this “tends to reflect the structure of business on
the one hand and the structure of unionism on the other,” p. 107 ; and Professor
George W. Brooks defines the term as “the way in which bargaining is prac-
ticed: who takes part, where the decisions are made, what plants and em-
ployees are covered, and so on.” p. 123.

® Professor Selekman’s emphasis is on “relationships through social struc-
tures” and he classifies the “modes of joint dealing” into eight types of “struc-
tures of institutional relationships,” namely, (1) the structure of containment-
aggression; (2) the structure of ideology; (3) the structure of conflict; (4)
the structure of power bargaining; (5) the structure of deal-bargaining; (6)
the structure of collusion; (7) the structure of accommodation; and (8) the
structure of cooperation. (Benjamin M. Selekman, Sylvia Selekman and
Stephen Fuller. Problems in Labor Relations, McGraw Hill Book Company,
New York, 1958, pp. 5-9.)

*John T. Dunlop, “Structural Changes in the American Labor Movement
and Industrial Relations System,” Proceedings Industrial Relations Research
Association, December, 1956

®In his conclusion on “Determinants of Collective Bargaining,” Professor
Chamberlain points out that although the focus of attention of his analysis
and most considerations of bargaining structure are directed toward the “labor
side” of the collective bargaining relationship, “the forces impinging on the
management side are equally relevant” and “have their impact.” (Op. cit, p
18) Professor Brooks responds strongly against what he feels is an over-
emphasw of the influence of unions on the structure of collective bargaining
(0p. cit, p. 123) and Edward L. Cushman, in hlS analysis of management
Ob]CCthCS and bargaining structures, emphaswes the “conflicting considerations
that must be evaluated by management” in establishing “a bargaining relation-
ship” and observes that “an optimum unit from management’s viewpoint may
be different for different objectives.” ([Ibid., pp. 60 and 61.) Professors
Douglas V. Brown and George P. Shultz observe that while the structure
of collective bargaining in “the operational sense” is broader than the concept
of “appropriate units” as established by the National Labor Relations Board
and “has not been a direct concern of public policy . . . the actions of public
bodies has affected this structure in indirect but significant ways.” (Ibid.,
p. 308.)

”
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the parties for the maximization of power at the bargaining table,
is continuously subjected to pressures for adaptation and change.
While accommodations between unions and management may have
led to a degree of stabilization of structure in some bargaining re-
lationships, “grass root” interests among the union membership or,
occasionally, among individual company members in an association
bargaining situation may occasion abrupt and forceful pressure
for radical modifications in the existing bargaining structure.® Also,
since the structure of bargaining often is the product of “who got
there firstest with the mostest” and, in such situations, basically
represents the pattern and procedure which is best utilized for the
advance of the interests of the dominant party in the negotiations,
changes in the structure thereafter invariably involve crisis with
strike or lockout being resorted to as one or the other party seeks
to shift the locus of power at the bargaining table.?

This is not intended to imply that the avoidance of crisis and
industrial conflict ought always be paramount or that changes in
structure through disruptions at the bargaining table with recourse
to strike and/or lockout are undesirable per se. Stability in the
labor-management relationship may have been achieved at the cost
of tolerating certain inequities and slighting certain group interests
which no longer can be ignored. Accommodation in an existing
structure ideally ought to be sought in meeting such problems. But
vested interest in the existing structure by one or the other party
and, not infrequently, by the negotiators as distinct from the em-
ployees or, in the case of association bargaining, the individual plant
member, may make such peaceful change an impossibility or too
lengthy a procedure to be a practical solution. Obviously, under

¢ Professor Herbert Northrup, in his analysis of bargaining structures, con-
tends that it is “a serious oversight to consider only two groups as pertinent
in labor-management relations” and suggests that in addition to management
and labor which he defines as union officials and professional staff personnel,
there is a third relationship that need be taken into account, namely, the em-
ployees themselves.

" Professor Dunlop characterizes the strike to change a traditional structure
of bargaining which has become unsatlsfactory to one or the other party to
the contract, as one of four major categories of strike over a new contract.
(John T. Dunlop “The Function of the Strike,” preliminary draft, Harvard
University, Cambridge, Mass.,, May 7, 1966, 24 pp, mimeo.) He observes
that strikes of this nature are particularly difficult to ward off, mediate, or
settle and cites, as typical, the 1962-1963 New York newspaper strike which
lasted 114 days, the 31-day strike of the Boston newspapers in 1966, and the
Ironworkers strike which virtually shut down all construction work in Cleve-
land in 1964,
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such conditions as these, it is hoped that the disruptions in produc-
tion will not be in vain and that the resultant change in structure
will provide greater equity, give broader expression to the principle
of the joint determination of conditions of employment, and establish
a more enduring stability in the labor-management relationship
generally. But there is no guarantee of this and, I fear, no clear
set of rules that could be laid down for labor and management, let
alone public policy, to achieve this. Analyses of the pressures and
factors involved in changes in bargaining structure, however, serve
as a basis for careful consideration and, hopefully, the adoption of
more intelligent policies and procedures by labor, management, and
public bodies alike.

ProposEp MoODIFICATIONS IN INDUSTRY-WIDE STEEL NEGOTIATIONS

One of the most important of the current pressures for modi-
fication in existing bargaining structures represents a counter-move-
ment to the centralization trend which has been so dominant in
labor-management relations in recent years. Although steel nego-
tiations are a “long way off” with current basic steel contracts
running through August 1968, much of the deliberations at the
Steelworkers Union convention in Atlantic City this fall was de-
voted to questions affecting the structure of bargaining and specific
steps were adopted to “decentralize” negotiations policy-making and
procedures to give the rank-and-file greater participation in bar-
gaining.

The Union’s 163-member Wage Policy Committee will continue
to be responsible for setting general policy in negotiations, but special
industry problems will now be delegated to separate policy com-
mittees for aluminum, basic steel, non-ferrous metal, and can-
making. Moreover, the General Wage Policy Committee will no
longer have the authority to settle the contract for the entire union
jurisdiction. The separate committees, in addition to participating
in the setting of contract goals, will now conduct votes of their own
on contract ratification or strike authorization.

Industry-wide bargaining in steel, indeed, is on trial in the
next round of negotiations. The Union has rejected proposals for
the abandonment of industry-wide bargaining for the present, as
well it might under the circumstances in which U.S. Steel tradi-
tionally sets the pattern in basic steel. But the decentralization of
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union procedure in bargaining is only a step in meeting rank-and-
file pressures and local needs. It remains to be seen whether this
and other modifications in the structure of bargaining in the nego-
tiations ahead will provide for a better handling of local problems,
will avoid their being lost in the “vastness” of industry-wide negotia-
tions, and will generally dispel the fairly wide-spread membership
discontent over the neglect of local issues and being left out of the
negotiations.

THE “LocAL Issues” PROBLEM IN AUTOMOTIVE NEGOTIATIONS

The “local issues” problem and concern over the centralized
structure of bargaining has been growing in the automotive industry.
Professor Livernash places the beginning of this expression of
discontent with the stoppages which took place at the conclusion
of the 1955 negotiations and were largely prompted by dissident
skilled groups who were more interested in obtaining wage con-
cessions than supplementary unemployment benefits.® As he traced
it, in the 1958 negotiations, when the International was openly
and widely criticized by large segments of the Union membership
for not paying attention to local issues in the negotiations and final
settlement, some 11,600 local demands had been presented. In
1961, there were some 19,000 local demands and after national
issues had been settled, there were strikes at General Motors and
later Ford over local issues. In 1964, there were again strikes at
these companies after national agreement had been reached and
local demands were in the neighborhood of 25,000.

Automotive negotiations have always been plagued with the
“local issues” problem. But, it has only been since the war that
the practice has been for the final settlement to be made between
small committees of company and union (International) representa-
tives. There are some who contend that the stoppages at Ford and
General Motors, and the avoidance of walkout at Chrysler, repre-
sents a well-planned strategy of the national union to bring pressure
on the companies and to help restore competitive balance among
the “Big Three” automotive producers. Yet, much of the basic
rank-and-file dissatisfaction which was cited as prevailing in steel
and is evident in other large-scale industries with highly centralized

8E. R. Livernash, “Analysis of Special and Local Negotiations,” (prelim-

inary draft), Harvard University, Cambridge, Mass., October 1965, (mimeo.—
unnumbered ).
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bargaining structures exists here. Local union officials are con-
cerned over their lessening role in the union structure generally
and in collective bargaining in particular. The membership and the
rank-and-file generally are more interested in on-the-job conditions
and local problems than they are in the broad, “global issues” of
the “national” bargain. As Professor Livernash so aptly notes, it
is “easy to forget how important proper gloves, drinking fountains,
and other conditions on the job can be to the individual employees.”®

SoME PosSIBLE DECENTRALIZATION STEPS: “SPECIAL AGREEMENTS,”
“PACKAGE” NEGOTIATING, AND “LOCALIZING” INTERPRETATION
QUESTIONS

It would appear that the centralization of bargaining structures
and the standardization of the terms of the contract have been
carried too far. But some new and creative approaches to the
bargaining table need be demonstrated if the trend toward central-
ization, which has been so dominant a characteristic of the labor
relations scene in recent years, is to be modified through accommo-
dation rather than protracted strikes.l®

Whatever may prompt “creative bargaining,” there is much
opportunity to adapt existing centralized structures to meet the
needs of greater local participation and a more effective handling
of local issues.!® A number of steps have already been taken in
this direction by labor and management and these are presented
here along with some suggestions of a broader nature.

These are “mighty big words” and “a tall task” for the labor
and management practitioner at the bargaining table who has first-

® Ibid.

* There has been some progress in this direction with some noteworthy
examples of “accommodation in the negotiation of labor agreements” and
“creative bargaining.” See, for example, Creative Collective Bargaining: M eet-
ing Today's Challenges to Labor-Management Relations, James J. Healy, ed.,
Prentice-Hall Inc, Englewood Cliffs, New Jersey, 1965, 294 pp.

“To progress from an “armed truce” collective bargaining relationship to
one of “working harmony,” as Professors Harbison and Coleman put it
(Frederick H. Harbison and John R. Coleman, Goals and Strategy in Collective
Bargaining, Harper and Row, publishers, New York, 1951, p. 20) or to en-
gage in “distributive bargaining,” which is the problem-solving relationship
in the Professors Walton and McKersie model, requires much “attitudinal struc-
turing.” (Richard E. Walton and Robert B. McKersie, 4 Behavioral Theory
of Labor Negotiations: An Analysis of a Social Interaction System, McGraw-
Hill Book Co., New York, 1965; see especially “The Distributive Bargaining
Model,” pp. 11-57, “Integrative Bargaining Model,” pp. 126-143, and “Atti-
tudinal Structuring Tactics,” pp. 222-280.)
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hand knowledge, often painfully experienced, that collective bar-
gaining—whatever else it may represent and however it may be
defined by the analyst—is fundamentally a power process. This
is not necessarily bad; nor is it an expression of pessimism that
tests of economic strength alone will determine bargaining struc-
ture and govern whether or not “modification” occurs. While it is
difficult to see how a major and abrupt shift in the locus of power
at the bargaining table can be achieved by one party over and
against the other without strife, restraint in the exercise of power
can be-achieved without major philosophical and attitudinal changes
through a concern for the “price” of exercising power. Regardless
of whether bargaining is conducted in an atmosphere of “pure con-
flict” or has reached a stage of “maturity” in the working out of
common goals, adaptations in the structure of bargaining, especially
as they pertain to the reversal of the trend toward centralization
and standardization, could well come about through “accommoda-
tion” rather than strike. The *“price” of adhering to the existing
centralized structure could well prove too costly in the form of
employee discontent, poor work attitudes, spotty production, re-
peated stoppage, and the like, and could induce “creative bargain-
ing” on forms of decentralization.

Many contracts now make provision for “special agreements.”
These usually deal with a technical or specialized subject matter
in which “experts” are needed for drafting and even administering.
Such agreements, occasionally with effective dates differing from
the master contract, are most prevalent for welfare, pension, and
other specialized benefit programs but have also been employed in
meeting problems of wage incentives, job evaluation, profit sharing,
and other payment plans.

There would seem to be much advantage in keeping these issues
separate from the general agreement. However, if they are to be
separated and treated in a special agreement and dealt with in a
special negotiations, it would probably be necessary for the parties
to negotiate a “cost” rather that a “benefit.” Thus, in order to
fix the “package price” of any given negotiations settlement, the
parties would need to agree that “cents per hour” or “dollars per
shift or work week” could be taken out of the agreed-upon money
settlement for welfare, pension, and other specialized benefits.

The procedure of “package” negotiating provides greater flexi-
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bility in collective bargaining. It permits of decentralization and
self-determination by local groups. There is some “loss” in the
decentralization of the “allocation of the package” decision—usually
there are savings to be had in a central fund’s purchase of uniform
welfare benefits and in the spreading of risks in pension programs—
but these seem small compared to the gains in satisfying local
groups of employees as to whether they want the monies they
“gained” in negotiations to be in wages or in welfare, pension, or
other benefits.

It is interesting to speculate whether “economic items” in the
contract generally couldn’t be handled in the same fashion. In a
centralized negotiations structure such as in steel or automotives,
this would provide the broadest flexibility and widest area of em-
ployee self-determination of working conditions. The basic agree-
ment would be a “package” agreement and the local areas would
determine the amount of the “package settlement” which would go
into wages, welfare, pension, hours, vacations, holidays, paid sick
leave, jury duty, bereavement leave, supplementary unemployment
benefits, etc. Management concern for the personnel and manpower
problems connected with certain “fringe” benefits such as the en-
couragement of malingering and the increase of non-productive time,
may well necessitate that the “master bargain” set some negotiated
limits to this freedom of choice in the allocation and use of the
“package settlement.” Similarly, it may not be practical in large
multi-plant or multi-company contracts, as in automotives or steel,
to vary certain centralized benefit programs. This is especially likely
for pensions and where employee benefit “rights” need to be pro-
tected as employees move from one plant to the other. But the case
for uniformity for many of the “economic items” listed above is far
less compelling, and much local unrest would be alleviated and much
employee satisfaction could be achieved through adaptations of this
sort in centralized bargaining structures.

In many contract interpretation dreas, there also appears to be
an over-stressing of the need for standardization and centralized
determination. Regardless of the extent to which vacations, holidays,
welfare, pension, and other “fringe” benefits are permitted to be
locally-determined through “package negotiating,” local areas could
well be free to establish their own provisions for the scheduling of
vacations, the posting of notices as to vacation time, and the method



298 INDUSTRIAL RELATIONS RESEARCH ASSOCIATION

of providing preference in vacation time. Similarly, local autonomy
could be extended to the scheduling of hours of work, the distribution
of overtime, the setting of qualification provisions for paid holidays,
sick leave, bereavement leave, jury duty, and the like. Also, ap-
prenticeships and in-plant training programs, grievance handling,
seniority application and sanitary conditions could all be delegated to
local determination and interpretation.

CoorDINATED UNION BARGAINING

When the General Electric Co. reached agreement on October 14
with eleven unions and the Westinghouse Electrical Corp. followed
the pattern some weeks thereafter, the settlements which covered
some 180,000 employees in all represented the first major test in
what has been widely proclaimed as “a new trend” in labor’s efforts
to combat the bargaining strength of large-scale employers whose
employees are organized by several unions. Although the final set-
tlement did not greatly differ from the initial offer made by General
Electric, it did force General Electric to make upward concessions
from its starting position and was well above the “gains” of the two
previous contracts which averaged about 2% per year from 1960-
1966. Labor is convinced that General Electric would not have made
such a substantial “first offer” if it had not been faced with a “union
coalition” and the results are certain to encourage unions to coordi-
nate their bargaining in similar situations where several unions deal
with one employer.

On May 4, when the International Union of Electrical Workers
came to the bargaining table with a committee which included repre-
sentatives of other unions, the company’s representatives refused to
meet with them. There were eight unions in this initial coalition.!?
All of the unions had traditionally negotiated separate contracts with
General Electric and their contracts expired at varying dates in
October. In the ensuing series of Labor Relations Board and court
actions which are yet to be finally adjudicated, General Electric was
required to bargain with the IUE coordinated union committee.

The coordinated bargaining effort which was undertaken at Gen-

2 In addition to the IUE, the other unions involved in the initial coordinated
bargaining effort with GE were: the International Brotherhood of Electrical
Workers; the International Association of Machinists; the United Automobile
Workers; the Sheet Metal Workers; the Allied Industrial Workers; the

American Federation of Technical Workers; and the American Flint Glass
Workers.
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eral Electric and Westinghouse is currently being planned by the
unions dealing with major copper and brass companies.® It is
reported that they hope to overcome the disadvantages of the present
bargaining procedure in which the unions deal separately with the
companies on a local basis and once the company makes a settlement
with a relatively weak union, it uses it as a pattern with the others.
Although a few of the locals have coordinated their demands and
bargaining efforts in the past with Revere and Anaconda, coordi-
nated bargaining has never been attempted before by the unions for
the entire industry. Present contracts run through to mid-1967 and
almost 80,000 workers are affected.

It would seem that this is only the beginning of such coordinated
efforts on the part of two or more union groups which have separate
contracts with one employer. Coordinated bargaining is not new in
collective bargaining, but it is new for this type of large-scale enter-
prise. Local market industries with several distinct, but related,
craft union groups have experienced one form or another of “coali-
tion” and “unity effort” in union bargaining for many years. But
for the large-scale industrial company, coordinated union bargaining,
if successful, will mean a marked change in the structure of bargain-
ing in the future.

Whatever may be the immediate and transitional problems en-
gendered at the bargaining table through coordinated union bargain-
ing, it would appear “on balance,” however, that parties ought to be
able to choose their bargaining representatives relatively free of inter-
ference and pressures of any sort by the party on “the other side of
the table.” Moreover, public policy, if not personnel considerations
for maximum employee self-determination of the benefits of contract
negotiations, ought not discourage efforts by one side or the other

1 Although promoted by the Industrial Union Department, the coordinated
effort is not being limited to AFL-CIO unions as both the International Brother-
hood of Teamsters and the Mine, Mill and Smelters union are reported as
being invited to join in the undertaking. Other unions involved are the United
Automobile Workers, the United Steelworkers of America, the International
Association of Machinists, the International Brotherhood of Electrical Workers,
and the International Union of Electrical Workers. The companies involved
are the Anaconda Co., the American Smelting and Refining Co., the Kennecott
Copper Corp., the Phelps Dodge Corp., the Bridgeport Brass, Ltd., the Revere
Copper and Brass, Inc, and the Scovill Manufacturing Co. For a fuller and
more comprehensive summary of labor’s new program of coordinated union
bargaining, see “The Extension of Collective Bargaining to New Fields” by
Jack Conway and Woodrow L. Ginsburg, Industrial Union Department, AFL-
CIO, Paper presented at the Nineteenth Annual Winter Meeting, Industrial
Relations Research Association, San Francisco, December 29, 1966.
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for bringing together at the bargaining table all affected groups in a
given bargaining relationship even though bargaining units in the
legal sense may be less broadly defined.

UN1oN WiITHDRAWAL FROM A MULTI-EMPLOYER BARGAINING
Unit: Tue NLRB’s “NEw” Poricy

During the past year or so there have been a series of cases at
the NLRB and the courts involving the question of union withdrawal
from a multi-employer bargaining unit. The legal right of an em-
ployer member of a multi-employer bargaining association to with-
draw from the relationship and to bargain with the union individually
has long since been established. Such action on the part of the
employer need only be timely and unequivocal, absent other actions
and motives which are unlawfull* Although not as yet finally
adjudicated, it would appear that unions will now be provided “with-
drawal rights” in a multi-employer bargaining relationship on the
same basis as extended employers.!5

The full impact of the Board’s new policy on multi-employer
bargaining is yet to be felt. If the recent Washington newspaper
negotiations and the intention of the union in the forthcoming New

4 See, for example, Purity Stores, Ltd., 93 NLRB 199 (1951); Truck
Drivers Local 449 v. NLRB, 231 F. 2d 110, (2d Cir. 1956) ; Johnson Optical
Co., 87 NLRB 539 (1949).

A thorough and comprehensive analysis of multi-employer bargaining under
the law has been prepared by Edward Silver, Esq., of the law firm of Proskauer,
Rose, Goetz, and Mendelsohn in New York City. This excellent study is
entitled “Multi-Employer Bargaining” and will shortly appear as Part III (c)
in Development of Law Under the National Labor Relations Act. (Draft
Form, 59 pp. mimeo, book to be published by the American Bar Association. )

*® The initial ruling of the Board in this regard was set forth in the 1965
Detroit newspaper case (Evening News Association, Inc., 154 NLRB No. 121
and 60 LRRM 1149, 1965). Pror to this, unions were treated differently than
employers on questions of withdrawal from a multi-employer bargaining re-
lationship and were permitted to withdraw only if they had bargained to an
impasse with the association. See Morand Bros. Beverage Company, 91 NLRB
409, 1950 and Continental Baking Company, 99 NLRB 787-88 and Stouffer
Company, 101 NLRB 1331, 1952.

The most recent expression of the Board's new policy on union withdrawal
from a multi-employer bargaining unit involves the typographical union and
the New York newspapers (Publishers Association v. NLRB, 62 LRRM 2722,
1966). The Second Circuit Court of Appeals upheld the Board’s ruling and
on December 5, 1966, the Supreme Court denied review of the appeal taken
by the New York publishers. The effect of this action is to leave standing
the Board’s ruling that the union may withdraw from the multi-bargaining
unit and is free to insist on individual and separate contracts with each of
the New York newspapers since the union’s withdrawal action in the first
instance was timely and unequivocal.
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York newspaper negotiations are any indication, however, there will
be few multi-employer bargaining relationships that won’t be sub-
jected to close scrutiny by the unions involved. Wherever the pros-
pects of “whip-sawing” present opportunity for offsetting employer
strength, multi-bargained contracts are in jeopardy. Small unit in-
dustries are especially vulnerable in this regard for their basic, if not
sole strength, in dealing with unions which in most instances can
draw on the resources and assistance of their national organization
is their ability to act concertedly at the bargaining table.

Whatever the legal nicities which suggest symmetry in the appli-
cation of Board policy in the matter of employer and union with-
drawal from a multi-employer bargaining relationship, the very eco-
nomic and labor relations considerations which gave rise to associa-
tion bargaining in the first place suggest otherwise. Symmetry in the
legal right of withdrawal does grave violence to the principle of
symmetry in the right of organization. If employers are not free to
bargain and act in concert in negotiations, their right to form associa-
tions is emasculated.

Much weight in legal quarters seems to be given to the fact that
consent of the parties was required to initiate multi-employer bar-
gaining in the first place. Yet, it does not necessarily follow that
consent of the parties must be required to continue the relationship.
The principle would not necessarily be violated if it were held as
public policy that consent of the parties was necessary to terminate
the multi-employer bargaining relationship except in abnormal situa-
tions such as after impasse has been reached in negotiations.

For the Board to reason that union and employer withdrawal
from multi-employer bargaining are parallel situations ignores some
pertinent and basic considerations. When an employer withdraws
from a multi-employer association, it has no effect on the union
entity. In fact, it more generally adds to the strength of the union’s
bargaining position by weakening the employers cohesion in con-
certed action. On the other hand, when a union withdraws from a
multi-employer bargaining relationship, it shatters “the very identity,
nature, and composition of the employer with whom bargaining is
to be conducted.” 17

Employers, as in the recent Washington newspaper negotiations,
can endeavor to retain the essentials of the former structure of multi-

¥ Quotes taken from Board member Brown’s dissent in the Evening News
case, 60 LRRM 1153.
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employer bargaining by acting in concert outside the bargaining
table in the preparation and development of policy, strategy, and
procedures at the bargaining table. Conceivably, they could even
“take a leaf” out of union tactics in the recent GE negotiations and
develop their own form of “coordinated bargaining” through a nego-
tiating committee composed of representatives from several com-
panies. But these are a poor substitute at best, and worth little unless
employers have the right to act in concert in the use of lockout.1®

® The question of lockout “rights” on the part of an employer who was
formerly a party to a multi-employer bargaining relationship which was shat-
tered by union withdrawal was raised in the Detroit Newspaper Association
case, 145 NLRB 996, 1964 and is currently before the Board. The Board had
denied lockout rights to the employer but was reversed by the Sixth Circuit
Court of Appeals in an extension of the Supreme Court’s ruling permitting
lockout at point of impasse in a single, individual bargained contract in a case
involving the American Shipbuilding Company, 380 U.S. 300, 1965. The Sixth
Circuit ruling is not final, however, since the Supreme Court has returned
the Detroit Newspaper Association case to the Board for reconsideration. (346
F. 2d 527, 6th Circuit, 1965 and 382 U.S. 374, 1966.)



THE EXTENSION OF COLLECTIVE
BARGAINING TO NEW FIELDS

Jack T. Conway
AND

Wooprow L. GINSBURG
Industrial Union Department, AFL-CIO

The items I propose to discuss with you here today are based,
in large part, upon the experience of the IUD over the past year and
on the action of the IUD Executive Board which met in Washington
earlier this month.

They fit quite well into the category we are discussing and they
have implications that I think need only be touched on for a group
as perceptive as this one.

I am talking, first of all about the growth of coordinated collec-
tive bargaining which, in this past year, has proceeded at a pace
that has surprised even the most optimistic of us. And I am talking,
secondly, about the extension of the union movement into the com-
munity and its participation, through community unions, in the na-
tional war on poverty.

It has already been made quite clear to all of us that coordinated
collective bargaining is more than a mere grouping of unions acting
together for the sake of achieving more or less the same wages and
working conditions from the same company. Its implications and its
dimensions, as we shall see, go far beyond that.

Coordinated collective bargaining is going to lead, I think, to a
great growth in organizing because it provides, better than any index
we have yet devised, a measure of where we need to shore up our
strength for an effective confrontation with those in the private sec-
tor who make the economic decisions that affect the lives of so many.

The development of coordinated collective bargaining has made
even more clear the need for the creative use of modern computer
technology for handling contract and company data. I think it was
Professor Dunlop who pointed out that while in the early days unions
were more proficient than their opponents across the bargaining table
in preparing their case, today they are lagging behind. That is a de-
ficlency that I hope we can overcome, partly through the aid of the
tool of electronic data processing.

303
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The growth of coordinated collective bargaining will do much to
eliminate, or at any rate soften, some of the jurisdictional disputes
which have sapped much of the strength of the labor movement and
which have led to so much adverse publicity. It has directed the at-
tention of our organizations from a struggle over the right to repre-
sent a limited number of workers to a struggle to increase the total
number of union members. I know you will not misunderstand if I
liken it to our fight in the economic field to divide up a pie of abun-
dance instead of fighting over a pie of scarcity.

And, finally, through coordinated collective bargaining we are
making it evident, once again, that the struggle at the bargaining
table is a struggle on behalf of the entire labor movement, not just
one particular segment of it. Where there is a basic issue at stake,
both the labor movement and industry know that the entire resources
and commitment of the labor movement will be involved.

These, then, are four key implications of coordinated collective
bargaining that we can now see. There will, perhaps, be others as
we move along but I have indicated enough, I think, to make the point
that in moving into this area we are doing more than making mere
mechanistic re-arrangements. We are creating a new—and needed—
instrument to meet new conditions.

These new conditions have not been of our making. And it is
not necessary for me here to speculate with you about the reason
they have arisen. But we are all aware of the drastic change that
has taken place in industry with the growth of industrial conglomera-
tions. There may be some rationale for the Columbia Broadcasting
System to own the New York Yankees. There may be some slight
basis for International Telephone and Telegraph to own the Ameri-
can Broadcasting Company ; even less for it to own Avis. But I am
unable to find any valid reason why the meat packing firm of Armour
should own the Baldwin Locomotive Company or why the soap
maker, Procter and Gamble, should make coffee.

The reasons, as we all know, are financial rather than the out-
growth of a rationalizing of the industrial process. Technology is
developing new products and firms in declining industries like tex-
tiles are reaching out into other industries in search of survival. Also,
extended prosperity has provided more cash for corporations and
their natural reaction is to look for profitable places to invest. Em-
phasis on research and development has led to a natural alliance of
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firms with new products and new ideas. Growth and bigness have
become ends in themselves in the industrial world and the broader
the range of corporate interests the more impressive are its financial
statements.

This merger and acquisition characteristic of industry is not new
but the pace is accelerating. Between 1954 and 1958 there was an
increase of 59 percent in the number of companies operating in
more than one industry. In 1964 alone there were nearly 1,800 ac-
quisitions—or business mergers—a gain of 21 percent in the span of
a single year. This upward trend continued in 1965 and 1966.

Obviously, this presents the labor movement with problems be-
cause the power to make decisions on basic issues has been placed
even further from the point at which the issue is generated. And no
one union organization, as presently constituted. has the resources
to join the issues at that level.

The Minnesota, Mining & Manufacturing Company, for instance,
is located in 17 states, manufactures some 40 product lines turning
out 25,000 separate items, and deals with 18 different international
unions. Olin Mathieson, another corporation that is moving rapidly
into the catch-all field, deals with 15 different international unions.
In the negotiations with General Electric, 11 different international
unions were involved.

This is the background against which we are developing our co-
ordinated collective bargaining committees. More than 70 of them
have been established over the past few years. Of these, currently
about 20 committees are already involved in some form of coordinated
bargaining, or likely to be conducting their bargaining on a coor-
dinated basis soon. Companies in this group include American Home
Products, Union Carbide, Johns Manville, Rohm and Haas, Quaker
Oats and 3M. In the early stages of development are 50 committees.
In these the IUD has played a key role in providing essential infor-
mation on contracts, pensions and insurance plans, finances, contract
termination dates, and similar information. And it is at this point
where the data processing operation which we have established is
brought into play. It will be able to provide us quickly with the in-
formation we need in a coordinated form in which we need it!

At present we have been concentrating our efforts in three areas—
collective bargaining, organizing and elections, and company analysis.
In the field of collective bargaining we have prepared contract sum-
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mary information forms suitable for translating major contract pro-
visions into computer language. We have developed a computer stor-
age and processing system geared to making detailed comparative
tabulations. Our initial activity involved putting in our computer
file 20 key contract provisions with pertinent details for 90 leading
collective bargaining agreements. That original group of contracts
is being expanded rapidly. We are working closely with our affiliate
unions so that the contract analysis work being carried on in any
international can, where desired, be integrated with the IUD’s com-
puterized system. As we progress in this part of the project we will
be broadening the number of clauses analyzed and tabulating further
details on each.

On organizing we have converted to magnetic tape NLRB pub-
lished reports on representation elections held for the five-year
period July 1961 through June 1966. A system has been programmed
to analyze these results and print out, on demand, specific reports
to make our organizing efforts more effective. Also we now have
the capability to provide IUD affiliates with readily available up-to-
date election history information, by company, by area, by industry
or by one of numerous other significant factors.

The third area relating to company analysis has begun with ex-
ploring techniques for collecting, analyzing and providing informa-
tion on company mergers, acquisitions, new products and financial
information. The system will also contain key information on di-
rectors and key personnel.

And I may add that as we move toward coordinated bargaining
we have found it vital for the top leadership of the international
unions involved to make the key policy-planning and strategy de-
cisions. Coordinated action is important not only for successfully ap-
plying economic pressure against the company but also for maintain-
ing and strengthening relationships within the union committee.

In the case of General Electric bargaining, a committee composed
of representatives designated by the presidents of the various inter-
national unions, along with a representative of the IUD, provided
the energy and the financing and made the policy and strategy de-
cisions which contributed to the successful outcome.

Based on that experience and on the initial work the TUD has
done so far, our structure for coordinated collective bargaining for a
particular company might encompass a top policy committee con-
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sisting of the presidents of the international unions with local unions
having contracts with the corporation and a conference of unions
whose members would be made up of representatives designated by
each of the international union presidents on the policy committee,
and a representative of the TUD. The conference would plan for
and handle the information exchange, set the goals for bargaining,
develop strategies and related policy issues.

Developments may alter this proposed structure but they will not
alter, I am confident, the direction in which we are moving.

Many of you will recognize the analogy to the growth of an in-
ternational union . . . the combining of local unions with common
interests into an international union which can provide the services
and the strength that is required. Perhaps the analogy is a good one
though obviously the problems are more complex and we will be
guided by the necessities rather than the analogy.

The goal is the same . . . the achievement of economic justice
and the establishment of higher standards of social morality. And
the harder we pursue this goal the more we become aware of the
gaps. Just as we have come to realize the difficulties of one union
going to the mat with a many-headed financial complex, so we are
coming to realize the difficulties of one segment of our society, the
labor movement, dealing with the many-headed problems of our total
society.

We know that there are some thirty-four million people living
in poverty. They’re the families of people who are working at jobs
with wages too low to support them. They’re the young and healthy
people for whom we have failed to provide job opportunities or suf-
ficient training to fill the available jobs. They’re also the old and
disabled and the discouraged people living in communities deserted
by industry and in communities where natural resources have been
exhausted.

Many of these are people whose productive capacities we need
and who, if those capacities had been used, would have provided all
of us with a greater abundance and made our total society richer.

It is therefore clear to me that the labor movement must identify
with the people who are living at or below the poverty level. We
must help them create the organizations which can help them solve
their problems in their own neighborhood.

The labor movement must be an instrument for social change. We
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cannot permit 34 million people—half of them children—to exist be-
low the poverty level in our affluent nation. We of the labor move-
ment not only realize there must be change, we demand it and will
participate in bringing it about.

In our attempts to influence the dynamics of social change, we
turn first, naturally, to our own union experiences and union organi-
zations. It is to be expected that we first consider the possibility of
using prototypes of union forms and structures to attack the problems
of poverty. This has led us to explore a new concept—that of a
“neighborhood union” or “community union.”

Why not an organization that will express the collective self-
interest of the poor? It worked for the auto worker, steelworker,
bricklayer, carpenter, printer—all of us have gained self-respect and
dignity through our unions. Why cannot the poor gain self-respect
and dignity through the solution of their problems by organizations?

And so we think that organization of the poor into what we call
“community unions” can lead to a more effective dealing with the
underlying causes of poverty in the trap-ghettoes, slums and migrant
camps that lie hidden on the wrong side of the freeways or behind
the billboards and bushes in the country.

In exploring the possibility of developing community unions, we
realize that we are groping toward a new form of institution. But
it has its roots in a long trade union experience, and is within the
best traditions of the labor movement.

A community union could merge traditional trade union func-
tions with modern community center functions. For example, a com-
munity union could bring tenants together to bargain collectively with
slumlords. A community union could voice the complaints of a neigh-
borhood through its own steward system and grievance procedure.
A community union could develop education and retraining pro-
grams. It could raise the political awareness and effectiveness of
people who have been forced to live outside of social and political
structures.

We are experimenting with the concept of the community union
because the present structure of our labor movement was not put
together to do the kind of job that needs to be done in the
neighborhoods.

We are organized on job lines. We carry on our organizing drives
at the plant gate or at the workplace. We deal with employers, and
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handle grievances of workers related to their jobs; only seldom have
we dealt with a worker’s landlord or grocer, or the policeman on the
block where he lives.

Through a community union structure we can cut across job lines
and concentrate on community ties. This way, we can reach the hun-
dreds of thousands of working poor who are employed in jobs that’
have fallen outside of existing union structures. We can reach the
unemployed, underemployed, the school drop-outs and forced-outs
and others trapped in the unbroken cycle of poverty.

Just as we have custom-built hundreds of thousands of collective
bargaining contracts to fit specific situations, we are now approaching
the structuring of community unions to fit specific needs.

It follows, therefore, that the forms of the community unions
will take shape in different ways in different places; they may vary
considerably because of circumstances. This is already becoming
apparent.

We have at the present time three distinctly different examples of
what may emerge as community unions which are taking form in
three distinctly different communities.

In Chicago, the outlines of an experimental social form are
emerging in response to a crisis of deprivation there. We are experi-
menting with a triangular combination known as the Chicago Com-
munity Union Center. In this Center, we have brought together
representatives of the Southern Christian Leadership Conference and
the Chicago Coordinating Council of Community Organizations.

What is being done in Chicago is an example of union experience
translated into community action. A tenants’ union has been orga-
nized which is now bargaining with landlords. This community ac-
tion is bringing about correction of some of the worst aspects of slum
dwellings.

The parallels to conventional union action are remarkable, There
have been strikes—rent strikes—and there have been lock-outs—
eviction notices. And there have been contracts, too, collective bar-
gaining contracts. Our activities have sparked interest by other
groups in the problems of the slums, e.g., members of the law faculty
at the University of Chicago have been reviewing tenant rights, and
suggested the possibility of revising the standard lease, which in
feudal tradition, assigns all the rights to the landlord and all the re-
sponsibilities to the tenant.
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Another locale where union experience has been directly trans-
lated into community action is Watts. There, a union steward who
has lived in the community for 22 years is chairman of the Watts
Labor Community Action Committee. He has had many years of ex-
perience handling grievances of his co-workers in an auto plant. Now
he is putting that experience into practice in his neighborhood, han-
dling the grievances of his neighbors.

The committee which he heads now includes representatives of
about a dozen international unions and has the support of the Los
Angeles AFL-CIO Central Labor Council. All of the members on
this committee are residents of Watts. They understand their neigh-
borhoods. There now is in Watts an effective community organiza-
tion working to solve the needs of the people which has flowed
directly out of union experience. This organization has been incor-
porated on a private, nonprofit basis. It has sponsored a number of
projects, including the obtaining of government grants for a neigh-
borhood youth corps and a manpower training program.

And there is still a third kind of labor social action underway in
a small California community you all have heard of—Delano.

In Delano, the concept of a modern service center is being coupled
with the traditional method of organizing farm workers into a union.

Side by side with the United Farm Workers Organizing Com-
mittee, a Farm Workers Service Center has been structured. Here
again, the format is a private, nonprofit entity which can sponsor and
promote a variety of activities to improve the lot of the migrant farm
worker.

The Center already has a credit union and a health clinic. Co-
operative enterprises are planned which will include a service station,
store and perhaps other functions. The Center will also include edu-
cation and training programs—it plans to train mechanics through
the use of the facilities of a cooperative garage, for example. It may
also include counseling for individuals or families, and legal assis-
tance, as well as the handling of “grievances” with governmental
agencies, or school board or police department. A unique aspect of
this developing service center is that it must meet the needs of a
highly mobile workforce—migrant workers—and therefore must de-
vise ways of moving the services along with the workers and their
families.

The experiments of the labor movement with social action mech-
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anisms such as the community union will, I believe, widen our scope
of interest and revitalize our movement. It could prove as beneficial
to the labor movement as the change that took place in the 1930s
when unions were extended beyond craft lines and organized along
industrial lines.

Union structures organized along community lines can add di-
mension to the labor movement and carry us farther along the road
of moral commitment and practical purpose.

We must make intelligent, practical use of our resources to assist
the poor in dealing with the problems of the poor. We have gone the
road of self-organization and know its great value. We must help the
poor to find the same road.

In so doing, we will be consistent with the great ideals and prag-
matic wisdom of the American labor movement.
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IMPACT OF DEFENSE EXPENDITURES ON
JOB OPPORTUNITIES AND MANPOWER
REQUIREMENTS

IrwiN Gray *
Pratt Institute

The Department of Defense (DOD) through it procurement ac-
tivities creates more employment opportunities than any other agency
in or out of government. The effect of such spending in stimulating
the growth of jobs, has led to proposals by the Vice-President ! and
other politicians to “channel” contracts to other areas in which unem-
ployment is severe and new industries are needed.

But if procurement regulations called for such channeling, and
then DOD were to award more contracts to depressed area firms,
would the unemployed worker really benefit from the increased ac-
tivity in his area? To help answer the question, let us look at the
type of worker defense industries need, the type of worker who is
unemployed in the depressed areas, and examine the extent of the
mismatch (if any) between the two.

DEFENSE INDUSTRY JoB REQUIREMENTS

For the first step in our analysis, let us find out just what kind
of workers the defense industries need. This study, for the first time:
a) presents figures for a carefully considered estimate of the skill-
education of the work force in specific defense facilities; b) illustrates
the lack of variation in skill requirements by size of facility ; c) shows
the degree of similarity from industry to industry; d) shows the re-
lationship of defense work requirements vis-a-vis the rest of the labor
force; and e) indicates that it is mainly the high volume facility,
which employs significant numbers of production-line and materials
handling personnel, that accepts a large number of lesser educated
persons for its work force.

A sample of 84 defense firms supplied a breakdown of their work
forces by classifying them into seven job entrant skill and education
categories which, for brevity, are shown here on the horizontal axis

* The research from which this paper is drawn was supported by the Ford
Foundation. A more complete version of this paper with expanded comments
is available from the author.

!Then Senator Hubert H. Humphrey, U.S. Senate, Hearing Before the

Selection Committee on Small Business, 87th Cong., 2d Sess., August 29, 1962,
pp. 9-13.
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of chart I. The requirements stated are those which the firms have
established ; whether these are too high or too low in relation to what
they actually need for the work performed is a matter that is beyond
the scope of this work.

The data were examined from two aspects: First, the 84 com-
panies were “fitted” into six hypothetical facilities (at appropriate
data breaks) which reflected size differentiations from plant to plant.
A Chi-Square test showed that there is no significant variation in
education requirements associated with different size classifications
of the plants.

Second, in order to find out if there is any variation from industry
to industry in the education-skill requirements of the work force,
five typical facilities, shown in table I, were set up to reflect modal
tendencies within each industry, by size and proportionate makeup
of the skill-education spectrum. These typical facilities show less
variation in skill requirements, from industry to industry, than might
have been expected. In four of the industries, over 95 percent of the
facility work force must possess at least a high school education.
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TABLE 1
Typical Factlities: Summary of Responses by Industry, Size, and Skill Spectrum
16 or
Average More 13 tol5 9to1l Eight S5to7 Oto4
No. of Years Years 12 Years Years Years Years Years
Industry Jobs of Schl, of Schl. of Schl. of Schl. of Schl. of Schl. of Schl.
Aircraft— 17456 7496 6304 3155 503 125 0 0
Missiles 100.0% 42.7 35.4 18.0 2.8 0.7 0 0
Commun. Equip. 298 105 124 53 4 4 3 0
Electronics 100.0% 35.2 43.2 17.7 1.3 1.3 1.0 0
Ordnance— 1264 413 403 418 15 5 7 0
Access. 100.0% 32,6 320 33.0 1.1 0.3 0.5 0
Electro— 145 27 39 10 43 3 22 1
Mech. App. 100.0% 18.6 26.8 6.8 29.6 2.0 15.1 0.6
Other Firms 2526 1713 538 250 0 0 25 0
100.0% 67.0 21.2 9.8 0 0 0.9 0

. Note: Complete headings should show skill equivalent to given years of schooling. See chart I horizontal axis for complete
heading. Listings = no. of jobs and % per category.

Source: Mail survey of 84 defense firms.
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Over 65 percent must possess schooling beyond that point; a third
or more of the workers must have at least a college education.

The data which show the high skill requirements of defense
plants are further emphasized by Chart I. Two aspects of the chart
are important here:

1. The defense industries require about two thirds of their job
entrants to meet the requirements of the two topmost skill-education
categories. By contrast, less than one third of the employed non-
agricultural labor force of the U.S. would fall into these categories.

2. In all the lesser categories of skill-education (below the first
two), with the exception of those in the 5-7 years-skills only group,
the proportion of workers in the non-agricultural labor force is higher
than for a potential defense force. The relatively large percentage of
defense jobs in the 5-7 years group is due to several large facilities
which produce munitions and electronic components—items well
suited to high volume automated production lines and the use of
lesser skilled production (and materials handling) workers.

Now that we have drawn the labor force requirements for the
defense industries, it is necessary to examine the relevant characteris-
tics of the unemployed labor force.

CHARACTERISTICS OF UNEMPLOYED WORKERS

While data on the unemployed worker in the U.S. as a whole,
or by state, are readily available, information on the skill and edu-
cational attainments of the work force on a consistently drawn labor
market basis is virtually non-existent. The only information that is
available was tabulated on an occupational basis, and in this section
we will detail the use of these figures to: 1. Draw the occupational
profile of the unemployed workers in 120 urban industrial depressed
areas; and 2. Impute an education distribution to these workers. The
areas examined were those which were on Area Redevelopment Ad-
ministration lists throughout the early 1962 to 1966 period and which
had over 10,000 population.

Over 80 percent of the areas under study had 3,000 or fewer un-
employed workers. The average size of the unemployed labor pool
was 2,600 workers, the median 2,100 and the mode 1,600.

Figures illustrating the occupational distribution of the unem-
ployed labor force, in the 120 areas under study, and on a national
basis are shown in Table II. Depressed area percentages for mana-
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TABLE II
Occupational Distribution of the Unemployed Labor Force

Percentage of

Percentage of Depressed Area
Occupation U.S. Unemployed Unemployed

Professional—Managerial 6.3 3.9
Clerical—Sales 15.1 11.2
Craftsmen—Foremen 11.5 17.4
Operatives 243 38.2
Service 11.1 9.6
Laborers 12.5 19.1
Farmers—Miscell. 19.2 0.6

100.0 100.0

Source: U.S. Department of Labor, Manpower Report of the President
(Washington, D.C.: U.S. Government Printing Office, March 1963), Table
A-14; U.S., Department of Commerce, Area Redevelopment Administration,
Statistical Profiles (Washington, D.C.: U.S. Department of Commerce, 1962-
1963).

gerial, clerical, and service workers were decidedly smaller than those
for the U.S. as a whole: the depressed area occupational distribu-
tion of the unemployed shows a greater concentration in blue-collar
classifications than is true of the unemployed nationally.

Further study of the relevant figures revealed that these ag-
gregate figures are representative of the bulk of the individual areas
under study. The mean, medial, and modal area distributions are
very close to the aggregate percentages, and no gross differences,
from area to area, are “hidden” by discussing only the aggregates.

If we now seek information about the educational qualifications of
the unemployed, it becomes necessary to convert the information about
the occupational distributions into educational distributions. This was
done by using the educational distribution—by occupation—of the
employed labor force in the U.S. and assuming that the same dis-
tribution holds true for the unemployed labor force. Using the dis-
tribution for the employed workers, in this manner, serves to over-
state the qualifications of the unemployed, but allowances can be made
for this in discussing the impact of a plant upon a particular work
force.

The imputed education distributions for the unemployed in the
depressed areas and nationally are shown in Table III. The dis-
tribution for the depressed area unemployed workers is not sub-
stantially different from that of the unemployed work force all over
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TABLE III
Education Attained by the Unemployed Work Force
School Level— Depressed Area
Years Attained Unemployed U.S. Unemployed
16-16+ 3.3 3.5
13-14 6.8 72
12 338 30.4
9-11 245 29.7
8 154 12.7
5-7 10.6 10.5
04 5.5 S.
100.0 100.0

Source: U.S,, Department of Labor, Bureau of Labor Statistics, Educatioxal
Attainment of Workers, Special Labor Force Report No. 65, March 1965,
Tables A-7 and A-13.

the U.S. Both, however, have a relatively small percentage of work-
ers in the two topmost education levels.

DEFENSE JoBs AND UNEMPLOYED WORKERS

To what extent would an in-migrating defense plant reduce the
unemployment in a depressed area?

We start with a wide discrepancy between the qualifications of
the unemployed and the requirements of the defense industries.
While less than 4 percent of the unemployed have a college degree,
defense work requires that 30 percent of its work force possess a
degree; only about 7 percent of the unemployed have 13-15 years
of schooling while defense work requires that 33 percent of the work
force fall into this category. At lesser education levels, the depressed
areas have a surfeit of would-be applicants vis-a-vis the potential
openings to such a degree that few of the applicants could get jobs
with one exception. The 5~7 year group seems to be equally balanced
between the labor supply required and that available. But if such
jobs were to open up, the chances are they would be filled by better
educated persons looking for a toehold in a promising new plant or
industry. Overall, the defense skill levels at which the largest number
of employees are required are just the ones at which the fewest per-
sons are available from among the unemployed. This is true in spite
of the imputation to the unemployed of an education level for each
occupation equivalent to that of the employed labor force.

For a more explicit estimation of the imbalance between supply
and demand, a model was set up in which the computer matched
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each firm’s job openings with workers in an area. The results may
be summarized as follows:

1. In general, the larger the defense facility, the greater its im-
pact in reducing the unemployment in an area.

2. The percentage of a facility’s job openings filled increases as
the area labor pool size increases, but the change is on the order of
10 percent even as the labor pool doubles. In short, companies hiring
between 1,000-1,500 workers cannot expect to fill more than about
35 percent of their openings (from among the unemployed) regard-
less of the size of the area involved. The percentage of positions filled
drops 3 to 5 percent every time the plant size doubles down to about
10 percent for a 20,000 worker facility. The company migrating into
a depressed area will have to take many employed people away from
other firms or import their own workers because the mismatch here
is due to a lack of education on the part of the unemployed and not
due to a lack of certain skills. While a company might be willing
to train workers to impart to them a specific vocational skill, it is
doubtful that a company would undertake to provide remedial training
to compensate for a lack of a basic education. Since defense require-
ments are basically for highly educated persons, willingness, on the
part of the company, to provide vocational training would not make
up for the lack of education on the part of the unemployed.

3. In every plant-area match, most of the unemployed white collar
workers found jobs. Unemployed laborers showed the least improve-
ment in employment status—Iless than 10 percent found jobs even
with the biggest firms.

4. The key element in determining the degree to which a plant
was beneficial in reducing unemployment was its need for workers at
various job educational levels (not just the two or three topmost
levels). The best “results” were obtained by the following types of
facility : a) Employed about 6,000 workers, absorbed 85 percent of
the unemployed even in the largest labor pool, was in the missile and
aircraft business, and would accept up to 40 percent of the incoming
work force without a high school education. This facility, however,
could fill only 35 percent of its needs from among the unemployed.
b) Employed about 3,000 workers and could absorb about 46 percent
of an area’s unemployed workers, was in the instrument-communica-
tions-equipment business, and would allow about 30 percent of its
work force to have less than a high school education. This plant would
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fill about 41 percent of its needs from the unemployed worker labor
pool.

The analysis thus far has stressed the direct impact of a facility
on an area. Let us turn for a moment to a discussion of the indirect
and induced employment effects of a facility in-migrating to an area.
Let us examine a specific case in order to suggest some of the barriers
confronting the unemployed in their search for jobs.

The observations were made at a small West Virginia town which
had, a few years earlier, welcomed the construction of the largest
aluminum mill in the U.S. At the outset, it may be noted that the
improvement of job opportunities for the unemployed through direct,
indirect, and induced effects was not as great as could be expected;
the increase in the number of employed persons in the town due to the
new mill was 3,200 directly employed, 30 indirectly employed, and
350 employed through the induced effects of population growth and
service businesses. Of this group only about 300-500 were local
residents (before the mill’s construction) most of whom had been
commuting to distant jobs in other towns.

The mere announcement of the mill’s imminent construction
caused a return migration, to the area, from all over the country.
People who had left town years before applied for jobs so that they
could return home, and commutation patterns from distant points
were established. Since the person on the scene has the advantage of
immediate contacts for information about jobs, many of those who
might have out-migrated stayed, even in subordinate jobs (to those
they could get elsewhere), and returning persons sought any kind
of job to be near the source of a good career.

The arrival of the mill caused a dramatic and sudden improvement
in the available labor force: employer expectations and requirements
rose in direct relationship to this improvement. As a consequence,
anyone with less than a high school education or without some
specialized training soon found that an inmigrant was competing for
his job. Although they had first chance at most of the jobs, lesser
skilled persons who had stayed behind in the years of the town’s
steady decline found themselves little better off even with the new
plant and the economic growth of the town.

Many of the jobs in retail establishments went to women and even
the number of such jobs did not grow by much; consumption leakage
to larger towns 30 to 60 miles away prevented the establishment of
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many specialty stores. The additional white collar personnel such
as teachers, that were needed due to the population rise were in-
migrants. It is, therefore, safe to say that in such cases of an in-
migrating facility, the person who was unemployed before does not
benefit too much due to that facility. He may benefit from a job
opening elsewhere as a new plant pirates workers from older em-
ployers, but this means that the indirect or induced effect has been
diluted over a very wide area—so wide that the benefit to the de-
pressed area is questionable.

CoNCLUSIONS

Defense workers are a highly skilled a-typical group. Short runs,
complex products, and the need for keeping up with a changing
technology in a research oriented industry have led management in
the defense industries to establish high job entrant requirements. The
result has been to make the defense work force a considerably better
educated one than that of the rest of the U.S. At the same time,
the unemployed depressed area worker is part of a labor pool that
is very short of just those types of workers that the defense industries
need. Thus, the best showing, in making an impact on the un-
employed work force, was made by firms that used high percentages
of workers with less than a high school education.

We should not express too much hope for improvement in em-
ployment opportunities for the unemployed worker through indirect
and induced effects of a plant; reverse migration, long distance com-
muting, rising employer expectations, and competition from employed
workers seeking a change in jobs will act as barriers to the local
unemployed applicant.

If a contract were to be channeled to a depressed area, in order to
benefit the unemployed worker, the plant would have to specialize
in long run, mass produced products which require large numbers
of production and handling employees. There would also have to be
some provision in the contract to force (or financially induce) the
company to give hiring preference to the unemployed. At the same
time, training would have to be instituted to provide not only skills,
but a better education for the workers.

Public policy intent on bringing new industry into depressed areas
might concentrate on labor intensive industries and those which do
not require a highly educated work force.



DIFFERENTIAL CONTRIBUTIONS OF VARIOUS
MEANS FOR ADJUS(}%EX%(‘;FO TECHNOLOGICAL
E

JosepH A. PICHLER
University of Kansas

The study of worker adjustments to unemployment caused by
technological and market changes is not new in the field of industrial
relations. In 1929, Robert J. Myers published an analysis of the
re-employment experience of clothing cutters rendered jobless by
purchasing pattern shifts.! The same year, Lubin studied 754 workers
dismissed from jobs for reasons other than “inefficiency or insubordi-
nation.” 2

At least 20 major analyses of shutdowns had been published when
the present study was undertaken. Although these investigations
covered a wide variety of industries, geographical areas, and time
periods, they exhibited certain broad similarities. All devoted atten-
tion to the demographic factors which are associated with re-employ-
ment. Many analyzed economic adjustments and patterns of industrial
and occupational mobility. However, few authors were able to ex-
amine the influence of comprehensive shutdown provisions upon
worker adjustment, because such benefits usually were not available.
Severance pay was provided in only about one-half of the shutdowns
studied. The only private efforts to retrain displaced workers were
made in the Oklahoma meatpacking case reported by Wilcock and
Franke3 Interplant transfer was studied by Margaret Gordon and
Ann McCorry* and by Norman Bradburn, but both studies focused
upon factors influencing acceptance of this provision rather than upon
the resulting benefits and drawbacks to post-shutdown adjustments.

The present research extends the displacement literature by

1 Robert J. Myers, “Occupational Readjustment of Displaced Skilled Work-
men,” Journal of Polstical Economy, XXXVII (August, 1929), 478-89.

?Isador Lubin, The Absorption of the Unemployed by American Industry
(Washington: Brookings Institute, 1929).

?Richard C. Wilcock and Walter H. Franke, Unwanted Workers (New
York: Free Press of Glencoe, 1963).

¢ Margaret Gordon and Ann McCorry, “Plant Relocation and Job Security—
A Case Study,” Industrial and Labor Relations Review, XI (October, 1957),
13-36.

5 Norman M, Bradburn, Interplant Transfer: The Sioux City Experience
(Chicago: National Opinion Research Center, 1964).
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assessing the contributions of severance pay, training, and transfer
to the labor market and personal adjustment patterns of displaced
workers. The costs, economic and noneconomic, of accepting each
provision are also examined.

DATA Sources

Interview data were provided by workers from three shuttered
plants: Armour and Company, Fort Worth, Texas (closed in the
summer of 1962) ; Armour and Company, Sioux City, Iowa (closed
June 1963); and the Studebaker Company, South Bend, Indiana
(closed December 1963). Interviews were held roughly one year
after each shutdown. The Armour Automation Fund Committee
sponsored the field work for the first two cases. The respective local
offices of the Employment Security Division were most cooperative
during all phases of the research.

The three cases varied greatly with respect to labor market struc-
ture, unemployment rates, and number of workers displaced.® There
were also important differences in the shutdown provisions available.
Contracts in effect at both Armour plants provided a full range of
displacement benefits. Workers 55 and over who met seniority quali-
fications were eligible for pension. Those younger than 60, who
had been hired before August, 1961 could select interplant transfer
if their health was satisfactory. Transferees bumped workers in
selected plants who had been hired after the 1961 anchor date.
Those who neither retired nor transfered received severance pay
ranging from $100.00 to $7,000.00; they could also enroll in a
retraining program provided at company expense.

Although the broad outlines of the shutdown plans for Fort
Worth and Sioux City were similar, several changes in the agreement
took place during the year between the two closings. Workers in
Fort Worth lost all rights to severance pay if they chose to transfer
while Sioux City employees could try out their transfer jobs for
as long as six months and then resign without loss of severance pay.
Also, the Manpower Development and Training Act (MDTA) was
passed during 1962. Sioux City employees who trained either under
MDTA provisions or Armour Automation Fund Committee spon-

®Joseph A. Pichler, “The Influence of Shutdown Provisions Upon the

Adjustment Patterns of Displaced Workers” (unpublished Ph.D. dissertation,
Graduate School of Business, University of Chicago).
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sorship received a living allowance if they met the Act’s requirements.
No allowance had been available in Fort Worth, and trainees provided
their own living expenses from part-time earnings, secondary labor
force participation, etc.

Circumstances surrounding the Studebaker closing were sub-
stantially different from the Armour cases. The only privately nego-
tiated protection against shutdown was the SUB fund, and this
was depleted before the shutdown. The auto workers had only 12
days’ notice of the shutdown, whereas the meatpackers received 90
days’ warning. Thus, the full brunt of the adjustment burden in
South Bend fell upon the workers and governmental labor market
programs.

SAMPLING PLAN AND FRAMEWORK OF ANALYSIS

Samples of non-trainees in the three cities were randomly selected
by the interval method from company payrolls. Trainee populations
were polled in Fort Worth and Sioux City; completion ratios were
93% and 91%, respectively. South Bend trainees were randomly
selected by the interval method from a list of men who had either
completed or dropped out of their courses. Sioux City transferees
were not randomly selected. Instead, five plants containing the
largest numbers of transferees—70% of the population—were polled.
Total sample sizes were 251 males in Forth Worth, 310 in Sioux
City, and 79 in South Bend.

Questionnaires were constructed to test hypotheses and investigate
empirical questions under three headings:

1. Factors determining workers’ choices among the shutdown
provisions.

2. The consequences of each provision in terms of unemployment
rates, characteristics of post-shutdown occupations, and skill
mobility.

3. The nature and severity of changes in expenditure patterns and
income sources under each provision.

1. Factors Determining the Choice of Shutdown Provision

Distributions of age, education, race, and pre-shutdown skill level
were prepared in order to measure their effect on the choices among
provisions. Based upon the hypothesis that returns from training
equal the discounted expected value of the incremental earnings
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resulting from instruction, it was predicted that acceptance of train-
ing would show a negative association with age. This prediction
was validated by the one-variable tables in Fort Worth and South
Bend; results in Sioux City were in the same direction, but the
tendency was much less pronounced.

Educational achievement was also expected to be negatively re-
lated with acceptance of training. The a priori reasoning was that
better educated workers would feel more confident in finding re-
employment without incurring the opportunity costs of training.
Findings were in a direction opposite to that predicted: the pro-
portion of workers accepting training in all cities was a positive
function of educational achievement. These results were not caused
by an artificial selection process, at least in Fort Worth and Sioux
City. No training applicant in these cities was denied admission
because of low educational background so that the findings were due
to self-selection within the population of potential trainees. Analysis
of the questionnaire data offered some clue to the education-training
findings. A number of men with little formal education said they
had refused training because “they weren’t smart enough to get
through it.”

Because of the generally negative correlation between age and
education, cross-classification was used to isolate the influence of
each factor. The positive education-training relationship was not
changed, although it was shown to be non-linear in Sioux City. The
earlier findings with respect to age were changed considerably in
Sioux City and South Bend. In three of the four cells, acceptance
of training showed a positive association with age. The strong nega-
tive relation remained in Fort Worth. This inter-city divergence
probably resulted from differences in institutional arrangements.
Trainees in Sioux City and South Bend, but not Fort Worth, re-
ceived a living allowance. Given the usual labor market age barriers,
older men in Sioux City and South Bend faced the choice between
a potentially difficult period of job search and a chance to receive
a temporary living allowance while they trained and canvassed the
market. The income-certainty of the latter alternative was probably
an important consideration in their decision.

The analysis of age’s influence upon transfer yielded particularly
interesting results. Based upon the findings of previous mobility
research, it was hypothesized that acceptance of transfer would be
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negatively related to age. The data, however, yielded a flat distri-
bution. Except for men who were below thirty, 20% of each group
transfered.

A sub-analysis showed that acceptance of transfer and seniority
were strongly correlated. It appears that previous findings of a
negative relation between age and geographical mobility must be
qualified when the opportunity for mobility takes the form of inter-
plant transfer. Such plans substantially reduce the uncertainties about
employment which are a major barrier to movement, and enable
workers to retain seniority rights. Thus, seniority’s influence tends
to “swamp” that of age when these factors are not highly correlated.

The influences of race and pre-shutdown skill upon the choice
process were also examined. Negroes from the Armour plants were
significantly less likely to train than whites when age was controlled;
no racial difference was found in South Bend. The Fort Worth find-
ings probably resulted from discriminatory school barriers. Frus-
trations caused by delays and outright refusals of school officials to
admit Negroes lowered their interest in the program. The low train-
ing rate among Negroes in Sioux City was explained by the effect
of race upon acceptance of transfer. Negroes were twice as likely
to transfer as whites with comparable education. Given the possibility
of encountering racial barriers in the local labor market, the job
security afforded by transfer was of particular importance to these
men.

The relationship between skill and acceptance of training was
as expected: unskilled men and those with skills not transferable
across industry lines were more likely to train than men with widely
usable skills.

2. Employment Consequences of Each Provision

One measure of the effect of shutdown provisions upon adjust-
ment is the degree to which they improve re-employment prospects.
Performance on this criterion was determined by computing unem-
ployment rates for workers who chose each provision. The standard
Department of Labor definition was used first, followed by a rate
adjusted for the “discouraged worker effect.” (Jobless men who
had looked for jobs at any time after the shutdown were classified
as unemployed even if they had subsequently dropped from the labor
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force.) These gross rates were then adjusted through cross-classifi-
cations by age, education, and pre-shutdown skill rates.

The analysis was limited to the training and severance provisions
because transferees had been selected from payrolls at transfer
plants. This sampling frame, by definition, yielded a zero unemploy-
ment rate.

Computation of gross unemployment rates yielded the full range
of results: in Fort Worth the trainee rate was lower than the non-
trainee (11% vs. 30%) ; the non-trainee rate was lower in Sioux
City (28% vs. 33%) ; the rates were identical in South Bend (22%).

Given the influence of age, education, and skill rate upon re-
employment prospects, it was important that these factors be con-
trolled in the analysis. Findings on age were particularly interesting.
Fort Worth trainees of all ages fared better than non-trainees on
the re-employment criterion. However, while the unemployment rate
of non-trainees rose steadily with age, the rate for trainees in the
highest (50 to 59) age group was below the younger groups.

Results were parallel in Sioux City and South Bend. Trainees
in the 50 to 59 class were the only groups whose rates were below
those of non-trainees; and these rates were also below younger
trainees. While these findings are based upon a small number of
cases (cell sizes ranged from 10 to 16), they are consistent across
the three cities, suggesting that returns from training may be par-
ticularly high for older workers. Such an argument questions the
wisdom of a training policy that places an absolute age restriction
upon participants.

Educational analysis did not significantly qualify the aggregate
findings in Fort Worth and Sioux City. Fort Worth trainees had
lower unemployment rates than non-trainees at every level of edu-
cation. Sioux City non-trainee rates were above those of trainees
for all groups except those with 8 or fewer years of schooling. South
Bend results, however, clarified the earlier finding of identical gross
rates for trainees and non-trainees. With education controlled, non-
trainees with at least one year of high school exhibited unemployment
rates substantially below those of trainees. The identical gross rates
had resulted from the over-representation of workers with 8 or fewer
years of education in the non-trainee sample. (The unemployment
rate for this group was almost 50%).
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The skill rating of each respondent’s pre-shutdown job was
classified according to the Dictionary of Occupational Titles. An
estimate of the transferability of skill across industry lines was also
made. Training’s effect, independent of skill, was then determined.
Trainees in all skill classes enjoyed a lower unemployment rate than
non-trainees in Fort Worth, but no such effect was observed in
the other cities.

The questionnaire data yielded no clue as to why training was
apparently successful in reducing unemployment only in Fort Worth.
There are some external data which suggest an explanation. Shultz
and Weber have indicated that the Fort Worth economy took an
upward turn between the date of shutdown and the surveys, so that
employment opportunities improved.* When trainees entered the
labor market with their new skills, the market was ready to receive
them. No similar economic resurgence occurred in Sioux City or
South Bend during the period studied. It may be that some increase
in aggregate demand was needed to utilize the changes in the skill-
structure of supply. 4

There are also indications that South Bend training programs
were dealt some unexpected blows from the labor market. A pre-
shutdown skill survey had indicated that job openings existed for
data-processing workers, and several Studebaker workers were en-
rolled in such a course. Unfortunately, the demise of the company
pushed Studebaker’s own data processing people into the market
and the job opportunities were filled by the time the trainee gradu-
ated. Furthermore, some employers apparently took advantage of
retrainees who graduated during the summer vacation period. One
furnace repair student was hired on two successive “permanent”
jobs only to be replaced by returning vacationers.

A second criterion of training’s effect was the skill mobility among
workers who found re-employment. Changes in the pre- and post-
shutdown skill level of each worker’s occupation were measured, and
trainees in all cities were shown to have experienced considerably
greater upward mobility than non-trainees. Results were significant
at less than the 10% level for five of the six categories which could
be analyzed.

?George P. Shultz and Arnold R. Weber, “A Report to the Armour Auto-
mation Fund Committee on the Placement and Retraining Experience of

Workers Displaced by the Shutdown of the Main Armour Plant in Fort Worth,
Texas” (Mimeographed) p. 4.
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Earnings provided a third measure of training’s effect. All workers
were stratified by pre-shutdown skill levels, and weekly wages after
re-employment were computed. Results were quite inconclusive.
Five of the seven comparisons yielded a positive training increment
ranging from $4.00 to $18.00 per week; one indicated no difference;
and the last showed a $3.00 earnings difference in favor of the non-
trainees. Only the $18.00 difference was significant at less than 10%.

In summary, judgments of training’s effect on labor market ad-
justments vary with the criterion chosen. By the unemployment rate
standard, training was a clear success only in Fort Worth, although
the older trainees in Sioux City and South Bend fared better than
their non-trained peers. Nor did training appear to exert a con-
sistent effect upon post-shutdown earnings. On the other hand,
trainees in all cities enjoyed greater upward skill mobility than
non-trainees which indicates that their long-run wage progression
prospects may have been enhanced.

3. Income and Expenditure Adjustments

Loss of employment brought changes in the living standards of
most workers. The relative severity of such adjustments provided
a final measure of the effectiveness of the shutdown provisions.
Workers who chose each provision in Sioux City and South Bend
were asked to complete two checklists. One dealt with non-wage
income sources utilized after the shutdown; the other focused upon
expenditure adjustments and changes in labor force participation
by secondary earners.

The income checklist showed only one major differential among
groups who chose each provision. Eighty percent of the Sioux City
trainees drew funds for 20 or more weeks, while only 58% of the
severance pay recipients and 9% of the transferees did so. In South
Bend, 44% of trainees but only 27% of non-trainees drew unemploy-
ment compensation for this period. The importance of compensation
as a stop-gap income source between shutdown and the inception
of training is clearly shown by these findings.

Expenditure checklists showed the degree to which respondents
in Sioux City and South Bend had reduced purchases of food, cloth-
ing, and recreation. The proportion of positive responses for these
categories was greatest for trainees and least for transferees. Differ-
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ences were very large in most cases. In addition, 50% of the trans-
ferees, but only 25% of the severance recipients and 8% of the trainees
said they had made none of the reductions.

The secondary labor force findings paralleled those on expendi-
ture adjustment. Trainees in Sioux City and South Bend were the
group most likely to indicate that wives had either taken a job or
looked for work since the shutdown. Transferees showed the lowest
proportion of secondary earner activity.

The overall impression from the analysis of income and expendi-
ture adjustments and from secondary labor force data is that trainees
made the greatest changes in living patterns. Even with the sub-
sistance allowance, they apparently shouldered a sizeable personal
cost in order to acquire a new skill.

The study was rounded out by an analysis of severance pay usage
and an investigation of the non-occupational experiences of trans-
ferees. Over half of the workers from the Armour plants spent most
of their severance pay for debt payment or living expenses. Most
of the others either saved their payment or used it to finance self-
employment. There was some indication that the payment influenced
the re-employment rate in Fort Worth. When that sample was
grouped by age and dichotomized about the median severance pay
figure, the upper half of the distributions showed either a longer
lag between layoff and re-employment or a higher proportion with
no post-shutdown employment experience. No such effect was found
in Sioux City.

Earlier findings indicated that transferees earned the highest
post-shutdown wages and underwent the fewest changes in living
patterns. The questionnaires also provided information on other forms
of adjustment. Integration into new communities was smoothly ac-
complished. Sixty percent of the men liked their new city as well
or better than Sioux City, and 75% liked their new neighbors at
least as well. In addition, 57% had joined at least one club or organi-
zation since their move. Transfer was not completely costless how-
ever. Many complained about high prices in their new city and
about losses sustained in selling a Sioux City residence. The major
non-monetary problem involved transferring children to new schools.
About 40% of the transferees indicated that their children had ex-
perienced scholastic difficulty in the process.
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Despite these mobility problems, the transfer option appears to
have afforded the most effective mechanism for adjustment to shut-
down. This statement holds true for virtually all of the adjustment
criteria used: employment rates, pay scales, and living standards
adjustments. There is also some subjective evidence indicating that
tranferees were the group most satisfied with the provision chosen.
All Sioux City respondents were asked, “Do you wish that you had
chosen some other provision after the shutdown?’ The proportions
answering in the affirmative were 2% for transferees, 44% for non-
trainees, and 47% for trainees.



UNION WORK RULES: A BRIEF
THEORETICAL ANALYSIS AND SOME
EMPIRICAL RESULTS

Pauvr T. HARTMAN

University of Illinois

This paper proposes to relate union work rules to parts of con-
ventional economic price and allocation theory, and to assess the
empirical importance of various rules in a specific industry. The illus-
trations of rules and evidence of their effects are drawn from a study
of United States Pacific Coast longshoring.!

! My doctoral dissertation, Work Rules and Productivity in the Paci ﬁc Coast
Longshore Industry (Umversxty of California, Berkeley, 1966). The union in-
volved is the International Longshoremen’s and Warehousemen’s Union
(ILWU) and the employers are represented by the Pacific Maritime Associ-
ation (PMA). Descriptions of the rules were drawn from contracts and copies
of port rules, published and other statements of industry and union officials,
minutes of negotiations and grievance proceedings and arbitration awards. The
estiinates of productivity are my own, based on unpublished PMA data for
productivity rates by commodities and U.S. Corps of Engineers data on tonnages.

Work rules are only a part of the many union-associated con-
straints or infringements on a manager’s direction of an economic
enterprise. As used in this paper, work rules refer only to those
constraints or changes affecting the methods or input combinations
used to produce the output of firms or industries. They include
minimum manning requirements, output limitations of various kinds,
requirements to use specific techniques of production, requirements
that unnecessary work be performed, and so on. Excluded are devices
associated with maximum employment limits and rules designed to
curb arbitrary treatment or discrimination among members of a
technically homogeneous work force.

Wage-or-worl: guarantees. Rules guaranteeing a minimum amount
of work, or earnings, to some minimum work force—i.e., requiring
a fixed, minimum labor input—are rare. In Pacific longshoring,
however, two different illustrations may be found. Prior to 1959,
the contract and typical port work rules required a standard gang of
10 to 18 men as the minimum for any conventional breakbulk cargo
handling. Further, the gang first assigned to a hatch had “priority”
in that no other gang could work the hatch except as supplementary
labor. In addition, shifting gangs from one ship to another was almost

333



334 INDUSTRIAL RELATIONS RESEARCH ASSOCIATION

impossible by the rules, and a minimum work or pay guarantee of
four hours was required for any gang turned to a job. In brief, for
every hatch to be worked, a minimum absolute level of labor input
was required—from 40 to about 70 manhours >—without regard to
output. The second illustration, not unique to longshoring, was a
variety of guaranteed annual wage in force from 1961 through 1966.
The equivalent of 35 hours weekly, at the basic straight time rate,
was guaranteed to all longshoremen who were fully registered in 1960.

Figure 1 represents a conventional production function; the lines
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q1 through q4 are successively higher levels of output. The lines
(w1/wz)1 and (wy1/wsp), are representatives of two sets of isocost
lines, whose slopes reflect relative factor prices. The expansion path,
for example line r, associated with (wi1/wz)2, is the locus of the least-
cost combinations of inputs to produce the various levels of output.
If (x1)¢ is the absolute amount of labor required to be employed, the
least-cost input combinations now available to the firm or industry
are indicated by the intersection of the various output curves with

2 Depending on gang size: the absolute minimum includes six hold men, two
deck men and two front men. Some ports further required a gang boss; most
goods and ports required two additional hold men for discharging cargo, and
a dock gang of from one to five men, varying with port and commodity, usually
was required.
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the line (x;)¢b. For all outputs less than qs, the imposition of the
rule would require inefficient input combinations, given factor prices
(Wl/ Wz) 2.

In figure 2, AC, represents industry average costs® when all
factors are variable; AR is the industry demand curve for output.
The imposition of the lump-of-labor rule changes the cost function as
suggested by AC;. The decreasing segment reflects largely the spread-
ing over a larger output of the constant lump-of-labor cost. AC;
coincides with AC, at g3 and all larger outputs. Equilibrium output
and factor inputs are unchanged from the nonrule, competitive solu-
tion; employment at (x;); is higher than the required minimum.

However, alternative outcomes are possible. ACp in figure 2
represents the same information as AC; with the single exception
that factor prices are higher in terms of output price.* The horizontal
segment of AC, represents costs associated with outputs on the expan-
sion path. Unlike the preceding illustration, the output associated
with the rule in this case is smaller, average costs higher, and labor
input larger than would have been the result without the rule.

The chief implication of the analysis, as it is developed here, is
that it is impossible to conclude, on a priori and nontautological

?Both figures assume infinitely elastic supplies of both factors and a_first
degree homogeneous production function; that is, a proportionate increase in all
inputs yields the same proportionate increase in output. Given relative factor
prices, total costs are proportionate to output and average costs are constant.

4 The same analytical result may be obtained by assuming a contraction in
the industry demand for output such that AR intersects AC, at some quantity
smaller than ga.
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grounds, that the imposition or negotiation of a fixed minimum
quantity of input is necessarily inefficient.

The evidence in Pacific longshoring suggests that the fixed quan-
tity of input rules did not result in inefficiency. The wage guarantee
to the permanent, minimum work force was never used ; employment
was at all times above the minimum during the life of the provision.
That is, the situation resembled that described by AC,, output q4 and
input (x1)1. The evidence with respect to minimum fixed labor input
to the hatch is only slightly less clear. The rigid no-shifting-of-gangs
provisions were abandoned in 1959. No significant increase in pro-
ductivity resulted in that or the following year. Further, the minimum
tonnage per hatch that could be handled efficiently—corresponding to
qs in figure 1—was about 40 to 100 tons for typical breakbulk cargo,®
whereas the average tonnage per hatch actually handled was approxi-
mately 350 tons in the relevant years. This suggests that a large pro-
portion of the total tonnage was unaffected by the minimum fixed
labor input.

The finding that no adverse effect resulted from this variety of
union-imposed restriction is not surprising. The principal motive for
a wage-or-work guarantee is to force the employers to regularize em-
ployment, and not, for example, to extract the largest possible wage
income from industry. The guarantee is successful, in the eyes of the
negotiators, if the employers are able to reorganize production such
that no idle labor input is required.®

Fized proportion rules. An empirically more important variety of
work rule requires that labor vary as a fixed proportion of other inputs
or of output. In Pacific Coast longshoring, the before-1960 contract
between the union and the employers specified minimum gang size
and maximum draft size—the weight or number of pieces of a com-
modity to be hoisted by winch or crane for movement between the
dock and the hold of the ship. Further, informal practices controlling
the pace of work, both on the dock and in the hold, were imposed uni-
laterally by the union members at the local level. The rules were in

®Using a rough average of productivity rates drawn from a number of
U.S. ports for the mid-1950’s—about 1 to 125 tons per manhour. See National
Research Council, Maritime Cargo Transportation Conference, Cargo Ship
Loading: An Analysis of General Cargo Loading in Selected U.S. Ports (Wash-
ington : National Academy of Sciences, 1957).

¢ Guaranteed wages merit more analysis than I have included. They could
be used to inhibit technological change, to change factor shares of industry
income, and so on.
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force for more than 20 years.” The consequence was, for a long time
and over a wide range, that output was proportional to labor input.
In other words, productivity was constant.

Analytically, the fixed proportion rules exclude or transform part
of the production function. In figure 1, line r; represents the locus of
the rule-imposed maximum output or capital input proportions. At
relative factor prices greater than (wi/ws),, for example (w1/w2)z2,
costs are minimized only with those input combinations on line rj,
for all output levels; combinations on the production surface to the
left of r; are excluded by the rules, those to the right are more costly.
If the production function implies constant returns to scale, the inputs
and output are related to each other in fixed proportions.®

The unambiguous effects of the fixed proportion rules, assuming
relative factor prices to be sufficiently high, are to require inefficient
input proportions and higher unit costs for all output levels. The
elimination of the rules, if they were restrictive, must be accompanied
by increased capital input and increased productivity.

The employment effects of fixed proportion rules cannot be pre-
dicted without knowledge of demand conditions for the industry’s
output. If output demand is inelastic, the rule-imposed employment
level will be higher than nonrule employment, given relative factor
prices. On the other hand, a very elastic output demand would lead
to smaller employment, as higher costs forced output reductions suffi-
ciently large to overcome the employment-increasing effect of smaller
capital input and lower labor productivity.

In Pacific Coast longshoring, maximum draft size, informal out-
put controls, and minimum dock gang requirements were eliminated
by the 1960 agreement and subsequent implementation of the pro-
visions at the local level. Minimum ship gang size was reduced. Pro-
ductivity increases attributable to elimination of these rules were
neither astonishing nor insignificant—about 9 per cent by 1963 and
11 to 12 per cent by the end of 1964. The gains are impressive chiefly
by contrast with the near-total absence of productivity increases dur-

"The union was recognized in 1934. Almost all of the work rules and
practices were put into effect during the few years 1935 through 1940.

8 The analysis in this paragraph is similar to the discussion in Lloyd Ulman,
The Rise of the National Trade Union (Cambridge: Harvard University Press,
1955), pp. 539-540; Paul A. Weinstein, “Featherbedding: A Theoretical Analy-
sis,” Journal of Political Economy, Vol. LXVIII (August 1960), pp. 386-383;

and Norman Simler, “The Economics of Featherbedding,” Industrial and Labor
Relations Review, Vol. 16 (October 1962), pp. 119-121.
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ing the two decades before 1960. Investment in improved cargo
handling gear and machines for some breakbulk cargo did occur, but
only on a modest scale. Employment in cargo handling affected by
the fixed proportion rules was about the same after rule elimination
as before, almost certainly a result of a small outshift in industry
output demand, offsetting what otherwise would have been a small
decrease in labor input.

The negotiated production function. The most important variety
of work rule or restrictive practice, certainly in Pacific longshoring
and probably in other industries as well, differs from all others in
that it transforms the entire production function. The existence of
this variety of rule is suggested by the behavior of unions and em-
ployers and, in Pacific Coast longshoring, confirmed by the results
of rule abolition.

The most flagrant examples of featherbedding in Pacific long-
shoring prior to 1960 were multiple handling and “witnesses”—men
who were dispatched and put on the payroll, but who literally had
nothing to do but watch a few other men work. Simple multiple
handling is concisely described by an industry spokesman,

. the present practice in this harbor area is to require that
any outbound cargo prepalletized before arrival at the dock by
persons other than longshoremen must be removed from the
pallet boards by teamsters, placed on the dock and then re-
loaded on stevedore pallet boards by longshoremen. The same
situation obtains in reverse on the discharge of palletized cargo
from the ship.?

Ship-to-ship goods movement involving a delay or storage in transit
was also subject to multiple handling despite the fact that all work
was performed by longshoremen.

The witnesses were usually associated with special operations—
bulk handling of various goods and nonconventional packages, includ-
ing unitized loads of some goods, and cargo boxes or containers where
they were permitted at all by the local union. Most of these goods
could be handled by conventional methods, subject to the previously

®From the statement of Lee G. Paul, counsel for the southern division of
the Pacific Maritime Association and for the Master Contracting Stevedores
Association of Southern California, in U.S. Congress, House of Representatives,
ommittee on Merchant Marine and Fisheries, Study of Harbor Conditions in
Los Angeles and Long Beach, Hearings: October 19, 20, and 21, 1955 (84th
Congress, 1st Session. Washington: 1955), p. 153.
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described minimum manning, pace of work and load limit require-
ments. Iron and steel scrap, for example, may be loaded by a dock
gang shoveling the pieces from a truck to tubs. The tubs are lifted
aboard ship, lowered to the hold and dumped by the ship’s gear; in
the hold, the scrap is trimmed, or leveled, by shovel gangs. The
method resembles conventional breakbulk handling, and would re-
quire 12 to 16 men to the hatch. Alternatively, the scrap could be
lifted by shoreside crane directly from a truck or railcar, and dropped,
using a steel chute, to the hold. Any trimming necessary could be
done with a bulldozer. As few as three or four men at a hatch could
do the job. In practice, manning was negotiated, and varied with
capital intensitivity ; in one major Pacific port, for example, manning
requirements for scrap loading operations were fourteen men to the
hatch if the ship’s gear were used, ten men if a shore-based crane were
used. Such rules, requiring more than the technically efficient three
or four men, are restrictive, but they are neither fixed quantity nor
fixed proportion rules. Before 1960, a wide variety of goods—iron
ore, copper ore, wheat, rice, barley and rye, animal feeds, packaged
lumber, newsprint and other goods handled in large quantities—were
worked with negotiated manning and methods ranging from only
slight alteration of the conventional breakbulk standards to half or
even a third of the conventional manning, and at average output rates
per manhour far above the conventional method rates.

Manning on special operations and multiple handling are illus-
trations of a third kind of work rule—the negotiated production func-
tion. The rule denies the entire technologically-based production
surface to the firms and industry, but it permits, more or less, capital-
for-labor substitution. In effect, the rule shifts the production function
such that all possible combinations of factor inputs are associated with
smaller outputs than without the rule.’® The negotiated production
function is analogous, allowing for the difference in direction, to a
production function shifted by a change in human knowledge or
technology.!?

Figure 3 illustrates, with only one isoquant, a likely interpretation

1 Q = f(xi1, x2) is the production function based on technology, then the

roduction function constrained by institutional arrangements negotiated or
imposed by the union would be Q, =& [f(xi, x:)], such that for any given pair
of nonzero values for x: and x:, Q. < Q.

 Note, for example, the “efficiency parameter” and discussion of its effects
in the constant-elasticity-of-substitution production functions estimated in K.
Arrow, H. Chenery, B. Minhas and R. Solow, “Capital-Labor Substitution

and Economic Efficiency,” Review of Economics and Statistics, Vol. XLIII
(August 1961), pp. 225-250.
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*2

Figure 3

of the negotiated production function. Technological conditions are
reflected in the pre-shift isoquant q; ; the curve (q,): represents the
factor input combinations permitted to the industry, by negotiations,
to produce output qi. A priori predictions of effects of the rule are
difficult because they require further assumptions about the shape of
the negotiated production function. Generally, average costs under
the new rule are likely to be intermediate over the relevant output
range—higher than with no rule, lower than with fixed proportions
rules. Employment effects further depend on output demand elas-
ticities. If demand is inelastic at all three cost levels, and the negoti-
ated production function approximates the shape and position de-
scribed in figure 3, employment with negotiated production function
rules will be intermediate—higher than nonrule, lower than with
fixed proportions.

The negotiated production function may be interpreted as a ra-
tional device used by a union, given factor prices, to exploit the possi-
bilities afforded by an industry output demand function with variable
elasticity. Rigid adherence to fixed proportion rules results in lower-
than-otherwise employment levels if the resulting costs yield an equi-
librium output at an elastic portion of the output demand function.
At the other limit, costs based solely on the technological least-cost
input combinations may yield equilibrium output at an inelastic por-
tion of the demand function. Employment, and the aggregate wage
bill, will be largest with some intermediate sort of restriction on input
combinations—for example, a negotiated production function. An
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even more compelling case may be made for abandonment of fixed
proportions if the technologically-based production function exhibits
increasing returns to scale; in this case, even with rather inelastic
output demand, employment would be increased by abandoning the
fixed proportions rules.

An interesting implication of the negotiated production function
rule is that its elimination may result, for a given output level, in
reductions in employment and costs and increases in productivity, with
no significant increase in investment. The lifting of the constraint
simply eliminates the redundant labor inputs, and all inputs are more
efficient than they were before the change.

Multiple handling and excess manning on special operations were
eliminated on the Pacific Coast by the 1960 contract changes. The
results were dramatic: by 1963, productivity had increased by 60
per cent in the dockwork segment of breakbulk cargo handling, rele-
vant to multiple handling, and by 48 per cent in bulk operations, in
which the witnesses were prominent. Employment in both dockwork
and bulk operations declined substantially, although the employment
loss in the latter was partially offset by increased output. Capital
inputs were unchanged in dockwork and the changes in bulk opera-
tions were those associated with movement along an expansion path
to meet output demand shifts.

Concluding comments. An extensive system of work rules was
negotiated or imposed in Pacific Coast longshoring in the few years
from 1935 through 1940. Although the evidence was tentative, em-
ployers and a few independent scholars alleged or found productivity
declines of 20 to 30 per cent as a consequence of imposition of the
rules and informal practices.!? Productivity remained approximately
constant from 1940 through 1960. In the latter year, almost all restric-
tive rules and practices were abolished. Productivity increased very
substantially with the implementation of the contract changes. In
1964, output per manhour was nearly 40 per cent higher than the
1960 level. A close examination of the sources of productivity change
for the recent years indicates that about two-thirds of the increase is
attributable directly and solely to the relaxation of the restrictive rules.
Much of the remaining productivity change is indirectly related to rule
elimination in that it derives from investment changes—movement

32 A sample of the published data is reproduced in Sumner H. Slichter,

Union Policies and Industrial Management (Washington: The Brookings Insti-
tution, 1941), pp. 174-175.
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along the production function—that very likely would not have oc-
curred, or would have been heavily overmanned, without the rules
relaxation.

Of the three theoretical views of restrictive work rules, the negoti-
ated production function is the principal innovation, and for this
industry, the most useful interpretation. The most restrictive rules
may be understood only as institutional shift parameters. Further,
the shipwork restrictions may be regarded as fixed proportion rules
imposed on a production surface that had been already shifted a bit
by negotiations. The industry employers in fact expected increased
productivity without increased investment as a result of rule relaxa-
tion—in other words, movement from a point off to a point on the
technologically-based function. Although a significant proportion of
the increased productivity in shipwork probably was the result of a
production function shift, the effect is small—something less than
the 1963 nine per cent productivity increase for this segment of
longshoring.'3

The broad implication of the study is that analyses and estimation
of production relations must rcognize that the production function rests
not only on technology but also institutional arrangments.

 The relatively small increase in productivity associated with shipwork is
consistent with two interpretations—the rules were not very restrictive, or, the
second, adjustment to optimal input proportions requires, when new investment
is involved, a substantial length of time. The author favors the second view. By
1965 and 1966, the industry was rapidly developing new techniques, essentially
capital-intensive and labor-saving, to handle breakbulk cargo. These include,

for example, remote-controlled hook gear to speed positioning of the drafts and
to eliminate sling men, and so on.



THE STRUCTURE OF COLLECTIVE
BARGAINING AND SOME OF
ITS DETERMINANTS

Davip H. GREENBERG !
The RAND Corporation *

At the end of the Second World War, there was widespread dis-
cussion and debate over the economic impact and social desirability of
alternative structures of collective bargaining.® Interest in the struc-
ture of collective bargaining, while not as intensely nor as emotionally
pursued as formerly, has persisted.* What has hitherto been missing is
a systematic, empirical study, covering a broad cross-section of indus-
tries and utilizing quantitative data, which tries to determine why
certain industries adopt a particular collective bargaining structure
and others do not. This paper summarizes a study which attempted
to fill this gap.

THE STRUCTURE oF COLLECTIVE BARGAINING

Discussions of “bargaining structure” tend to focus upon two
major structural dimensions: (1) the scope of bargaining units within
an industry and (2) relationship among these units. In describing
the former, traditional emphasis has been on two polar possibilities :
single-employer bargaining and multiemployer bargaining. In the

! This report is a summary of a Ph.D. thesis in economics at M.I.LT. The
author is grateful for the guidance of his thesis committee, Professors Charles A.
Myers, Abraham J. Siegel and Morris A. Adelman, and to the participants
in the Industrial Relations Research Seminar at M.I.T.

2 Any views expressed in this paper are those of the author. They should
not be interpreted as reflecting the views of The RAND Corporation or the
official opinion or policy of any of its governmental or private research sponsors.

® Representative of this interest are the Hearings Before the Joint Com-
mittee on Labor-Management Relations on the Operations of the Labor-
Management Relations Act, 1947, 80th Cong., 2d Sess. (Washington, D.C.:
U.S. Government Printing Office, 1948), parts 1 and 2, and a number of studies
published as the “Industry-Wide Collective Bargaining Series” by the Univer-
sity of Pennsylvania in 1948 and 1949 and edited by George W. Taylor.

¢ See, for example, The Structure of Collective Bargaining: Problems and
Perspectives, ed. Arnold R. Weber (New York: The Free Press of Glencoe,
Inc, 1961), and the Report and Hearings of the General Subcommittee on
Labor of the Committee on Education and Labor in the House of Representa-
tives, Multiemployer Association Bargaining and Its Impact on the Collective-
Bargaining Process, 88th Cong., 2d Sess. (Washington, D.C.: U.S. Government
Printing Office, 1965).
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real world, of course, a continuum exists. Important elements of multi-
employer bargaining frequently appear in industries where single-
employer bargaining predominates and wice-versa. Single-employer
bargaining, itself, may be subdivided into “companywide bargaining”
and “company sub-unit bargaining,” i.e., bargaining by single estab-
lishments or regional groupings of establishments.

Relationships among bargaining units have several important
facets. First, there are two polar possibilities where intra-industry,
inter-bargaining unit relationships are nonexistent: (1) industrywide
bargaining and (2) nonpattern bargaining. Between these extremes
one finds pattern following of varying strength and geographic scope.

These rather elemental notions have been employed in developing
the structural classification system appearing in Table 1. Appropri-
ately classifying as many industries as possible, however, proved much
more difficult than the construction of the classification schema. Even
assuming (much too optimistically) no dearth of information, collec-
tive bargaining structures in many industries are exceedingly complex
and not easily forced into a two-dimensional classification system. Dual
goals of keeping the classification scheme relatively simple and useful
and of revealing as many significant aspects of each industry’s bar-
gaining structure as possible are somewhat incompatible. The latter
has been sacrificed to a degree for the sake of the former.

Ultimately, 52 industries were classified.? In attempting to maxi-
mize the number of industries in the sample, a wide variety of sources
were utilized, including industry case studies; union periodicals, con-
vention proceedings and officers’ reports; reports on contract settle-
ments; and statistical measures of the extent of multiemployer bar-
gaining by industry.® The industries in the sample were by no means
randomly selected ; they are simply those industries for which sufficient
information was available, so that they could be classified with
reasonable accuracy. The sufficiency of data and therefore, the prob-

5 Alterations in bargaining structure in 1965 and thereafter are not taken into
account in_Table 1.

°U.S. Bureau of Labor Statistics, Collective Bargaining Structure: The
Employer Bargaining Unit, Report No. 1 (Washington, D.C.: U.S. Govern-
ment Printing Office, 1953) ; “Major Union Contractors,” Monthly Labor Re-
view, Vol. 85, No. 10 (October 1962), pp. 1136-1144; and Neil W. Chamberlain,
“The Structure of Bargaining Units,” Industrial and Labor Relations Review,
Vol. X, No. 10 (October 1956), p. 39. These studies have one or more of
the following shortcomings: (1) The data are rather old, (2) The sample used
is biased, (3) The data are highly aggregated. For these reasons, it was not

possible to assign numbers to each industry measuring the percentage of
employees covered by multiemployer contracts.



TABLE 1
Extent of Unionization and the Type of Negotiating Unit

Type of Negotiating | Multiemployer | Individual-Employer =~ — |
Unit |~——————————Companywide ———————| Company Sub-Unit
Relations Pure Multiemployer Significant Multiemployer —————Pure Individual-Employer————|
Between Bargain- Single Employer Significant
ing Units A B C D E
Industrywide Wallpaper Postal Service
I Men'’s Suits & Coats
Anthracite Coal
Railroads *
Pineapple
Auto Sprinkler Inst,
Strong Pattern Elevator Const. Basic Steel Meat Packing Aluminum Oil Refining
II Glass Containers * Cigarettes Cement
Fur Tin Cans
Bituminous Coal Tires & Tubes
Trucking Flat Glass *
Motor Vehicles
& Parts
Farm Implements
Middle Pattern Millinery Shoes Airlines Non-Ferrous Metals
II1 Pressed & Blown Rugs & Carpets * Aerospace
Glassware Fabricated Rubber  Telephone

Strongly Linked
Regional Pattern
v

Weak Pattern
v

Regional Pattern VI

No Pattern (or local
pattern)
VII

Offshore Maritime *
Stevedoring

Gt. Lakes Maritime
Lithographic *

Hotels *

Ladies Garments

Caps & Cloth Hats

Supermarkets
Malt Liquor

Inland Waterways

Shipbuilding

Woolen & Worsted

Cotton & Rayon
Textiles

Electrical Mach.
Hats *

Local Transit

Electric & Gas Util.

Primary & Secon-
dary Education

Pulp & Papert
Chemicals

* At least 5% of the unionized employees in multiemployer industry are in single employer bargaining units or vice-versa.
t Significant multiemployer bargaining exists in industry.
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ability of inclusion in the sample generally appears to be positively
correlated with the following two factors: (1) the extent to which
the industry has been unionized, and (2) the strategic importance of
the industry to the economy.

Methodological problems abound in attempting to classify indus-
tries on the basis of their bargaining structures. While time and
space preclude their explicit discussion here, the following list of the

more important rules of thumb used in compiling Table 1 may be
helpful.

1) The geographic perimeters of the industries (with the possible
exception of the maritime sector) correspond to U.S. boun-
daries.

2) Within the constraints established by (1), the following work-
ing definition of an “industry” was employed: a bargaining
unit or group of units treated and conceived of by the individu-
als involved in collective bargaining as a distinct entity.”

3) In defining a pattern, considerably more emphasis is on
wage movements than on fringe adjustments.

4) In classifying an industry, wage-fringe movements in the
unorganized sector are excluded from consideration.

5) Industries are classified on the basis of wage-fringe move-
ments between companies or establishments, rather than be-
tween occupations.

6) Firms and establishments are considered part of a bargaining
unit when they are consistently identified as part of that unit
in union, management, and government reports.

7) An industry is catalogued as “multiemployer” if 50 percent or
more of its unionized employees are covered by multiemployer
contracts.

8) An industry is catalogued as “company sub-unit” if over 50

"The danger inherent in a researcher making his own judgments as to
appropriate industry boundaries is that he may structure his definitions in such
a way as to find what he expects to find. In most instances there is sufficient
discontinuity between groups of bargaining units to make industry boundaries
rather obvious. Selection of alternative industry definitions in the borderline
cases, e.g., a single rubber industry rather than a rubber tire industry and a
fabricated rubber products industry, probably would have little effect on the
conclusions presented below. Both the bargaining structure classification and
the values of the variables studied would change in a direction consistent with
the tested hypotheses. For example, it is postulated that the strength of pattern
followmg within an industry is directly related to the degree of seller concen-
tration found within the industry, e.g., the “rubber industry” has a smaller
concentration ratio than the tire industry, but the former would be classified
as middle pattern, while the latter is found in the strong pattern category.
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percent of all unionized employees work for multiplant com-
panies that bargain by individual plant or regional division.

9) To fall within the “strong pattern” category, a minimum of
75 percent of the unionized employees within an industry must
receive identical wage adjustments (unless the difference is
explicity for the purpose of narrowing or eliminating differ-
entials).

10) To qualify as “weak pattern,” there must be a key settlement
which serves as a primary frame of reference throughout much
of the industry.

11) An industry is classified as “strongly linked region pattern”
when its patterns are generated within fairly broad regional
areas, but are responsive to industry wage movements and/or
wage levels elsewhere.

THE STRUCTURAL DETERMINANTS

Once Table 1 was developed, the next step was to “explain” why
certain industries are found in certain categories. In other words,
to seek the industry characteristics systematically associated with
particular collective bargaining structures. In order to illustrate the
general approach utilized, the relationship between bargaining struc-
ture and one of its determinants—seller concentration—will be de-
scribed in some detail. Most of the other results can only be briefly
highlighted, although statistical evidence in support of a few of the
more important conclusions will be presented.®

The Impact of Seller Concentration

The following hypothesis was tested: the strength of pattern fol-
lowing within an industry is directly related to the degree of seller
concentration within the industry, while the likelihood of multiem-
ployer bargaining is inversely related. It was suggested that industry
pressures for uniformity can be satisfied through two alternative
mechanisms: (1) multiemployer bargaining and (2) pattern following.
Pattern bargaining is least feasible and the stabilization of labor costs
is most imperative in unconcentrated industries. Employers in these
industries tend to negotiate through associations, thereby increasing
concentration in the collective bargaining arena.

To test the hypothesis, concentration ratios, i.e., the percentage
of total employment accounted for by the four largest companies in

® The sources for the figures presented are too numerous to cite in this
paper, but are presented in full in the thesis cited above.
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each industry, were assembled for as many of the industries listed in
Table 1 as possible. The results from this analysis are summarized
in Table 2. Because of the size of the sample, the bargaining structure
categories (or boxes) were amalgamated into four major bargaining
structure groups. Since the study was a cross-industry comparison,
each industry was considered a single observation and the unweighted
average of the concentration ratios of the industries in each group was
calculated.® A strong inverse relationship between concentration and
multiemployer bargaining is readily apparent in Table 2. A positive
correlation between seller concentration and pattern strength may also
be observed.1?

TABLE 2
SELLER CONCENTRATION RATIOS

(Percentage of Industry Employment Accounted for
by the Four Largest Companies)

Number of
Mean Industries
(a) Multiemployer 26.74% 19

(b) Individual-Employer:
Industrywide and
Strong Pattern 65.18 11
(¢) Individual-Employer :
Middle Pattern and Strongly
Linked Regional Pattern 41.50 10
(@) Individual-Employer :
Weak Pattern and Regional
Pattern and No Pattern 34.79 9

Other Determinants of Bargaiming Unit Type

Employers in both large-scale and small-scale industries have dealt
with unions through associations, but the compulsions to adopt multi-

°For example, row (c) is assigned to that group of industries in which indi-
vidual employer bargaining predominates and relationships between bargaining
units is of a middle pattern or strongly linked regional pattern nature, i.e., the
10 industries assigned to the following six boxes in Table 1: IIIC; IIID;
IIIE; IVC; IVD; and IVE. The mean of their concentration ratios is 41.59.
This was calculated by adding the concentratlon ratios for the 10 individual
1ndu6tnes qu]?? Silwdmg by 10 (24% + 56% + ... +91% = 415.0%; 415%

*When the Student’s t distribution is used to test the difference between
each pair of means, all but two (the difference between group (a) and group
(d) and the difference between group (c) and (d)) are statistically significant
at, at least, the 5% level. This test, however, assumes a random sample has
been taken from a normally distributed population. Therefore, the appropriate-
ness of utilizing such a test under these circumstances is debatable.
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employer bargaining are stronger among the latter. For example,
when the percentage of industry employment in establishments with
less than 20 employees and with 250 and more employees was calcu-
lated for all industries for which sufficient data were available, the
means for 18 multiemployer industries were 15.34% and 46.68%,
respectively while the comparable averages for 27 individual-employer
industries were 1.53% and 78.85%, respectively.!!

There are several reasons why one would expect to find such a
relationship. (1) Smaller employers have a greater need to buttress
their bargaining position through association than do larger employers
and generally relinquish less potential for independent action or special
treatment in forming an association. (2) There are certain economies,
e.g., actuarial savings on fringes, decreases in the number of neces-
sary negotiations, and greater feasibility of utilizing specialists, realized
through bargaining agglomeration. (3) In some small-scale industries
multiemployer bargaining has fostered joint union-management ap-
proaches to mutual problems strengthening the employers’ ability to
survive.

Two other factors which appear to encourage multiemployer bar-
gaining are relatively high labor costs and spatial proximity. Some
evidence on the latter point is secured by calculating the percentage of
employment accounted for by each industry’s top state. The average
for 18 multiemployer industries is 38.36%, but is only 21.34% for 27
individual-employer industries.!?

In some industries a further consideration, and one that is closely
related to firm size and to variability in the individual employer’s
labor requirements, is the union’s role in the hiring process. Multi-
employer bargaining predominates in each of the eight sample indus-
tries where employers usually or frequently turn to a union for
workers.

In a few industries, such as the inland waterways industry, pres-
sures from the nonunion sector have probably discouraged multiem-
ployer bargaining. Empirical results indicated that the geographic
extent of the product market is not directly related to the type of
bargaining unit characterizing an industry.

While multiemployer bargaining is quite common, there are

™ The differences between these means are statistically significant at the
0.1% level.

* The difference between these means is statistically significant at the
1% level.
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relatively few industries in which company sub-unit bargaining pre-
dominates. Bargaining on a company sub-unit basis frequently both
results from and adds to union weakness. It is most often, but not
exclusively, found in industries in which union fragmentation and non-
union establishments are both significant. Company sub-unit bargain-
ing also sometimes characterizes industries in which major companies
operate in several regional and/or local product markets.

Other Determinants of Inter-Unit Relationships

Besides seller concentration, two other variables—geographic con-
centration and the degree of unionization—were found to be positively
associated with the degree of uniformity in wage movements. Tables
3 and 4 attest to these two relationships.!®* Table 5, which utilizes
index numbers indicative of the relative degree of union rivalry within
the sample industries, provides rather strong evidence that union
fragmentation, when not counteracted by joint bargaining, is an im-
portant impediment to uniformity.!4

13 The differences between most of the pairs of means in Table 3 are not
statistically significant. However, if rows (b), (c), and (d) are consolidated,
the differences between the resulting means for both the top state (21.85%) and
the top four states (51.119%) and the corresponding means in row (a) (36.029,
and 64. 29%, respectively) are statistically significant at the 29, level.

A chi-square test indicates that the positive relationship between unionization
and uniformity in wage movements indicated by Table 4 is statistically signifi-
cant at the 19, level.

** This result is statistically significant at the 0.19% level.

TABLE 3
GEOGRAPHIC CONCENTRATION RATIOS

(Percentage of Industry Employment in Top State
and Top Four States Ranked by Employment)

Relations Between Mean— Mean— Number of
Bargaining Units Top State Top 4 States Industries
(a) Industrywide and

Strong Pattern 36.02% 64.29% 20
(b) Middle Pattern and Strongly

Linked Regional Pattern 26.45 57.72 13
(c) Weak Pattern and

Regional Pattern 18.76 49.07 7

(d) No Pattern 14.22 36.80 5




STRUCTURE OF COLLECTIVE BARGAINING 351

TABLE 4
EXTENT OF UNIONIZATION

Extent of Unionization®

Relations Between Total
Bargaining Units 85-1009% 75-85% 60-75% 20-60% Industries
(a) Industrywide and

Strong Pattern 18 4 1 0 23

(b) Middle Pattern and
Strongly Linked
Regional Pattern 5 2 3 4 14

(c) Weak Pattern, Regional
Pattern and
No Pattern 4 3 3 4 14

Total Industries 27 9 7 8 51

* Each industry is classified on the basis of the percentage of its production
workers at establishments where the majority of production or equivalent
workers are covered by the terms of labor-management agreements.

TABLE 5§
UNION FRAGMENTATION INDEX

Union Fragmentation Index!®

Relations Between 3 and Total
Bargaining Units 1 2 Over Industries
(a) Industrywide and Strong Pattern 21 1 1 23
(b) Middle Pattern and Strongly

Linked Regional Pattern 7 5 2 14
(c) Weak Pattern, Regional Pattern

and No Pattern 4 6 5 15
Total Industries 32 12 8 52

! Each industry was assigned an index number on the following basis. A
single union bargaining independently or two or more unions bargaining jointly
with major companies or employers’ associations was considered a single “nego-
tiating union.” Each negotiating union controlling at least 15%, or two or more
negotiating unions controlling at least 209, but individually less than 15%, of
the total union membership in an industry, counted as one. The index is based
upon a “horizontal” concept of rivalry, i.e. jurisdiction rivalry within crafts
employing a majority of production or equivalent workers had to exist for the
industry to be assigned a number greater than one.

In a sense the mechanism through which uniformity is procured is
summarized by the “bargaining concentration ratios” appearing in
Table 6. These ratios represent the percentage of employment ac-
counted for by an industry’s largest and four largest bargaining units.
Table 6 suggests that as bargaining concentration increases, greater
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TABLE 6
BARGAINING CONCENTRATION RATIOS

(Percentage of Industry Production Workers Accounted for by
the Largest Bargaining Unit and the Largest Four Bargaining Units)

Relations Between Bargaining Unit Mean—Largest 4  Industries
Bargaining Units Mean—Largest Bargaining Units Number of
(a) Industrywide 85.42% 91.009% 7
(b) Strong Pattern 4173 69.06 15

(c) Middle Pattern and
Strongly Linked
Regional Pattern 17.64 35.29 14

(d) Weak Pattern and
Regional Pattern
and No Pattern 11.60 27.33 15

uniformity in wage movements is feasible.® Bargaining concen-
tration itself, however, is the product of the forces discussed above.
For example, companywide negotiation in industries with a high
degree of seller concentration beget a high degree of bargaining
concentration. If seller concentration is low, concentration for bar-
gaining puposes may be obtained through the formation of employers’
associations. Multiemployer bargaining, in turn, is facilitated by
geographic concentration. Thus, in multiemployer industries, geo-
graphic concentration has a role somewhat akin to that of seller
concentration in individual-employer type industries. Union strength,
measured either in terms of unionization or union fragmentation, is
also highly correlated with bargaining concentration and hence, with
the degree of uniformity in industry wage movements.

While unionization, union fragmentation, geographic concentration
and seller concentration are determinants of the degree of uniformity
in wage movements, the most important force delimiting the area of
uniformity is the pressure of competition in the product market. The
analysis indicated, for example, that the minimum geographic area of
uniformity tends to be defined by the geographic extent of the market.
Product segmentation, while less amenable to systematic analysis than
the geographic dimension of the market, appeared to impede the
spread of uniform wage movements in an industry. Uniformity
between markets and geographic areas is most probable when multi-

% The differences between almost all the pairs of means in Table 6 are sta-
tistically significant at, at least, the 5% level.
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market, multiarea companies are a significant industry force. The
linkage provided by such companies is most effective, in turn, under
companywide bargaining. In the absence of such bargaining, the
area of wage uniformity is largely contingent upon management
attitudes and the relative strengths of national union officers, localized
union elements, and employers.

Another linkage, important in a few industries such as ladies’
garments, motor vehicles and parts, and trucking, is provided by
vertical ties between companies. Common union affiliation is an
important added element, but in the absence of other linkages binds
employers loosely, if at all, to the same wage contour.

CONCLUSION

If a general conclusion can be drawn from the study, it is that an
industry’s bargaining structure is not arbitrary or accidental, but is
shaped by attempts by the participants in collective bargaining to
adjust as best they can to their environment. The analysis, however,
is static, while many of the emphasized variables—scale of operations,
the geographic scope of the market, seller concentration and so on—
change over time. The nature of corresponding adjustments in
bargaining structure, if any, suggest the degree of rigidity or flexibility
present in collective bargaining. In addition, it is the more easily
observable structural elements, i.e., the type and scope of bargaining
units and the degree of similarity in contractual wage-fringe adjust-
ments, which have been stressed. Observations on the economic
impact and social desirability of alternative structures of collective
bargaining frequently turn on identical considerations. Exclusion
of other important structural facets, however, may result in mis-
leading policy conclusions. To cite just one example, adjustments
to the special requirements of a particular firm or establishment,
which are unheralded, and indeed, sometimes intentionally concealed,
may take place within what formally appears to be an extremely
unyielding bargaining structure.l® Areas such as these deserve further
investigation.

* Numerous illustrations of sub rosa wage adjustments appear in George P.
Shultz, Pressures on Wage Decisions: A Case Study in the Shoe Industry,
(Cambridge, Mass.: Technology Press, 1951) and in Jerry Landauer, “Coal

‘Sweethearts,” ”” Wall Street Journal, Vol. CLXVI, No. 59, (Thursday, Sept. 23,
1965), p. 1.



EMPIRICAL EVIDENCE ON LABOR SUPPLY:
THE CASE OF DENTISTS

ALEx MAURIZI
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INTRODUCTION

One general problem concerning the allocation of human resources
is that relating to the lifetime distribution of the amount of time an
individual devotes to work activity. In this paper we shall deal only
with a cross-section of individuals in a given year, and will therefore
deal only with a special case of the more general problem.

Concern about the general problem goes far back into the history
of economic thought. However, in modern times the issue was
brought into sharp focus by a controversy between Professors Knight
and Pigou on one side who argued that imposing an income tax!
would increase the number of hours worked, and Professor Robbins
on the other who later pointed out that the relation between hours
worked and wage rates could not be determined a priori (6.12).
Nearly all empirical investigations into the question found a negative
relation between hours worked and the wage rate (6.4, 6.5, 6.6,
6.7, 6.15, 6.16).

In theory we cannot deduce the direction of influence which the
wage rate has on hours worked because an increase in the wage rate
implies that (1) the price of leisure has increased, so that there is a
substitution effect in the direction of taking less leisure, or working
more hours and (2) that real income has risen, so that there is an
income effect in the direction of consuming more of all (noninferior)
goods, including leisure, which means working fewer hours. [For a
recent discussion of this point see (6.6, 453) and (6.8, 482).] A
priori, it is impossible to say which effect will prevail Moreover,
there are other factors which also influence the decision regarding
hours of work (e.g., an individual’s income, wealth, age, and spouse’s
income) ; some of these other factors do have a predictable influence
on hours worked. Our primary task will be to determine whether
the factors with a predictable relation to hours worked behave as
they are expected.

*In this paper we shall not be concerned with government taxes in relation
to hours worked. A more complete model would need to include the impact of
both government taxes and revenues upon hours worked. For a discussion,

see (6.8).
354
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I
UniQue Aspects oF Our Stupy

Our study is unique in several respects and also represents a
significant advance over all previous studies concerning hours worked.
1) We have a very large number of observations on one particular
occupation, dentistry. Previous studies have dealt with very much
smaller samples than the nearly 5000 individual dentists utilized in
this analysis.2

2) The occupation of dentist consists of self-employed persons.
Never before, to our knowledge, has any group of self-employed per-
sons been analyzed concerning the relation between hours worked and
the wage rate. The importance of this fact should be obvious. Self-
employed persons are not covered by the Fair Labor Standards Act
which requires that an employer must pay time and one-half for
any hours worked beyond the standard work week of 40 hours. Some
people might be willing to work more than 40 hours at the going
wage ; others might require more than the going wage to work more
than 40 hours per week but less than time and one-half. There is no
way for a covered employer to allow such people to express their
preferences.® But for dentists, who are largely self employed,* there
are no institutional restrictions regarding hours of work. Incidentally,
the average work week for a dentist is more than 40 hours.’

3) Previous studies of hours worked used one statistical tech-
nique (if they used any at all)—single-equation, least-squares regres-
sion analysis. Using either limited information or two-stage least
squares techniques in a simultaneous equation setting, we find the

* The source of our data is the 1962 Survey of Dental Practice conducted by
the Bureau of Economic Research of the American Dental Association. The
author wishes to acknowledge the kind cooperation on the part of this Bureau
which enabled us to make the computations.

30Of course, there are opportunities for “moonlighting,” or taking second
jobs. If an individual wishes to work more than 40 hours per week at the going
wage, he may do so for a second employer. On the other hand, if an individual
should wish to work less than he is supposed to at a particular place of employ-
ment, “some flexibility can nearly always be obtained by absenteeism.” (6.8, 431).
Thus, for most people, there is some opportunity to vary hours of work in
accord with their own preferences despite the Fair Labor Standards Act or
union policies.

¢ Approximately 90 percent of the dentists in the country, in 1961, were
engaged in nonsalaried practice. (6.3d, 10).

% According to the American and Canadian Dental Associations, respectively,
the average work week for dentists in 1961 was 42.8 hours in the U. S. and 40.5
hours in Canada in 1958. According to the 1960 Census, 5% sample, the average
hours worked per week by self-employed physicians, dentists, and lawyers and
judges amounted to more than 40 in each case. The table below presents a
breakdown by age also.
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results for a variable of prime interest—the wage rate-—are exactly
the opposite of those produced by single-equation, least squares re-
gression analysis. This does raise some questions regarding the inter-
pretation of previous findings.

4) Finally, we are able to adjust hours worked for short-run
disturbances on the demand side because we have information re-
garding the length of the queue facing the dentist. This enables us
to get a better look at the long-run effect of various factors on the
supply side.

II
VARIABLES USED AND ANALYSIS

In the best overall analysis of hours worked to date, Finegan
(6.6) entered age, race, sex, and educational level as independent
variables in an attempt to standardize for these various influencing
factors. Of these, only the first (age) will be used as an explanatory
variable in this study. The reason for omitting the other variables is
that most dentists are of the same educational level [except for
specialists, who constitute less than five percent of the total stock of
dentists in this country (6.36)], and most are white males.® In short,
dentists are sufficiently homogeneous to obviate the need for many
of the adjustments Finegan found necessary. Now let us describe
the variables we do use.

1) Age

For several reasons we expect age to be negatively correlated with
hours worked. First, some of the dentists’ tasks require the exertion
of considerable strength, such as the pulling of teeth. The older a
person becomes, the less capable is his body of exerting this strength.
Second, the presence of a wealth effect will cause hours of work to

decline with age. For when a dentist graduates from school he
possesses a considerable amount of non-liquid, human wealth but very

TABLE: HOURS WORKED PER WEEK IN 1960

Occupation All Ages Age25-34 Agel35-44 Aged45-64
Self-employed lawyers & judges 45.1 47.8 47.9 45.1
Self-employed physicians 52.3 55.1 54.5 52.1
Self-employed dentists 41.6 434 443 41.0

Source: U. S. Census 1960: Characteristics of Professional Workers.

% The number of Negro dentists is less than 2 percent of the total stock of
dentists (6.3b),; the number of female dentists is approximately 1 percent of the
total stock (6.9).
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little liquid, non-human wealth. Because human capital depreciates
over time, once a dentist builds his practice there will be a tendency
to work longer hours (before one’s knowledge and technique become
obsolete). Moreover, the absence of wealth in non-human form (in
fact, the presence of debt for dentists just beginning practice)? will
induce longer work hours during the early years after a practice
has begun®

2) Assistants

We cannot predict how the number of assistants employed by the
dentist is correlated with hours worked. On the one hand, an increase
in demand is likely to cause an increase and expansion of the dentist’s
activities; he will hire more assistants and work longer hours; this
tends to produce a positive relation between assistants and hours.
Also, other things equal, the more helpers a dentist has the more
pleasant it is for him to work since he is able to spend more time
doing those tasks for which he is specifically trained; this also tends
to produce a positive relation between assistants and hours. On the
other hand, as we discover in the chapter on production function for
dentistry, a dentist with more assistants will also have a higher net
income; this will tend to produce a negative relation between assis-
tants and hours. The net outcome of these opposing tendencies cannot
be determined a priori.

3) Wage Rate

As we previously noted, this variable alone does not have a
predictable influence on hours worked because of the opposing income
and substitution effects. Most previous studies have found a negative
relation exists. Holding other things, including income, constant, we
would expect a positive relation between the wage rate and hours
worked. But the very high correlation (r = .88) between income and

TAs we pomt out in an earlier chapter on rates of return, dentists go mto
debt to buy equipment when their practice first begins. In the same chapter evi-
dence is also presented which indicates it takes around one year, perhaps two,
after practice 1s begun to build a practice. Until a practlce is built, an average
dentist works fewer hours than after the practice is built.

® Rosett found that the greater the extent of property income and the lesser
the extent of personal and mortgage debt, the less a person will work, other
things remaining equal (6.14, 75). Later, we present evidence of our own which
confirms Rosett’s finding. We should pomt out that the strength of the wealth
effect at any given age will depend largely upon the rate at which a person has
been accumulating wealth over his lifetime (exclusive, of course, of inherited
wealth). What determines the optimum rate (provided an optimum does exist)
is a topic which we shall not explore.
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the wage rate makes reliable estimates of the slope of the supply curve
impossible, as we shall soon see.

4) Queue, Fee

Other things equal, we would expect that the dentist with the
longer queue (queue is defined as the average wait for an initial
appointment) would work longer hours; queue, here may be re-
garded as an indicator of short-run changes in demand. In response
to a short-run increase in demand a dentist will work longer hours.?
Since we would expect that in a long-run equilibrium situation dentists
with short queues would charge high prices while dentists with long
queues would charge low prices,’® we include a fee variable to
eliminate variations in queue length inversely associated with varia-
tions in price. We are interested only in the variations in queue
length which represent short-run disturbances in demand.!!

III. DATA SOURCES

For our study we have chosen three different groups of dentists
but space permits us to report the results for only one, the group
of nonsalaried, general practice dentists covered in the 1962 Survey

®In a separate chapter on production function for the dental industry we
explore this proposition in more detail.

** We would expect, for example, that queue length would be influenced by
the level of per capita earnmg in an area where a dentist’s patients are located.
People with higher earnings would regard their time as more valuable, hence
would be interested in having a toothache (which, presumably, would reduce
their productivity during working hours) treated sooner rather than later, while
people with lower earnings would suffer less of a financial loss and would have
their toothache treated later. For the privilege of treatment sooner individuals
would be willing to pay a higher price. Gary Becker (6.1) has treated the im-
portance of time in economic analysis in a recent article to which those who
wish a more detailed discussion are referred.

* One might well ask why, in equilibrium, the queue length is not zero. One
reason is that the productivity of the dentist increases with the length of the
queue. If there were no queue, and the dentist knew the probability distribution
of the arrival of his customers, peaking at some hours of the day (at which time
the dentist would probably add some helpers to his office), and slumping at other
hours, the dentist would have idle hours. From the dentist’s view, since his time
is relatively valuable, it is better to have customers wait than for him to be idle.
Another reason might be that queue length is a means of advertising quality.
We are all familiar with the traveler who co'151ders the relative sizes of crowds
m various restaurants to determine which one is a “good” place to eat. While it
is not as likely that a dentist will line his patients up outside his office, in view
of all passers-by, it is, nevertheless, possible for the dentist to have a noticeable
waiting line. He can line patients up by keeping them in a waiting room
adjacent to his office until he is ready for them. Moreover, he can lengthen the
time between the moment a patient asks for an appointment and the moment the
patient is trecated. Any patient who calls for an appomtment can 1mmed1ately
determine how many others are asking for an appointment. If queue length is
an indication of quality, the dentist is able to advertise the fact in several ways.
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of Dental Practice, made by the Bureau of Economic Research at
the American Dental Association (6.3d). Out of an original sample
of approximately 7,500 dentists, we eliminated those dentists who
were not general practitioners and those who did not supply informa-

tion on either hours or income and thus reduced the sample size
to 4,730.

IV. EmpiricAL RESULTS
1) Sample

The results of some of our empirical analysis are presented in
Table 6.1 both for dentists of all ages as a whole and for dentists in
five-year age categories separately.!? If we look at the results for
dentists of all ages we find that age is significantly (a t-value of
—12.45) negatively related to hours worked, and that queue is signif-
icantly (a t-value of 9.34) positively related to hours worked, as
expected. We also discover that the wage rate is significantly, nega-
tively (a t-value of —19.88) related to hours worked with an elasticity
evaluated at the point of means equal to —.11. In addition, we find
that the number of full-time assistants is significantly, positively
(a t-value of 7.84) related to hours worked. An R2? of .12 suggests
the possibility that there is a considerable variation of dentists’ tastes
for work activity.

If we now inspect the results for each individual age category, we
find that queue has a consistent, positive relation to hours worked
and is significant five times out of ten. The wage rate has a consistent,
negative relation to hours worked and is significant for each age
category. The elasticity of hours with respect to the wage, evaluated
at the point of means, varies from —06 to —.21. The number of
full-time assistants has a consistent, positive relation to hours and is
significant in seven out of ten cases. The age variable, which we

2 Analysis was conducted for five-year age categories because of the possi-

bility of non-linearity between age and hours worked suggested by the following
table.

TABLE 6.2: HOURS WORKED PER WEEK

Age Hours Worked Age Hours Worked
25-29 2061 55-59 2019
30-34 2103 60-64 1852
35-39 2095 65-69 1814
40-44 2067 70-74 1620
50-54 2080 75 & over 1585

Source: (6.3d).



Y] =A+ B:X:+ Bqu + BaXs+ BeXs+ BaXs

TABLE 6.1: HOURS WORKED

Age n (no. of
Group A Ba:(t)* B2:(t) Bs:(t) Bi:(t) Bs:(t) Elas*** F**  R? dentists)
All ages 24137 26.8(9.34) 65.5(7.84) —30.8(—19.88) — 6.4(—2.23) — 6.5(—12.45) —.11 12838 A2 4730
25-29 2109.1 33.2(2.20) 164.7(3.77) —249(— 2.40) —31.9( 2.08) 75.0( 3.27) —.06 829 .10 393
30-34 1819.5 29.8(4.50) 87.0(4.06) —33.9(— 7.56) — 6.1(— .76) 11.1¢  1.15) —11 14.4 .07 917
35-39 27558 19.2(3.54) 35.7(2.37) —39.2(—12.88) 30( .46) —126(— 152) —16 369 17 930
40-44 2697.5 13.7(2.30) 422(271) —407(—12.28) — 1.0(— .22) — 89(—10) —17 323 16 837
45-49 27550 13.3(1.49) 46.2(1.87) —332(— 6.48) —10.1(—1.01) —104(— .82) -—.14 9.2 10 427
50-54 3337.7 16.7(1.75) 369(1.44) —21.9(— 7.35) 42( .47) —24.0(— 1.77) —.09 11.9 14 375
55-59 31332 23.8(2.27) 23.3( .63) —49.0(— 6.73) — 52( .47) —155(— .97) —.17 11.3 15 327
60-64 27862 12.2( 87) 102.7(2.22) —548(— 6.45) — 28(— .25) —109(— .59) —.19 89 14 274
65-69 54320 299(1.38) 152.0(2.67) —50.7(— 4.48) 1.2( .07) —537(— 1.87) —.16 54 15 158
70-89 27553 37.1(1.24) 219.3(2.10) —79.5(— 4.04) —20.0(— .99) —10.6(— .81) -—.z21 4.1 .20 89

* Values for a 2-tailed t-test of the null hypothesis By =
** Values for an F-test of the null hypothesis Bi=Bz=Ba —dB4 = ]%z— 0; equivalent to an F-test of the null hypothesis R*=0.

1

09¢

*** Flasticity of hours worked with respect to the wage rate, — where Xs=X; and Y:= 7Y, are evaluated at the re-
3 1
spective means.
Y, =annual dentist hours
X1 = queue length

X2= number of full-time assistants

X3 = wage rate (annual net income/annual hours)
Xi={fee for prophylaxis
Xs = age

NOILVIDOSSY HO¥VISTY SNOILVILY TVIILSAAN]
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expected to be insignificantly related to hours within each age category,
is insignificant in nine out of ten cases.!314

Our finding of a negative elasticity of hours with respect to the
wage rate is consistent with previous studies which conducted a single
equation regression analysis of hours worked. If we conduct our
analysis of hours worked in the frame-work of a simultaneous equa-
tions system, in order to eliminate possible simultaneous equations
bias in the coefficients, some rather different results emerge, however.

Let us suppose that we have a demand and a supply curve for
the dentist’s hours; the demand curve will be derived from the
market demand for the dentist’s services. Let us suppose that the
queue length, number of chairs in the dentist’s office (introduced here
as an additional demand-shift variable) and number of full-time
assistants are demand-shift variables or indicators. We would then
expect a downward sloping demand curve relating hours as a func-
tion of the wage rate (price). And let us suppose the supply of
hours is a function of the wage and that age is a supply-shift variable.

®The one exception occurs for the 25-29 year category. Since it takes
a few years for a dentist to build a practice, it is not too surprising that age
is significantly, positively related to hours in the 25-29 year category.

M Although our analysis has been of hours worked per year, similar re-

sults are achieved when hours worked per week is the dependent variable.
Table 6.2a below presents the relevant results.

TABLE 6.2a: HOURS WORKED PER WEEK
Y3 = A 4+ B1X1+4 B2X32+ BsXs+ BaXe + BsXs

Age
Group A Bi:(t) Bz:(t) Bs:(t) Ba:(t)
All Ages 49.5 .42(8.5) .70(4.8) —.51(—19.6) —.005(—.1)
Age
Group Ba:(t) Elas F R2 M
All Ages —.13(—14.1) -—.09 107.2 12 4730

Y2 = hours worked per week
Xi1~Xs same as in Table 6.1

TABLE 6.3: SIMULTANEOUS EQUATION RESULTS
OF THE SUPPLY CURVE
Y:i=A + B:Xi:+ BaXe

Limited Information Estimates:
1=24.10+.13X3s— 541X;
(.039)* (.714) S.E. of Estimate =4.40
Two-stage Estimates
Y1=21.78 4+ .12Xa— 542X
(.04) (.71) S.E. of Estimate=4.39

* Numbers in parentheses below regression coefficients are the standard er-
rors of the coefficients
Yi=hours Xs=wage Xs=age
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We then have the following identified, simultaneous equations system:

Demand: Hours = f(wage, chairs, assistants, queue)

Supply: Hours = f(wage, age).

In this model there are two dependent variables: hours and wages.
Estimating the supply equation using two stage least squares involves
first estimating the wage rate in a “first-stage” regression of wages
on all the remaining independent variables (chairs, assistants, queue
and age) and then entering this estimated wage into the supply equa-
tion as an independent variable. Hours are then regressed on age
and the estimated wage. (Limited information is a technique pro-
ducing similar results to two-stage least squares.) The results for
the supply equation are presented below.

The wage rate is positively, significantly related to hours worked
when we estimate the supply curve in a simultaneous equations frame-
work.’® Limited information and two-stage estimation procedures
produce nearly identical results. (Age, as expected, is significantly,
negatively related to hours.) To our knowledge, no previous study
of hours worked has ever attempted to analyze the problem in this
framework; every study has utilized only single-equation regression
analysis. When we confine ourselves to the technique of single-
equation least squares, our results are in complete agreement with the
other studies. However, using simultaneous equations estimates with
either the limited-information or two-stage least squares techniques,
we find that a positive relation between hours and the wage rate is
exhibited. Evidently, simultaneous equations bias did exist and was
important.

CoNCLUSIONS

We have improved upon Finegan’s analysis, the best overall
study of hours worked to date, because we considered a relatively
homogeneous group of individuals, who were self-employed besides,
and because we had observations on a relatively large number of

individuals. We have demonstrated that the choice of statistical tech-

* It might be objected that one important determinant of hours worked—
income—has been omitted, and that if it were included in both the single-
equation model and on the supply-side in the simultaneous-equation framework,
there would be no reversal of the sign of the regression coefficient for the
wage rate. We found this objection to be unfounded in our particular study,
as the table below indicates. The reversal of the sign of the wage rate occurs
with the inclusion of income. The inclusion of the income variable in the
single-equation model, however, greatly increases the explanatory power of
the set of independent variables; R?*(C) rises to .42 in comparison to .12 pre-
sented in Table 6.1. The simultaneous equation coefficients, however, are not
significant in either case, probably because there is a strong relation (r =.88)
between income and the wage rate.



TABLE 64

I. Single Equation Model :
Y1 =A+ B1X1 + BzXa + BaXa + B4X4 + BsXs + BoXa

Age
Group A Bi:(t) Ba:(t) Bs: (t) B.:(t) Bs:(t) Be:(t) Elas. F

R2

All ages 21420 7.71(3.3) 3.91(.6) —127(—56.0) —7.23(=3.1) 3.39(—8.0) .07(51.5) —.46 5.2
Y1, Xi-Xs: Same as in Table 6.1
Xo: Annual net income
II. Limited Information Estimates: Y = A + B:X;+ B:X.+ BsX;
Y. = 1439.8 + 48433.7X5 — 132066.2Xs — 2090.1 X, S.E. of Estimate: 73356.4
(60117.4)* (188017.5)* (2959.0)*
III. Two Stage Estimates:

Y, =688.0 + 40705.6Xa — 111134.7Xs — 1710.1X, S.E. of Estimate: 73160.0
(59830)*  (187350) * (2946)*

42

4730

* Numbers in parentheses below limited-information and two-stage estimated coefficients are standard errors of the coefficients.

Y,, X5, Xs: same as in Table 6.3. Xs: income.
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nique is important te the results. However, much more work re-
mains to be done in this area of investigation, for there is a real
problem remaining. We do not have an entirely suitable method for
separating the income and substitution effects upon hours. Annual
income is so highly correlated with annual income/annual hours that
both these variables cannot be presented in the supply equation with-
out producing insignificant results.
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ECONOMIC CHANGE AND THE LABOR
FORCE IN MICHIGAN

PETER S. BARTH*
The Ohio State University

I. PURPOSE AND SCOPE OF THE STUDY

Since economists profess to concern themselves with the problem
of allocating scarce resources, this paper represents a practical chal-
lenge to me as it attempts to summarize a fairly lengthy piece of
research in a very limited amount of time. Because several hypotheses
were tested, this limitation precludes giving more than an outline of
them or of the findings and conclusions reached here.

The aims of this study were to explore the responsiveness of the
labor force to changes in economic conditions, and to conduct this
analysis for an open economy. On balance does the labor force ex-
pand, contract or remain unchanged as unemployment rates change?
What other economic variables may be associated with changes in
the size or composition of the labor force? To what extent are these
changes due to migration? Such questions are of interest not only to
labor economists and persons responsible for making a national eco-
nomic policy. The growing body of literature in regional economics
reflects a new interest as problems of urban areas or depressed areas
are brought more to public attention.

In hopes of learning more about the movements of, and changes
within, the labor force this study focused both on Michigan and on
distinct geographic areas within the State. The labor force of a
heavily industrialized urban center, the Detroit Standard Metropoli-
tan Statistical Area, was analyzed as was that of the relatively non-
industrialized Upper Peninsula of Michigan, a chronically depressed
area.

II. METHODS OF ANALYSIS

In an open economy, individuals may respond to changing levels
of unemployment not only by changing their labor force status but
through migration. Thus, for example, if unemployment falls in
Michigan, the labor force could increase because of net in-migration,
or due to persons outside the labor force entering it, or some combi-

* The author would like to express his appreciation to Harold Levinson,
Daniel Suits, John Parker and Sanford Cohen for the assistance they provided

him at every stage of this work. They have no responsibility for any errors of
omission or commission associated with this study.
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nation of the two. In order to determine whether or not a change in
the size of the labor force was associated with population changes,
labor force participation rates were calculated and were generally
used as a focus of analysis.

It should be noted that the findings here may differ in some degree
from similar or related studies done on a national level without being
inconsistent with those studies, because individuals may not only
change labor force status as conditions change but also may migrate.
There are strong grounds for assuming that workers who remain
behind when employment conditions worsen have a higher propensity
to leave the labor force than do those who move. Or, somewhat
similarly, if the availability of work attracts workers into an area,
this will tend to move up participation rates in that area although
the national average remains unchanged.

1. A multivariate analysis was undertaken using cross-sectional
data from the 1960 decennial census. The key hypotheses that were
tested were that participation rates were associated with other eco-
nomic aggregates such as unemployment, and that these variables
affected various age and sex groups differently. Labor force partici-
pation rates for 12 age-sex classifications (these covered the entire
population 14 years and over) were taken for the 52 areas in Michi-
gan which were defined by the Bureau of Employment Security as
labor market areas. Since these areas were either a whole county or
contiguous counties, and because data on participation rates as well
as on income, education, and industrial composition were available on
a county basis in the 1960 Census, there were sufficient observations
for a multivariate analysis.

2. Seasonally adjusted unemployment rates in the State over
time, together with a variable which represented the proportion to
total population, 14 years and older, of persons whose unemployment
insurance benefits had been exhausted in that time period, were
regressed on labor force participation rates. Although this is a
variation on a technique employed by Strand and Dernburg in some
of their recent works,! it is not subject to the same criticism of their
formulation that was made by Mincer.? Data were available only

* See for example, K. Strand and T. Dernburg, “Cyclical Variations in
Civilian Labor Force Participation,” The Review of Economics and Statistics,
XLVI (Nov. 1964) pp. 378-91.

2 Jacob Mincer, “Labor Force Participation and Unemployment—A Review
of Recent Evidence,” New York, 1965 (mimeographed).
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for the period from 1956 through 1963. In order to estimate reliable
parameters it was necessary to include a trend term.

3. Population estimates were available for the State and the sub-
areas analyzed here. By estimating population change and by using
data on births and deaths of area residents, net migration rates were
calculated on an annual basis. These data were analyzed in relation
to prevailing economic conditions in these areas.

4. For the State of Michigan and its sub-areas analyzed here,
labor force participation rates for females rose sharply from 1950 to
1960. Since unemployment rates throughout the State were ex-
tremely high from 1956 through 1960, and since the discouraged
worker effect seemed in evidence for the State, some attempt was
made to explain this increase. One explanation could be that female
participation rates rose from 1950 to 1956 and then fell back, but in
1960 were still above 1950 levels. Another possibility is that female
participation rates were rising in a trend over the decade but at a
reduced rate for the periods of high unemployment at the end of the
decade. Data were not available to explore either of these possibilities.

Another possible explanation, not inconsistent with the dis-
couraged worker hypothesis, is that the types of jobs which became
available from 1950 to 1960 were of a type that typically are held
by females. To test this hypothesis the following calculations were
made. The proportion of females employed to total employment was
calculated for all 2 digit industries for the United States at the time
of the 1960 Census. For all those industries in Michigan and the
sub-areas, the change in employment from 1950 to 1960 was calcu-
lated. The product of this change for a given industry and the pro-
portion of females typically employed was the hypothetical gain or
loss of jobs in that industry by females. The sum of these products
for all industries gave the hypothetical number of new jobs (net)
that females might be expected to have gained over the period.

S. Because of inadequate data regression analysis could not be
used in the sub-areas of Michigan to explain shifts in the labor force
participation rate. In these instances annual changes in the over-all
participation rate were examined in terms of the prevailing economic
conditions in each of these areas. If labor force participation rates
were declining during periods of high or rising unemployment rates,
and this was consistent with the findings in the time series and cross-
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sectional analyses, it would lend more weight to the findings. If no
consistent pattern were found, then very little could be said to help
resolve the additional worker-discouraged worker debate.

III. THE FINDINGS

1. The findings from the cross-sectional analysis of labor market
areas in the State in 1960 are presented in some detail elsewhere,?
and simply the most noteworthy of them are indicated here. In gen-
eral, however, they support the discouraged worker hypothesis.

The relationship between aggregate unemployment rates in an
area and participation rates for various male age groups, taking
account of the industrial composition of the area, and the median level
of educational attainment, was not significant for any of the 6 male age
classes. It should be noted, however, that the sign of the coefficient
of the unemployment variable was negative for 5 of the 6 classifications,
lending some very slight weight to the discouraged worker hypothesis.
In areas where a larger proportion of those employed were engaged
in either manufacturing or agriculture, the probability was that male
participation rates would be higher. A very strong positive correla-
tion was found to exist between the median level of education in an
area and participation rates of males, 65 years and older. This appar-
ently reflects the generally more prolonged attachment of professional
persons to the labor force.

Labor force participation rates of females, except those aged 14
to 17 and 65 and over, were significantly and inversely correlated to
unemployment rates. This finding is in accord with the discouraged
worker hypothesis. Moreover, since the additional worker hypothesis
is generally framed in terms of secondary workers, many of whom
presumably are females, this finding suggested that this hypothesis
was not relevant for areas in the State.

The proportion of total employment in the services sector was
positively correlated with labor force participation rates of all seven
female classes but not significant in any single class. This consistently
positive relationship seems to indicate that the industrial composition
of an area is related to participation rates of females.

A positive relationship exists between median educational attain-
ment levels of females over 24 years and participation rates for all

® Peter S. Barth, “A Cross-Section Analysis of Labor Force Participation

Rates in Michigan,” Industrial and Labor Relations Review, Vol. 20, No. 2
(Jan. 1967) pp. 234-49.
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age classes 25 years and over and is statistically significant in 4 of
these 5 categories. Thus, in areas in Michigan where educational
attainment was higher, female participation rates were likely to be
higher. Whether this relationship stems from a demand condition,
i.e., employers preferring to hire better educated females, or that the
type of jobs available to females in Michigan is likely to attract
better educated women, is not clear. It may be that better educated
females prefer to leave the labor force at a later age or simply remain
in the labor force longer than others.

2. The regression analysis using time series data for the State as
a whole indicated that the flow of workers out of the labor force
during periods of high or rising unemployment outweighed the sec-
ondary workers who entered the labor force during such times. It
also lent weight to the findings of Strand and Dernburg which are
that although both flows do occur, the discouraged worker effect is
the dominant one.

Although statistically significant the responsiveness of labor force
participation rates in a given quarter to a change in the unemployment
rate in that quarter (or the previous quarter) is small. An attempt
to formulate a distributed lag model of this response did not yield
significant findings. It appeared rather that the State’s very pro-
longed experience with high unemployment rates was related to
steadily declining rates of participation. This finding, then, substan-
tiates Okun’s suggestion that the responsiveness of participation
rates to unemployment rates is an inverse one, but the exact timing
is a “complicated lagged phenomenon.” ¢

3. The pattern of migration varied with the area under analysis.
During the period from mid-1951 to mid-1956 both Detroit and the
entire State of Michigan experienced net in-migration. This corre-
sponds to periods of generally low unemployment rates in both areas.
From mid-1956 to mid-1962, a period of high unemployment rates,
the State and Detroit lost population through migration. This trend
was ended in 1963, a good year economically for Michigan, when net
in-migration again occurred for Detroit, and the State experienced
almost no net movement of population.

Reliable estimates of unemployment in Michigan were available

¢ Arthur Okun, “Potential G.N.P.: Its Measurement and Significance,”

Paper delivered at 1962 Proceedings of the Business and Statistics Section of
the American Statistical Association.
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only for the years 1956 to 1963. A simple regression was estimated
so that the rate of net migration for the State was a function of the
unemployment rate. The coefficient was one-third its standard error
and the hypothesis was rejected. This was not the case, however,
when an index of unemployment, the ratio of the unemployment rate
in Michigan to the unemployment rate in the United States, was
regressed on the net migration rate. This relationship was highly
significant and suggested that the degree of net migration out of
Michigan was a function of employment conditions in the State rela-
tive to conditions elsewhere. The findings here suggest that the
decision to leave an area like Michigan or refrain from moving into
it is based on conditions other than simply those which exist in that
area.

That relative unemployment rates affect the direction and degree
of net migration became even more evident when net migration from
the Upper Peninsula was analyzed. Absolute levels of unemployment
have been very high in this area since 1950. Moreover, the elasticity
of unemployment rates in this area with respect to unemployment
rates in Detroit, the entire State or the United States, has been
extremely high. Thus, it was not surprising to find that the Upper
Peninsula had experienced a fairly substantial degree of net out-
migration from 1950 to 1963. In 1954, 1958 and 1961, however,
years of economic recession in Michigan and the United States, net
in-migration occurred in the Upper Peninsula. Apparently, during
periods of very high unemployment rates in other areas, some former
residents return to the Upper Peninsula. This is not surprising since
many of these persons presumably have only recently found employ-
ment. Moreover, many of this area’s out-migrants tend to be younger
workers who may be more likely to be laid off early in a recession.
Further, as employment opportunities in other areas become ex-
tremely scarce, the flow of out-migrants is reduced. Thus, an indus-
trialized area like Detroit appears to have some form of built-in
unemployment stabilizer, i.e., out-migration when unemployment rates
increase and in-migration during periods of economic prosperity.
Conversely, the economically depressed Upper Peninsula is faced with
this destabilizing characteristic of net in-migration during periods of
economic recession in the State and nation. Certain welfare impli-
cations follow from a situation where one area has ready access to a
supply of labor from another area during tight labor market condi-



Economic CHANGE AND THE LLABOR FORCE 371

tions and does not have to absorb all the social costs of unemployment
when conditions change.

4. The findings regarding the type of industrial shifts which
occurred in the State from 1950 to 1960 did indicate that females
faced a more conducive labor market than would be indicated by
merely counting the net change in employment over the decade. By
applying the index described above to employment changes over the
decade, it was found that 56.2% of all jobs (net) created over the
decade in Detroit would go hypothetically to females, while 51.2%
of the new (net) jobs in the entire State would have gone to females,
compared to only 41.1% in the United States for the decade.

Whereas, almost 5,200 fewer jobs existed in the Upper Peninsula
in 1960 than in 1950, there was a hypothetical gain in the number of
employment opportunities for females of almost 1,650 jobs! This
occurred at the same time that the population of females, 14 years and
older, was declining over the decade. Thus, from 1950 to 1960 the
probable supply and demand conditions for females in the Upper
Peninsula was tighter than the overall labor market conditions indi-
cated. Further, for all areas in the State, it appears that the changing
industrial structure was conducive to greater participation in the
labor force by females.

5. In the Upper Peninsula, the Detroit Standard Metropolitan
Statistical Area, and in the State of Michigan excluding these 2 areas,
labor force participation rates declined from 1956 to 1962. The
absolute and relative declines were greatest in the Upper Peninsula,
the area which consistently suffered the highest unemployment rates
over the period. In Detroit the absolute and relative declines in labor
force participation rates were greater than in the balance of the State.
The latter area suffered lower unemployment rates over this period
than did Detroit. Moreover, as Detroit and the Upper Peninsula
experienced an economic upswing in 1963, the consistently downward
trend of participation rates was reversed in these areas. Although not
conclusive by themselves, these factors along with the earlier cited
findings lend further support to the applicability of the discouraged
worker hypothesis to the State.



DISCUSSION

MELVIN RoTHBAUM
University of Illinois

Given the range of subject matter and methodology, it would be
pointless to treat these papers as a whole. Therefore, they will be
discussed seriatim and the brief space available used mainly to raise
questions suggested by the analyses.

1. Gray conclusively demonstrates the mismatch between defense-
industry labor demand and the skill-education profile of the depressed-
area unemployed. On the demand side, he provides interesting de-
tail on labor requirements by size of firm and product mix. On the
supply side, the blue-collar concentration among the unemployed is
clear, though his figures do not prove that white-collar workers
suffer less unemployment. For this, unemployment rates by occupa-
tion are needed rather than percentage distributions of the unemployed.

His ingenious computer match of individual plant labor require-
ments and area labor pools permits him to estimate plant unemploy-
ment needs that can be met from the unemployed labor pool as well as
the resulting reduction in unemployment by occupational group. How-
ever, why the employment impact of a given plant stays at a
constant percentage even when the labor pool doubles is baffling.
Since the original pool presumably can supply all of the lower skills
required, one would expect the percentage reduction in unemploy-
ment to fall as the labor pool grows.

The case study presents some excellent insights into return
migration and commuting. Whether the results can be generalized
depends partly on how typical the plant size and wage levels are of
defense industry generally. And Barth’s study suggests that relative
interarea unemployment rates also will be a significant factor.

2. Pichler’s study underlines the variety of individual worker
preferences based on marketability of current skills, attitudes toward
training, income security, and protection of accumulated assets. The
view that education permits and motivates workers to adapt to
changing labor market requirements receives strong support from
his results on the selection of training. And the importance of motiva-
tion is reinforced by the large expenditure adjustments borne by the
trainees.
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The training payoff for older workers justifies Pichler’s warning
against excluding them from training programs. And the evidence
on upward occupational mobility of trainees is a welcome antidote to
simple earnings comparisons of trainees and non-trainees; hopefully
it will spur follow-up studies of comparative earnings and skill levels
over more extended periods of time. While extensive use of un-
employment insurance by trainees indicates its importance as a
financial stopgap, it also shows inefficient manpower planning—
particularly where considerable advance notice was available.

Even though interplant transfer proved especially successful, the
study points up the usefulness of giving laid-off workers alternative
opportunities. But the large number of individuals who claimed that
they made incorrect choices is disturbing. In terms of the objective
experience of others of similar age, skill, education, etc.,, were these,
in fact, wrong choices? If so, why were they made and how can
the errors be reduced in the future?

3. In relating work rules to the theory of the firm, Hartman
develops three theoretical types of rules in which the union (1)
specifies minimum labor inputs; (2) specifies fixed ratios of labor to
other inputs or outputs; and (3) acts as a discriminating monopo-
list, adapting the severity of its all-or-none rules to a variety of
circumstances (including the technological alternatives available to
the employer).

The theoretical models fit the rules well and prove useful in
explaining the experience of the West Coast longshore industry. One
misses a more concrete analysis of the negotiated production function
decisions. Are concessions from conventional breakbulk rules con-
sistent with the probable demand elasticities for the work involved?
Was there adaptation to changing factor input prices and technological
alternatives consistent with the maximization of some combination of
employment and the aggregate wage bill? In light of this analysis,
did the union gain by abandoning the negotiated production function
in 19607

Small productivity gains from the elimination of fixed proportion
rules undoubtedly reflect investment time lags. But the simultaneity
of rules changes may have had an independent effect. With many
efficiency-increasing opportunities, it would not be unreasonable to
concentrate on those that were costless.

4. Greenberg classifies collective bargaining arrangements by
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relating types of bargaining units to the strength and geographic scope
of interactions among units. Using wage-adjustment uniformity as
his main measure of the strength of interactions, he explores institu-
tional and market factors that appear to be effective determinants of
bargaining structure. He concludes that product market competition
is the main factor delimiting the area of uniformity, while the degree
of uniformity within the area depends mostly on spatial and organiza-
tional variables.

He has performed an heroic classification job, though one is
struck by the omission of an industry like construction in a list that
includes many minor groups. The chosen variables are reasonable
in light of their probable impact on bargaining structure, and Green-
berg has brought to bear a large amount of useful quantitative data.
As he notes, the intercorrelation among variables is high. But the
quantitative analysis treats each of these discretely, with the inter-
relationships being handled mainly in the interpretation of the sta-
tistical results. It would be useful if more of the intercorrelation could
be shifted to the statistical analysis itself to give a better notion of the
relative weights involved. This would permit further testing of
Greenberg’s interpretation of the data, though probably at the sacrifice
of some of the industries now included.

5. Maurizi has chosen an occupation (self-employed dentists)
relatively free from institutional constraints in order to study the
effect of certain variables on hours of work supplied. He finds age
and wealth negatively correlated with hours; length of queue and
number of assistants positively correlated; and wage rates shifting
from a negative to positive correlation when a simultaneous equations
setting is substituted in the statistical analysis.

Despite the lack of an entirely suitable method for separating
income and substitution effects, Maurizi’s findings of strong sub-
stitution tendencies merit further work along the same lines. In this
compressed version of his study, one cannot tell how queues were
measured or whether the deliberate creation of queues has any im-
pact on the results. Is there, for example, sufficient uniformity of
practice among dentists so that queue-creation would not bias the
results of a cross-section study? For similar reasons, it is impossible
to evaluate the use of the fee variable to eliminate differences in
queue length that are solely a function of price variation.

While the positive correlation of hours and assistants appears
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reasonably well established by the study, it may be worth noting that
theoretically a negative correlation might arise not only because of
a correlation between income and assistants, but also because of
discontinuities which allow both increased output and reduced hours
when assistants are added.

6. Barth is undoubtedly correct in emphasizing that unemploy-
ment rates are insufficient to explain the demand aspects of female
participation rates. It is important to know something about the
composition of demand as well as its level. His industrial composi-
tion of demand analysis is a useful approach to this problem. How-
ever, one should be cautious in using national sex-employment ratios
in two-digit industries to arrive at the hypothetical demand for
female labor in Michigan. Given the breadth of two-digit classifica-
tions, it is necessary to know more about the dispersion of sex ratios
within each industry before applying the two-digit averages.

A great advantage of this study over those dealing with the
national labor force as a whole is that Michigan and its sub-units can
be treated as open economies. An interesting result is the finding
about perverse migration in depressed areas. Again, one would
have to exercise caution about generalizing the results. Is the per-
verse migration a function of the distances involved in the moves?
Would the same results be obtained for north-south migration? If
not, and some of our large-city problems indicate that they may not,
then ‘the welfare implications may be just the opposite of those
flowing from the Michigan study. From a policy viewpoint, Gray’s
study also indicates that inmigration to depressed areas even in
periods of rising demand may be undesirable (though not eco-
nomically perverse) in the sense of maintaining substantial interarea
differentials in unemployment rates.
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MINUTES OF THE IRRA ANNUAL SPRING
EXECUTIVE BOARD MEETING
MILWAUKEE, MAY 7, 1966

The IRRA Executive Board met on May 7, 1966 in the Holiday
Inn Central Hotel, Milwaukee. President Arthur Ross presided at
the meeting attended by Secretary-Treasurer David Johnson ; Editor
Gerald Somers; Board Members Frances Bairstow, Seymour Brand-
wein, Sar Levitan, Roy Reynolds, Arthur Saltzman; and Local Ar-
rangements Chairmen Robert Garnier, Donald Morrison and Herbert
Zollitsch of Milwaukee and Laurence Corbett of San Francisco.

Secretary-Treasurer Johnson reported that the Association’s cash
resources on March 31, 1966 were $18,620.72, a balance similar to
that of March 31, 1965. Fewer membership dues remained unpaid,
but disbursements had increased, mostly for work begun on the
Directory. Johnson was instructed to reinvest long-term cash re-
sources at a more advantageous interest rate of perhaps 5%.

Saltzman questioned whether an organized effort had been made
or should be made to promote contributing memberships from institu-
tions which could be used to subsidize student memberships. It was
noted that such memberships would probably come predominantly
from corporations. Ross noted that among those in attendance at the
Milwaukee Meeting were representatives from groups such as public
administration, employees’ unions, educators, etc, who were non-
members of IRRA. He stated that their active participation was a
matter of continuing concern to IRRA, and he suggested that follow-
up membership invitation mailings be made to persons on these lists.

Johnson reported that the slate of nominees for the autumn elec-
tion was complete except for one candidate.

Typesetting for the IRRA Membership Directory was in progress,
and Johnson indicated that it should be ready for distribution to the
membership in July.

Editor Gerald Somers reported that arrangements had been made
for photocopy publication of the Milwaukee Spring Proceedings from
camera-ready manuscripts prepared by each author. Publication
would probably be in July, and, for the first time, copies would be
sold rather than distributed free of charge. Commerce Clearing House
had rejected “Collective Bargaining in the Public Service” for pub-
lication this year, indicating that it was a subject of insufficient interest
to their readers, who are predominantly in the private sector. CCH
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has been increasingly reluctant to publish IRRA Spring Proceedings
in the last few years and feel they must be selective, depending on
the subject matter of the particular meeting. Somers said that a low
bid for publication locally in the Madison area had been tentatively
accepted, but that suggestions of the Executive Board for further
investigation of commercial publishers, academic journals and the
Bureau of National Affairs would still be possible. Ross stated that
the subject matter of this meeting should be one of great interest;
and, therefore, a commercial publisher might be willing to print the
Proceedings as a book, with the last 4000 copies for distribution to
IRRA membership at minor cost. It was recommended that adver-
tising be done in a few journals such as the Journal of Human Re-
sources, NEA, Public Administration Journals, etc. The cost would
be very small and could include a listing of article titles. The editor
was instructed to investigate other printing possibilities before pro-
ceeding with the photocopying if the alternatives were not feasible.

Somers, reporting for the volume editor, Sol Barkin, indicated
that the International Labor volume was proceeding well; Barkin
was editing the manuscripts; and the book was scheduled for publi-
cation in summer or fall 1967.

Sar Levitan presented his revised outline for the 1968 Income
Maintenance volume. It has been reduced in length since the December
board meeting while still permitting significant coverage of topics.
Nine pieces of 8000 words each would permit fuller treatment of each
and lend a greater research quality to the volume. Levitan listed titles
of chapters and authors committed, and he requested suggestions from
the Board at the Meeting or by mail for those topics not yet allocated.
After further suggestions, the Board agreed that the editorial board,
Levitan, Cohen and Lampman, were to have jurisdiction over further
selection of subject matter and authors. Somers reminded them that
the authors should be fully committed within the next two months;
recent experience indicates that nine months to a year are required
between submission of manuscripts and publication. A luncheon
meeting of the chapter authors of the volume was authorized to be
held during the San Francisco Meetings in December.

Levitan reported that the Johns Hopkins Press had expressed
interest in publication of the 1968 volume, and he was authorized to
explore this further. He was reminded that publication was conceived
of by the Board as a continuing relationship, with manuscripts to be
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accepted sight unseen on the basis of past performance. Somers was
to recheck present contracts regarding the feasibility of using another
publisher for the 1968 volume. He was also to encourage extensive
bidding when renewing a contract for future IRRA publications.

Topics for the 1969 research volume were discussed in an effort to
formulate firm plans for the publication before the December Meetings.
A choice was necessary by that time because of the three-year lag
which customarily occurred between initial plans and publication.
Ross asked Board Members to prepare outlines on the following
volume topics on which the Board’s discussion had centered:

1. Bairstow: Ingredients of union and of management leadership,
utilizing contributions from members with sociological and psy-
chological backgrounds.

2. Saltzman: Human resources, labor factor, manpower, updated:
of value as an independent evaluation rather than one by the
establishment.

New thrust of federal retraining and state manpower pro-
grams.
Updated manpower volume (old one outdated).
3. Ross: Place of work and leisure, a sociological type of approach.

These outlines were to be prepared and sent to Ross and Somers
within several weeks after the meeting for duplication and distribution
to the other Board Members.

Ideas for the 1970 volume mentioned by the Board included a
“pull together” volume on 1960’s legislation, innovations in public
policies on minimum wage legislation, poverty, and the manpower
areas. No action was taken at this meeting.

The proposed establishment of an international industrial relations
association was next on the Board agenda. Discussion focused on
IRRA’s participation in such an international association, the Associ-
ation’s approval of a broad statement of policy in this regard, and
its authorization for delegates to attend a scheduled organizational
meeting in London, June 30. Ross and Somers were delegated by the
Board to represent IRRA at the London meeting in conjunction with
their other professional commitments in Europe at that time. They
were fully authorized to act for the IRRA with the exception of ap-
proval of financial obligation beyond the payment of annual associa-
tion membership dues of $50, tentatively proposed in the outline
discussed by the Board at its December Meeting. It was also agreed
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that the IRRA pay Ross’s additional expenses of perhaps $200 in-
curred in rearranging his itinerary to attend the London organiza-
tional meeting ; but the Board specifically excluded action at this time
for commitment with regard to future delegations or other expenses
associated with the international organization.

President Ross announced program sessions and chairmen for the
San Francisco December Meetings. Two joint sessions were sched-
uled with AEA : one session under AEA aegis on military manpower,
to be published in the AEA Proceedings; the other joint session, a
roundtable on wage guideposts, to be arranged and published by
IRRA. Also scheduled was a session of contributed papers on Ph.D.
thesis research. Under the general format of the program, speakers
were to present 15-20 minute summaries of their papers (rather than
read them) and a single discussant per session would then comment
on the speakers’ remarks.

Laurence Corbett, local arrangements chairman for the San Fran-
cisco Meeting, discussed plans and prospects for the December Meet-
ings. The Executive Board Meeting was to be scheduled at 7:30 or
8:00 p.m. Tuesday evening prior to the meetings to permit members
on the East coast to fly in on time after work. A brief Executive Board
Meeting the following evening might then be necessary to consider the
nominating committee’s report. Secretary of Labor Wirtz was sched-
uled to speak at a dinner meeting probably preceding the smoker
Wednesday, and the Presidential Luncheon (buffet $4) would, tenta-
tively, be combined with the Membership Meeting on Wednesday,
December 28. The Board recommended that hotel room reservation
cards should be in the hands of members by November 10, perhaps in
a special mailing ; and that preregistration and advance sale of luncheon
and dinner tickets should be encouraged if permitted by ASSA (per-
haps in a prepaid hospitality package similar to that of the Milwaukee
Meeting). A program for wives and families of members would also
probably be planned, Corbett reported.

The enthusiastic appreciation of Board Members for the Milwaukee
Meeting was expressed by the Board, and President Ross was di-
rected to write letters officially expressing the Association’s thanks to
Mayor Henry Maier, President of the Common Council Martin
Schreiber, and Local Arrangements Chairmen Robert Garnier and
Donald Morrison and members of their Committee.

The meeting was adjourned at 2:25 p.m.



MINUTES OF THE IRRA ANNUAL WINTER
EXECUTIVE BOARD MEETING

SAN FRANCISCO, DECEMBER 27, 1966

The IRRA Executive Board met at 8:00 p.m., Tuesday, December
27, 1966, in the Sir Francis Drake Hotel. President Arthur M. Ross
presided. Present were Incoming-President Neil W. Chamberlain;
President-Elect George P. Shultz; Secretary-Treasurer David B.
Johnson; Editor Gerald G. Somers; Board Members (13) Benjamin
Aaron, Frances Bairstow, Seymour Brandwein, Douglass V. Brown,
Woodrow Ginsburg, Nathaniel Goldfinger, George H. Hildebrand,
Sar Levitan, David G. Moore, Roy R. Reynolds, Arthur W, Saltzman,
Jack Stieber, Harold L. Wilensky; Arrangement Committee Mem-
bers Laurence P. Corbett, James R. Lucas and Walter Slater of San
Francisco and William R. D. Martin of Detroit.

President Ross first offered a word of advice to Incoming-President
Chamberlain: he had found that the basis for a good year as IRRA
President lay in the selection of good committees; and Ross noted the
great job done by the committees for the San Francisco Meetings.
He particularly commended the fine arrangements made by Larry
Corbett and his local chapter committee.

Secretary-Treasurer Johnson reported a growth of 262 members
during the year, from 2,693 in 1965 to 2,933 in 1966, a rate of growth
above the average for the last 6 years and much above the
average growth of IRRA membership for the years prior to 1960. He
reported that, although the number of members gratifyingly increased
in 1966, the amount of dues collections had decreased by $1,904. A
decrease had been anticipated in 1966 because of the exceptionally
high collections in 1965 when 2,978 dues payments (for past, current
and future years) were made by the IRRA’s 2,693 members. Advance
dues payments were encouraged for the first time in 1965. Johnson
also noted that no life memberships had been paid in 1966 compared
to five received in 1965 and that, although the number of library and
institutional subscribers was up from 218 to 251 in 1966, their renewal
notices had been mailed too late in November for payments to be
reflected in the annual report. A final factor mentioned was the lower
initial return of dues payments which may have resulted from inclu-
sion of the membership renewals with the Autumn Newsletter rather
than in a separate mailing, as had been done in 1965 and in 1964.
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Almost 14,000 new-membership promotional letters and applica-
tion cards were mailed during 1966 in comparison to 10,000 promo-
tional mailings in 1965 and 5,000 each in 1964 and 1963. New-member
promotions in 1966 included 6,000 to the portion of the American
Sociological Association members who had not been contacted the
previous year, 2,250 to the American Psychological Association mem-
bers in the divisions of Industrial Psychology and of the Society for
the Psychological Study of Social Issues, 1,200 to IR Center directors
for distribution, and about 1,000 to IRRA Local Chapters. Johnson
indicated that mailing lists were to be exchanged with the Public
Personnel Association in 1967 (4,000) and mailings would be made to
law, college, university, and public libraries (3,400). Hopefully, these
letters would also promote the sale of the forthcoming Directory.

The Secretary-Treasurer announced that the Directory was at the
printer and had been promised for mailing to the membership early
in 1967. A copy of the page proofs had been made available for use
of the Nominating Committee, and proofs were also available for mem-
bers’ inspection at the IRRA registration desk.

The Association’s financial balance of $18,403.80 for fiscal year
1966 was almost identical to the year-end balance of $18,295.11 for
1965. However, only a small part of the printing costs of the Directory
had been invoiced and paid by the end of the 1966 fiscal-year. Salaries,
postage, office supplies and services were all considerably higher than
in 1965 reflecting Directory preparation costs and extension of services
to the larger national and local chapter membership. Increased costs
also reflected other expanded activities of the Association in 1966 such
as arrangements for reprinting IRRA’s out-of-print volumes and par-
ticipation in the International Industrial Relations Association.

Announcement was made of Bill Haber’s gift to the Association
of 14 the royalties from the volume he had edited titled, Labor in a
Changing America ; the first royalty check of $78.79 had been received.
The Board expressed its appreciation to Dean Haber. When it was
suggested that other members of the IRRA, particularly Board Mem-
bers, might consider similar gifts, it was noted that a number of them
had, in fact, contributed chapters to the Haber volume.

The question of differential dues for foreign members (defined by
the Board as members other than those from Canada and the United
States) was discussed. It was agreed that the offer to exchange rupees
for dollars for Indian members’ IRRA dues payments was helpful, but
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it could not reach other areas of the world where exchange was also
difficult, nor would such an arrangement compensate for disadvan-
tageous exchange rates. It was agreed that the Secretary-Treasurer
investigate a change in the Bylaws to decrease foreign membership
dues to $4. An amendment could then be formulated by the Board
at its May meeting and presented to the membership for approval later
in the year. In the meantime, a more lenient collection policy for
foreign members was encouraged, and continuation of personal gifts
of dues payment by individual members of the Association was com-
mended.

Results of the autumn election were announced. Elected for
President-Elect was George Shultz, and for Board Members were
Frank H. Cassell, Woodrow Ginsburg, David G. Moore, and Jack
Stieber.

Finally, Johnson was pleased to report that nineteen of IRRA’s
out-of-print volumes had been reproduced in 1966. All IRRA past
publications are now available for sale as single volumes or in complete
sets of the 23 original editions still in print, combined with the re-
printed volumes. A set of the 42 volumes through 1966 was priced
at $173.25. University Microfilms, Inc. was to pay IRRA 10% roy-
alty on the reprinted editions sold, and they would ship and invoice
the volumes directly from Ann Arbor.

The request for affiliation submitted by the Hawaii Chapter was
approved by the Board after it was ascertained that their bylaws were
consistent with those of the Association, including the provision that
their local chapter officers were members of the national Association.
Johnson reported that a great deal of interest had been expressed dur-
ing the past year in formation of local chapters. Information and
assistance had been requested from interested groups in sixteen areas:
Ambherst, Spokane, Kalamazoo, Oregon, Albany, San Diego, Minne-
apolis, Seattle, Texas (Beaumont-Port Arthur-Orange area), Cincin-
nati, Ottawa, Los Angeles, St. Louis, Morgantown (West Virginia),
Madras, and Israel. It was noted that the membership composition
and functions of IRRA’s nineteen active local chapters varied con-
siderably from those of the national Association. Johnson presented
a comparison of national IRRA membership with local chapter mem-
bership, by occupational categories, which had been summarized from
the more detailed listing in the 1966 Membership Directory (pages
302 and 311).
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Comparison of IRRA National Membership with Local Chapter
Membership by Occupational Classifications

Arbi-
tration Mem-
Gov- Con- ber-
Aca- ern- sulting Stu- ship
demic ment Legal Mgmt. Union dent Miscl. Totals
National IRRA
Members
in 1966 1,003 390 303 494 154 168 124 2,636
Local Chapter
Members
_1965-1966 343 399 388 720 377 132 ... 2,359

IRRA Editor Somers presented the report on the International
Labour volume, scheduled for 1967, from the chairman of the editorial
board, Sol Barkin. Barkin indicated that although they had been slow
in getting the final chapters to Harper and Row (one chapter was not
yet completely translated), they were hopeful that the volume would
still be distributed to the membership in 1967. Aaron noted again
that, if one year was required to get IRRA research volumes out, the
material was likely to be outdated by the time it was published.
Shultz said that better publication time schedules were possible but
depended on how much you wanted to pay. It was mentioned that
some publishing houses had established six-month schedules. The
Board requested Somers to investigate once again, if he didn’t feel
it was a vain exercise, the possibility that some other publisher might
give substantially better time schedules.

Sar Levitan reported that chapters for the 1968 volume on Income
Maintenance had been assigned for submission by May 15 and were to
go to the publisher by September 1. One chapter had been left open
for a particularly good new contribution if it came up. It was sug-
gested that perhaps this might be a sociological-type evaluation of the
whole concept of public assistance. Ross suggested “Freedom from
Want” as a title, drawing on the tentative subtitle suggested by
Levitan.

Somers reported that only two outlines of ideas for the 1969
volume had been submitted after the Spring Meeting, one by Frances
Bairstow on “changed requirements for management and union leader-
ship,” the other by Art Saltzman on “manpower and human re-
sources.” The concensus of the nine comments received from Board
Members on these outlines favored a manpower-policy volume with
special emphasis on private programs and the interaction of private
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and public efforts. Ross asked that an editorial board for the volume
be established by Editor Somers in consultation with Chamberlain,
Shultz and Ross.

Several suggestions for the 1970 volume were made by Board
Members, including “Interpreting the Labor Movement II,” “in-
dustrial relations in transportation industries,” and “white collar
unionism.” Chamberlain requested that additional suggestions for
the 1970 volume be sent to him by Board Members so that a volume
topic could be discussed, and hopefully selected, at the Spring
Meeting.

Editor Somers reported on the foundation of the International
Industrial Relations Association (IIRA) in London, June 30, 1966,
stimulated by a survey which the IRRA Executive Board authorized
at its May 3, 1965 meeting in Buffalo. At that time the Board
directed Somers to make inquiries to determine the interest in
formation of an international association and the role of the IRRA
in its formation. Representing the IRRA at the organizational meet-
ing in London, Somers and the representatives of the British Uni-
versities Industrial Relations Association (BUIRA), the Interna-
tional Institute for Labour Studies (Geneva) and the Japan Insti-
tute of Labour formulated Articles of Organisation and plans for
the First World Congress of the IIRA in Geneva, September 5-8,
1967. A Provisional Executive Committee was established, com-
posed of the four founding national organizations. B. C. Roberts,
representing the BUIRA, was selected provisional chairman; Robert
W. Cox, International Institute for Labour Studies in Geneva,
became provisional secretary; and Ichiro Nakayama, Japan Insti-
tute of Labour, and Gerald Somers, IRRA, were representatives
of the two other founding organizations on the Provisional Execu-
tive Committee. Details on classes of members and other principal
provisions of the ITRA’s constitution were included in the IRRA
Autumn and Winter Newsletters; and additional details on the First
World Congress would be included in the spring and summer issues.

It was decided by the Board that Somers would continue to be
the IRRA’s representative on the International Association’s Pro-
visional Executive Committee and that he and another member
would be authorized at the May meeting as delegates to the First
Congress. It was decided that the IRRA would not attempt to
solicit funds (other than membership dues) on behalf of the Inter-
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national Association. The IIRA should look to some funding source
outside the U.S., such as the ICFTU or the Japan Institute of Labour.
Ross felt that the tentative program for the First World Congress
in Geneva included too many diverse topics and that the over-all
topics should be reduced to one or two a day with a number of
papers under each subject. Regarding payment of $50 dues for
1967, Ross explained that no further authorization by the Board
was required since their previous decision had been to join the
IIRA on a continuing membership basis.

Possible sites for the 1968 Spring Meeting were mentioned:
Atlanta, Columbus, Des Moines, Philadelphia; but the Board de-
cided to leave the choice open, until the Detroit meeting in May.
Johnson was instructed to consult with Chamberlain and Shultz
regarding any invitations which might come in.

Chamberlain anounced that his program for the Detroit meet-
ing was planned as described in the Winter Newsletter, but that
it was possible that he might add a few other participants.

Bill Martin then told the Board of local arrangements for the
meeting in Detroit. Excellent attendance was anticipated from the
Detroit Chapter’s active group of almost 400 members, and the topic
this year was likely to interest and bring in groups not ordinarily
involved in TRRA.

Themes for the 1967 Winter Meeting in Washington were sug-
gested. They included a review of government’s labor policies; a
critical evaluation of manpower policies; price statistics, labor sta-
tistics and other measurement problems. Chamberlain indicated that
he welcomed any further suggestions for the December sessions
from the Board, either at the meeting or through the mails.

The Board approved the appointment of Somers for an addi-
tional three-year term as Editor of the Association.

Finally, Ross remarked what a pleasure it had been to work
with the officers of the Association and with the Members of the
Board. He expressed his appreciation particularly, and the gratitude
of the Board as a whole, for the contributions of the retiring Board
Members: Nat Goldfinger, Frank Pierson, Arthur Saltzman.

The meeting adjourned at 10:30 p.m.



IRRA GENERAL MEMBERSHIP MEETING
SAN FRANCISCO, DECEMBER 28, 1966

President Arthur M. Ross called the general membership meet-
ing to order at 4:00 p.m., Wednesday, December 28, 1966. In
his capacity as chairman of the meeting, Ross remarked that it was
his short and pleasant duty to introduce Neil W. Chamberlain, the
incoming President for 1967, and to turn over the chairmanship
to him.

Accomplishments of the Association in the year 1966 were noted.

1. IRRA Meetings: New York, Milwaukee and San Francisco
outstanding in programs, attendance and special events; New
York and Milwaukee (held in fiscal year 1966) financially suc-
cessful as well.

2. IRRA Publications:

a. Volumes distributed in 1966—Inclusion of the Index of IRRA
Publications 1960-1965 in Proceedings of the Eighteenth An-
nual Winter Meeting; publication of the “best seller” 1966
Spring Proceedings, Collective Bargaining in the Public Serv-
ice, from the Madison office and for sale for the first time
(tentatively scheduled for a second printing); 1966 Member-
ship Directory of 2933 members—increased in size from 1819
members in the 1960 edition—and including for the first time
supplemental historical information on IRRA since its organi-
zation in 1947.

b. Reproduction of IRRA’s out-of-print publications (nineteen
volumes) by University Microfilms, Inc., for sale as single
volumes or in complete sets in combination with the 23 IRRA
original editions still in print; complete sets of the 42 volumes
through 1966 priced at $173.25.

3. Membership: increased by 262 to 2955 at year’s end.

4. IRRA Local Chapters: Hawaii became the nineteenth IRRA
Local Chapter actively functioning in 1966.

5. International Industrial Relations Association (IIRA): forma-
tion June 30, 1966, with Articles of Organization, Provisional
Executive Committee and plans for the First World Congress
in Geneva, September 5-8, 1967.

388
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Ross requested the Secretary-Treasurer to repeat statistics com-
paring national IRRA members with those of local chapter members
by occupational classifications (see minutes of the Executive Board
for detailed listing). Differences in membership composition and,
therefore, in functions were noted.

Secretary-Treasurer David Johnson reported that the Associa-
tion was in a sound financial condition and was continuing to grow.
The cash balance was healthy but would be reduced by payment for
the Directory. He foresaw no dues increase in the immediate future
despite the comparatively high costs of operation for fiscal year 1966.

President Chamberlain announced plans for 1967 IRRA meet-
ings. The Spring Meeting would be held in Detroit on Friday and
Saturday, May 5-6, 1967, and the sessions were to be presented
in informal panels with ample discussion and no prepared papers.
IRRA members repeatedly had voiced approval of this arrangement
in past programs. He anticipated that the theme, “Parallels be-
tween Race Conflict 1967 and Industrial Conflict 1937,” would be
one of particular interest, especially in Detroit. The 1967 winter
program in Washington had not yet been formulated, and Chamber-
lain invited suggestions for topics and participants from the mem-
bership at the meetings or later in writing.

Chamberlain also announced that Jerry Somers had agreed to
serve a fourth three-year term as Editor of the Association.

A question was raised concerning clarification of the relationship
of the new IIRA to IRRA. Somers explained that IIRA was neither
solely an organization of organizations nor of individuals, that the
Provisional Executive Committee had worked out dues of members
and associates which were $50 for member national associations,
$25 for institutes and university departments which wish to become
associated with the international organization, and $5 for individuals.
IRRA was one of the four founding organizations, and was repre-
sented with the other three on the Provisional Executive Committee.

Other suggestions made by members included the following:
that the Secretary-Treasurer explore group and charter flights to
the IIRA World Congress in Geneva, and that information for
travel arrangements be printed in the spring issue of the News-
letter; that sessions of contributed papers, similar to those in the
1965 meeting be reestablished in order to encourage more partici-
pation by young members; that it should be the potential role of
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the IRRA to open channels between state and local governments
in the collective bargaining field, making available research findings
to both.

Disappointment was expressed that not one Canadian participant
had been included in the San Francisco Meeting. It was suggested
that the many parallels between Canadian and U.S. experience could
provide useful comparative information which might well be drawn
upon in future sessions.

Chamberlain then asked for other suggestions for improvement
and change in this especially appropriate setting, the “home of active
agitation for reform.” When none were forthcoming, President
Chamberlain expressed the hope that he would discharge the duties
of President in the year ahead as well as had his predecessors.

The meeting was adjourned at 4:50 p.m.



AUDIT REPORT
HOUGHTON, TAPLICK & CO.

CERTIFIED PUBLIC ACCOUNTANTS

December 15, 1966

Executive Board

Industrial Relations
Research Association

Madison, Wisconsin

Gentlemen:

We have audited the cash receipts and disbursements of the Industrial
Relations Research Association for the fiscal year ended November 30, 1966.
We submit herewith our report consisting of this letter and the following
exhibits :

Exhibit “A”—Statement of Cash Receipts and Disbursements for the Fis-
cal Year Ended November 30, 1966

Exhibit “B”—Comparative Statement of Cash Receipts and Disbursements
for the Fiscal Years Ended November 30, 1966, and No-
vember 30, 1965

Exhibit “C”—Bank Reconciliation, November 30, 1966

The available cash resources of the Industrial Relations Research Asso-
ciation on November 30, 1966, totaled $18,403.80 consisting of $8,183.80 on
deposit in the First National Bank checking account, $5,000.00 invested in
the Home Savings and Loan Association, $220.00 on deposit at the First
National Bank (savings account), and $5,000.00 invested in a First National
Bank savings bond. The balances were confirmed directly to us by the bank
and savings and loan association with the exception of the savings bond that
was inspected December 12, 1966.

As set forth in Exhibits “A” and “B,” the cash receipts for the fiscal
year totaling $28,463.23 exceeded the disbursements of $28,354.54 by $108.69.
The cash receipts for the 1965-66 fiscal year were $1,190.13 less than the
cash receipts for the 1964-65 fiscal year. This decrease in income appears
to result from the slowness in the collection of membership dues. The cash
disbursements for the 196566 fiscal year exceeded the cash disbursements
for the 1964-65 fiscal year by $3,656.61. This increase is principally due to
the publication of the IRRA membership directory that is published every
six years. More labor apparently was expended because of this publication
along with a sizable increase in postage, services and supplies.

During the year, there was transferred out of the First National Bank
checking account, a net amount of $220.00 deposited in a First National Bank
gav?gs Account and $5,000.00 invested in a First National Bank Savings

ond.

The cash receipts journal was footed by us for the entire year. All can-
celled checks returned by the bank during the year were examined by us and
traced to the disbursement journal. The cash disbursements journal was also
footed for the year. The source information of dues income was tested for
a portion of the year.

In our opinion, the accompanying statement of cash receipts and disburse-
ments present fairly the cash transactions of the Industrial Relations Research
Association for the fiscal year ended November 30, 1966, on a basis consistent
with that of the preceding year.

Respectfully submitted,

HoucuTon, TarLick & Co.
Certified Public Accountants
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Exhibit “B”’
INDUSTRIAL RELATIONS RESEARCH ASSOCIATION
Madison, Wisconsin

CoMPARATIVE STATEMENT OF CAsH RECEIPTs AND DISBURSEMENTS
Fiscal Years Ended November 30, 1966, and November 30, 1965

Year Ended November 30
1966 1965 Increase Decrease
Cash Receipts:
Membership Dues $19,227.00 $21,023.00 $1,796.00
Subscriptions 1,972.00 2,080.00 108.00
Sales 2,159.27 2,066.52 $ 9275
Royalties 655.76 396.34 259.42
Mailing List 605.76 340.00 265.76
Travel, Conference and Meetings  3,352.45 3,537.75 185.30
Interest Income 414.79 200.00 214.79
Miscellaneous 76.20 9.75 66.45
Totals $28,463.23 $29,653.36 $1,190.13
Cash Disbursements :
Salaries and Social Security $9,10290 $ 5,088.82 $4,014.08
Printing 1,465.21 1,715.76 $ 250.55
Postage 2,416.85 1,480.68 936.17
Services and Supplies 1,977.62 1,093.81 883.81
Publications 11,653.72  12,199.49 545.77
LR.R.A. Conference and
Meeting Expense 1,585.01 2,989.73 1,404.72
Miscellaneous 153.23 32.16 121.07
Telephone and Telegraph ... 97.48 97.48
Totals $28,354.54 $24,697.93 $3,656.61

Excess of Receipts
over Disbursements $ 108.69 $ 4,955.43 $4,846.74
Add: Beginning Bank Balances 13,295.11 8,339.68 $4,955.43

$13,403.80 $13,295.11 $ 108.69

Less: Net transfer of funds 5,220.00 $5,220.00
Bank Balance, End of Year $ 8,183.80 $13,295.11 $5,111.31
Home Savings and Loan Certificate

#3384 Purchased in 1954 5,000.00 5,000.00
First National Bank—Savings 220.00 $ 220.00
First National Savings Bond

Number G000617 (4%4%) 5,000.00 5,000.00

Available Cash Resources $18,403.80 $18,295.11 $ 108.69
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PROGRAM

IRRA Nineteenth Annual Winter Meeting
San Francisco, December 27-29, 1966
Sir Francis Drake Hotel

REGISTRATION $3.00, Windsor Room

December 27: 8-10 a.m., 12-2 p.m., 5-9 p.m.;
December 28: 84 ; December 29: 8-12 noon.

Tuesday, December 27

2:30 p.m.  Joint Session with AEA, S. F. Hilton
MILITARY MANPOWER PROCUREMENT *

Chairman: Harold Wool, U.S. Department of Defense, “The
Supply of Military Personnel in the Absence of a
Draft,” Stuart H. Altman, Brown University, and Alan
E. Fechter, Institute of Defense Analysis.
“Re-Enlistments in the U.S. Navy: A Cost Effective-
ness Study,” Franklin Fisher, Massachusetts Institute
of Technology, and Anton S. Morton, Arthur D. Little,
Inc.
“The Economic Cost of the Draft,” Walter Y. Oi,
University of Washington.

Discussants George H. Hildebrand, Cornell University
Paul A. Weinstein, University of Maryland

6-8 p.m. Reception (Wine Tasting), Franciscan Room
Chairman Laurence P. Corbett; S.F. IRRA Chapter, Hosts.

8:00 p.m.  Executive Board Dinner, Yosemite Room
Chairman Arthur M. Ross, Bureau of Labor Statistics

8:00 p.m. IRRA Nominating Committee Dinner
Chairman  Frederic Meyers, University of California, Los Angeles



8:30 a.m.
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Wednesday, December 28

Session I, Empire Room

CRITICAL EVALUATION OF THREE
MANPOWER REPORTS

Chairman

Papers

Discussant

10:30 a.m.

Richard A. Lester, Princeton University

“An Evaluation of the Report of the National Com-
mission on Technology, Automation and Economic
Progress,” Herbert E. Striner, Upjohn Institute for
Employment Research.

“Employment Service Task Force Report,” Herbert S.
Parnes, Ohio State University.

“The 1966 Manpower Report of the President and the
Secretary of Labor,” George H. Hildebrand, Cornell
University.

Margaret S. Gordon, University of California, Berkeley

Session II, Franciscan Room

CURRENT CONFRONTATIONS IN LABOR LAW

Chairman

Papers

Discussant

10:45 a.m.

Benjamin Aaron, University of California, Los Angeles.

“Collective Bargaining and the Antitrust Laws,” Theo-
dore St. Antoine, University of Michigan.

“Section 8(a) (1) and (3) of the Labor Act in the
Wake of the Lockout Decisions: Of Balancing Hostile
Motive, Dogs and Tails, Walter E. Oberer, Cornell
University.

“The Individual Right to Eliminate Employment Dis-
crimination by Litigation,” Alfred W. Blumrosen, Rut-
gers University.

Derek C. Bok, Harvard University.

Session III, Joint with AEA, S.F. Hilton

GUIDEPOSTS AND INFLATION—Panel Discussion*

Chairman

Albert E. Rees, Princeton University.
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Panel William G. Bowen, Princeton University.
John T. Dunlop, Harvard University.
Otto Eckstein, Harvard University.
George P. Shultz, University of Chicago.

12:30 p.m. Presidential Luncheon, Empire Room.

Chairman Neil W. Chamberlain, Yale University.
Presidential “Second-Generation Wage-Price Restraints,” Arthur
Address M. Ross, Bureau of Labor Statistics, USDL.

2:00 p.m. Session IV, Empire Room
EUROPEAN EXPERIENCE WITH INCOMES POLICY

Chairman “Some Tentative Generalizations about European In-
comes Policies,” Adolf Sturmthal, University of Illinois.

Panel “Incomes Policy in France,” Neil W. Chamberlain,
Yale University.
“National Wage Policies : Lessons to Date, Europe and
the U.S.A.,” Everett M. Kassalow, University of Wis-
consin.
“Incomes Policy in Great Britain,” Robert B. McKersie,
University of Chicago.
“Incomes Policy in the Netherlands since 1945,” Martin
P. Oettinger, University of California, Davis.

2:00 pm.  Session V, Franciscan Room
TECHNOLOGY, INFORMATION, AND
MANAGEMENT ORGANIZATION

Chairman  George Strauss, University of California, Berkeley

Papers “A Framework for the Comparative Analysis of Or-
ganizations,” Charles Perrow, University of Wisconsin.
“The Failure of Intelligence : Knowledge and Policy in
Government and Industry,” Harold L. Wilensky, Uni-
versity of California, Berkeley.
“Programs as Factors of Production,” Herbert Simon,
Carnegie Institute of Technology.
“Some Implications of Computers for Management,”
Charles A. Myers, Massachusetts Institute of Tech-
nology.

Discussant  Thomas L. Whisler, University of Chicago.
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4:00 p.m. General Membership Meeting, Empire Room
Chairman Arthur M. Ross, Bureau of Labor Statistics.

4:00 p.m. Employment Security University Consultants Meeting,
Monterey Room
Chairman Sam A. Morgenstein, BES, USDL.

6-7 p.m. Social Hour, Fairmont Hotel, Grand Ballroom

7:00 p.m. Dinner, Fairmont Hotel, Grand Ballroom

Chairman Arthur M. Ross, Bureau of Labor Statistics.

Speaker “Misleading Truth,” The Honorable W. Willard Wirtz,
Secretary of Labor.

9:00 p.m. Smoker, Fairmont Hotel, Grand Ballroom

Thursday, December 29

8:30 am.  Session VI, Empire Room

MANPOWER IMBALANCES AS FULL EMPLOYMENT

IS APPROACHED

Chairman George P. Shultz, University of Chicago.

Papers “An Active Employer Manpower Policy,” E. Robert
Livernash, Harvard University.
“The Short-Run Elasticity of Labor Supply,” Jacob
Mincer, National Bureau of Economic Research.
“Manpower Program Implications of Skill Imbalances,”
Frank H. Cassell, U.S. Employmnt Service.

Discussant  Albert E. Rees, Princeton University.

10:30 am. Session VII, Empire Room

EVALUATING THE WAR ON POVERTY

Chairman Harold L. Wilensky, University of California, Berkeley.

Papers “An Antipoverty Experiment: The Job Corps,” Sar A.
Levitan, George Washington University.
“Program Evaluation and the Definition of Poverty,”
Oscar Ornati, New York University.
“Fighting Poverty: The View from Watts,” Paul
Bullock, University of California, Los Angeles.

Discussant  Paul Jacobs* Center for the Study of Democratic In-
stitutions.
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12:30 p.m. Luncheon for Directors of University Labor & Indus-
trial Relations Centers, Monterey Room (by invitation)
Chairmen Ronald Haughton, Wayne State University and
Dale Yoder, California State at Long Beach.

12:30 p.m. Luncheon for IRRA Local Chapter Presidents, Yo-
semite Room
Chairman David B. Johnson, University of Wisconsin.

12:30 p.m. Luncheon for Authors of 1968 Research Volume, Hos-
pitality Room
Editor Sar A. Levitan, George Washington University.

2:00 p.m. Session VIII, Empire Room
NEW QUESTIONS FOR COLLECTIVE BARGAINING

Chairman John T. Dunlop, Harvard University.

Papers “Promotion Systems and Equal Employment Oppor-
tunity,” Peter B. Doeringer, Harvard University.
“Adaptations in the Structure of Bargaining,” Matthew
A. Kelly, Cornell University, N.Y.C.

“The Extension of Collective Bargaining to New
Fields,” Jack Conway and Woodrow L. Ginsburg, In-
dustrial Union Department, AFL-CIO.

Discussant J. Keith Mann* Stanford University.

2:00 p.m. Session IX, Franciscan Room
DISSERTATION RESEARCH
Chairman Neil W. Chamberlain, Yale University.

Papers “Impact of Defense Expenditures on Job Opportunities
and Manpower Requirements,” Irwin Gray, Pratt In-
stitute (Dissertation: Columbia University).
“Differential Contributions of Various Means for Ad-
justing to Technological Change,” Joseph A. Pichler,
University of Kansas (Dissertation: University of Chi-
cago).



Discussant
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“Union Work Rules: A Brief Theoretical Analysis and
Some Empirical Results,” Paul T. Hartman, University
of Illinois (Dissertation: University of California,
Berkeley).

“The Structure of Collective Bargaining and Some of
Its Determinants,” David H. Greenberg, Rand Cor-
poration (Dissertation: MIT).

“Empirical Evidence on Labor Supply: The Case of
Dentists,” Alex Maurizi, Brookings Institution (Dis-
sertation: Stanford University).

“Economic Change and the Labor Force in Michigan,”
Peter Barth, Ohio State University (Dissertation: Uni-
versity of Michigan).

Melvin Rothbaum, University of Illinois.

SAN FRANCISCO LOCAL ARRANGEMENTS COMMITTEE

Laurence P. Corbett, Corbett & Welden, Chairman
Joseph Belardi, Hotel & Restaurant Employees
Roy Hoffman, National Labor Relations Board
Harold D. Huxley, Department of Labor

George Johns, San Francisco Labor Council
Robert Keller, Federated Employers

Richard Liebes, Building Service Employees’ Int’l Union
James Lucas, Western Industrial Contractors’ Assn.
Thomas Nicolopulos, California Conciliation Service
Roy Reynolds, Kaiser Industries Corporation

W alter Slater, Department of Labor

Dan Scannel, Kaiser Services

Don Vial, University of California, Berkeley

Dale Yoder, California State at Long Beach

* Papers and discussions not included in the /[RRA Proceedings.






LOCAL CHAPTERS OF IRRA 1966-1967
(The presidents for 1966-1967 are mdicated)

Boston, Everett ]. Burtt, Jr., Department of Economics, Boston
University

Buffalo, Tom Heyns, Industrial Relations, State University of New
York at Buffalo (Stiudent Chapter)

Central Ohio, Rankin M, Gibson, Lucas, Prendergast, Albright &
Warren, Columbus

Chicago, Michael Eisner, Department of Management, Roosevelt
Universi y

Detroit, Jerome H. Brooks, National Labor Relations Board

Georgia, Mack A. Moore, School of Industrial Management, Georgia
Institute of Technology

Hawaii, Bert T. Kobayashi, State Attorney General, Honolulu

Iowa, Max S. Wortman, College of Business Administration, Uni-
versity of Iowa

Machigan State, Thomas A. Fox, Jr., School of Labor and Industrial
Relations, Michigan State University (Student Chapter)

Montreal, J. Weston Peacock, Canadian National Railways

New York, Maurice G. Benewitz, Department of Economics, City
College

North Texas, Walter White, Federal Mediation and Conciliation
Service, Denton

Paris, Yves Delamotte, Institute des Sciences Socioles du Travail,
Paris (6%)

Philadelphia, R. David Kreitler, Bell Telephone Company of Penn-
sylvania

San Francisco Bay Area, Roy O. Hoffman, National Labor Rela-
tions Board

Tennessee, R. E. Bertram, Tennessee Valley Authority, Knoxville

Washington, D.C., Frank M. Kleiler, Labor-Management & Wel-
fare Pension Reports, USDL

Western New York, Thotnas R. Colosi, FMCS and State University
of New York, Buffalo

Wisconsin, Edwin Kehl, Wisconsin State Employment Service,
Madison
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