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WAGES AS A F A C T O R  OF P R O D U C T I O N  

13 S e p t e m b e r  1960 

DR. KRESS: G e n e r a l  Mundy, A d m i r a l  P a t r i c k ,  G e n t l e m e n :  

Y e s t e r d a y  w h e n  I was  h e r e  I e x p r e s s e d  s o m e t h i n g  about  the  f a c t o r s  

of p r o d u c t i o n  b e i n g  land,  l abo r ,  and cap i t a l .  

Today  our  s p e a k e r ,  

at  New Y o r k  U n i v e r s i t y ,  

the  t h e o r y  of W a g e s  As a F a c t o r  of P roduc t ion~  

He has  b e e n  i n t e r e s t e d  in th i s  f i e ld  f o r  a long  t i m e ,  

in the  l a s t  3, 4, 

D e t e r m i n a t i o n ,  

r e f r e s h  y o u r  v i e w s  on tha t  poin t .  

I was  s p e a k i n g  to  one  of h i s  c o l l e a g u e s  a few days  ago,  

Dr .  J u l e s  B a c k m a n  of the  Schoo l  of C o m m e r c e  

wi l l  t ake  the  r o l e  of l a b o r  and d e v e l o p  i t  u n d e r  

p a r t i c u l a r l y  

o r  5 y e a r s ,  and l a s t  y e a r  b r o u g h t  out t he  book,  Wage 

wh ich  you wi l l  f ind in the  L i b r a r y ,  in c a s e  you want  to 

who knows  

h im w e l l  and c a l l s  h im by h is  f i r s t  n a m e ,  

e n t h u s e d  about  a n y t h i n g  t h e s e  days  e x c e p t  w a g e s .  

is  wha t  we want  h im to  do. 

and he  sa id ,  "Jutes w o n ' t  ge t  

" So t h i s  m o r n i n g  tha t  

In F e b r u a r y  in the  E c o n o m i c  S t a b i l i z a t i o n  Unit  you wi l l  u s e  t h i s  

book  of h i s  ( i nd ica t ing )  War  and D e f e n s e  E c o n o m i c s .  We have  had tha t  

a good m a n y  y e a r s .  When I was  t a l k i n g  to  h im a few days  ago  I s a id ,  

"We h a v e  s o m e t h i n g  l ike  100 c o p i e s  of y o u r  book.  " He sa id ,  "Do you 



want  m e  to buy  t h e m  b a c k T "  

Wi thou t  f u r t h e r  ado,  t hen ,  D r .  

you  to t he  C l a s s .  

DR.  BA CKMAN: 

B a c k m a n ,  I a m  p l e a s e d  to i n t r o d u c e  

T h a n k  you v e r y  m u c h  fo r  t h i s  v e r y  i n t e r e s t i n g  

i n t r o d u c t i o n .  I c a n  a s s u r e  you,  though ,  D r .  K r e s s ,  t ha t  I w i l l  be  v e r y  

happy  to t a l k  abou t  a lot  of o t h e r  s u b j e c t s  as  w e l l  a s  w a g e s .  I g u e s s  

a t  the  U n i v e r s i t y  t h e y  ge t  c o n f u s e d  abou t  s o m e  of t h e s e  m a t t e r s  b e c a u s e  

we a r e  a l w a y s  t a l k i n g  abou t  w a g e s  to  the  C h a i r m a n ,  m e a n i n g  o u r  own 

w a g e s ,  and  hop ing  to do s o m e t h i n g  abou t  t h e m .  

What  c a n  you t a l k  abou t  f o r  t h r e e  q u a r t e r s  of an  h o u r  in  t he  f i e ld  

of w a g e s  ? I m i g h t  s u m m a r i z e  m a n y  y e a r s  of e x p e r i e n c e  in  c o l l e c t i v e  

b a r g a i n i n g .  The  a n s w e r  is  t ha t  a l l  you  c a n  do is  g ive  it a l i ck  and  a 

p o l i s h .  So wha t  I a m  g o i n g  to t r y  to  do th i s  m o r n i n g  is  to  c o v e r  the  

a r e a s  l i s t e d  in y o u r  c u r r i c u l u m  and  t h e n  t r u s t  to  y o u r  i n q u i s i t i v e  m i n d s  

to  p r o b e  the  o t h e r  a r e a s  d u r i n g  the  q u e s t i o n  p e r i o d  and  d u r i n g  t h e  s e m i n a r  

p e r i o d  w h i c h  f o l l o w s .  

I s h a l l  not  t a l k  abou t  w a g e  t h e o r y ,  b e c a u s e  w a g e  t h e o r y  has  n o t h i n g  

to  do wi th  t he  d e t e r m i n a t i o n  of w a g e s .  T h i s  i s  an  e x e r c i s e  in  w h i c h  

a c a d e m i c i a n s  e n g a g e ,  p a r t i c u l a r l y  if t h e y  have  n e v e r  b e e n  e x p o s e d  to  

the  w a g e - m a k i n g  p r o c e s s .  But  a l l  of  t h e s e  f ine  t h e o r i e s ,  go ing  b a c k  

to the  i r o n  l aw  of w a g e s  and  r i g h t  up to  the  l a t e s t  p r o d u c t i v i t y  t h e o r y ,  

h a v e  e x a c t l y  n o t h i n g  to  do w i th  how w a g e s  a r e  d e t e r m i n e d .  

L e t ' s  t a k e  a look  at  w a g e s  in  o u r  e c o n o m y ,  and a l s o  a t  s o m e  of 
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the  f a c t o r s  t ha t  do p l a y  a r o l e  in w a g e  d e t e r m i n a t i o n .  What  do we 

m e a n  by w a g e s  ? E v e r y b o d y  knows  tha t  w a g e s  m e a n  w h a t  you  pay  a 

w o r k e r ,  an  e x e c u t i v e ,  o r  an  A r m y  o f f i c e r .  

m e a n  by  w a g e s  if we a r e  d o i n g  the  p a y i n g 7  

But  i s  t ha t  wha t  we  r e a l l y  

A c t u a l l y ,  f r o m  the  po in t  

of v i e w  of the  e m p l o y e r ,  l a b o r  c o s t s  r a t h e r  t h a n  w a g e s  a r e  the  i m p o r -  

t an t  t h ing .  W a g e s  m e r e l y  r e p r e s e n t  s o m e t h i n g  t ha t  is  c a l l e d  $500 a 

m o n t h  o r  $1, 000 a m o n t h ,  o r  $80 a w e e k ,  o r  $ 1 j 2 0  an  h o u r .  But  on 

top of t ha t  t h e r e  a r e  t h i n g s  known a s - - o r  wha t  u s e d  to be  known  a s - -  

f r i n g e s .  I d o n ' t  l ike  tha t  t e r m ,  b e c a u s e ,  w h e n  s o m e t h i n g  ge t s  so  b ig  

it  i s  no l o n g e r  a f r i n g e .  I l ike  the  t e r m  " n o n w a g e  b e n e f i t s ,  " " p e n s i o n s ,  " 

" w e l f a r e  funds ,  " " s u p p l e m e n t a r y  u n e m p l o y m e n t  b e n e f i t s , "  " v a c a t i o n s ,  " 

" h o l i d a y s ,  " " c o f f e e  b r e a k s .  " Did you  e v e r  s t op  to  t h ink  tha t  a 10- 

m i n u t e  c o f f e e  b r e a k  a day  is  o v e r  80 h o u r s  a y e a r ,  out  of  a 2, 0 0 0 - h o u r  

y e a r ?  T h e n  t h e r e  a r e  u n i m p o r t a n t  t h i n g s  in t e r m s  of cos t ,  but  t h e y  

m a y  be  i m p o r t a n t  to  the  i n d i v i d u a l - - l i k e  j u r y  duty ,  l e a v e  to a t t e n d  

f u n e r a l s .  

Al l  of t h e s e  t h i n g s ,  in the  a g g r e g a t e ,  h a v e  b e c o m e  so  i m p o r t a n t  

t ha t  t o d a y  t h e y  e q u a l  m o r e  t h a n  20 p e r c e n t  of  the  p a y r o l l .  So, if we 

s a y  s o m e o n e  is  pa id  $2 an  h o u r  and  h i s  c o n t r a c t  s a y s  h i s  wage  is  $2 an  

h o u r ,  we d o n ' t  m e a n  tha t  the  l a b o r  c o s t s  a r e  $2 an  h o u r .  T h e y  m a y  

be  $ 2 . 5 0  an  h o u r ,  o r  s o m e  o t h e r  f i g u r e .  

So, w h e n  we  t a l k  abou t  w a g e s ,  th i s  i s  s o r t  of s h o r t h a n d  f o r  a p a c k a g e ,  

w i th  a g r o w i n g  p r o p o r t i o n  of n o n w a g e  b e n e f i t s .  And i t  i s  t he  e n t i r e  p a c k a g e  
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t ha t  we  m u s t  t a l k  a b o u t  w h e n  we h i r e  s o m e b o d y  o r  w h e n  we p a y  s o m e b o d y .  

A c t u a l l y ,  we m a y  look  at  w a g e s  {and I a m  u s i n g  the  s h o r t h a n d }  f r o m  

two  po in t s  of v i e w .  We m a y  look  a t  i t  f r o m  the  po in t  of v i e w  of the  

e m p l o y e r ,  n a m e l y ,  wha t  i t  c o s t s  h i m .  We m a y  look  a t  i t  f r o m  the  po in t  

of v i e w  of t h e  r e c i p i e n t ,  n a m e l y ,  wha t  he has  to  s p e n d .  So w a g e s  r e p -  

r e s e n t  c o s t  on one  s ide ;  t h e y  r e p r e s e n t  p u r c h a s i n g  p o w e r  on the  o t h e r ;  

and bo th  a r e  i m p o r t a n t .  

When  you  look  a t  c o l l e c t i v e  b a r g a i n i n g  you  v e r y  r a r e l y  f ind m a n -  

a g e m e n t  t a l k i n g  abou t  p u r c h a s i n g - p o w e r  a s p e c t s ,  and  you  v e r y  r a r e l y  

f ind l a b o r  u n i o n s  t a l k i n g  abou t  t he  c o s t  a s p e c t .  E a c h  one is  l ike  t he  

b l ind  m a n  and  the  e l e p h a n t ,  s e e i n g  o r  f e e l i n g  tha t  w h i c h  is  e x p o s e d  to 

h im  and  w h i c h  is  m o s t  i m p o r t a n t  to h i m .  

But ,  f r o m  the  po in t  of v i e w  of t he  e c o n o m y  we m u s t  c o n s i d e r  bo th  

the  p u r c h a s i n g - p o w e r  a s p e c t s  and  the  c o s t  a s p e c t s ;  p u r c h a s i n g  p o w e r  

b e c a u s e  th i s  a f f e c t s  wha t  we  buy .  What  we  buy  a f f e c t s  in  s o  m a n y  c a s e s  

wha t  we  p r o d u c e .  We c o n s i d e r  the  c o s t  a s p e c t  b e c a u s e  th i s  a f f e c t s  

i n c e n t i v e .  Th i s  e n c l o s e s  p r o f i t s .  Th i s  i n d u c e s  us  to s t a y  in  b u s i n e s s  

o r  to  go in to  b u s i n e s s .  

F r o m  the  c o s t  po in t  of v i e w  we m a y  look  a t  w a g e s  d i r e c t l y  and  

i n d i r e c t l y .  F o r  e x a m p l e ,  in an: i n d u s t r y  l i ke  s t e e l  the  d i r e c t  c o s t  of 

w a g e s  is  abou t  40 c e n t s  out  of e v e r y  d o l l a r .  In an  i n d u s t r y  l ike  p e t r o l -  

e u m  it  is  on ly  10 c e n t s  o r  11 c e n t s .  And I w a s  in  a p o t t e r y  f a c t o r y  not  

l ong  ago  w h e r e  one  of  t he  e x e c u t i v e s  s a i d ,  " T h e r e  w a l k s  70 c e n t s  of m y  
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s a l e s  d o l l a r ,  " m e a n i n g  t h a t  in  t h i s  m a c h i n e  o p e r a t i o n  a s  m u c h  a s  70 

c e n t s  of  t he  d o l l a r  w e n t  t o  w a g e s .  In a r a i l r o a d ,  w h e r e  a s  you  k n o w  

t h e r e  i s  a t r e m e n d o u s  f i n a n c i a l  p r o b l e m ,  w a g e  c o s t s  r u n  55 c e n t s  ou t  

of  e v e r y  d o l l a r  t he  r a i l r o a d  g e t s .  

L e t ' s  u s e  t h a t  a s  an  i l l u s t r a t i o n  of  i n d i r e c t  w a g e s .  R a i l r o a d s  no t  

o n l y  p a y  50 to  55 c e n t s  ou t  of e v e r y  d o l l a r  of  r e v e n u e  f o r  w a g e s  bu t  

m u s t  a l s o  b u y  s t e e l - - 4 0  c e n t s  in w a g e s  out  of e v e r y  d o l l a r - - c o a l - - 6 0  

to  65 c e n t s  out  of e v e r y  d o l l a r  f o r  w a g e s ,  and  a h o s t  of  o t h e r  p r o d u c t s  

w h i c h  a l s o  i n v o l v e  w a g e  c o s t s .  

In f a c t ,  f o r  t h e  e c o n o m y  a s  a w h o l e  we g e n e r a l l y  p o i n t  out  t h a t  

l a b o r  i n c o m e  r u n s  a b o u t  70 p e r c e n t  of n a t i o n a l  i n c o m e ;  bu t ,  i f  we add  

in  p r o f e s s i o n a l  s e r v i c e s  and  f a r m  i n c o m e ,  w h i c h  a s  y o u  kr~ow a r e  p r e -  

d o m i n a n t l y  l a b o r  t y p e s  o f  i n c o m e ,  we  ge t  up  to  a s  h i g h  a s  85 p e r c e n t .  

So l a b o r  a s  a c o s t  i s  v e r y  i m p o r t a n t .  In f a c t ,  w h e n  I t u r n  to  t he  

c o n c e p t  of  w a g e  i n f l a t i o n  s h o r t l y ,  we  s h a l l  s e e  how i m p o r t a n t  i t  i s .  

L e t ' s  l o o k  a t  i t  t h e  o t h e r  w a y .  L a s t  y e a r  we  had  a n  A m e r i c a n  i n c o m e  

of  $400 b i l l i o n ,  of w h i c h  $277 b i l l i o n  r e p r e s e n t e d  l a b o r  c o m p e n s a t i o n - -  

in  o t h e r  w o r d s ,  r o u g h l y  70 c e n t s  out  o f  e v e r y  d o l l a r .  It u s e d  to  be  60 

o r  62; now i t ' s  up  to  70. R o u g h l y  70 c e n t s  ou t  of  e v e r y  d o l l a r  w e n t  f o r  

l a b o r  c o m p e n s a t i o n .  Of c o u r s e ,  y o u  s h o u l d  a l s o  k n o w  tha t ,  i :~c luded  

in  t h i s  o v e r a l l  t o t a l  c a l l e d  l a b o r  c o m p e n s a t i o n  a r e  c o r p o r a t e  e x e c u t i v e  

s a l a r i e s ,  a b o u t  3 o r  4 p e r c e n t  of  t he  t o t a l .  

So  t h i s  i s  p r e d o m i n a n t l y  w h a t  we  c a l l  w a g e s  p l u s  n o n w a g e  b e n e f i t s .  
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When we examine something like retail sales and find that retail sales 

have a very close correlation with consumer disposal of income after 

taxes, which is what we get minus the withholding tax and social security 

taxes, then we see how important wages would be as purchasing power. 

From the point of view of the individual, the wages he gets deter- 

mines his standard of living. Obviously, if I make $100 a week I am 

going to live better than if I make $80 a week, and not quite so well as 

if I make $200 or $300 a week. So wages are important, not only as 

cost but as purchasing power. 

One other aspect of wages and we will be past this definitional aspect, 

and that is the difference between money wages and real wages. Money 

wages are what we get in our pay envelope. Real wages are what we can 

buy with it. I don't have to tell you that when the cost of living doubles, 

unless you get a corresponding increase in your income, you can buy 

fewer goods and services. 

This is one of the problems we must be concerned with, because, 

if we increase wages more rapidly than we increase goods, we as a 

nation can only pay more; we can't get more; because what we consume 

are cups of coffee and eyeglasses and suits and vacations and medical 

services, and the various other types of goods and services which we 

buy with our incomes. And if the physical volume of those goods and 

services is set--and I don't mean that it can't be expanded, because of 

course it can--merely giving people more money doesn't mean that we 
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c a n  g e t  m o r e  o f  t h e s e  t h i n g s .  If  t h a t ' s  a l l  t h e r e  w a s  t o  i t  t h e r e  w o u l d  

b e  n o  p o o r  c o u n t r i e s  in  t h e  w o r l d ,  a n d  t h e r e  w o u l d  b e  n o  l o w  s t a n d a r d s  

o f  l i v i n g  in  t h e  w o r l d .  T h e y  w o u l d  j u s t  h a v e  t o  p r i n t  s o m e  m o r e  m o n e y  

o v e r  i n  I n d i a ,  in  C h i n a ,  a n d  i n  S o u t h  A m e r i c a .  We  w o u l d  n o t  h a v e  t o  

w o r r y  a b o u t  s e n d i n g  $3  o r  $4 b i l l i o n  a y e a r  o v e r .  W ' d  j u s t  l e t  t h e m  

p r i n t  t h e i r  o w n  m o n e y .  W h y ,  y o u  k n o w  i n  G r e e c e  t h e y  ~ e r e  s o  r i q h  

a f t e r  t h e  w a r  t h e y  c o u l d  a f f o r d  t o  p a y  a t r i l l i o n  d r a c h m a  f o r  a p a c k a g e  

of  c i g a r e t t e s .  B u t  w h e t h e r  t h e y  w e r e  r i c h  o r  p o o r  t h i s  m e a n t  t h a t  

t h e  c u r r e n c y  w a s  w o r t h  n o t h i n g .  

S o  i t  i s  t h e  r e a l  g o o d s  a n d  s e r v i c e s  t h a t  d e t e r m i n e  o u r  l i v i n g  

s t a n d a r d s .  If  w e  i n c r e a s e  o u r  m o n e y  i n c o m e  t o  w h a t  w e  c a l l  i n f l a t i o n  

a t  a m u c h  m o r e  r a p i d  r a t e  t h a n  w e  i n c r e a s e  g o o d s  a n d  s e r v i c e s ,  a l l  w e  

d o  i s  p a y  m o r e .  S o  t h e  d i s t i n c t i o n  b e t w e e n  m o n e y  w a g e s  a n d  r e a l  w a g e s  

b e c o m e s  i m p o r t a n t .  

w a s  t a l k i n g  a l i t t l e  s h o p  t o  D r .  K r e s s  o n  t h e  w a y  o v e r  a n d  w e  g o t  

i n t o  t h e  q u e s t i o n  o f  p e n s i o n s .  W e l l ,  t h i s  i s  a s u b j e c t  w i t h  w h i c h  s o m e  

o f  y o u  h a v e  s o m e  c o n c e r n  o r  w i l l  h a v e .  I t  m a k e s  q u i t e  a d i f f e r e n c e  i f  

y o u  u s e  t h e  p e n s i o n s  y o u  w i l l  g e t  in  1939  d o l l a r s  i n s t e a d  of  1 9 6 0  d o l l a r s  

o r  1970  d o l l a r s ,  o r  m a y b e  e v e n  1980  d o l l a r s - - a s  I l o o k  a r o u n d .  I t  

m a k e s  q u i t e  a d i f f e r e n c e .  

S o m e  o f  m y  c o l l e a g u e s  w h o  t h o u g h t  t h e y  w e r e  g o i n g  t o  h a v e  t h e m s e l v e s  

a r a t h e r  m o d e s t  c o m p e t e n c e  w h e n  t h e y  r e t i r e d  f o u n d  o u t  w h e n  t h e y  r e t i r e d  
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t ha t  wha t  w a s  a c c u m u l a t e d  in the  w a y  of p e n s i o n s  was  not  w o r t h  v e r y  

m u c h .  So r e a l  w a g e s  v e r s u s  m o n e y  w a g e s  and  r e a l  p e n s i o n s  v e r s u s  

m o n e y  p e n s i o n s  b e c o m e  qui te  a f a c t o r .  

Now le t  m e  t e l l  you  abou t  the  r e l a t i o n  b e t w e e n  w a g e s  and  p r i c e s .  

H e r e  is  an  a r e a  w h e r e  the  a m o u n t  of p u b l i c  c o n f u s i o n  is  abou t  a s  h igh  

a s  it  i s  a n y  p l a c e .  As u s u a l l y  is the  c a s e ,  t h e r e  is  a l i t t l e  e l e m e n t  of 

t r u t h  in m u c h  of w h a t  i s  s a i d  a s  w e l l  a s  a c o n s i d e r a b l e  e l e m e n t  of 

e x a g g e r a t i o n .  L e t  m e  t u r n  f i r s t  to  t h i s  p h r a s e ,  " w a g e  i n f l a t i on ,  " 

w h i c h  in e f f e c t  c o v e r s  one  p h a s e  of the  r e l a t i o n s h i p  b e t w e e n  w a g e s ,  o r  

l a b o r  c o s t s ,  and  p r i c e s .  What  is  w a g e  i n f l a t i o n ?  You know, 3 - 1 / 2  

y e a r s  ago  ff you  u s e d  tha t  t e r m  you  w e r e  c o n s i d e r e d  to be  a n t i - l a b o r .  

Nobody,  but  nobody,  u s e d  i t .  I u s e d  i t .  Tha t  d i d n ' t  b o t h e r  m e .  I 

r e m e m b e r  b e i n g  b e f o r e  a C o n g r e s s i o n a l  c o m m i t t e e  wi th  L e o n  K e y s e r l / n g .  

If we  u s e d  a t e r m  l ike  w a g e  i n f l a t i o n  t h e r e  w e r e  a n g u i s h e d  c r i e s  t ha t  

t h i s  was  a n t i - l a b o r .  It w a s  s o m e t h i n g  t ha t  j u s t  t o r e  y o u r  h e a r t  s t r i n g s .  

Ye t  t o d a y  e v e n  r e s p e c t a b l e  p e o p l e  u s e  the  p h r a s e .  L e t  m e  s a y  t h i s  to 

you  g e n t l e m e n :  You c a n ' t  a r g u e  w i th  a r i t h m e t i c .  If you  i n c r e a s e  y o u r  

w a g e s  by 100 p e r c e n t  and  wha t  i s  b e i n g  t u r n e d  out  is  b e i n g  i n c r e a s e d  

by 40 o r  50 p e r c e n t ,  no m a t t e r  how you  look  a t  it,  un i t  c o s t s  go up.  

T h a t ' s  a r i t h m e t i c .  You m u s t  h a v e  a n a m e  f o r  i t .  A n o t h e r  t e r m  ? 

Wage  in f l a t i on ,  o r  m a y b e  we  s h o u l d  c a l l  i t  l a b o r - c o s t  i n f l a t i on ,  to  c o v e r  

the  e n t i r e  p a c k a g e .  T h a t ' s  t he  one  tha t  ha s  d e v e l o p e d .  It i s  a t e r m  tha t  
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is  u s e d  by one and a l l  t oday  to  d e s c r i b e  what  it d e s c r i b e s .  

The  on ly  t r o u b l e  is ,  t he  t e r m  is  so  new  tha t  m o s t  of the  boys  d o n ' t  

know what  it r e a l l y  m e a n s  in t e r m s  of i t s  e f f e c t s .  So it  is  not  u n u s u a l  

to  s e e  the  s t a t e m e n t  tha t  w a g e  i n f l a t i on  a u t o m a t i c a l l y  m e a n s  p r i c e  

in f l a t ion .  T h a t ' s  n o n s e n s e .  It d o e s n ' t  m e a n  tha t  at  a l l .  It m a y  m e a n  

it.  The  fac t  is  tha t  w h e n  w a g e s  go up one of two  t h i n g s  o r  a c o m b i n a t i o n  

of t h e m  can  happen .  A c o m p a n y  m a y  ge t  i t  b a c k  by r a i s i n g  p r i c e s .  A 

c o m p a n y  m a y  not ge t  it b a c k  and t ake  a s m a l l e r  p r o f i t  m a r g i n .  Or  a 

c o m p a n y  m a y  t r y  to o f f se t  the  i n c r e a s e  in l a b o r  c o s t  by cu t t i ng  o t h e r  

c o s t s .  S ince  m o s t  of ou r  c o s t s  a r e  l abor ,  c u t t i n g  o t h e r  c o s t s  m e a n s  

u n e m p l o y m e n t .  

It m a y  t a k e  the  f o r m  of l a b o r - s a v i n g  m a c h i n e r y ,  w h i c h  m e a n s  you 

h i r e  f e w e r  p e o p l e .  S o m e o n e  e l s e  m a y  h i r e  s o m e  o v e r  t i m e ,  but  you 

h i r e  f e w e r  i n d i v i d u a l s  to  o f f s e t  t he  h i g h e r  l abo r  c o s t  p e r  p e r s o n .  

E a c h  of t h e s e  t h r e e  c o n s e q u e n c e s  w i l l  f low for  wage  in f l a t ion .  And 

h e r e  is  w h e r e  the  dep th  of m i s u n d e r s t a n d i n g  is g r e a t e s t .  It m a y  o r  m a y  

not  be p r i c e  in f la t ion ,  a s  I sa id ,  tha t  d e t e r m i n e s  what  t he  e f f e c t s  w i l l  be .  

C e r t a i n l y ,  in a s h o r t  run ,  the  s t a t e  of the  e c o n o m y  d e t e r m i n e s  it .  F o r  

e x a m p l e ,  if you  look at  ou r  e c o n o m y  f r o m  1955 to  1957, you wi l l  f ind tha t  

w a g e  i n f l a t i o n  was  a c c o m p a n i e d  by p r i c e  r i s e s  and  by  a s h a d i n g  of p r o f i t  

m a r g i n s .  But  i f  you  look  at  i t  in 1958 you w i l l  f ind tha t  w a g e  i n f l a t i o n  

was  a c c o m p a n i e d  by no p r i c e  r i s e s ,  e x c e p t  in  c e r t a i n  s e r v i c e  a r e a s ,  

by a s h a r p  cut  in p ro f i t  m a r g i n s ,  and by u n e m p l o y m e n t .  In o t h e r  w o r d s ,  

9 



w h i c h  of the  c o n s e q u e n c e s  w i l l  d e v e l o p  d e p e n d s  upon  s o m e t h i n g  o t h e r  

t h a n  the  wage  in f l a t ion .  It d e p e n d s  upon  the  e c o n o m i c  e n v i r o n m e n t  

in  wh ich  t h e s e  d e v e l o p m e n t s  t ake  p l a c e .  If c o n d i t i o n s  a r e  c o n d u c i v e  

fo r  p a s s i n g  on p r i c e  i n c r e a s e s  o r  c o s t  i n c r e a s e s  in  the  f o r m  of p r i c e  

i n c r e a s e s ,  t h e y  a r e  p a s s e d  on.  

Of c o u r s e ,  w h e n  you r e a d  about  the  p r i c e  i n c r e a s e  in  the  n e w s p a p e r  

it u s u a l l y  is  a c c o m p a n i e d  by an  e x p l a n a t i o n :  "We i n c r e a s e d  p r i c e s  

b e c a u s e  w a g e s  wen t  up. " L e t ' s  look  at  tha t  j u s t  f o r  a m i n u t e .  You m e a n ,  

on Ju ly  1, w h e n  the  s t e e l  i n d u s t r y  i n c r e a s e d  w a g e s ,  t h i s  is the  t i m e  t h e y  

i n c r e a s e d  p r i c e s ,  b e c a u s e  w a g e s  wen t  u p ?  Could t h e y  h a v e  i n c r e a s e d  

p r i c e s  the  day  b e f o r e ,  the  w e e k  b e f o r e ,  o r  a m o n t h  b e f o r e ?  You can  be 

d a r n  s u r e  t h e y  could  have  o r  t h e y  c o u l d n ' t  have  i n c r e a s e d  t h e m  Ju ly  1. 

What  the  wage  b e c o m e s  i s  t he  p u b l i c l y  a c c e p t e d  r a t i o n a l e  fo r  the  

p r i c e  i n c r e a s e .  And you i n c r e a s e d  the  p r i c e  b e c a u s e  you cou ld  ge t  it .  

You m a y  say ,  "But  I n e e d e d  it .  " Y o u r  e x p l a n a t i o n  d o e s n ' t  s t and  up. 

Su re  you n e e d e d  it .  I am not  c h a l l e n g i n g  tha t  at  the  morn  ent .  I am 

m e r e l y  p o i n t i n g  out tha t  you d i d n ' t  r a i s e  y o u r  p r i c e s  b e c a u s e  of  w a g e s .  

You r a i s e d  y o u r  p r i c e s  b e c a u s e  you could  get  a h i g h e r  p r i c e .  

I cou ld  g ive  you s e v e r a l  i l l u s t r a t i o n s .  L e t  m e  g ive  you one of m y  

f a v o r i t e s .  It goes  b a c k  a few y e a r s .  In the  s u m m e r  of 1948 the  c o a l  

i n d u s t r y  r a i s e d  the  p r i c e  of c o a l  by 50 c e n t s  a ton  b e c a u s e  w a g e s  wen t  

up. Tha t  was  the  t i m e  w h e n  the  r a i l r o a d s  b e g a n  D i e s e l i z i n g .  The  r a i l r o a d s  
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u s e d  to  u s e  i i 0  m i l l i o n  tons  of c o a l  a y e a r  out  of 500 m i l l i o n  and  now 

t h e y  u s e  s o m e t h i n g  l i ke  8 o r  10 m i l l i o n  t ons  o r  l e s s .  By  the  end  of the  

y e a r  t ha t  5 0 - c e n t  p r i c e  i n c r e a s e  had d i s a p p e a r e d ,  and  by  the  f o l l o w i n g  

M a r c h  p r i c e s  w e r e  25 o r  35 c e n t s  l o w e r  t h a n  t h e y  w e r e  a t  t he  t i m e  of 

the  w a g e  i n c r e a s e .  W h y ?  B e c a u s e  t h e y  c o u l d n ' t  ge t  i t .  

S t e e l  i n c r e a s e s  w a g e s  on D e c e m b e r  1 u n d e r  t h i s  c o n t r a c t  of l a s t  

y e a r ,  and a l r e a d y  the  n e w s p a p e r s  a r e  b e g i n n i n g  to t a l k  a b o u t  t he  i n a b i l i t y  

to  p a s s  on t h e  w a g e  i n c r e a s e  t h i s  t i m e ,  w h e r e a s  in p a s t  p e r i o d s  w h e n  a 

w a g e  i n c r e a s e  was  c o m i n g  up, two m o n t h s  b e f o r e  t he  p a p e r s  w e r e  fu l l  of  

s t o r i e s  by  the  P r e s i d e n t  of t h i s  c o m p a n y  and  the  V ice  P r e s i d e n t  of  t ha t  

c o m p a n y  to the  e f f e c t  t ha t  "We m u s t  i n c r e a s e  o u r  p r i c e  to  o v e r c o m e  th i s  

l a b o r - c o s t  i n c r e a s e .  " Why i s  t h i s  e l o q u e n c e  s i l e n c e d  t o d a y  ? When  you  

a r e  o p e r a t i n g  a t  50 p e r c e n t  of c a p a c i t y  you  d o n ' t  g ive  m u c h  t i m e  to  p r i c e  

i n c r e a s e s  r e g a r d l e s s  of w h e t h e r  you  a r e  go ing  to  h a v e  l a b o r - c o s t  i n c r e a s e s .  

Tha t  d o e s n ' t  m e a n  t ha t  t h e y  w i l l  o r  w o n ' t  i n c r e a s e  p r i c e s  w h e n  D e c e m b e r  1 

c o m e s  a r o u n d .  But  t h e i r  h e a r t  i s n ' t  in  it  t oday ,  f o r  o b v i o u s  r e a s o n s .  

The  r a i l r o a d s  i n c r e a s e d  t h e i r  r a t e s  b e c a u s e  of w a g e  i n c r e a s e s ,  

and  t h e n  w e n t  r i g h t  b a c k  to  t he  I n t e r s t a t e  C o m m e r c e  C o m m i s s i o n  and  

p o i n t e d  out  how t h e y  w a n t e d  to  cu t  s p e c i f i c  r a t e s  to m e e t  t r u c k  o r  i n l a n d -  

w a t e r - r o u t e  c o m p e t i t i o n .  Why, if  a l l  t h e r e  was  to it was  a n  a u t o m a t i c  

r e l a t i o n s h i p  b e t w e e n  w a g e s  and  p r i c e s  ? 

Wel l ,  I cou ld  d e v e l o p  th i s  at  g r e a t  l eng th ,  but  I t h i n k  you  s e e  the  

po in t .  The  f a c t  i s  tha t ,  in the  p a s t  two d e c a d e s ,  un i t  l a b o r  c o s t s  h a v e  
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put 
m o r e  t han  doub l ed  in th i s  c o u n t r y ;  p r o d u c t i v i t y  o u t / p e r  m a n  h o u r ,  

w h i c h  J o h n  K e n n e d y  cou ld  t a l k  to  you  abou t ,  ha s  gone  up, d e p e n d i n g  

upon  the  i n d u s t r y ,  40 o r  50 p e r c e n t  f o r  t he  e c o n o m y  a s  a w h o l e - - t h e  

a v e r a g e  i n c r e a s e  is  in  t he  n e i g h b o r h o o d  of 2 . 5  o r  3 p e r c e n t .  J o h n  w i l l  

t a l k  to you,  I a m  s u r e ,  abou t  the  o v e r a l l  p r o d u c t i v i t y ,  i n c l u d i n g  c a p i t a l  

input ,  as  w e l l  a s  ou tpu t  p e r  m a n  h o u r .  

We know tha t  a v e r a g e  w a g e s  in m a n u f a c t u r i n g  r o s e  f r o m  64 c e n t s  

an  h o u r  b e f o r e  the  w a r  to  t he  c u r r e n t  r a t e  of  abou t  $ 2 . 3 0 .  And the  

q u i c k e s t  s o r t  of c a l c u l a t i o n  w i l l  s h o w  you  tha t  t ha t  is  a l m o s t  a q u a d r u p -  

l ing ,  an  i n c r e a s e  of s o m e w h e r e  in the  n e i g h b o r h o o d  of 250 p e r c e n t  to  

280 p e r c e n t .  If one  g o e s  up 280 and  the  o t h e r  goes  up 50 o r  60, o r  e v e n  

100, i t  i s  obv ious  t ha t  the  c o s t  p e r  un i t  m u s t  h a v e  gone  up v e r y  s i g -  

n i f i c a n t l y .  

T h e r e  is  one  p l a c e  w h e r e  t h e r e  is  a m o r e  d i r e c t  r e l a t i o n s h i p  b e t w e e n  

w a g e s  and  p r i c e s ,  and tha t  is  in s e r v i c e s .  W h e n  you  go in to  ge t  a h a i r  - 

cut  you  h a v e  to pay  f o r  i t .  A h a i r c u t  i n v o l v e s  l a b o r  c o s t ;  n o t h i n g  but  

l a b o r  c o s t .  The  b a r b e r  u s e d  to  l ive  p r e t t y  m u c h  on t i p s .  We fe l t  we  

had to t ip  h i m  l i b e r a l l y  b e c a u s e  tha t  was  h i s  l i v i n g .  Now we a r e  c a u g h t  

in a s p i r a l .  The  h i g h e r  wage  he ge t s  and the  b e t t e r  he  c a n  l ive  t he  m o r e  

we  m u s t  t ip  h im  b e c a u s e  t he  l a r g e r  the  b i l l  i s .  So in'stea~d~of ~ the  t ip  

r e p r e s e n t i n g  s o m e t h i n g  t ha t  w a s  h i s  l i v i n g  it  now b e c o m e s  a v e r y  n i c e  

f r i n g e  b e n e f i t  w h i c h  ge t s  l a r g e r  the  l e s s  he  n e e d s  i t  in  t e r m s  of wha t  

the  f u n d a m e n t a l  s i t u a t i o n  i s .  
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I t a l k e d  to one  g r o u p  not  long  ago, a m i x e d  g r o u p - - l a b o r  and 

m a n a g e m e n t .  To m a k e  m y  poin t  I s a id ,  "You a l l  know what  l a b o r  

c o s t  i n v o l v e s .  You get  a d e n t  in y o u r  c a r  and you b r i n g  it  in.  The  

b i l l  is  $284. You look  at  the  d e t a i l s  and you f ind tha t  $4 w e r e  fo r  

m a t e r i a l s  and $280 fo r  l a b o r .  " One f e l l ow  got  up and sa id ,  " D r .  B a c k m a n ,  

t h a t ' s  the  m o s t  u n f a i r  s t a t e m e n t  I e v e r  h e a r d .  L a b o r  d o e s n ' t  c o s t  tha t  

m u c h .  " I a p o l o g i z e d  and I sa id ,  " Y o u ' r e  r i g h t .  On m y  b i l l  it was  on ly  

$277. I j u s t  r o u n d e d  it out .  " A n o t h e r  f e l l o w  got up and  sa id ,  " Y o u r  

r e f e r e n c e  to  the  h igh  cos t  of  l a b o r  in  the  b u i l d i n g  t r a d e s  is v e r y  u n f a i r .  " 

I s a id ,  "Yes ,  i t ' s  v e r y  u n f a i r .  When  I c a l l  a p l u m b e r  it c o s t s  m e  $11 

an  h o u r .  Why d o e s  i t  c o s t  m e  $11 an  h o u r ?  B e c a u s e  he has  to b r i n g  

s o m e b o d y  to  c a r r y  h i s  k i t  to  t he  doo r .  He ge t s  $7 an h o u r  and the  o t h e r  

guy ge t s  $4 an hou r .  " I sa id ,  "If  one  of t h e s e  days  you s e e  Back.man 
and 

w a l k i n g / b e h i n d  m e  i s  a l i t t l e  f e l l ow c a r r y i n g  a b r i e f  c a s e ,  you w i l l  know 

I am a c t i n g  l i ke  a p l u m b e r .  " E l e v e n  d o l l a r s  an hour ;  t h a t ' s  what  i t  c o s t s .  

I have  to be s u r e  t h e r e  a r e  p l e n t y  of l e a k s  b e f o r e  I c a l l  h i m .  I have  to 

m a k e  s u r e  h e ' s  got an  h o u r ' s  w o r k .  

The  fac t  i s - - a n d  th i s  is  o b v i o u s l y  a l i t t l e  e x a g g e r a t e d - - a l t h o u g h  the  

s t o r y  about  the  p l u m b e r  i s n ' t ;  t h a t ' s  what  it co s t ,  

tha t  f o r  m o s t  s e r v i c e s  l a b o r  is  t he  e s s e n c e  of i t .  

w i thou t  any  e x a g g e r a t i o n - -  

And so  we find in ou r  

c o n s u m e r  p r i c e  i n d e x  tha t  the  s e r v i c e  c o m p o n e n t  has  m o v e d  up s t e a d i l y ,  

s u r e l y ,  a l m o s t  u n a v o i d a b l y ,  in the  p a s t  d e c a d e .  The  c o s t  of goods  h a s n ' t  

m o v e d  up so  m u c h - - a  f ew p e r c e n t .  It is  l a r g e l y  the  c o s t  of  s e r v i c e s  tha t  
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h a v e  p u s h e d  up th i s  i n d e x .  

When  you  go to  a h o s p i t a l  you  f ind tha t  t he  c o s t  is  now f o u r  t i m e s  

wha t  i t  w a s  b e f o r e ,  and  t h a t ' s  a b ig  i n c r e a s e  in m e d i c a l  c a r e ,  

W h a t ' s  a h o s p i t a l ?  I t ' s  p r e t t y  m u c h  a b ig  l a b o r  f a c t o r y .  Oh, 

t h e r e  is  the  h i g h e r  c o s t  f o r  m o d e r n  e q u i p m e n t  and a l l  tha t ,  but  m o s t  

of it g o e s  to  pay  t h e s e  s u b s t a n d a r d  w a g e s ,  b e l i e v e  i t  o r  not .  T h a t ' s  

a p a r a d o x .  I t ' s  a l l ,  in  fac t ,  f o r  l a b o r ,  and  t h e y  s t i l l  c a n ' t  pay  a d e c e n t  

w a g e .  

So, w h e n  you get  to  t he  c o n s u m e r  p r i c e  index ,  t h i s  r e l a t i o n s h i p  

b e t w e e n  l a b o r - c o s t  i n c r e a s e  and p r i c e  is  m u c h  m o r e  d i r e c t  b e c a u s e  

the  s e r v i c e  c o s t  d e t e r m i n e s  the  s t a t e  of t he  i ndex .  

Wel l ,  we  had a p h r a s e  u s e d  in o u r  e c o n o m y ,  " c r e e p i n g  i n f l a t i o n .  " 

The  l a t e  S u m n e r  S c h l i c t e r  u s e d  to f e e l  tha t  t h i s  was  an  i n e v i t a b l e  s i t u a -  

t ion .  S o m e  of you  m a y  h a v e  s e e n  a d e b a t e  in  p r i n t  I had wi th  h im  a 

y e a r  o r  so  ago  in  the  New Y o r k  T i m e s  m a g a z i n e  s e c t i o n .  He t ook  the  

c a s e  f o r  and  I took  the  c a s e  a g a i n s t  c r e e p i n g  i n f l a t i o n .  I t h i n k  tha t  t h o s e  

who  s a y  t ha t  we  m u s t  l i ve  wi th  t h i s  t ype  of s i t u a t i o n  a r e  b e i n g  d e f e a t i s t s .  

To  s a y  tha t  we m u s t  t h r o w  up o u r  h a n d s  and  a d v o c a t e  tha t  be~.ause  u n i o n s  

a r e  s o  s t r o n g  t h e y  a r e  go ing  to  ge t  m o r e  t h a n  ou tpu t  p e r  m a n  h o u r  is  to  

look  a t  t h i s  t h i n g  a l i t t l e  b a c k w a r d s .  I t h ink  the  job of t he  e c o n o m i s t  is  

to  s a y ,  "If  you  do th i s ,  h e r e  a r e  the  ev i l  c o n s e q u e n c e s ,  and  we m u s t  f ind  

a w a y  to  avo id  t h e m .  We m u s t  f ind a w a y  to m i n i m i z e  t h e m .  We m u s t  

i n c i d e n t a l l y .  

I know,  
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find a way to stop it.  " 

a group is too hard.  

m e r e l y  
I don ' t  t h ink  you can  a b d i c a t e  y o u r  r o l e / b y  s a y i n g  

So th i s  a r e a  of c r e e p i n g  i n f l a t i on  is  c l o s e l y  and i n t i m a t e l y  r e l a t e d  

to t h i s  t h ing  we ca l l  wage  in f l a t ion .  

T h e r e  is  a n o t h e r  way  in w h i c h  w a g e s  a r e  r e l a t e d  to p r i c e s .  Tha t  is  

t h r o u g h  e s c a l a t o r  c l a u s e s .  As  you m a y  know, r o u g h l y  t h r e e  m i l l i o n  

w o r k e r s  a r e  c o v e r e d  by c o n t r a c t  w h e r e  i n c r e a s e s  in p r i c e s  a r e  a c c o m -  

p a n i e d  a u t o m a t i c a l l y  by i n c r e a s e s  in w a g e s .  If the  cos t  of l i v i n g  g{}e~ 

up a haLf a poin t  t he  i n d e x  goes  up a ha l f  a point ,  and  w o r k e r s  in the  

a u t o m o b i l e  i n d u s t r y  get  a p e n n y  i n c r e a s e  in w a g e s .  If i t  g o e s  up a po in t  

they get two cents. This is the automatic escalator clause. 

So that when prices go up there is an automatic impact on wages in 

these areas. Of course this is an incredible provision. This is a pro- 

vision which is uniquely indigenous to the United States--the way we carry 

it out. In most countries of the world, when they have an escalator clause 

they say the index must go up five points before there is an adjustment, 

or ten points, or 2-1/2 percent, or they say, "You must wait a year 

before we see if this adjustment really is warranted, instead of every 

three months or six months. "~ Or they say~ "Let's average three-month 

periods to make sure it isn't just a casual change. " 

I was in a program about a year or so ago with a fellow from Toronto. 

He made what I thought was one of the most profound observations about 
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t h e  c o n s u m e r  p r i c e  i n d e x  I h a v e  h e a r d  in  a l o n g  t i m e .  I t  d e a l t  e x a c t l y  

w i t h  t h i s  p o i n t .  H e  s a i d ,  " T h e  r e a s o n  w h y  w e  w o r r y  s o  m u c h  a b o u t  r i s e s  

i n  t h e  c o n s u m e r  p r i c e  i n d e x  i s  t h a t  we  g i v e  t h e m  a l l  t h e s e  h e a d l i n e s .  " 

He  S e i d ,  " T h e  a v e r a g e  f a m i l y  d o e s n ' t  k n o w  w h e n  t h e  c o n s u m e r  p r i c e  

i n d e x  g o e s  u p  o n e  p e n n y  f o r  e v e r y  $10  i t  s p e n d s .  In  f a c t  y o u r  w i f e  

a n d  m i n e  j u g g l e s  h e r  f o o d  b u d g e t  s o  t h a t  ff  t h e  p r i c e  o f  c a n n e d  p e a c h e s  

g o e s  u p  w e  a r e  s u d d e n l y  s e r v e d  c a n n e d  p e a r s  o r  f r u i t  c o c k t a i l ,  o r  i f  t h e  

p r i c e s  o f  c a n n e d  f r u i t s  go  u p  w e  g e t  m o r e  f r e s h  f r u i t s ,  o r  i f  t h e y  b o t h  

go u p  w e  g e t  m o r e  s p i n a c h .  " 

T h e  f a c t  i s  t h a t  t h e r e  a r e  a l l  s o r t s  o f  a l t e r n a t i v e s  w i t h i n  w h i c h  we  

c a n  j u g g l e .  A n d  ff  w e  d i d n ' t  p u b l i c i z e  s o  m u c h  w h a t  i s  h a p p e n i n g  in  a n  

i n d e x  w e  w o u l d n ' t  h a v e  t o  w o r r y  s o  m u c h .  W e  c a n ' t  e v e n  m e a s u r e  i t  

e x a c t l y  a s  w e  p r e t e n d  w h e n  w e  g e t  t h e s e  h e a d l i n e s :  " N e w  h i g h  r e a c h e d .  

I t ' s  u p  . 1 p o i n t .  N e w  h i g h  r e a c h e d - - .  1 p o i n t .  " Y o u  k n o w  t h a t  a f t e r  

f i v e  m o n t h s  w e  a r e  u p  a h a l f  a p o i n t ?  T h a t ' s  a b o u t  . 4  o f  1 p e r c e n t .  T h a t  

m e a n s  t h a t  a f t e r  f i v e  m o n t h s  f o r  e v e r y  $10  a n o t h e r  4 c e n t s  m a y  h a v e  

b e e n  a d d e d  to  o u r  l i v i n g  c o s t  i n  a n  a r e a  w h e r e  t h e r e  i s  p l e n t y  o f  r o o m  

f o r  j u g g l i n g .  

We  a r e  t h e  v i c t i m s  o f  o u r  o w n  p u b l i c i t y .  H e  m a d e  a f u r t h e r  o b s e r v a -  

t i o n  t h a t  p e o p l e  d i d n ' t  w o r r y  m u c h  a b o u t  u n e m p l o y m e n t  w h e n  t h e y  d i d n ' t  

g e t  a l l  t h e  p u b l i c i t y .  I r e m e m b e r  w h e n  I go t  o u t  o f  s c h o o l  I g o t  o u t  i n  

a p e r i o d  of  u n e m p l o y m e n t ,  in  1927 .  I t  w a s  t e r r i b l e .  I g o t  a j o b .  I 

d i d n ' t  l i k e  i t  a n d  I q u i t .  I t  t o o k  m e  t h r e e  d a y s  t o  f i n d  a n o t h e r  o n e .  Of 
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c o u r s e  I d i d n ' t  know it  was  a p e r i o d  of u n e m p l o y m e n t .  I d i d n ' t  f ind  

out  un t i l  I b e c a m e  an  e c o n o m i s t ,  l a t e r .  Of c o u r s e  I found  out  abou t  

i t  in the  e a r l y  t h i r t i e s .  Th i s  was  a n o t h e r  p r o b l e m .  But 1927 w a s  a 

p e r i o d  of u n e m p l o y m e n t .  You t a l k  t o d a y  abou t  u n e m p l o y m e n t .  When  

you  b o t h e r  to p i ck  up the  n e w s p a p e r  as  you get  a r o u n d  the  c o u n t r y ,  a s  

I do, and  s e e  the  n u m b e r  of c o l u m n s  of he lp  w a n t e d  in  the  p a p e r ,  t h e r e  

d o e s n ' t  s e e m  to  be  a n y  p r o b l e m .  Oh, I know it is  n e v e r  the  job you  

want ;  i t ' s  n e v e r  the  job f o r  w h i c h  you  a r e  q u a l i f i e d .  But  t h e r e  a r e  a 

lot  of jobs  a r o u n d .  S u r e  t h e r e ' s  t r o u b l e  in  g e t t i n g  a job .  

If a f e l l o w  who g r a d u a t e d  f r o m  s c h o o l  in 1959 d i d n ' t  h a v e  a l l  the  

c o r p o r a t i o n s  s i t t i n g  on h is  d o o r s t e p  tha t  was  t e r r i b l e ;  he  had to go out  

and look  a f e w  p l a c e s  h i m s e l f .  But  in 1931, o r  1932, o r  1933. no m a t t e r  

w h e r e  you  l o o k e d  t h e r e  was  n o t h i n g .  T h a t  w a s  u n e m p l o y m e n t .  

So the  a v e r a g e  p e r s o n  d o e s n ' t  know t h e r e  is  u n e m p l o y m e n t  go ing  

a r o u n d  and  t ha t  we h a v e  3 - 1 / 2  o r  4 m i l l i o n  u n e m p l o y e d .  We h a v e  67 

m i l l i o n  p e o p l e  w o r k i n g .  Whi l e  in  s o m e  c o m m u n i t i e s  i t  is  a s e r i o u s  

p r o b l e m  in m a n y  c o m m u n i t i e s  i t ' s  a q u e s t i o n  of m o v i n g  a r o u n d .  I n c i -  

d e n t a l l y ,  m a n y  of t h e s e  u n e m p l o y e d  a r e  the  y o u n g e r  p e o p l e  who  a r e  in 

e x a c t l y  the  s a m e  p o s i t i o n  I was  in of t r y i n g  to  f ind w h e r e  t h e y  be long ,  

and  m o v i n g  f r o m  job to  j o b .  B a s i c a l l y  in o u r  4 m i l l i o n  u n e m p l o y e d  the  

p r o b l e m  of u n e m p l o y m e n t  i s n ' t  4 m i l l i o n ;  i t ' s  a m i l l i o n .  E v e n  in the  b e s t  

of t i m e s  we h a v e  2 -1 /2  o r  3 m i l l i o n  u n e m p l o y e d .  You m i g h t  be  i n t e r e s t e d  

in k n o w i n g  tha t  e v e n  in  W o r l d  W a r  II, w h e n  a n y  a b l e - b o d i e d  m a n  cou ld  get  
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a j o b - - i n  fac t ,  w h e n  m o s t  of the  c o m p a n i e s  had the  e m p l o y m e n t  o f f i ce  

s e t  on a p l a t f o r m  wi th  s o m e  s t e p s  up to  i t  and  a n y b o d y  who  cou ld  c l i m b  

the  s t e p s  got a j o b - - w e  s t i l l  hade. a h a l f - m i l l i o n  u n e m p l o y e d ,  in  the  m i d d l e  

of a w a r .  T h e r e  is  a r e s i d u e ,  e v e n  u n d e r  the  m o s t  e x t r e m e  c i r c u m s t a n c e s ~  

of g e n e r a l  u n e m p l o y m e n t ,  s o m e t i m e s ,  of p e o p l e  who  do not  wan t  to  be  

e m p l o y e d - - a n d  you  know wna t  I m e a n .  

I n c l u d e d  in  t h e s e  f i g u r e s  of 4 m i l l i o n  tha t  we  t o s s  a r o u n d  a r e  the  

w i v e s  on t e r m i n a l  l e a v e ,  a b o u t  to  have  b a b i e s ,  and g e t t i n g  u n e m p l o y m e n t  

i n s u r a n c e  b e t w e e n  the  t i m e  t h e y  qui t  and  the  t i m e  the  b a b i e s  c o m e  o r  

m a n a g e  to ge t  f i r e d ,  a s  the  c a s e  m a y  be .  It s o r t  of h e l p s  to  pay  e x p e n s e s .  

We i n c l u d e  a l l  of t h e s e  t y p e s  of s i t u a t i o n s  in u n e m p l o y m e n t  f i g u r e s .  So 

we v i e w  u n e m p l o y m e n t  not  as  4 m i l l i o n  bu t  a s  a m i l l i o n  p e o p l e  who a r e  

r e a l l y  p a r t  of t he  a c t i v e  u n e m p l o y e d .  

d i d n ' t  h a v e  j o b s .  D o n ' t  m i s t a k e  m e .  

I d o n ' t  m e a n  t ha t  a l l  the  4 m i l l i o n  

We h a v e  s e a s o n a l  p r o b l e m s .  W e ' v e  

got p e o p l e  m o v i n g  to  d i f f e r e n t  p a r t s  of the  c o u n t r y .  W e ' v e  got  p e o p l e  who 

have  f i n i s h e d  up s o m e t h i n g  and wan t  to t a k e  i t  e a s y  f o r  a f ew  w e e k s  o r  a 

few m o n t h s .  And t h e n  w e  have  t h o s e  p e o p l e  who  w o u l d  l i ke  to  get  a job 

r e g a r d l e s s  of  wha t  i s  i n v o l v e d  b e c a u s e  t h e y  n e e d  it d e s p e r a t e l y .  

I a m  not  t r y i n g  to  m i n i m i z e  u n e m p l o y m e n t .  D o n ' t  m i s t a k e  m e .  I 

a m  t r y i n g  to  g ive  it s o m e  p e r s p e c t i v e .  In 1927 I d i d n ' t  know t h e r e  was  

u n e m p l o y m e n t  b e c a u s e  I w a s n ' t  f o l l o w i n g  the  f i g u r e s .  In 1959 and  1960 

I know t h e r e  is  u n e m p l o y m e n t  b e c a u s e  I a m  f o l l o w i n g  the  f i g u r e s .  And 
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yet ,  if  we s top  to  th ink ,  e v e r y b o d y  we know is  e m p l o y e d .  A coup le  

of young  f e l l o w s  a r e  t r y i n g  to get  a job  and  t h e y  m a n a g e  to get  t h e i r  

jobs .  

To c o m e  b a c k  to e s c a l a t o r  c l a u s e s ,  w h e n  the  p r i c e  i n d e x  goes  up 

you a u t o m a t i c a l l y  get  a wage  i n c r e a s e .  Th i s  is  r e a l l y  t y i n g  it a l i t t l e  

too  t igh t ly ,  I t h ink .  I c an  u n d e r s t a n d  p r o t e c t i n g  peop l e  a g a i n s t  the  r i s e  

in the  c o s t  of l iv ing ,  but  t h i s  b u s i n e s s  of e v e r y  t i m e  t h e r e  is  a f l u c t u a t i o n  

of ha l f  a poin t  and they  t r y  to ge t  p r o t e c t i o n  m a k e s  no s e n s e  to m e .  

S o - c a l l e d  e s c a l a t o r  c l a u s e s  have  t h e i r  g r e a t e s t  a d v e r s e  i m p a c t ,  

t h e i r  g r e a t e s t  i n f l a t i o n a r y  i m p a c t ,  d u r i n g  p e r i o d s  of g e n e r a l  in f l a t ion ,  

m o n e t a r y  o r  f i s c a l ,  b e c a u s e ,  r e m e m b e r ,  an e s c a l a t o r  c l a u s e  m u s t  be  

t r i g g e r e d ;  s o m e t h i n g  m u s t  h a p p e n  b e f o r e  you get  the  wage  i n c r e a s e .  

Tha t  s o m e t h i n g  is  a p r i c e  r i s e .  Now, if  the  p r i c e  r i s e  c r e a t e s  the  wage  

i n c r e a s e ,  and the  wage  i n c r e a s e  t h e n  c r e a t e s  p r e s s u r e  f o r  the  p r i c e  

i n c r e a s e ,  u n d e r  t h e s e  c i r c u m s t a n c e s  we r u n  in to  the  p r o b l e m  of s p i r a l i n g .  

F o r  e x a m p l e ,  d u r i n g  Wor ld  War  II Canada  had a c o s t - o f - l i v i n g  bonus .  

E v e r y  t h r e e  m o n t h s  t h e y  c h e c k e d  the  f i g u r e s  and e v e r y  t h r e e  m o n t h s ,  i f  

the  i ndex  was  up a point ,  t h e y  had to a d j u s t  w a g e s .  T h e y  m a d e  an  a d j u s t -  

m e n t  in  Ju ly  of 1942. T h e r e  was  no a d j u s t m e n t  r e q u i r e d  in O c t o b e r .  

Then ,  b e c a u s e  the  p r i c e  of b e e f  was  go ing  up, i t  b e c a m e  c l e a r  tha t  a s  

of J a n u a r y  1, 1943, t h e r e  would  be a wage  i n c r e a s e .  But the  C h a i r m a n  

of the  W a r t i m e  P r i c e s  of  T r a d e  B o a r d  d i s c o v e r e d  v e r y  q u i c k l y - - o r  wvas 

to ld  by h i s  s t a f f - - y o u  know the  way the  top b r a s s  f ind out t h e s e  t h i n g s - -  
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t ha t  i f  t h e s e  wage  i n c r e a s e s  took  p l a c e  t h e r e  would  have  to  be  new  

p r i c e  i n c r e a s e s ,  wh ich  p r i c e  i n c r e a s e s  would  t r i g g e r  new w a g e  i n c r e a s e s  

as  of A p r i l  1. So it was  the  f i r s t  S a t u r d a y  of D e c e m b e r ,  in the  m i d d l e  

of a h o c k e y  g a m e - - p e r h a p s  the  b e s t  way to r e a c h  m o s t  of  C a n a d a - - w h e n  

the  top o f f i c i a l s  got  up and a n n o u n c e d  tha t  e f f e c t i v e  Monday  t h e y  w e r e  

r o l l i n g  b a c k - - n o t  the  p r i c e  of b e e f - - y o u  c a n ' t  do m u c h  wi th  b e e f - - t h e  

p r i c e s  of cof fee j  tea ,  b a n a n a s ,  and m i l k  so  tha t  as  of J a n u a r y  1 the  i n d e x  

would not  be  up a point ,  b e c a u s e  ff i t  was  up a poin t  the  wage  i n c r e a s e  

would  t r i g g e r  the  nex t  p r i c e  i n c r e a s e .  

H e r e  you have  r e a l l y  u n d e r  a m i c r o s c o p e  the  type  of r e l a t i o n s h i p  

tha t  d e v e l o p s  in a t igh t  s i t u a t i o n .  And h e r e  you have  t h e  w a g e - p r i c e ,  

p r i c e - w a g e  s i t u a t i o n  m o v i n g  on. 

L e t  m e  m o v e  on. What  about  the  r e l a t i o n s h i p  b e t w e e n  w a g e s  and 

p r o f i t s ?  F i r s t  l e t  m e  no te  tha t  p r o f i t s  a r e  on ly  one of s i x  f a c t o r s  t ha t  

d e t e r m i n e  w a g e s  o r  p lay  a r o l e  in  wage  d e t e r m i n a t i o n .  The  Cost of 

l i v ing  is  one; w o r k e r s '  b u d g e t s ;  wage  c o m p a r i s o n s - - t h a t ' s  the  m o s t  

i m p o r t a n t  one;  p r o d u c t i v i t y ;  and the  e c o n o m i c  e n v i r o n m e n t .  T h e s e ,  as  

w e l l  as  p r o f i t s ,  p lay  a r o l e .  

H e r e  a r e  s o m e  n u m b e r s .  F r o m  1950 to  1959 p r o f i t s  b e f o r e  t a x e s - -  

and t h a t ' s  wha t  you pay  y o u r  w a g e s  out o f - - v e r y  o f t en  y o u ' l l  h e a r  s o m e b o d y  

sayj  "We e a r n e d  only  $10 m i l l i o n  l a s t  y e a r  and if  we pay a $10 m i l l i o n  

wage  i n c r e a s e  it w i p e s  ou r  p r o f i t s  ou t , -no t  a t  a l l ;  Unc le  pays  ha l f  of tha t  

b e c a u s e  you e a r n e d  $20 m i l l i o n  b e f o r e  t a x e s  if you own $10 m i l l i o n  a f t e r ,  
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the  t ax  r a t e  b e i n g  52 p e r c e n t ,  and i t  r e a l l y  m e a n s  you now have  $10 

m i l l i o n  of t a x a b l e  i n c o m e  i n s t e a d  of $20 m i l l i o n ;  i t ' s  t r u e  it  c o s t s  you 

s o m e t h i n g  but  it d o e s n ' t  c o s t  you $10 m i l l i o n - - i n  1950 p r o f i t s  b e f o r e  

t a x e s  fo r  a l l  c o r p o r a t i o n  w e r e  about  $41 b i l l i on ,  and  it has  r i s e n  to 

$48 b i l l i o n  in  1959. Now i t ' s  r u n n i n g  a l i t t l e  b i t  l o w e r .  L a b o r  c o m -  

p e n s a t i o n  d u r i n g  th i s  p e r i o d  r o s e  f r o m  $154 b i l l i o n  to  $277 b i l l i on .  

What c r e a t e d  the  p r e s s u r e  on p r i c e s  f r o m  1950 to 19597 P r o f i t  i n c r e a s e s ,  

o r  wage  i n c r e a s e s ,  o r  l a b o r - c o s t  i n c r e a s e s ,  to the  e x t e n t  tha t  e i t h e r  of 

t h e s e  p l ayed  a r o l e .  One was  up f r o m  $7 b i l l i on ,  and the  o t h e r  was  up 

to  $122 b i l l i o n .  P r o f i t s  b e f o r e  t a x e s  r a n  about  16 p e r c e n t  of n a t i o n a l  

i n c o m e  in 1950. In 1959 it r a n  12 p e r c e n t  of n a t i o n a l  i n c o m e .  

Was it  a w i d e n i n g  p r o f i t  m a r g i n  tha t  c a u s e d  p r i c e  i n c r e a s e s  o r  was  

it  a w i d e n i n g  wage  i n c r e a s e  m a r g i n ,  w h i c h  wen t  up, i n c i d e n t a l l y ,  f r o m  

s o m e t h i n g  about  62 p e r c e n t  to  about  70 p e r c e n t  ? I 'm  ju s t  u s i n g  round  

n u m b e r s .  If p r i c e s  had not  gone up, would  the  n a t i o n a l  i n c o m e  have  

b e e n  as  high,  and would  t h e s e  p e r c e n t a g e s  have  b e e n  as  low as  i n d i c a t e d ?  

L e t  m e i l l u s t r a t e  one  of t he  t ypes  of  p r o p a g a n d a  you get  in t h i s  

a r e a .  The  s t e e l  un ion  has  a hab i t  of sa~n;g  tha t  e v e r y  t i m e  the  s t e e l  

i n d u s t r y  has  a wage  i n c r e a s e  of $1 they  ge t  b a c k  $3 in p r i c e s .  Well ,  

t h i s  i s  a good way to m a k e  p r o f i t s .  I h a v e  had s o m e  i n v o l v e m e n t  in 

s t e e l  n e g o t i a t i o n s .  Th i s  h a p p e n e d  when  the  w a g e - d e t e r m i n a t i o n  book  

c a m e  out, and  the  p r e s s  c o n f e r e n c e ,  and a l l  tha t  s o r t  of s tu f f  wh ich  
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p r e s s  
the  p u b l i s h e r s  a r r a n g e d .  Al l  of the  l a b o r ] f e l l o w s ,  lake, Abe  R o s s o n  

of the  T i m e s  and  the  o t h e r s ,  w e r e  t h e r e .  S i n c e  th i s  was  d u r i n g  the  

s t e e l  n e g o t i a t i o n s ,  t h e y  though t  t hey  m i g h t  ge t  a l i t t l e  i n k l i n g  as  to  

what  was  go ing  on by a s k i n g  t he  r i g h t  q u e s t i o n s .  The  p r e s s  boys  a r e  

p r e t t y  c a g e y .  So one of t h e m  sa id ,  "What  about  th i s  b u s i n e s s  of the  

c o m p a n i e s  m a k i n g  th i s  p r o f i t - - S 3  in  p r i c e s  fo r  e v e r y  $1 in  w a g e s  ? "  

So, to be f u n n y - - a n d  I d i d n ' t  l a b e l  it Ugag, 

t h ink  t h e s e  c o m p a n i e s  a r e  a l i t t l e  c r a z y .  

" you s e e - - I  sa id ,  "Well ,  I 

If I w e r e  r u n n i n g  the  c o m p a n i e s  

I 'd  i n c r e a s e  w a g e s  e v e n  m o r e  t h a n  the  un i~a  wan ted ,  b e c a u s e  look  at t he  

t r e m e n d o u s  p ro f i t  I 'd be  g e t t i n g - - S 3  fo r  $1. The  A m e r i c a n  and M e t a l  

M a r k e t  the  nex t  day  had a f r o n t - p a g e  f e a t u r e  s t o r y :  " J u l e s  B a c k m a n ,  

s o m e t i m e s  a d v i s e r  of the  s t e e l  i n d u s t r y  s a y s  l a b o r  d e m a n d  i s n ' t  enough;  

the  i n d u s t r y  could  m a k e  a b i g g e r  p ro f i t  if t hey  gave  a b i g g e r  wage  i n c r e a s e .  " 

Y o u ' v e  ju s t  got to be  so  c a r e f u l  wi th  t h e s e .  Of ten  w h e n  I go to  

P i t t s b u r g h  a p r e s s  c o n f e r e n c e  is  s e t  up, and u s u a l l y  it  is  off t he  r e c o r d .  

A few y e a r s  ago  when  the  p o r t a l - t o - p o r t a l  d i s c u s s i o n s  w e r e  qui te  i m p o r -  

tant ,  I was  at one of t h e s e  o f f - t h e - r e c o r d  p r e s s  c o n f e r e n c e s ,  and I 

wan t ed  to  e m p h a s i z e  how e x t r e m e  s o m e  of t h e s e  d e m a n d s  w e r e  ge t t i ng .  

I sa id ,  " T h e  t i m e  wi l l  c o m e  if you  k e e p  on in  t h i s  d i r e c t i o n  when  y o u ' l l  

be  paid  f r o m  the  m i n u t e  you l e a v e  the  h o u s e  un t i l  the  m i n u t e  you get  h i m e .  " 

I c o u l d n ' t  ge t  i t  a c r o s s  and I t hough t  I ought  to m a k e  i t  m o r e  d r a m a t i c  

t h a n  tha t .  So I sa id ,  " T h e  nex t  t h i n g  we have  to  have  is  d e m a n d s  by the  

c o m p a n y - - c o f f e e  to  co f f ee  t i m e ,  t o i l e t  to  t o i l e t  pay.  " I n  the  P i t t s b u r g h  P r e s s  
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the  nex t  day  a p p e a r e d :  " B a c k m a n  a d v o c a t e s  t o i l e t  to t o i l e t  pay.  " 

Well ,  I caugh t  th i s  in the  f i r s t  e d i t i o n  and we had the  s t o r y  k i l l ed ,  o r  

it would  have  b e e n  s e n t  on the  w i r e s .  Can you i m a g i n e  g o i n g  t h r o u g h  

l i fe  b e i n g  known as  J u l e s  T. T . T .  B a c k m a n ?  What does  T. T . T .  m e a n ?  

T o i l e t  to T o i l e t  B a c k m a n .  Oh, b r o t h e r ,  y o u ' v e  got to be p r e t t y  c a r e f u l .  

Well ,  w e ' l l  have  to  c l e a n  up the  r e c o r d .  

I e x a m i n e d  the  s t e e l  wage  s t u f f - - a n d  you can  c h e c k  t h e s e  f i g u r e s - -  

and h e r e ' s  what  I found.  Th i s  was  done  a coup le  y e a r s  ago.  T h e s e  

a r e  the  f i g u r e s  fo r  1945 to 1955. If p r i c e s  had r i s e n  only  enough  to c o v e r  

the  wage  i n c r e a s e  in 1945 to  1955 t h e y  would  have  r i s e n  by 37 p e r c e n t - -  

the  a c t u a l  r i s e  was  120 p e r c e n t .  If t h e y  had r i s e n  on ly  37 p e r c e n t  the  

s t e e l  i n d u s t r y ,  wh ich  was  m a k i n g  a h a l f - b i l l i o n  d o l l a r s  b e f o r e  any  of t h i s  

h a p p e n e d ,  in 1945, would have  had  a l o s s  of o v e r  $2 b i l l i o n  d o l l a r s  in  

1955, d e s p i t e  the  e n o r m o u s  i n c r e a s e  in  v o l u m e .  

Suppose  t h e y  had j u s t  b r o k e n  e v e n  in  1955, in o t h e r  w o r d s ,  had jus t  

go t t en  e n o u g h  m o n e y  b a c k  to b r e a k  e v e n - - n o  p ro f i t  no l o s s - - t h e y  would  

s t i l l  have  r e q u i r e d  an 86 p e r c e n t  i n c r e a s e  in p r i c e s .  R e m e m b e r  the  

37 p e r c e n t  would  c o v e r  the  w a g e s .  

m a r g i n  t h e y  had j u s t  a f t e r  the  war ,  

If t h e y  m a i n t a i n e d  the  s a m e  p r o f i t  

w h i c h  was  not  a t r e m e n d o u s  o n e - -  

about  6 p e r c e n t - - a  r i s e  of about  113 p e r c e n t  would  have  b e e n  r e q u i r e d .  

This  is  not  f a r  f r o m  the  120 p e r c e n t  r i s e .  

In o t h e r  w o r d s ,  what  I am s a y i n g  i s  tha t  no i n d u s t r y  has  only  l a b o r  
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c o s t .  I n d u s t r i e s  have  m a n y  c o s t s .  When  you  ge t  a w a g e  s p i r a l  you  

c a n  be  s u r e  tha t  not  on ly  w i l l  the  c o s t  of s t e e l  l a b o r  go up but  the  s t e e l  

m i l l s  a l s o  own c o a l  m i n e s  and  c o a l  l a b o r  goes  up.  T h e y  own i r o n  o r e  

m i n e s ,  and  i r o n  o r e  goes  up.  You c a n  be  s u r e  w h e n  t h e y  go up r a i l r o a d  

r a t e s  w i l l  go up, b e c a u s e  t h e y  a r e  b i g  u s e r s  of t r a n s p o r t a t i o n .  And 

a l l  of t h e s e  c o s t s  c o m e  in .  Do t h e y  c o m e  in to  t he  s t e e l  c o m p a n y  on 

J u l y  1 ? Of c o u r s e  not .  T h e y  have  b e e n  c o m i n g  in m o n t h s  b e f o r e  f r o m  

l a s t  y e a r ' s  i n c r e a s e  and t h e y ' l l  k e e p  c o m i n g  in  m o n t h s  a f t e r .  And so,  

w h e n  you  m a k e  tha t  a d j u s t m e n t  on J u l y  1, wha t  a r e  you  d o i n g ?  You a r e  

r e f l e c t i n g  t he  i n c r e a s e s  f o r  w h i c h  you  got no p r i c e  i n c r e a s e  in p r e -  

c e d i n g  m o n t h s .  You a r e  r e c o g n i z i n g  t h e n  w h e n  you  g ive  it to  the  s t e e l  

w o r k e r s ,  the  c o a l  m i n e r s ,  the  i r o n  o r e  w o r k e r s ,  and t h e  c a p t i v e  r a i l r o a d  

w o r k e r s ,  and  s o  on, a r e  a l l  go ing  to  ge t  i t .  You d o n ' t  c h a n g e  s t e e l  

p r i c e s  o r  a u t o m o b i l e  p r i c e s  o r  e l e c t r i c a l  e q u i p m e n t  p r i c e s  e v e r y  day .  

T h e s e  p r i c e s  a r e  c h a n g e d  o n c e  a y e a r ,  t w i c e  a y e a r ,  o r  t h r e e  t i m e s  

a y e a r ,  u s u a l l y  as  a r e s u l t  of the  a c c u m u l a t i o n  of p r e s s u r e s .  

T h e  t h i n g  to k e e p  in  m i n d  on p r o f i t s  i s  t ha t  p r o f i t s  e s s e n t i a l l y  a r e  

a p e r m i s s i v e  f a c t o r .  If the  p r o f i t  e n v i r o n m e n t  is  r i g h t ,  t h e n  the  i m p a c t  

of p r o d u c t i v i t y - - w h i c h  a l s o  i n f l u e n c e s  p r o f i t s  and  p r i c e  r i s e s ,  and  w a g e  

c o m p a r i s o n s - - i n d u c e s  l e s s  r e s i s t a n c e  t han  if you  a r e  not  o p e r a t i n g  on a 

p r o f i t a b l e  b a s i s .  In o t h e r  w o r d s ,  t h i s  is  p a r t  of an  e n v i r o n m e n t  w h i c h  

says, 

don ' t ,  

"If  the  t h i n g s  a r e  r i g h t  you  s h a r e  wi th  us ,  

o r  you  d o n ' t  s h a r e  to  t he  s a m e  e x t e n t .  " 
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I have  j u s t  one o r  two  o t h e r  o b s e r v a t i o n s .  I was  a s k e d  to m a k e  

s o m e  o b s e r v a t i o n s  on t he  r e l a t i o n s h i p  b e t w e e n  wage  p r e s s u r e s  and 

t e c h n o l o g i c a l  c h a n g e s .  T h e r e  is  no q u e s t i o n  about  the  fac t  tha t  h i g h e r  

l a b o r  c o s t s  i nduce  the  p r e s s u r e s  t o w a r d  s u b s t i t u t i o n ,  o r  e l i m i n a t i o n  

of l abo r ,  in s o m e  c a s e s .  

The  s u b s t i t u t i o n  of new m a c h i n e s  aLso in  t u r n  i n c r e a s e s  the  p r o d u c -  

t i v i t y  of t h o s e  who c o n t i n u e  to  w o r k .  So the  h i g h e r  l a b o r  c o s t  c a u s e s  

you to  lay  off m a r g i n a l  w o r k e r s  and get  m a c h i n e s  f o r  t h e m ,  and the  u s e  

of m a c h i n e s  m a k e s  p o s s i b l e  the  e a r n i n g s  to  c o v e r  the  h i g h e r  l a b o r  c o s t .  

What  h a p p e n s  to the  guy who lo s t  h i s  job ? T e c h n o l o g i c a l  c h a n g e  
to 

a d d s ] o u t p u t  per~ ~,~:r~ h o u r ,  and h e n c e  i n c r e a s e s  the  ab i l i t y  to pay  the  

h i g h e r  wage  w h i c h  f o r c e d  the  t e c h n o l o g i c a l  c h a n g e .  T e c h n o l o g y  has  

m a n y  a s p e c t s - - a u t o m a t i o n ,  of c o u r s e ,  is the  b ig  w o r d  t oday .  I t ' s  a 

v e r y  i m p o r t a n t  a s p e c t  of t e c h n o l o g y .  What  is  a u t o m a t i o n ?  I t ' s  m e r e l y  

j u s t  a m o r e  m o d e r n  n a m e  for  what  has  b e e n  go ing  on fo r  a long  t i m e .  

E l e c t r i c  u t i l i t y  p l an t s  have  b e e n  a u t o m a t e d  fo r  a long  t i m e ,  not  c o m p l e t e l y  

in the  s e n s e  tha t  t h e r e  is  no m a n p o w e r ,  but  in the  s e n s e  of m a c h i n e s  do ing  

m o s t  of the  job.  ALso s y n t h e t i c  r u b b e r  p l a n t s .  You can  r u n  r i g h t  t h r o u g h  

A m e r i c a n  i n d u s t r y  and  f ind d i f f e r e n t  d e g r e e s  of what  is  now c a l l e d  a u t o -  

m a t i o n .  

Th i s  t e c h n o l o g y  m a y  a f f ec t  w h e r e  the  jobs  a r e .  The f l igh t  of jobs  

f r o m  the  g a r m ~ t  i n d u s t r y  of New Y o r k  is  an i l l u s t r a t i o n ,  as  is  the  

a t t r a c t i o n  to m a n y  i n d u s t r i e s  of the  South,  p a r t l y  b e c a u s e  of l a r g e  l a b o r  
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s u p p l y  and  p a r t l y  b e c a u s e  of the  w a g e  s i t u a t i o n .  T h e s e  i l l u s t r a t e  t he  

po in t .  

One l a s t  s e r i e s  of o b s e r v a t i o n s  on the  r o l e  of o r g a n i z e d  l a b o r :  

As you  know,  t h e r e  i s  c o n s i d e r a b l e  d e b a t e  a s  to  how m u c h  the  i n c r e a s e  

in w a g e s  is  due  to the  p r e s s u r e s  of l a b o r .  L e t ' s  k e e p  one  o r  two  t h i n g s  

in m i n d .  In the  pas t ,  in  p e r i o d s  of w a r ,  in  p e r i o d s  of p r o s p e r i t y ,  w a g e s  

t e n d e d  to  go up.  In W o r l d  W a r  I we  had  the  s o - c a l l e d  s i l k  s h a d e  e r a ,  

e v e n  t h o u g h  t h e r e  w e r e  no p o w e r f u l  u n i o n s .  When  you  n e e d  w o r k e r s  

you  go out  and bid f o r  t h e m .  One of the  m a j o r  c o m p a n i e s  in  t h i s  c o u n -  

t r y  took  a 1 0 0 - d a y  s t r i k e  in 1950, one  of t h e m ,  in May  of 1950. T h e y  

had a c o n t r a c t  u n d e r  w h i c h  t h e r e  would  be  n o t h i n g  to be  done  u n t i l  J u l y  

of 1951. W h i c h  w a s  the  f i r s t  c o m p a n y  to v o l u n t a r i l y  r a i s e  w a g e s  in 

A u g u s t  of  1950?  The  s a m e  c o m p a n y  w h i c h  had  won the  s t r i k e .  In 

A u g u s t  of 1950 t h e y  had the  p r o s p e c t  o f  l a r g e - s c a l e  w a r  o r d e r s  a s  the  

r e s u l t  of t he  K o r e a n  W a r .  You h a v e  to  b e g i n  m a k i n g  s u r e  you  h a v e  

y o u r  s k i l l e d  w o r k e r s ,  so  p r e m i u m s  b e g a n  to be  pa id  fo r  s k i l l e d  w o r k e r s .  

T h e r e  was  no l a b o r  u n i o n  h o l d i n g  a gun  a t  t h e i r  h e a d s .  T h e y  had a 

s e l f i s h  i n t e r e s t .  

And it is  a f a c t  t ha t  a good  p a r t  of t h i s  i n v o l v e s  m a n a g e m e n t  w a n t i n g  

to do s o m e t h i n g .  D u r i n g  W o r l d  W a r  H we had  s o m e t h i n g  k n o w n  as  

F o r m  10. What  was  F o r m  10 ? In p l a i n  l a n g u a g e ,  it w a s  a c o n s p i r a c y  

b e t w e e n  l a b o r  u n i o n s  and m a n a g e m e n t  to  r a i s e  w a g e s .  You c o u l d n ' t  do 

i t  a c r o s s  the  b o a r d ,  so  you  w a n t e d  to  r a i s e  the  w a g e  of the  o f f i ce  boy  
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and  you  c a l l e d  h im  a n  a s s i s t a n t  c h i e f  o f f i ce  boy ,  w h e n  you  had two  of  

t h e m .  T h a t  gave  h im a t i t l e ,  a d i f f e r e n t  t i t l e  t h a n  o f f i ce  boy,  and he 

cou ld  get  a r a i s e .  The  c h i e f  o f f i ce  boy  had a p r o b l e m .  He w a s  c a l l e d  

the  o f f i ce  boy ,  so  you  c a l l e d  h i m  a j u n i o r  c l e r k .  S a m e  job .  

I w a s  in one  a r b i t r a t i o n  p r o c e e d i n g  w h e r e  the  a r b i t r a t o r  c o u l d n ' t  

u n d e r s t a n d  how r e t a i l  w a g e s  had gone  up a s  m u c h  as  t h e y  had  w h e n  the  

g e n e r a l  w a g e  i n c r e a s e  w a s  on ly  20 c e n t s .  T h e r e  w a s  a r e c e s s  o v e r  in 

the  c o r n e r .  Both  p a r t i e s  e x p l a i n e d  to h im  the  m y s t e r i e s  of  F o r m  10, 

and  how m u c h  the  i n c r e a s e s  had  b e e n .  

It w a s n ' t  l a b o r  t ha t  i n i t i a t e d  p e n s i o n s  in W o r l d  W a r  H; it  was  m a n -  

a g e m e n t  t r y i n g  to f ind a w a y  a r o u n d  the  s t e e l  f o r m u l a .  W h e n  you  wan t  

to  get  the  l a b o r  you  go out  and bid  f o r  i t .  

But  t h e r e  is  one  a r e a  w h e r e  l a b o r  h a s  had  a t r e m e n d o u s  i m p a c t ,  

t ha t  i s ,  o r g a n i z e d  l a b o r .  Tha t  i s  on f r i n g e  b e n e f i t s  o r  n o n , w a g e  b e n e f i t s .  

I d o n ' t  t h ink  t h e r e  is  a n y  q u e s t i o n  a b o u t  t he  f ac t  tha t ,  i f  i t  had  not  b e e n  

f o r  the  p r e s s u r e  of o r g a n i z e d  l a b o r ,  we  wou ld  not  h a v e  the  d e g r e e  of 

l i b e r a l i z a t i o n ,  and we m i g h t  not  e v e n  h a v e  had  s o m e  of t he  t h i n g s  Like 

p e n s i o n s ,  w e l f a r e  p l a n s ,  S . U . B . ,  and  the  o t h e r s .  

In the  a r e a  of n o n - w a g e  b e n e f i t s  t h e r e  is  no doubt  in m y  m i n d  tha t  

a t r e m e n d o u s  r o l e  h a s  b e e n  p l a y e d  by  the u n i o n s .  The  r o l e  t h e r e  I t h i n k  

i s  de f in i t e ;  i t ' s  c l e a r ;  i t ' s  u n e q u i v o c a l .  The  e x t e n t  to w h i c h  t h e y  have  

c a u s e d  a r i s e  in  w a g e s  is  v e r y  c loudy ,  and,  as  I s a i d ,  the  d e b a t e  r a g e s  

a s  to  w h e t h e r  i t  is  a n y t h i n g  a t  a l l ,  d e s p i t e  t he  c o m m o n  s e n s e  t ha t  it 
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a p p e a r s  to be  s o m e t h i n g ,  o r  w h e t h e r  i t  is  a s i g n i f i c a n t  f a c t o r .  

G e n t l e m e n ,  I t h i n k  I ' l l  b r e a k  off a t  t h i s  po in t  and w e ' l l  have  o u r  

q u e s t i o n  p e r i o d .  

QUESTION:  I wou ld  l i ke  to  know,  

c o n t r o l  l e g i s l a t i o n .  

DR.  BACKMAN:  A b s o l u t e l y  not .  

o c a l  p o s i t i o n .  

Wage c o n t r o l .  

D o c t o r ,  if  you a d v o c a t e  w a g e  

I d o n ' t  wan t  to be in an  u n e q u i v -  

May  I s a y  tha t  e v e n  in  w a r t i m e  we n e v e r  had c o m p l e t e  

We had  s o m e t h i n g  c a l l e d  w a g e  s t a b i l i z a t i o n .  One of 

the  m o s t  e l e m e n t a r y  r u l e s  in c o n n e c t i o n  wi th  p r i c e  f ix ing  is  the  b a s i c  

p r i n c i p l e  t ha t  you  c a n ' t  c o n t r o l  a n  i t e m  tha t  you  c a n ' t  i d e n t i f y  o r  t ha t  

you  c a n ' t  f ix o r  tha t  you  c a n ' t  m a k e  u n i f o r m .  D e s p i t e  m y  c u r r e n t  r e l a -  

t i o n s h i p  to  w a g e s ,  I s t a r t e d  out  in the  f i e ld  of p r i c e  f i x ing .  I s t u d i e d  

e v e r y  e x p e r i m e n t  in t he  h i s t o r y  of t he  w o r l d .  D r .  K r e s s  d i d n ' t  wan t  to  

have  a b r o k e n  a r m ,  so  he  b r o u g h t  up two  b o o k s .  One of the  f i r s t  o n e s  

is  G o v e r n m e n t  P r i c e  F i x i n g  w h i c h  was  in 1938, b e f o r e  W o r l d  W a r  H. 

I w a s  p r e t t y  c l o s e l y  c o n n e c t e d  wi th  wha t  w e n t  on.  

T h e r e  is  on ly  one t h i n g  tha t  you  c a n  i d e n t i f y  o r  m a k e  u n i f o r m ,  and  

tha t  is  the  q u a l i t y  of a w a g e ,  the  q u a l i t y  f a c t o r .  But a p a r t  f r o m  tha t  I 

am o p p o s e d  to a l l  t h o s e  t y p e s  of c o n t r o l s  in p e a c e t i m e .  

QUESTION:  D o c t o r ,  we  h e a r  a lot  t h e s e  days  abou t  o u r  p r i c i n g  

o u r s e l v e s  out  of w o r l d  m a r k e t s .  Would  you  c o m m e n t  on t h a t ?  

DR. BACKMAN:  F i r s t  l e t ' s  look  at  the  f a c t s .  We p r i c e d  o u r s e l v e s  
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ogt  of w o r l d  m a r k e t s  to the  poin t  w h e r e  i t  looks  as  if  in  1960 w e ' l l  

have  the  l a r g e s t  v o l u m e  of e x p o r t s  we h a v e  e v e r  had .  T h a t ' s  an  i n t e r -  

e s t i n g  fac t .  I am r e m i n d e d  of a s t u d y  p u b l i s h e d  a few y e a r s  ago  in  the  

e l e c t r i c a l  e q u i p m e n t  i n d u s t r y  w h e r e  t h e y  p o i n t e d  out  t ha t  f o r e i g n  t r a d e  

i m p o r t s  in to  t h i s  c o u n t r y  had b e c o m e  so  e n o r m o u s  t ha t  t h e y  had i n c r e a s e d  

14 fold s i n c e  b e f o r e  W o r l d  W a r  II.  T h i s  was  t e r r i b l e .  S o m e b o d y  t h e n  

a s k e d  the  r i g h t  q u e s t i o n :  "How i m p o r t a n t  a r e  i m p o r t s  ? "  T h e y  had  r i s e n  

f r o m  1 /4  of 1 p e r c e n t  to 1 /2  of  1 p e r c e n t .  T h a t  w a s  in the  t o t a l  e l e c t r i c a l  

e q u i p m e n t  p r o d u c t i o n .  

I had the  o c c a s i o n  a c o u p l e  w e e k s  ago  w h e n  I w a s  out on the  W e s t  

Coas t  to  look  in to  the  e l e c t r i c a l  e q u i p m e n t  i n d u s t r y .  We a l l  know how 

m u c h  J a p a n  is  s e l l i n g  t o  us  in the  w a y  of e l e c t r i c a l  e q u i p m e n t ,  m a i n l y  

t r a n s i s t o r  r a d i o s - - a b o u t  $75 m i l l i o n  a y e a r .  I t ' s  t e r r i b l e .  You m a y  

not  have  known tha t  we s e l l  $70 m i l l i o n  w o r t h  of e l e c t r i c a l  e q u i p m e n t  

to J a p a n  e v e r y  y e a r .  A c t u a l l y  the  ne t  i m p o r t  is  abou t  $5 m i l l i o n .  

I t h i n k  the  a n s w e r  is  t ha t  in s o m e  a r e a s  the  c o m b i n a t i o n  of m o d e r n  

e q u i p m e n t  w h i c h  g i v e s  t h e m  a n  a p p r o a c h  to  o u r  p r o d u c t i v i t y  and a wage  

s c a l e  t ha t  r u n s  s o m e t i m e s  a s  h igh  as  a t h i r d  of  o u r  w a g e s ,  m o r e  o f t en  

m o r e ,  has  g iven  m a n y  f o r e i g n  c o u n t r i e s  a n  a d v a n t a g e .  

But ,  b e f o r e  we get  a l l  e x e r c i s e d  abou t  t h i s ,  m a y  I r e m i n d  you  tha t  

i t  was  not  s o  long  ago  w h e n  the  c o t t o n  t e x t i l e  i n d u s t r y  m o v e d  f r o m  New 

E n g l a n d  to the  South  b e c a u s e  w a g e s  w e r e  l o w e r ,  and ,  w h i l e  a f ew  p e o p l e  

w e r e  c o n c e r n e d  abou t  t he  d e p r e s s e d  a r e a  in New E n g l a n d ,  I d i d n ' t  n o t i c e  
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a n y  d e m a n d s  f o r  l e g i s l a t i o n  to  s t op  the  m o v e m e n t  down South .  In 

f ac t  m o s t  of it  was  t a k i n g  p l a c e  in  t he  t w e n t i e s  and  e a r l y  t h i r t i e s  w h e n  

p e o p l e  d i d n ' t  t h i n k  in t h o s e  t e r m s .  

If we c a n  buy t h i n g s  m o r e  c h e a p l y  a b r o a d  we s h o u l d  by t h e m  a b r o a d .  

T h e r e  a r e  t h o s e  who w i l l  s a y  th i s  w i l l  c o s t  A m e r i c a n s  j o b s .  T h a t ' s  

abou t  a s  s i l l y  a s t a t e m e n t  a s  one  cou ld  m a k e .  The  on ly  w a y  J a p a n  c a n  

s e l l  to  us  i s  if t h e y  o r  s o m e o n e  e l s e  buys  f r o m  u s .  O t h e r w i s e ,  a l l  t h e y  

a r e  g e t t i n g  a r e  p i e c e s  of  p a p e r  w h i c h  t h e y  c a n ' t  u s e .  S o m e  of us  d o n ' t  

m i n d  h a v i n g  s o m e  of t h e s e  p i e c e s  of p a p e r ,  c a l l e d  d o l l a r  b i l l s ,  and  

w a v i n g  t h e m  a r o u n d .  We l ike  to s a y  we  h a v e  so  m u c h  i n s t e a d  of so  m u c h  

l e s s .  But  the  f ac t  is  we wan t  d o l l a r s  f o r  wha t  t h e y  c a n  buy,  and  s o  do 

f o r e i g n  c o u n t r i e s .  

If J a p a n  s e l l s  u s  t e x t i l e s ,  p o t t e r y ,  e l e c t r i c a l  e q u i p m e n t ,  o r  m a c h i n e r y  

of one type  o r  a n o t h e r ,  the  on ly  way  t h e y  c a n  be  pa id  is  i f  t h e y  buy  s o m e -  

t h i n g  f r o m  u s .  When  t h e y  buy  s o m e t h i n g  f r o m  us  tha t  m a k e s  j o b s .  If 

I buy  a J a p a n e s e  t r a n s i s t o r  r a d i o  and s a v e  $ I 0  and t h e n  u s e  the  $10 to  

buy  s o m e  bow t i e s ,  t ha t  m a k e s  j o b s .  

T h e  t r o u b l e ,  g e n t l e m e n ,  is  t h i s .  We s e e  t he  jobs  w h i c h  a r e  l o s t  

w h e n  an  i n d u s t r y  is  a f f e c t e d  by  f o r e i g n  c o m p e t i t i o n ,  b e c a u s e  h e r e  a r e  

25, 000 w o r k e r s  in  t he  t e x t i l e  a r e a  who lo s t  t h e i r  j o b s .  But  we d o n ' t  

s e e  t he  100, and  the  50, and  the  72, and  the  27 jobs  m a d e  a s  we  s p e n d  

o u r  m o n e y  now r e l e a s e d  b e c a u s e  we have  m o r e  to s p e n d  on o t h e r  t h i n g s ,  

and  w h e n  f o r e i g n  c o u n t r i e s  s p e n d  t h e i r  m o n e y .  
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Many years ago Dauchat, a French economist, developed something 

which Hanry Hazlet£ publicized later on, called the broken-window 

fallacy. It went something like this. Two kids were having a catch 

and one missed, and it went through the window. The storekeeper 

c~me out fit to be tied. The kid was a philosopher and said, "Now, 

wait a minute, mister, let's look at this broadly. Let's recognize 

the favorable impact on the economy. "(He was an economist, you see. ) 

"Do you realize this is going to make a job for a glazier. " Of course 

the fellow, not being an advanced student in economics, said, "Thanks, 

son. I'm glad I am doing my part. " 

But the fact remains that he could have spent that money and made 

the job himself. It's in that area that you run into the problem of what 

happens in foreign areas. 

Take steel. You've read about how steel has been priced out of the 

market and how foreign imports are coming in, and it's a terrible situa- 

tion. We can produce only 150 million tons of steel. You know, with 

all of the extra steel brought in because of strikes, we imported about 

4-1/2 or 5 million tons of steel. While we import steel from Dusseldorf 

we sell them heavy plate. The same areas from which we import are 

areas to which we export. 

Well, Howard Piquet will be here in a little while and Howard will 

b e  a b l e  t o  t e l l  y o u  m o r e  a b o u t  i t .  
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QUESTION:  The  s i n s  of the  w a g e  i n f l a t i o n  s p i r a l  m u s t  be  as  

a p p a r e n t  to  l a b o r  l e a d e r s h i p  as  ~hey a r e  to u s .  Do you  s e e  any  e v i d e n c e  

of l a b o r  l e a d e r s  a c c e p t i n g  a cu t  i n  tha t  20 p e r c e n t  of the  p a y r o l l ?  

DR.  BACKMAN:  L e t  m e  u s e  tha t  a s  the  o c c a s i o n  f o r  a s p e e c h .  
/ 

The  job of a l a b o r  l e a d e r  i s  to  ge t  a s  m u c h  as  he  c a n  f o r  h i s  w o r k e r s .  

Now look,  f e l l o w s ,  l e t ' s  u n d e r s t a n d  the  f a c t s  of l i f e .  T h e s e  m e n  a r e  

pa id  to  do a job.  When  we c r i t i c i z e  t h e m  b e c a u s e  t h e y  do a good job 

f o r  t h e i r  m e n  w e  a r e  in the  w r o n g  b a l l  p a r k .  We a r e  t a l k i n g  about  the  

w r o n g  s o r t  of t h i n g s .  

M r .  R e u t h e r  i s  pa id  to do as  m u c h  as  he c a n  f o r  h i s  au to  w o r k e r s .  

Whi le  you  and  I m a y  not  l i ke  s o m e  of t he  t h i n g s  he  d o e s ,  if  he  d o e s  t ha t  

job we l l ,  we  h a v e  no r i g h t  to  c r i t i c i z e  h im  f o r  d o i n g  t h e  job w e l l .  We 

m i g h t  wan t  to c r i t i c i z e  the  e n v i r o n m e n t ,  o r  the  l a w s ,  o r  the  f a v o r a b l e  

a t t i t u d e s  of one  g r o u p  o r  a n o t h e r  t ha t  m a k e s  t h e m  p o s s i b l e .  

B u t  l e t ' s  s t a r t  off by  not  m a k i n g  John  L.  L e w i s  a w h i p p i n g  boy,  o r  R e u t h e r ,  
o r  

/ P e t r i l t o ,  o r  a n y b o d y  e l s e  who m a y  h a v e  b e e n  in the  p u b l i c  e y e s  a w h i p p i n g  

boy  b e c a u s e  he  did h i s  job.  L e t ' s  ge t  t ha t  c l e a r l y  off the  t a b l e ,  b e c a u s e  

I t h i n k  i t ' s  i m p o r t a n t .  

Now, a s  to  w h e t h e r  t h e y  r e c o g n i z e  the  p r o b l e m :  I d o n ' t  t h i n k  W a l t e r  

R e u t h e r  i s  a foo l .  H e ' s  a v e r y  s m a r t  guy .  

But  i t ' s  not  h i s  job to  do s o m e t h i n g  about  i t .  

do s o m e t h i n g  abou t  i t .  

I a m  s u r e  he  r e c o g n i z e s  i t .  

I t ' s  m a n a g e m e n t ' s  job to 

So the  r e a l  q u e s t i o n  is :  Does  m a n a g e m e n t  
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r e c o g n i z e  i t  ? I t h i n k  t ha t  in  the  l a s t  y e a r  we a r e  b e g i n n i n g  to  ge t  s i g n s  

t ha t  m a n a g e m e n t  is  r e c o g n i z i n g  i t .  Why do I s a y  tha t  ? I s a y  i t  b e c a u s e  

of the  d r i v e  on s o - c a l l e d  m a k e - w o r k  r u l e s  and f e a t h e r b e d d i n g .  You m a y  

say ,  "We a l l  know that"~faled. " You d o n ' t  know a n y t h i n g  of  the  k ind .  

You m a y  know i t  b e c a u s e  you  a r e  not  i n f o r m e d  abou t  i t .  I d o n ' t  know i t .  

In f ac t  it  w a s  v e r y  s u c c e s s f u l .  

L e t  m e  g ive  you  s o m e  i l l u s t r a t i o n s .  L e t ' s  t a k e  s t e e l .  You s a y ,  

" T h e  s t e e l  i n d u s t r y  o b v i o u s l y  f a i l e d .  " F a i l e d  in  w h a t ?  T h e y  n e v e r  

e v e n  s p e l l e d  out  w h a t  t h e y  w a n t e d .  T h e y  m e r e l y  s a i d  t h e y  w e r e  go ing  

to  m a k e  s o m e  c h a n g e s .  W h o e v e r  m a d e  tha t  a c o l l e c t i v e  b a r g a i n i n g  

e f f e c t i v e  d e v i c e  ? 

T h e n  you  r e m e m b e r  t he  i l l u s t r a t i o n  of the  two m e n  in a cab ,  the  

on ly  one  t h e y  w e r e  a b l e  to c o m e  up w i th  u l t i m a t e l y ?  The  s t o r y  abou t  

the  two  m e n  in a c a b ?  T h e r e  is  no s u c h  s t o r y .  A n u m b e r  of y e a r s  ago  

w h e n  we had  one  of t h e s e  f e l l o w s  in t he  cab  o v e r  the  f u r n a c e s ,  he w a s  

s p e l t e d  by a s e c o n d  m a n .  T h e n  t h e y  a i r c o n d i t i o n e d  t h e  cab  and the  

c r a n e  and  t h e y  sa id ,  "We wan t  one  m a n .  

" F i n e .  " T h e  A m e r i c a n s  s a i d ,  "No,  no, 

" T h e  I n t e r n a t i o n a l  Un ion  s a i d ,  

a t h o u s a n d  t i m e s ,  no.  " So 

t h e y  w e n t  to  a r b i t r a t i o n ,  and  abou t  e i g h t  m o n t h s  o r  a y e a r  b e f o r e  c o l l e c -  

t i v e  b a r g a i n i n g  s t a r t e d  t he  c o m p a n y  won it  h a n d s  down.  T h e r e  w a s  not  

a c h a n c e  of l o s i n g .  

Th i s  w a s  the  w e l l  p u b l i c i z e d  i l l u s t r a t i o n .  Do y o u  know w h a t  has  

h a p p e n e d  s i n c e  the  n e g o t i a t i o n ,  v e r y  q u i e t , y ,  w i thou t  any  p u b l i c  f a n f a r e  ? 
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At the  loca l  b a s i s ,  w h i c h  i s  t he  only  p l a c e  w h e r e  it  could  t a k e  p l ace ,  

t h e r e  have  b e e n  a l l  s o r t s  of  c h a n g e s  e f f e c t e d .  One of the  i n t e r e s t i n g  

p a r a d o x e s  i s  tha t  one of m y  f r i e n d s  in  one  of t h e s e  c o m p a n i e s  s a y s ,  

"You know, we have  m a d e  a lot  of p r o g r e s s .  We h a v e  a S o u t h e r n  p lan t  

and f o r  t he  f i r s t  t i m e  t h e y  h e a r d  about  the  a i r c o n d i t i o r d n g  in  t he  c r a n e ,  

and now t h e y  wan t  a i r c o n d i t i o n i n g  and two m e n .  " I n t e r e s t i n g l y  enough ,  

the  c o m p a n y  tha t  now has  t h i s  p r o b l e m ,  it  was  one  of t h e i r  p e o p l e  who 

at  a p r e s s  c o n f e r e n c e  w h e n  he could  th ink  of n o t h i n g  e l s e  u s e d  tha t  a s  

an  i l l u s t r a t i o n .  
y 

I cou ld  t a k e  you to  P i t t s b u r g h  P l a t e  G l a s s  w h e r e  t h e y  m a d e  d e m a n d s  

fo r  37 c h a n g e s  in w o r k  r u l e s .  The  c o m p a n y  turr~ed i t  o v e r  to a n e u t r a l  

g roup  and got 23 of t h e m  in  ful l  and 7 p a r t i a l l y .  

I cou ld  t a k e  you to the  e l e c t r i c i a n s  in New York .  This  is  a gang  

w h e r e  you d o n ' t  g e t  v e r y  m u c h .  T h e y  r e c e n t l y  m a d e  a c o n t r a c t  cu t t i ng  

out s o m e  of the  w a s t e  t i m e .  

I cou ld  t a k e  you to  the  p l u m b e r s  in C h i c a g o  w h e r e  r e c e n t l y  t h e y  

m a d e  a c o n t r a c t  f o r  the  f i r s t  t i m e  p e r m i t t i n g  p r e t h r e a d i n g ,  and s tu f f  

like that. 

I could take you to the longshoremen on both Coasts, where they are 

permitting prepackaging. 

Why did management make the drive in this area? Because it was 

socially conscious? For~eti: it. In 1958 they discovered what was an 

obvious thing, that when volume goes down they get a terrific profit 
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s q u e e z e  and t h e y  found tha t  on the  way b a c k  p r o f i t s  w e r e n ' t  m o v i n g  as  

r a p i d l y  as  t h e y  though t  t h e y  shou ld .  So t h e y  b e g a n  l o o k i n g  for  p l a c e s  

to  cut .  And s o m e  of t h e s e  t h i n g s  tha t  s e e m  so  obv ious  t h e y  b e g a n  to 

hi t  upon.  

Not b e c a u s e  l a b o r  has  b e c o m e  s t a t e s m a n l i k e ,  not  becanme m a n a g e -  

m e n t  has  b e c o m e  s t a t e s m a n l i k e ,  and not  b e c a u s e  l a b o r  l e a d e r s  have  

a b d i c a t e d  what  is  t h e i r  job, but  b e c a u s e  m a n a g e m e n t  has  b e g u n  fo r  t he  

f i r s t  t i m e  in  the  p o s t w a r  p e r i o d  to f ind out tha t  t h e y  c a n ' t  p a s s  it on in  

p r i c e  i n c r e a s e s - - e c o n o m i c  e n v i r o n m e n t ,  you s e e - - w a g e  i n f l a t i o n  is 

not  a u t o m a t i c a l l y  p r i c e  in f l a t ion ;  t h e y  a r e  t r y i n g  to  cut  down the  l a b o r  

c o s t  i n c r e a s e .  

If any  of you  a r e  i n t e r e s t e d  in a n u m b e r  of o t h e r  i l l u s t r a t i o n s  of 

t h i s ,  in the  June  i s s u e  of  N a t i o n ' s  B u s i n e s s  t h e r e  is  an a r t i c l e  o u t l i n i n g  

a n u m b e r  of the  c h a n g e s  tha t  took  p l a c e  l a s t  y e a r .  It is  a v e r y  i n t e r e s t i n g  

w r i t e - u p  on the  f ac t s  i nvo lved ,  and an  i n t e r e s t i n g  s t o r y  of p r o g r e s s  m a d e  

up to t h i s  po in t .  

QUESTION: Dr .  Back.man,  i t  s e e m s  to  m e  tha t  in  the  n e g o t i a t i n g  

p r o c e s s e s  ou r  laws  have  p l a c e d  m a n a g e m e n t  at  a d i s a d v a n t a g e  b e c a u s e  

we have  m a d e  laws  on m o n o p o l i s t i c  p o l i c i e s  of i n d u s t r i e s  so  tha t  t h e y  

c a n ' t  band  t o g e t h e r .  H o w e v e r ,  the  CIO is  a l l o w e d  to  have  an  i n d u s t r y -  

wide  un ion .  

to  w o r k  on, 

DR. BACKMAN: 

So t h e r e f o r e  the  whole  s t e e l  un ion  can  p ick  out one c o m p a n y  

to  t r y  to ge t  t he  t h i n g s  t h e y  wan t .  Wil l  you c o m m e n t  on th i s  ? 

I can  hi t  i t  on ly  v e r y  b r i e f l y .  Th is  is  a v e r y  long  
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s u b j e c t .  It g o e s  b a c k  to the  o r i g i n s  in t e r m s  of no u n i o n s  o r  v e r y  

i n e f f e c t i v e  u n i o n s ,  a c o m p l e t e  l a c k  of b a l a n c e  of p o w e r ,  w i th  l a r g e  c o m -  

p a n i e s  b e i n g  ab l e  to c l a m p  down on i n d i v i d u a l  w o r k e r s ,  and  the  a l m o s t  

i n e v i t a b l e  s w i n g  in t h e  o t h e r  d i r e c t i o n  w h e n  you  do t h e s e  t h i n g s  p u b l i c l y .  

T h e r e  is a s o r t  of p e n d u l u m - l i k e  e f f e c t  in  a l l  t h e s e  t h i n g s .  You go f r o m  

one  e x t r e m e  to the  o t h e r  and  in  t i m e  you  s o r t  of n a r r o w  it  u n t i l  you  hi t  

s o m e  happy  m e d i u m .  

T h e r e  is  no q u e s t i o n  a b o u t  the  e n o r m o u s  p o w e r  w h i c h  the  l a b o r  

u n i o n s  h a v e .  I p e r s o n a l l y  a m  o p p o s e d  to  i n d u s t r y - w i d e  b a r g a i n i n g  

on tha t  b a s i s .  I l ike  to  s e e  p l a n t - w i d e  b a r g a i n i n g .  But  I d o n ' t  s e e  how 

you  c a n  s top  p e o p l e  f r o m  c o m m u n i c a t i n g  wi th  e a c h  o t h e r  and g e t t i n g  

s o r t  of an  u n w r i t t e n  u n d e r s t a n d i n g  if i t  i s n ' t  w r i t t e n .  

I t h i n k  the  r e a l  p r o b l e m  is  t ha t  the  u n i o n  is  i n d u s t r y - w i d e  and 

m u s t  b a r g a i n  i n d u s t r y - w i d e - - i n  o t h e r  w o r d s ,  m u s t  m e e t  the  t h r e a t  in 

t ha t  a r e a .  It d o e s n ' t  m e a n  t ha t  m e r e l y  m e e t i n g  it in t ha t  a r e a  is go ing  

to s o l v e  the  p r o b l e m .  But  at  l e a s t  i t  e q u a t e s  the  f o r c e s  of p o w e r .  

I 'd  r a t h e r  s e e  bo th  f o r c e s  Of p o w e r  cu t  down,  but  the  o t h e r  a l t e r n a t i v e  

is  to m e e t  i t .  I t h ink ,  too,  t ha t  t h e r e  is  a pub l i c  a t t i t u d e  i n v o l v e d .  So 

long  a s  the  pub l i c  t h o u g h t  of l a b o r  a s  t h e  u n d e r d o g  m a n y  of t h e s e  t h ings  

cou ld  h a p p e n .  

One m o r e  p o i n t - - t h e r e  a r e  m a n y ,  bu t  t h e s e  a r e  j u s t  a few t h i n g s  

t ha t  c a n  be  s a i d  abou t  i t .  The  r e l a t i v e  i m p o r t a n c e  of o r g a n i z e d  l a b o r  

is  d e c l i n i n g ,  f o r  two r e a s o n s :  F i r s t ,  t h e y  a r e  m a k i n g  no p r o g r e s s  in 
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a d d i t i o n a l  o r g a n i z a t i o n ,  in e x p a n d i n g  the  l a b o r  f o r c e ,  so  it  w i l l  s u r e l y  

go down.  Second ly ,  and m o r e  i m p o r t a n t ,  the  r e l e v a n t  i m p o r t a n c e  of 

m a n u f a c t u r i n g  to  the  e c o n o m y - - m a n u f a c t u r i n g  and m i n i n g ,  which ,  o f  

c o u r s e ,  is  the  s t r o n g h o l d - - i s  d e c l i n i n g .  A t h i r d  fac t  is  tha t ,  w i th in  

c o m p a n i e s ,  the  r e l a t i v e  i m p o r t a n c e  of p r o d u c t i o n  w o r k e r s  is  g o i n g  

down b e c a u s e  of a u t o m a t i o n ,  b e c a u s e  of new  d e v e l o p m e n t s .  And we 

f ind tha t  the  s e r v i c e  w o r k e r s ,  the  n o n p r o d u c t i o n  w o r k e r s - - I  am s p e a k i n g  

of s e r v i c e  w o r k e r s  now as the  wh i t e  c o l l a r  w o r k e r s - - i n  c o n t r a s t  to  the  

b lue  c o l l a r - - h a v e  gone  up in  m a n u f a c t u r i n g  f r o m  13 p e r c e n t  of t he  t o t a l  

to s o m e t h i n g  l i ke  22 p e r c e n t  in  the  l a s t  10 y e a r s .  Th i s  t r e n d  is  m o v i n g  

in that  d i r e c t i o n .  

Tha t  is  cu t t i ng  down  the  r e l a t i v e  s i z e  of the  b a s e .  Tha t  is  wha t  

s o m e  of the  s c r e a m i n g  is about .  You get  s o m e  of t h e s e  b a t t l e s .  Take  

the  f e a t h e r b e d d i n g  ba t t l e  in  the  r a i l r o a d s .  E v e r y o n e  knows  tha t  the  

f i r e m a n  only  goes  a l o n g  fo r  the  r i d e .  T h e r e  is  no th ing  e l s e  fo r  h im to  

do.  T h e y  b e g a n  g e t t i n g  r i d  of the  f i r e m e n  on the  C a n a d i a n  R a i l r o a d s  and 

t h e r e  has  b e e n  no i n c r e a s e  in a c c i d e n t s .  The  f i r e m a n  has  n o t h i n g  to  do.  

But the  f i r e m e n ' s  un ion  is  i n v o l v e d .  So t he  f i r e m e n  wi l l  f ight  to the  d e a t h  

of the  l a s t  un ion  o f f i c e r .  

DR. KRESS: T h e r e  a r e  o t h e r  q u e s t i o n s  as  you can  s e e ,  but  ou r  t i m e  

in t h i s  a u d i t o r i u m  has  e x p i r e d .  We a r e  a s k i n g  you to  go to s o m e  of the  

d i s c u s s i o n  g r o u p s ,  and p e r h a p s  s o m e  of you can  a s k  y o u r  q u e s t i o n s  

t h e r e .  Dr .  B a c k m a n ,  on b e h a l f  of a l l  of us ,  t h a n k  you fo r  a v e r y  i n t e r e s t i n g  

m o r n i n g .  
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