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GLAPTER I
INTRODUCTION

Wage determination 41s not a sinple thing nor is it an exaoct things
Probably it will never beocme simple or exacts But it ia not a subject about
whioch we oan leave everything to Ma, pressures, or emctional appeclse

S8ince the advent of legally protected colleotive bargaining, the
fagtors to be oconsidered in establishing an equitable, or at least a satisfacw
tory wage seale, have of necessity reseived inereasing attentione Under
eoollective bargaining meny wage determination factors though inexact in meas-
urement, interrelated, and often overlapping have becoms ascepted ss walid
oriteria in setting wagess Unionised workers have sst wage standards and pate
terns that are felt in all wage determinations whether under eollective barw
gaining or note This paper will attempt to explore one of the factors fre-~
quently used in wage determination, le.e., produstivity, not only as it is
applied in speoific situstions but alszo the overall economioc implications of
the oomeept,

Productivity 1s but one of the strands in the subtle and challenging
processes of sconomio growthe The produstivity fastor cannot be separated
from other strands, nor may the consequences of changes in produstivity be
clearly isolated for studye. It is true, however, that this strand is & cen~
tral one, for growth is perhaps best defined as an inoreass in the effsotivee

1




ness with whigh available resources are utilized.
The existence of eoonomic growth in our natiom is the keystone upon
which our prosperity is based. Produstivity is such an important faotor be~
cause it is intrinsiocally tied up with our gross national product and its
distributions, The production and distribution of goods lie at the very ocore
of eoonomios and quite naturally affeot social questions of basic importance.

In exploring the field of p;'oductivity as a factor of wage determi=
nation we are afforded one asset not often enjoyed in labor relations study:
that is, we oan examine this bargaining problem in its embryo state before
the establishment of a series of precedents which oftemn confuse rather than
olarify the economic issues. With only the General MotorsUnited Auto Workers
contract being used as the prims pattern contraoct we have the rare opportunity
to analyse the produstivity factor before neither management or labor have
formalized and definitely determined the explicit stands they are toc take in
regard %o productivitye

On the other hand, we find a field that has no generally recognised
definitions, tools of meagurement, or aooipted authoritiess This paper will
make no attempt to cover all the problems ooncerned with the produstivity
factors Our purpose ias, rdther, to bring together the many strands of the
problem and weave a general overview from which the reader may becoms aware of
the complexity of the question and the considerations necessary before negow
tiation 18 begun over the productivity factors Since we do not attempt to
[prove a case for either management's or labor's viewpoint on the produstivity

faotor there will be little consoious effort to develop & stsp by step presen~

l‘:tion of a hypothesis defending or condemning a case for a recognized pro-

e



Hduotivity factor.
Weo will strive to treat the gubject with a minimum of statistioal

Fata sinee it tends to omfuse rather than elarifyg And yet certain statis-
kical data will be given just to show comparison and some long range trends.
By the very multiplioity of statistical snalysis possible it beocomes evident
how inadequate the untutored negotiator would be in disoussing produwotivity
pay increases. |
Inoreased productivity has vast importance in all broad eoconomie
hssessments of our nation's present and future potentisls. To understand and
prvaluate the fleld of wage determination properly it must be rselated to the
ole framework of national economies in whioh productivity is so important.
[it too often we find representatives of management and labor as well as of

Lcunomio plamming agencies unduly intrigued with productivity growthe It is

ossible to over-stress inecreased productivity by assuming inoresses which

verage several per cent a year and mount rapidly when compounded annuallys

8 Walter Sonnenberg has saids

Agsigning inoreased production the role of rescuing the economy
from the present dilemma has become the popular indoor sport. It is
surprising how easily some of the situation assessors, swaysd by the
speed feature of the system, muff essentiesls, disregard fundamemtal
defleiencies and depend uppon the sapacity of inoreased produstion to
overcome all shortoomings §

The ability of Amerioa to outstrip the rest of the world in producing

fhe sinews of war and the highest of standards of living in peace has long

1 Walter Somnenberg, “Inereased Produotivity Alone Will Not Solve
Foonomic Problems, " The Commercial and Finencial Chronieal, CLXXIV,
Dotober 25, 1951, 18.
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[peen a favorite topio for after-dinner speakers from the ranks of managements
As such, produotivity, like coneepts of virtue and motherhood, won constant
Hadmi.ration. though certainly without the benefit of preoise definition or
oritical analysis.

Inereased production and productivity are in themselves no more ime

ortant than the distribution of these inereases. Some of the central problems
f our time have to do with the distribution of productivity gains. What

obert Warren®

has termed the fight for the technological margin is a central
ase of competition in an expanding economy. Providers of materials, owners
f business enterprises, wage and salaried workers, consumers, and, indeed,
overnment are seeking shares of the inorements made posalble by advances in
roductive effiolencys The almost wnbroken flow of produetivity inorements in
rican industry has thus not only generated expeotations of steadily rising
Poneum@tion levels; it has placed a distinotive impress upon the characters of
pompetition.
8ince wage determination "bhrough collective bargaining is so basiocally
p competitive operation as well as part of the total fabric of sconomio come
betition we are faced with a variety of eocnomio, sosial, psychological, and
lnstitutional drives whioch converge, oftem from opposing angles, on this sube
[oat of produotiviﬁy and production increases. Any tendenoy to oonsider the
ubject of inereased productivity as just another talking point in collective
pargaining negotiations would greatly underestimate the real significance of

the struggle that naturally erises in the quest for a greater share in the

2 Robert Warren, The Search for Finanoial Security, New York, 1840, 34.

_



poonomic "ples®

1f we are aware of the many facets of the problem of productivity
hanges we are better prepsred to reasomably evaluate the diverse aress vhioh

qu change in produstivity is liable to affest. e must reslize that although

burrent discussion and, of course, this paper are concerned mostly with the

puge area, produtivity study end iu effects are in no ways oconfined to the

pnge queation.

It must also be stressed in this introduction that production and

roduotivity are very different and not intershangable conceptss lioreover it
8 important to remember that when we refer to “produstivity changes™ we do
ot infer higher produwtivity an& reference to “"productivity inoreases™ infers
othing about the desirability of the total aituation. "Inoressed produstion”
itself ie not nevessarily a goodes The kind of produwstion, the way it fits
to the modern industrial seteup, the relationship to matural demand eas dise
uished from artifioislly ereated wunts, the way it is financed, are some of
khe factors determining desirabilitye
Having noted some of the basio sonsiderations we will eleurly state
e hypothesis upon which this paper is based: Wo will present our study to

how that productivity chenges are s valid and useful eriteris in wage
sterminations




CHAPIER II
DEFINITION OF TERMS

Definition of terms is a requisite to any scientific studys This especially
Lpplies to a productivity study since there is no general agreement on defini

ionsse

When the produstivity factor amd assoolated discussion of pmduotivim
bhanges firast entersd into the field of oollective bargaining, a rather unique
ritua*bion developede A theoretioal ccmcept, that had been casuslly disoussed

by most economists and specifiocally studied by a relative few, entered into the

very practical determination of how much labor should be pailds The diffioult

roblem that soon manifested itself was that too few economists had actually
iven productivity sufficient study to reach any general agreement on termiw
ology or techniquess And yet quite suddenly productivity as a theoretioal
oncept left the meditative offices of ssonomists, who sought long term trends
d economic implioations, and entered a vastly different area., Where before
he immediacy of produstivity investigation was prompted only by the econow
st's interest, time, and finanelal backing, now productivity has been foroed
0 make its debut in the national limelight before the esconomists had prepared
¢ field for practical appliecationss And when considering productivity es it
8 treated in negotiatione we are dealing with a very practiocal applioation
pf the terme We are also dealing with people who are using the concept to

é
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lachieve their.very practical ends.
In general both industry and labor were as unpreparsd for serious
productivity disoussion as were economistse Industry feels uncertain whem
dealing with wnions over produstivity as a factor of wage determination begause
leven on the definition of the word there is no wnison of concept nor any surety
#of teohniques of meagurement. Management's fear of becoming enmeshed in come
leax and controversial bargaining we;fr produstivity is not matoched by labor.
Eaturally less conservative in their approach union leaders are finding pro=
ductivity e field of bargaining to exploit. They are not as concerned usually
bver the long run eoocnomic consequences of the problem or other theoretio
bonsiderations but they do recognizs an effective tool to push the "higher end
higher™ wage poliocy of Gompers.
Without an accepted definition of terms, negotiations become hope~
aessly confused over measures of productivity and their significances If the
berms cen bs defimed and both partises in negotiation abide by an asoeptance to
tilize the same definitions at least the statistical evidence presentsd by the
kwo parties oan be judged against some norme
The desperate need for a solid and acceptable definition of the term
v"productivity" was oritically undersoored by the results of a recent "produc-
bivity® survey by Fisher, Rudge & Neblett Co., a New York menagement consulting
firme Their questionnaire, designed to highlight menagement viewpoints on
productivity, was answered by some 156 companies with over & million and a
tl!‘ employeos. Eighty=eight per eent of the tobal replies were from companies
t

h union contraotse

In a research monograph prepared by Fisher and Rudge they state that:

—
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,

Over 60j% -of the total replies indieated that the issue had already
come up for poliey disoussion in the oompany. Moreover, 43% of
those who had union con%racts reported that the union had already
raiged the question, formally or informallys A solid ocne~half of
the umionized {irms expeot the matter to figure in their next
ncgotiationuél

Preoisely because "produstivity” is & term of general and comprehenw
#iva coverage, it has been used to indiecate many different somparisons of ine
Fmt and output, defined in various widys and measwred by any one or & svmbination
b the many varlables determining production at a given timee At thelr best

he measures of such ratios are orude iﬁa%ﬂ.&tlul dMee:‘ They may express
e ratio of output of horsspower, sapital equipment, or labors of physieal
putput or value oub;ﬁuﬁ psr mane-hours of net physical output or gross physical
putput per man~hour; and so ons “The most generally utilized measure has been
%myainal or value output per mhour."z

Meany definitions have erept into usage in verious wayss Some pecple,
L‘er example, think of produetivity as a meusure of individusl worker output
phich inoresses or dsoreases with his effieienoy« This is the baﬁie theory
behind wage incentive systems. ~

Produotivity measurement in contrast to work standards is & newcomer

0 the industrial relations fielde This faot is probably largely explained by
e development of industrial relations out of supervisoreemployes relaticne

1 Austin ié, Fisher end Fred Rudge, Produstivity As a Fastor in
F&g Determination, Unpublished Researeh lonograph, Fisher, Rudge, & heblett,
noe, Hanagement Consultants, Hew York, 1962, 20.

2 Benjamin Me and Sylvia M. Selekmen, "Produstivity and Laber
elations," Harvard Business Review, XXVII, May, 1949, 374s Aleo see Deole
oder, Hanpower Ecomomios and Labor Relations, New York, 1950, 197.
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|ships within & factory or other establishments Consequently it has been only

%inoe wages and related collective bargaining issues have beoome industry and

leven nation-wide in seope that productivity measurement has received attention

in the industrial relations fleld.
Agoording to Webster, productivity is "the quality or state of being

roductive,“3 or the "having or using of the power to ereate,” and is generally
pplied to the results of operation of s productive unit, such as a plant, a
ompany, an industry, or even the entire nations The term ie used to express
e combined effort of all the fastors whioh contribute to industrial pro=-
uction, whether they be oapital investment, management, labor, or influences
utside the productive unit entirely such as general business conditions,
ompetition, the size of the market, or weather conditionse It is something
pver and above the sum of, or the growth of, individuals'® productiveness.
8ince the use of oreative or produstive power can be measured only
by its results, it follows thet such use cannot be measured separately for two
#r nore subjests or factors that eocoperate in produotions If the results are
joint, they can measure only the productive power of the joint umdertakings
kt is possible therefore to use output in acourately Judging the produotivity
pf & coal mine or the cosl industry, but not that of the labor, capital, or
pther inputs employed in such productione
In its generalized meaning, therefore, productivity may be defined
p# the ratio of output to input, and labor productivity is the retio of oute

put to labor inputs It is a cold, mathematioaml ocaloulation that implies no

3 A Merriam Webster, Websters Collegiate Distiomary, Springfield,
fase, 1942, 792,

R R R R RRRRRRRRRRRRRRBTRIE R




10
blame or oredit to labor as the terms "labor effort™ or "labor efficiemoy"”
frequently maye Aoctually, this is n;t so much a definition as & statement of
one way of measuring productivity with output as the numerator and input as the
denominator of the ratio.
Because one element in ineressing productivity (labor) happens also
to be the only convenient common denominator for inoressing all of the elements
comprising productivity, oconfusion has been promotede In other words, the pre-
dominance of the use of labor input in the measurement of produotivity has
given rise to the widespread belief that productivity is synonmymous with "labor
productivityg" The implication is thet labor is the one most important element
in inoreasing produotivitye While most of those who are discussing productivitﬂ
realize thet lebor is only one factor in inoreasing productivity, it muet cone
[stantly be stressed that we cannot measure labor productivity as such because
rn just don't have the tools.
And yet the term "labor productivity™ is a useful one if we realize
its meaning and limitationse It is useful because it ig easier to measure the
mount of labor time expended than it is to measure capital or machinery invesis
t, horsepower or physical emergy, the fruits of technologiocal advance,

enagerial ability, or labor cooperatione To reduce the chances of misunder-

tanding of “labor productivity™ Pabricant and other economists believe it may
e wiser to refer to the asoncept by ealling it “physical output per man—hcur,'4
8 latter term is more desoriptive of the ourrent indices and indicates that

abor is only one of the interrelated factors that determine productivity.

LE‘O. 24, 4 Soloman Fabricant, Output of Manufacturing Industries, New York,

I EEE——
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The definition of productivity simply as “ouput per wmit of labor
[cize expended™ has not removed canfusion either from analysis or interpretationd
Tfhi.g mathematioal definition is as applicadle to the saving of other inputs,
[such as mechenicel energy, e it is to the saving of labor times and the meaning
Jof' the ratio is not fixed. Unless qualified, it can denote, overtine, changes
in such diverse faotors as charaoter of output, rate of opsration, or quality
lof management, as woll as changes in 'twhnology and worker applioations In
fact, the ratio of output to labor time expended, whether for a job or for o
hation, is a reflector of all of these ohanges wnless its ambiguity has been
Foducud by so oaloulsting the ratio that the imﬂmﬂ of one or more of the
kauteu has been removeds
Since our tools of meagurement are as yet inadequete, only the

rudest satimatee of the relative importance of the verious fectors can be
F‘d“ Careful substantistion of any olaim of & ratioc of the relative importance

£ the somponent faotors can rightfully be demmnded, however, as yst no one has
[rought forward a retio thet ia oonsidered even reasonably walide
A further distinetion must be made so that we oan understand the

fference between produstion end produstivitye Production may be defined as
[:c results of whatever procese we are measuring or it may mean the aot of proe
wing itselfe Therefore it may be seen thot thig ie quite different than prow
votivity as we have defined it

A farm, mine, or factory is nct regarded necessarily e having a

igher productivity than ancther simply beemuse it happems to be largere Rather]
e oritical faot is the relation between the finished produst and the power

erolseds VWhether the comparison "higher™ or "lower" is applied depends on

—
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#mathnr there is evidense that the resultn)were more or less in one oase than
in another‘for the produstive power used. In other words, sommon appliocstion
of the term “productivity” involves a notion of the rate or degree with which
the powsr to oreate or make is utilized. Instead of "quality or state" the
rsuffix "wity" has oome to mean degrse when added to productive.

In the light of this gonceptual review, the meaning of productivity
in the economie field may be stated ;a the degree to which the power to make or
rovide goods or services (ususlly having exchange value) is utilized as
easured by the output obtained for the resources expendeds As pointed out
learlier, so far as the resources or inputs are conscerned, their output is jolnt
if more than one input is involved to any significant extent, and omsequently
their produstive power must also be regarded as joints In other words, there
ie no exact way from output and input data to determine the productivity of any
Partioular class of input suoh as labor.

Another term that will be used frequently in this study is "wages.”
hhat iz meant by wages? Do we mean annual income, weekly earnings, average
hourly earning, or basic wage rates? Do we include as wage payments those
upplementary beneflts of coet to the employer, suoh as contributions for sooial
[nauranoe, for private pension and welfare plans, and for work injuries? Do

e inolude changes in wages which may occur with no change in wage rates as a
Fesult of inter-industry shifts in employment, or even as a result of intra-
Lndustry variations in the administration of wage ocontracts~-~through upgrading,
thlnge in emphasis on night shifts, or a fluotuating volume of overtimes These
re not insignificant problems according to Davie and Hitoh because:

For each of the past few years, supplements to wages and salaries

R RS EEESEEEEEEBBD



135
have aggregated over §5 billions Except in periods of very stable

employment, annual wage inecomes, weekly earnings, avera:e hourly
earnings, and basioc wage rates may register guite divergent movements.

&
The war periocd disclosed the merked effect on labor incomes arising from sueh
gources as sghifts in employment to higherewage industries, incoreazses in premiun
pay, and upgrading.

Without elaborating the reasons, it seems that "wages" ag used in thel
proposition should refer to average weekly earnings; that the proper reasure of
"productivity"” should eliminate the effects of inter~industry shifte in employ~
ment; and thst in perlods of great economic changes, when hours are abnormal or
when wage adminlstration is ohenging, the proposition is not applicable in any
caBse

It will be slear in reading this study thuat msny of those esconomists
and others who have written about productivity and wages have not always used
the same definitions of terms and therefore their statistics do not lend thenme
selves to ready comparisons Again and again we will have to stress the ime
portance of defining terms used and in bargaining, agreeing on one set of

meanings to use.

Summary
There is no general agreement on the definitions of productivity,

wages, or other ooncepts inveolved in a productivity study.

6 John Ce Davis and Thomas Ke Hitoh, "Wages and Productivity,® The
Review of Eoonomies and Statistics, XXXI, November, 1949, 254.

—
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Productivity is the ratio of output to input, and labor productivity
is the ratio of output to laboer inputs Labor produstivity is better defined as
Joutput per man~hour. Common appliestion of the term productivity involves s
potion of the rate or degree with which the power to coreate or make is utiliszed.
Wages should be specifioally defined to avoid confusion over average
hourly earning, straight time hourly earnings, real earnings, and other consepts|
Lhioh do not have equivalent mecning& Average weekly earnings and average
eekly real earnings are two of the most useful and measningful terms in dis-
pussing productivity.

Terms must be defined and agreed upon before discussion or negotiation]

Fan reasonably take place.




CEAPTEE I1II
THE MBANING OF THE PRODUCTIVITY RATIO

PDur study thus far has ghown that productivity is the ratio of output to input
Txprauing the degree of utilization of the power to make or produwses This
bhapter will show that the productivity ratio is subjeot to cmsideratle limie

#ation which must be recognized.

It is now time to oconsider what light thie exploration into the
meaning of productiﬂty may have cast on its measurements The first impression
y well be that of inoreassed complexity rather then olaritys If the thing
E:ing measured is that of the degree to whioch productive powsr is being
jatilized, and if that is represented by the output obtained for the resources
ended, the problem is immedistely raised as how resources are to be measured
E:y obviously consist of sush different things as labor time, menageriel di-
ffection and planning, and various kirds of capital goods- -yet these inputs
Loannot be immediately added together because they are expresaed in diverse
physiocal unitse. Nor is the measurement of output any easier if produsts of
different kinds are involved.
The measurement of a ohange in a composite group of diverse items
Wlike the inputs used in production can be acoomplished in at least two differenﬁ
Lmyac (1) some common basis ean be found for aggregating all the items, or
15
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(2) changes in one of the items can be taken to represemt those in the totals
It is the latter method whioh has been most widely employed in productivity
analysis« ~the use of labor time expended to represent all input, according to
Hiran 8. Davtaal
It is true that many other methods of messurement have bsen devised.
All of them use output (expressed elther in terms of physioal units
or money values) as the numerator of the ratios A variety of de-
nominaters are used, thus relating output to a variety of factors,
such ass the nunmber of employees in & plant; the electrical energy
consumedy dollars of oapital investedes The most common ratio,
however, relstes units of output to man hours worked.
This ratio is usually converted into an index, the fluotuations of which are
expressed as percentage changes in productivity from year to year.
8ince the produotivity of a factory or any organized effart can only
be gauged by the relation of jolnt results obtained for joint resources used,
it follows that there are & number of equally valid ways of measuring both
results and resouroes used« What measures are uged for the output numerator
and for the resource denominator depend entirely upon the question one 18
agking about produoctivity.
The measures that are used in bargaining discussions ean be of prime
importanee and it is negessary to ascertain what one is seeking or attempting

to prove before the ways of measurement can be seleoted and evaluateds When

one party in & collective bargaining relationship proposes certain date to be

1 L.« Reed Tripp, ed., Industrial Productivity, Madison, Wisoonsin,

1951’ 4,‘

2 Fisher, Productivity, supra, 26.
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oonsidered i&gontoatable it would seem wise to have a clear understanding of
how the parties define their terms, how were the data arrived at, and what
therefore should they meane

Since labor produstivity has received so much more attention than
productivity resulting from other factors or measured with other denominators,
it merits oconsiderable analysiss For labor time to be taken as fully repree
sontative of total resources expended in a produwtive undertaking, one or twe
conditions must prevalle «sither labor time expended must be so large in rela-
tion to the other resources that the total is changed appresiably only by
changes in the labor item, or olanges in the other resources inputs must move
in the same direction and at the same rute as labore The first condition is
only reascnably well met in the oase of ocertain services suoh as a law office,
but here the important omsideration is not so much time expended per se as the
quality of the work performed during the time, es represented by the different
skills of the persons providing it. |

Although the seoond condition probably seldom exists, the ratio of
output to lsbor time has widely besn used to gauge industry produetivity,
almost regardless of the relstive labor time expended or the direction in whiel)
other outputs are movings Suoh use seems to be predisceted on the sssumption
thet to a considerable extent some saving in other inputs, although not neces-
sarily of the game degree, go handein-hand with those in labor, and that even
when other inputs have to be inoreased to save labor, the saving on labor will
more than offset any additional inputs of other items.

Even in instences where sush assumptims c¢an be justified, the result

is, at best a rough approximation of whatever produotivity ohange ocoourred. A%
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any rate, those who use the ratio of ocutput to labor time to measure the prow
ductivity of an industry or establishment certainly have an obligation to show
what facts in a given situation warrant their making this use of the ratio.

The use of labor time to represent the input of all resources stands
on a somewhat different footing st the netlonel than at the industry level.
For & netion it 1s possible to give .zome representetion of what would be ma=-
terial, fuel, and service inputs at the industry level by including ell labor
time expended in the nation and relating it only to the total output of final
goods and services- ~that is, omitting on the output side the production of
goods whioh during the year or time period used are consumed in the production
of still other goods or services. This procedure is now commonly employed in
measuring national produotivity according to Hiran S. Duvis.s

The totel ocutput of final goods and services is expressed in oone
stant dollars and ealled "groes nationsl product™ because it
inocludes not only the production of consumption goods and services
but also the producstion of durable goods withouz any deduction for
durable ocapital goods consumed during the year.

Even at the national level, however, it ean be questioned whether
labor time is sufficiently representative of all the productive rescurces used
to give a fully adequate mezsure of national productivitys In view of our vast
and complicated physioal facilities in industry, one ocan hardly regard resl
capital input as insignificant in the United States. Over a short period of
years at leasst such input could vary in rate and direotion as compared with

labor times Ciroumstances might lead, for example, to & widespread weve

8 Tripp, Industrial Productivity, supra, 6.

4 Ibid.
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throughout th; oountry of investment in new equipment and plants that emphaw
sized labore-saving, with the result that the real oapital input would immediw
ately inorease substantially while labor time expended might even deeline until
new opportunities opened up for the saved labor. The result of this situation
would be that the retio of gross national product to man~hours expended would
overstate national produstivity by neglecting the incressed real capital input,
although it would give a reliable and valuable indicator of the national tremd
of labor requirements.

Warnings concerning the measures of productivity, need to be empha=
sized in the present discussions The difficulties in the way of acourate
measurement of productivity change tend to be slighted. Even when derived fron
census and other extensive bodies of the most eccurate and comprehensive datsa,
measures of physical output per manehour are only approximate.

Ordinerily it is recognized that national output per man~hour is a
rough measure of national produstivity snd should, st best, be regarded as a
measure of a longeterm trend. Difficulties of messuring ocutput probably con=
tribute mors of this recognition than the inadequacy of labor time as a measurg
of resource use, and there is good reagon that they should, since familiarity
with the almost continual chenges in the composition and character of produce
tion will quickly remind one of the problem of measuring nationsl output.

There are several ways in whioch an ordinary physieal measure of oute
put may be inadequate for productivity purposes even if only one produet is
involveds First, the output of a plant, company, or industry is commonly

thought of as the volume of completed produots But this approach negleots

work in process which is just ae mush a "result™ of input application as is
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the eompleted"produnta

A second and related defest of customary volume measures of produo-
tion is that they do not reflect changes in degree of process integration alw
though such chenges will be immediately reflected in volume of output. With
increasing use of large industrial organiszations under one corporation whieh
produce and assemble goods from the raw material to the finished product
stages, a gsignificant but immessurable change is taking place.

A third problem that arises in using oustomary output dete is thet
they fail to show changes in the produnt which may have required marked ohanges|
in input.

5till another difficulty with ordinary data on volume preoduced is
that they fall to reflect the output of assosiated services whlch may have
little bearing on current productione This would inolude the expenses of re=-
gearoh and long range planning.

Por the purposes of formulating a general wage poliscy for the nation,
obviously the only valid concept of productivity i1s one that relates to the
total economye The primary difficulty is that of measuring national productie
vitye There are two possible techniques of measurement, but neither is wholly
satisfactorys The first method would be to caloulate the produotivity ohanges
in each segment of the economy and them to average thems But such a method
suffers from the three basic weaknesses, ise., (1) productivity in some seg~-
ments is not truly measurable (eege, govermment), (2) such an average could not
reflect an importent source of distributable gain (saving on non~labor factors,

such as materials), and (3) such an averasge would reflect several forms of

"undistributable™ gainse =such as those productivity increases which are at
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least in partﬁofraet by the expense of achieving them and those that stem from
the tranafer of work (esg., power production) from one industry to another.

The other method, whioh on balanoe is preferable, is to caloulate
the ratio of total man-hours of work paid for in the economy to total output
measured in constant dollarse The scourasy of such & measure, of oourse, hingpv
on the sccuracy of its various components-~ -employment data, hours data, pro=
duction data (measured in dollars), and price data (with which to remove the
influence of changing piioes from the measurs). Agoording to Davis and Hitoh

these data are today inadequate for mcre than an informed sstimate
of economy-wide productivity changes that have taken place in the
past, but they sre good enough for,tha? purposes Further impravg~
ment only awaits a governmental recognition of thelr importance.

Ag the size of bargaining units grows and the establishment of bare
gaining benchmarks tends to be placed in a relatively small group of companies
and wions, general wage policy on a national level becomes increasingly more
apparents U8inoce there is no formal national wage polioy yet the federal gove
ernment has not provided as detseiled statiastical data as it mey in future
yearses

Produotivity changes may be expressed in relative or absolute terms.
The familiar index of output per man«hour is derived from the ratio of physiocal
output to work inpute The measure of work input may be restricted to direet
labor, or it may be comprehensive enough to cover all work entering into the

productive process, inocluding all the indireot labor entailed in administration],

the provision of power, eto., and the labor equivalent of the equipment used up

5 Davis, "Wages and Produotivity,” supra, 296.
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in the produé;ive processe It is oonvenlent to speak of an index of this type
as & productivity ratloe Such a messure is an index of unlt effectivensess,
defining ehanges in output per unit of work input, within & plant, an industry,
or the whole economys« It gives no information on the number of unites of labor
input entering into production, nor on the absolute magnitude of the change in
output resulting from the change in 'unit efficiencys The produstivity ratio
may rise during a period of widespread umemployment and deelining aggregate
outpﬁt; it may fall during a period of expanding employment and outputes

Even 1f a comparitively simple and walid productivity ratio ocould be
arrived at, it 1a still to be expected that considerable analysis wpuld be re=-
quired to assertain the exact relationship between the index and other ecunomioJ
oconditions.

A mesgurs of oﬁangos in output per man~hour is useful but inocomplete.
What have the changes in unit efficiency meant in absolute amounts of goods
produced? To snswer this question we must seek to define & productivity inore-
mente This is s messure in absolute terms of the amount by whioch the aggregate
output of a given period exceeds that whish would have been produced by the
aotual work input of thst period, operating with the unit efficiency of a
specified earlier periods Its size in & given period will depend upon the abe
sclute magnitudes of output and menehours of work input in the two pericds
comparede This is the "technologiscal margin,” the conorete resultant of the
technical and other changes that contribute to productivity gains, the sube
stance for whioh producing and consuming groups compete.

Before continuing the study of the messures of productivity and

productivity's effeots on wages end other economic conditions, we will inter-
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jeet an examination in the next chapter of some of the remsons why we ,have pro-
ductivity ohanges and specifiocally productivity inereases. In summry of this
ochapter on the productivity ratio, we have attempted merely to point out some
of the many limitations of the ratlo and especially limitations on the use of
labor produstivity. This does not mean 0 infer that a lsbor produstivity
ratio or any other productivity ratic is ussless or invalid. We want to stress
rather that a ratio based on many doubtful assumptions, partially true generaw
lizations, and considerably estimated statistios has a limited and questionablel

signifionnce.

Sumoary

The productivity ratio is limited in its uses It combines inputs
outputs that are expressed in different terms., Sinee the results of produstion)
are from joint inputs, the effeots of individual inputs cannot accurately bhe
measureds One input sometimes is taken as representative of otherss The use
of labor time to represent other inputs may be allowed on a national basis but
oven here there are geriocus doubts.

Figures used in the produotivity ratio are ocrude estimetes. This
ugse of the productivity ratio infers no ease or surety in the measurement of

produativity.




CHAPTER IV
THE INPUTS THAT AF?EGf PRODUCTIVITY CHANGES

Our study thus far has shown thet (1) productivity is the degree of the utilia
gation of the power to oreate or make and; (2) the productivity ratio is sub-
jeot to serious limitations« This chapter will show that a large variety of

inputs affeots produstivity.

Thus far we have explored the meaning and the genmeral methods of
messurement of produstivitys Lest one feel that produetivity changes are a
completely spontaneous or natursl phenomena it is well to oconsider bdriefly
some of the factors which might cause a change in prodmtiﬁ‘ky; The tangible
and intangible inputs into that total process we 6:11 national production are
subtle strands indeed, of a complexity and interrelationship that we ean hardly|
comprehends

Again we must point out that in the study of productivity figures
the data do not measure the spescifioc eontributions of any single faotor in
production, be it labor, eaplital equipment, management, or any other component
in the whole process; they register instead the combines of all the distinet
but interrelated influences that determine output per men<hour. Yet patently
the long-term geins in efficlency stem meinly from the advance of science and
technology and its application to produotione Predominant have been the eone

24
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tributions of manufsetured powery of varied .. improvements in equipment ranging
from the steady socumulation of small ohanges to the introductiom of highly
specislized and somlieautomatio or autometie mashines; of parallel improvements
in the organization of the producticu process, from more efficient layout to
assemblys=line productions snd so one Other faetors whieh, have possibly had
less potent influences upon produwt&vity within the long range pattern, but
whieh have nonetheless playsd their continulng part at any given time inolwde
the seale of operations, the level of plant efficisncy, the location of the
shop, the quality and flow of materials, the skill and attitude of the work
foree, and so one

One of the factors that seems to stand out in the study of productie
vity in partioular industries is the pattern of rapid ineresses and then grae
duelly deelining ineresses in produetivity in the historiecal development of
new industriess Output per man~hour grows most rapidly in new industries,
partly beesuse there is more opportunity for technologieal discoveries in new
industries, snd partly because the expansion of the market ensdles enterprises
to organite their wark more effectively and to achdeve the gains of mass proe
ductions Je Je Juklitsch, Jrs writing in Meshenienl Engineering believes that
"after 20 or 30 years, however, the output per manwhour in the new industry is
likely to ineresse at a sharply falling retes"> The lomger the period of come
parison, therefors, the less are likely to be the differences among industries

in the rise in output per manehour,

1 Jo Je Juklitash, Jre, "Five Year Labor Agreement,” Mechaniocsl
Engi neering, LAKIII, April, 1961, 381,
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Most economists only estimate productivity tremds for long periocds
of times Therefore the normel influence of new industries is generally negli.
gibles Howover, extraordinary changes in large industries den make signifioant
differences in national datae. The introduotion of industries utilising large
soale prodwtion in the 1920%s 48 & prim example. Synthetic fabries, deter=
gents, and television have been industries showing remarkable progress aud yet
they are such a small part of the total natiomml production that their influe
ence is insignifiocant. The next really large inoreasses in prjoducﬁtiﬁy may be
expeoted with the wideepread peacetime use of atomic power and the gemeral
use of automatie computers which may produce a olerical revolution as great in
soope as the industrisl revolutione

Even a cursory review of the faotors thus emtering inte produstivity
esbablishes with partioular emphasis two conelusions of direet signifiocance for|
labor relationss In the first place, it suggests slearly how much of the ro;-
sponsidbility for what actually takes place resides in management. Management
determines ugnarctely where new plants ghall be located, what oqnipuni shall
be used in any partioular plant, how production shall be lald oubt and organized]
when improvements shall be introduced, the sosle of operations. Management to
some extent &t least even determines labor's attitude throvgh the handling of
ite labor reletionms problems and the level of plant morale that ie maintained.

Surprisingly enough, even most labor leaders seem to ascept the
notion that the speoifie responsibility for inoreasing produotivity resides in
managements In a later chapter dealing with labor and menagement attitudes

this will be further expleained.

Management thoh will have the respomsibility for assuring that any
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produstivity ;ag;e inorease fastor will be related to incressed manehour pro-
duction realigzed in their own plants. What do mansgement men who will earry
the day to day responsibility for inoreased productivity feel is the way to
show a record of improvement. It ia interesting to note that these reasms
were mentioned by reciplents of the Figher, Rudge and Neblitt survey mentioned
earlier as the primary resson for the productivity improvement in their omn
oompanyes The astual breakdown was ai follows:

Ranked First By:

1+« Investment in new plant and equipment: 46%
2+ Improved mmnagerisl teshniqueas 23%
S5+ Inoreased utilisation of existing fasilities: 13%
4+ Researoh and inventions 18%2

The U. 8. Department of Commerce substantially agrees with the manager

ment personnel when they say in their 1951 National Income that not only laber

but many other factors influence productivity.

Foremos* of these, undoubtedly, have bsen the teshnologleel improve.
ment and inoressed amounts of capital equipment utilised by the
nation's industriea, Better organization and development of produec-
tive operations have alsc sontributed, as have uéxnnemnu in the
training, educetion and health of the populations

The importsnee of investment in our industrial esonomy is stressed
bty the Selekmens who provide the following informations

Today the averags worker has available about $8,750 worth
of material, equipment, and plant to assist him in his work. This

2 Fisher, Productivity, supra, 33.

3 Us8s Departmont of Commerce, National Income Supplement,
Washington, 1951, 3.
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is the value, in 1949 prices, of all the equipment, inventories, and
real estate improvements per workereeon the basis of original cost
less deprecistion. It represents not only privataly«u!nod oapital,
but public oapital such as roads and publio buildings.

As our economy grows more oomplex and more highly developed we find
an inoreasing need for greater public eapital expense to provide the transpor-
tation, regulation, and administration necessary to distribute the goods of
our productions Capital investment whether it be publio or private is un-
doubtedly one of the major fastors in productivity changes and yet we have no
index to measure this vital inputs Bubt we do have some reliable estimates on
the investment behind every manufacturing works

The significant thing here, relative %o productivity and real

wages 18 that oapital per worker has inoreased about 37 per cent
from the $7,140 level of 1900, when changes in priee level are taken
into secounts This inorease, and the aoonsequent advances in teche
nology, would not have been possible if the commumity had not
reinvested about a tenth of its get national product for expanding
plant, equipment, and materials.

according to the Selelmans' study.

Moreover 1t 1s necessary not only for producers to buy new equipment
but for makers of capital goods to develop better equipment and tools continue
allye. It would seem that oapital goods producers confronted with very astive
competition have made the greatest strides in increasing the output of their
machinese The foree of competition in meny fields oamnot be overlooked as &
real stimulant to the development and introdustion of devices and processes

which may result in substantisl produstivity inoreases.

4 BSelekman, "Productivity and Labor Relations,” supra, 373.

5 1Ibide.
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Productivity is also affected by the volume of business on hand,
although the influence varies in different industries. Heavy demand pﬁrnittlng
long runs with less lost time for setup obviously aids produstivity. k‘cﬁu
tives in some sontinucus-operations industries find that productivity is highen
as a larger peroentage of capacity is utiliseds For ezample, “some steel pro-
ducers asoribe inoreased efficiensy to the high rate of apamtiom."a On the
other hand, highA demand in some companies may necessitate the use of compare
tively obsolete equipment with the result that over-all produwstivity suffers.
It may also require the addition of an extra shift resulting in a dilution of
average plant skill and effioiencys When business subsequently declines prow
dustivity may inorease.

Volume of industrial motivity ia another of those fastors whioh oer
tainly affects produotivity but as yet our analysis and tools of measurement
carmot tell us with any certitude what is the optimm level either nationally
or by industry at whioch proﬁmttvﬂy is greatests As with all the other input
fuctors that affeot productivity this faotor must be anmalysed merely as part oq
& toﬂlkwmomio fabrio.

The pressure of competition among managements to antiolipate and sate
isfy demands for new products and services has generated a phenomenal oxpansioﬂ
of orgnniz-d researshs The implications for the future can be seen in the

fact that “expenditures o technologisal research, nine times as large in 1940

6 Henry E+ Hansen, "Productivity on the Inorease,” The Conference
Board Business Resord, V, June, 1948, 244.
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and 1949.°7

The vast sums of private capital being expended in research is
baoked by inereasing government recognition and support of research in almost
every fielde The fruits of this researsch are not slways found immedietely but
over the long run considerabls influsnces can be expected on productivity
trends.

-Another intangible and difficult Yo measure input factor is the
status and skill level of the Americsn workers It is undeniable that the
American worker is healthier, more experienced and betier trained than his
sounterpart in 1900s The shorter work wodk, with its reduction of fatigue,
has added to man«hour outputs The steadily-rising proportion of skilled and
semieskilled persons in the labor forece has also been importent. To cite a
fow figures Mr. Patterson of the Committee for Esonomic Development states thaly
thes

number of unskilled labereri dropped from 36 per aent of the labor
foree in 1910 to less than 28 per cent in 1540+ In the same period
the numbers of professional persons increased from 4.4 per cent to
6+6 pgr cent and eclerical workers from 10.2 per cent to 17.2 per
oent, ‘

In an attempt to inorease productivity mmnagement has in recent
years come to realize the importance of managerial techniques in human relation

and planning that are necessarys

Employees who have an aotive interest in their work can meke
importent eontributions to improvement in production methods. Moree

7 William A. Petterscn, "Real Wegess A Yardstick of Progress,”
Advanced Management, XV, November, 1980, 9.

8 Ibids
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over, omﬁloyoos themselves need the opportunity to be mrongd in
their work to make thelr lives more meaningful and satisfying.

The intensive study of human relations in industry has brought forth
a clearer understanding of the position of inocentives and security in the
feoling 6!‘ the workers. Considerable effort has bheen made to bdetter mantiﬂq
and ¢ommunications By reducing seasonal unemployment greater utiliszation of
pro&uotive equipment is achieved at the same time as greater worker seourity
and satisfaotion is engendered.

As we gain greater eomomio mtufity there is hope that the effects
of business oycles can be reduced and thereby eliminate many of their unsette
ling relations on produstivity elanges. Although we oan never hope to know,
eontrol, or measure all the variables that are inecluded in the input whieh
affeot productivity, we can at least be aware of the number and variety of
things that are ineluded in productivity bVesides labor expended.

It is also pertinent to note that the original agreement providing
for an automatio productivity factor sought to achieve a very important element|
in higher produotivity--General Motore sought a five year period with the

absenoce of industrial csmflict.

Bumrary

Produstivity figures do not measure the specific contribution of any

single factor in productions Flant, machinery and other capital investment,

9 Solomon Barkin, "How to Raise Real Wages," Labor and Natiom,
Summer, 1950, 7s
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oalibre of management, labor effort, ability, and cooperation, research, teohe
nologioal discoveries, power consumed, soale of operation, and other fastors
all ocontribute to produotion.
Management is primarlly responsible for combining the factors of proe
dustion and inecreasing yrodﬁotivity; Investment is one of the most important

fnputss




CHAPTER ¥
THE GEKERAL MOTORS AGREEMENT

Having introdused the reader to the general conocept of produstivity
and its messurement, we can now hegin sur study of what has become known as
the "productivity factor®™ or the "annus)l improvement factor” in the process of
determining wagess The p;oduotivity faoctor as such first oame on the national
soene in 1948 when an automatie “productivity" wage inorease was ineluded in
the General Motors<United Auto Workers contract.

In the total wage settlement in 1048 there were three main provisions|
sccording to Rosse® (1) The first granted an immediste insrease of eleven
cents per hour to ell employees in the bargaining wmit. Eight cents out of the|
eleven was to offset the increased cost of living sinoce 1940 and thereby to re-
store 1940 levels of real wage rates. The other three cents was "to provide
for improvement in the standard of living of employees.”

(2) The sesond major factor called for interim wage adjustments st
quarterly intervals during the two year period of the contracts. These were to
be made on the basis of movements in the cost of livings

(3) Regardless of the megnitude and direction of cost of living

1 Arthur M. Ross, "The General Motors Wage Agreement of 1948,"
The Review of Eoonomios end Statisties, XXXI, February
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ochanges, an additional three cents per hour was added to all base rates on
May 29, 1948. Three cents per hour was equal to approximately two per oent of
the average hourly earnings in May, 1948« This additional adjustment (together
with three cents inoorporated in the initial wage inorease) has been called
the improvement factor.

Thus far the “improvement factor® has received relatively little
attention perhaps because no one gets exoited about three ecents an hour these
days and beocause it was an integral part of an average third round wage ine
oreases However, it may eventually have grutor' significanee than the esoalaw
tor clause.

The General Motors Contract, for almost the entire first twe

yoars of its existenoe, was unigue; there wag no other like it.

In April, 1950, the Allis Chalmers Co. ocopled 1t. Then in May,

1850, the General Motors contract was renewed by the company ang

the union for & term of five years, with no reopening on wages.
The produstivity factor was raised from three to four centse The contraet was
still slmost wiques But then came Korea! And within a few weeks there was e
dramatic ohange in the situation. Companies md unions, at riraf by dosens
and later by hundreds Joined the procession by copying the General Motors gone
tract or signing one almost like its The rush became aAﬂeod, and by the olose]
of the year 1950 the Bureau of Labor Statistics estimates that "possibly 4we
million workers in the United States were sither covered by such eontrasts or

about to sign them.™

2 Ewan Clague, "Snags Ahead in Wage Contracts Tied to Price Index,"
The Commercial and Finanoial Chromicle, Januery 26, 1851, 36

$§ Clague, "Snags Ahead in Wage Contracts Tisd to Price Index,"
supra, 36,
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Theﬁimportanco of the General Motors contract lies in the faot that |
it took a well established eoonomie concept, productivity, and gave it standi
in a colleotive bargaining agreement thmt naturally 1a studied as a pattern by
meny other companiese While productivity changes had been studied by econoe-
mists for many years, a productivity factor, as such, had received almost no
investigation.s

General Motors' introduction of a precise aost of living eseslator
clause in the contrsot tended to overshadow the existence of the improvement
faotor in the disoussion that immediately arcse over the sgreement. Upon
serious analysis though it seems that the improvement faotor economioslly
speaking was, in all likelihood, mors importent than the escalator clause.

Some of the philosophy underlying the agreement and also the answers
to probable questions oconcerning it were outlined by Harry Anderson of the
General Motors Corporation, Detroit, ¥iohigan, at & Managemsnt Division Session
during the 1960 A.8.¥«E. Annusl Meeting.

Apcording to Mr. Anﬂorcon," Meohanioal Engineering reports, the cor-

poration had considered employing some form of cost of living adjustment :b:: S.tlJ
labor contreots since 1940. The chief bar to sush & plan, however, was tha’é
the ocost of living agreement alone only kept the worker even with livimg ocosts
and did not give him the opportunity to share in the advaneing technologiocal
progress of the countrys

A

%Charles Wileson, GM's president, while confined to s Detroit hoapital

4 Jaklitsoh, "Five Year Labor Agreement," Mschenicsl Engineering,
LXX, April, 1951, 330. R
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for several n&xths. conseived the idea of “adding the improvement factor in-
orease to the sosteof-living adjustment arrangement, %8 said Mr. Anderson. As
usual Mr. Wilson's shrewd business sense put General lotors ahead in the econod
mic as well a8 the labor relations field.

For a five year period GM has agreed to raise wages fowr cents per
hour, or approximately 2.6 per cent,. & yeare This figure, in the view of CM's
president, approximates the average of what the country ean do, when Judged by
the long run record in the last £ifty years; it is not, however, an estimate
of what GM can expeot to achieve. ﬂmi_dering the new improvements being made
in the OM plants and the enormous sume reinvested in the business in recent
yoars, 1t would be ressonable for the corporation to expect that its MMl
improvement in productivity would greatly exceed the average for the comntry.
Thus the corporation is pretty safe in guaranteeing its employees this annual
wage inorease in return for the assurance that there will be no strikes or ine
terruptions in production for five years, partioularly when it also knows that
unions will exert eontinuous cost raising pressures on its competitorse.

The langusage of the oontract is worth quotings

The ammual improvement .rutar provided herein recognizes that

a continuing improvement in the standard of living of employees
depends upom technologieal progress, better tools, methods, prooces~

ses and equipment, and a cooperative attitude on the part of all
parties in swh progress. It further recognises the prinociple that

§ Jaklitmeh, "Five Year Labor Agreement,” supra, 330,

Also see Charles E, Wilasm, "Progress~Sharing," ﬁoader'c Digest,
September, 1852, 26«30,

Also see Benjamin L. Masgse, "“GM Shows the Way," America, June 3,
1960, 264. ‘
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to w'odn;o more with the same ggnoun'b of humn effort is a sound
. sooial snd esomomic objectives

Laudable as the sooial objestive of improving living standards is,
the primary eeonomic objectives of the corporation were not overlooked. The
economie wellebeing of any company depends on ﬁa ability to make profits. The
economic oonocessions to workers must be consistent with thie objectives In |
this i'otpoot G¥ has been ‘atrud.ngly .:‘uauum' |

f‘rodorlck He Harbison writing in The Journal of Paliﬁoal Eoonomy

states thats

Its (General Motors') postwar profits have besn tremendous.
In 1949 its net income was over $856 million, which established an
all time record for an Ameriocan sorporations Its net insome as a
peroentage of sales in the same year was 11.8, as compared with 6.3
for Chrysler, 7.2 for NasheEKelvinator, 5.8 for Studebaker, and less
than 4 per eent fi* both Budson and Pasckarde In the three~year
period fram 1847 through 1949 alone, G reinvested over $664 million
as compared with a total of only $448 million for the entire four=-
teen previous years from 1933 through 1946. (Taken from Noody's
Industrials, 1960, 8852.,) No reasomsble person could olaim, there-
fors, tma,?au Joopardized its esconomio welfare by peying too much
for labora

The susocess of General Motors in introdueing this new omeept of a
formal improvement factor into eolleotive bargaining was enhanced and made posw
sible beocause of the United Auto Workers wholehearted agreement in the princie
| ple involved. Harbison summariszes the feelings of United Auto Workers officiw
als who have commented om the factor by saying:s |

The UAW has always favored the annusleimprovement faotor.

6 "The Treaty of Detroit," Fortune, XLII, July, 1980, 53.

7 Frederiok He Harbison, "The Gemeral Motor-United Auto Workers
Agreement of 1960," The Journmal of Politieal Eoonomy, LVIII, October, 1850,
400.
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This was the ocne feature that the GM formula soccepted in 1948 withe
out reservation. In 1950 it wanted a2 five oent improvement faotor
and felt somewhat oheated by having to settle for four cents. But
the union had consistently emphasized the importamse of inereases
in real wages and in sharing the greater production made possible
through technologiecal progress. The union has always insisted,
morsover, that progress is primerily the result of improvements in
teshnology end is not dependent upon greater effort and speedups on
the ptx'g of workerse Here the corporation and the union are in
socord.

The mutual scoeptability of the sontract is easy to understand when
we realize that, as Mr. Harbison has seids

The UAW has secured for GM workers & guarantes of increases

“in real wages for a five year period which greatly exceeds the
agtual inoreases in the masaeproduction industries dwring the last
five years, when the average hourly earnings in the auto industry
were inoreased by 50 cents, but real earnings sdveanced only 8
oentss On & comparable basis, employees in the steel industry ine
oreased their real earnings by ocnly 11 per cents {Computed from
Bureau of Labor Statistios data in Manthly Labor Review. Reale
earnings inoreases are expressed in 193639 dollarss) The gains
were comparable in most other mass-production industriess This
gusrantee exceeds the inoreases in real wages during World War I1I.
Consequently a guarantes of a 20 cent real inorease for the next
five yesars undoubtedly reprssents the greatest economio gain ge«
cured by any wion in the mags-produotion industries in the past
devades In other words, the G wage package, even when coupled
with a five year contract rnng, is a deal whioh no intelligent
trade wmionist could turn down.

~ The extent of these guaranteed gains is quite astowmding, when it is
omsidered that the historic rate of inoresse in U.S. manufacturing produsti.
vity--shared by workers, investors, and consumerse-~-is commonly estimated at no
more than two to three percent a year. Gensral Motors now guarantees its em-
ployess alone a productivity inorease of about 2.5 psr cent & year. Any gain
beyond that figure«-(M apparently believes it can be substantiale--is avallable

8 Harbison, "GM~UAW Agreement,” LVIII, 405.
9 Ibid.
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to the company for additional oapitsl expansion, for inoreased dividends, or
for price reductions.

‘Mrs Reuther himself points out sccording to Fortune magasine that:
in ﬁhq last five years, at the cost of one prolonged strike and more
or less sontinuous wrangling, the union lifted wages by 45.6 sents,
of which &1l but 6 cents were canoslled out by inereased living costs.
In the next five years the umion is assured a permanent gain of 20
oents in real wages, in addition to pensions and other welfare beme-
fits, and it doesn't have to strike for its moneys

On the part of menagement this also deserves oomment, The concept
‘of produotion has negative as well as positive prinoipless Fisher and Rudge
state that: |

1f, during the previous ten years, Ueneral Motors' output had been
diminished by as little as # of 1¥ through atrikes, the avolidance
of this waste through the device of ﬁ annual improvement faotor
would represent e produstivity gain.
The absence of industrial warfare ocan therefore be regarded as an affirmative
step toward higher produstivity.

The recognition by the wniom that produstivity inoreases are the
primary responsibility of menagement gave Gemeral Motors the assurance that at
least in this area they obtained an affirmative stand by the union on & subjood
olose to mmnagemsnt's hearte This assurance plus the guarantee of a five year
no strike elause had sn inestimatable value to the sorporation.

Although this paper does not propose to investigats the problems
arising out of the use of the esealator clause, it is inveresting to note that
the terms of the agreement wers developed exclusively by Gemeral Motors with

only mignifiomt revigions made by the union. BEwan Clague of the Bureau of
t

10 "Treaty of Detroit," suprs, 5o
11 Fisher, Produotivity, supra, Sl1.
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Labor Statiatfeu was surprised by the agreement whieh bases its escalator on
the Consumer's Price Index. He has said:
I must emphasize that this agreement to use the index wms
reaghed without any prior cansultation by either party with the
Bureau; we first learnsed about it from the newspapers. . » + ZThis
I AR AT I iy e e
P
The idea of tying weges to the Consumers Priee Index in a sollestive
bargaining agreement was not at all nsw; Over many y.anl, the Bureau of labor
Statistios has received for its files end analyzed ocontraots containing alaue
ses on the Consumers Price Index. What was new and revolutiomary in the Genew
ral Motors contract was (1) the sharp and precise reletionship of wages and
prices (one cent in wages for esch 1.14 points in the index); (2) the frequency
of adjustment (every three months); snd (3) the snnual improvement fastor.
This development has Qmam many problemss For one thing it seri-
ously complicated the Bureau's prog:'am for the interim adjustment of the Consue
mer's Price Index. It was no longer a cuse of a couple of large experienced
companies and wniens being sffected to some extent by the revision programe A
hundred or more firms (and wimms) became involved after 1960. Furthermore,
these newsomers in the fleld often had little understanding of the index,
acaording to elam.ls
Ascording to Mr. Clague:
Some of them (oompanies that Amitated the GM.UAW sontract) for exame
ple, got themselves mixed up with the rent correstion, although

that has no logical connection with ccntracts signed in the Autumm
of 1960, Others seemed not to know that the Bureau has a revision

12 Clague, “"Snags Ahead in Wage Contracts Tied to Price Index,"
supra, 35.
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program underway, 80 they failed to insert a elause in the sontraect
speoifying what should be done to adjust when the Bureau's revision
is mades A group of West Coast employers and unions signed up for
three years without any escape olause for revisions Yet both the
interim and thg final revision may be completed during the life of
that contract.l®

When we see how easily confusion arcse over the escalator clause it
becomes even more apparent how diffioult the problem of the productivity faotor
may become in mctusl bargeinings

As was montioned earlier & flood of ‘agrammta imitating the General
Motors agreement appeared in 1950 In general these egreements were in the
automobile industry where the UAW-CIO 4ig the major bargaining ropreionbativo.

The repercussions of the UAW-GM contract, however, may be felt beyond|
the omfines of the automobile, automotive parts, and farm implement 1nﬂustzrinp'
where the UAW strength is conoentrated. GM has signed a comperable agreement
| with the International Union of Elestrical Workers (CIO), sovering employees

15

in its electricalemanufaoturing and refrigeration divisions. Thus the same

esonomic benshmarks are established in another important masgeproduction field.
Harbison remsrks that in

July, 1950 the UAW negotiated a five year pact with Allis~
Chalmers which provides for a pension program, a costeof~living es~
calator agreemet, and a three sent improvement fastor. However,.
the latter two provisions are "purely experimental,”™ and either
party may reopen on wages in two years, thus terminating the experi~
ments The sucoess of this arrangement, it is also indiested, will

14 Ibid., 36.

16 HNational Industrial Conference Board, The Conference Board
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depend on the outeome of the efforts of the parties to olear fg ine
ternal wage inequities whioh have been troublesoms for years.

8lightly more than five million workers~eabout a third of all those
estimated to be under labore-management agreements are covered by 188 gignifie
cant agreements in a speoial listing by the Bureau of Labor Statistios (as of
April 10, 1961). Each of the agreements covers at least five thousand workers.
About 25 per cent of the five million warkers are covered by

eontraots scheduled to expire in 1951, 29 per cent in 1952, 26 per
oent in 1963, & per cent in 1954, and the remaining 15 per cent in

1965

Year of expiration Kumber of agreements Workers covered
Total 188 §,096,000
1981 69 1,278,000
1862 _ 76 1,496,000
1953 , 17 1,518,000
1954 9 266,000
1968 17 740,000

Automatio wage inocreages (usually four oents am hour, effective
on the anniversary date or dates of the agreement) are provided in
contraocts ocovering 16 per ocent of the workers.
Adjustment of wages according to changes in the Bureau of Labtor
Statistios Consumer's Price Inﬁcfvin specified in contracts invol-
ving 40 per cent of the workers.
The article lists the following companies as having specified autos -
matio produotivity inereasess Dow=Chemical Co., General Motors, Ford, Chrys-
ler, Hudson, Studebaker, Kaiser-Fraser, Packard, Nash-Kelvinator, Brigge Manue

faoturing Cos, Automotive Tool and Die Manufmcturers Association, International

16 Harbison, "GMeUAW Agreement,™ supra, 409.

17 Bureau of Labor Statistiocs, Division of Industrial Relations,
"Agreement Expirations and Wage Adjustment Provisions," Monthly Labor Revisw,
LXXII, June, 1951, 681,
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Harvester, D‘;ara and Coe, Allis«Chalmers Manufacturing Co.,{ minnoapolii Moline
Coe, Pennsylvania Power & Light Co., Niagars Mohawk Power Corp. and Niagara
Falls Power Co.

It &8 evident, therefore, that at least at the present time the use
of the improvement factor 1is in suffieient use to consider it as a recognized
factor in wage determinations 4s in the past, the UAWCIO is likely to make a
lot of settlements for less than the "key bargain™ with small companies, margi«
nal enterprises, and firms in miscellanecus industriss where it has contracts.

But the important thing iz thet a faotor onee estadblished as a benche
mark tends to retain its existensce although 1ts relative importeance may wary
with other eircumstances.

Beocause a productivity faoctar in ome form or another is almost oer-
tainly going to achieve s permsnent place in wage determimation grester study
1s needed in this problems The fact that the GM management and the UAW-CIO hav#
agreed that "living costs™ and worker productivity are both relevant factors
in determining the wage soale is & hopeful sign that m;tually acsoeptable wage
standards are being developeds This should facilitate the oourse of future

wage negotiations.

Smgz

The General Motors~UAW-CIO agreement has provided for a cost of
living esoalator clause and a guaranteed annual improvement fastor of approxi-
mately 2 to 245 per cent per years. This was the first agreement to include a

formal and automatioc produotivity factor.

The purpose of the improvement fastor is to guarantee raising living
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standards to "amployees from the fruits of teschnological and other progress. It
is not based on greater labor effort.

General Motors has been very suscessful in rumning its busineass
profitably. The prevention of serious iniustrial strife during the contract
pericd enhanoes the corporation's esonomic position.

Walter Reuther and the CIQ were agresable to the principles involved
in the agreement besause it provided signifiocant inoreases in real wages.

The aﬁr-m of Labor Statistics was not omsulted before the contract
wu' signed and the Consumer's Price Index was not designed for such spesifie
uses

As & model and a benchmark the contract is very important and is
being used quite widelye Although all agreements using the G¥ model may not

use the same peroentage, the (M contract is the "key bargein.”




CHAPTER VI
GOVERNMENT ATTITUDES ON PRODUCTIVITY FACTOR

Before entering a more detailed study of the reseptiocn the productie
vity factar received by diffsrent groups and their approsch to the subjeot, we
will briefly desaribe some of the baoikground information needed to supplement
information coneerning the General Motors agreement. This chapter will rely
heavily on the excellent historioal sketch in the Fisher and Rudg;l monographs

Produotivity at no time beocame a serious oconoern of the National Wayr
Labor Board during and after World Wer II+ The main reason, therefore, prob=
ably was the fact that productivity statistics, themselves in t};o process of
gradual development for over twenty years prior to Pearl Harbor, ceassed to be
available during the wars The Bureau of Labor Statisties suspended its “alle
manufsoturing"” series because of the “"absense of suitable data.” And so did

the National Bureau of Esonomlio Research.

Aotually, the question did not arise as a matter of public polioy

until the Wage Stabilization Board was established during the Koresn Wars The
problem was extensive enough to warrant Wage Stabilisation Board attention in

the spring of 1961 when the bulk of the automobile industry ineresses were to

1 Figher, Productivity, supra.
45
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fall due. Brief hearings were held and, in June, the Board issued Resoclutions
222 and 25> whioh gave approvel to certain "so«Called" mnnual improvement fac-
tor slauses of the General iotors type, if they had been bargained prior to
the freeze date of January 2§, 1951. Top limits of four cents, or 2 per cent,
(whiohever was greater) were imposed and the companies were required to sign e
warranty that sush wage adjustments would not be used for an inoreass in
prices. The Board, in effect, saneotioned annual improvement factor inoreases
largely beocause they were incorporated in pre-stabilisation agreemente.

fubsequently, in Resolution 43.4 the Board set forth a policy of ape
proving ell deferred inoreases agreed to before the gaid freeze date, provided
that they were not wmstabilizing in effect and were oontained in a long~term
contract of 18 months or botters

Mearwhile, lebor pressure on the Board to adopt a general “"produstie
vity" formula had developeds The United Labor Folicy Committee, on January 11,
1981, said:

Feilure to allow suoh wage adjustments, (produstivity wage ine

oresses) whether provided in existing contracts or negotiated in the

future, would represent intervention by this Board in the distributioen
of the shares of the national income, to the detriment of the workers'

2 "WSB Resolution 223 ‘'Productivity' Wage Increases,” Labor Rela~
ticns Reporter, Jume 2, 19862, 1003 835,

3 "“WSB Resolution 233 Warranty in 1951 Productivity Cases,” Labor
Relations Reporter, Jume 2, 1952, 100s: 8386.

4 "WEB Resolution 431 Deferred Wage Inoresses,™ Labor Relations
Reporter, Oetober 13, 1952, 100: 801,
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share and for the bemefit of business ‘and nanagemnent income.d
The Chairman of the Council of Bsonomie Advisors said in Janwmry, 1952
o o othe Council has maintained the position singe the cormmencement
of the defenss emergency that produstivity allowances should be ine
oluded within the framework of a well-rounded wage stabilization
programs « +wo have urged that these increasses shoyld be held to the
likely inocreases for the economy as a wholee « « «

Boonomio Stabilization Administrator BErie Johnston stated that wage
inoreases should be allowed if produstivity inoreased in his polioy letter of
February 27, 1981, approving General Wage Regulation #6..7 although he suggested
that such inoreases aould be withheld until after the aonelusion of ths Stabile
ization program. Resolutions were introduced by the labor members of the Board
requesting approval of wage increases "whioh result from more efficient produce
tione® Discussions sontinued to mount without any definite conolusions.

At this point, the Wage Stadilization Board began to issue reccmmenw
dations in disputs cases whieh, without actually advising a productivity forme
ula, nevertheless provided Labor with a good deal of encouragement. |

For example, in the Curtiss-Wright-UAW (C10)® oase, the disputes
panel had recommended adoption of & three cent productivity factor. The Board,

however, while approving the raise, preferred to bottom it upon the fact that

6 Fisher, Productivity, supra, 4l.

8 Ibid., 42,

7 “General Regulation No. 6," Labor Relations Reporter, Desember 10|
1961, 100x 485,

8 "“WSB Panels Report in Aireraft Pispute," Lahor Relations Reporter,
‘February 18, 1962, WH 1066 and "WSE Recommendation in Alroraft Wage Dispute,
Labor Relations Reporter, Mareh 24, 1962, WH 1172.
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the inorease would not ralse Wright above the level of itas competitors.
8imilarly, in the Basio Bteel donisiom,9 & fulledress srgument on
produstivity had teken place before the disputes panels The panel made no
recommendations on any aspect of the oase, but the Board reecommended a three
step general wage inerease in its ultimate decisions The majority opinion
saids .
While not requesting an sanual improvement factor adjustment, the
Union argues that the rise in manehour produstivity in steel proe
dustion is further justification for the general inoreese requested,
The parties differ in their estimstes of the rate of produotivity
growth, but egree that it has been substantials The Board hes oon-

sidered the Union's oleim based on rspduntivity in arriving at the
amount of the recommended inorease.

The Board, on Maroh 28, 1952, issued Resolution 90,11 governing fur-
ther produotivity inoreases. Here the Board ruled that petitions for annual
improvement factor incorenses, even though negotiated after the freeze date,
would be approved under the following conditionss

1. If filed prior to March 27, 1952 and payments are to be effec~
tive before January 1, 1962;

2+ If a tanden relationship with a umit which has had an improve=
mont faotoar approved is showng

8« 1If the General Motors pattern of four cents or two per cent is

followed, and the inorease is in a long-term cantraoct, and,

9 "Steelworkers and Basie Steel Industry,” Labor Relations Reporter,
Mareh 31, 1852, 1001 918.

10 Ibid.

11 "WSB Resolution 90s Produotivity Petitions,®™ Labor Relations Re-
porter, June 2, 1952, 1001 836.
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4. 1If a”wnrranzy against price inecreases is filed,

The press release which set forth this Resolution succinetly stated
the Board's situation with regard to productivity inoreases, as follows:

Today's resolution, the Board pointed out, does not apply to

any future oase, regardless of how closely such ¢cases may be ree

lated to previously approved 'Gemeral Motors' type contracts.

Heither does thia resolution sonstitute any general poliey on

the matter of improvement factor or productivity inereasess The

Board has eg&: matter under sotive consideration, pursuant to Res~

olution 47.
The Board further warned that no one "should construe this resolution as indie
cating the nature of any future poliecy the Board may develop on the subjoct.”ls

The Board, on May 5, 1952, issued Resclution 94,14 whioh reapproved
the annual improvemsnt faotor inoreases which were due in 1952, and then, ape
parently, decided to have one mors try at a produstivity formula.

In the mearwhile the first storm elouds for the Steel Case were be-
ginning to gathers The Board then began to retreat. First, it ovcrtufnod the
panel recommendations in the Braes Company oases for a four cent annusl imprevo
nent faotor on the grounds that there was no present warrant in Board poliey
for such an approvals At one time, it was expected that a polioy of granting

four cents or two per gent ammual productivity allowance would be placed in

offeot over the dissent of the industry members by the middle of June, 19562.

12 Fisher, Produstivity, supra, 16.
18 Ibid.

14 ™WSB Resolution 94: 1962 Productivity Inoreases, Warranty Form,"
Labor Relations Reporter, June 2, 1962, 1004836,
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But in the meantime, the Defense Prodwstion Asct was due to expire on
June 30, 1962, Considerable Congressiomsl opposition had developed to the re=-
newal of those sections which provided for wage and prioce controls, because of
the reverbsrations of the basio steel decision.

‘ The feeling '.thlt the Board was unable, or unwilling, to resist any
union proitnrs at all finally erupted in the oll industry dispute, when those
companies who were invited to appear before a hearing panel flatly refused to
show upe ‘i’hiﬁ resulted in ;pon*btnwm efforts either to abolish (a) Wage and
Prioce oontrols altogether, (b) the Board, or (¢) st the very minimum its dise
putes~gettlement funoction. |

An outraged Congress, the proponents of the productivity formula
realiszed, would regard its passage as the straw that broke the camel's backs
The debate was broken off, and the Board deoided to awalt more propitiqus oire
cumstances.

Suoh oireumatances were fwther put off when G@gron inserted a
section in the amended Aot which not only reomstituted the Board as of August
1, 1962, byt forbade it to issue any new polioles in the interim period or to
hendle any dispute csses, whether productivity was involved or not.

\ Whereas labor has had the executive bransh of the government in its
oorner, Congress has been sympathetie to management. The net result has been
a politioal tangles of the most advanced varliety. At the time of this writing
it appears that all wage oontrols will be dropped either before or soomn after
the new administration takes office in January, 1953,

Therefore we see that although productivity as an established fastor

never received offiocial government sanction, the action of the Wage Stabiliza-
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tion Board eo;tuinly proteotsd the faotor in its infancy and made the olimte

suitable for its extensione

Summary

Productivity statistios were not used in mga‘dcbermination during
or shortly after World War II because the data were just being developed or no
longer available.

In 1951 the Wage Stabiliszation Board started discussing produstivity
as a factor in wage determinetion. On a tomporary basis, prior agreements ine
ocluding produstivity hut&a were allowed to -l‘bind. Pressures were brought to
bear by labor for an official recognition of the faetore. But the feeling that
the Board was unable to resist union pressure drew the sntagonism of Congress
upon the Board.

Before the Board was ever sble to formulate s definite poliey on the
productivity faotor it was stripped of its disputes settlement funotion and now

wage oontrols appsar to be soon removed.




CHAPTER VII
MANAGEMENT AND UNION ATTITUDES ON THE PRODUCTIVITY FACTOR

This ohapter will show that with certain notable exseptionsz such as General
Motors management generally feels that the produstivity fastor is just e new
name used in pushing for higher wages and wmioms usually indorse the principle

formallys

"It is obvious that colleetive bargaining will not long command the
respeot of thinking men if it continuss to be a mere attempt of the parties to
rationalize positions which are taken without regard to the effect upon the
oemtmi.ty.”l wrote Summer He Slichter recentlye 7o be aware of the attitudes
of managoment snd labor when they approsch the subject of an improvement factor
in determining wages snables us toc better evaluate their standss Sinsce the
use, misuse, or failure to use the produstivity faotor is going to be deter-
mined at the bargaining table rather than in the economic journals, these opine
ions obviously are important,

To many managers of industry, labor seems simply to assume that the
teshnologieal progress of the past will inevitably continue into the future, “1

1 Summer He Slichter, "Raising the Price of Labor as a Method of
Inoreasing Erployment,” The Review of Feonomies and Statistios, XXXI,

82
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view rising productivity as a natural foree, rather than a msnemde achievement
or=-if man-mde-~as & sort of “miracle drug" for meeting the "staggering” uniaﬂ
derands of each yeare. Awars that it is still they who must oombine the vnriauJ
factors determining effiociency at the work level inte the oconorete daily oper~
ations whish maintain and inecrease the flow of goods and'aervioas, yet feoeling
themselves harassed by "interferences™ with the exercise of the cperational
funotions that underlie effective discharge of that responeibility, these manae=
gers have left no doubt of their fears regarding the "attitudeas™ of their now
largely unionized workerss “Nill labor go along in the steps tiat must be
taken if produstivity is to advance?”

As we have aslready memtioned, lsbor does not essentially disagree
with management as to the source of increased produetivity being primarily rese
ident in nﬁnngement hands . ﬁlnﬁgamnnt, by the same token, does not really dis~
sent from the proposition that inoreased wages have resulted from inoreased pro
duotivitys What management basically says, therefore, is that uﬁile it wants
labor to get its share of inereased productivity, it is not at all happy about
being forced to submit to its application solely on the basis of a nation-wide
formila. |

Amsrican mansgement men are traditionally conservative and harde
headeds They are alsc inelined to be expedient--a characteristic that aumatimeu
gets them into troubles Having themselves opened the door to mmnual improve-
ment factors, industry'ia now taking & long, searching leok at productivity to
see what it really meens. Not many like what they sees

Fisher and Rudge state that:

Most exeoutives are cynical about the true nature of productivity
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wage adjustments. They see in them nothing more than the old "ability
to pey® theory resurrsoted, dwted off and reclothed to look like a
new ideas They are also convinged thet the unions want a uniform
national wage formula, in order to move ocloser to industry-wide bare
gaining, and thereby gain inoreasing power over industrye., Henece,
panagemsnts are taking an inoreasingly negative positione

Management's fallure to osrefully study and evaluate produetivity
pay iheraaua may reflect the deeperooted conviction of many mensgement leaderd
that suoch insreases are unnecessary uml wjustified in our soonomys It is
likely thet many businessmen, holding classical economic concepts, believe thuq
a free market system always has and always will automatically guarantee gone
stantly inoreasing pmduebivi%y as well as the most equitable distribution of
its frults to all segments of our economy.

Managements attitude of distrést towards the productivity faotor was
acoentimted when it became subjeot to taoit Wage Stabilization Board supports
Rightly or wrongly many management le‘ndds are convinoed that anything that de-
velops in Washington in regard to the produotivity wage policy will harm them.

iﬁnugmnt mows that labor 19&&&: seek & formula to break wage
stabilization ceilings. Labor toward this end has fastemed upon an "inoreased
share of produstivity" as a plausible device to win government end public sup~
ports However, to maragement, this “new approsach™ is nothing more nor less
than the old ability-toepay theory umder a new names Why, then, management
asks, dignify union attempta to reinstate & timeeworn and impractical theory by
arguing that a new issue exists?

Management thinks that no stabilization agenocy should adopt any forme

ule that turns so squarely on "ability to pays"® While it is recognized that

2 Figher, Pmduetiﬂg [, _gupre, 1l.
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"sbility to pay® has often oropped up at the bargaining table in ome form or
another, it is equally true that offisglal adoption of the annual improvement
fastor convept would make ability to psy a fooal point of fubture collective barg
galninge

Hanagement resognizes that many social trends of the past half cene
tury look to produotivity for their future support and expansions

Management believes that the oost of added fringe bemefits, shorter
hours and the like, are rarely taken into acocount by the proponents of produce
tivity wage inoreases. Nevertheless, these and all other wage supplements,
must be regarded as a form of wage payment, If they are to be expanded, their
costas drain from the increments of produstivity funde identisal to those paid
out in the form of direct wage payments.

Managoment also quo-tiém whether the ocosts of natiomal defense,
mutual ald programs, and other international and domestic programs, plus in-
oreases for workers and the other factors of produwstion ean all be realiszed
from inereased produstivityes Obviously, we cannot achieve all of our national
uid intem;tioml ocmeﬂu ebjectives ocut of the largesse of our productivity
inorement each years

1 Ag in all fields we find partisans of both labor and mmnagement who
take mare extreme attitudes than many of their ualﬁr oohortse The two followe
ing éuetatimu illustrate how far apart opponents way be who have to enter inte
bargaining over an improvement factors: One businessman olaims that:

Production, ssddled with the handisap of uneconomioally high

wages, near confiscatory taxes, and swollen soclal welfare charges

oamot funotion es it shoulde It can only come into its own 4if its
fruits are rightly divided between worker pay, smployer profits and
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for the public lower prices. In short, production performs in
ascordance with the way it is handlede Unaccompanied by purchasing
power and prices that will take the product continuously off the
mrket, without recourse to Wars or Deals, big production discounts
other advantages.

Soms folks hold the confortable idea that the so called law of
supply and demand will conveniently take care of prioce levelss Not
so long as subsidy-minded farmers, industriaslists given to mlilking
the situstion cow while the milking's good, and workers resolved to
get their share of the spoils, hold the reins, with Unele Bam
standing by to piek up the plecess

On the other han& » Solomon Barkin, the Chief of Research for TWUALCI(Q
statos thaty
Ameriosn industrialists, even the so-oalled broad gauged ones,
have not given up their oconvisction that their econtinued dominance of
the industrial and collective bargaining soenes is essential to
higher groduotivitsy‘ They are not ready to meake place for trade
unions.
¥While it is diffioult to Judge, it seems probable that while Scnnen=
berg snd Barkin represent the thinking of many management and wnion men, their
views may not represent the views of a group of progressive key leaders.
The intersst of labor in the use of productivity as a wage polioy is

by no mosns news

As sarly as 1925, the Americen Federation of Labor adopted the
following resolutions

t80eial inequality, industrial instability and injustice must increase

3 Sonnenberg, "Inoreased Produstion Alome Will Not Solve Boonomie
Problems,” supra, 18.

4 Solomon Barkin, “How to Raise Real Weges," Labor and Nation, VI,
Summer, 1950, 6l
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unless the workers' real wagen, coupled with & oontinuing reduction

in the number of hours mking up the working day, are progressed in

proportion to mn's inoreasing power of produstion.®

The conoept expressed by this resolution, sscording to unlon spokes-

men, has been cne of gho cornerstones of union wage policies in the

peat quarters-senturys
Frequently it has gone umder different namesj more often it has been effective-
1y present at an inereasing number of bargaining tables without the benefit of
any labels Labor's approach to wage increases has been more pragmatio than
prineiples, more concerned with results than with formslized programs.

The estimtes of ladbor's contribution to growth depends upon the
estimators Unlion spokesmen, naturally, make substantial elaims. On the other
hand, the Fisher, Rudge, and Neblett survey specifically asked management to
estimate labor's contributien to their company's growths *Not one of the 158
replies conceded any influence &b alls Moreover, some of them even gaid that
labor effort has so deorsased that the contribution of other factors was neces-
sary to offset the loss of productive effort."®

NHow that Walter Reuther has become president of the CIO sinaes the
death of Phillip Murray, we may assume that he speaks for & considerable pors
tion of the CIO end not merely the Aute Workers. How, then, does the 1950
settlement square with the long range sooncmic and political goals of the Reue
ther foroess Reuther's basie contentions have been fourfold. Harbison eone

eisely outlined the UAW statement of May 23, 1950 end Reutherts "Internstional

Post War Problems II," (April, 1945) and we will use his summary rather than

§ Figher, Produotivity, supra, €.

6 Ibide, 35
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the original Btatements. Reuther®*s emmtentions are:

(1) that wage ineoreases should be granted without priee inoreases

8o that labor ocan inorease its standerd of living with the commumity
and not st the expense of the community; (2) that ssoncmic stability
and seourity must be based on ineresses in resl wuges to keep pace
with ineressing productivity of the nations farms, faoctories, and
miness (3) that the wage-price~profit relationship has been out of
balance and must be ocorrected to avoid a repetition of the 19291032
disastery and (4) that private enterprise, as the price for its sure
vival must serve the publie by being efflslent, competing in a free
market, investing its profite in expansion of plants, and paesing on
the benefits of technologieal progress to oonsumers and lebors’

Writing in Labor snd dation, Walter Reuther has said:

We said (to General Motors) that we wanted the Amerioan labor
movement to rise above the status of an eoconomic pressure group whieh
attempts to solve its problems at the expense of socletye Ve said we
wanted to gear our demands to the welfare of the natlion, beaause that
is the mly way this problem ocan be sclved right« Labor can make
progress in the world only to the extent that it advances and fights
for the realization of prmtéuul programs that are geared to the welw
fare of the whole communitys

Ag the CI0 sees it, the increase in national preduetivity is the proe

dust of the eontribution of all the workers, and so all of them have earned the
right to share in a rising outeput per man~houre In general, the AFL has back-
ed the CI) positione As previously noted, for a quarter-gcentury the Federation
has been on record as reccmmending productivity wage adjustments. While hesie
tant about endorsing a formule, the Federation réoontly changed its emphasis
slightly and oalled for a national produstivity wage polioye

The Fi;horanudgog research monograph states that the AFL poliey ocalls

7 Harbison, "GMeUAW Agreement of 1850," suprs, 406.

8 Walter Pe Reuther, "Our Social Setup Lags Behind ouwr Technologloal
Progress,” Labor and Nation, III, Jeanuary and February, 1947, 9.

9 PMsher, Productivity, supra, 46.




69

for the patiofial inorsase in produstivity to beoome the minimume. AFL would
permit partioular industries end aempuniea to develop thelr own applicable ine
dices through sollective bargaining. The resolution introduced by AFL's Wage
Stabiliration Board Member, Elmer Walker, would merely make productivity wage
ad justments premissive. |

| We oan see therefore that any of the considerations of the produs~
tivity faotor must be tempered by the reallization that ulthoizgh the faotor haa
far reaching economio implicatians, the practiocal situation is involved in a
struggle betwesn management and lebore This bargaining struggle far overshae
dows all else when the deoision is actually made on the use or non-use of the
productivity factor.s |

Only by having an understanding of the attitudes of interested par-

ties oan we expect to realistically introduse produstivity as a eriterion of

wage determination under ocollective bargaining.

Summary

Managemont generally fears that automatie produstivity inoreases in
wages are merely another way of expressing the old ability~toe-pay oonoepts
Hanagement does not like the use of a natimal formula and they fear anything
that has been approved in Waoghington for the last several administrations will
be used to hurt thems Management feels that nmewage payments must be considery
od in the distribution of any productivity inoresses and that umions are just
taking advantages of the present situation to press for higher wages wmder any

names

Unions have long adhered to the gensral prirciple that workers should
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benefit from i‘;mreasing productivitys The CI0 has teken the lesad in promoting

the improvement factor while the AFL has followed the CIO's leads




CHAPTER VII1
UNDERSTANDING UNION AND WORKER ATTITUDES

In the analysis of labor's viewpoint toward producstivity and an aubo
matie factor reflesting produstivity inoreases, we must %ake into oomidorntimT
the social and institutional drives that affect both formal union poliey and
the individwal and group resctions of workers.

In the firat plase, in so far as the statistical record goes, no
correlationg oan be establighed betwesn the presence of unions and the pattermn
of productivitys Thus in ¢rade and service ocecupations, where unions have as
yot made only slight inrosds, produwotivity has so far registered only slight
advancesy in railirond transportation and mining, where unions have long besn
established, large gains in prnd#otivity have oscurred over the yenrgs and in
nanufacturing the cheskered experience indisates slight correlation either over
time or within eny given time with the advanece of unioniam.

Despite long standing and general idenmtification of labor restriote
ions upon output with wnion policy or prastisce, daysto-day observations in
earlier inquiries as well as later systematic studies reveal that behavieral
reactions orystallizing as restriotions do not flow primarily from wmion organe~
igation end collective bargainings They represent, rather, basic human respon-
ses appearing smong all workers, nonunion as well as wilon. It is important 4o

éa
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realize, however, that unionization does 1htrodua¢ its spoolal influences. If
the patterns of restrictive behavior exist among workers before their entry
into a union, labor organisation gives this behavior institutional expression
and thereby multiplies the workers' resources of defense against the dangers
they fears

Close sorutiny of the evidence unoovers, indeed, significant diffee
rences between employee responses end formal wnion polisys It is the pervasive
persisting resistance at the work level that emerges as oharsoteristic humen
behaviorwegometimes formellizod, sometimes note But restriotive union rules
are found with striking tep«b&tiﬂnmxé over the years only in the .aams nsrrow
group of unionse Most unions, in their formal pollioy, reveal a wvariety and
ochange that oontrasts sharply with the constaney of resistance at the benoh.

The truth is that union policy expresses a sigrificant dmnsm’. the
fundamental humen impulse of the workers to suspeot and rosist new maochines and
new methods; and, simultaneously, an organized, institutional effort, so to
gpeak, to adapt to their manifold econsequences. The first side of the wmion
shield hed full exposure to public attention. %That diffioult problems inhere
in this aspest of union funotion none would deny; after all, they remsin rooted
in the sentiments of the workers on the Jobs That is why the seoond side of
the union shieldwwthe guarded sdaptation to sssentisl produstion imnovaticnges
needs now the exploration it has ss yet not resceiveds For such adaptation mey
progressively modify or oontrol spontaneous humaen reactions to effioiency ine
novations at the work levels

To be practical and realistie, the exploration must recognize that
the basic duslism of umion policy will no doubt continue, iiplmtod, es it 4s
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by two very potent pressures, operating from opposite quarters and toward iwme
mediately diverse goales (1) Members press both for defensive safeguards
agalinzt innovations and aleo for gains from thems Union programs to meet thesd
pressures beoome issues of internal umion polities, fascticnalism, tests of
union "diseipline,® and also of umion deay; they thereby attain an artie
culation end vigibility that make them amﬁe&r the pivotal motors of wnion funosd
‘tioning in this area of industrial concerns (2) But actually, at the seme timA
company exeoutives are pressing for conditions and safeguards essential to the
vitality and effective condust of tl'ia enterprises The characteristic proce~
dures of collestive bargaining then come into play to achieve the continuous
balancings nagetiatioh, grievance adjustment, administration, sconsultation,
eameoiliation, compromise, arbitretions The rough squilibrium attained throwgh
these proocedures spells out the’adapmva changes in gemeral union policys

By the same token, the prosedures of collective dealings may offer
1netitukioﬁa1 inetruments for eoping with, as well es for expressing, the
underlying human responses to the teohnical erganization of industry that be-

aome restrictive practices. As unions mature and gain a comparatively settled

acceptence in & eolleotive bargaining relationship, they may express leadership

to de~emphasize the workers' spontaneous distrust of teshnologloal advances.
In the newer GIO uwions, which aooount for the bulk of recent union
expansion into basie industry, soceptance of technicsl improvements is firmly
groundeds In these seotors of the eeonomy, of oourse, mechanisation had alw
ready reached a high stage of development before the unions sntered. But whats
ever fears this spread of wmionisation may have svoked in menagement, the
unions at least have not attempted any obstructive reslstances egainst contine

l
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uing mobmia;tion whigh is preeisgely the faotor, as we have seen, that emerges
as 80 significant for the long~term advanne of Ameriocan productivitys Instead,
in these crucial areas of manufsoturing also, union policy stands forth as e
of unquestioning acceptence of technical change implemented by proper protectic
for members, so far as may be possible, from potentially adverse consequences.

Prillip Murray, sccording to the Selekmens, detailed it for the steel

workers ag follows:

This means that technologiosl improvements should be installed st

such times and under such sonditions as not to displace workers,

bankrupt commmities, close wp complete mi%ls. and otherwise disrupt

the soaial fabrie of industrial distrists.

Phe miners union's approach toward mechenisation remains for ¥,

Lewis a subjeet of proud affirmtion. He claims in feet eredit for the superis
or man hour owtput of Americen mining as compared with the British, and calls
upon the oritiecs of his bargeining polioies to look with him upen its matural
fruites The Selelkmans belisve his address to the 1948 miners' oconvention
merely reiterated a deeply held convietions Lewls then saidy

The only thing that has modernized the ecal industry in this country,

built up its produetive ocapacltiy, lowsred Lts unit costs, and in=

areased its per man per dey output has been the polisies of the United

Mine Workers during these last 50 years, constantly pressing for

better standards, safer oconditions, shorter hours, and a higher wage,

whish, in twn, has compelled the industry to adopt modern teohniques

to lower umit costs of productions Had it not been for that pressure

from the United Mine Worksrs the Amerigan ocoal operators would have

done the same a2s the British coal cperators, nct put our money back

for moderniretion, not adopt modern techniques, and as a result the

man production would have been low, perhaps nearly as low as it now
exists in Great Britain, where they are only producing s little over

1 Selekman, "Productivity snd lebor Relations,” supra, 386.




e6

one ten per mug smployed as against our national dally average of
six tons pluse

To move from gystems of wage payment to problems revolving around
technological ol;ange is to meet at once a striking ocontrast? there are far
fewer cases of actual diiputan’ over these issues as suche Apparently ﬁm hige
toric resistance to the mashine, and all that 1t implies, is by this time
pretty well diesipated, especially in bagie industrys As we have mentioned
eerlier, majority wnlion poliey today zcoepts technologiocal advanse, provided
there are proper proteotions for the interests of affected workers.

Mre and ﬁru..Salakman report in thelr study of productivity that)

A sampling of cases published in four volumes of the Labor Relations
Reporter for the period January, 1947 to September, 1548 shows only
oight oases out of a total of 940 disputes that dealt explielitly with
fssues arising from new productive squipment or processes, and only
one of these involved more than a single produoing unit. Farther
sonfirming the authors' own obssrvetion, the issues embodled not
opposition to the imnovation or ohange as a matter of union poliey
but tangentiel resistance in the form of demands for rete inoreases,
protests over orew somposition, allegations of inoreaged workeloads,
or stoppages Such resistance sculd be sorutinized and settled by
the prosedures sstablished under union sgreem nts, and the faot that

. it was so handled in all eight cases sttests again to the ue of

. these procedures in maintaining and inoreasing productivitys

The whole process of volleotive bargaining from the original approval
of a contract to the final step of the grievance prooedure provides a device
by which unien policy and practice develops These varieties in adaptation, as
might be expeoted, have evolved piecemesl thmugh 84 hoo decisions on conorete

problems as and where they arosewes humdrum, undramatio yet wide reaching area

2 BSelekman, "Productivity snd Labor Relations,” supra, 385.

3 Benjamin M. and Sylvia K, Selekman, "Productivity and Collective
Bargaining,® Harverd Business Review, XXVIII, Mareh, 1950, 133,
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of adjustment in industrial relations.

Since éallsotiva barzgaining is so dependent upon the inatitutions
through which it operstes we must be aware especially of the nature of unions
as organizations. The trede union is & politisal institution whioh partioile
pates in the establishment of wage rates. To coneoivi of the union as & seller
of ladbor attempting to maximize some measurable objeot (sush as the wage bill)
is & highly misleading formulation. ;t is also mislesding to comoeive of a
m&oﬁ attempting to consoliocusly evaluate its position in the nationnl econcmie
strustures |

The formal rationale of the union is to augment the escnomic welfare
of its momberss but a more vital institutional objeotiveswsurvival and growth
of the organizationeewill take precedense whenever it comes into oconflioct with
the formal purpose.

A theory of trade union wage policy, therefore, must address itself
to the essential charmoter of the union as & deoisionemaking institution and
aghieve a mare intimate perspestive than is ordinarily provided by formal eovcw
nomic analysiss At the level of normative judgment, thers is no point in exe
horting unions to dehave in a manner incompatidie with their survival and
growthy if we want unions to follow a eertain sourse of astion, it must be cone
sistent with their institutional objestives. We must malke a cholce, or at
least strike a balance, between the ideal that unions be operated in an entire-
ly dencoratioc manner and the doiirc that its leaders oonform with the canons
of business or eoonomio moralitys Businessmen esnd ssonomists do not have to
funotion under the limitations of an organisation that is basioally politiesl

in structures Often a union leader is not able to act “responsibly® or in a
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mauner others”may feel is the beet way in the lonz run for either the uniom
mombers or the whole economye The union leader must oonsider the ourrent
feelinge of the members, even though these feslings may be unjustiﬂod or
emotionally eolored, since the union official must fese slections. Remembering
unions institutional objestive of surﬁ.vﬂ and growth we must give wp the
notion that unions can be made more responsible by making them )ess seoure,

In a system of demosratio unionim, the lesders nnm be cﬁmtan‘!zly
aware ﬁhat any action they take zfr resommend to be taken must, in the lmg run,
not cownter the union members! feelings: Some of the things that 2 uniom
leader might like to promote are impossible for the present merely because the
workers in remeral have not as yet beocome sufficiently prepeared for a changes

Comparisons are important to the workex"s They establish the dividing
line between 2 squars deal and a raw deal, He Iknows tiat he ocannot earn what
he would like to have, but he wants what is ooming to hims In a highly com
petitive soclety, it is an affront to his dignity and a threat o his prestige
when he revsives less than another worker with vhom he can legitimately be some
pareds At times he is not sure what mkea‘n legitimate comparitcn, and needs
guidance on the point; this ie one source of moral authority enjoyed by the
union leader. The intelligent uadgr realiges what Wh.itchead,* Roethlisbers
ger.s snd other studemts of industrial psychology have often pointed outs that

the worker's attit\ido toward the rate of pay is more significant, for meny

4 Thomas N. Whitehead, The Industrisl Worker, Cambridge, Mass, 1938,

§ F. Js+ Rosthlisberger and William J+ Dickson, Managrement and the
Worker, Camdbridge, Mass., 1939.
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purposes, than the 1;031 inoome it provides, and that attitudes ocan be manipue
lateds

Althemh s gkillful wion leader oan often divert worker attitudes,
the psrmanent eatablishment of a produetivity feotor as a prime basis for wage
determination introduces serious institutionel problems for the unione Since
the snnual improvement fastor as we know it has been used only as & jolnt dee
vice with esealator clauses the seourity of the union as an organigation is
threatened.

Very seldom will or san & ﬁrudo union agres to an sgreement whereby
wage structures fluotuate dnr&ng‘tha oourse of the oyole in acoordance with
some standard such as prices or employment.over sny extended period of times
The basie opposition to these proposals is not so much that there may be some
tendenoy to freese "real™ wage rates over periods longer than the duration of
the sontraot but rather that sliding seales are a substitute for collective
bargainings The union ocould not teke oredit for wage ;djmtwt that were
essentially autommtio ‘l.n oharacters %The possibility of achieving oyslieal mg&
flexibility by sush & device negleots the politieal réali.tisa of colleative
bargaininge Such automatie &djmmukt are a basie threat to the wnionts ine
stitutional objestive of growth and survival.

If there were a unified "Labor Movement™ in the UsS., and if the
union leaders felt that their hold en the membership did not depend upon con=
tinually wringing gains from a reluctant manegement, perhaps an agreed~upon
pattern of secular wage inorsases with a ;Sradmtivity fagtor eould be adhered
tos But in the present state of affairs, with union leaders competing to get
the "best oomtraect,™ it is wnlikely that union leaders ocan take the positiom
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that management has granted, in advance of negotiations, all that ean properly
be demandeds

&lthwgh‘a sompany snd union may agree for a sontract period that to
emoede a regular, if lﬂll, amual inoresse in hourly wage rates resognizes
that part of the geins of teehmioal prugreu are to pass on in the form of
higher wages, this slone does not ul,imihnto other problemes Insofar as this
forestalls an annual strike to achieve these gains, it is all to the goode
But it may very well be that once workers, or their lesaders, come to expect a
sertein annual inerease in wage rates, they will take it “for granted™ and dee
mand mores |

Consequently, to make annual wage inorements automatic mey serve
eimply to increase the. minimum wage demands that union leaders feel able to
socept without losing “face™ with their memberss Wise policy by management re=
quires a oertein degree of sooperation with the umien, but the optimum degree
may well be less than the maximmme. A too 1&50 produstivity faotor ocould causel
serious eoconomio dislosations.

The 4iffioulty faced by managemsnt is that General Motors began the
use of a faotor which may make eoonomic sense if used disereetly but whioch
under ocolleetive bargaining may dsgenerate into a disoussion point hiving 1ittlq
or no relaticmship o productivitys BHarry Chester of the UAWCIO Researoch D;aw
partment voleed the feeling of the union snd statements like this are what
frighten management and econcmiasts alike conoerring the future of the produo~
tivity factore Chester stated:

It is possible that the eritics underestimate the faot that
the G sgresment acknowledges improvement in teohnological efficiency
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as one of the factors whioh ought %o determine wages, because the
adjustment for this faotor is set at mly 2%, We would readily under-
stand it if suoch oriticlism zs the following had been mades "We feel
the asceptance of the principle is one step in the right direotion
but the epplisation is all wrong«® The UAW certainly would not
quarrel about it. The UAW press release stated:s “Genersl Motors
offered an emual increase of 2% or three cents an hour as a gesture
toward keeping the worker's purchasing power abreast of the inorsased
output resulting from technologioal advances in the national economys
This figure itself short-ehanges the principle involved.™ Add: "The
assumption that workers oan oxpest no more than to remein on the
economie trgadmill, inoching up 8§ eents an hour per year. « +is unsound
and unwise.

Chester further points out that a UAW press releass, said soon after
the 1948 agreement that “the actusl size of the wage inorease was a compromise
and certainly does not represent all the GM workers are entitled tos"’

In en interview entitled "What Labor Ie After” Albert J. Hayes,
President of the Internationsl Assoocietion of Machinists formelly amnounced
what many fear may be labor's general attitude toward the produstivity faotor.
He said that:

In my opinion those provisions in the CGeneral Motors agreementw-
the esoalator olause and the productionefactor-inoresse provisow-are
temporary expedients aund that one day the Auto Workers will negotiate
out of their contrasts. « « oNevertheless, because we heve no other
choice, we negotisate health and welfare plans, we negotiate pension
plans, we negotiate escalator clauses, we negotiate production~faotor
inoreases as a temporary stopgape.

Horein lies a consideration of the most essential nutures Although

6 Harry Chester, "GM«UAW Wage Settlements Certain Labor Criticlsms
Angwered,” Labor and Bation, IV, July end August, 1948, 13.

7 Ibide., 13,

8 Albert J, Hayes, "What Labor is After," U.S. News and World
Report, XXXIII, October 24, 1962, 432.
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uions annowunfe their agreement with the polioy of productivity wage inoressaes/]
have unions éc*hually acoepted the eoonomies of an annual improvament faotor,
or have they merely acted expediently in pushing for higher wages wherever they
are svailable, temporarily using the productivity concept as a means to that

end?

.

Summary

¥o kmown correlation can be established between the presence of un~
i@a and the pettern of productivitys There ls a significant difference be-
‘mon suployece responses and formal union policy. Workers naturally suspect
new methods and machines but union policy has generally always approved teche
nologloal improvementss Sinece unicns ere sooic-politieal institutions, the
leaders must retain diseipline and yet promote worker satisfaction with the
unions Union leaders can mold certain worker attitudes coneerning the introe
dustion of toghnological improvements as long as the improvements don't csuse
ssrious wnemployment or other disturbances.

Problems of ‘bselmélogim change oan normally be handled through the
colleotive "bargaining procedures '

The introduction of sn annual aubtometlo produstivity frator as a per-
manent basis of wage determination omuses serlous institutional problems for
the uniones A productivity factor and esealator olause type of long term cone
tract virtually eliminates the nead for & wnlon as far ai the union members are|
concerned. Sinoe there is no unified “"Labor Movement™ as such, & union lesder
cannot do things rhioh will jJeopardige the institutional existence of the union

Some wnion representatives have stated that the produstivity feetor
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is just a starting point which should be pushed ever higher. These attitudes,
if operative, would destroy the economio practleality of the improvement fuow~

tors




CHAPTER IX
THE RATE OF PRODUCTIVITY CHANGES

Bﬁv&ng sogqusinted the reasder with the meaning, measuremsnt, and hise-
tory of the concepts of produoctivity and the snnual improvemsnt factor, we now
senter the most oruoial analysis of the problems DBefore entering into negotiae
tions the following questions must be answersd in this 2ad following chapterss

{1) What has been the annual improvement in produstivity in the past?

(2) Whet will be the annual improvement in productivity in the future?

(3) How have changes in productivity affected earnings, real wages,
employment, total production, and other faotors related to soonomie
sctivity?

(4) ¥Wny should productivity gains be distributed?

(5) How should productivity gaine be distributed?

Faged with these guestions and sonfrmted with the variety of cone
fusing, conflioting, and unoomforting dsts and analysis, the oagual investigaw
tor of the productivity fuetor may give up in sheer desperation.

It would simplify matters if one could tell the reader "This is the
avera e inorease in productivity." It would seem nice to present a olsar line
graph showing the flustuations in produoctivity over the years. It would seem
desirable and expedient to give specific as well as correct anwers to the other

questions.

78
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Unfortunately at the present time we just don't have ascurate an=
swers. We have estirates; we have opinions; but we don't have the facts noedoc*
preoigely to answer important questions.

This study will guote some of the estinates of produetivity trends
and inorements over specified periods and attempt to ascertain the most gene
erally socepted and realistic estimates by ocmsidering the data the estimators
rely upon and thelr approach to the subjects In this ohapter information oone
gerning the history and future of Bureau of Labor Statistics work on produce
tivity atatistics is based on tho‘Fiﬁhoruﬁudgal monographs |

It 1s a misuse of terminology to say that there actwally is, todasy,
an offioclal govermment productivity index« Certainly there is none in exise
tence that has besn umiversally acocepted as an asourate messurs of produotive
ity ohanges. "The Kendriok index usually quoted by labor is privetely prepare
ed, Tﬁe Bureau of Labor Stotistics postwar indiees are only on an industry-bye
industry basiss No other index has any official sanstion, even that put outk by
she Couneil of Economic Advisors® John Kendriocks® prepares his index for the|
Office of Business Boonomios of the Department of Commerocs.

As we mentioned in en earlier ohapter prevailing methods of measuring

productivity almost without exception use labor time as the yardstiok against

1 Pisher, Produsctivity, supra, 28

2 Ibvid., 86«

3 Herry J. Greenspan, “Appraisal of Produstivity Measures st Waghe
ington Conference," Monthly Labor Review, LXXIX, March, 1951, Sl4.
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whioh to gaug; eutputs While the early studies by Solomen Fnbrimb4

of pro=
dustivity in various industries used number of employses as the basic denomie
nator, Dr. Fabrioant later developed menwhours worked as the basis of his welle
known studiese. dJohn Eendrieck's national produstivity indices use hours wwkedoj
The Bureau of Labor Statistics uses the same symbol of messurements

From 1919 through 1839 the Bureau of Labor Statistics of the Departe
ment of Labor published an index of manehours output for all manufacturings
It was not until the 1930%'s that these statistios were sgtually given intensivel
study to ineresse their validity snd reliabilitye These early studies were
relatively orude and necessarily utilised data whieh, though of doubtful va-
1lidity, wore often the only source available.

The arrival of World War II so diurui:tad the natioml ecanomy that
further broad studies were m!oéaiblae She Bureau resumed its work in 1946
where 1t had left .orr, but solely on an industry-by~industry basise 1t now
published indlees of physiocal output per mansheur for thirty industries whioh
are available through the Produstivity Branoch of the Bureaus

Additional understanding of the problems invelved in pruduotivity
study may be afforded through surrent efforts of BL8. The new indices are
based on the directereport system ag a pminl record of the output of spesifio
products by representative firms in industry, related to the manshours expend
in the processs In this way, produotivity trends for the individusl produots

4 Solomen Fabricant, Capital Consumption and Adjustment, New York,
1838 and The Output of Manufacturing industries 1809-1957, New York, 1940.
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as well as for entire industries csn be charted. The program now covers some
twenty industrlies, totalling 2,600 oumpanies, msnufacturing over 300 different
products, and is steadlly exparding. | |
The essentisl difference between the old and the new index is that
the older form made measursments for an industry os a whole; the new form will,
more specifically, show shifts in prpduction from one company to another. The
new index is the mare useful for the employer since it breaks down the trends
to show direct and indirect labor time expended in the production of sny glven
item measured« Moreover, further breakdowns as to size of plant, type of pro=
dwt and the like are possibles
On & much more theoretiocsl level ars the indices of produse
tivity developed by John Kendrick of the Department of Commerce,
and John Davis of the Council of Eoonomio Advisorse These are
nationsl indioces, and certainly at present do not lend themselves
to analysis of any individuel industry or companys Both indlises
are based on the prevailing interpretation of produoﬁivity'ag a rew
lationship between the value of output to the cost of input.y
8uch indices are more useful for the student of broad economic trends than for
practical application by the employer to measure cutput of eny given production
unit in his companye.
Thees indices (reported periodically in the Department of Commerce's
Survey of Current Business), then, utilize the total annual value of gross
netionsl product as the numerator of the productivity ratio, instead of physi-

cal volume. In order to offset for inflation, the aggregate value is "deflat=

ed" by dividing it by the BLS Consumer's Price Index in order to gilve a meas~

5 Fisher, Productivity, supra, 30.
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urement in “sonstant dollars.” This met result then becomes the final pume=
rator and is divided by total annual mane~hours worked to produce an index
figures
Whut then have the indices and the estimators found? "The Bureau of
Labor Statistios data for the year 1919 to 1839 show output per man-houwr rising
at the rate of about § per sent«"® w
"The Committee ou Eeonomic Development agsumes an annual rate of ine
eroase in prédmiﬁty of 246 per cent, whereas one of its own ssonomists,
Swmner He Sliehter, has indicated that the rate ocan be scloser to 4 per cent per
annum,"7 |
*Fabricant stressing the statistioal wocertainties suggests @nt por-
haps a range of 1.6-2+2 per oemt would be eator."
| Frederiok Co Mills nccepts a figure that seems to approximate a oone
servative and reasonable estimate in eomparison with all the data that i3 a=-
vailables He stetes thats
For the egonomy at large, the gain in output per men~hour of
work input over the half century is measured by an index of 269 in
1960, on & base of 100 4in 1889+ Output per man~hour has been mulw
tiplied by three since the turn of the centurye This repreasents a
aumletive rate of inoresse of 242 per cent a yoare-s doubling every

generation of the physioal volume of goods produced by & mean~hour
of works There have been variations in the rate of gain, but on

6 Tripp, Industrial Produstivity, suprs, 18.

7 Barkin, "How to Halse Real Wages," supre, 6l.
Supre,

: 8 Peter O. Steiner, "The Produotivity Ratios Some Analytical Limie
tations on Its Use," The Review of Boonomies and Statistics, XXXII, Hovember,
1960, 322¢
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the ghofe the record is oms of ecumulative advance in good times and
bade

Agcording to Lemard A+ Lecht writing in Labor and Nations

The incresse in output per hour of work has averaged 18 per ecent
for essh ten year period since 1850s In more recent descades the ine
orease in man~how ougpnt in manufecturing and mining has averaged
3 per oent per year. :

Peter O+ Steiner writing in the Review of Economios and Statistios

also concurs with the approximate 2 per eent sstimmte that was used by General
Motors and senctioned as the proper long term figure by, we belisve, a msjority|
of esoonomistass He writes:

The existing productivity statistics show a clear and unmise
takable upward movement of output per manwhour over time, From 19019
to the present, produstivity has more than doubled, and there is widew
spread acceptence of an average annusl rate of inereasse of about 2
per cent sinoe the twn of the century.

Between 1940 and 1880, the annual rate of inoresse was one fourth
faster than between 1910 apd 1940 ~ large enough to double output per
man«hour in thirty ynrnu

He also states that:

OQutput per man~howr is growing more than three times ss fast tow
day as a hundred years agos 2Ihe inerease in the rate of growth has
been fairly steadys Between 1850 and 1880, output per maa-hour ine
ereassd 28 per ocsnty betwsen 1880 and 1&0, about 74 per cent, be=
tween 1610 and 1940, about 83 per cent.

Recent and short term estimates are still more diffisult to arrive

9 Frederiok C. Millu‘ "living Cost, Prices, and Productivity,” The
Review of Eoonomios and Statistios, XXX, February, 1948, 546.

10 Blichter, "Produstivity 5till Going Up," supra, 64.
11 Ibid.
12 Ibide
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ats The Council of Eoonomio Advisors Annusl Eoonomis M«la Januvary, 19860,

contains estimates of output per mane~hour for the decade 1639 - 1949 whieh nonf
to require some interpretation.

"Output per man~hour is show in Chart 18 on pege 76 of the reportd
(Annual Eoonomic Review) as having an almost straight line upward tread, in
ereasing about 245 per cent a year fyom 1890 right through 1949."% But the
goneral rise orarted is based on fragmentary dats shown thereafters Manehour
output increased nearly every year since 1943, ascording to thie seurce, so
fhnt the gain in the last ten years is indicated to be sbout 350 per eent.

 Hiram S, Davis feels "From 1839 through the first half of 1951, oute

put per mnehour for the‘ ssonomy as & whole appears Yo have averanged an inw-
erease of about 23 per oent compamded mnmlly.“w

In estimates of rmanﬁ and short term trends in productivity changes
we find some estirators instead of prediatihg vast gains are predieting ur:lousJ
deareases in the traditicmal rate of produstivity inoreases For example,
Solomon Fabricant, in an interview published in Businees Wsek ventured the

opinien that the rate of preduoctivity inorease in manufeoturing since 1940 has

fallen very sharply, perhaps o no more than 1 per cent per annum."16

13 The Counoil of Egomoende Advisors, The Annual Eoonomis Review,
Januvery, 1950, Washington, 1950

14 Gertrude Deutssh, "It's Not Always Froductivity,® The Conference
Board Business Reoord, VII, March, 18850, 1l4.

18 Tripp, Industrial Produativity, supra, 1l4.

16 Ibiﬁlw. le’
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It is not surprising that we find such diversity of opinion when the
tools of productivity measurement are so undevelopeds The more study is expendy
od and the more estimates that are considered the mare we see long run amnd overy
2ll estimates being mutumlly agreed upons Much as estimators disagree m the
short run prospeot it is important teo realirs as Drs Mills has said thabs
Historiecally produstivity gains heve been a factar of longe
term rather then short term significanees A gain of thres per cemt
& year in output per manwhour in menufasturing has been realized ‘
under favorable oiroumstances « s notable gain, indeed, but not one
that woul%mterially affect short-term developments in the eoonomy
at large. ‘

.. The vroductivity inereases during recent years are of oonsiderable
interest sinee unions are taking the attitude that wages can and should be
geared to more resent changes in productivitys At the present time it seems
natural for unions to stress recent data because they believe that recent data
will uphold their bargaining elaimse When they read productivity analyses, it
is expeoted that they will attempt to utilize whatever date bdest supports the
union requestss |

¥re Chester of the CI0 brings out this point when he says:

During the first years after World War I, productivity in manue
fagturing rose at an annual rate of more than 10 per cents In 1547
oapital investment in manufacturing (in constant dollars) was roughly
75 per oemt higher than in 1820, and aeccording to present estimates
the capital investment in 1948 will roughly equal the amount spemt
in 1947¢ On the basis of these data it is much more probable that the
improvement in technologioal effieiensy uw-ing the next years will be

like the post World War I paftern than it wlll be like the percentage
assumed by the GM agreement. & :

17 Killa,‘“Living Costs," supra, 6
18 Ghastcf, "GM«UAW Wage Settlement,” supra, 13,
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On the other hand Dre Mills believes thet while the 1919 - 1922 oute
put per man~hour inorease was at the rate of 10 per cent per year and while we
now stand in a position somewhat similar to that of 1919, "the overall produce
tivity galns of the recent past have been moagar."“ His analysis ofy

Fresently available evidence indicates that from 19839 to 1947

the net gain in manehour output in msnufacturing was at a rate not
much above one per cent a year « far short of that to be aﬁsohed on
the basis of war-won advances in kmowledge and teshniques.

Jo'n C. Davis agrees that the 1930 - 1947 gain has only been about
one per cent saxmuallye And yet he does not olaim that this figure is very
meaningfuls He feels thats

Beoause of the marked shift in product mix and in quality during

the war years and during the reoonversion period, and because of the
diffieulty of ssguring comparable data partioularly with respect to
employment, there is no oertainty that this figure is sctually repre=
sentative of productivity ohanges from 1539 to 1947, 8Since the Census
of Menufacturers deta pertain only to the years 1939 and 1847, they do
not, in any oase, ﬁnble us to oaloulate the year«toeyear changes
within the pericd.

Ag for the soctual percentage figures, the CI0 is partial to the index
develcped by John Kendriok, eccording to Fisher and Rudge.gz The Kendrisk ine
dex refleots national gains for the past flty years at the rate of 1.6 per
cent and 2.2 per cent, compounded annuslly {higher for mamfmeturing alone,
whieh goes from 2 = 245 per cent)s This index shows that produectivity has

risen, on the average, at a rate of 4 per ocent, ocompounded annually, from

19 Mills, "Living Costs," supra, Te
20 Ibid,.

21 Davis, "Wages and Productivity,” supra, 807,

22 Fisher, Produotivity, supra, 66
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1933 » 1946+ “Similarly, the ineresaes for the most recent postewsr period,
1948 = 1961, show an averags rise of 4 per cm.‘?""

The AFL stresses even shorter periods.

"The national formula, AFL says, shows & Be9 per cant inorease in
1660, and G4 per cent in 1951 ,°%4 Allowing for any possible overstatement,
the AFL belioves that national policy should permit produstivity wage adjuste
monts of 11 per mmi» This is to omb}.skuu workers to “eateh up™ with their
share of productivity rains in the past two yoars.

The i’hbor-&udg.% monograph olaims that the inclusion of the 1946 «
1947 period of deslining produetivity would, admittedly, bring the overall
193361 averaze compounded annual insrease down to about § 1/8 per cent, bdut
that the CI0 holds that periods of reccasion and postwar dislooation ought not
to be inoluded because their unrepresentative character whioh tends %o undere
state the true riss in natiomal produotivitye Moreover, the CIC believes the
only trus measure of productivity-based wuge inoreases is found in contemporary
history whioh more ssourstely refleets the living ecomomy, and that the recent
riso in the rate of new capital investment irwures the eontinumnees of the & per
cent annual ineresse figure, whioh may even represent an understatemnt.

Yot labor oclaims that the 194751 trends are typiesls This teehnique
has aptly becn called the "lost~years™ techniques It oonsiste of ignoring wne
favorsbdle fasts on the ground that they “understate” the situstions

28 Pigher, Produstivity, supra, 43.
24 Ibide, 45.

28 I,bid;. 43,
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Agoording to Fisher,“C management feels that labor secks to achieve

its objectlives by segregating the favorable from the wnfavorable. In manage-
‘ment's view, produetivity ochanges in thé future will probably follow along the
gensral lmg-run trend lines snd the abnormsl inersases of the past few years
are only a restoration of our esonomy's "produetivity™ to ite normal trend.
Sush unusual inoreases were inevitable, in this view, in order to offeet the
productivity deoreases that ocoured in the early postwwar period, and do not
indicate a new trend.

Similarly John We Kendriek quoted by Fisher and Rudge?” says, in
waraning of the pitfalls that beset thoze who prophesy the futures

Projeotion of & past rate of growth in produotivity would be
based on the implioit assumption that intangible investment per unit
of factor input end the rate of inocorporation of new technology into
productive capacity would prooceed at past rates.

John C. Davis of the Counoil of Economio Advisors doubts the unions®
great claims, and seems %o reesoh a middleground in the game of projeoting
future productivity. He says:

Assuming the continuation of a defense economy similiar to that
presently in effect, it seems doubtful, from developments now fore
seoable, that output per manehour for the eoconomy as & wholo will ine
oreese during the next few years at a rate much faster than the approxie
mately 2 per cent average annual inerease in the paste When there is
sonsiderable evidence to substantiate the belief that productivity in
manufasturing made rapid advances in 1949 and 1850, there are already
indieations that the rate of increase since defence mobilization got
under way has slowed downs BEven if manufacturing showed larger ine
oreasss in the immediate future than during the past, the effect on
the aversge for the whole eoccmomy would not be great. In view of the

268 Fisher, Produotivity, supra, 76.

27 Ivid.
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heavy investment in oapital equipment by manufacturing concerns,
thers is, however, every reason to believe that the longerun
future inosrease in fastory produstivity will be at least as great
as was true in the past.
Whether trade, service, gorernment, and similisr activities
will keep step, productivitymwise with mmnufseturing and agriculture
is omjesturals There are too many unknowns to warrant drawing any
definite conelusionss Nothing now toronnbbg suggests any phenomensal
developments in productivity in these areas.
 The vast variations in "produstivity® elanges between industries are
signifioants Even more signifieant lis the topl laek of relationship between
sush inoresses and wage inoreases in aeny industry whatsoevers The reasms for
these wide variations are readily apparent; the symthesis of the various faese
tors whioh eondition increased produetivity, produce a different mix for eash
industry s
‘ Other problems are involved in this measwrement =~ the failure of the
measure of total constant dollar output to imlude free goods and services that
are paid for in the purchase of other artloles (eegs, entortainmwent paid for by
advertisers and most distribution services); the influence on oconstent dollar
gross mtional product of intrae and intereindustry shifts in employment
between jobs of widely varying valus~added charmoteristiss (with compersating
wage changes coourring by the shift)s; and the diffieulty of measuring "output”
of such large groups of employees as government oivilian employees.
It is signifioant as Fisher and Rudge sey thet;
n anagement notes that none of the comronly used indiees attempts

to messure growth changes in terms of capital investment, or improved
teahnologyes That being the oase, they argue that these indices are in

28 Tripp, Industrial Produetivity, supra, 20.
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actuality merely measures of labor reguirmntu“

While eeohamhta speak humbly of long term estirates and unions
choose to speak positively on any data that seems favorable to their position,
management has too often hukazi & reactionary stand. MNanagement men often try
to either deny tﬁo whole produotivity pay prinoiple or at least to attack the
union figures usede (It is interesting to note how Ceneral Motore took & posi«
tive approach by inmtroducing the prinoiple and the increase factor they felt
Justuicé).s

Without prejudice it is possible to see that both labor's, manage~
ment's and economist's attitudes can help us to achieve a better understending
of the use and limitations of a productivity factors Fisher and Rudge state
that mgmnt fears the commonly estimated produstivity inoreases of 2 per
oent per year as an overstate of the motuml rate of natiomal productivity :
growthe One manner in whish this osn be done, they fesl is to ignore the tenw
porary effest of capital investment on Xengwboim productivity trendas

Quoting Fisher and Rudge egain we are told thati

The Dapartment of Commerce estimmtes that these shifte cause
our produstivity inoreases to be overstated by as much as & of 1 per
eent per year, thus desreasing the average overall rate from an
average 2.1 per cent %o 1.8 per cent.

The offects of this shift are espeeially apparent in the wartime
yearss It may not be too much to say that overall productivity ine-
oreases in the private (non-goversmental, noneagrisultursl) sestor of
the economy daring World War II are almost entirely due to the shift

into production of mterials for the armed foroess FProduotivity in
the sector of the economy produsing only oivilian goods deslined.

29 Fisher, Productivity, supra, 61.
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Myon of the same pattern appears to be repeating itself on a smaller
soale sinoe the outbreak of the Korean Ware®

Historioally, there has been a parallel relationship between produo=

tivity index changes and the trend in real wages over & leng period of time.
Sueh a period would have to be roughly 50 years in length to show any truly
moaningful relationships And, even over the long period, the only reel par-
alleliem that secems to appear is in the general upward trend displayed by both
wages end “produotivity.”

Thus, over the period 1900 to 1850, output psr men~hour has
“quadrupled,® according to the Cowmncil of Eoomomic Advisers, om the
basis of nationel figuress, Actually, the index figurea stand at 100
"for 1890, and 48148 in 1950~wa 361 per cent inorease in that sixtye
yoar periods Average hourly earnings during the same period have gone
from 17.8¢ to $1.468, an inorease of 728 per cent.

4 similar comparison shows that output per menwhour in meunue
faoturing alone rose by 269 per cent between 1899 and 1949, while ave~
rage hourly sarnings rose by 687 per cents

‘Produotivity in manufacturing rose by some 208 per oent from 1920
to 1946, while average hourly earnings rose dy 149 per oent. From
1980 %o 1949, productivity inoreased by 118 per osnt, while hourly
earnings advanced by 154 per cente From 1958 to 1949, produotivity

rose ﬁ 50 per cent, while average hourly earnings insoreased 121 per
sent e

Bven in thess oomparisons, thers is no really olose relationship bew
tween changes in productivity end changes in wages (or average hout;ly minguﬁ
When, however, we compare the inoreases in both fa.etara over shorter periods,
even less of ;. relationship oan be discerneds The following table will sompere

produstivity and wage ohanges by decades:

30 Fisher, Froduotivity, supra, 69.
51 ) Ibiﬂ», n.
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- TABLE 1
COMPARISON OF PRODUCTIVITY AND WAGE CHANGES BY DECADES
Output per Average
Dacade Man~Hour Hourly Eamings

1869 - 1609 840 202
1909 « 1919 144 100+8
1919 - 1929 7246 2841
1929 - 1939 8246 11.8
1989 - 1649 18.2 121.3

Sourcer dJules Backmin snd Me Re Gainsbrugh, Behavior of Wages, New York, 1948,
Te

Similarly, the comparison sver fivew~ysar periods shows even less of
a relationships
TABLE 1X
COMPARISON OF PRODUCTIVITY AND WAGE CHANGES BY
FIVE YEAR PERIODA

Output per Average
Five Year Period Man-Hour Hourly Bamings
1899 ~ 1808 1040 1244
1908 ~ 1909 T8 7+0
1509 « 1914 1841 1440
1014 « 1919 18 84.0
1919 - 1924 4040 2148
1924 - 1929 23.3 3eb
1629 - 1954 13.7 840
1934 «~ 1988 , 1848 19.0
1939 - 1946 8.5 7746
(1938-1544, 61.0)
19468 ~ 1949 e} 2840

Source: Jules Backman and M. Re Gainsbrugh, Behavior of Weges, New York, 1948,
Te
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Thess tables show that changee in produotivity and eamings are
rarely ecomparable over even such relatively long periocds as a decads,
In the tensyesr summary, only the 1889 - 1908 decade shows even a
elose relationships In the fivewyear summary, only ﬁ%g thres periods
ending with 1914 disclose any basis of comparability.

The main diffioulty in statistics suoh as thease are that they ﬁay be
quoted and yet have next to no meaning for severs) ressonss The above data
give no idea of where the data were fsbﬁninod, what base periode and ;:ri.ce ade
justments are used in computing the index, and what the mesnings of terms ine
volves We quote these data merely to show the reader that impressive figures
and statements are &llowed in places like newspaper articles but in bargaining
it is futile to try to obtain an uwnderstanding of the real situation through
such garbled datas From a general review of most of the estimmtes of produse
tivity, it seems that produetivity over the last fity years has incressed at
the rate of approximately 2 « 2.8 per oent a ysar compounded ammusllys The
nost prominent thing notieed from the statistios though is that the changes in

produstivity are very irregular. We also muet be aware of the extreme varie
ation possible and present in projections of what our very recent and near
future produotivity will des

The extreme doubt involved in the whole question of the wvalidity of
the produotivityepay relationship is stressed by Backman and Galnsbrugh writing
for the Conference Boards They claim thats

An examination of lmg«term ohanges in the wage strusture shows

omolusively that diversity rather than umiformity has been its oute
standing oharscteristices This is true whether the isasure used is

basio wage rates or hourly, weekly, or annuel earnings. It is true
whether the period exemined is peacetime, wartime, or postwar to dats.

82 Fisher, Productivity, supra, 7l.
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It i3 true no metter which phase of the businegs oyole ls examined.

On no basis and for no pericd is there revealed anything even re-
motely resembling a uniform pattern of changes

meaﬂ

There iz no official productivity index. Efforts of the Bureau of
labor Btatisties and other nga;auias to collect more reliable dats and establish
more valid and meaningful indices of productivity have not as yet beern realised
in satisfectory messuress Long term estimates of produstivity inoreases indie-
oate that the rise has been aboubt 2 « 3 per cent over the last fifty yesrs.
Estimates for the period after 1940 show great divergence and the laock of re-
liable date and the abnormal condition of the esonomy in recent years places
extreme doult gonoerning trends during the last twelve yearss Projeotion of
past trends en future short run pericds is not considered of muoh meaning by
most economistse

Proavetivity statistion are useful detea on which to make sconomie
assumption and prediotions only insofar as we realize thelr limitationss Neny
estimates of productivity oan be made but as yet no positive figure can be
jiuahod which will surely and adequately tell us the exmot change in produse
tivity.

33 Jules Backman and ¥e Re OGainbrugh, Behavior of Wages, New York,
1%8’ 7*




CHAPTER X
REJOINDERS ON THE USE OF PRODUCTIVITY STATISTICS

In anslysis productivity statistios and especially recent figures
there are several comsiderations of whish we must be aware. Consider the
spparently accepted measure of long-run average inocrease in national real oute
put per man~hour, 2 to 245 per oent per year, the basis of the GM-UAW (CIO)
settlements OSuoh a figure can be derived only from deflated neticnal incoms
data whieh are only rough estinmates prior to about 1929; rough estimtes of
empleyment that are based on i{noomplste payroll statistiocs with gaps filled in
from the Censuses of Ocoupations adjusted for unemployment; and very orude
estimatas of change in the length of the work week., No one fumilar with the
basic data and their limitations would onll the final estimate prescises One
would nrrially prefer to speak of s renges But putting the trend that way does
not provide a simple standard by which to direct or adjust other sccnomic varie
abless Such a range does not seem to fit well with collective bargaining where
both sides may yield ten sents from their original position end yet allow a
strike to ooour because of a dingrmint over a half of one per eent raises

Although our present measurss of productivity changes allow us only
erude estimutes which seem most suitably expressed by = range, oontinued effort
is being utilized to develop more adequate measures. Az yet though we still
find our indices charaoteriszed by serious defsots which my only be overlocked
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if we are aware of the defeots we are ignoring.

Efforts are sometimes made to saloulate an allemapufacturing indext
by relating the Federal Reserve Boerd index of manufscturing production to the
employment and hours data of the Bureamu of Labor Statistics or the Bureau of
the Censuss Such calculations are suspect, not only because of possible errors|
in the production, employment, and hours data, whioh are not accurate emough tow
messure amall percentage shanges, b'& also bescause about 40 per ocent of the
Federal Reserve Board index of produstion is not based on records of physieal
oubput, but rather is an estimete of production based on Bureau of Labor Staw
tistios employment data with a productivity factor sssumeds Caloulating output|
per man<hour from vhese data reveals only the Foderal Reserve Board productive
ity assumptios. However, as quarterly, semieannusl, or annual produstion datel
are asquired, these series are revised on & phyiinal production basias

To eliminste the oiroular aspects of the above prodblems, output per
man~hour ealeulations are sometimes made dy suing only that part of the index
of manufasturing production that is based on physiocal product datas Thus abouty
680 per cent of the industries covered by the index would be utilizeds To omne
sider a 60 per cent sample as completely representative of all manufacturing

(and sometimes even of total nmatieoml produotivity) is making an mssumption

1 Both Eerr and Fabriocant utilise indices of this sorts For a dise-
ocussion of problems in developing data on manhour output see Bational Researeh

Projeot, Produetion 1 nt, and Produotivity: Purposes, Methods, and
Summa. W orks Progress Mnd.nistmﬁ%n, 1535, Chapter 2; Solomon
?a“"'hr“imemt, % in Manufacturing, 18991939, National Bureaun of Eoonomie
Researoh, 1942; Cilark Rerr, "The Sh Trg-am Behavior of Physical Produotivity
and Average Hourly Earnings™ and Solomon Febrieant, "Of Productivity Statistiosh
An Admonition" both appearing in The Review of Boonomios and Statistics, XXXI,
Novenber, 194%. »
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that secms Justified ounly if we are making very broad economio analysise The
unsertainties surrounding productivity indices for individual industries may bef
illustrated by reference to the indices for menufecturing, usually taken to be
nore scourate than the indices for other industriess There are problems oon-
neoted even with the employment data provided in the Census of Manufacburess
Change in schedules and concepts between several recent censuses led to dis=
oontinuities that in et;faot had to be bridged by sssumptione "The data on

2 agaording

hours, espeocially prior to 1932, are quite sparse and approximate
to Fabricante All the estimmtes of productivity are subjsot to a considerable
margin of errore The asourscy of the index depends upon the validity of the
data with respsot to its various ocomponents - employment, hours, prodiuction,
and price level data. Most of the data used are collected on a sample basis
and come from differemt mources. There are varistions in covarage that may be
important in the effect on the final results. Often revisions in these come
ponents, because of availability of more oomplets inforwation, are ccnsiderabls
As indicators of a trend over a oconsiderable span of years, they are more re=
liable than when used to msasure yearetoeyear changes.

There are questions on the index of outpute. Note, first, that an ine
dex of output may be "unadjusted,” that is, based eimply on those products of
an industry for shiesh quantity statistios are provided in the Census of Menu=

factures, or “adjusted™ in some wey to cover all the products of the industrye.

2 Solomon Fabriocant, "0f Productivity Statistioss An Admonition,"
The Review of Economios snd Statisties, XXXI, November, 1949, 310,

v
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The twe indices are usually different, sometimes very substantially different.

There are also the usual ghoices to be made of weightwbese and forw
nulas These ohoices, which may influence the results, need merely be mentioned]
The treatment of shifts in the degree ,ef fabrioation of purchased components
and materials, however, warrants special attention. If, for mmple; the de=
velopment of subsontracting has led to the displacement of oruds materials (em
which considerable work hes to be done) by subassemblies (on whioch little work
has to be done), is the resulting inoreass in output per manehour a produstive
ity inoreuse that ought to be given welght in wage negotiations? If not, how
much does it contribute to the ehang’é in output per manehour?

Statements sbout productivity trends sinee 1939 whiech are based om
national product are espesinlly hasgardous, since the reported chmges may re-
flest no inoreass whatsoever in industrial efficlencys Gross national product
measures the market value of the finighed goods and servises produced by the
eoonomys 1% thus may be regarded as the sum of the net produstion (before de=
preciation) of the several industries or branches of the coonomys 7The sombie
nation varies substantially from industry to industry beoth in total and on &
per worker basise.

Over the years thess differences ammg indwtries can affect the
value of the gross mtional produst per worker for the eoonomy as a wholes
This can ocour when there is a substantial change in the distribution of em~
ploymsat among the industries, even though physical output per manehour, the
average work week, total employment, and prices were the same at both datess
For instanee, this may oocour when & larger proportion of the work forece is eme

ployed in industries with high profit margines 7This situation may cause ine
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dices to show an inorease in the dollar value of the produst per worker come
puted on & national average while there has been little or no change in the
actual physieal outpute

In otheyr worde, a shift in the pattern of produotion can substantiale
1y chenge the national product/labor input figure without any ohange in physie
cal output per menehour having osourred in any industry.

Gertrude Deutsoh, writing in the Conference Board Business Reeord

pointe out that "during the war period, the pattern of production in the Unite
States did ehenge radiecallys It shifted toward industries in whieh value add:I
per worker was highp"s Thia shift partislly explains the rise in gross natione
al produst per manehour during 1939 - 1946+ Even for the postwar years, whem
the industrial somposition of production was more nearly oomparable with pree
war patterns, it is diffioult to deterzine what part of the inerease in nationw
al produst per manehour is attridbutable to gaine in produstivity, to shifés in
produotion, or to other fuactors.

Quality changes need to be taken into ascounts By working with dew
tailed classes of products and using eppropriate value weights, some shifts in
the relative importanse of different qualities are made to affeot the measure
of output and therefore of produstivitys But meny quality changes are ignored
in measuring outputs The resulting bias is usually downward, though not in
every industry or every period. Failure to take quality changes fully into

aocount has been & main source of controversy in interpreting not mly measures

S Deutsoh, "It's Not Always Produstivity,” supra, 116.
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of output and productivity but also of price.

So mush for census indiges and other "benohmark" adjusted series,
available (1f at all) cnly some considersble time after the period to whioh
they relates Current measures of productivity suffer from all the blemishes
marring oensus indices, and even more intensely. Current data are less com-
prehensive and reliable then census data« Compare, for example, the Bureau of
Labor Statistios indices of output per men~hour for the period sinee 1939, ss

they were published in the December 1946 Momthly Labor Rcdu;‘ with the revised

indices issued in the fall of 1948;5

The differencss, arising largely from
uneorrected biases in the employment series originally used by the BLS, are
very emeiderable in some cases, and of some substance in most cases.

When it comes to foreomsting productivity ehanges, even one year a«
head, we are up against still other diffioultiess What experience leads us to
believe that productivity will move upward from one year to another with ape-
proximate smoothness?

In view of the deficlencies even of the best indices, it is diffioult|
to understand the omfidenve with whieh conolusions are sometimes drawn from
the historioal reecords It seems toc be besoming rather widely ascepted that
trends in wage rates in individual industries and oorresponding trends in proe
ductivity are substantially correlated, that is, wage retes have usually risen

more rapidly in industries in whioch productivity rises have been above-average,

4 Colis Star Gody and Allan D Searle, "Productivity Changes Since
1939," Monthly Lebor Review, LXIII, December, 1946, 893.

5§ Bureau of Lubor Statistics, "Output per Man<Hour Trends for 1947
Begin Upward Climb in Selected Industries,™ release dated September 8, 1548.
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less rapidly in industries with below-average rizes in produstivity. But if.
the basic data are subjest to error, this correlation msy be spuriouss For
example, the meagures of change in man<hours, used to compute ohange both in
output per wane~hour and in average hourly esarnings, may be too high or too low
in partisular industries,

We see therefors that the gtatistiocs we have quoted in earlier chape
tors are relevant only in sc far as ws are aware of the data on whioh the estie
mates are based, the limitations followlng therefrom and the factors which may
seriously affeat the data,

Productivity estimates though are a useful tool because the reasons
for which we use them are normmlly only to evaluate long term past performanse
or future prospectss Although indices of natiomal growth in the past have been
derisively called "guesstimates™ we must remember that all long term economio
data are subject to consideradle question over factusl sscurecy and economie
implicationse

Aotuslly, the problem of determing natioml productivity is not
strictly one of measurement, but rather the closely related one of foresasting <
for a wage polioy to apply in the coming yesr must be based upon productivity
ohanges that are expeocted during the ooming years While forecasting economie
changes is hasardous at bdest, this pnﬂ;icﬁlw' forecest would have the advantaw
ges (1) of never being very far from the mark sinoe national productivity
changes are not great from year to yesr (except in periods of ecomomic flux
when the general wage proposition would not be applieable in any case) and (2)
of being aorrectable the next year to allow for errors, with no serious harm

done if the error wers not greate
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We oan, therefore, oonolude that while extensive statistical work om
the measurememt of national productivity is urgently needed and careful attenw
tion to forecasting future eclanges iz necessary, it is nonetheless possible to
make an informed estimate as o fubure ohanges., The probable range of error
in the estimate is not serious for purposes of this prinociple.

As long as we hold productivity figurss merely as informed sstimates
it iz unlikely that we will abuse their walid applications.

Summary

Produetivity statistics are, to large extent, estimates based on combinations
of other estimates and do not measure precise changess Produotivity statisties
are based on limited and not entirely representative sampless All these oats.m
mates are subjeoct to a considerable margin of errors

A shift in the pattern of production ean affect produstivity. Qualie
ty ohanges osmnot usually be measureds Indices of productivity are vslidly

used only if we acoount for their orule nature,




CHAPTER XX
THE BUSINESS CYCLE AND PRODUCTIVITY

In this chapter we will mention some of the analysis of the meaning
of business productivity statistics that Dre Frederick C. Mills! indicated in
& recent paper before the Ameriocan Esonomic Assoeiations We have ssen in pre=- ’
vious olapters that the rate of change in productivity over the last fifty
years has not besn oconatants ¥There is evidenoce asccording to Mills of cyoliosal
variation in productivity, with man~hour output increasing more rapidly in
| phases of oyeclical expansion than in phases of ocontractions Averages based
upon annual data for ten peacetime cyslss (war periocds are omitted) indicate
that in expansions output per man~hour has grown at about three times the rate
provailing in contractionss Dre ¥llls feels the eoonmomy as a whole gears to
operate more effectively during perlods of rising employment, advanoing output,
and inoreasing use of produstive capacity. His careful study and sehelarly
approsch do much to agein point up the fact thet produotivity is 2 variable
that cannot be projected on recent or short term trendss Produstivity is alse
a subjeot about whioch @ casual student cannot expect to get pat answers to all

questions. There is such a variety of analysis possible on productivity stae

1 Mille, "Role of Produstivity,™ supra, 547.
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tistios that e must at least view the question from more than one approsshs
Dre Mills feels thats
The evidenos of oyoclical variation in prodwtivity is, I think,
omelstent enough to warrant some gonfidence in it, but bescause of
the orudeness of the annual wnit and of limitations atbtaching to
global estimates of productivity it cannot be oconsidered conolusive.
In particular, I should note thet more refined measurements of proe
ductivity shanges during business eycles would undoubtsdly show varie
ations in effeotiveness as expansions and recessions develops The
measures here oited are averages for complete ayeclionl phases.

Beyond the indiocations of oyelioanl movements there iz evidence

of more sustained variations in the rate of produotivity obange in
the United Statess Provisionally, 1 have identified two major periods
of acceleration, marked by advances in man~-hour output at rates wsll
above the historical average, and two periods of retardationes ZThese
four ares soceleration, 1914 %o 1924; retardation, 1924 tg 1932,
acovleration, 1932 to 194l; and retardation, 1841 to 1843,

From 1918 to 1824 6ubpue per man=hour advanced at a rate approashing
4 per cent per year - almost double the everage rate i‘tr the half centurye
FProm 1982 to 1941 & rate in excess of J per cent a year was attaineds The
first of these periods followed the ending of & world war and apamned a period
of brief but severe resessions On the whole, it was a period of high employ-
mente The second period of acceleration began with extensive wmemployment in
1932, which was slowly reduced during the recovery thet followed.

In the era of retardation from 1924 to 1932, the net gain in produce
tivity aversged less than 1 per oent a year. There appear to have been aotual
deolines in men<hour produstivity from 1630 to 1932 and from 1541 to 1543,
According to Mills it should be emphesized that estimates of output, and hense

of produetivity, covering the transitlion from peace to war and from war %o

2 Mills, “The Role of Productivity,” supra, 548.
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peace are leeB reliable than those umsomplicated by such shifts in regimen,

Evidence of varistion in productivity gains is also yielded by decade|

measurements of produotivity inerementss Following are estimates of aggregate
decade inorements to gross national produot attributable to advancea in mane

hour output over the levels of preceding decadesy

TABLE TI1
10] smmnmw&r IHCREMENTS

: S Billions of

Ten Year Period ' 1929 Dollars
1801 -~ 1910 84
1811 - 1920 )
1921 -« 19680 2186
1831 « 1940 . 134

1941 ~ 1950 256

Sources Frederiock Cs Mills, “"The Role of Productivity in Eoonomie
Growth," American Eeomomic Review, XLII, May, 1962, 548.

If eatimates of produotivity inerements are to be reasonably realise
tio, a comparison should not cover too long & time. Estimates relating to suce
cessive deoades are, Mills thinks, restriotive enough in time to be useful.

Such estirates indicate that over the last fifty years inore~
ments to output, by desades, atiributable to produotivity advances
over levels prevailing during previous decades, have averaged about
157 billions of dollars, of 1929 purchasing power, as compared with
83 billions attributable to increases in labor inpute These are, of
sourse, estimmtes of aggregate gains over ten year intervales On an
annuael basis, but still with reference to changes over ten year

sriods, the averags inoremsnt was_sbout 1647 billion dollers, or
133 per oapita of the populations

3 Mills, "The Role of Produstivity,” supra, 547,
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The intangible forces operating in the business eyocle undoubtedly have some
effeot on produotivity. Yet we are not as yet and probably never will be abdle
to isolate thess variable faotors. Insofar as collective bargaining is ome
sorned though, it is usually only necessary to be aware that oyclical varia=

tions are present.

The esonomy seems to opsrats better in periods of rising employment, advaneing
output, and inoreasing use of productive capssitys Cycliocal wvariation is evie
dent in the study of productivity statisticss. These oyclisal variations sre

very important,




CHAPTER XII
PRODUCTIVITY AND REAL WAGES

The effeots of produetivity ohanges are of basic importance in the
svaluation of the movement of real wages. It is apparent that real wages are
olosely assosisted in the long rum with productivity increasess Compering
present productivity and real wages with those of 1800, the Committee for Eeow
nomie Development found that while the two tended to rise a similar portionm,
produwtivity and real wages did not inereass at the same rate. GED! found that]
outpuf per manwhour had inereased 3.6 times, whereas real wages had inoreased
approximately 3.1 timess The total possidle gain in the fruits of production
wes not distributed in the form of higher real wagess. This may be reasonable
in the lizht of CED figures sinee the Cemmittes believes that

Part of the difference may be charged to the faoct that reli-

sble statistioes on output inelude all workers, selfw-employed as
well as employees, but the principal causs of the disparity is the
great inoresse in business taxese

In 1949, about 24,7 eents of the $1.83 in output per men~hour

went to the government in the form of corporate income taxes and
indirect business taxess In 1800 business tax payments to goverament
were sbout 1.2 oents of the worker's output of 51 cents an hours

Business taxes, in other words, took only 244 per cent of the output
dollar in 1900 as against 1244 per cent BO years later. If the ine

1 William A+ Patterson, “Real Wages: A Yardstiok of Progress,”
Advanced Management, XV, November, 1960, 8.
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erease in. this proportion is taken into scoount, the rate of inorease
in mene<hour output is comparable to the rate of inorease in real
Vagoss

nuu“ assumes that the per eapita oonsumption levels schieved duﬂnA

s stated periocd « say a deoads - tend to persist, and that demands upon such
lovels have in some sense & first oleim upon the output of a later period.
Only that portion of the subsequent produst that is left after these first
olaims have been met is the disposable mwargin that is available for the rising
of conswnption levels, for investment in capital equipment, or for use in war
or nationsl defenses Sush first claims are of course relinquished in periods
of natiomal emergenoy, but Mills atates “there is justifieation for the view
that consumption levels are persistent, that they change slowly, and that gamJ
in such levels, once realized are defended with tmcity,"‘

Mills holds that:

On the averags, for each of the years from 1615 to 1960, $415
would have supported eash member of the population at $796 per capita
of the populatione The differemnce, $580, is the disposable margin
per heads I may interprst this margin in these terms. As a result,
primarily of ohanges in labor input and man-hour prodwtivity, each
of us in this generation has had available for use above the pre 1914
level of oonsumption needs a sum averaging about $380 a yoar. The
largest portion of this margin, $205, has been used to raise son-

sumption levels, $115 has been used to maintain and gxpnnd our eapital
plant, while #60 has been used for netional defenses

Pattersan, "Real Wages," supra, 8.
Mills, "The Role of Productivity,” supra, 550.
Ibide, 652.

;R b

Ibid.
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This mode of reskoning takes secount only of astual labor input measw
sured by the number of hours workeds The very substantial gaing in living
standards through reduotion of working hours are not includeds If these were
inoluded, this partioular inecome smount would show a still heavier allocation
of benefits to inocreased consumption and living standards. (lﬂllne noted that-
the average working year for members of the employed labor foroe was 800 hours
shorter in 1950 than it was in 1900.)

Following are the average annusl dispossable marging expressed por

oapita of the population and in dollars of 1929 pwohasing power:

TABLE IV

AVERAGE ANNUAL DISPOSABLE MARGINS

Aversge Annual
Disposable Margin:
Ton Year Period per eapita
(o)
1801 - 1810 $221
1611 - 1820 ‘ / 182
1621 - 1930 - 287
1931 = 1540 85

1941 - 16560 490
(a) Dollars of 1929 purchesing power

Sources Frederiek C. ¥ills, "The Role of Productivity in Ecomomio .
Growth,” American Eoonomie Review, XLII, May, 1982, 552.

Here we oan see that the rise has not been oconstant or regular but it has beem
oonsiderables Only in the thirties was there a serious deorease in disposable
income. This decrease oscurred in the same desade when menwhour productivity

was inereasing while through mush of the period social and economio welfare

6 Mills, "The Role of Produwotivity,” suprs, 552,




106
wore oertainky not being placed in & favorable positions
What productivity gains were asctually r@liwd in cmsumption? This
perhaps, is the ultimate question if one is tracing changes in economic wele

fare. Mills provides the following data:

TABLE V
CHANGES IN CONSUMPTION EXPENDITURES

Per Capite Change from Presceding Decade
Consumption Expenditures Absolute  Relstive
1891 - 1900 $316
1901 » 1910 417 $101 2%

1911 « 1920 454 37 9
1921 - 1930 574 120 26
1931 « 1940 E87 - 9 -l
1941 « 1880 769 202 36

Sources Frederick C. Mills, "The Role of Produotivity in Eoonomie
Growth," American Esomomic Review, XLIX, May, 1852, 654

The ocumulative and almost wmbroken advance in oonsumption levels that more ¢
doubled per ocapita consumption in fifty years iz the most impressive fowur::j
this table. But it was a markedly irregular advance. |

On a national basls there is no conscious allosation of portions of
the productivity inorement, for any period, tc amsumption or other uses. Yet
it 15 suggestive retrospsctively, to compare these magnitudess Leaving out the
intangible benefite of shortened hourz and inoressed leisure<ea msjer component{
of the advance of living standardsee-and taking accoumnt only of the output of
goods and services, we have the foli‘wing comparative figures, Here decede sg+

gregates are used in 1629 dollars.

5
i
i
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- TABLE VI

ALLOGATI Ql? ﬁF PRGDUGIIVI‘!’I

Aggregate Amount Used

Produstivity to Baise Consumption

Period Inorement (billions) Levels (billions)
1801 « 1910 $ o $ 88
1811 - 1920 97 37
1921 ~ 1830 215 140
1831 « 1540 154 - 10
1841 « 1960 256 286
1541 - 1946 78 98
1948 « 1950 188 193

Sourae: Frederick C. Hills, "The Bole of Productivity in Boonomie
Growth," American Eeonomdc Review, XLII, May, 1952, B54.

Ovor the five decades expenditures to advance cmsumption, thersfors, have
equaled about 68 psr cent of the produstivity inorements

Over the last fifty yeesrs therefore produstivity advaneces have been
the dominant faoctor in the enrichment of econsumption in the United Btatess It
is clear that over extended periods productivity inorements have besn great
enough to account for all oconsumption geins, had they been deliberstely put %o
this use.

An incresse of 2~8 per cent in resl hourly earnings per ysar may seem|
small, but 3 per oent per year occmpounded for twenty years is nearly 81 per
eents Whether 3 per cent seems large or small, however, it is necsessary thag
all groups in the commmity realize that real wages rsly on productivity and
that collestive bargeining cannot raise real wages for any prolonged period
faster than output per man-hour. By ralsing money wages too fast it ean either
oreate unemployment or foree up the price levels Recognition of these basie
facts oould do mueh to bring the disoussion of wages down from the olouds and
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to make oollective bargaining an informed and sober discussion of sconomic

reslitiens

Summry

Real wages and produetivity have inoreased at approxizmately the saye
rates Bxisting differences can he attributed to statistioal defeats, nonwproe
| ductive govermment expenses, and oth;é normal variations such as shorter hours
ard better working conditiomse The rise in the consumption level and in the
money svailable for sonsumptive purposes has not been regulare Gains in prow
dustivity have allowed our gzains in consumption over the last fity years.

Productivity inoreases alone will net guarantes economio well«being

of & nations




CHAPTER XIII
PRODUCTIVITY AND THE ECONOMICS OF THE WAGE STRUCTURE

The introdustion of a fam_}.iud improvement faotor interjects a new
influsnce into the emsideration vﬁf' gﬁiwa}‘ wage-goonomic theorye The use of
produotivity data ss such in wage negotiation disoussion is on quite a differ-
ent footing than & wmiform and constant quaranteed wage inorease.

The principles of granting an automatic annual inorease in wage rates
has many important esonomic implicationse. If widely adopted, it means that the
benafits of teohnieal progress are to be distributed, in part at least, in the
form of higher wages rather than 'l.mmr pricess 7This, of course, diminishes
(in the short run) the share of "fixed inoome" groups in the fruits of economie
developments

The "low price” poliay advooated by E. G. Noursel and others has as
its objeotive the distribution of techniocsl advance through lower pricess If
the principle problem of monetary-fisoal polioy in a given period happend to be
that of providing sufficient private investment to meintain full employment,
then a "low price™ policy might be highly objectionabdble in that a continuously

falling price level would gehurato expeetations of further declines which would

1 Edwin G. Nourss, Price Making in & Demooracy, Brookings Institue
tion, Washington, 1944.
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be subversive-of such investment. Under sush ciroumstances, the trouble is not
with "low prices”, but with "falling pricess" However, if the prinoiple probe
lem sonfronting the authorities is not the maintenance of full employment, but
sheaking inflation, then the disocuragement the “low price™ polioy offers to
private investment mey not be undesirable. »

It is doubtful that all other influences affecting wages aside from
productivity could be eliminated, except in a centrally administered wage
struotures Even 1f the other influences could be eliminated, another question
would remaine 7The rate of progross variea greatly among industriess Clearly
it would not be feasible or desirable to have sormensurate varistions in wage
movements, for this would produce en impossibly distorted wage struotures But
should wages move up together in all industries, regardless of differences in
the ‘grmrkh‘ of productivity?

‘ It is sometimes suggested that although flexibility in the wage
strusture should be meintained, the overall inerease in the money wage bill
should be held down @ the incorease in the productivity of the eoonomic systems
This answer is formally adeguate, but how is the objsctive to be attained? How
osn thousands of separate wage settlements be goordinated? Under our present
system, this is impossible.

The simple fact appears to be that the wage struoture over a period
of time tends to adjust to changes in productivity in such fashion that wage
rates ineorease most where productivity and employment have inoreased fastest,
and wages inorease less than average where productivity and employment have ine
croased less rapidly.

It is reasmable to expeot that the highly progreasive industries,
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while raising wages perhape a little more than the average overall inerease in
productivity in the esonomy as a whole, should pass on the exceptionsl gains
of techniocal progress to consumers in lower priges. On the other hand, the
industries which prove ineapable of inereasing produstivity will be compelled
to raise wages more or less in line vi‘bh‘ the average gains in productivity in
soalety as a wholes In this mauner there is a gradual inoresse in wages in =
way that seems less likely to promote eoonomic disturbances in other aresass
While the application of productivity geared pay inoresses among different ine
dustries is of great importeance, we must slso omeider the proper time of wage
inoreases.

Should money wages be raised & little bit every year or should the
inorease be bunched in the years wm’bu‘a&mo is expanding? The answer %o
this question depends upen how good a job the sountry does in avoiding evem
moderate ups and domns in businesss Even & mild recession, such as the recent
one (1949), however, ealle for lowsr pricess Hence the aoonclusion seems to be
that inoreases in money wages should be bunched in years when the publio is
willing to buy the entire output of indulfbry at prevailing or at rising prices.
[This would not mean, however, that inoreases in real wages occurred only in
some yearss If business did s good jJob of fighting mild recesaions by price
|outs, real wages would rise a bit every years

Arthur Ross feels that without economic stability "real wages would
fluotuate as they have in the pust, and the "improvemeat factor®™ would merely
lamount to reelabelling of part of the total wage adjustment."?  Since it is

2 Ross, "GM Agreement," supra, 4«
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not aconceivable that oyclioal fluetuations ocan ever be completely olindngtad,
it seenms that real wages will ealways be subject to some oyslical variation.

The public interest ls such agreementa derives (in part) from the
faot that, if widespread, they beocoms oruecial in determining (1) the value of
the curreney (L.e., the price level) and (2) the walue of (real) national ine
oome and employment. Thus the monetary and fimeal muthorities (Lees, the
Treasury and the Board of Governors ;f the Federal Reserve System) in metting
their polioies would have to take into account the terms of these agreements.

The sdded influence of a fixed improvement faotor has such far-
reaching importance on netionsl esomamic life and policy thet 1t deserves seri-
ous thoughts It seems to this author that specifically in the "preductivity
fagtor-real wage" rel stionship, the whole aoncept of the improvcaaﬁt faotor as
such failse It seems unrealistic to believe that by controling one aspset of
our escnomic life we oan eliminate or effectively minimize all other business

oyols influences. -

A gharecteristic of the wage strusture is its -flexibility. Distrie
bution of the fruits of inoressed produstivity through lower prises could only
ocour in a centrally sdministered wage and prioce structures The use of an
annusl productivity wage inorease in specific induetries or at a partiocular
time can affect the business oyecle and the wage structure. It does not seem

possible that other economic varisbles could be kept constant enough to elimie

nate the possibility of the productivity fector disturbing stabilizing economie

adjustmente.




CHAPTER XIV
PRODUCTIVITY «w PRICE «=~ WAGE RELATIONSHIPS

To properly evaluate productivity and its relationships to wages, it
must be remembered that a wage adjustment requiring a oompensating price ine
arease can no longer be labeled as based on "productivitys® It is merely a
wage increase, whatever the appellation.

It is also important ’cé remenber thet if workers supply more skill
and effort, they should be paid moree Sush an advance in wages doea not rep-
resent a rise in the price of laborj it simply represents larger paymsats in
roturn for greater effort and greater akill. which may usually be rewarded
through some ineentive systems. Productivity as we speak of it is quite divoro-
od from individual incentives. |

"While there has besn a olose relaticnship over time Letweén inores-
ses in real wages and inoresses in produetivity for all manufecoturing induse
tries, there is no conclusivs evidenoe tha any such relationship has prevailed
for partigular industries Ll Although the reasms for this faot are only spesc~
ulated about, it is interesting to oconsider the appliocation of the productivity

factor to speoific oompanies or industries.

1 Jules Backman snd Ms R, Gainsbrugh, Behavior of Wages, New York,
1548, 60,
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The inmtroduotion of the annual improvement factor in the General
Motors agreement established benchmarks throughout the automobile asnd related
industrisss To the extent that these benshmarks are effective as ocellings,
they may stabilige wege movements at or below the G standard throughout large
seotions of the basic industries for five yearss It is probable thet wage ine
oreases in the less effioclient firms will be less then 2.6 per cent a year,
provided that the labor market is not extremely tight. In the more efficient
compenies, however, there are not likely to be corresponding inereases above
245 per cente Thus there is a fair chance that consumers could resp in lower
commodity prices some of the benefits of increased productivity in the more
offieoient firms i.noluding (e Buoh firms, however, may be in & position mare
ketwise to keep prices up and thereby expand their profits, whioh would provid
an added incentive for wmions to press for big new economic packages near the
end of the fivewyear contract periods

If the gaina of technival progress were to be distridbuted primarily
in the form of higher wage rates, it would be well (fram the point of view
both of equity and inflation prevention) for the annual wage inorements to be
distributed on some basis other than what particular unions san compesl partie
cular employers to grants For if sa&h union foroes the employers with whioh
it deals to grant wage inereases roughly proportional to inoreases in man~hour
produotivity of its employees, them workers in relatively “un-progressive” ine
dustries or cscupations (govermment, service, and professionsl employess) will
sh@ro relatively little in the gains of techniocal progress.

In addition to the inequities involved, this would, in the long rum,

tend to sreate & shift in the labor force toward those firms, industries or
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ocoupations u;:me wages rise most repidly. %he rate of teshnologiecal progress
varies greatly emong industriess If wages were inoreased in these various ine
dustries in proportion to the rise in productivity, the wage structure would
soon have little relationship to the skill and responsibility required of the
workers or to the relative attractiveness or unattraoctiveness of working oone
ditionss

8lichter feels that.
the inequalities in the wage structure would prevent industry as a
whols from producing the largest possible produoct, because the rise
- of wages in the industries where labor produotivity was increasing
most rapidly would tend to prevent these industries from reduoing
their prices to consumers, and thus from expanding oubput and employe
ments Thus the growth of employment would be impeded at the very
points where labor was gaining most rapidly in produotivity.2
One of the apparent assumptions underlying the snnusl improvements
factors is that labor partieipates in productivity luprovements only through
stoady inorementa in wage rates. Actuslly, higher wage rates oonstitute only
one of many avenues in labor participstion im produstivity edvances. Other
forms include lower prices, produst improvement, paid holidays, peid vacations,
rest periods, shorter hours without income loss, welfare plans, and retirement
programs. The cost of providing for mtional geowrity must also come out of
inoreased man~hour productions
To the extent that labor gains take these other forms, an increase

in average wage rates for the nation must necessarily be less than the 2.6 per

sent assumed from an exsmination of long term gains in prodwtivity, The main

2 Summer Hs Slichter, Basio Criterie Used in Wage Nepotiations,
Chioago, 1947, 28+ ' ‘




115
exphasia must be upon changes in living levels, not upon wage rateas Improves
ments in welfare provisions mean higher levels of living and, in some cases,
they release part of the prewvalling weges for other types of expenditure.

Given the present methods of collective bargaining, it would seem
likely that the technically more progressive firms will give way to wnion pfoun
sure for higher wages and will, to a corresponding extent, fail to lower pricesi
Thus other workers must elther ascgqulesce in getting only & negligible (i:‘ any)
share in the frults of technical advanee or, by foreing up their wage rates in
excess of the inorease of their produotivity, cause an inerease in the prices
of what they produse, thereby oreating a seoular rise in the price level (as
other prieen will not, ox hypothesi, fall)s As it is in practice relatively
more difficult for unions of workers in teshniocally unprogressive firms or ine
dustries to obtain wage rate inoreases, their wage rate inoreases will probably
lag (secularly) behind those of workers in more progressive centerss

Productivity end wage ratea, thought by many economists to be a
highly desirable matoh, do not appear to possess those cherasteristios of come
patibility upon whieh the perfeot marrisge depends« Disconcertingly, in the
shorterun, they display a slear tendenoy to move either in opposite direotions,
or, 1f in the same dirsotion, at quite different rates.

It is frequently suggested that they should move in olose harmony
over some period of time, simse, if they did, price stability would be fasilie
tateds Lord qunua was particulerly influential in popularizing thie view.

S J. M. Keynes, The Genersl Theory of Employment, Interest and Mon
New York, 1936, 271, A ’ =




116
Bir Willianm ﬁeveridgo‘& end Professors Hansen® and Sliohtar,e’ among others,
have added the weight of their support. These normative proposals of esono=
migsts have besn elsvated to the level of & national poliey by the Couneil of
Eoonomioc Advisers which advooates "wage incresses which are in line with pro=
duotivity trends."!

Over relatively long perieds =~e= the three quarters of a seantury bee
fore World War I and the quarter of a century after it === maphour output and
real wages inorsased by approximately the same amounts The shorterun movements|
of the two variables, however, are also important and have an effest on the
opam;;ion of the economic system «-< on cvosts, profits, and rsal wagess The
two varisbles almost inevitably ast diversely in the shorteruns

Clark Rerr provides the followingz analysis of the relative changes
in produstivity and wages over short term periodss The comparative movements,
in each ouse the perocentage changes from the first yesr of sasch subeperiod to

the last year taking the first year as the base, were as followss

4 William He Beveridge, Full Employment in a Free Society, New York,
1948, 200. o

6 Alvin Harvey Hensen, Mometary Theory and Fiseal Polioy, Wew York,
1948, che Be

6 Sumer He 8lichter, The Challenge of Industrial Relations, Ithaos,
Ho Yo, 1847, 89

7 The Council of Economio Advisers, The Annual Eeonomic Review,
January, 1949, Washington, 1949, 45.
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TABLE V11

YEAR T0 YEAR PERCENTAGE OHANGES LN MAN-EOUR om'm,

Average Average

Man«Hour Hourly - Man<Hour Hourly
Ysar Output Barnings Yoar _ _ Output Barnings
1820 6.0 846 1936 BT b1
1821 150 w2a8 1936 De2 1.1
1932 948 w87 - 1987 wlel 12.2
1925 =la7 10.8 - 1938 1.8 0.8
1924 848 4.8 : 1939 Bel2 1.0
19286 846 040 1940 242 . ded
1926 2,8 ‘ 02 ‘ 1941 2.2 103
1827 2.3 Osd , 1942 244 ‘ 17.0
1928 Ge3 242 19438 1.1 12.7
1929 4,0 07 1544 048 640
1850 24 =248 , 19486 OC«6 O
1881 4o wBaT 1946 wb o8 640
1932 ~8e8 «]13s4 1947 =440 1246
1953 5.3 «0e9 1948 4.7 Ted
1984 4.9 2044 2

Sources Clark Kerr, ™fhe Short Eun Behavior of Physisal Productivity and
Average Hourly Barnings,” The Review of Egonomics and Statistios, XAXI, Noveme
m’ 1949, 301. :
ﬁot a single one of thasa‘ years evidenced a clossly articulated move=
ment of productivity and wages. Yet if the statistiocs for the quarter century,
1918-48, are taken, they would seem to indioate, surprisingly, that all really
was quite ordered and propers Both men-hour outpui and averages hourly earnings

approximately doubleds Produectivity and meney wages did, apparently, keep pace
with eash other. All the diverse movements eruaan 1019 and 1945 are not dise

olosed.s
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Suwmmary

Viage adjustments must not require prioce increases to be properly
labeled as produotivity ralsess

Although there has been e close relationship over time between ine
ereases in real weges snd inerssses in productivity in the total economy, no
suoh slose relationship has prwailéd in particular industriess The G« cone
tract sstablished & benohmark which is belng used in other companies and ine
dustriess

The effects of raises in particular industries tend to osuse wage
inequities and disturbsnces in the wage struoture.

The ottwts of productivity gains are also realized in improved
fringe benefite, better working oonditions, reduced hours of work without rew
duction in the teke home wage and other nonwwige paymentss Price changes have
not shown & consistent relationship to real esrnings nor do rises in the 101"01
of living oeour simultsneously with rises in hourly waress In the uhor'c-»rmi
produotivity and wage retes have not moved in the same direotion. Productivity

and ware rates did keep pace with each other over the long terme




CHAPTER XV
FURTHER RELATIONSHIPS

The proposition that money wages should move in relation to ehanges
in labor produstivity is frequently advanceds 7Thls proposition implies that,
over the long run as productivity inoreases, a rising level of money income
with a stable price level is preferadble to a stable level of money income with
a falling prioce levels« It implies that certain economiec benefits will flow
from the meintenance of a proximte relationship between productivity changes
and general wage changes. It implies that, if the relationship is one of proe
portionality, not only wages but salaries, profits, emtreprensurial income,
and the return to the other faotors of production sould also move in proportion|
to productivity ahﬁng«i. '

We have already ttranéd that "the general level of real wages ocan~
not advanoe very far unless there is an increase in productivity, because nearw
ly all of the national product goes either to employees or to the selfeemploy-
ad ™ Hense, there is always a close relationship over the long term between
the general level of produetivity and the general level of wages.

| Pattersm pgives us the information that the "nationmsl income
divides roughly into three parts, slightly less than twowthirds of

1 Slichter, “Raising the Price of Labor," supra, 286
118
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it going %o wage and Qaltry sarmers, about a eixth to'thc solfw~

employed and & little more than a sixth to cwners of property in

the form of ocorporate profits, interest, or indebtedness and rental

income "2

How then should the national product be distributed among the wvarlo

fastors of production and seotors of our economy? Should wages be related to
productivity change in the ratio of 1 t0 1, 1 ¢o 8, 2 to 1, or in some other
ratio? If the purpoio were to achieve by wage changes a redistribution of ine
come in favor of wage earners, then nearly a 2 to 1 relationship may be in
order «== for compensation of amyloyu;‘ in the economy amounts to not muoh mm-o{
then one half of total gross natiomsl prodwts In this event, a 3 per cent inw
‘orease in the ratioc of total output to total manehours would permit nearly e
8 per cent average wage inorease, thereby leaving the remmeration of the none
labor fastors of production unchanged in absolute amount and deoreased relative
to employee compensatione Bubt since we are not discussing a wage polioy de~
signed to redistribute inoome the relationship that should obtain is that of
1 to 1s* If wages generally rise et the same rate as produstivity, them the
average remmeration of the other faotors can rise at that same rates A 3 per
oent inorease 1in msnehour gross mtional product would pemitvnat only & 8 per
sent average inoresse in wages, but also & 3 per sent average inorease in the
other components of the gross national produst we- ineluding salaries, profits,
land entrepreneuriasl incomes

The manner in which inoreased prodwtivity is to be passed on to the

2 Patteram, "Real Wages,” supra, 9.
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ssonomy as & ;holo has been the subjeot of considerable discussion and we have
already exemined Nourse's "lower price® policy in the preceding schapters The
proposition th;t'b productivity inereasses should be shared through price decres=
ses is an appealing one beecauss, obviously, under this method the galns are
more widely distributeds It is appealing, too, besause inoome reciplents oute
side the category of wage earners, eegs, fixed income groups, also bemefit
through price deoreases.

Yot after studying the proposals of Nourse, we are inolined to find
the approash of John Cs+ Davis, Sumner Hs Slichter and other Keynesian econow
zists as more realistis and desirables They believe that wage and salary ine
oreases offer the best hops for inereasing real consumsr purchasing power as
the economy inoreases its produwibivitys

The following arguments which have been glesned from Davis'® in
favor of sharing such gtﬁ.!&lk through inereasing inocmes:

{1) BRising incomes and stable prioce levels are more stimulating o
business sobivity than are stable inoomes end falling price levels.

(2) There is no assuranse, particularly in the short run, that
priess in an administered price economy will, in fact, be lowered as the result]
of érodmtiﬁty inereagess On the other hand, labor organisations eonstitute a
practioal device for raising the money wages of their own members and theredby
ralsing wages and salary rates generally over the long rune

(3) With relatively stable rates of exchange between various surrenw

85 Davis, "Wages and Produotivity,® suprs, 202,




'pr!we policy whioh maintained fairly stable prices in this country, rather than

a2

sles of the world, international trade equilibrium would be aided by a wage=

a falling price levels

(4) Rising incomes with steble prices reduce the burden of debt,
thereby affecting the distribution of income in favor of non-debt ownerss

(6) There is the possible adverse effest of falling price levels om
saving-investment relationss A price level that fell several percentage points
a year would serve to undermine the plaxmad investment outlets for savings to
meet depreciationes Depresistion sllowanses that are ealculated on the basis
of original costs would be excessive as the prices of plant and equipment fell.
Even though this situetion might result in greater than planned ocepital expene
ditures, it would nonetheless tend to cause capital expenditures for replace~
ment purposes to fail to mmtoh the volume of accumulated depreciation reserves.

(6) It must be recognised that unless inoreased productivity results
in higher money wages, employees will be generally dissatisfieds While Amerie
oan labor has come in the course of the last few years to lock at the real
value of wages in a more scphisticated menner than before, advancement is still
measured largely in terms of money wagess. For wage rates to remain unchanged
over & period of years, even though prices were falling and real wages wers
therefare increasing, would not be an scoeptable development to labor in gener
al and to ladbor leaders in partioulars When labor produces more, it expects to
be paid mors dollars, mot to be paid 4in the form of lower prices. To slose
this road of obvious and evident advancement might be to invite dissatisfied

laber to try other roads to selfesatisfaction.

It seems therefore that productivity geins ocan best be shared through
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rising inoom;a rather than through falling pricess The general proposition
thet wages should move in relation to productivity ohanges consequently seoms
to rest on a re@amably satisfaotory foundatione A oareful examination will
nevertheless discloss certain limitations; namely, (1) that suoh a wage polioy
would not guarsntee sconomic stability; (2) that at times factors other than
produstivity should be the determinants of wage ehanges; and (8) that the sone
eeptual and practical problems involved in deriving a wage poliey from the
general proposition are greats In spite of these limitations, such a wage
polioy ocould, it apMn s play en important though not omtrolling part in
meintaining & more stable economys

Ve must stress again that we maintain only that this propositiom
seems reasmably adequate with all its limitationse We do not attempt %o mbdkiel
mige the limitations or olaim that any precise formila cen be advanced whish
will clearly solve the problems of diﬁitrihuﬁ.ng productivity gains.

The cantribution that wage shanges could, by themselves, make o
either full employment or esonomic stability is essentially negative in charagw
ter, whioh is to say tlat the wrong wage polisy ocan be m&t&buuﬁng b thad
the right wage policy does not guarantee stability.

If wages are increased to such sn extent as to raise unit labor costs
generally, the result is likely to be either inflation or a decrease
in employment ~- depending upon the state of the market. If wages
generally lag behind productivity so thet unit labor costs are falle
ing, the result is likely to be either a falling price level with

its depressing effeots on business, or growing comsentration of incoms

in entrepremnsurial hands with the ultimate destruwtiom of the nxase
eonsumer market upon whish produstivity must be founded.

4 Davis, "Wages snd Produotivity,™ supra, 294.
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Inmillustrating haw productivity gains are possibly distributed we
¢an set up models other than the productivity-wage relationships. We present
the following analysis to show how ocertain other modt'sls do not seem to meet the
necessary requiremsnt for & sound wage poliays

An increase in productivity my work auf: its direet effects mostly
on profitse This is apparently what happemed, in large part, during thc seoond]
half of the 1920'se Produotivity went up substantially, while prices and wages|
held rﬁhtivoly stable, and profits rose cmsidarabiy: It is possible %o
ereate a model of the esscmomy in which the only immediate impeot is on profitad
wages and prices do not adjust wntil later, if at ‘&11. The chain of resctions
then might go something like thiss Produotivity rises, profits rise, employ~
ment rises, and wages follow with a lage 7Two links in this ohain need examie
nations The increase in employment may be only & moderate one and take plase
after some substantial delays Further, at levels of less than full employment,
the supply eurve of labor may be substantially horizontal, so that risiny em»
ployment doss not pull wages up very gréatly- Under these eoﬁitianu,( vihich
may not miss reality too widely, the effect of shanges in productivity on wages
is a delayed and dempened one. |

Changes in productivity might also be effectively transmitted through
the productivity~price-wage ochains Rising productivity will tend to reduss
prices) and if a substantiel incresse in man~hour output accompanies a ’dm--
turn in eoonomle astivity the effect may be partioularly noticeables Falling
productivity will tend to raise the cost of livings and if a decline 1n man -

hour output comes at & time of full employment, the impect on prioces will de
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especially great.
To the extent that changes in prices and man~hour output tend t:é have|
an inverse relationship to each other, so also will wages and menshour output.
Far ohanges in wage rates, in the short run, conform much more positively to

changes in the cost of living then %o changes in produwstivity or profits.

- Sumary

Money wages should be imsreszsed as & means of diatrih\mhg produg-
tivity gains rather than by deoreasing prices. Insoreased produotivity makes
it possible for all faoctors of produwotion to achieve higher standards and 1t
eliminates most of the need for importent redistributing of the national in-
comse

A poliey of rising inoomes tends to promote better soomomic sbability
than a low price policye Increased productivity could work its effeets through|
higher business profits or price changes but therse appears to be mors danger

of 111 effects when using theae methods than when inoressing wages.




TR AL

CONCLUSIONS

Productivity is & scund and durable method of increasing our national
outputs | ‘
The question is how productivity gains should be shared.sinee there
is no way to determine the extent to which each factor of prodwtion has oone
tributsd to the gainss The major question with respect to sharing produstivity
gainsg is1 shall gains be distributed primarily through an inocrease in nianotary
incomes , or shall they be shared mainly through lowering prices?

We feel that it may be taken for granted that the people of the
United Btates are content to let the results of technical progress somtinue to
be diatributed meinly in the form of higher money wages than in the form of
lower prices to camsumerss |

This is what has happened during the last century or more and it hes
evoked no sericus protests The chancs to raise wages by enorcsching upon the
ineome of property is small, even 1f It were in the interest 91’ amployees to
attempt to raise wages by the use of this methods "Bven in 1948 all of the in-
come of all property-dividends, undivided corporate profits, interest, and rent

meswns only one sixth as large as the sconpensation of employees and the inoome
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of the nelf«e‘;xployed."l And as John Ce Davis bslieves "standing alone, wage
advenoes thet are designed to enoroach on profits are more likely to enercach
on employment or to ralse priou."a

Unions generally do not olaim to waﬁt to radiocally change the dise
tribution of national income but merely to mske it possible for workers to
maintain at par their owrrent share -of that inoomss Otherwise labor argues,
the natioml ine;ane would be redistributed in favor of bminon.' Laber further
argues that fallure to sustain adequte pziyraha;ing powsr to permit a mess mare
ket for American production will only result in depression, unemployment and
attondant miserys

Probably one of the main reasms that unions do not now astress the
need for baalo redistribution of national inocomes Lis because of the possidbility
of meking such substantial gains in real wages through productivity gains
alones Theoy can agree with buginess and economists in feeling that the proge
poot is good thet productivity can substantially increase because each of the
prinoiple influences (acmpntiti.on, improved mansgement, teshnological advances)
that heve made produotivity rise faster sand fester will ‘wntinm to be stronge
The great reasan for believing that Amerios can raige output per manehour at
an inereasing rate for at least a few more decades is the prospect that induse
trial research will continue to grow rapidly for some time to oomes

The specific manner of distributing productivity gains has been dige

1 Slichter, Baising the Price of Labor,® supra, 287.
2 Davis, "Wages and Productivity,” supra, 204.
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sussed in some detail in esrlier chapters and after sonsidering mny facets of
the problem we believe that productivity gains should be shared with workers
through inecome rises equivalent to the annusl long term inorease for the total
economy »

The general proposition we are resommending would not be & rigid fors
mila whiioch would enable the two parties to a partieular bargaining negotiatiom
to determine precisely what wage settlement was indicated for thems It would
not be s standard three per cent wage increase for all amployees, nor would it
set a rigid national three per cent wage “pattern.™ It would not, moreover,
speoify that wages should rise in relation to the productivity of the indivi-
duml workers, or to the average productivity of groups of workers in individual
firne or industriese~efor such s olose relation betwesn wages and prodwtivity
would disregard. the other important functions that wages perform and muid not
in any case, ag we have already pointed out, result in the aggregate wage
ohanges desired,

In other words, such a general wage prinoiple as is hers disoussed
would not be precise, but precision would not De necessary for it to serve its
purposes It is thought, however, that it could ==« given a moderate degree
of scooperation from business and labor =~- be adapted to the spscific wage ne-
gotiations of the country in such a way as to achieve approximetely the average
wage cshange that would mateh the change in the productivity of the entire
egonomy s

The mtimal wage struoture and olenges in it do and must serve more

purposes than gost and prioce stability, important as they are. They must gain
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sonsent s Saa;e strusturss snd some changes malke more of & contribution to law
and order than otherse The demends of both power and distributive justice
must be acknowledged to an auceptable‘ degree. labor market and product merket
foroes need %o find some expression outside the omfines of a wage policy based
inflexibly on average longerun gains in produwotivity.

The importance of a flexible poliocy of wage increases which geins
oonsent from both labor, menagement, and government cannot be over-gtreaseds
A precise automatic improvement factor though does not seem to be practical in
our present eccnomy.

In the absence of oontinued full employment, price stability and
coordinated cantrol, the impractieslity of an snnual improverent factor whieh
is applied automatically and inflexibly follows from a variety of ressmse
Precise changes in income based on changes in productivity lack four qualifie-
ocations which make a wage influencing consideration significant: faatual
certainty, general appliecability, equitable apceptablility, and gemeration of
stroang pressures, on oneé or both partiea, which have not other adequate ou‘alet&

Given the business goyole and our present ceolleoctive bargaining insti-
tutions ama practices, the shorterun gearing of wages to produstivity in the
future is unlikely to be achieved with any great prmi#iom The distinet ime
pact of the business oycle on productivity snd on wages, and the realities of
the wage setting process make implementation of the policy more diffioult than
eommonly supposed.

Even if soheduled wage rates could be tied inflexibly to over-all

gaing in productivity, average hourly earnings might still fluetuate substanw
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tizlly and uy;et the stability of per unit lebor costss Moregver, if changes
in average hourly earnings could be linked to the average lungwrun gain in
productivity of three per cent per year, how ocould sea~hewr output be brought
to leagh? "Botweon 1919 and 1948 it dropped as muoh as seven per cent in one
year and rose as wush as fifteen per cent in anokhsr,"'vs agoording to Gla.rk)
Karr.l Sinoce both average hourly earanings and man~hour output fluctuate gonw
siderably, it would seem almost equally desirable to influence the latter as
the former. Per unit labor eost can hardly be stabilized 1f only ons of the
varisbles 1s camtrolled; and the blame for instability in the relationship sanw
ot in good eonseience ‘g.a agsoased only against wages when the historical rec«
ord is vieweds

. There are obviousiy other limltatlons involved in such a propositione
At times, fabtm's other than productivity should be the determination of wage
ohangegs In periods of intense inflation or deflation, or when there are msla~
Justments in wage-price~profit relationships that need correction, factors
other than productivity may be more lmportante

Some suggest that it would be necessary far those firus that ere
experiencing larger galns than the average for the whole economy to lower the
price of their product, as well as ralse the payments to the factors partioi-~
|pating in the enterprise, as an offset to the price rises ou the part 'of firms
that raise income shares commensurate with the overall natiomal productivity

Faina but whose rate of productivity inocreasze is less than the averages.

8 Clark Kerr, "The Short-Run Behavior of Physical Produstivity and

verage Hourly Earnings," The Review of Economics and Stabistios, XXXI, Rovem~
Bl‘, 19‘9' Smc
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'ﬁzvm our present system of wage determination, though i¢ u airetie
ocult to emvisage how this prinoiple would be applied to individual waze de-
oisionss How can the smployer or the umion be expested to ignore the mny
other factors affecting wages, some of which are more persussive, such as chany |
gos in the ocost of living, the tighimess or locseness of labor mrkitt,- sxpans
sion and gontrastion of employment, rival unionism and leadership, prises for
the products, the degree and stage of union organisation, and ability to pay
(whioch 18, of qourse, affsoted by produstivity).

While sharing productivity gains as outlined would not necessarily
provide a stable economy, the adoption of such & poliecy would largely sliminst
one of the unstable elements oreated when wages and salaries (by far the lar,
oomponent in personal incomes) either lag behind or run too far shead of pro=
dustivity developments for the eoonomy as a wholes

We believe that produotivity increases must, in part, be volwntarily
pessed on in the shape of lower prices, (by oompanies with greater than averagel
produetivity inoresses) fringe bmefi'an, and in the form of improved quality
6!' goode and servicess But they should piimruy be passed on to the worker
in the form of inoreased wages. Produwtivity inoreases must proyide the meons
of further eapital investment, amd they may afford more leisure time to em~
ployeess And, as st present, they may help the nation to absorb in part, the
'B'Mom oosts of Insuring national sesurity. .

A policy of voluntary wages inecreases that are generally end flexibly
related to longerun increases in nationel prodwtivity could provide for thé
adaptability that our eccmomy, based on many somplex and interrelated feetors,
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needs« The ;a;imry fear which diseownts all esonomio analysis of produwstivity
and the produstivity factor lies in the fact that we cannot kmow as yet wheth
unions are going to be permanently interested in produotivity. If Albert Euy:]
of the AFL refleets the underlying feelings of most union leaders whem he
speaks on the produetivity fastor, then soomomis analysis locses its practical
immediacye Hayes was askeds “You don't think, then, that that ides is going
to take hold?® "I think it is a temporary expedient, beesuse we sotually don'Y
have mush of a cholee,™ he rapliaﬂ.”

4 Hayes, What labor Is After, supra, 430




CHAPTER XVII
RESTATRMENT OF HYPOTHESIS AND FIRAL SUMIARY

Iz our introduction we propesed to show that prodwtivity chenges
| 2xe & yalid and useful oriteria of wage determinations

After emsidering the mesaning md meagurenent of produstivity we
ecneluded thet greater euphasis was needed in defining terms and developing
more adequate messuress e also fesl that the leng term inoresse in produss
tivity has been approximtely 2«3 per aent & year while recent trends are probde
ably sloser o 8 per cent than 2 per oents Although available statistios are
aduittedly erude they may De used in long tern estimtess

The General Motors«UAW (CIO) agreement established produstivity as
& mutually acesptable oriterion in wage determinations As & model ite influe
ence has bewm oonsiderables

Produstivity ehanges are a valid eriterion of wege determination bee
osuse in the long run wages and produwetivity have and must imoresse togethers
Both labor and mnagement agree that the workers should share in prodwetivity
grings  Management fesla that this osn best be done through lower prices and
etizur long ternm gains while labor maintaing that if it does m got its share
fmmediately through wage insreases management will benefit more them its share
through exoessive profitse

132
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The best means of distributing productivity geins we believe is
through higher wages. These csn best be applied ag the situation warrants in
harmony with a general wage polioy of inoreasing real wages approximately 2.3
per oent a year over the long t@m- Flexibility of applioation iz necessary
for the productivity wage polisy to be workable and ﬂon«diwm'bing in its
essonomic conssguUeNncoes.

4s a supplement to our primary hypothesis we have developed the hy=
pothesis thet & uniform autometie sonual improvemsnt faotor applied gemerally

48 not & desirable devise to use in wage determinmations We hold to this hye
pothenis because the structure of unioms and the expressed attitudes of wmion
leanders indicates that suoh a faotor would be unsuitadble in present collsotive
bargaininge A presise factor generally applied oould eause seriocus disloosw
tione in the national wage strusture and in other esonomio variables.

We began ouwr study by saying that wege determination is not simple
nor is it exaete Wo oomolude with the thought thet produetivity wage changes
alone require a grest deal more studys We have only studied ome small faetor |
in the total problem of wage determinations It is hoped through continusd
study wage determination can at least be made the subjeot of less industrial
rolations oonflicts,
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