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Preface

This is the second book published by The Pennsylvania
State University’s Department of Labor Studies in its
monograph series on public policy issues of concern to
workers as individuals and as members of trade unions.
The goal of the series 1s to bring the best thinking of both
academics and practitioners to bear on current problems,
and to make their contributions accessible to as wide an
audience as possible.

I believe chis volume, Labor and Remdustrialization, is
admirably suited to these endi: 'ts publication at this time
will be a significant contributic » to an important ongoing
debate over the future of econ. mic policy in this country.
Workers and their organizations must be active partici-
pants in this debate. Labor and Reimndustrialization will help
to insure that they are.

Ronald Filippelli, Chairman
Departinent of Labor Studies
The Pennsyloania State Umiversity
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Introduction

Donald Kennedy

Over 38 million American jobs disappeared in the decade of the
1970s.' These jobs were destroyed by the deindustrialization of the
United States. Deindustrialization can be defined as ”a widespread,
systematic disinvesiinent in the nation’s basic productive capacity.”
This disinvestment diverted capital from productive basic industries
into speculative ventures, mergers and acquisitions, and facilities
overseas.” This movement of capital is illustrated vividly by U.S. Steel’s
acquisition of Marathon Qil for $6 billion and by the exporting of capital
by multinational conglomerates to locations outside the United States.

Deindustrialization closed mar, workplaces, phased down and
“milked” others, relocated work, caused massive layoifs, forced early
retirement for meny workers, forced transfers of others, created a
climate in which employees gave back tc their employers wages and
benefits and made other contract concessions, sabotaged the economic
and social health of communities, and led to a deterioration of the
physical and mental health of many Americans This process also
strained such programs as unemployment compensation, public as-
sistance and other social services, and caused a loss of tax revenues and
subsequent layoffs of public sector workers.

The economic and social devastation created by deindustrialization
triggered a national debate over the best strategy to pursue in order to
reindustrialize the United States. Reindustnalization can be defined as
the recreation of the conditions necessary to reattract capital into
productive investment and thereby create economic growth. The
discussion of industrial policy 1s an important part of the
deindustrialization/reindustnalization debate. Industnal policy can be
seen as the process of designing a strategy or set of strategzes which
will recreate the conditions to attract capital investment, create jobs
and restore economic health.

Donald Kennedy t the faculty of the Depariment of Labor Studies at [he Pennsyloanta State
Urnmiversity




vt Donald Kennedy

The debate over industrial policy has been sharp and there 1s strong,
disagreement over which policies the nation should follow. The col-
lection of articles published here 1s a part of this debate. The debate
itself has raised several important questions. Why did de-
industrialization occur? Was it inevitable? How should government,
labor, consumers, and communities respond to the American decline?
Wkat role wiil high technology play in reindustrialization? Should
workers attempt to buy closed facilities and thereby save jobs? Snould
the concept of Enterprise Zones be pursued as a reindustrialization
strategy? Will the adversarial approach to labor relations be replaced
by new forms of cooperation at the workplace?

In the opening article of this collection Gerald Glyde examines the
nature of corporate planning and why it is responsible for de-
industrialization. He analyzes supply side economics which was
offered by some as the answer to industrial decline. He concludes that
the supply side approach is not the most efficient way for the nation to
reindustrialize. Instead Glyde sees some sort of national democratic
planning as the way for the United States to confront its most serious
domestic challenge since the Great Depression.

To understand how America was deindustrialized, Charles Craypo
analyzed plant closings and phase downs in South Bend, Indiana.
Craypo’s research demonstrates that cities lose their factories and
workers because of the needs and decisions of large corporations. In
most cases companies do not ask for concessions or contract changes
and when such changes are granted they don’t save jobs or work-
places. In fact, he finds that there is little if anything labor can do to
prevent the deindustrialization of manufacturing industries 1n the
United States. His article seems to suggest that workers will have to
explore new strategies and forms of workplace control to create jobs
and save their communities.

If deindustrialization 1s an inewvitable fact of ife, what weapons are
available to workers to resist its harmful effects” Sharon Simon’s
analysis of the law of collective bargaining concludes that, at best, the
law 15 a himited weapon 1n this struggle. Lawsuits may result in
severance pay awares but only in the rare case would an employer be
required to reopen a clcsed bus.ness. In the area of the relocation of
bargaining unit work during a contract, she advises unions to nego-
tiate strong contract language and to use the grievance procedure *o
protect the incomes and living standards of organized workers.

Arihur Hochner, is more optimustic about the strategy of wotker
ownership of industry as a partial response to deindustrialization. In
his article Hochner lays out a blueprint for workers to follow when
considering whether or not to open worker owned and operated
businesses. Hochner concludes that employee takeover of industry is
one strategy which can, in some instances, save jobs and become part
of a larger plan of reindustriahization.

Q 8
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In the debate abeut reindustrialization some researchers and public
officials have offered the concept of Enterprise Zones as the center-
piece for an industnial policy. Bruce Nissen examines their proposals
carefully and concludes that this approach should not be pursued. He
argues that suth zones would ve regional sweatshops in which
workers would be forced to accept low-paying, unsafe, unskilled jobs
from an employer which has shifted many of the production costs to
the commurity and will, in fact, soen abandon the Enterprise Zone
and move on. Nissen also surveys many of the proposals for re-
industrialization which have been « ““:1ed as alternatives to the Enter-
prise Zcne approach.

Is high technology the answer to problems created by de-
industrialization as many claim? Carol Haddad examines the promises
made by many proponents of high-tech She concludes that the high
technology industries will not offer employment for all those Ameri-
cans who have been displaced by the ¢ “industrialization of basic
industry in the U.S. Haddad also surveys strategies which workers,
who find employment in the reindustrialized workplace, can pursue to
protect their jobs, wages and quality of worklife in a high-tech
environment.

Will labor and management create new forms of workplace cooper-
ation as one step in the reindustrialization process? Will workplace
cooperation be the foundation for a new era in labor relations in which
cooperative workplace management will replace the traditional “ad-
versarialism?” Robert Cole examines how unions can respond to
expenments 1n workplace democracy. He argues that even though
there is a faddish quality to much of the discussion surrounding
employee involvement at the workplace, labor should take the
phenemenon seriously. He argres that unions <hou' exglore the
possibility of workplace coopzration and offers guidelines for labor to
follow 1n 1ts discussicn with management about quahty of workhfe
experiments.

In ordei to help umionists better understand the quahty of workhfe
movement, Willlam Parsons surveys the relevant hterature, tilms, and
support groups which are available for workers. Parsons also 1dentifies
some of the historical and historiographical developments in the field
of workplace cooperation which will help workers become more 1n-
formed and better able to evaluate management employee 1n-
volvement proposal:

The authors 1n this collection suggest that a rational plan of re-
industrialization 1s necessary 1If workers and communities are to avoid
the harmful effects of corporate change. There is much that can be
done in the area of public policy to minimize the socal and economic
disruptions and dislocations which are caused by corporate change.

o 9
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vt Donaid Keitnedy

The authors suggest that labor and other groups should play a promi-
nent role in exploring strateg es of remdustnalization which will pro-
tect coramunities and workers from economic disastor.

End Notes

' Barry Bluestone and Bennett Harrison, The Demdustraiization of America Plant Clos-
gs, Commuonty Abandonment, amd the Dicmantliong of Buste Industry (New York Basie
Books, 1982), pp 6-7

2 Id
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Managing Economic Change:
Labor’s Role

Gerald P. Glyde

Introduction

Labor’s agenda does not untold in a vacuum. External economic
events, internal politics of unions, the behavior and financial condition
of employers in their immediate industnes, other unions’ con‘ract
outcomes and negotiation experiences all shape this agenda. The
economic environment dictates concerns for labor which include job
security, unemployment, plant closures, concessions or givebacks,
foreign competition, the “new”” technology, union-busting, quality-ot-
worklife schemes, corporate restructuring, and the vivid memory of
the recent inflation which reduced wages ir: real terms.

These diverse issues are all linked to the fact that our economy is
presently in the midst of an industrial and economic shakeout. The
term shakeout is not used hghtly. It implies wrenching change, often
resulting in a falling-out even among groups which previously may
have had relatively stable relationships that permitted moderate
changes to occur.' With the jolting change that takes place in a shake-
out, some parties come out ahecad while others lose; but few of the
economy’s participants proceed unaffected by the sweeping events.

In any major reordering, those players with economic and political
muscle will “manage” the change, and will try to impose losses on the
weaker players. A key question, then, is: who will manage our long-
term economic change — including decisions to implement change,
and decisions or. adjustment to change once the implementation
decisions are made? Much of this paper is devoted to this basic
question and to labor’s role in managing economic change.

The current economic shakeout has b .1 short-term and long-term
origins. The short-term dimension is associated with the devastating

Gerald P Glyde 1s an Assoctate Professor it the Department of Labor Studies, e Pennsylvama
State Umverstty
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2 Gerald P Glyde

recession that the country experienced in the early 1980s, when indus-
tial capacity utihzation fell to below seventy percent and, in industries
like steel, capaacity utilization fell to below forty percent. This “admin-
istered”” recession, designed by government to combat inflation, cre-
ated severe unemployment and produced jolting effects which will not
recede quickly.

The “administered” recession appeared with the world in the midst
of a technological and corporate reshuffling, and an economy be-
comirg increasingly more international. Effective management of
these major structural or long-term changes holds the key to any
reindustrialization effort and sustained emergence from the shakeout.

At present, the long-term changes combine with shoit-term factors
to produce negative effects that are multiplicative rather than additive.
For example, the destructive efiects of American firms moving parts of
their business overseas in the long-term are compounded by short-
term recession policy and vice versa. Together these changes produce
more depressing effects — a shakeout — than the sum of their single
effects.

Workers and their unions are often victims in any major shakeout
since they d. not control the basic levers of change. Rather, they are
usually placed in the unenviable position of reacting to change. More-
over, in a period of basic structural change, unions are put in the
situation where they are effectively “pushing on a string” as the scope
of barganing (the range of issues that unions can bargain over) 1s too
narrow to provide adequate protection from jolting and un=nticipated
change.

What follows provides, first, evidence that there 1s a shakeout
underway in the economy and some important implications of these
changes for labor are noted. Second, the current inadequacies of
overall economic management are explored. Finally, with this back-
ground, we consider some broad policy options for emergence from
our economic dilemma and the implications of those options for labor.
Itshould be noted that the focus throughout is on long-term problems
and long-term policy options.

Evidence of Wrenching Change

In 1978, United States Steel had total revenues of about 11 billion
dollars; 78 percent of this revenue dc "ved from its steel-making or
febricating operations. In 1982, revcnues rose to about 19 billion
dollars, but only 28 percent came from steel-making. During this four
year peniod U.S. Steel’s oil and gas revenues went from zero to 51
percent of the company’s revenue.? In 1979, preparatory to this major
change in direction the company announced the permanent closure of
14 steel mills in eight states with a loss of 13,000 jobs.’

The actions of U.S. Steel are not unique. Armco diversified to the
extent that it dropped the word ’steel” from its title. Bethlehem Steel at
the end of 1982 announcud closure of its Lackawanna, New York plant

ERIC i2
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Managmyg Change 3

witlhi a loss of 7,300 jobs. National Steel has diversified into aluminum,
and instead of being the nation’s fourth largest steel maker, it is the
fourth largest savings and loan company.

Outside of steel, the automobile industry recently closed over two
dozen plants; the same number of tire plants were closd between 1975
anid 1981. Closures such as these, and a seemingly endlss< hist of
others, are well documented by Barry biuestone and Bennett Harvison
in their book The Deindustrialization of America*. In this bock empirical
evidence is provided that indicates extensive corporate flight of basic
industry from the Unite.l States into other countries. For example,
General Electric in the 1970s grew world-wide by 5000 employees, but
in a domestically disruptive way. It created 30,000 foreign jobs but
destroyed 25,000 jobs in the United States.

Surprisingly, it 15 not just the stereotyped old bril, iactory that
closes its doors. A recent study of “For* ... ~00’ company plant
closures, found that one-third of the closu e< were of plants not over
six years old. The median age of plant: closed was 15 years." These
rapid moves are evidence of destabilizing change; many of the attend-
ant costs are borne by those who have no role in the management of
change.

The recent spate of corporate mergers 1s further evidence of major
and profound underlying change in our economy that nas a significant
impact on labor. Examples . such mergersinclude: ITT’s acquisition of
Avis and Sheraton Hotels, NBC’s purchase of Hertz, ARCO’s ac-
quisition of the London Observer, Standard Oil’s acquisition of Ken-
necott Copper, LTV’s acquisition of Jones and Laughlin Steel and
subsequent merger with Lykes, and Mobile’s acquisition of Mont-
gomery Ward * In 1979, U.S. corporations spent more money on
acquisitions and mergers (40 billion dollars) than they did on research
and development.’

In 1982 there were signs that corporate acquisitions across industries
were being replaced by divestitures, although this might have been a
temporary trend related to the recession. Thirteen percent of 875 major
divestitures were larger than 100 million dollars in that year. One
example is Beatrice Foods, a 10 billion dollar a year conglomerate
which plans to sell 50 of it> companies.* What 1s clear about both
mergers and divestitures, is that they are disruptive and are con-
founding to labor since collective bargaining structure tends to follow
industrial structure. Mergers of firms across industries and multi-
national growth causes disarray in bargaining structures. On the other
hand, a reversal ot the merg - trend would also provide a shock to
unions who are respc ding to cunglomeration by merging them-
selves.”

Additional evidence of an economic shakeout is the rapid interna-
tionalization of the U.S. economy. In 1970 direct investment (invest-
ments *n lard, ' uldings and equipment) in .he U.S. by foreigners was
13 bill.on dollars. By 1981 it had risen to 90 billion dollars. U.S. direct

ERIC 3
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4 Gerald P. Glyde

investment in other countries was 76 billion dollars 1n 1970 and reached
227 billion dollars by 1981. Exports from the U.S. 10 other countries
rose from 71 billion dollars in 1973 to 236 billion 1n 1981; imports to the
U.S. from other countries went fron. 71 billicn dollars to 264 billion
dollars in 1981."

Specific examples of foreign direct investment in the U.S. involving
many well-known companies include the following: Savin, 1n the
oftice equipment field, is 57 percent Canadian, Great West Life is 96
percent Canadian, ABDick is 100 percent British, Howard Johnson 1s
100 percent British, Moore Business Forms 1s 100 percent Canadian,
Lever Brothers is 100 percent Dutch, Miles Laboratories is 100 percent
German, Euclid is 100 percent German, Timex 1s 100 percenc Norwe-
gian, Nestle’s is 100 percent Swiss, American Motors 1s 46 percent
French, and Mack Truck is 20 percent French."

In the other cirection, the 100 largest U.S multinationals are depen-
dent on their foreign direct investment. ].P. Morgan has assets of 59
billion dollars; 56 perceat of these assets are outside or the U.S Xerox
has assets of 7.7 billion dollars, 46 percent are outside of the U.S.
Johnson & johnson has 41 percent of its assets held outside of the U.S.
Thirty-eight percent of H.J. Heinz assets are outside of the U.S. Other
companies with over 30 percent of their assets held outside ot the U.S.
include: Colgate-Palmolive, Scott Paper, G.llette, Firestone, Texas
Instruments, Quaker Oats, Kellogg, NCR, Goodyear, Union Carbide,
Minnesota Mining and Mfg., Sperry, and Burroughs."

This interna’ionalization has destabilized domestic markets that had
become accustomed to a more closed and predictable sales environ-
ment. Industries developed pricing practices that made marke* shares
and sales more predictable. In addition, coll~ctive bargain‘.ig gained
some stability from this domestic market tranquility ar. balance The
upsetting of this equilibrium wvia rapid internationalization of markets
in the 1970s thus rendered collective bargaining more unstable as well

Inflation

The uncertainty of price changes and periods of rapia inflation in the
1970s and early 1980s also contributed greatly to the econom:< shuke-
out. The consumer price index rose from 100 1n 1967 to 289 1n 1982, a
139 percent increase in average consumer prces."” For low mcome
persons the index 1s much higher since they spend proportionately
more of their budget on items that had the highest rates of increase —
medical care, food, energy and housing. The energy price index went
from 1001n 1967 to 416 1n 1982, a whoppi.ag 316 percent nise and clearly
destabilized large segments of the economy."

In thisinflationary environment many unions negotiated seemingly
adequate money wage gains only to have members disappointed by
wages in real terms (adjusted for inflation) that were actually de-
clining, especially when tax an: social secvrity deductions were taken
into account. In 1974 compe _‘ion per hour for all workers in the

14
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nonfarm sector rose by 9.4 peicent while 1n inflation adjusted terms
compensation actually fell by 1.4 percent. In 1979 compensation rose
by 9.3 percent; in inflation adjusted terms it fell by 1.7 percent. In 1980
inflation adjusted compensation per hour fell by 2.9 percent, and 1n
1981 it fell by .7 percent.” At a 10 percent rate of inflation, pay 1n real
terms is cut in half in about seven years.

Inflation, fueled by energy cost increases, encouraged firms to push
forward their plant closure plans. That is, if a firm contemplated
closing a string of plants over a 15 year period, unexpected increases in
costs, especially energy costs for energy intensive firms, may push
those closures far ahead. The effects on workers and communities are
disasterous, especially when the closures are regionally concentraced
as well as concentrated in time due to the combined effects of inflation
and “administered”’ recession. Massive closures are effective dis-
ciplinary measures to use against workers — all part of the symptoms
of a shakeout period.

Unemployment

Even though inflation is destabilizing to workers and their unions,
unemployment is more devastating. In the decade between 1973 and
1983 two major “administered’’ recessions drove unemployment to 9.2
percent in May, 1975 and to 10.8 percent in December of 1982." In a
recession jobs are lost, incomes decline, on-the-job training is dis-
rupted and the underutilized capacity ensures that productivity
growth will not be high. The 1982-83 recession was particularly devas-
tating since it was laid on top of other long-term factors that have been
discussed above — the formula for bringing on a shakeout.

Employers appear to be reluctant to bring back laid off workers when
business picks up. Instead, more of them raise production by im-
proving labor-saving technology. Although there are positive aspects
to capital innovation, it clearly adds to the “shakeout” phenomenon of
a recession by leavirg a residual of workers and communities “high
and dry” in any subsequent expansion. This form of unemployment is
known as structural unemployment and it appears to be a growing
problem. From 1965 to 1969, the unemployment rate averaged 3.8
percent; from 1970 to 1974, 5.4 perce ~i; from 1975 to 1979, 7.0 percent.
The first four years of the 1980s produced an unemployment rate
average over 8.0 percent.

In a recent meeting of the U.S. Business Council — an association of
executives of major U.S. corporations — the prevailing view was that
few of those workers laid off during the 1982-83 recession would be
rehired. For example, Union Pacific Corporation a giant transporta-
tion company, had 6,000 of 44,000 employees on layoff. The com-
pany’s president indicated that, compared to 20 years ago, 40 percent
more freight could be handled with one-half as many employees. In
any subsequent upswing, few of the 6,000 workers would be returning
to their jobs in his estimation. The president of DuPont noted that of
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6 Gerald P. Clyde

the company’s 174,000 world-wide workforce, seven percent were on
layoff. Even 1n a robust economy, he felt few of the unemployed would
be rehired due to automation.”

New Technology

Another major contnbutor to the economic shakeout 15 the rapid
movement toward use of the microprocessor at the workplace. The
silicon chip, which is a minature system of integrated circuits, has
provided for technical cnange based on advanced and enlarged com-
puting power. A silicon chip 1s one square centimeter in size and can
perform millions of multiplications per second anc store vast quan-
tities of information. So-called “super chips” will expand this com-
puting and industrial machine control (and worker control) capacity
greatly in the next decade. Calculations which cost 80 cents to perform
in 1950, now cost less than a cent; and auto manufacturers can operate
robots at about six dollars per hour which 1s less than one-half the rate
for human labor."

The impact of microprocessors 1s felt in both manufacturing and in
services and has revolutionized the storage and processing of infor-
mation. Its introcuction has the potential for good and bad as has past
technology — but this new technology promises to be more sweeping
than some other invention-innovation. When agriculture mechanized,
workers went to manufacturing; when manufacturing automated,
workers wen' tc services. With a new technological shock to manu-
facturing and services simultaneously, and an increase in foreign
competition, coupled with a recession, the effects on employment and
unemployment may be large. Some knowledgeable people, such as
Wassily Leontief, a Nobel laureate economist, consider current tech-
nologies based on the chip and integrated circuits to be close behind
the wheel and equai to the steam engine in achievement. For labor he
makes a pointed observat’on: “What will happen will be quite analo-
gous to what happened to horses after we got the tractor. I hope the
solution will be different.””"

Technology represents a major change that creates structural unem-
ployment and uncertainty. When this effect is combmed with a job
destroying recession, the shakeout effects can indeed be wrenching.
And if labor has little input or control of this process, it plays a minor
role in the management of change. Whether technology works for or
against labor in the long-term will depend on labor’s ability to partici-
pate fully in its management.

Labor «nd Economic Change

There are dlearly a number of important related events that are
creating change — an eratic inflation, energy price increases, two
major unemployment-causing recessions, extensive plant closures. a
wave of corporate mergers and acquisitions, an opening up of world
trade and ccmpetition, world-wide corporate direct investment ac-
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tivities, and a new technological breakthrough in computing and
machine control. These events create major readjust.nents in old and
established relationships. In this shakeout environment, each eco-
nomic actor attempts to protect its own position, often at the expense
of otherc The “others” may often be workers.

To what extent will labor partiapate in these decisions which render
important change? That is, will labor, through collective bargaining,
and political action be able to promote an orderly adjustment process
in response to necessary change so that its interests are taken mnto
account? To what extent will labor be left behind as these decisions are
made solely by business and by government-business consensus?
These are basic policy questions that labor needs to address. Thus is
especially true given the inadequacies of cvr carrent and past perfor-
mance .n managing change.

Inadequate Management of Economic Change

We have always had change in our economy, and implicat if not
explicit ways to deal with 1t. But the established methods of mancge-
ment are inadequate to handle the sweeping change associated with
the current economic shakeout. In fact, the methods of managing
economic change have always been inadequate for those who need
protection from wrenching change — the difference now is that the
changes are more widespread and are felt by more people and com-
munities than in the recent past.

Our failure to manage change has six dimensions First, we have
tailed to come up with an alternative short-term strategy to the con-
tradictory policy of moderating inflation by causing recession and
unemployment. Reaganomics, as practiced in 1981 and 1982, provides
an excellent example of this contradiction. Second, we have failed to
engage in effective long-range planning. By planning we do not mean
nigid top-down planning; rather, planning that i participative and
encourages harmonious change. Planning implies looking openiy at
available options and the impact of decisions on all grou ps affected by
that decision and their response. Third, related to inadequate plan-
ning, we have failed to take proper account of the social costs of
industrialization in the period of rapid growth following World War
Two. This neglect has resulted in inadequate preparation for our
economic shakeout.

Fourth, firms (management) have not performed weli in adjusting to
and managing long-term change; they appear to have focused heavily
on the short-term. Fifth, a rather narrow scope of bargaining for labor
has left it with insufficient power to participate n the management of
change. Decisions which were at one time seemingly remote manage-
ment prerogatives — investment, plant closing, technical change, etc.
— are now seen as having direct and immediate impacts at the work-
place for labor. Sixth, given little protection or economy-wide plan-
ning, groups who perceive their position tobe eroding, or expect major
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8 Gerald P Glyde

change to take place, have taken on a zero sum mentalty.

Short-Term Planming by Government

The short-term solution for inflation in our economy has been for the
government to bring on a recession. To put it bluntly, we create
unemployment on purpose to take pressure off price increases. The
reasoning is based on the view that most inflation 1s caused by too
much spending power {in the hands of government, business, and
consuiners) relative to the productive capacity of our economy. Excess
of spending power over ability \o produce will force prices up. There-
fore, the reasoning goes, to reduce in flationary pressure (average price
increases), the government should reduce spending power. It does
this by raising interest rates and cutting back on its own expenditures.
The result is predictable; u. >mployment goes up.

The major “administered” recession of 1974-75 attacked inflation
and produced an unemployment rate of 9.2 percent. Ronald Reagan
managed the most recent inflation by *  sducing our worst post-World
War Two recession, with a peak unenployment rate of 1.8 percent.

This method of managing an economy in the short-term produces a
roller coaster effect that curbs our ability to grow in the long-term.
More importantly, the policy is obviously unfair in its distributional
effects and it does not really get at the major sources of inflation. The
unemployed obviously suffer the most, and unemplcyment is not
equally distributed. And, as structural factors such as energy and
corporate structure play a larger role in price and productivity changes,
recessionary policy becomes less cffective unless unemployment rises
even further. The unemployment and inflation record since the early
1970s is testimony that our current short-term economic planning
program for inflation and employment is bankrupt. Difficulty in find-
ing an alternative policy may be related to our willingness to consider
long-term planning.

Long-Term Planming by Government
Gupnar Myrdal, the Swedish economist, wrote of this country’s
intense interest in the short-term and its lack of long-term vision nearly
four decades ago in The American Dilemma and again two decades later
in Challenge to Afflnence * In the more recent book he suggests that we
can’t be progressive unless we take a better look at the “bigger picture”
and the long-term implications of our policies. Although twenty years
old, the following quote by Myrdal 1s an apt statement of a current
need in our society:
“Only by wnting on the wall in definite and concrete figures the opportunities that
could be realized by a change i policies can Amenca be made to wake up tots old
ambitions and new necessities “*'
The argument over whether to engage in governmental economic
planning has ebbed and flowed over time in the United States and
Western Europe. When economic depressions hit there was always
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more interest in planning. Also, in time of emergency such as war, we
have engaged in more planning without getting into ideological con-
flict over the concept.? Itis not surprising that in the state of economic
malaise in the early 1980s, the concept of economic planning is once
again more open to discussion.

Itis really a moot question as to whether to plan or not. Whenever a
major economic decision is made by government which affects the
future course of our country, “implicit’” and partial planning is already
occurring. But the alternative choices are not being aired along with
their implications, and the decision is not a participative one. A dollar
spent one way, by definition, means that it cannot be spent elsewhere.
”’Explicit” planning would consider openly the lost or foregone oppor-
tunities of that dollar and the impact (costs and benefits) of where the
dollar is spent — and encourage participation by the affected groups.

Our society does engage in some “explicit” planning but it is cor-
porate in nature rather than democratic planning. Corporate planning
is guided by the needs of firms; it is elitist, secretive, closed, and
partial, and the planners are not directly accountable to the public.”
Corporate planning has important impacts on other groups, but they
are not part of that planning process. For example, unions and their
members have an obvious stake in the corporation plan — especially
when a plan involves plant closures, capital mobility out of the coun-
try, or major technological change. However, worker participation in
these decisions is rare.

A rejection of governmental planning, or a more participative cor-
porate planning, does not mean that we are free from planning. As
John Kenneth Galbraith emphasized in The New Industrial State, we are
very much sukject to the planning whims of large corporations.* They
spend too much money to allew things to evolve due to chance.
According to his view, carefully orchestrated advertising and planning
have often ensured a market for a new product. Although these
campaigns may sometimes fail, and are now confronted in some cases
with more foreign competition, huge corporate product plans clearly
direct a large part of our lives. The choice of having competitive
markets does not exist and has not existed for some time in many
sectors.

The main purpose of these remarks is to point out that we have done
little in the way of public economic planning, or participative corporate
planning Given our more complex economy, and current problems,
we may have to consider moving at least in the direction of more
“explicit” planning than in the past Planning is no panacea, but at
present we do less of it than any of our competitors who out perform
us. Ata minimum we should engage in explorative social and econom-
ic surgery on the merits and demerits of more “explicit” planning
without letting the ideologies decide the 1ssue. Planning 1s consistent
with any political philosophy.

19
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Social Costs of Growth and Change

As a consequence of our unwillingness to engage in more "‘expliait”’
planring, and because of the narrow scope of collective bargaining;, we
have failed to adequately take account of the social costs of production
or the social costs of industrial change. Specific examples of social costs
are production costs such as pollution and health hazards created at
the workplace. These costs are largely borne by workers and society;
the firm does not pay for the social costs unless there is some form of
regulation. In general, social costs are costs imposed on others by firms
as a consequence of their irdustrial behavior.

Private costs, such as wag? and fringe benefits, are costs that firms
pay for as a direct consequence of their production. Since the firm
obviously pays for these costs, 1t is in its interest {0 keep them low, orat
least to compare labor costs with alternative technolozical possibilities.
In this sense there is a natural tendency for firms to implement
technical changes at "he workplace to lower private costs because 1t is
the firm which directly benefits from a new technology. But the same
incentive to reduce social costs does not exist.

If workers breathe toxic air at the workplace, but the harmful effects
are delayed and show up later in retirement or after the worker has
moved to another job; it will be the worker, his family, and society who
pay for these less obvious costs of production. Since the firm does not
pay for these hidden or social costs, the price of the product involved
does not adequately reflect the true costs of production. In effect the
worer, his family, and society are thus subsidizing the production of
the product and, therefore, also subsidizing the firm and the con-
sumers of that product.

As our economy has matured, there are cor Jerable social costs
associated with the industriahzation process — pollution; health haz-
ards such as chemicals, heat, and noise; plant closures, where com-
munities and workers are left to pick up a substantial part of the cost of
closing; job stress; mental health; and alcoholism. To the extent that
these problems are related to the production process, or to changes in
the production process, there will not be the same incentive for firms to
reduce them as is the case for private costs of production. The bias
towards reducing private costs and ignoring sccial costs is a natural
flaw in the market mechanism and it can cause important technologjcal
twists to occur such that the most efficient technology 1s not employed.
This is not to say that firms never consider safety but the incentive for
firms to reduce social costs 1s not strong relative to their desire to
reduce private cos:s.

The concept of social costs1s a very important one. These costs occur
in a wide range of economic activities and particularly when economic
change occurs. Inadequate management of these social costs is part of
the overall inadequacy of the management of economic change. Our
historical failure to devise ways to identify and properly haridle social
costs of industrialization has left us particularly vulnerable to the
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damage caused by an economic shakeout Any plan for reindustriah-
zation should recognize the social cost problem. It was perhaps possi-
ble to cover-over this problem mn a period of generally strong economic
growth, but the shakeout has imposed large social costs on many more
groups than previously. More general unemployment and community
disruption associated with this shakeout clearly demands better man-
agernent and recognition of these social costs

Corporate Management of Change

After World Warll, U.S. firms dominated world markets as potential
competitors had been ravaged by war. The U.S. had a growing domes-
tic market and we provided almost 20 percent of world exports in 1951;
imports made up only thcee percent of our GNP. There was, then, an
era of relative comfort for U.S. industry. Companies set up admin-
istered pricing arrangements where one dominant firm would be the
price leader, and others would follow; occasionally another firm might
try to become the price leader, but that was the extent of the price
competition. What competition there was came through advertising
and product differentiation. More often the product differences were
imaginary rather than real. One impoertant aspect of this corporate
behavior was that firms were not used to change and their behavior
was not conducive to innovation — the incentive was no* there While
other countries’ steel and auto industries were making a “comeback”
and technological strides in the 1960s, our industries were “laying
back” and did not want to be confronted with change; they seemed
content $o split the growing domestic market.

But as global competitionincreased, U.S. producers were faced with
inevitable foreign comgpetition — in steel, autos, rubber, and electron-
ics. The management response to inevitable change was inadequate.
Via strong lobbying, firms tried to keep all sorts of imports out of the
country. If American firms took the grace penod and revitalized their
domestic plants, industry specific protection might be worthwhile. But
the response to protection, tax incentives, loan guarantees, and other
federal largesse, was for firms to practice “’paper entrepreneurship” or
“’portfolio management” or “merger mania.” That s, their response to
new competition was to worry about short-term gains and thus put
their assets where the greatest short-term return was They acted more
like banks, buying and selling securities for shcrt-run dividends.

These myopic corporate decisions have contributed to Amenca’s
long-term productvity growth problem. For example, manufacturing
productivity rose at a rate of 2.5 percent per year in the U.S. from 1960
to 1979. During the same period, the annual rate of productivity
growth averaged 8.3 percent in Japan, 5.5 percent in Sweden, 5.4
percent in West Germany, 5.6 percent in France, and 6 1 percent in
Italy. During this same period, hourly compensation in the U.S. rose
more slowly than inany of these countries. Foreign countries achieved
this productivity edge despite the fact that they are more dependent on
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oil imports than the U.S. and they are generally more heavily regu-
lated.

The focus on short-run profit by American managers reflects a
structural problem of business. During the “bigger is vetter” era
corporations became multiplant, multifirm and multinational. The
way to check profitability in multipie business corporations that were
decentralized was tc check profits or rates of return by plant or firm 1n
the short-run.* Low return subsidiaries were dropped and a search
made for higher yield properties regardless of industry lines or exper-
tise of management i1 different areas.

In this process large firms with multiple plants in multiple domestic
and foreign locations, and conglomerates, with multiples of these
firms played the “portfolio” game of selling, buying, and closing
plants. These actions were taken instead of modernizing facilities and
planning to confront international competition in a changing
marketplace.

Scope of Collective Bargaming

The scope of bargaining refers to the range of issues that unions can
expect to negotiate. At present, firms do not have to bargain over the
decision to close a workplace, although they are required to negotiate
over the consequences of a closure. Firms dc not have to bargain over
investment decisions (plant locations are part of investment); they do
not have to bargain over mergers and acquisitions; they can build
plants and replace old equipment without decision-making input from
workers.

It was perhaps not so important that labor participate directly in the
management of change during the two decades aft>r World War Two.
The domestic economy grew rapidly. Foreign competition was less
threatening. There were more technological limits to tapping lower
labor costs around the world by U.S. multinationals — and there were
less multinationals as well. In this environment . morelimited scope of
bargaining was understandable.

owever, improved technology in transportation and communica-
tions, along with the appropriate multinational and conglomerate
structure has lowered the relative costs of moving tacilities, managers,
and information — this is part of the microprocessor revolution.
Combine this lower cost of mobility to move with a world-wide
workforce that currently expands by about 30 million workers per year
and the prediction of “change” is a safe one. Technology has had this
effect before within our country; 1t has shifted to a world stage now.

If w look ahead and agree that technology will continue to lower
mobility of capital costs, then an important result follows. Firms will be
able to (and if world markets are highly competitive, they may be
forced to) move their facilities or production in response to smaller and
smalier cost differentials both among and within countries. When this
technological possibility is combined with a short-term “por:folio”
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management mentalty, the outcome has serious consequences Some
of these effects are already evident in the form of the shakeout de-
scnibed earlier — for example, plants closing after only six vears of
existence.

This tendency for increased competition tends to put worker against
worker within a country as well as among countries. Destructive
aspects of wage competition have always been a problem for labor, the
internationalization of this process raises the stakes The ability of
firms to make decisions in an international context rather than a
national context increases the power of the corporation over its home
country, 1ts regions, as well as over labor

Both government and labor are more likely to be held hostage to the
demands for concessions when firms are more “footloose.” State and
local governments already compete vigorously for favorable locational
deassions by firms — tax breaks, industrial parks, finding a ""union-
free” environment, etc. With the locational competition stakes rising,
due to expanded competition, and the costs of capital mobihty failing,
the pressure on labor costs increases and the possibility of plant
closures rises.

Another negative aspect of mobility of firms 1s the tendency for over
capitalization — that 1s, for regions or countries to be subject to the
boom and bust cycle of global competiton. If the costs of moving are
reduced, for technological reasons, then leader firms will move toward
these lesser cost (and low regulatory) countries These areas will be
subject to boom conditions and wages will rise, and so will profits for
the initial firms, but if other firms follow, they will tend to dnive wages
higher and profits lower. Soon there will be too many firms and those
engaged in the race will pull up stakes and look for the next low cost,
low regulation arer.a. The loser region will now be in the bust phase of
the boom-bust cycle.

Given that there is hittle public control of domestic or international
economic change, and given that firms have not done a good job 1n
adjusting to major economic change, and are able to impose sub-
stantial social costs on workers, there 1s an argument for expanding the
scope of collective bargaining. The results of this expansion would be
to raise the cost of economic change for firms such that they would
consider the effects of their decisions on workers more carefully. For
example, firms might still close, but the costs for community and
worker disruption would be borne more fully by the firm making the
move. Expansion of the scope of bargaining would tend to push these
costs back into the cost calculations (private costs of the firmj The firm
can still act on its own but will more fully pay for its actions

Zero Sum Mentality (In Positroe Sum World)

Under the conditions described above, 1t is no wonder that labor and
other groups see themselves in a zero sum game A zero sum game
refers to a situation where one party feels that the sacrifice that it makes
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is simply offset by gains to the other side. Making accommodations is
not perceived to increase the total economic pie; concessions mean
"’you lose X amount and someone else gains Xamount.” You are worse
off, and you and your opponent together are no better off, eventhough
your opponent benefits from your loss. A perception of a zero sum
game would lead toward actions that prevent change. This is rational if
you can’t see any benefit, now or in the future, for a current sacrifice.”

In the context of our earlier discussion, which indicated a haphazard
approach to managing change, this zero sum mentality is relevant,
especially in the collective bargaining arena. If unions view manage-
ment as unwilling to expand topics for bargaining and as unwilling to
provide information to negotiators in times of rapid and major change;
if labor views management as aggressive; if government does not
appear willing to help ease change, but instead appears to be making
labor’s job more difficult; and if labor history graphically suggests an
adversarial and combative atmosphere, it is no wonder that labor tends
to perceive the world in a zero sum light.

We need to develop ways to recognize change with positive sum
possibilities, and develop ways to manage change so that everyone
involved can benefit. To do this will require that we address: the
planning question; the notion of social costs of growth and change; the
adequacy of corporate decision-making and how decision-making
varies according to the competitiveness of industry; and the scope of
collective bargaining. Working toward solutions to these issues will
permit intelligent progress and reduce the zero sum mentality.

Policy Directions for Managing Change

We have focused mainly on the problems because a better under-
standing of them erables rezders to judge for themselves the merits
and demerits of particular solutions that are offered. Moreover, ad-
dressing problems suggests at the same time areas that policy must
deal with. It is not the purpose of this section to evaluate numerous
specific and varied proposals held up as answers to our dilemma.
Rather the purpose is to identify alternative long-term policy directions
or broad choices that are available to us to solve our problems, and to
consider their implications.

There are basically two broad policy options to choose from. First,
we can follow a more “free and unencumbered market” philosophy,
which is a major part of the supply side-free market school. This
approach implies a reduced role for government, the “freeing-up” of
private enterprise and markets, which translates into a policy of more
open competition and all that entails for workers and unions.

Second, we can follow a structuralist policy which moves us toward
a more conscious and admuitted recognition of interdependencies and
market imperfections in our economy and the world economy. This
view calls for a more active role for government, more selective regu-
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viewed as monopolies and antimarket institutions. The monopoly
view of unions holds that unions raise wages above competitive levels
and therefore there are less jobs in union workplaces than otherwise,
because firms put more labor saving technology in those job sites in
response to the higher wages. Unions, according to this view, institute
work rules and thus reduce productivity. Their actions produce costly
strikes, which reduce output. They increase wage differentials by
raising wages of their more skilled workers. They discriminate in the
rationing of scarce job slots. Their monopoly position encourages
corrupt and undemocratic pracrices.™ From this list of allegations it is
rot difficult to foresee what supply side-free market advocates would
have in store for unions if their long-term policy preferences were to be
followed.

The absence of strong market competition, caused by increased
government usage of private resources and regulation, explains in
large measure why our economy has performed so poorly — according
to the supply side-free market view. This is why plants have closed,
joblessness has risen and why our country falls behind the foreign
competition. Of course there are variations on this theme and different
emphases. But what is important is that the undenying explanations
are all close to the above scenario in terms of gene.al direction.

As we consider supply side-free market policies, keep in mind that
as the word supply implies, its proponents are attempting to i.icrease
supply — supply of output by firms, supply of work effort by employ-
ees, supply of savings, supply of investment. They hope to do this by
reducing *axes anc the government "take”” of private resources. This
reorientation is the cornerstone of their policy direction.

Since government is a major culprit according to the supply side-free
market view, the long-term solution is for it to shrink — use propor-
tionately less of our total resources. Tax cuts and government spend-
ing cuts are thus in order. But, whereas demand side tax cuts like the
Kennedy-Johnson tax cuts of 1964 were meant to stimulate consump-
tion (demand), the supply side tax cuts were aimed at increasing
savings and investment. Therefore, the cuts give more to higher
income than lower income people, because in theory low income
people would spend their cu‘s, whereas high income people would
save muck: of their cut and it could go into investment.

Cutting taxes for high income earners was the objective of Reagan-
omics but politically it was hard to sell this “trickle down” approach —
give the money to those who already have plenty and they will save
(invest) it. More funds will be available for expansion (investment) and
the less well off will be hired in the jobs resulting from the expansion.

Consequently, the supply side tax cuts of the early 1980s were
packaged somewhat differently — everyone would get a cut in taxes.
But the real objective was to substantially lower the rates for those in
the top bracket. As David Stockman, Director of the Office of Man-
agement and Budget, told the Atlantic Monthly:
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"“The hard partof the supply-side tax cutis dropping the top rate trom 70 to 50 percent
-—the rest of it 1s a secondary matter The onginal argument was that the top bracket
was too high, and that's having he most devastating effect on the economy Then,
thc general argument was that, in order, to make this palatable as a pohtical matter,
you had to bring down all the bracket But, Imean, Kemp-Roth was alwaysa Trojan
horse to bring down the top rate ”

A major tax cut reduces government resources and, therefore, the
long-run policy of the supply side-free market approach i, w0 cut
government programs. The Congressional Budget Office estimates
that cuts decided on in 1"81-82 will lower government spending by 240
billion dollars during 1983-86. These cuts are in nondefense areas such
as: medicaid, medicare, food stamps, education, and job trai~*1g.

The in Jlications of the supply side-free market approach are clear.
The economic players — consumers, firms (some firms), workers, and
unions are going to have to fend more for themselves. There is likely to
be little planning of the “explicit” kind to which we referred earlier,
since this would represent interference with private decisions. What-
ever planning takes place will be “implicit” or closed planning.

Social costs "vill receive less attention, since the marketmechanism is
not well suited to handling them. This suggests that with respect to
is sues such as plant closures, it will be the market which decides when,
where, and how a firm closes. The argument s that firms must not be
prevented from moving their capital when they see fit. To interfere
with this process weuld be antimarket. Placing public policy in .he way
of these closures . . . secks to destroy one of the few remaining
vestiges of the free market . . .,” that right being the "right to close
shop.”™ Sinilarly, worker health and safety, affirmative action, and
pollution control involve social costs and, therefore, would be ex-
pected to receive much less emphasis.

In the supply side-free market model, the responsibility for the
management cf change would clearly go more towara firms. Its adher-
ents think this is well and good, since in their view, consumers
through their spending decisions reward firms that do well (are effici-
ent) and punish those who do poorly (are inefficient).

The supply side-free market advocates see the zero s. .« mentality,
mentioned earlier, as a problem. Their solution is to get us out of that
mold by force. The force will be markets. If people and institutions are
subject to markets and have no political or regulated protection, they
may have a zero sum mentality but they will have no power to prevent
change. Markets thrive on change and an enforceable zero sum posi-
tion is antimarket. A way out of the zero sum problem, therefore, is to
make changes in regulations, the law, or collective bargaining, so that
groups cannot resist change.

A major move in the direction of the supply side-free market philos-
ophy will mean, in effect, a narrowing of the scope of collective
bargaining. As changes occur, labor will have less say or participation
in those changes, or 1n the adjustment to those changes. This view
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follows from the fact that if the government encourages firms to act
more freely 1.om government restraints, then tirms will be encouraged
to break away from restraint> put on them by nongovernmental
institutions such as unions. Firms facing unions who are protecting
members’ interests by slowing change will be given implicit if not
explicit sanction by gcvernment to break through those restraints

In short, according to this view, firms and others will be “free to
choose” — the title of Friedman’s book mentioned earlier. Free to
move, free to locate overseas, free tc * ire who hey want, free to pay
the wage that they want, constrair ~d only by the dictates of the
market. Workers, likewice, are free » accept or reject a wage, free to
accept or reject arisky job. There are, of course, restrictions that supply
side-free market advocates would allow, but in terms of broad policy
direction their position and the implications stemming from that
position are clear. The management of change is to be left to the
market.

Anotherimplication of this model is that there exists a “natural” rate
of unemployment. If we do the things advocated above, the natural
rate will fall towards full employment automatically. The government
should not take an activic* role in this regard — just make the market
work better by reduc  ,overnment’s role.

The supply side-free i..arket approach would depend much more on
market competition to manage change, and greatly reduce the role of
government. Its policy for reindustrialization is one of “hands off” or
laissez-faire. The econumic system is seen as being “comp titive
enough,” given the reduction of government activity, taxes and r. 3u-
lation, to provide for our individual and collective future welfare. Tt is
philosophy is not new, but a move in this direction would represent ..
significant departure from the post-World War Two trend.

Structuralist Response and Alternative Policy

A common view, which links up sometimes divergent positions
under the structuralist heading, is that in many fundamental ways
markets do not manage change adequately. To put too much faith 1n
mythical free markets in essential parts of the economy is to ignore the
realities of a complex and interdependent economy. The structuralist
position is not necessarily antimarket — it is simply open to explore
ways to make our system perform more in the public interest through
an activist public policy or institutional guicance.

The structuralist position would move us in the opzusite direction
from the supply side-free market approach. We woui move toward a
more selective “hands-on” policy, and a more coope  .ve approach
through increased and broadly based participation in the manage nent
of change. Structuralist policy is explored further below, fir-*, by
providing some direct responses to the supply side-free market posi-
tion as outlined above and, second, by discussing additional policy
alternatives and their implications.
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Structuralist Response

In response to the supply side-free market view of government and
markets, the following points should be noted. First, the federal
government has not grown as much as some people think. Second,
compared to other countries, including our foreign competitors, we
are already a very “unregulated” and low tax country. Third, govern-
ment activity has not ""crowded-out” private investment to any mean-
ingful degree. Fourth, regulation and government activity are not
inh -ently bad or inefficient.

In 1960, paid civilian employment in the federal sector was 2.4
million; 20 years lawcr in 1980, it was 2.9 million.” This represents a 16
percent increase over the 20 years in which the labor force grew by a
whopping 48 f ercent from 72 million to 107 million.* The proportion of
federal employevs located in ‘Washington has remained at about 12
percent over this period.

Another indicator of long-term growth in the federal sector and in
regulation is the proportion of gross national product (GNP) that is
spent by the federal government. During the period 1960-1964 the
federal budget was 19 percent of GNP, 19.7 percent during 1966 to
1969, 20.1 percent from 1970 to 1974 and 21.9 percent from 1976 to
1981.* The relatively high recent growth in the federal budget as a
share of GNP is largely due to the back to back recessions, that resulted
in falling revenue and a need for recession — related government
expenditures.

Another measure often used to illustrate that our long-term eco-
nomic problem is over-regulated and “’big” government is the growing
federal deficit. This argument has been part of the supply side-free
market argument for some time. It is pointed out that our federal deficit
has grown three times from 1950 to 1981. This seems to be significant
unti! it is mentioned that during this periuu corporate debt rose about
13 times, consumerinstallment debtincreased 16 times, mortgage debt
rose 13 times and local governn+ent debt rose 14 times.”

Since the end of World War Two, oar federal deficit as a percent of
GNP has declined from 96.9 percent in 1950 to 58.3 percent in 1960 to
39.5 percent in 1970 to 35.6 percent in 1980.* It should also be pointed
out that government debt is different from consumer debt. If a family
borrows, it pays the debt to someone else — it is not paying the right
hand with the left. The federal debt (unless foreigners hold it and they
do not hold much) is owed to our collective domestic family. It also
matters what the federal debt is used for. If it creates jobs, roads,
bridges and future growth, when there is slack in the economy, then
we will all be better off and so will future generations who have to pay
it (receive it).

Compared to other developed countries, the U.S. does not tax ata
high rate; and this is an indication of regulation. In West Germany,
transfer payments amount to over 25 percent of GNP, whereas in the
U.S. they are about 10 percent. IntheU.S., government revenue raised
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in taxes, as a percent of GNP, is 28 percent. In other countries the
comparable figures are: U.K. (33%), West Germany (37%), Sweden
(44%), France (37%), Canada (34%), lapan (23%), and Norway (46%).
All of these countries have exceeded ours in manufacturing pro-
ductivity growth for about two decades.” And virtually all of themn
have more r2gulation of business activity, especially in labor matters.

Big government, according to the supply side-free market view is
supposed to “crowd-out” the private sector’s ability to invest. But real
corporateinvestment (as a percent of GNP) was 9.1t09.4 percent in the
early 1960s; inthe late 1960s 1t averaged between 10-11 percent, as itdid
between 1970 and 1979. In 1980, 1981, and 1982, corporate investment
exceeded 11 percent.* The investment is there, however, much of its
energy is going into mergers and acquisitions.

The comments above suggest an exaggerated claim that government
soaks up resources and styinies private economic activity. Govern-
ment activity certainly might be inefficient 1n many areas, but its
growth has not been responsible for our long-run economic problems
— except, of course, in as much as government recessionary short-
term policy creates unused capacity and, therefore, discourages
investment.

The supply side-free market approach argues, the less government,
the better, and, therefore, the more latitude that firms have, the better.
Thestructuralist approach does not have so much faith in tiie workings
of so-called free markets. The following quote coming, surpnsingiy.
from Felix Rohatyn, an influential banker-businessman captures part
of the problem:

“ . the price of our energy 1s not {reely set, nor s the price of our food, or the price

at which we borrow money Free markets are clearly desirable but we do not liven a

fr e market economy and never will ”*

This quote suggests a very important point. The choice before us,
according to supply side-free marketers is that we can have either “free
markets” or “something else.”” Setting up the choice this way begs the
question, for what we do have, and have had for the relevant past, is
the “something else.” The “free market” choice 1s really a myth; the
real debate should be over understanding the “’something else”” and
selecting the correct mix of institutional guidance versus markets
within the inevitable ’something else’ — to make it work for us, not
against us.

Given this reality, the structural approach welcomes an innovative,
efficient, expanded, and cooperative role for government in the man
agement of change. Institutiona' guidance is not viewed as being
negativeper se. In fact, 1t is needed so that the marketplace serves better
the public interest. But regulations are not “tne”” answer — although
effective ones are welcome. They will have to be complemented with
the creation of a more cocperative environment between business and
labor, an environment that government can help foster.

Q
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Public Policy Alternatives

Earlier in this paper we described in some detail how we currently
mismanage economic change. Structural policy directions to reduce
this mismanagement would include steps to: (1) generate full em-
ployment 1n the short-term and find alternatives to “administering”
recessions to beat down inflation (2) explore the benefits of “explicit”
and participative planning in key areas of our cconomy (3) take account
of the social costs (benefits) of private economic behavior so that the
notion of what is "efficient’” or “"productive’” change is more com-
prehensive and equitable (4) reduce the discretion that firms have to
implement destructive change, and set conditions to encourage long-
term decision making instead of the short-term “’portfolio” approach
(5) expand the scope of bargaining so that labor can more fully par-
ticipate in the management of change and (0) reduce the zero sum
mentality by providing an environment for positive sum sharing
agreements.

The distinctions between the supply side-free market view and a
more structural approach are now quite apparent. With respect to the
first five policy statements above, the supply side-free market view
would move in the reverse direction. On the sixth policy statement, the
supply side-free market approach would try to reduce the zero sum
problem too, but the method would involve the "stick”” as opposed to
the ""carrot” approach.

The first policy step above suggests a goal of full employment and an
alternative to the administered recession solution to inflation. The
Employment Act of 1946 and the Full Employment and Balanced
Growth Act of 1978 have been passed already. If we followed the spirit
and letter of those Acts we would have unemployment of four percent.
Full employment is a basic requirement for sustained growth. We just
do not put enough resources and intellectual energy into the com-
mitment to keep people on the job. Instead we lay them off in the fight
against inflation. This is an archaic policy that requires us to raise
unemployment ever higher and higher, in order to reduce inflation.

If moderately rising ur.employment were effective in stopping price
rises, we would have had a moderate inflation record in the 1970s —
we clearly did not, even with extensive unemployment. This is be-
cause most of the inflation was not related to excessive spending or
wages. Rather, inflationary origins were in energy costs, corporate
pricing practices, and overall productivity problems. We need a com-
mitment to full employment and a fair incomes (price-wage control)
policy that labor participates in fully. This could be the beginning of a
more rational use of our economy with selective institutional guidance
as part of the long-term strategy which recognizes the complexity and
interdependence of our economy and the world economy.

An increase in democratic planning 1s the secord policy step sug-
gested above. This policy would be an experimental one at first, with
business and labor directly involved. It would be flexible, change-
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oriented, informational, educational, explorative and open. At first,
there could be a good deal of explorative economic and social surgery,
to determine where m« ny of our problems are. It is in this forum that
issues like foreign trade would be addressed and coordinated with
discussion of issues such as trade related plant closures, unemploy-
ment, technical change and foreign investment The details of such a
step are not so important as 1s the decision to move in this more logical
direction. It is a political problem not an economic one that stands in
the way of experimentation along these lines.

The creation of a reindustrialization board, with considerable power
and financial resources would be a crucial aspect of any planning
effort. This board — with genuine participation guaranteed for labor
and business — would have considerably more flexibility and tools in
its investment "-ehavior than the private sector would. It could make
loans, it could invest directly, it could give tax concessions, 1t could
make selective regulatory concessions or it could create new regulatory
conditions in order to elicit certain behavior from borrowers. It could
also lend to private or public concerns, insist on more input from labor
and communities as a condition for loans, give trade relief as a condi-
tion for certain behavior, and encourage the use of pension funds for
investment Most of all it could provide investment with a long-term,
public interest focus.

One area that planning would hopefully address is the notion of
social costs, our third policy step. These are costs or consequences of
production for which firms do not pay. Since markets do not perform
well in handling them, and they occur across a wide range of areas —
plant closures, internal pollution, external pollution, occupational
accidents and disease, etc., we need to set up a public balance sheet to
account for sociai costs. This accounting 1s very importan. during the
best of economic times. It is even more important during times of
change and in periods of economic shakeout.

To not consider fully the social costs of new technology, or of a
changein investment, or plant location, or foreign investment, or trade
concession, is to encourage truly inefficient and nonproductive uses of
our resources. Bringing social costs more into economic calculations
can be expected to create resistance since some people will lose (those
who could previously ignore the social costs) and others will gain
(communities and workers who previously had no choice but to pay
the social costs).

The plant closure legislation debate centers around the willingness
to consider or weigh social costs. The supply side-free market view
would oppose such legislation as being antimarket. This view would
encourage "“free choice” for the firm, with no strings attached. Struc-
turalists, like popular economist Lester Thurow would provide finan-
cial and training cushions for individuals and communities in recogni-
tion of social costs, but leave the firms free to move. In recognition of
social costs, and .toncoinpetitive destructive industrial mobility, some
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economists such as Bluestone and Harrison would move to control
capital investment (including plant closures) much more in tne public
interest. They view deindustnalization in the U.S as the destructive
effects of capital competition around the world and they would control
that mobility in the public interest.

Both Thurow’s and Bluestone and Harrison'’s solutions to the plant
closure problem address the social cost problem. And both are con-
cerned with the management of change, although with emphases in
different places. Recall that we suggested that the management of
change came in two parts — the decision to change (to close the plant),
and the decision on timing of and adjustment to change (early warning
of plant closing and compensation and retraining). Bluestone and
Harrison would control the actual closure decision in the name of social
costs. Thurow would control the adjustment aspect of a closure. Both
poiicies would affect the management of change, one directly, the
other indirectly. In contrast, the supply side-free market approach
would do little to address this problem, preferring to let markets
manage the change.

The fourth policy step 1s consistent with steps two and three. Thatis,
if we look more openly atlong-term economic options via some form of
ilanning, and considered more explicitly the social cost problem, then
firms will have less discretion to implement scaally destructive
change. In addition, considering lon,-term factors and social costs
would tend to move firms awa, from the short-term ““portfolio”
management approach. Again, the details of how we reduce the
discretion that firms have to implement destructive change is not as
importantas deciding that a policy move in the direction of step three is
required.

The firth policy step suggested above is expansion of the scope of
collective bargaining. This policy 1s suggested sc that labor can more
fully participate in the management of change. An expanded scope of
bargaining fits in with policy steps two, three, and four, since workers
are one group that suffers directly from inadequate planning, from
suppression of social costs, and from destructive change resulting
from unencumbered behavior of firms.

Contrary to the supply side-free market approach, the structural
view does not consider unions as a major source of our economic
problems. Instead unionsare viewed as being beneficial organizations,
making up for the deficiencies of the market and as an offset to
corporate power. Whereas the supply side-free market approach
would tend to narrow the influence of unions, the structural approach
would enhance the role of unions.

There are essentially three avenues open for labor to expand its
influence on the management of zhange One is by being an auton-
omous and major partnerin a new planning effort along with govern-
ment and business. Assuming that we made some serious efforts in
this direction, labor’s position would be enhanced. Second, if the items
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which are bargained at the negotiating table are expanded to capture
factors such as new technology, plant closures, new investment plans,
etc., that clearly affect ”conditions of employment” then labor would
have more influence. Third, if labor participated on corporate boards
there would be another channel for input into the management of
change.

As issues surrounding change become more complex, and are
caught up in international, national, conglomerate, and multinational
decision-making, it is clear that labor must have more input into these
processes if it is to remain a viable force. These three methods to
provide more labor input could result in more enlightened change.
Social costs of change can be well represented by labor if it 1s an
expanded role. If allowed this input, labor will not have to play the
obstructionist role as much and this will lessen its zero sum mentality.

The sixth policy step is concerned with reducing the zero sum
mentality and creating an atmosphere whereby positive sum oppor-
tunities can be enhanced. Steps two through five would lead toward
that end. If these were implemented, there would be less concern that
labor’s sacrifice in economic change would simple be treated as a
corporate gain.

The essential point is that potential losers in economic change have
to be adequately compensated by potential winners. Only then will
potential losers be more willing to submit to change. With this prin-
ciple in force, the potential winnings have to be substantial enough to
compensate and still make the change worthwhile. That is, there has to
be a positive sum potential for change to occur.

At present, we do not have enough information or mechamsms for
communication and compensation to put this principle into practice.
Therefore, the understandable resistance to change. The supply side-
free market approach will reduce the zero sum problem by force — the
market in practice will dictate change without compensation.

A structural approach would create channels of compensation and
would provide a framework where the full “public” or social costs of
change could be more fully recognized. Some experience with this
approach could be expected to make workers more secure — as are
West German workers, who more fully participate in change and,
therefore, have reduced their view that change is of a zero sum nature.
In the U.S., workers and other groups have plenty of incentive to be
obstructionist given the way we currently manage change.

Conclusions and Implications for Labor
This discussion began with suggestions that labor’s agenda is
shaped by the environment in which it operates, an environment
currently marred by concerns about unemployment, plant closures,
union security, etc. These concerns have been determined by the
current economic shakeout we are in, combined with the fact that labor
does not participate in the management of change.

-
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The current methods of managing change have been found to be
deficient and have placed labor in a defensive position especially
during a period of economic shakeout Labor’s current role in the
management of change does not form a solid basis for an independent
and autonomous role in any reindustrialization effort. Following the
supply side-free market alternative for reindustrialization would
weaken labor’s role even more. The structural approach appears to
address some basic long-term policy questions that labor and others
must consider as a basis or framework for improving the management
of change.

Long-term policy directions include the need for more planning,
more accounting for social costs, more responsible decision-making by
managers, more participation by labor through a broader scope of
bargaining and an autonomous role in any planning scheme, and more
compensatory change or control of change to reduce the zero sum
problem. Serious developments along these lines would provide for a
more civilized long-range basis for reindustrialization than would the
supply side-free market alternative. The decision as to which route to
follow is a political one more than an economic one. It seems clear that
a structionalist approach offers labor the most sane environment in
which to participate in reindustriahzation.
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The Deindustrialization of a Factory Town:
Plant Closings and Phasedowns in
South Bend, Indiana, 1954-1983

Charles Craypo

Introduction

Factory towns in the Northeast and Great Lakes states are being
deindustrialized. The writers most closely 1dentified with the term
deindustrialization define 1t as "’a widespread, systematic disinvest-
ment in the nation’s basic productive capacity "' Closings and phase-
downs of business establishments are the principal consequences of
such disinvestment. For a single community, this can mean the loss of
plants, mills, and offices at a rate too rapid to be offset by the start of
new establishments and the expansion of existing ones.

A case study of one community enables us to identify and explain in
detail the reasons for industrial dislocation, the role of union-
management relations, and the impact on workers. The task of the
informed case study, in other words, 1s to describe and interpret actual
events and, on that basis, to construct a political economy analysis of
what happened, why 1t happened, and how its happening affects
individuals and organizations. Separate cases are then considered
together for empirical evidence of general patterns and new directions
in the structure and behavior of American industry.

This s a study of plant closings and phasedowns in the South Bend,
Indiana area during 1954-1983. It describes and analyzes 27 docu-

Charles Craypo 1s Professor of Industrial and Labor Relations Extenston Diviston, New York
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grant to the Indiana History Project from the Indiana Commuttee for the Humantties and was
ceaducted wnth the assistance of students 1t the Diviston of Labor Studies, Indiana University at
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mented shutdowns. Individual case descriptions are developed from
background information of the industries and firms involved, local
newspaper accounts of shutdowns and labor relations, pnmary docu-
ments obtained from interested parties, and interviews with some of
the participants. The analysis uses two contributions of structural
economics: industrial organization theory and the theory of relative
bargaining power between labor and management.

The Economic Environment

Indiana is an industrialized Great Lakes state. Manufacturing in
Indiana accounts for about 40 percent of personal income and 30
percent of the jobs. The state’s manufacturing wages are comparable
with those of others in the Great Lakes region, but its average nonman-
ufacturing income is below the average. Therefore, per capita income
in Indiana is lower than that in every other Great Lakes state.

Indiana’s economy is cyclical because 1ts manufacturing sector is
centered in slow-growth, recession-prone industries — primary met-
als, transportation equipment, and electrical products. Moreover, it
has not kept pace with either regional or national growth trends in
population, jobs, and income. The rate of change differs within the
state, however. Indiana’s rural and semi-rural communities have fared
best, while most of its urban areas barely hold their own and others,
like South Bend, fall farther behind the national patterns.’

Indiana is politically sympathetic to business. Recent surveys by a
leading industrial location consultant rank Indiana’s pro-business
climate second in the nation when those factois over which state and
local government have control are measured. It easily outranks each of
its r.eighboring Great Lakes states. Indiana’s chief attractions are its
low levels of wages, workers’ compensation benefits, welfare expendi-
tures, and business and personal income taxes.

These findings are consistent with Indiana’s current industrializa-
tion strategy. State and loca' economic development agencies promote
Indiana as being the most pro-industry state within a highly unionized
and regulated region. The South Bend-Mishawaka Area Charaber of
Commerce and its economic development agency, Proiect Future,
have been trying to lure businesses from other Great Lakos states,
especially from Michigan, which finished forty-fifth in the same indus-
trial climate survey.’ The Chamber points out that a majonty of the
local employers with one-hundred or fewer workers operate non-
union, and that larger firms producein "a very mature union climate”
in which union leaders and members understand that they must work
with employers to preserve industrial jobs.*

South Bend Labor and Deindustrialization
Located 90 miles east of Chicago, and ctraddling the St. Joseph River
as 1t flows north into Lake Michigan, South Bend is an early Indiana
industrial center. Basic commodities like plows, clothing, and wagons
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were made in the city before the Civil War. Studebaker carriage works
began producing automobiles shortly after the turn of the century and
South Bend then took on the image of a ""metal working’’ auto town.

The Labor Force.

South Bend workers are included in a standard metropolitan statisti-
cal area (SMSA) which encompasses St. Joseph and Marshall
counties. The area’s two major population centers are South Bend and
Mishawaka, which borders South Bend to the east The rest of the
SMSA is sparsely populated and largely rural. Atthe beginning of 1983
it had a labor force of 138,300 persons, 122,200 of whom were em-
ployed, for an area unemployment level of 11.5 percent.

During 1961-1963 the South Bend area workforce experienced a
dramatic change in the ratio of manufacturing to total employment.
This shift is shown in Table 1. Total employment rose 29 percent, but
the number of manufacturing jobs fell by 22 percent while nonmanu-
facturing jobs increased by nearly two-thirds. At the end of the period
manufacturing employment accounted for only 26 percent of total
employment compared to 42 percent at the beginning, a drop of
sixteen percentage points.

Table 1
Employment in the South Bend Standard
Metropolitan Statistical Area, 1961-1983

Employment 1961 1970 1980 June, 1983*
Total wage and salary 82,400 94,200 110,800 106,500
Manufacturing 34,800 32,500 30,700 27,200
Percentage of total

in Manufacturing 2% 34% 28 26%
Nonmanufacturing 47,600 61,700 81,100 79,300
Percentage of total

in Nonmanufacturing 58% 66% 73% 74 %

*Preliminary figures

Sources Indiana Employment Secunty Division, South Bend, Indiana, ““Indiana Labor
Market Letter” (various issues), preliminary Jine 1983 figures esimated by
‘athy Zeiger, Labor Market Analyst, IESD, South Bend office

Thousands of these manufacturing jobs were lost in three stages of
economic dislocation. First, the 19 plant closings which occurred
during 1954-1979 directly displaced more than 14,000 hourly and
salaried employees in manufacturing. Second, in South Bend the most
recent economic recession began in 1979; it had a severe impact on
auto-related manufacturing, and was still rampantin mid-1983. Third,
seven additional plant closings and several permanent plant phase-
downs occurred in the area during 1980-1983, the latter because a
number of national firms relocated local production to their southern
plants. The second and third stages of dislocation together accounted
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for a net loss of 3,500 manufacturing jobs in less than four years. This
loss rivals the loss of 4,100 manufacturing jobs during the preceding
two decades.

For the economy as a whole, the number of manufacturing jobs
increased during 1961-1980, although the ratio of manufacturing to
total employment declined. Manufacturing jobs rose by 24 percent
nationally, compared to the 12 percent drop in South Bend. The share
of manufacturing jobs to total employment decreased from 30 to 22
percent nationwide, but in South Bend the decline was greater, from 42
to 28 percent. South Bend thus did not snare 1n the economy’s gener-
ation of new manufacturing jobs. As an indicator of de-
industrialization, the fallure to share in this gain 1s as important as a net
loss of manufacturing jobs.

Industrial Shutdown and Worker Income.

The change in job ratios undoubtedly affected family and comn-
munity incomes. Northern manufacturing jobs normally are 1n the
“’primary”’ labor market for blue-collar workers, which means they are
unionized, pay high wage and benefit levels, have low employee
turnover rates, and provide economic security. Nonmanufacturing
jobs, by contrast, are frequently in the “secondary” labor market,
which is the reverse of primary employment — nonunion, low wage
and benefit levels, high turnover rates, and economic insecurity This
is especially the case with service sector jobs, which in 1980 accounted
for nearly three-quarters of ronmanufacturing employment in the
South Bend SMSA.*

The shift from primary to secondar; employment decreases total
community income. Figures comparing occupational earnings within
the South Bend-Mishawaka SMSA during the first quarter of 1980
show estimated gross average weekly earnings of $365 for manufactur-
ing and $225 for nonmanufacturing employees. Averag. yearly earn-
ings on that basis would be $13,980, and $11,700 respectively, a
difference of $7,280 more for each manufacturing worker. If the 1961
ratio between manufacturing and nonmanufacturing employment had
remained constant through 1980, 1t would have meant a net addition of
15,000 manufacturing jobs. The effect of maintaining this job ratio
would have been a gain of $109 milhon in direct income (15,000
jobs x $7,280 average earnings differential = $109,200,000). Addi-
tional indirect income would have been generated by the consumption
multiplier effect of a higher proport:on of manufacturing jobs.*

Deindustralization.

The South Bend area was effectively “deindustriahzed” during
1953-1983. Since South Bend is a factory town, deindustrialization
meant mostly the shutdown and phasedowr: of manufacturing facili-
ties and the displacement of hourly production workers. Table 2 shows
the employment changes that occurred during this time among the
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eight largest area manuiacturers. These firms provided 43,000 jobs in
1953; thirty years later three of them had been closed and the other five
together employed eight thousand. More than thirty thousand jobs
were lost at just three facilities, which underscores the importance of
large corporate employers in the ueindustriaization process.

Table 2
Employment Changes Between 1953 and 1983 in the
Eight Largest South Bend-Mishawaka Manufacturers

Net
Average Average Employment

Company Employment, 1953 Employment, April 1983  Change
Studebaker 20,524 Closed 217,524
Bendix 11,762 5,700 - 6,062
Uniroyal 5,300 1,130 - 4,170
White Farm 1,500 <100* - 1,400
Singer 1,500 Closed - 1,500
Wheelabrator-Frye 900 493 - 407
Dcdge-Reliance-Exx. 1 900 534 - 366
Wiuson Bros 750 Closed - 750

Total 43,136 7,957 -35,179

*Estimated number of employees by the UAW local union

Sources Figures for 1953 are from Rubert Gold, Manuta turmg Structure and Pattern of the
South Bend-Mishawak: Area (Chicago University of Chicago, Department of
Geography, 1954), p 75, those for Apnl, 1983 were compiled by ""Project
Future,” South Bend Mishawaka Ch.m.cr ot Commerce, Apnil 20, 1983
(mimeo)

Of the 13,000 jobs that were phased out during 1953-1983, few will
ever be restored. * ite Farm went throigh bankruptcy and 1¢ now a
suhsidiary of the privately owned TIC Corporation; 1t is not likely that
TIC will refurbish the aging South Bend plant and install new product
lines. Bendix, Wheelabrator, and Dodge are each transferring local
production to their southern plants. Uniroyal reportedly has stabilized
employment an’ added non-tire rubber products ai its Mishawaka
facility.

Table 4 shows the distribution . . jobs among major employers in the
South Bend area in 1982. Chamber of Commerce figures indicate that
the largest ten manufacturers provide:' slightly more than 13,000 jobs,
while the ten largest ..onmanufacturing employers reported nearly
14,000. Comparaple {igures for nonmanufacturing employment in
1953 are not available, but they certainly would not have exceeded or
even approached the level of manufacturing jobs at that time.

Plant Closings
Indiana cxperienced frequent plant closings during the 1970s A
partial listing of shutdowns statewide for 1975-1980, cc mpiled by the
“Save Out Jobs” campaign of the Indiana Titizens 2.ction Coalition, -
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Company
Singer

Kingan

Bike-Web
Curtiss-Wright
Studebaker

H.D Lee

South Bend Tackle

Essex Wire
Rockwell
Roth Plating
Empire Box

Cummins

Drewrys
Wilson Bros

ERIC
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Product
Sewing machine cabinets

Meat processing

Elastic garments

Heavy construction equipment
Auto

Clothing

Fishing gear

Automotive wire products
Auto bumpers
Electroplating
Paper cartons

Diesel engie castings
Beer P

v
Clothing

Table 3
Plant Closings in the South Bend-Mishawaka Area, 1954-1983

Year of
Closing

1954

1954

1959

1961

1963

1964

1965

1968

1967

1967

1967

1969

Number of

Employees

at Closing'
1,200

150
200
200
8,500
230
90

N A
700
75
125

1,000

250

100

Historical
Peak
Number of
Employees'

2,600
NA!'
350

3,000

22,000
650

NA

550 +
700
100 +
200

1,000

500

2,000

Stated Reason

for Closing’
Moved operations
closer to wood sources
Insuthicient level of
operations
Movud operations to
improve etficiency
Insnfficient share of
the product market
Forced out of product
market
Detenrating plant
and equipment
Labor-intensive plant
and equ’pment
No stated reason
Inefficient operations
Noncompetitive operations
Marketing and operating
difficulties
Necessary plant
modernization too
costly
Not competitive in
product market
Necessary plant
modernization too
costly




Gentner Packing

Ward Baking
Associates
AM General
H.B. Skinner
Weyerhacuser

Schumacher & Sons

Whatehouse
South Bend Range

South Bend Tool & Die

South Bend Screw
Garvey Pattern

Torrington®

'Reported numbers of employees include both hourly and salaried workers
*As reported in the local press

’Information not available.

Meat processing

Baked goods
Loans and insurance
City buses

Industnal pipe clamps

Paper products
warehousing and
distribution.

Building construction

Health care apparel
Commercial ovens

Machine tools

Precision machine parts

Precision machine
tools and fixtures

Irdustnal bearings

1978

1972

1979

1980

1982
1983

1983

1983
1983

1983

80

85

55(¢

780

40

60

N A

30

35

N A
40

164

100 +

N A

550

780

80 +
100 4

80+
200 +

450

100

1,000 +

Forced out of product
market by low operating
level

High labor costs and
outdated equipment

Advantages of Southern
location

Not competitve in
product market

Products outdated
Marketing reorgamzation

High labor costs and
interest 1ates,
busiress slump
Market conditions
High labor costs and
mnefficent plant
High cost of labor and
new equipment

No stated reason
Downturn in market
and union problems

Ex.ess production capaaty

‘Associates’ computer operations remained 1n South Bend, consisting of 700 additional jobs — mainly techmecal employees
The closing was announced in October, 1983, to be effective 1n 1984

S(]: lil)‘c)uth Bend City Library lustoncal files, and South Bend Tribune library files
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identified 144 separate closings. More than half of them occurred in the
northern tier of Indiana counties, which includes the industrial com-
munities of Gary, Michugan City, Elkhart, Fort Wayne, and South
Bend.

Table 4
Employment in the Largest Ten Manufacturing and
Largest ien Nonmanvfacturing Firms in

South Bend-Mishawaka, 1982

Approximate Number of

Manufacturing: Employees, September, 1982
Bendix 5,800

AM General 2,000
Unircyal 1,380
Wheelabrator-Frye 860
Dodge Rehance-Exxon 700

Alhed Products 550
Tornngton 501

RACO 498

Wheel Horse 4

Miles Laboratones 300

Total Fb}‘)—

SO W N U RN -

—_—

Appre-imate Number of

Nonmanufacturing: Empioyees, July, 1982
1 University of Notre Dame 3,500
2 South Bend Schools 2,236
3 *femonal Hospital 1,697
4 St Joseph Medical Center 1,400
5 South Bend City 1,291
6 St Joseph County 1,118
7 Indana Bell Telcphone 745
8 US Post Offrce (South Bend) 562
9 Mishawak~ Schools 550

10 Penn-Harns-Madison Schools 542

Totai 13,841

Sources “Project Fi- + e,” South Bend-Mishawaka Chaind r of Commerce,
September 16, 1982 (. ineo), Pesoarch Department, ” uth Bend-Mishawaka
_hambc - of Commezce, July 16, 1982 (mimeo)

South Bend-Mishawaka has been suffering from plant closings since
e mid-1950s. During 1954-1963, at least 27 “auiiities were permanent-
y closed. Many others also are said to have closed, such as local

bakerics and dairies and small retailers, but relatively few jobs were
involved and their demise went unnoticed in the local press.

The 27 shutdowns are listed in Table 3. All but two of them are
manufacturing plants. The number of workers they displacad cannot
be determined precisely because figures are not always & ailable or
reliable. An estimated 15,000 hourly and salaried jobs disappeared at
the time of closing, and close to 40,000 jobs were lost if reported peak
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employment estimates are considered. Either way, more than half the
lost jobs were the result of a single plant closing, the Studebaker
shutdown in 1963. Studebaker dominates all the aggregate job figures
in this study, which suggests how hazardous 1t is for factory towns to
be dependent on one employer.

Table 5
South Bend-Mishawaka Plant Closings
According to Change in Operations and
Ownership Structure, 1954-1984

A Relocation of established operations by a mult-plant, absentee owner

1 Singer 4 Ward Baking
2 Bike-Web 5 Weyerbaeuser
3 Essex Wire 6 H D Lee
B Termination of established operations by an absentee owner
1 Curtiss-Wnght 4 Cummns
2 Studebaker 5 AM General
3 Rockwell

C Relocation of acquired operations by a multi-plant, absentee owner
1 Kingan (Hygrade) [H}*
2 Empire Box (Packaging Corporation of America) [H], (Tenneco) [C]**
3 Wilson (Enro Shirt) [Rj, {DWG Corporation) [C}]
4 South Bend Tackle (Gladding) [H]
5 Roth Plating (Buckeye) [H}
6 Drewrys (Assocated) [H], (Heilleman) [H]
Associates (Gulf + Western) [C]
8 Skinner (Textron) [C]
9 Whitehouse {Opehka Mfg ) [H]
10 South Bend Tuol + Dhe (Rehnberg & Jackson) [H] or [C]
11 South Bend Screw (Kawneer) [C], (AMAX) [C}
12 Bantam (Tornngton) [H], (Ingersoll-Rand) [C1
D Relocation of estabhished opeiations by a multi-plani, local owner
1 South Bend Range (Escan)
E Termunation of established operations by a single-plant, I+ “al owner
1 Gentner 3 Garvey Pattern
2 Schumacher

*Honzontal acquisition
**Conglomerate acquisition

Table 5 groups the 27 plant closings into five categories based on the
type of operational change, the nature of plant operations, and the
structure of ownership.

Firtns’ »tated reasons for clos 1g are also included in Table 3. These
reasons can be vague and « . en misleading, however. More important
to an understanding of the closings are the individual firm’s structural
and operational characteristics and its labor relations. Specific issues
become relevant to the analysis. Is the plant locally or absentee owned?
Is the owner a single or multi-plant producer, and is it a single or
diversified product company? Are plant production workers union-
ized, and, if so, are there labor cost differentials between the local plant
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and other facilities that are owned by the same firm or to which the firm
has access? Is plant production being terminate d or relocated? Was the
plant established or acquired by the owner?

The answers to those questions determine which of several cat-
egories of plant closing is the appropriate classification for a particular
shutdown; they also indicate the role of umons and collective bar-
ganing in the plant shutdown process. Three broad categories have
been defined here for that purpose. They distinguished the plant
cdosing cases according to the employer’s corporate structure and

production operation:
1. Plant closing by absentee owners,

a termmate production,
b relocate production,
Plant closings by absentee owners following acquisition,
a. terminate production,
b relocate production,
Plant closings by local owners,
a. termmate production,
b relocate production.

A production termination, for example, implie. that the employer
has failed to overcome operating disadvantages, such as an madequate
share of industry sales, and is not able or chooses not to manufacture
the product elsewhere. A production relocation, by contrast, suggests

that the employer has the ability to produce profitably or even to

increase profits by moving its operations, perhaps to pay lower labor
costs.

Shutdown of Established Plants by Absentee Owners
Eleven of the 27 closings listed in Table 5 were by absentee owners of
established rather than acquired operations Six of them involved
production relocations to other plants owned by the firm. The remain-
der were production termiations by large metal manufacturing cor-
porations. The first group displaced fewer than two thousard employ-
ees; the latter dislocated nearly twelve thousand.

Production Relocation
Singer.

The Soath Bend closings began in 1954 when the Singer Company
stopped making wooden cabinets for its home sewing machines at a
53-yearold plant. Singer said it was consolidating all its cabinetmaking
operations and moving them closer to natural wood sources in the
South.

Production operations at Singer were labor intensive. Relocation to
places where labor was cheap offered a way of reducing operating
costs. In addition, Singer had experienced recent but separate strikes
in South Bend and its sewing machine manufacturing plants in Cor
necticut and New Jersey. The electrical products workers nnion (IUE)
was pressuring Singer tu negotiate a master agreement covering the
three plants. Had the company agreed to this consohdated bargaining
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structure, union power would have been enhanced.

As it turned out, the South Bend plant was the tirst of the three
facilities to be closed. By the late 1950s, Singer’s share of world sewing
machine sales had dropped sharply and the company responded by
phasing down that business and diversifying into new industries.
After quitting South Bend, Singer acquired firms in the business
machines and consumer appliance industnes. Most of these were later
divested in the wake of a 1975 change in Singer’s management strat-
egy. The decision was made to revive global production of con-
sumer sewing machines and transfer industrial sewing machine pro-
duction {rom Europe to Elizabeth, NJ. Singer also diversified into
high-tech products.

The Connecticut sewing machine plant was closed after having been
reduced to minimum operations. In 1981 the IUE local in Elizabeth
agreed to contract givebacks in return for company promises to
modernize the aging plant and keep it operating. Then, in 1982, Singer
shut it down anyway. The plant had once employed 10,000 workers,
but in 1973 was down to 3,500, and at the time of closing to only 400
workers. The union charged breach of contract, and Singer was found
liable for damages and ordered to reimburse displaced workers for the
concessions, an estimated $2 million. The union wanted the court to
make Singer reopen the plant, but the judge ruled that was not
practicable. Sbutdown of the New Jersey plant left Singer with a single
domestic sewing mach:ne site, a nonunion assembly operation in
South Carolina.’

Bike-Web.

Bike-Web came to South Bend in 1929 when 1ts parent company,
Kendall, built a plant to manufacture elastic goods; it was one of nine
elastic web loom factories operated by Kendall. In 1937 the Textile
Workers Organizing Committee was certified to represent the piant’s
175 hourly workers. Production employment, which was mainly fe-
male, fluctuated between 250 and 350, but had fallen to 200 wher the
plant was closed in 1958. Kendall closed that and two other elastic
products plants in the North and moved operations entirely to an
acquired facility in Seneca, SC. (In 1972 Kerdall was acquired by
Colgate-Palmolive and 1s now one of its most profitable domestic
operations.)

A one-week wildcat walkout had occurred 1n 1944 and a two-month
strike over new contract terms in 1951, but labor relations at the South
Bend plant were described as being harmonious. Although separate
contracts were negotiated for the three northern facilities, wages and
benefits among them were comparable.*

Essex Wire
Essex Wire was a Midwest auto parts supplier which began diver-
sifying heavily in the mid-1960s. In 1974, after it had become Essex
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International, it was acquired by United Aircraft, itself a hizhly diver-
sified companyv which later becarre United Technologies. During its
diversification end acquisition penod, Essex closcd several northern
manufacturing plants, sometiziies during or after bitter ccnfrontations
with local unions, and relocated their operaticns in the South and
Southwest.

A 102-day, violent strike occurred at its Hillsdale, Ml plant in 1964. It
began as a contract disptte over wages and benefits, in which the IUE
local tried to match the wage at Essex’s Fort Wayne, IN plant. Essex
conceded that wages were low in Hillsdale, but said that was why they
had come to the rural Michigar community in the first place.

A riotous atmosphere developed. Th= union organized mass pick-
eting outside the plant; the company continued production using
supervisors, imported strikebreakers and armed guards. Beatings and
assaults occurred almost daily at the plant gates, until Michigan’s
Governor ordered the facility closed and sent in the National Guard. A
four-year contract eventually was signed, but the plant later closed.

Alsoin 1964, Essex purchased an empty Studebaker plant and began
warehouse operations in South Bend. Soon it started manufacturing
wire harnesses for auto fittings and by early 1966 was employing more
than 500 mostly women workers. Essex closed its main fittings plant in
Detroit, which it had acquired three years earlier, and transferred part
of the work to South Bend.

Labor relations in South Bend were stormy. In 1966 a wildcat strike
erupted over producticn standards, which the workers alleged were
"physically impossible” to meet. It resulted in the firing of 45 strikers.
(Almost simultaneously a similar wildcat stnike broke out among
women workers at another of Essex’s Indiana plants; that one too
ended with the firing of strike leaders.) There was also considerable
unrest in South Bend over recurring occupational health problems in
the plant. Finally, in late 1967, less than three years after it had begun
operations in South Bend, Essex sold the facility and soon afterward
stopped production altogether.

While Essex was having labor difficulty in South Bend, it committed
an unfair labor practice at another wire plant. It threatened to shut
down the Kansas facility if workers failed to ratify a contract settle-
ment. A company attorne;, »ld them that Essex had taken long strikes
elsewhere over wages. He recalled one instance in which the company
was forced to meet union wage demands after a 60-day walkout, but
later closed the operation. “Fellows,” he said, “this ic what th: com-
pany offered and I don’t think they will go any higher if you go on
strike. I suppose, as they don’t have much invested here, they will
close the doors and move out of the country.””

Ward Baking and Weyerhaeuser.
One of the nation’s leading bakery chains, Ward started baking in
South Bend in 1920 after years of having shipped baked goods into the
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area from Chicago. It had acquired the plant of a failing local bakery.
The Soutt Bend facility was expanded and renovated and by 1955 it
claimed ‘o be using the latest technology and producing at maximum
capahiity.

Ward Baking meanwhile diversified into other food processing and
distribution lines and eventually was reorganized to become Ward
Foods, Inc. Investment in the South Bend bakery lagged while re-
sources went into Ward’s seafood, dairy, meat, candy, and frozen food
ventures. In March, 1974 the parent company announced the plant
would be closed in less than a week. High labor costs and outdated
equipment were reasons given for the shutdown. South Bend area
retail outlets again would be supplied from Ward’s Chicago bakery."

A large, diversified natural resources company, Weyerhaeuser lo-
cated its Midwest paperboard processing and distribution center in
South Bend’s new Airport Industrial Park in 1961. Huge rolls of
paperboard were received there from western and southern mills, and
were then cut to specified dimensions and shipped to Midwest
customers.

In 1965 the operation was expanrded for the second time and by 1969
some 46 persons were employed. Employment peaked at about 100
during the 1970s. But in 1979 Weyerhaeuser announced it was reorga-
nizing 1ts paperboard distribution system and no longer needed the
South Bend facility. The workers were organized, but neither the
union nor labor costs were mentioned as a factor in the decision

H. D. Lee.

Lee was one of the nation’s largest manufacturers of work clothes in
1917, when it purchased and modernized aJocal plant being vacated by
Singer. South Bend production grew rapidly and within a few years
more than 500 hourly workers were employed, most of them young
women working as sewing machme operators. The plant turned out
garments for distribution in eleven midwest and southern states and
by 1936 it was the largest of Lee’s six regional production facihities.

Lee had never experienced a labor disturbance in South Bend. This
may have been due toits benevolent labor policies. Like other progres-
sive employers before and after World War 1, it practiced what the
labor historians call “welfare capitalism.” A 1919 newspaper article on

Lee described the local work environment
Every attention had been given to the comfort of the employees in the adaptation of
the buildings, and the welfare work of the company includes, besides provision tor
wholesome recreation dunng the free hours and at noon, educational advan-
tages The women employees all dress in the comfortable garment which the
» company manufactures, the Lee Unionall

Later the plant would be organized by the United Garment Workers,
a conservative craft-bound umon which con-entrated on organizing
the work clothing industry and in establishing harmonious labor-
management relationships. There were no disraptions under UGW
representation. So, when the company announced 1n 1964 that it was
Q
ERIC
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closing the plant and relocating the production, workers were given a
three-month notice “because of the excellent relaticnship we’ve nad
with our employees in the past,” according to Lee’s corporate director
of labor relations.

Lee blamed the closing on its aging South Bend plant. Even if it were
to build a new facility in the city, however, the company said a
shortage of skilled sewing machine operators in the area discouraged
future operations there. A few years after the shutdown Lee was
acquired by VF Corporation, the parent owner of Vanity Fair clothing.
As a VF subsidiary, Lee presently gets its garment production mostly
from southern ard southwestern plants. "

Termination of Production by Absentee Owners

Five large companies closed motor vehicle and construction equip-
ment operations in South Bend during 1961-1978. Production was
terminated because of insufficient product sales in four instances and
because the parent firm decided *o obtain component parts from
outside sources ratber than produce them. Labor cos. 'ifferentals and
labor relations disputes do not appear to have been crucial or even
relevant considerations in the decision to terminate operations except
possibly in one instance.

Curtiss-Wright.

The first of these closings involved the South Berid plant of Curtiss-
Wright, an aircraft manufacturer that tried unsuccessfully to enter the
highway construction equipment industry against the established
firms. In 1958 the company leased a large plant from Studebaker and
began making huge road scrapers and earth movers in South Bend.
Plant equipment and machinery were shipped into the city by rail from
a California plant which Curtiss-Wright had acquired. The South Bend
site was preferred, the company said, for its central location to steel
supplies and equipment buyers. Although employment quickly
reached 3,000, Curtiss-Wnght never achieved its target share of the
market. Anticipated sales were also curtailed when an expected up-
surge in federal highway ccnstruction failed to materialize in the late
1950s.

In early 1961 the company gave workers and the community about
two weeks notice that the plant would be closed Labor was not
mentioned as a contributing factor even though the UAW local had
struck for five weeks the preceding year over seniority issues. When
the city asked Curtiss-Wnght to locate a new electronics assembiy
operation in South Bend — instead of in Arizona as planned — the
company declined, saying that would nc! be practical.”

Studebaker.
In late 1963 Studebaker Corporation announced 1t was permanently
ending domestic production of autos. Its only manufacturing plant
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was located in South Bend and employed about 8,500, down con-
siderably from a peak of 22,000 in the early 1950s. Within two weeks of
the announcement the last Studebaker rolled off the assembly line.
Both workers and the community were stunned.

Studebaker began operations in South Bend in 185Z as a wagon
maker and blacksmith. Soon its wagons became all-purpose vehicles of
Midwest farms and were used to carry settlers across the Western
prairies. In 1902, the company started producing automobiles which
were known for their advanced styling and quality engineerng. When
the plant closed, it was by far the city’s largest manufacturing em-
ployer. Its complex of red brick buildings occupied a wedge of land
adjacent to the business district and surrounded by modest, but
well-kept working class neighbcrhoods, the kind which housed most
of the city’s ethnic labor force.

Studebaker Labor Relations.

Studebaker’s first labor contract was negotiated without a strike in
1937 by the CIO auto workers union (UAW). The company was coming
out of receivership and could not afford a production stoppage.' Soon
after Studebaker negotiated an incentive system that was unique in the
industry, but which raised Studebaker’s direct payroll costs much
above the industry average. Company strategy was to pay premium
earnings in return for productivity performance above industry aver-
ages. It paid high wages and good fringe benefits, but it never got the
superior productivity.

Over the years Studebaker agreed to costly interpretations of pro-
duction standards in order to avoid confrontations with the militant
local union. Moreover, company officials relished the firm's reputation
of having trouble-free labor relations. At the time the South Bend plant
closed, hourly lzbor costs were conservatively estimated to be one-
fourth greater, and per unit labor costs one-third higher, than those of
other auto makers.

Beginning in 1947, the company sought union concessions. That
year Studebaker was profitable because pent-up, postwar consumer
demand had produced aseller’s market in new automobiles. In view of
this prosperity, the union refused to concede. All through the 1950s,
however, Studebaker repeated its demands. Finally, in 1954, the local
union leadership recommended making modified givebacks, but the
members voted them down. Management promptly announced that
the plant would be closed in two months if the workers continued to
resist. Another vote was taken and this time the changes were ratified
by a nine-to-one margin.

The following year Studebaker merged with Packard Motor. Pack-
ard executives took charge of the combined company and, among
other things, pledged themselves to eliminate Studebaker’s labor cost
aufferential. First they imposed unilateral work rule changes which
threatened to displace every sixth production job; the workers re-
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sponded with wildcat slowdowns and stoppages. Then they de-
manded new contract concessions; this time the workers elected muli-
tant local ofticers and formally struck the plant A m 1th later, the
international union ordered the strikers back to work a..d entered into
the negotiations. A new settlement contained substantial union con-
cessions in work rules and some fringes. Despite their naving voted
down earlier givebacks, the members narrowly ratified the contract.

A short work stoppage also erupted during 1958 negotiations when
management tried to get a settlemem that was below the current Big
Three economic pattern. Studebaker tried to exempt its negotiations
with the union from the productivity and cost-of-living standards that
were normally used in auto wage determination and instead wanted to
peg future pay increases to company profits. Although the union was
able to deflect this important shift in economic bargaining practice, the
union did agree to make temporary concessions in supplemental
unemployment benefit levels, annual improvement factor (pro-
ductivity) payments, and employer pension fund contributions. This
was the third time the union had made contract concessions in four
years.

Over time, the UAW local had negotia.cd the best pay provisions in
the industry, but Studebaker’s marginal status as a producer pre-
vented them from becoming industry standards. Considerable pres-
awtre was coming from both the company ana the iriternational union
(and eventually also from the community) to bring Studebaker’s terms
aud conditions closer to those of the industry.

In the 1961-1962 contract talks, Studebaker negotiators were deter-
mined to eliminate the remaining labor cost differences between South
Bend and Detroit. When the union presented its economic demands in
December 1961, the company rejected them on grovnds they would
increase costs prohibitively and jeopardize continuea domestic pro-
duction. Management countered with an economic package aimed at
bringing South Bend pay in line with Big Three rates and eliminating
certain time-paid-not-worked benefits.

Claiming that Studebaker’s offer lett union negotiators “’no room for
movement,” the local struck at the beginning of 1962. Management
broke off the talks and estimated publicly that Studebaker dealers had
a 70-day supply of unsold cars. Six weeks later the parties resumed
serious negotiations and soon reached a three-year agreement. It
narrowed further, but did not eliminate entirely, the company’s labor
cost disadvantage."” The plant shutdown occurred late the following
year.

Displaced Studebaker workers did not fare well in the months
following the closure. The skutdown revealed that the pension fund
was 80 percent underfunded. As a result, workers under age 40 got
nothing, regardless of how many years of service they had with
Studebaker, and those aged 40-60 received lump sum severaince pay
which averaged less than $600 The Studebaker supplemental unem-
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ployment bonefit fund also was exhausted

Immediately after the closing, South Bend’s unemployment rate
shot upto a postwar high of 9.1 percent. Studebaker workers had been
the highest paid in the commumnity and two-thirds of them owned
homes there. Eight months later about one-third of the 8,500 who had
been displaced were still without jobs, a little more than half had found
employment, and the rest were either retired or performing phase-
down tasks at Studebaker. An estimated 500 of them left the South
Bend area within two years of the closing."

Labor costs were certainly a factor in the closing, but they were not
the major cause. Company executives often criticized the union public-
ly, but they never claimed 1t was responsible for the shutdown.
Studebaker could not be a profitable producer because 1t did not sell
enough cars to operate the plant efficiently. Making fewer than 80,000
units a year, as it did in 1963, Studebaker could not get the economies
of large-scale production necessary to offset overhead costs.

Studebaker and the Big Three.

Studebaker did not sell enough cars to operate at profitable levels. It
had failed to hold its market share in the postwar years, after lucrative
war contracts and the rising market for new cars had revived the
company from a period of bankruptcy during the depression. In 1948
and 1949 Studebaker reported the highest profit margins among major
auto makers. The following year it reached a postwar peak in auto
production with 268,000 units. But the next few years were devas-
tating. Its sales ratio fell from 5 to 1 percent of industry revenue during
1950-1962. In 1953 Studebaker showed the industry’s lowest profit
level and made only 170,000 vehicles; then, although 1955 was a
banner year for the Big Three, Studebaker experienced a negative 22
percent profit rate and turned out fewer than 100,000 cars. When it
closed in 1963, it was building 68,000 cars a year.

Management responded to this deterioration in auto by diversifying
into unrelated product lines. Conglomeration was a means of reducing
the firm’s dependence on auto revenues and, possibly, undertaken in
preparation to leaving the industry altogether. During 1959-1963,
Studebaker acquired at least eleven companies and entered into merg-
er talks with several others. The acquired firms were medium-sized
concerns doing business in fields ranging from electrical products to air
transportation. After the South Bend shutdown Studebaker continued
to make autos in Canada until 1966. Eventually the company was
reorganized as the conglomerate Studebaker-Worthington. It had
succeeded in getting out of South Bend and ani.idustry in which it had
not been an effective competitor, and in entering into unrelated but
more promising lines of business.

Second-tier companies in industries dominated by the few largest
firms, such as the Big Three in auto, fail for a\ 'riety of reasons.' Some
of these are of their own making, but others not. In the case of
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Studebaker, management mistakes and above-average labor costs
were largely the company’s fault, but it is questionable whether the
firm could have survived with competent administration and compar-
able labor costs. Secondary auto companies generally had to conform
to industry practices established by the Big Three. These favored
high-volume producers at the expense of smaller firms, and added
consiuerably to the per unit cost of vehicle production.

The key to auto industry profitability and stability in the postwar
years was its pricing policy. General Mstcrs, which regularly captured
40-50 percent of domestic auto sales in those years, set its prices on the
basis of cost-plus-profit. Per unit costs of production, which include
material, labor, and overhead, were estimated on the basis of an
anticipated ’standard volume” of production and a "target rate of
return” on net worth. According to the Congressionai testimony of
GM executives, the standard volume at that time was 80 percent of
plant capacity and the target rate of after-tax profit was 20 percent of
net worth. The target profit margin was added to the production cost of
each car in order tc arrive at the final product price. In this way profits
were included as part of the cost of making and selling cars.

Ford and Chrysler were price followers. They normally priced com-
parable tnodels within 1-3 percent of GM cars and settled for 10-15
percent average netrates of return on equity. Actual net profits for GM
during 1947-1967 averaged 21 percent, compared to 13 percent for each
of the other two. Studebaker, by contrast, averaged 24 percent net
profits on equity during 1947-1952, and 31 percent net loss during
1953-195Y.

In pli.ce of competitive pricing, Big Three companies substituted
design changes and promotional advertising. During the late 1950s the
combined cost of these practices amounted to roughly one-fo ~th the
cost of producing a middle-sized car. The large auto makers could
average this huge expense over the hundreds of thousands or even
millicns of units produced annually, while secondary firms like Stude-
baker had to do so for only a fraction of that volume. The latter had
neither the financial resources nor the production size to compete
effectively with the Big Three on the basis of product image.

The UAW was able to negotiate high wages and benefits under the
nonprice competitive system. Administered pricing treated labor costs
as one element in the "’ cost-plus-profit”’ price formula; negotiated labor
cost increases were simply includ- . in vehicle prices. But this practice
also made the auto union a convenient scapegoat for higher auto prices
and contributed to cyclical layoffs of auto workers.™ When consumer
demand for new cars slumped, the companies responded with pro-
duction cutbacks and layoffs as a means of restricting supply and
maintaining price instead of with price reductions as a way of selling
auto inventories. Congressional economists estimated in the
mid-1950s that GM could produce at less than one-half of its factory
capability and still not lose money.
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Ironically, the administered price system eventually made the Big
Three uncor vetitive with emerging overseas producers. Unaccus-
tomed to price and quality competition, GM, Ford, and Chrysler were
easy targets for Japanese and German auto makers. While General
Motors busied itself with styled fenders, its foreign rivals developed
front wheel drive, disc brakes, and fuel efficient engines. The weakest
of the surviving domestic companies, Chrysler, soon found itself in a
market position iike that of Studebaker’s in the 1950s. This time,
however, union concessions ai- 1 government-backed loans provided
the necessa1y ime and money for Ci.x, lc. o weather the storm until it
c. merge with or otherwise be integrated organizationally with a
stronger compe.1y. But the industry characteristics that contributed
heavily to Studebaker’s shutdown in 1963 surely were a factor in the
estimated 300 domestic auto assembly and parts plants that closed
after 1970.

Rockwell, Cummins Engime, «nd AM General.

Thr.ee additional transportation vehicle producers st .t down South
Bend-Mishawsz!-a plants during 1967-1978. Rockwell Standard’s sud-
de~ closirg of an eleven-year old, highly mechanized auto bumper
manufacturing plant in 1967 was attributed to inefficient, unprofitable
operations and a loss of customers for products manufactured there.
Both sides agreed publicly that labor was not the problem and that
instead the closing was part of a resrganization and consolidation of
Rockwel'"s 23 automotive parts piants. Rockwell had not competed
successfully with other auto bumper suppliers.

Inadditi~ «Rorkwell was then negotiating merger terms with Amer-
ican Aviation. '1.iese talks would recult in the formation of Rockwell
International, a conglomerate firm that was more committed *_ aircraft
and aerospace production than to the auio supply business. In retro-
spect, it appears that Rockweil was one of the first auto suppliers to
diversify away trom *hat uncertain industry and into more stable
product lines."

The world’s largest independent manufacturer of diesel engines,
Cummins began making castings in the old Studebaker foundry in
1964 as an alternative to purchasing them from outside supplers. Five
years later it abandoned the facility, explaining that physical im-
provements in the founary, which had been constructed in 1923 and
refurbished in 1952, were financialiy prohibitive. A one-month notce
was given the approximately 1,000 employees.

Upon occupying the South Bend foundry, Cummins officials had
said, “we look forward to working out a contract with the union.”
Subsequent negotiations were strike-free and when the plant was
closed a company statement empnasized that “our relations with the
union have been excellent and the caliber of the work force has bzen
high.” The problem was inability to make castings in South Bend at
costs that were cempetitive with those of supplier firms. “Cummins
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cannot justify the large captial investment that would be required . . .
to reverse what has proved to be an unsatisfactory pe-formance,” an
official said. The company would get castings from independent
producers.

The South Bend plant closing was one ot several production reor-
ganizations made by Cummins after the mid-1960s. New southern
plants were opened to perform work transferred from otner locations
and diverse joint ventures and licensing arrangements resulted in
overseas production of Cummins engines and components. By the
1980s the company had major plants in eight states and was getting
production in at least seven other countries.”

AM General was formed in 1970 when the automaker American
Motors acquired Jeep Corporation. With its Jeep production located 1n
Ohio, in 1973 the company began manutacturing city buses in Mis-
hawaka. Atits zenith AM General had about one-third of the domestic
market, butby 1977 had lost much of this to the more established firms,
General Motors and Flxible.

Neverthele-s, AM General claimed to hav - had the lead 1n develop-
ment of the -ansbus.” This was a transit vehicle for elderly and
bandicappedriders .hich the federal government reportedly planned
tn require cities to purchase when using government funds to buy
equipment. But because the decision to make the “transbus” man-
datory was being delayed, in June 1978 AM General announced it was
leaving the industry.

The bus plant has remained largely unused. But in 1983 AM Gener:'
won a potential billion-dollar defense contract to build an all-terrain
military vehicle called Hummer. Full-scale production eventually
would provide an estimated 1100 jobs, but the work was to be done
under the terms of a substantial concession agreement which AM
General had negotiated with the UAW local several weeks earlier. The
new contract was a factor in the Pentagon’s decision to award the
contract because 1t would narrow labor cost differentials between AM
General’s Mishawaka plant and those of 1ts major competitors in the
South, General Dynamics and Teledyne.

Less than 24 hours after the Defense Department announcement,
American Motors disclosed it was selling the subsidiary in order to
raise cash for its auto and jeep operations. A group of local investors
attempted to purchase AM General, but LTV, the Texas-based con-
glomerate, was the successful bidder.”

Shut Down of Acquired Establishments

The largest category of plant closings in the South Bend-Mishawaka
area involves the shut down of acquired establishments by parent
companies. Twelve such cases occurred during 1954-1983. Nine of
them were local employers who had bee~ bought out in horizontal
acquisitions, that is, by larger companies doing business in the same
product markets. Most of these takeovers were part of consolidation

Q
R 56

Aruitoxt provided by Eic:




Derndustriahization 47

trends occurring in certain industries as a result of changing produc-
tion technology, marketing methods, or corporate structures. When
such changes occur, large firms begin acquirirg smaller ones in order
to integrate them into their production systems. Or, they shut down
plants which are old, or which have outdated technology or high labor
costs, in order to eliminate excess production capacity.

Horizontal Consolidation
Kingan, Empire Box, South Bend Tackle and Roth Plating.

An early example of this type of closing was Kingan & Co. During
World War Il Hygrade Food Products acquired Major Bros. Packing of
Mishawaka, a family owned meat processor in the city since 1897.
Hygrade, which operated processing plants east of Chicago, laier
acquired another large packer, Kingan, whose production was in
southern and western states. The acquisition made Hygrade a national
producer and the fifth largest firm in the industry.

A year after the merger, Kingan was given operating control over
Major. It began processing a full-line of meat products under the
Kingan label for distribution in Northern Indiana and Michigan. But
new processing methods and marketing practices were shifting the
operating advantage in meat packing from medium-sized to large
piants. The result was that independent producers went out ot busi-
ness while the leaders consolidated operations. At the end of the war
the industry consisted of more than four thousand slaughtering and
processing plants; by 1977 there were an estimated 13v0.

Less than a year after Kingan assumed management of Major, t{he
latter was closed, displacing 150 employees with no advance notice.
Thereason given for shutting down the plant was its failure to increase
slaughter operations beyond that which had been diverted to Mis-
hawaka from Kingan's larger plant in Indianapolis. Hygrade later
reopened a part of the plant for use as an animal feed and fertilizer
processor; it employed 14 workers. Hygrade experienced declining
profit margins and in 1976 was acquired by Hanson Industries, a
privately held conglomerate.?

Empire Box moved one of its two plants from Chicago to South Bend
in 1927. The company made paper board boxes for food packaging
cartons. By 1936 the local plant employed more than 130 workers —
most of them skilled males — whose wages compared favorably to
those of printers.

In 1954 Empire was acquired by Ohio Boxboard, orie of the nation’s
leading flat paper board manufacturers. Ohio Boxboard merged five
vzars later with two oth - leading flat paper makers and fabricators,
American Bux Board and Central Fibre Products, to form Packaging
Corporation of America. This consolidation resulted iin the shutdown
of certain plants, including Empire Box in South Bend, which was
phased out over several months. The local manager said economic
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marketing and operational probiems’’ were responsible, without elat -
orating on it. Pactaging Ccrporation of America itself haa been ac-
quired by the conginme:ate Tenneco in 1965 and made part of Ten-
neco’s packaging products division. In 1983 Tenneco operated six
paper carton plants, considerably fewer than the number operated by
the three firms wt 1 they merged to cre. te Packaging Corporation.”

South Bend Bait vegan operations in the city during the 1890s and in
time became a leading full-line producer of fishing rods and tackle. Its
’Oreno” line of lures was highly regarded by fishing enthusiasts. In
1958 South Bend Tackle, as it was called then, was acquired by outside
interests, which ii1mediately reorganized it as a holding company for
two other rod and tackle producers, and also gradually transferred
production from South Bend to lowa.

Nevertheless, four years later new owners brought the firm back to
South Bend and added new productlines. They returned to the aity, in
their words, for its “’better labor market,”” an apparent reference to the
need for experienced workers in the industry at that time. In 1964,
however, the company again changed hands. This time its name was
also changed, to Gladding Corporation, and four previously inde-
pendent rod and tackle companies were consolidated along with South
Bend Tackle. Reorganization of Gladding’s production operations
followed shortly afterward, including the shutdown of the South Bend
plant over a two-month period. Gladding continued to manufacture
fishing tackle for awhile, but by 1983 it had become a diversified
producer of marine gear and athletic wear.

Gladdings' chairman emphasized at the time that the South Bend
shutdown decision was not due to problems with the Furniture
Workers Union, which represented the workers, or to labor costs.
There had been no history of work stoppages or disturbances. Instead,
he explained, the South Bend plant was ““uneconomical”’ because new
prodvction methods in the industry required capital-intensive, auto-
mated plant and equipment.*

A provider of metallc electroplating services to local metal manu-
facturing companies, Roth Plating opened in South Bend in 1946. It
located there because of the city’s central location t¢ .uto and appliance
manufacturers, and occupied the factory formerly used by the South
Bend Watch Company, which had stopped manufacturing in the
1920s. Roth was one of thirty small firms that locatec. in the a“ea that
year, according to the Chamber of Commerce. Su. years later it ex-
panded operations into the old South Bend Brewery works, and
increased its employment tc 70 persons.

In 1965 Roth was sold to local businessmen, who n turn sold the
company two years later to Buckeye Products, ..n electroplating firm
located in Michigan. Upon acquisition of Roth, Buckeye transferred
praduction operations to Michigan, displacing 75 South Bend employ-
ees without notice. Roth owners said they had accepted Buckeye’s
financial offer because of the great competition” in electroplating

a8




Derndustrialization 49

caused by the introduction of electroplated plastics. They also claimed
that federal government regulations on auto safety restricted the use of
interior "‘bright trim.”*

Drewrys Beer.

At the end of World War Il South Bend boasted three breweries, but
the last of them, Drewrys Beer, closed in 1972.* Some 250 employees
lost jobs. A regional brewer, Diewrys had been acquired by Detroit-
based Associated Brewing in 1965 and then by Heileman Brewing
when that company bought Associated in 1972.

Such acquisitions and shutdewns were part of a postwar consolida-
tion of the beer industry. National brands had captured sales from
regional and local brewers with aggressive price-cuiting, saturation
advertising, and exclusive marketing arrangements with wholesale
distributors and taverns. This new competition completely trans-
formed the inaustry. National frms became larger and small pro-
ducers were driven out. In 1950, 407 companies brewed 82 million
barrels of beer and the largest five oi them accounted for one-frurth of
industry sales; by 1979 only 41 firms were left, but they bre ed 175
million barrels and the top five now controlled nearly three-quartars of
the market.

The largest beer comparnies seldom close plants. Instead, they
expand existing facilities and build new ones. Except for Heileman,
their policy is to grow through internal sales expansion, not through
acquisition of rival brands. During 1958-1975, Anheuser, Pabst,
Schlitz, and Miller together made ten beer acquisitions compared {o 38
made by the 13 regional companies and 50 by the rest of the industry.
When breweries are closed, therefore, it is usually due to business
failure or operational consolidation following regional and local
mergers.

The South Bend Drewrys plant is an example of consolidation and
shr'tdown. Heileman'’s acquisition of Associated (Drewrys) was chal-
leaged by the Antitrust Division of the Justice Department on grounds
it would lessen competition in the Great Lakes area. A federal court
approved the merger, however, and also ruled that Heileman could
close one of Associated’s breweries for economy purposes. Helleman
promptly announced tnat the South Bend plant would be closed.
Reasons given to the press were that it was noncompetitive with rival
breweries and that advertising by major competitors had eroded
Drewrys sales markets. But former Drewrys employees, both from the
bargaining unit and from technical and supervisory ranks, claimed in
interviews that Drewrys sales began to fall after Associated acquired it
and then underpriced its own major brand, Pfeiffer, in areas where
Drewrys had always been a large seller. In other words, they claim
Associated acquired Drewrys and began to elininate it as a competitor
in certain market areas.

Labor relations at South Berid Drewrys had been stable and harmo-
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nious. Except for a brief walkout in 1968 over the length of the contract,
no strikes occurred and the grievance process was said to function
smoothly. Local union demands normally followed the pattern settle-
ments made in Chicago breweries prior to Associated’. acquisition of
Drewrys. Following that, the South Bend settlement was patterned
after those in Associated’s Evansville, Indiana Brewery, with South
Bend lagging somewhat. The ‘erms of this regional pattern did not
match the standards negotiated by t.ie Brewery Werkers at Associ-
ated’s St. Paul, Minnesota, and Chicago facilities, and did not ap-
proach those bargained by other unions in the Budweiser ar-d Miller
master agreements.

In 1966, the Brewery Workers international tried unsuccessfully to
achieve coordinated bargaining among its Associated locals as a way of
standardizing and improving contracts within the company. Union
strategy was to establish common or compressed contract expiration
dates among the bargaining units and then to courdinate their nego-
tiations on certain items of mutual interest, such as pension improve-
ments. The St. Paul and Chicago locals demurred, however, because
they preferred to pattern themselves after the superior settlements in
their areas. And the South Bend and Evansville locals were im-
mobilized by an international union disclosure tiiat Associated was
planning to clcse one of the two Indiana facilities.

It was assumed inside the union that Associated would choose the
Evansville plant for shutdown. Twice in recent years the South Bend
local had made contract concessions to save jobs. Extensive mechani-
zation of product handling in the plan. after the mid-1950s had re-
duced the peak number of production workers from 550 to 350.
Additional displacement would affect mainly the regular employees
because most of the temporary handler jobs had disappeared. In
response, the local union took a one-year freeze on wage raises and
fringe benefit improvements in 1965 and agreed to modest deferred
wage increases over the next two years. Still, the number of jobs
continued to decline, due mainly to falling sal :s rather than mechani-
zation.

Then in 1972, amid rumors of a possible plant shutdown, the local
again agreed to freeze wages and benefits during the first of a two-year
contract. Five months later Heileman acquired Associated and an-
nounced the South Bend closing. Local management and union issued
a joint statement in which collective bargaining was exonerated from
responsiblity for the shutdown: “The Company stated that the closing
was not attributable to labor problems or union activity and expressed
appreciation for union efforts to keep the plant open.”

Worker attention shifted to the severance pay they would receive
under the contract. As early as 1955, the South Bend local had nego-
tiated a pension severance }'an to assist displaced workers by pro-
viding them * ith a lun.p-sum of money in lieu of regular monthly
pension benefits upon retirement. The plan allowed individual mem-
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bers of the bargaining unit, who were vested in the retirement plan, to
receive a predetermined payment based on years of service in the
event of permanent job loss. Later, in 1968, when there was talk of a
possible shutdown, the provision was changed to liquidate the entire
pension fund if the plant closc 1. Only severance payments would be
made in that event. Each displaced worker was to be given one week’s
pay for ever  vo years of service at the South Bend plant. The clause
also required the employer to give 12 weeks notice of a planned
shutdown and to offer available jobs at its other breweries to workers
who are willing to relocate.

Wilson Bros.

A family owned men’s clothing manufacturer, Wilson Bros. moved
its production operations to South Bend from Chicago in 1887. By 1926
it employed 1,600 persons in what was now its main plant, and that
year brought in another product line. Wilson Bros. officers explained
the new addition:

The management of the company debated where to locate but found tha labor

conditions in South Bend are so ideal, our relations with labor so pleasant, that South

Bend was preferable to any other aty There 1s plenty of labor here and it1s of hugh

quality.

Like H. D. Lee, Wilson Bros. was a progressive employer for its time.
In 1919 some 1,200 women were employed in the South Bend plant,
where, according to a contemoorary newspaper account, “they are
given every pleasure that is in the power of the company to give
them,” including cafeteria meals, medical and dental care, comfortable
work areas, and a company-sponsoied employee club.

P.ant employment peaked at 2,200 in 1929 Even during the de-
pression of the 1930s, however, shipping and sales jobs were trans-
ferred to South Bend from Chicago. New product lines also were
added so that total empl-yment there remained close to the pre-
depression h sh.

After the war Wilson Bros. made two acquisi ions, incl1ding Enro
Shirt Co. of Louisville, Ky. In 1952 a new president was named who,
for the first time, was not a member of the Wilson family. He resided in
South Bend rather than Chicago, where the Wilson family had always
lived, because he considered South Bend “the focal point” of the
coapany. Five years later, however, Wilson Bros., was acquired by an
outside investment group whose stated goal was to initiate develop-
ment and diversification of the company.” Within months most of the
South Bend operations had been transferred to Louisville and the
Wilson produce brands integrated into a new company called Enro
Shirt Incorporated. Only Wilson’s pajamas ana bathrobe lines re-
mained in South Bend. Company headquarters soon followed the
production and located in Louisville. In 1973 the phased-down South
Bend plaut was closed altogether, displacing 81 employees Today
Wilson Bros. operates as a division of DWG Corporation, making
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diversified clothing items in Louisville, North Carolina, and rural
Pennsylvania.”

Whitehouse, and South Bend Tool & Die.

The Whitehouse division of Opelika Manufacturing, a multiplant
producer of textile linen products for the health care industry, was
closed over a three week period in December 1982, after having cut
back employment by more than half during the previous three
months. The displaced workers were mostly women sewing machine
operators.

Opelika is a relatively small company that grew in the industry
through horizontal acquisitions. Whitehouse was its first acquired
property, in 1951. It owns and leases manufacturing plants in four
southern states and Barbados in addition to California and lllinois,
where it is headquartered.”

The closing of South Bend Tool & Die, one of the city’s oldest
remaining manufacturing concerns, represented the passing of an
important part of local industrial history. News of the closing “swept
*hrough the machine tool industry here the way Studebaker Corp.’s
closing 20 years €-rlier stunnea the community,” observed Tribune
busness writer Ray Leliaert, Jr. Despite the heavy loss of manu-
facturing operations, South Bend is still thought to be the nation’s
largest machine tool center after Detroit, boasting more than one
hundred companies operating in some aspect of the industry.

South Bend Tool was the landmark company. Organized in 1929, it
serviced the machine tnol needs of Bendix, Studebaker and otherlarge,
expanding companies in the area. The nature of that industry is such,
however, that middle-level managers and supervisors, themselves
skilled toolmakers, could easily leave the company and go into the
business for themselves. They diverted contracts from South Bend
Tocl by taking advantage of personal contacts they had developed
with buyer representatives. At least twenty current tool and die shops
and designers in the area were established by former South Bend Tool
employees.

In 1977 the company was merged with a closely-held firm in Illinois.
Headquarters remained there, even though the other company was
operated as a division of South Bend Tool. Four years later the fabri-
cating component of the South Bend plant was closed and the facility
offered for sale. Then, in 1983, the main operation was closed with a
one-month notice. It was necessary, said the owners, because of high
labor cost and the expense of having to invest in new equipment 1’ ‘he
plant stayed open. "We’ve had two years of losses, and financially
competition is too keen and we justcan’t make it,” the parent company
president claimed. “One of the hardest things I've dor is close downa
company that’s been in business 54 years — you've got good people
working there,” he added. Thirty-five persons reportealy lost jobs.
Because the acquiring firm is privately held, it is uncertain whether this
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acquisition and shutdown represents a horizontal consoliuation and a
relocation of production.”

South Bend Screw

A manufacturer of precision machine parts for the auto and aero-
space industries, South Bend Screw was founded in the city in 1928. In
1959 it employed 60 persons. That year the company was acquired by
Kawneer of Niles, Michigan, which is located a few miles north of
South Bend. Kawneer, a manufacturer of architectural aluminum
products, was moved to Niles from Kansas in 1907 as a result of an
industrial development campaign which included plant construction
for incoming firms.

In 1962 the company was acquired by AMAX. Years later AMAX
consolidated its aluminum-related subsidiaries to form ALUMAX, a
half interestin which was later sold to Mitsui of Japan. In 1975 Kawneer
stopped mar ufacturing in Niles, leaving only the subsidiary head-
quarters. That too is now being moved to Georgia. Officials indicated
at the time that the acquisition was part of a "long range program of
integration and growth.”

Two years after Kawneer acquired South Bend Screw, it relocated
operationsin a South Bend industrial site along the . .ver. The land was
leased to the company for $1,000 a year for 10 years. Then, in 1983, after
Kawneer indicated its subsidiary might leave the area, the city offered
to lend the parent company $500,000 to relocate South Bend Screw in
the Airport Industrial Park and expand its operations. Besides, the city
wanted the riverside property in conrection with a redevelopment
project. Before the transaction could be finalized, however, Kawneer
sold the plant’s machinery and equipment to unidentified investors
who planned to relocate them. The workers were given a one-month
notice.

Torrmgton.

In October, 1983, Torrington announced it was closing its South
Bend bearings plant. The announcement culminated a two-year period
in which the compary at first denied it was contemplating the transfer
of production to its southern plants, but then indicated that ultimately
the decision rested on the willingness and ability of South Bend
workers to make the local operation efficient. Management meanwhile
unilaterally initiated Quality Circles in the plantand introduced a “cell
manufacturing” precess which combined job classifications and mixed
department boundaries contrary to existing contract language. When
the UAW local negotiating committee resisted these actions by filing
grievances and NLRB unfair labor practices charges, it lost mem-
bership support and was eventually voted out of office. Five months
later the shutdown announcement was made.

The bearing plant came to South Bend in 1928, when Bantam Ball
Bearing Co. dismantled its 30-year old manufacturing facility in Con-
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necticut and roved 15 rail cars of machinery to a new facilty in South
Bend’s recently completed Belleville Industrial Development area.
Bantam made the move in order to be nearer its customers in the auto
and machine tool industries. It was one of several companies, 1n-
cluding M.B. Skinner and Empire Box, that were attracted to South
Bend during that time by an active Chamber of Commerce campaign to
bring industry into the area through the offer of donated land and
various financal incentives, along with the promise of “free and
efficient labor conditions.”

A year later, Bantam was acquired by engineers and executives
formerly with Studebaker. They consolidated the company’s entire
operaticns in South Bend and increased its capitalization in order to
finance new machinery and more efficient production methods. So
successful were they, that Bantam remained profitable and twice
expanded its operations during the depression. This prospenty at-
tracted outside interests and in 1935 the Tornngton Company, a
Connecticut bearings manufacturer, acquired Bantam. South Bend
eventually became the headquarters for Torrington’s heavy bearings
division. Torrington was later acquired by the conglomerate Ingersoll-
Rand.

By 1982 Tornngton had built two new bearing plants in the South.
Meanwhile, several hundred employees at South Bend had Leen
laid-off due to the recession and the movement of work to the new
facilities. To allay worker fears that local operations were being phased
out, Torrington’s president went to South Bend in July and, ir a speech
from the plant loading dock, assured the work force there was no
present intent to close the place. But, he told them, future output there
would depend on productivity. “The cost of manufacturing quality
into a product should be in the neighborhood of three to four cents,”
he said. “South Bend’s cost is three times that and this has a direct
effect on the amecunt of work which comes into this plant.”

Thelocal union refused to make concessions on a controversial wage
incentive system in the plant, but otherwise cooperated with the
company’s productivity efforts except for the unilateral changes men-
tioned above. In any event, management claimed that productivity
was on the rise. The layoffs continued, however, and in August, 1983,
Torrington announced it was moving division headquarters from
South Bend to Connecticut. Then, two months later, the plant shut-
down was announced. By that time, only 164 employees remained of
the more than 700 in 1980 Production was moved to plants in Union,
S.C., and Shiloh, N.C.

In making the announcement, Torrington officials praised the ef-
forts of its South Bend workers. “We gave them a productivity chal-
lenge and they did a fantastic job,” said the division manage. “If we
had returned to a normal economy”’ after the recession, “this decision
nay not have had to be made.”™
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Cenglomerate Acquisitions.

Large conglomerate corporations acquired two South Bend firms
and later closed them shortly after the acquisitions. By far the largest
shutdown involved Associates Commercial Corporation, a finance
and insurance company, which was founded in South Bend in 1918
and grew to become one of the largest firms in the industry. In 1968 1t
was acquired by Gulf + Western. Friction arose between Associates’
top management and parent company officials over the subsidiary’s
location and relationship with local financial institutions. According to
Congressional reports, Gulf + Western policy was to sever existing
financial ties of acquired firms and instead link them to Chase Man-
hattan, the New York bank which financed its acquisitions.” South
Bend Associates apparently resisted this and other restrictions on its
operations.

In an unusually cnitical editorial which opposed the move from
South Bend to Dallas, Texas, the South 3end Tribune observ d that
» Associates hasn’t been ‘our’ local company in fact, despite an av. *mpt
to naintain an cutward appearance that it is, since it was sold to
Gulf + Western. . . . Decision making for the company shifted
increasingly to Gulf Western headquarters in New York.” Indeed, two
years earlier Associates management had promised to construct a new
commercial building in South Bend, one which would be the
centerpiece of a downtown renewal effort. The project was suddenly
cancelled by Gulf + Western as part of its corporate ban on new
construction.

When it left South Bend, Associates employed 1,250 nonunion
employees. Some 700 of them remained n the city to operate the
company’s nationwide computer services network. (Forty-one jobs
were eliminated in 1983 whe" the company consolidated certain com-
puter operations in Dallas.) ‘the reasons given publicly for the move
involved business advantages in the South: pro-business environ-
ment, favorable labor markets, low energy costs, financial resources,
superior air transportation faciities, no corporate income taxes, and a
better quality of Iife for employees.™

Skinner.

Another conglomerate shutdowa involved one of South Bend’s
smaller but more celebrated manufacturers In 1927 M.B. Skinner
brought his hardware opperation to South Bend from Chicago. Skin-
ner was an innovative producer and an imaginative employer. He
devised and manufactured metal repair clamps for industrial pipes
which allowed repairs to be made without having to shut down plants
or destroy good pipe.

Skinner's factory was designed so that every workbench faced a
window, and every windov looked unto green lawns and trees.
Flower beds, ornamental pools, stone benches, and well-kept hedges
and shrubbery graced the plant’s spacious grounds and elegant gor-
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dens. These were available to all employees dunng their lunch and rest
breaks. In this and otner respects Skinner epitomized welfare cap-
talism in labor relations. Aithough the plant was enlarged more than
once in later years, the number or employees probably never exceeded

Textron acquired Skinner and in 1961, five months after acquiring
Sprague Meter, which also manufactured and sold pipeline repair
devices, Skinner was made a division of Sprague. Sometime after the
acquiswion, Skinner hourly workers chose to be representeu by the
Steelworkers Union. No labor disputes were reported locally until a
brief strike in 1977 over wages. The following year, Textron closed
Skinner with avout two months notice, on grounds the cast iron
clamps Skinner produced had been made obsolete by widespread use
of inexpensive plastic pipes. Some 40 persons were displaced; Textron
offered them jobs at Sprague’s Kentucky plant.™

Shutdown of Locally Owned Plants
Four of the 27 plant closings identified in the survey were locally
owned at the time of shutdown. In one instance the company built a
new plantin the South and eventually relocated production there from
South Bend while keeping its main offices in the city The other three
are instances of local firms going out of business.

South Bend Range.

South Bend Range was established in 1898 as a manufacturer of coal
and wood ranges for the home. It remained locally owned and over
time became a major producer of commercial and institutivnal cooking
equipment. During the early 1970s management reported record sales
and employment in excess of twe hundred persons. The company
introduced several new product lines and also modernized and
expanded its plant and equipment It said 1t could not meet the
growing demand for restaurant equipment caused by increasing num-
bers of Americans eating out, and even built a smali production plant
in Arizona to produce for that part of the country.

Thesecond facility did not seem to detract initially from employment
in South Bend, where the number of jobs rose to three hundred by
1973. Later, however, employment began to decline, eventually o
about one hundred in 1977. “onvinced their work had been diverted
awdy from South Bend, the unionized workers there demanded a
contract clause prohibiting the contracting out of production work and
in 1978 their local struck the plant for seven weeks to et such a
guarantee,

Following that confrontation, South Bend Range began building a
much larger plant in North Carolina. As it was being built, company
officials tried to alleviate local concerns about the future of the South
Bend plant by announcing that the new facihty would involve only
new production. When it was completed, however, manufacture of
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convection ovens was moved from South Bend to North Carolina.

Still, management .nsisted the firm would not leave the city. “Weare
moving ahead at this time because of the success of our new facility in
North Carolina, the availability of assistance from local government
agencies [there], and to provide needed space now in the face of
escalating construction costs,” said a company spokesman But then
another product line was transferred to North Carolina in early 1980,
leaving a single major line in South Bend. The n=w move cut the
remaining number of local jobs to about fifty. This time the company
did acknowledge that labor cost differentials were an important con-
sideration in the relocation, plus the fact that the South Bend plant was
old and had “a tremendous amount of inefficiencies.” Nevertheless,
“We don’t have any plans at all to completely leave South Bend,”
promised a company officer. Cooking broilers would remain the pri-
mary product line in the local plant, he said.

Late the following year broiler production was also transferred
south. According to management, the latest decision was made follow-
ing a comgarison of productivity performance in the two plants. "The
future really rests on our ability to get our productivity up in South
Bend,” the company president remarked.

In 1982 South Bend Range was reorganized after it acquired a
Canadian cooking equipment manufacturer. The new firm was named
Southbend Escan. Two months later Escan announced it was terminat-
ing production in South Bend. By now only 30 production and supervi-
sory employees were working. A company statement explained the
decision as ““the need to improve efficiency, eliminate duplicate facili-
ties and management, and to consolidate purchasing, production and
shipments in a Jocation better serving growing domestic and interna-
tional markets.”

Three months later Escan disclosed plans to locate its cornorate
headquarters in South Bend’s Airport Industrial Park. The c. . ipany
would assume the $465,000 industrial revenue bond of a bankrupt
electronics firm; the original bond had been reduced from $550,000 by
the electronics company during the past three years. Some 65 to 70
headquarters jobs remain in South Bend.*

Gentner Packing, Schumacher, and Garvey Pattern.

Family owned Gentner Packing closed its doors in 1971, more than a
half century after its opening 1n 1915. It processec beef for wholesale
distribucdon throughout northern Indiana. The company gradually
increased employment from a dozen workers prior to WWII to ap-
proximately one hundred in the 1960s.

In1971 Gentner received loans and loan guarantees from the federal
Economic Development Administration and local financial institu-
tions. The purpose was to expand its daily slaughtering operations
from 350 to 500 cattle and to hire an additional 50 workers. Less than
two years later, however, the company announced it was closing for
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the duraticr.. Its South Bend plant was, 1t said, the largest meatpacker
east of the Mississippi. The reason given was the firm’s inability to
purchase cattle at low enough prices to make processing worthwhile.
The plant never reopened.”™

Peter Schumacher-Sons started in the South Bend-Mishawaka con-
struction business in 1910. It grew steadily to become one of the area’s
leading general contractors, over the years building schools, hospitals,
factories, office buildings. and apartment dwellings. Then, like many
other large contractors it diversified into related activities during the
1960s, including heavy machinery and equipment hauling, industrial
engineering, and real estate development.

Historically a family owned company, Schumacher was taken over
in 1978 by the principal owner of a local engineering firm. The new
owners divested Schumacher of its subsidiary enterprises and instead
confined its activities to gereral contracting. In early 1980 the company
was put in receivership by a local bank for having defaulted o~ loans
made in 1976-1977. This was shortly after the firm had laid off its
employees and offered to sell its office building. Schumacher’s chair-
mar attributed the feilure to high operating costs associated with
unia 15, high interest rates, and generally pocr industiy conditions.
The divested businesses were unaffected by the shutdown. Schu-
me her Realty, in fact, reportedly was the selling agent for the con-
struction firm’s office building.*

Garvey Pattern was closed in Sepicmber, 1983. At 69 years of age,
principal owner George Garvey decided tc close the facihty, he said,
because of declining business conditions and differences he was expe-
riencing with the Pattern Makers union. He organized the firm in 1956
after having left another South Bend pattern producer that he co-
founded in 1937.7

The Deindustrialization Process

Absentee owners closed 23 of the 27 plants in this study. They did so
in response to problem- in their product and labor markets. Sometimes
they relocated establisned operations from South Bend to low-wage,
nonanion places, or, less often, to geographically more convenient
sites. These were mostly firms in garment or other labor-intensive
industries which were 1n the process of relocating production to the
South. At other times, absentee owners terminated established oper-
ations because they were not selling enough of the product. This
happened mainly in concentrated industries, where second-tier com-
panies were not competing effectively against the dominant firms. But
most frequently, absentee companies acquired local establishments
and shut the plants in the process of consolidating production
operations.

There is more than one kind of plant closing in response to adverse
product market conditions. For the absentee owner, one solution is to
stop making the product and instead to transfer capital resources into
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other product lines. This approach makes the individual plants and
divisions of multi-plant, diversified compan.es vulnerabl~ .0 shut
dowr.. Their operating performance is measured not only against that
of rival companies ir the same industry, but also against alternative
capital investments Ly the parent company. When short-term profit
expectations are greater for petroleum products or financial services
than in basic steel, forexample, U.S. Steel and Republic Steel disinvest
in steel and invest, respectively, in an oil company and a savings and
loan institution.

When multi-indus y companies shift capital this way, from une
product area to another, often invelving unrelated businesses, the
intensity and velocity of capital mobility 1s sreater than when single-
oroduct firms make the changes. When the latter move capital out of
dedlining industries and into more profitable ones, the process occurs
over an extended period of time, during which the less profitab!
enterprise contracts and the increasingly profitable one expands. (Itis
also possible that new firms mav enter the more profitable industry.)In
this instance, workers and communuties have iirae to adjust. But when
capital transfer occurs within a single firm, the process is usually
a' .ptand sec.etive, and affected parties are unable to adjust quickly
a..d adequately. Termination of product lines and corporate diver-
sificatiors into other products and industries characterize the plant
closit gs by Studebaker, Curtiss-V.'righ. 2ockwell, and Cummins, and
probably also he shutdown at AM General. It is easier for large,
diversified corporations to disinvest out of threatened product lines
and buy into new ones, than 1t is for them to stay and meet the
competition; it is easier for them to close a plant than to keep it open
and cooperate with the community to make the plant more competi-
tive.

A second option available to an absentee owner having product
market problems 1s to coisundate existing plant capacity. Previously
independent firms are acquired during consolidation drves in the
indus*ry, and their plants subsequently closed in order to reduce or
redis ribute production capaaity Plants disappear, 1n other words, so
that available market shares can be concentrated among fewer pro-
ducers. This is the reverse of closing a plant for competitive reasons —
the plaiit1s shut down as part of a drive toward cooperative or collusive
pricing and pr~-"1ction practices among the dominant firms. Plants are
closed in order to restrict the supply of the product or to widen Hrofit
margins by shufting producticn to low-cost operations.

Tactical plant closings have been an industry response to excess
supply in the do..estic steel industry, for example. From the form. tion
of U.S. Steel in 1901, with its subsequent shut down of several newly
acquired plants, to the 1983 combination of jones & Laughlin (LTV
Corp.) and Republic Stce! with its anticipated closing of duplicate and
~verlapping facilities, steei ~anagers have curtailed output by consoli-
dating and closing facilities ™ in this study, Empire Box illustrates the
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down with armed force and South Bend’s factories remained open
shops. Railway brotherhoods and AFL craft unions survived, how-
ever, and between 1900 and 1920 they conducted serious strikes,
including ore by Studebaker harness stitchers at the curn of the
century. Manufacturing employers meanwhile established and main-
tained a city wide job referral system, which made it unnecessary tor
laborers to travel from one fac*ory hiring office to another, but also
enabled industry to screen-out the “troublemakers.”

The specter of revolutionary industrial unionism worried South
Bend’s respectable citizens. In Chicago, only 90 miles away, the Indus-
tria! Workers of the World was rampant. But, ir. South Bend, railway,
street car, and construction strikes were broken, sometimes with
strikebreakers, and the city acquired a reputation for low-wage, non-
union employers at a time vhen other cities were becoming union
bastions.

Labor conflict elsewhere was seen asan opportunity for South Bend.
Local businessmen began promoting the city as ideally situated, hos-
pitable to industry, and having skilled, reliable workers. ’"We have no
labor troubles it South Bend,” boasted the Chamber of Commerce in
1922, "for this city is peopled largely by home owning folks.” In 1927
the Chamber annourced an ambitious industrial development pro-
gram to rival those of other cities inside and outside Indiana that were
in competition for manufacturing operations. The development pack-
age consisted mainly of building sites donated by a local realtor and
guaranteed foans for new plant and equipment. A number of firms did
locate in South Bend as a result of these efforts, some of the same
operations that were later acquired and relocated in southern indus-
trial development parks.”

Conclusior

The principal finding of this study 1s tha large, diversified corpora-
tions are responsible fora majority of plant closings Eighteen of the 27
dosings are clearly ot this kind. Furthermore, these shutdown de-
cisions are made for reasons that are internal to the needs of the
companies, but which result in substant.al social costs to the affected
parties. Yet, workers, unions and communities have little say 1n the
matter and virtually no influence over either the process or the out-
come. Most of the closings had tactical significance relevant to product
market shares or labor market costs, or both Without exception, the
reasons were only vaguely communicated to ocal area resi’ ats and
organizations.

Productive capital was taken from the community in these closings,
but the workers swyed behind. ey and their factory towns had to
make the adjustinents, not the people and the organizations that made
the decisions. Looked at this way, a plant closing is a matter of relative
con.rol over the economic environment, not a situation 1n which
workers and owners alike are the hapless objects of 11 exorable market
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forces. Workers, unions, and communities have little means of control
over the plant closing environment because they are of no further use
to the owners in the production process. Absentee owrers have a great
deal more control. They alone make the investment choices. Because
they are diversified concerns that do business in a variety of industries,
or have the capacity to do so if they choose, their mobility allows them
to take advantage of the fact that some industries are declining while
others are expanding, and that some geographic regions are at a stage
of industrial development in which labor earnings and social wage
costs are high while others are in the low-cost stage. The result is that
covporations can pick and choose strategically among industries and
locations, while workers and communities cannot.

Studies of plant closings at the national, state, and metropolitan
levels show patterns similar to those in this case. Large, diversified
corporations account for a disproportionate share of the closir gs- They
close plants in all industries and in every partof the couniry, usnually on
shortnotice, and at ttle cost to themselvesin compensation to affected
pé.- 1es. Their mobility gives them both opportunity and motivation to
close facilities which smaller, specialized employers might try to keep
open.*

Th key determinant in the incidence of closings and phasedowns is
why ner absentee owners continue to invest in local plants. A survey
made ¢f 171 plant closings bv the nation’s largest five hundred corpor-
at:ons during the 1970s shows that inefficient or outdated facilities and
equipment was the reason given most frequently. (High labor costs
and militant unions were mentioned less than half as often.) The
author concluded that “the clear culpritin closings of both new and old
facilities is inefficient production technology. In nearly half of all
closings the factory slipped — or perhaps we should say was allowed
to slip — into poor technological and management practices.” "

If the problem of plant closings is largely one of absentee control and
capital disinvestment, then solutions for workers and communities
mustinclude, in addition to a national economic policy of full employ-
ment some forms of local ownership and guarantees of plant reinvest-
ment. Staughton Lynd calls this "’re ndustrializaticn from below,” to
distinguish it from the kind proposed by financier Felix Rohatyn and
analysts Lester Thurov- and Robert Reich.* In this view, influence or
control over the ownership and investment function 1s critical to pover
and self-determination in the market economy. Therefore, if com-
munities are to shape their own industnal fortunes, they must in-
fluence or control investment. Whether they will achieve this on a scale
approaching that neede. to offset the dislocation which has already
occurred in places like South Bend remains to be seen.

»here are signs of movement in that direction, however These
include the passage of community and regional laws whick per.alize
employers who close plants arbitranly; the use of eminent domain by
local governments te acquire an< operate produ.tion facilities which
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are in danger of being permanently closed or arbitrarily relocated by
absentee owners; the adoption of area ecornomic development pro-
grams that make industrial location subsidies and tax abatements
conditional upon genuine and lasting job-creation rather than on
temporary production-relocation; trade union initiative., i employee
pension investment decisions; experiments with alternative pro-
duction efforts aimed at preserving rather than dismantling estab-
lished metal-working skills and facihties; leveraged buyouts of closed
or dedlining plants by local businessmen and managers with the
assistance of local financial institutions; and direct worker ownership
under Employee Stock Ownership Plans.

Finally, it must be emphasized thata prerequisite of local investment
and manageria! control is for community and worker organi:ations to
understand ** it they are in common predicament, that neither is the
enemy of the uther, and that they need to build political coahitions and
work together in their common interest.
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Dun’s Million Dollar Directory, Vol [, 1983
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25. SBT September 22, 1946, Navember 31, 1951, August 1, 196/

26 This description 1s based on a previous study Charles Craypo and William |
Davisson, “Plant Shutdown, Collective Bargaining, and Job and Emplovment Experi-
ences of Displaced Brewery Warkers,” Labor Studies Journat (Winter 1983)

27 SBN-T February 23, 1919, SBT August 8, 1926, December 31, 1931, January 15,
1934; February 16, 1934, January 15, 1957, May 9, 1957, March 23, 1975

28. SBT December 9, 1982. Mocody’s Industrials, 1983

29 5BT August 16 and 28, 1983

30. The South Bend Screw acquisition and shutdown 1s descnibed 1n, SBT October 8,
1959, February 25, June 10, and July 28, 1983 Torrtngton’s history and closing are
reported in SBN-T February 14, 1928, May 4, 1931, May 30, 1935, Letter from Depart-
ment, South Bend Public Library, Scuth Bend, Indiana, May 21, 1940, SBT February 14,
1928, February 6, 1929, July 21 and September 30, 1982, August 9, 1983, and October 13
and 14, 1983, Letter from UA'V Local 590 Negotiating Commuttee to Local Members,
South Bend, Indiana, May 6, 1983

31 US Congress, Antitrust Subcommittee of the Judictary Commuttee, House of
Representatives, Staff Report, Investigation of Conglomerate Corporatins, 92nd Cong |, 1st
Sess., (Washington, D C  GPO, 1971), pp 169-183

32 SBT, November 13 and 14, 1975, and Octaober 6, 1983

33 SBN-T September 28, 1927 SBT }une 31, 1947, June 30, 1950, February 3, 1978
"Textron’s Corporatien,” Moody's Industrial Manual, 1968

34 SBT January 1, and November 30, 1972, May 21, 1973, Navember 29, 1979, Apnil
24, 1980, December 5, 1981, October 30, and December 2, 1982, February 17, 1983
Interview with Robert D Oswald, Chcirman and Chief Executive Offieer, Southbend
Escan, Outlook, Madison Center, Inc, Summer 1983

35 SBN-T February 28, 1937 SBT August 3, 1971, and April 6, 1973

36. SBT May 29, and Octobe: 16, 1961, Apnl 27, 1980

37 “"Garvey Pattern to Close Sept 30,” SBT, September 16, 1983

38 Thomas F O’Boyle, "LTV ta Pay $770 Million for Republic, Industry Shakecut,
US Steel Duel Seen,” Wall Street Journai, September 29, 1983

39 “Carton Producers Settle Trust Case for $200 Million,” Wall Strect Journal, Sep-
tember 14, 1979

40 Estabhshments in wliuch praduction was relocated to the South are Singer,
Bike-Web, Essey, H D Lee, Wilson, Associates, Skinner, Whitehouse, Tarnington, and
South Bend Range That ot Empire Box and South Bend Tackle may also have been
transferred there Plants being phased down and operations maved ta southern plants,
include Be .dix, Dodge, and Wheelabrator-Frye

4" Patnck ) Furlong, “Riot at Oliver’s,” The Old Conrthouse News, Northern Indiana
Historical Saciety (Winter 1576-1977) Jack Detzler, South Bend, 1910-1920 A Decade
Dedicated to Reforrt (South Bena, Indiana Northern Indiaia Histonical Society, 1909), pp
86-88 SBT September 27, and October 4 1977 SBN-I' September 28, 1927

42 Bluestone and Harnson, The Demdustrivazanmn of Amencu, Juha Leighton, Melissa
R Rodenck, and Nancy Folbre, Pick Up Your Toels and Leave, The Mill 1~ Down Plant
Closigs in Mane, 1971-1901, (Department of Econamucs, Bowdoin Cellege, Brunswick,
ME , 1981), Robert G Sheets, Russell L Smith, and Kenneth P Vovtek, ""Corporate
Disinvestment and Metropolitan Manufacturing Job Loss <Chicago>,” Northern -
linois University, Center for Governmental Studies, no date (mimeo) Also see, Robort
L Aronson and Robert M McKersie, Ezonomie Consequences of Plant Shutdowns i Now
York Statc, New Yar! State School of Industnal and Laber Relations, Cornell University,
May 1980, for case studies of three plants closed by large, diversified firms

An alternat've method of nterpreting, plant closings 15 based on conventional e o-
nomic theory rether than empincal case studies It relies on the competitive marhet
model of economic bahavior Spearfically, t' 1s approach consists of postulating why
business firms close plants under competitive market conditions The answeris dedued
from the assumptions made ir the theory It says, essentally, thatf plants are closed, it
must be because they are no longer efficient praducers and therefore they should be
closed This presume- consistent with the maodel, that individual firm profits arc the
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best measure of efficient production in the market economy  [t1s not possibie uaing this
method to make d'stinctions among firms according to levels of concentration or
structural diversification, these are considered irelevant to the 1ssue Nor can account be
taken of the social costs absorbed by dic pliced workers and abandoned communities,
only the costs and benefits that accrue to the business fi.ncmatter Norisany significance
attached to whether production was terminated or relocated 1n the closing The leading
practitioner of this method 1n regard to plant closings 1s Richard McKenzie See, for
example, Richard B McKenzie, Restrictions on Business Mobility A Study i Political
Rhetoric and Economic Realty (Washington, D C Amencan Enterpnse Institute, 1979)

43 Roger Schmenner “Everv Factory Has A Life Cycle,” Harvara Busniess Review
(March/Apnl 1983)

44 Staughton Lynd, "The View From Steel Country,” Democracy (Summer 1983)




Plant Closings and the Law of Collective Bargaining

Sharon Sumon

Introduction

The crisis of plant closings and other torm - ot industrial dis.ocation
presents the labor movement with a dithcult challenge The tremen-
dous drain ot weaitir trom the Northeast, Midwest and other parts ot
the United States means the loss ot jobs, the closure of plants and
businesses and the erosicn ot the membership base ot labor unions
Labor’s reaction to the crisis ranges from the implementation of short-
term tachics to mamtam emplovment, to the pt nt ot jong-range
strategies aimed at reversing the trend of demdus.riaiization

Immediate umon responses inciude negotiating and entoraing con-
tract languag » restricting a company’s nght o close, bargaining over
an employer’s decision to terminate or reiocate operatiens, pursuing
untair labor practice charges, and taking direct action such as strikes
and occupation of workplaces Among iabor’s long-term strategies are
the enactment ot piant closing iegislation, empiovee and or com-
munitv purchase of businesses, gaining union mput into investment
decisions, labor law retorm and organizing previously unorganized
workers.

The labor mov’ ment has made and continues to make considerable
use of the law smce the legal svstem provides one forum where
chailenges *o plant closings and other torms ot work removal may be
made Untortunateiv, labor law in the United States does not ade-
quately protect the nghts ot unions and their members when work
removal and loss of jobsis at 1ssue Labor law has traditionally upheld
the right of business and industry te make “imvestment” deasions free
from "mterference” by the representatives of their empiovees.' These
investmen. decisions are at the root ot employer decisions to terminate
or relocate work. Deaisions such as how much money to reinvest in a

Sharon Somon 1~ Assistant Professor f Labor Fducation at the School tor Workers at the
chversity of Wisconsm
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plant or workplace, what rate of return on investment is acceptable,
and where corporations wilf move their assets and locate their invest-
ments all ultimately determine whether a corporation keeps a plant at
its present location, moves some or all of the work elsewhere, or
completely terminates a line of production. Because labor law does not
provide for worker participation in these decisions, it 1s not a powerful
tool from which the labor movement can benefit.

Nevertheless, there are restrictions which current labor !aw places
on employers’ rights to terminate or relocate work. These restrictions
need to be understood and utilized while recognizing the practical
limits of the law. At its best, the law enables unions and workers to
gai. time in their fight against deindustrialization by slowing the pace
of work removal. A lawsuit or the threat of a lawsuit is ger.erally useful
as a means to gain leverage with an employer in negot.ating a better
financial settlement for workers affected by the closing. YJowever, the
net result of a legal strategy is rarely to prevent or reverse the closing of
a workplace.

The major restrictions on plant closings and other forms of work
removal arise out of the law of collectve bargaining. The Mational
Laber Relations Act, «- amended, 15 .he statutory basis for the legal
principles that have been developed and that give unions some rights
and opportunities to challenge the termination or relocation of work *
Two major legal considerations will be discussed. The first 1s the
obligation of employers to bargain with unions over various kinds of
economically-motivated decisions to terminate or remove bargaining
unit work.

The second is a restriction specifically on one form of work removal,
namely relocation of unit work. This restriction prohibits relocation of
bargaining unit work during the term of the contract for the purpose of
avoiding paying the contractually agreed upon labor costs. Other areas
to be examined are limitations placed on work removal by contract
language and restrictions on closings when the closings are motivated
by anti-union consi derations. The last two topics will be discussed first
since the governing law is relatively .vell established, followed by an
analysis of the current major issues 1n the duty to bargain over work
removal and the restnctions of relocations uuring the contract term.’

Contractual Limitations on the Removal of Work

It is advantageous for a union to negotiate strong contract language
restricing manage  ent’s right to terminate or relocate bargaining unit
work. This requires anticipation of future employer interest in work
removal and negotiation of restrictive language before work removal
becomes an 1ssue. Some exampies of such provisions are language
which promises that the plant will stay open for the term of the
contract, prohibits reassignment of work elsewhere, or restricts sub-
contracting of baigaining unit work.’

Whule restrictions on reassignment or subcontracting of bargamng
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unit work may be found in some collective bargaining agreements, itis
rare to find absolute pro::‘bitions of plant closures or relocations. More
common is language provi'ing for advance notice to the union ofa
decision to terminate or relccate work and language requiring bar-
gaining over such a decision Provisions dealing with the impact of the
decision on the workforce, such as severance pay, insurance benefits
and transfer nghts, are also common.® However, the reality of present
day bargaining 1s that if a contract does not already contain provisions
restricting plant closure or work relocation, such language will be quie
difficult to negotiate.

If it appears that an employer is about to viclate contractual limi-
tations on work removal, the contact may be enforced through griev-
ance arbitration. Expliait contract prohibitions usually are enforced by
arbitrators. For instance, in one arbitration case the contract prohibited
the company from reassigning work performed by bargaining unit
employees to other personnel who were not in the unit. When the
employer closed one plant and consohdated production in a second
plant, the arbitrator found a violation of the contract and ordered the
company to reopen the closed plant.”

If an employer resists arbitration, it is possible to bring a lawsuit in
federal cistrict court to “compel” arbitration under Section 301 of the
National Labor Relations Act.” In such a »uit, the union would be
seeking a court order forcing the e.nployer to arbitrate. However, the
major procedural problem with grievance arbitration is not employer
resistance to arbitration, but the time lag between the union’s first
knowledge of the contractual violation and final resolution o *he
dispute by the arbitrator." In the interim, the employer may close the
plant or begin removing the work. Therefore, a union may need to
obtain a Section 301 court injunction prohibiting the employer from
closing or from moving work or machinery until after the arbitrator has
ruied on whether the work remov>! violates the contract *

indeading whether to grant an injunction requiring the employer to
maintain the status quo pending the outcome of the arbitration, courts
often focus on whether the employer’s action will deprive the union of
an otherwise effective remecy to the violation." If the employer 1s
permitted to close a plant, i:ansfer the work to another location or sell
the business before an arbitrator can decide the grievance, then the
arbitrator would be presented with a fait accompli and the union would
likely be deprived of an adequate remedy for the contract violation. For
instance, it would be difficult for anarbitrator to order a plant reopened
and employees reinstated after the company had closed the plant and
moved the equipment elsewhere."

In addition, there are other factors a court will consider when a
union requests an mjunction. First, is the underlying contract dispute
arbitrable, i.e., is it a grievance the union and employer agreed to
submut to arbitration under the terms of the collective bargaining
agreement? Second, has the union demonstrated potential success in
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winning the grievance once it goes to arbitration? Lastly, would the
union suffer more from the denial of an injunction than the employer
would from its issuance?™

Pursuing arbitration and a status quo injunction is appropriate if the
collective bargaining agreement contains a provision the union be-
lieves prohibits work removal. However, most contracts do not con-
tain explicit restrictions on work erosion. Nevertheless, when a con-
tract is silent concerni~g the employer’s right to close and/or remove
work, it may still be possible for a union to claim, to an arbitrator or a
court, that an “implied restriction” exist: on some types of work
erosion. The union can argue that such a restriction should be inferred
from other provisions in the contract or from a prior course of dealing
between the union and the employer. For example, the union may
claim that an implied prohibition against relocating or subcontracting
arises from the recogrition and seniorty clauses of the contract; that by
agreeing to this language the employer guaranteed that bargaining
unit work would continue to be done by unit employees under the
terms and conditions of the collective bargaining agreement.”

Another rationale for an implied restniction is that a collective bar-
gaining agreement, like any other contract, creates a “covenant of
good faith and fair dealing” and the employer cannot unjustly deprive
the union of the value of its bargain." Such a claim could arise when a
union makes concessions based on the threat of a plant closing and the
employer really has no intention of changing its plans to close.

A similar kind of argument was made in one case where the union
agreed to substantial concessions in return for the employer’s promise
to spend two million dollars to modernize the plant and to use its best
efforts to secure additional work to keep the facility open. Five months
later the company decided to close the plant and reneged on its
promise. The court refused to issue an order prohibiting the company
from closing the plant because there was no clear promise in the
collective bargaining agreement to keep the plant open. However, the
court found that the employer was clearly in breach of its contractual
promise to spend two million dollars to modernize and to seek addi-
tional work. The court therefore ordered the company to pay the union
monetary damages in an amount measured by the value of the union
givebacks or by the two million dollars the employer promised but
failed to spend, whichever was greater. The court said, it would be
grossly unfair to permit a company, which admits it breached a
three-year collective bargaining agreement within months after it had
been signed, to close this facility and walk away from these workers
without paying one cent in damages.”™

In most instances it will be difficult to get an arbitrator to enforce
implied restrictions since arbitrators are generally hesitant to infer
these kinds of prohibitions.” The same problem will anse if a union
seeks a status quo injunction pending arbitration based upon an
implied restriction. Therefore, in order to obtain an injunction and to
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prevail in arbitration, it is usually necessary to have strong specific
contract language restricting management’s right to close or relocate
work. Nevertheless, even the best possible contract language rarely
empowers a union to prevent a closing. viore often such language
enables workers to buy time by delaying the closing and enhances the
union’s ability to negotiate increased benefit for workers who lose
their jobs due to the work removal.

Plant Closings and Anti-Union Discrimination

Most of the legal restrictions on plant closures come from the
National Labor Relations Act (NLRA). Section 8(a)3 of the NLRA
makes it an unfair labor practice, a violation of the NLRA, for an
employer to “’discriminate in regard tc hire or tenure of employment
. . . to encourage or discourage membership in any labor organiza-
tion.” This language has been interpreted to mean that in order to
violate Section 8(a)3, an employer musi teve acted both because of
union activity and with the intent to disccurage union activity. In the
context of plant closings the question is, if an employer closes a plant or
relocates work because of anti-ninion considerations, is such action a
violation of Section 8(a)3?

A number of important principles have been developed cor.. >rning
the application of Section 8(a)3 to a plant closing situation. An em-
ployer has the absolute right to completely terminate its business for
any reason, including a desire not to be unionized." This rignt exists
only where an employer is closing its entire business (where it is not
part of a larger corporate structure) and where the decision to close is
permanent. In such a situation, a plant closing based on anti-union
bias would not be a violation of Section &(a)3.

However, a company with more than one plant may not close one
facility if the purpose of closing is to discourage union activities in its
other plants. Such a partial closing 1s unlawful if the following criteria
are met: 1) thoce in control have a continuing business activity (which
may or may not be the same type of business as the one that was
closed) from which they will economically benefit if unionization in
this other business is discouraged; 2) the plant was closed for the
purpose of discouraging union activity; and 3) it was foreseeabie that
the clusing would create fears among remaining employees that their
workplace would be closed if they engaged in union activities.™ It is
only where all the above crileria are met that a closing mc'ivated by
anti-union consideration will violate Section 8(a)3.

The major hurdle to a successful Section 8(a)3 claim is proving
discriminatory intent, that the employer’s motivation in closing was to
discourage union activity. The natural result of a plant clcsing is to
undermine the union and by transferring work a company avoids
paying wage rates and benefits negotiated 1n the union contract.
However, this alone is not considered proof of anti-union ntent and
does not make a closing unlawful. A further difficulty with proving
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anti-union motivation is that normally in plant closings or work trans-
fer situations an employer is able to cl-'m some "legitimate”” business
reason for its actions, thereby masking its real purpose of avaiding
union._ation. A compat.y may have an economic pretext >vailable,
such as a claim that it closed part of its operations because 1t was less
profitable than other plants. Even if labor costs due to unionization
were responsible for some of the decrease 1n profitability, asleng s the
employer can show that 1ts motivation 1n closing was economic, a
Section 8(.)3 case will be extremely difficult to establish.

If a union faced with a closing or a transfer of work beheves the
employer’s actions violate Section 8(a)3, an unfair labor practice charge
should be filed with the National Labor Relations Board (the NLRB or
the Board) as soon as possible ™ If the unicon prevails, the most effective
remedy the Board car order is that the closed operation be -eopened
and the employees be given back pay. Although this remedy 1s the
only one that completely ompensates for the illegal employer action,
in some situations the Board may refuse to order reopening Cven .f the
Board does order reur 2ring, the courts may refuse to enforce the
Board order. Such refusals usually are base:” ,n the "excessive” finan-
cial costs to the employer of reopening. Thus, the mo'» common
remedies are back pay and reinstatement rights at the new location ‘if
there is one), including trave. and reiocation expenses.™

If there is any in”ication ut all of anti-union motivation, 1t may be
worthwhile to file a Section 6(a)3 charge alor.g wrth any ovher charges,
at least to get . utional in‘ormatior about the reason fo; the em-
ployer’s decisio*1. It is not often that a union has a strong Section 8(a)3
case 1n a plant closing situation.” If it is not possible to prove that the
work removal was undertaken Hecause of anti-union considerations,
ancther area tobe explored i possible violation  he employer’s duty
to bargain over tr.e decsior to remove work.

The Employer’s Duty to Bargain Over Plant Closings and
“sther Forms ui worl. \'emoval

Under the lavs of collective bargaining, ¢ mployers mav have the
duty to barga'a with unions over decisions to close plants, 1o relocate
work, to discon.inue operations, or to subcontract bargaining unit
vrork. This nbligation arises out of the NLRA's requirement that the
union anc .2 employer bargair. over certain aspects of their relation-
ship. Section 8(d) defines the duty to bargain as “’the mut-ial obligation
of {he employer and the representative of the employeesto . . . confer
in good faith with respect to wages, hours and other terms anu
conditi 'ns of employment. . . .” Section 8(a)5 makes it an unfair labor
practice for an employer "’to refuse to bargain collectively.” The issues
which must be bargained, “'wages, liours and other terms ai.a condi-
tions of employment,” ate called mandaiory subjects of bargaining.

With work removal problems. the majo egal question 1s whether
furms of work removal inotivated by econc ~ic considerations, such as
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plant closings, relocations and subcontracting, are mandatory subjects
of bargaining. If they are, the employer must notify the union of its
intention before the decision is finalized and bargain with the union
over the pot.~*1l work removal. Ir they are not mandatory subjects,
the employe: has no legal obligation to bargain with the union con-
cerning its decision and may take unilateral action. A refusal to bargain
generally occurs when an employer does not inform the union of its
plans before implementing them, thereby barring the union from
participating in meaningful negotiations about the decision.

It is clear that the “effects”” or “impact” of work removal is con-
sidered a mandatory subject and thus requires bargaining. This legal
duty includes the obligat...1 of the employer to notify the union of its
decision sufficiently inadvance of its implementation so the union may
bargain over the effects before all the details of the work removal are
finalized.® Impact bargaining covers issues such as severance pay,
seniority, insurance, pensions and transfer rights.

Theissue yet to be resolved is which forms of work removal generate
a duty to “’decisicn-bargain,” to bargain - wver the work removal “deci-
sion” itself. It is ndisputed that a decision to go completely out of
business is not subject to mandatory bargaining, since, as discussed
earlier, an employer has the absolute right to close its business for any
reason it chooses. Therefore, bargaining is not required if a company

huts down its entirc operations.” However, in regard to other work
removal situations, such as partial closures, subcontracting and reloca-
tions, the National Labor Relations Board and the federal courts have
often been in conflict in their rulings.” Although there are certain
guidelines which apply to all forms of work removal, it may not be clear
in a particula situation whether an employer must bargain over an
economic decision to eliminate bargaining unit work before it actually
does so0.”

Note that in the discussion wk.ich follows the term “’partial closing”
has a particular meaning. The Board and the courts define a total
closure as when a company goes completely out of business and has no
facilities left in oprrativn. Anything less, such as when a company
closes one plant but still has other facilities or plants in operation, or
when a compaiy closes part of an operation, 1s considered a partial
closing.

Development of the Law of Decision-Bargaining

The Fibreboard Decision

The U.S. Supreme Court decision in the Fibreboard case established
the two main principles used by the Board and the courts to evaluate
when work removal requires bargaining.” One principle focuses on
“management’s rights” and does not require bargaining when an
erapioyer’s decisicn to eliminate unit work alters the basicnature of the
business or involves a major change in the capital structure of the
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business The other prinapie, the “parganung’ principle, tocuses on
the union’s interest m having mput mto the deasion c2a requires
bargaining when the decwsion s one which 1s suitable tor resolution
through bargaining with the union: With these 'mprecise guidelmes as
the basis tor decision-making, the courts and the . d hay made
rulings on a c2>0-by -case basis and have otten disagreed

In genera’, subcontracting ot bargaming urit work h - required
deasion-bargaining, his 1s because 18 not seen as a - asic capital
decision altering the nature of a business * However, m order to
subcontrac.ng to create ~ duty te bargam, it must tirst be shown that
the contracting out wil, “1ng about a “signiticant detrment” to bar-
gaining unit emplovees ™ For examiple, the Board has said signiticant
detniment was present it umt emplovees lost all overtime, we, e iaid ot
orterminated, or were transferred to lower paving jobs because ot the
subcontracting  On the other hana, 1t the subcont-acting has only a
minor impact on the work available tor unit emplovees, bargainig will
not be required It hac beca ruled that significmt detriment did not
exist just because unit employvees could have pertormed the sub-
contracted work,  yme overtime pay was lost, or because unit emypion -
ees were reassigned to unskilled jobs

The Fibreboard prinaiples have also been applied to plant Sos ags At
first the NLRB applied the “vacgaming” prinaiple ot the o cboard
deasion very broadly, sceing all partial plant cle ngs as mandatorv
subjects requiring bargaining. The Board’s reasoning was that workers
have a nght to bargain about the labor thev have invested in a business
and that this right 1s co-equal to management’s nght to make a change
n its operations " Later, hewever, the Board retreated and did not
require deasion-bargaining During this period the Board followed the
more restrictive analvsis adopted by the federal courts which iocused
onthe “management nights’” prinaiple of Fibreboard * Using this analy-
sis, the Board determined that it a deaision involved a large outlav or
withdrawal of capital which affected the ultimate direction ot the
business, then the decision did not require bargaining For mstance,
when a large . rporation sold one of 1ts retail dealerships, the Board
held that the saie could be made without bargaining because it was a
basic capital decision on the scope of the enterp rise ™ In another case,
where a company closed its manutacturing operatior,, which con-
stituted a partial shutdown Lf the business, the Board again tollowed
the same rationale and refused to find a duty to bargain.* However,
the Board s'bsequently returned to requiring deaision-bargaining over
relocations and partial closures

First National Mamtenance

In 1981, the issue of partial closings and the obhgation to bargain was
gresented to the U.S. Supreme Cou:t in First National Munntenance
Corporation v NLKB.™ The Court ruled that there is no duty to bargain
over an ecoriomicaliy-motivated decision to close part of a business,
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thereby reversing + e postion taken by the Board and some of the
tederal courts The decision s far trom « maodel of clarity and in some
Wavs rases more questions than it answers, leaving unresols ed the
scope of labor's righe to destsion-bas am

Inits ruling, the Court stressed management's need to be “free from
the constraints of the bargaming process to the extent essential tor the
running of a protitable business ” 1o ensure that this “treedom”
would be present, the Court established a “balancing test” to deter-
mine when bargaming s required  '(hn view of an emplover's need for
unencumbered decston-making - bargaming over management de
cisions that have a substantiabimpact on the contmued avaiablity ot
emplovment should be required onlv it the benetii, tor labor-
management relations and the collecive bargaining process, out-
welghs the burden pleced on the conduct of the business “ Inapplving
this vague “beneit’ vercus “burden’” method ot analvsis to the situ-
ation presented, the Courtconcluded that bargaining was not required
because the harm hkely to be done to the emplover by requirng it to
bargain with the umon over its decrsion would be greater than any
beaefit that might be gained throuch the umon’s participaton
making the deasion to partiallv close

The potenttal 1mpact ot First Natiwonal Mamtenance or decrision
bargaining 15 tar trom crystal clear trom the case itselt Does the case
apply only to aeasion-bargaimmg in the context of partial closures, and
if 50, does 1t mean that bargaiming may never be required in a partial
closing situation” Moreover, what 1s the impact of First Natwonal Mam-
tenance, 1t any, on other forms of worl removal? One possible inter-
pretation of the Court’s decision 1s that partial closings will not gener-
ate an obligation to decision-bargain, but that this will not rule out a
duty to bargain in other work removal situations In First Nattonal
Mamtenance, the Court s >eaficaliy stated that “In this opinion we of
course Intimaie no view as to other tvpes of management decisions,
such as plant relocations, sales other kinds of subcontracting, auto-
mation, et , which are to he considered on therr particular fa_ts

The General Counsel’s Opinion

in July 1981 and in November 1981, the General Counsel of the
I'"ationai L abor Relations Board 1ssued memoranda to all the Regional
NLRB offices ~stablishing guidelines for the h ndling of cases related
to the First Netional Mamtenunce deasion.* One function of the Re-
gional Cffices 1s to deci e whether to 1ssue an unfair labor practice
complaintand prosecute when charges are filed. Thus, if a union files a
charge w.th a Kegional Office claming a violation of the duty to
decision-bargain in a work removal situation, 1t is up to the Region to
decde 1f the charge has ment, in which case 1c will issue a complair*
and set in motion Board unfair laber practice procedures  If the Region
decades the charge has no ment, .t will dismiss the charge and the
issues presented in the charge will not ke litigated. Thus, these mem-
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oranda are important beczuse they give direcuon to the Regional
Offices in deciding when complaints should be issued based on
charges that an employer bas failed or refused to decision-bargain.

The General Counse! views a number of work removal situations as
not requuring bargaining. According to the General Counsel, an em-
ployer’s decision to go wholly out of business ror «.cunomic reasons, an
economically motivated deasion. to go partially out of business or to
terminate a distinct line f business, and a decision to sell a business
and no longer remain 1n that business do not require decision-
bargaining. However, the General Counsel leaves some flexibility
possible with partial closings as he notes 1t 1s possible that a partial
closing case ““could involve a fact pattern so markedly different from
the facts and ass imptions stated in First National Maintenance that a
different result would be warranted.”

On the other hand, it1s the opinion of the General Counsel that there
are certain management decisions where bargaining mav be appropn-
ate. These are decisions to relocate a plant, to subcontract bargaining
unit work, to eliminate jobs through automation, ai.d to consolidate
operations. In these situations, the Gene'al Couns2! says thet to
determine whether bargaining is in fact required, the “’balancing test”
established by Firs* National Maintenance must be applied. This means
that bargaining should be required only if the “benefit” of decision-
bargaining for labor relations and the collective bargaining process
outweighs the “burden” placed on the employer by having to nego-
tiate with the union.

In explaining this balancing test, the General Counsel says the focus
of the inquiry should be on whe*her the employer’s decision is based
on labor costs or other factors capable of resolution through bar-
gaiming. That is, 1s there a possibility the union could suggest or agree
to proposals, such as concessions, which would chanige the employer’s
decision? If such is the case then it is appropnate to require bargaining.

Thus, the General Counsel limits the strict ’no barpaining required”
ruling of I'irst National Mamtenance to decisions to g > out of business
entirely or to sell a busii.ess, which 1s in accord with the law prior to
Fur st Natione] Mamtenance. In all other situations, including relocations,
subcontracting, automation, consolidation and possibly even partial
closings (if the fac ‘s are suffiuiently different from those in First National
Mamtenance) it 1s possible that decision-bargaining will be required.

Lcoal Developments Since First Natwonal Mamtenancs

Since the Supreme Court’s ruling in First Natio..al Maintenance there
have been a number of NLRB and court decisions regarding the duty to
bargain over work removal. The question of what constitutes a part.al
closing, as opposed to subcontracting, and whether there is a bar-
gaining obligation in these situations has been examined. It has also
been further clarified that work relocations are mandatory subjects of

Q hargaining
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The major Board decision concerns subcontracting and partial clos-
ings.” The case involved Marnot Corporation and its decision to
discontinue the shrimp processing portion of its food processing
business and instead to purchase p. ed shrimp from an outside
source. The Board ruled that this decision to close was a mandatory
subject of bargaining. In determining whether there was a duty to
bargain the Board first discussed whether the case presented a sub-
contracting situation or a partial closing. According to the Board, a
decision to subcontract1s generally within the scope of an employer’s
mandatory bargaining obligation. On the other hand, the Board note '
that First National Mamtenance said that an employer’s deasion to close
part of its business 1s not a mandatory subject. A ccording to the Board,
“[T]he distinction betwee: subcontracting a d partial closing 1s not
always readily apparent,” and each case has to be evaluated on 1ts
particular facts to determine the true nature of the wor' removal.

The Board reaffirmed the basic rule that bargaining is required if the
employer action is suitable for resolution through the bargaining
process, but that no bargaining is required if the decision represents a
significant change 1z operations or a decision basic to entrepreneurial
control. This determination of whether bargaining is required, the
Board explained, must take into account suca factors as: (1) the nature
of the employer’s business before and after the action taken, (2) the
extent of capital expenditures involved in the change, and (3) the basis
forthe action and the abil:ty of the union to bargain over the decision
(i.e., was the employer’s concern in removing the work based on
factors such as costs which could be resolved through bargaining over
wages and working conditions).

Upon examining these factors, the Board concluded that the em-
ployer’s action constituted subcontracting, as opposed to a partial
closing. First, the employer’s decision to buy shrimp from an owside
source was not a major shift in the direction of the company. The
nature of the business, preparing foodstuffs for its stores, remained
unchanged. Second, the capital expenditures made by the employerin
carryin3 out its action were not substantial. Finally, one of the main
conccins of the employer was cost control, an issue suitable to resolu-
tion through bargaining with the union. Based or. this reasoning, the
Board said the employer had an obugation to bargain over its decision

The Board’s rulir 3 in this zase isimportant because the Board did not
mechanically label the work iemw.val as a “partial closing”” and thereby
foreclose mandatory ba gaining under First National Mamtenance The
Board still appears to be focusing on the traditional Fibreboard standard
of whether the basis for the employer’s decision involves factors
traditionally suited to collective bargaining. This approach mav give
more leeway to the Board to find that negotiations are required 1n a
given situation.

Several court cases decaided since First Naitonal Mamtenance concern
relocation of bargaining unit work and uphold the obhgation to bar-
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gainm a relocation situation. ™ Also significant 1s areport of the General
Counsel which states that in the General Counsel'~ opinion, relocation
still requires decision-bargaining after the First N7tional Mamntenance
ruling. ™

Application of the Right to Bargain
The Union’s Right to Information

One of the most important tools a unior. has in bargaining over work
removal 1s its right to information about the decision to remove work.
The cbligation or the employer to provide this information derives
fzom i.. duty to bargain in good faith under Sections 8(d) and 8(a)5 of
the Naticnal Labor Relations Act. Upon request, an employer has a
duty to provide the union with information which is relevant and
necessary for the union’s performance of its bargaining duties on
behalf of er loyees. Two types of information generally are relevarni
in a wvork re, ~oval situaticn: (1) information to assist the union in its
abiuty to bargain over the company’s decision, it.cludirg the reasons
for the company’s plan and most importantly, information about the
movement of work, and (2) information to improve bargaining over
the impact of work removal on bargaining unit employees, if the final
decision is to remove work.

In regard to information on movement of work, the Board and the
courts have said the union is entitled tc information about the move-
ment of machines out of the plant, the relationship of the employer to
its subcontractors, and the employer’s customers. If the employer
claims it must move its operations because of economic necessity, 1
must provide the union with financial information sufficient to ve a-
date this claim. A company must furnish the union informatios about
the new location, the number and types of jobs at the new locat.on, and
the ccmparative costs of operation.*

Enforcement of the Duty to Bargain

Assumi g that partial Jlosures, relocations and other forms of work
reimoval require d.cision-bargaining, what does the union need to
know and do in such a situation? To begin with, the emp!ayer has a
duty to notify th> union of its tentative decision at an e. «ly enough
point so there 1s sufficient time available for meaningful bargaining.*
As soon as the unjon has any notice of the potential work removal, the
union must request bargaining over the decision. If the unron fails to
request bargaining, it risks “waiving” (forfeiting) 1ts bargaining
rights.* The issues of timing of the notice and possible union waiver of
the right to bargain also apply to “impact’’ bargaining (bargan.ang over
the ffects of the work removai) which is always required. Mcreover,
as discussed earlier, the union will need to carefully review it< col-
lective bargaining agreement to see if any provisions have a bearing on
the work rer .l and pursue grievances as well as an injunction
pending arbitration. Note that even if a union has been unable to
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bargain contractual restrictions on the emp'oyer’s right to close or
relocate, it is advantageous to negotiate lar guage providing for ad-
vance notice of and bargaining over the management dec:sion, espe-
dially if it appears there may not be a legal duty for the employer to
bargain.

The employer’s legal obigation is to "bargain in good faith” over the
tentative decision, which means that an employer must meet with the
union and bargain witk an inteat toreach an agreement. " However, all
that is required is bargaining in good faith The law does not require
that the employer ai'd union reach agreement or that the employer
agree to any union propusals.* As long as the company bargains to tke
point of impasse (o a legitimate deadlock), it has met its legal ob-
ligation.* At that point, it is free to unilaterally implement its
decision.*

If the union thinks che emplo er is violating or is 2bout to violate its
duty under Section 8(a)5 to barg2in over the decision, to bargain over
the effects of the decision, or to provide the union with informatinn
about the work removal, the appropriate course of action is to file an
unfair labor practice charge with the NLRB. " If the Board finds merit to
the charge, it w'll issue a complaint, which sets in motion the unfair
labor practice adjudication procedure. Since the resolution of an unfair
labor practice claim through Board processes may take a very long
time, there .s 3 need to #ttempt tc prevent the einployer from imple-
menting its unilateral action in the interim.* The Board is empowered
uner Section 10(j) of the NLRA to seek an imjunction in a federal
district court preserving the status quo pending the outcome of the
untarr labor practice adjudication process.” The issvance of an in-
junction will be crucial in decision-bargaining cases and the union
should accompany its filing of the unfair l2"or practice charge with a
request that the Board pursue a Section 10(j) injunction.™ It is within
the discretion of the Boarc however, wt 2ther 1t will in fact seek such
an injunction.™

A critical question for unions in cases invol/ing refusals to decision-
barguin is the rature of the availahle remedie.. 1f the Board finds the
employer has failed to bargain over a decision that falls within the
employer’s bargaining obligation, th=re are several possible remedtes
the Board may order The strongest reinedy within the Board’s author-
ity 15 resumption of the discontinued operatiois. This 1s the only
remedy that comes close to fully compensating for the employer’s
wrongdoing. However, 1n economically-motivated work removais,
this remedy 1s onl* ordered if a reinstatement of operations 1s “feasi-
ble” and will not place an "“unnecessary burden” on the emplover.
Otten the Board and the courts find restoration s n.t feasible because 1t
will be quite costly to the en.oloyer. Also, i some situations re-
institution may not be possitleL “:useaplinthasbeen sold or gutted.

The more common remedy for these Section 8(a)5 violations is an
order to bargain with the union regarding th> decision and the effects
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of the decision and an order for back pay to laid off or terminated
employees. The time period for which back pay is ordered 1s calculated
in one of twn ways. The variable 1s the imitial date from which back pay
is computeu. This can either be the date the employees were intially
laid off or the date of the Board order. In either case, the back pay is
generally awarded until either; (1) the empioyer and the union reach a
mutual agreement on the decision and its impact, (2) a bona fide
impasse in bargaining is reached, (3) the union fails to begin bargaining
with the employer shortly after the employer notifies the union it is
willing to bargain, r (4) the union fails to bargain in good faith.*
Unfortunately, if the back pay order runs only from the date of the
Board'’s order, it will not provide much compensation for en.ployees
who have been out of work for a long period of time due to th
employer’s wrongdoing.

The Value of Decision-Bargainng

If an employer fails to decision-bargain it is clear that the current law
does not provide solutions to the problem. Given the current legal
uncertainties regarding the requirement to decision-bargain, the long
time lag between filing a charge and enforcement of a National Labor
Relations Board order, and the inadequacy of the usual remedy to
bargain in good fuith and pay back wages, most unfair practice charges
will not ulumately stop a company from implementing its decision to
close a plant or otherwise remove work. In fact, even if an effective
restoration remedy is possible and is enforced, all the employer has to
do is go through the motions of bargaming and make the decision
second time. This is possible because even if an employer complies
with its obhigation to decision-bargain, it 1s free to unilaterally imple-
ment its work removal decision after bargaining in g. i faith to an |
impasse.

Nevertheless, this doe: not mean that unions should not pursue
their right to decision-bargain. Although it is highly unlikely that a
union wili stop a closing through the fo.ce of the law, there may be the
rare case where a union succeeds in convinang an employer not to
ciose a plant or remov > work. A union might accomplish this not only
by agreeing to concessions, but by threater ing to strike or boycott the
employer’< remaining operztions. Bargain'ng also provides the oppor-
tunity to verify the emplcyer’s position, since a union has the right to
obtain information concerning the decision and its effects. Further- '
more, the importance of obtairing back pay for employees affected by
the work removal should not be underrated.

The most common function served by the right to deaision-bargezin
however, is to delay the termination «f work and to gain ! verage for
the nion in bargaining over the effects of the work remov.l. A union
may u-e unfair labor practice charges or the threat of such charges to
buy time while bargaining occurs and to pressure the employer to
agree to a better settlement for workers who are terminated. Thus,
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although the law of decision-bargaining has many limitations, there
are ways in which it may be utilized.

Prohibitions on Relocation of Work During the Term of the Contract
In addition to the right to decision-bargain over various forms of
work removal, a recent legal development gives unions more rights in
the partcular situation of relocation of bargaining unit work. The
Board and the courts have examined a number of cases where the
employer, for economic reasons, sought concessions from the union
duriag the life of a collective bargairing agreement and told the union
that if it did not agree to these contractual modifications the company
would relocate or subcontract the bargaming unit work. When the
union refused to agree, the employer relocated c: subcontracted the
unit work. In some cases the employer relocated the werk for economic
reasons without first seeking conczssions. The Board and some courts
have determined that these relocations of work violate the NLRA.™
The new doctrine enunciated in these cases prohibits relocation of
work during the term of a collective bargaining agreement when
relocation is undertaken to avoid paying the wages and benefits agreed
toin the labor coniract. In a sense, this right is stronger than the right to
decision-bargain, since it is an absolute p1ohibition of certain work
transfers during the contract term, as opposed to merely a bargaining
obligation which does not assure work will not be removed.

Legal Rationale of the Prolbition

The rationale underlying, ihis right originates from Section 8(d)
which defines the duty to ba.gain. Sect.»n 8(d) states, among otner
things, that neither the union nor the employer is reqt red “to discuss
or agree to any modification of the terms and conditions contained ina
contract for a fixed seriod.” This means that if during the life of the
contract, the emnloyer seeks concesstons from the unicn, the union
may refuse to make concessions and does not even have to bargain
over such proposals. The union is entitled to stand on its contract for
the term agreed to. If the employer wants to modify the provisions of
an existing contract, it can only do so if the umon voluntanly agrees to
bargain over such concessions and voluntarily agrees to the changes
Thus 1t is clearly established that any mid-term modification of the
contract, without the consent of the ur-on, 1s unlawful .®

Recent developments in the law concern an employer who relocates
during the term of the contract to avoid paying the contractually
agreed upon wages and benefits.” By doing so, the emrloyer is
unlawfully “modifying” the contract. Itis this kind of relocation which
violates Sections 8(d) and 8(a)5. Just as an employer cannot directly
modify the contract during its term, it cannot avoid the contract br
moving the work to another location where 1t will be performed ..
lower wage rates.”

This form of re pudiation of the col'ective bargaining agreemnent 15
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not exct:sed because the emplover acted in good faith or because the
emplover was motivated solely by economic necessity. Moreover, it 15
irrelevant to this type of violation that an emplover bargained over, or
was willing to bargain over concessions and the relocation. The vio-
lation is not based on a failure to bargain; 1t1s based on the emplover
modification of the contract and its wage rates bv relocating.

Mulwaukee Spring

The above principles were developed in the major NLRB deasion in
this area, Milwaukee Spring Dwision of lllinos Coil Spring Company ™ In
this cse the collective bargaining agreement between the union and
the eniplover ran from April 1, 1980 until March 31, 1983 and covered
about 100 employees, 35 of whom worked in assembly operations. In
early 1982, the employer asked the union to grant concessions, in-
cluding giving up a wage increase due April 1. The company informed
the union it had financial difficulties and proposed relocating its
assembly operations to another facility which was not unionized.

During discussions between the corapany and the union, the com-
pany said it was willing to bargain over alternatives to reloca.ion,
noting that labor costs for assembly work were $8 an hour in wages and
$2 an hour in fringes compared with $4 50 and $1.35 at its non-union
plant. At a meeting in late March 1982, the company presented the
union with a document entitled “"ferms Upon Which Miiwaukee
Assembly Operations Will Be Retained in Milwaukee.” Several davs
after this document was discussed, the union informed the company
that the union membership rejected consideration of contract con-
<essions. The company then went ahead with its proposal to relocate
the work, pianning to lay off 32 of the assembly workers and complete
relocation by December 31, 1982.

Atthe Board, there was no dispute between the companv and union
over this charactenzation ot the tacts. It was t siiaer agreed thav D the
relocation of the assembly operation was due solelv to the con.-
paratively higher labor costs under the collective ba .aining agree-
m.ent, ) the relocation decision was economically motivared and was
riot based on anti-union considerations, 3) the failure to provide an
adequate return on investment, not an inability to pay the contractual
wage ra'es, prompted the decision to relocate ') the company »ar-
gained with the union over its decision, and 5) the company was
willing to bargain over the effects of its decision with the union. The

Board summarized the issue to be decided as:

"[W]hether an employer, after engaging in deaision bargaiming and while ffering to
engage in further effects bargaining, may, without union consent, relocate bargasning
umt work dunng the term of an eusting ~ollective bargaiming agreement trom its
umoruzed faality to its non-unionized faality, and lay off employees, solely because
of comparatively higher labor costs in the collechive bargaining agreement at the
unionized facility which the umon declined to modifv.”

The Board answered thic question in the negative. The B>ard rea-

soned that the employer’s decision to transfer its assembly op  ations

——
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and lay off bargaining uni employees as a consequence was an illegal
mid-term modification of the contract. However, the continued wi-
abilitv of the Miiwaukee Spring dovtrine 1s uncertain as the Board 15
reconsidering its decision in this case.™

Waiver ot the Union's Right to Prevent Relocation of Work

A mid-contract relocation ot bargaining umt work 1s permissible 1f
made with the union’s consent. It 1s also permissible i the union has
waived its statutorv nght to prohib:t such a relocation. Conse ,uently
in these kinds of cases, emplovers frequently claim the existence of a
union waiver.

There are three basic ways bv which waiver mayv occur.™ First,
contract language may specifically permit the employer to unilaterally
remove unit work during the term of the contract.” Second, a union
may waive its nght through bargaining. Waiver may be ~stablished if it
can be shown that dunng prior negotiat:cns, the union proposed a
clause limiting or prohibiting the relocation of work, but failed +o
obtaiu this provision aficr the matter was fully discussed.” Third, a
waiver may be found fromt' :failure of the union to question or ob; >ct
to prior work relocations. If a union acquiesced in earlier transfers
which involved layoffs or terminaticns, this may preclude it from
succes<f1lly challeniging a later relocation.” Because a finding of wai-
ver will be determinative of the unfair labor practice claim, waiver can
often be an important issue in these cases.

Remedies for Violations

Theremedies availa >le in Muwa:kee Spring tvp > cases are the same as
those available in failure to decision-bargain cases. The remedies are a
cease and desist order (ordenng the employer to cease from violating
the NLRA), an order to rescind the cecision and restere the discon-
tinued operations, to reinstate laid ott emplovees and te “make them
whole” for any loss of earnings (usually involving back pay trom the
date of layoff to the date of recall; and benefits. Milwaukee Spring is an
example 0. a case where 2il of the above remedies were granted.

The main question raised by a remedial order is whether it wil! prove
to be an effechve remedy. This is the same issue that anses witir
vivlations of the duty to decision-bargain. The primary -irrective
action needed is to restore the situation to pre-unfair labor practice
conditions. This becomes more difficult if the work has already been
relocated by the time of he Board’s order. If the work has been
relocated, the issuance of a restoration order is crucial, since otherwise
the only compensation available to employees for the company’s
wrongdoing is back pay. As 'n decision-bargaining cases, even if the
Board orders reinstitution, a federal court may deny enforcement of
the order because it finds restoration to be ““unduly burdensome” (too
costly) to the employer. The Board itself sometimes may refuse to order
resumpt on of operations for the same reason. Furthermore, in some
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situations it will be impossible to order restoration, such as where the
plant from which work was transferred has been sold.”

In light of the fact that restoration orders may not be issued or
enforced because it 15 considered unfair to compel the employer to
restore work already transferred, it becomes critical to preserve the
status quo pending tie resolution of the unfair labor practice charges.
Thus, as with decision-bargaining cases, to guarantee that the work 1s
not relocated before the final Board order is enforced, 1t is necessary for
the Board to seek a Section 10(j) court 1njunction compelling the
employer to maintain the status quo. As mentioned earlier, 1t is within
the discretion of the Board whether 1t will seek such an injunction.”

Milwaukee Spring and Collective Bargaining

Although Milwaukee Spring appears to benefit unions, 1n reality itis a
mixed blessing. Its immediate practical impact has been that employ-
ers, when negotiating collective bargaining agreements, are de-
manding language to ehminate Milwaukee Spring nghts Thus, com-
panies are insisting upon provisions which permit relocations and
waive a union’s right to object to mid-contract transfers of bargaining
unit work. Due in large part to ihe depressed economy, companies
often have the bargaining leverage to gain such contract largurage.
Moreover, even if an employer is not able to obtain such a provision, it
is still permissable for the employer to relocate unit work after the
contraciexpires, aslong asit has bargained in good faith to an impasse.
At this pointan employer has the night to transfer bargaining unit work
since the Milwaukce Spring legal prohibition apphes oniy during the
term of the contract.

In response to an empliyer’s inid-term relocation of work in vio-
lation of the NLRA, a union may file and pursue unfair labor practice
charges, request the Board to seek a Section 10()) status quo injunction,
and hope it will eventually prevail in the Roard proceedings and
possible court appeal. Note that the procedures in this kind of czse are
the same as in a failure to decision-bargain case and that the impurtant
right to information under Section 8(a)5 also applies here.

A union peeds to decide whether 1t will refuse to bargain 1n such a
situation (as it has no legal obligation to bargain) and merely rest on 1ts
statutory right to object to the work relocation If the union does this,
however, it will face alorg, uncertain legal fight. A union might decide
that it 1s in 1ts members’ best interests to negotiate with the emplover
over the relocation while still maintaining its legal nght to ultimarely
object to any unilateral transfer

Conclusion
Labor’s concern is its ability to protect jobs and prevent the removal
of work. The foregoing discussion has focused on union challenges to
work removal based on; (1) restrictions in the collective bargaining
agreement, (2) the National Labor Relahions Act prohibition on work
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removal motivated by anti-union considerations, (3) the law’s re
Gu.-ement of dedision-bargaining, and (4) the law’s prohibition on
relocations undertaken to escape the terms of the collective bargainirg
agreement.

However, there are serious shortcomings to these restrictions which
make it unlikely that the legal system can adequately respond tolabor’s
concerns. One problem is the freedom of a company to implement its
dedision to remove work pricr to resolution of the dispute by an
arbitra or, the Board or a court. Another problem is that tha final
remedy granted usaally dues not prohibit the 1emoval of work or order
the restoration of already discontinued or transferred work.

Furthermore, there is uncertainty as to the basic nights and respon-
sibilities of vnions and emplovers since the law is in flux. The two
major issues, the parameters of mandatory bargaining ¢nd the con-
tinued viability and scope of the Milwaukee Spring doctrine, have yet to
be resolved. However, even if the law develops in such a way a” .0
require bargaining over all forms of work removal, the ultimate dec-
sion  close or relocate will still be in the hands of management.
Simila-ly, even if the prohibition against mid-cont zct relocations is
upheld and expanded, a company may still have ihe bargaining power
to compel a union to give up this right through contract la.guage.
Therefore, even given the unlikely event that the law dev elops in this
*pro-labor”” manner, the practical impacton labot's ability to stop plant
closings will not be great.

Underlying these disputes is a basic conflict. Employers want com-
plete control over running their comparues; workers, throagh their
unions, want some control over management decisions which affect
their continued employment. The law provides only minimal support
for labor’s efforts in this conflict. It is clear that the law does not give
unions the right to participate in management decision-making nor
does it empower unions to prevent closings. However, the law is
useful as a defensive tool which provides uniors with greater leverage
in delaying a closing and in negotiating a better settlement for workers
who lose their jobs.

In the long run, 1t will take drastic reform of the law of collective
bargaining to have a signi‘icant impact on the power of unions to avert
plant closings. What is entailed is a redirection of national labor policy
to mandate the involvement of uniors in the critical, heretofore man-
agement, decisions affecting the future of jobs.* Moreover, such
reforms alone will have a neghgible =¥ -. on the overall problem of
demndustrialization unless implemer.i. 1n the context of broader
economic solutions.

Nevertheless, in the short run the law provides one method of
defending the interest of workers in retaining their employment. As
stated by one labor commeatator specifically concerning the rig.it to
decision-bargain, but relevant to «ll union rights in this area,
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“[Wle [must) view labor’s effort to gam: greater contrci of the workplace as an overall
struggle with several fronts If the nght to deciston-bargain s so msignificant, 1t 1s
rather curious thatemployershave so bitterly and sonsistently opposed 1t in the Board
and the courts over the last half-centuty Although the night 15 no panacea for the
overwhelming cnsis of cconomic dislocation, 1t certainly enhances organtzed labor’s
relatve bargaining position n the struggl» agaimst capital flight

Thus, whatever rights the law presently provides should not be
ignored as it gives labor more leverage than 1t would otherwise have.
The iaw should be seen as one tool amiong many, to be used when
possible.
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Boardman Company, Ltd , 1983), pp 4-2, fontnote 2, for atations to other arbitration
cases where exphait contract prohibitions were found to bar plant closures and
relocations

7. Section 301(a) states “Suits for violations of contracts between an employer and a
labor organization . may be brought in :ny district court of the United St..tes having
junsc ction of the parties ”

8 TheFederal Mediation and Concilation Service, 1n its 34th Annual Report for 19»1,
noted that the average time period between the filing of 3 grievance and the 1ssuance ot
an arbitrator’s award was 23( davs, at 111 LRR 94 (October 4, 1982)

9 Even with strong contract language, a union faces the additionat problem of
having to posta cubstantial bond in order to getan mjunction The law requires that the
union provide ‘adequate security in an amount to be fixed by the court” to protect the
employer for any loss, expense or damage caused by an improper granting of the
injuction Section 7(e) of the Norns-LaGuardia Act, 20 U'S C Section 101 et seq Aunion
may deade not to seek an injunction bezause it does not want to risk the possible
financial loss mvolved 1n posting a bond

10 1AM Local Loay 2 1255 v Pancramic, 668 F 2d, 276, 109 LRRM 2169 (7th Cir 1981), see
also Lever Brothers v International Chemical Workers, 554 E2d 115, 95 LRRM 2438 (4th Cir
1976)
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11 Inarase involving the sale ot a business where the umon claimed the sale violated
speafic contractlanguage, the court looked at what the arbitrator could do to remedy the
situation if the employer were permitted to go ahead with the sale pending artatration.
The arbitrator could order monetary compensation but this would not provide sufficient
rehef where the permanent loss of jobs was at stake Reinstatement, which 1s the
traditional remedy for employees discharged in violation of the contract, would be the
only remedy that would really compensate for the violation However, if the plant were
already sold by the ime the arbitrator decided the gnievance, the arbitrator would have
to order the employer to undo the sale and offe. reinstatment to terminated employees
The court did not see this as a viable alternative because an arbitrator might not have the
authonty to order reaission of a sale and even f such authonty existed, an arbitrator
might be reluctant to order reuission 1n view of the practical difficulties of implementing
it Therefore, an injunchion to restrain the emplover from completing the proposed sale
was necessary to preserve a reinstatement remedy Panorannc, at note 10

12 See Panoranuc at note 10, for an example of huw a court resolves t se 1ssues

13 National Labor Law Center, Employee anid Urmon Member Guade, at note 6, pp 4-4 to
4-5.

14 Ibd

15 Local 461 v Swmger Co . 54 F Supp 442, 110 LRRM 2407 (D C N ] 1982)

16 Inaddition, the existence of a contractual “zipper clause” mav make it difficult to
claim an imphed restrichon A zipper clause “z:ps up” the contract by stating, among
other things, that the wnitten contract contains the full and complete agreement on 1l
bargainable issues If sucl: a -'ause 15 mnterpreted hterally, the only hmitatons on
employer actions are those stated 1n the contract Therefore, a union may not be able to
claim an imphed restniction because 1t 15 not specifica'ly stated 1n the collective bar-
gaining agreement

17 Textile Workers Unton of America v Darlington Manufacturing Co , 380 U S 263, 58
LKRM 2657 {(Sup Ct 1965)

18 Ibid and Midland Ross Corp v NLRB, 617 F 26 977, 103 LRRM 2908 (3rd Cir 1980)

19 For an overview of the untair labor practice charge procedures at the National
Labor Relations Board. see Bruce Feldacker, Labor Giade to Labor Law (Reston, Va  Reston
Publishing Co , Inc, 1983), pp 16-32 For a more detailcd explanation see Kenneth C
McGuiness, How to Take a Case Before the National Labor Refations Board (Washington, D C
Bureau of National Affairs, 1976)

20 National Labor Law Center, Employee and Usnon Member Guide, at note 6, pp 415

21 For further discussion of Section 8(a)3 violations in the context ot plant closings
see Naticnal Lawyers Guid, Plant Closings and Runaway Industries, at note 2, pp 3-5, see
also Feldacker, * o Guude, at note 19, p 157-159

22 Office of tie General Counsel Memorandum 81-83, Julv 14, 1981, Labor Relattons
Yearbook-1981, (Washington, D C - Bureau of National Aftairs), pp 312 and 314, also at
107 LRR 266

23 ibd, p 313

24 Federal arcuit courts of appeals are responsible tor entorcing Board orders and tor
deciding appeals from Board deasions NLRA, Sections 10(e) and (f) Federal distnet
courts may 1ssue temporary injunctions prior to untarr labor practice proceedirgs
NLRA, Section 10(p)

25 An additione! problem 1s presented by the limited bargaining, obhgation of a
““svecessor employer ” If a new employer uakes over a plant, it may not have to abide by
terms of the umon contract and mav not even have to recognize the umon For a
discussion of the successor employer 1ssue see Feldacker, Labor Guade, at note 19, pp
196-200

26 Fibreboard Paper Products Corp v NLRB, 379 U S 203, 57 LRRM 2609 (1964)

27 For a detailed discussion of wie histonical development of the law governing an
employer’s duty to bargain over work removal, s+ Stanley A Gacek, "The Emplover’s
Duty to Bargain oa Termimation of Umit Work,” Labor Late Journal (Qctober 1981), PP
659-678 and November 1981, pp 699-724
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28 For a recent NLRB case explaining how the Board evaluates the duty to bargain
over subcontracting, see Marriot Corp , 264 NLRB No 178, 111 LRRM 1354 (1982)

29 Westmghouse Electric Corpors*on, 150 NLRB 1574, 58 LRRM 1257 (1965) In addition
to the “significant detnment” est, this case estabhshed a number of cnitena to be
examined in determiming whether a particular subcontracting decision necessitates
bargaining The NLRB said bargaining 1s not required if all the following tests are met
(1) the subcontracting 1s motivated solely by economic reasors, (2) 1t has been past
practice for the employer to subcontract various kinds of work, (3) the subcontracting
does not vary significantly in kind or degree from the company’s established practice, (4)
there 15 no sgnificant detnment to bargaiming umt employees, and (5) the union has had
an opportunity to bargain about changes in exsting subcontracting practices at general
negouating meetings

30 Gacek, "“The Employer’s Duty to Bargain,” at note 27, p 669

31 Ozark Tratlers, 161 NLRB 651, 63 LRRM 1264 (19

32 In general, the arcuit court of appeals evaluated any termmnation of bargainiag
unit work as involving a major capital investment decision or a change 10 the basic scope
of the business not requiring bargaining In the late 1970s, however, several federal
courts 1ssued decisions which moved toward requining bargaining over an employer’s
decision to shut down part of a business Thes. courts said there was a “’presumption”
that the decision to close 1s a mandatory subject which made 1t more hkely that
bargaining would be required in a particular situation Brockeay Motor Truckv NLRB, 582
F 2d 720, 99 LRRM 2013 (3d Cir 1978) and NLRBv Fi . National Mawstenance Corp 627
F 2d 596, 104 LRRM 2924 (2d Cir 1980)

33 General Motors Corporation, 191 NLRB 951, 77 LRRM 1537 (1971)

34 Summmnt Toohng Compeny, 195 NLRB 479, 79 LRRM 1396 (1972), see also Kingwood
Mung Company, 210 NLRB 844, 86 LRRM 1203 (1974), enforced 515 F 2d 1018, 90 LRRM
2844 (D C Gir 1975)

35 452 US 666, 107 LRRM 2705 (1981) First National Maintenance (FNM) was a
corporation which provided housekeeping and related services for commeraal cus-
tomers Its employees were hired specifically for particular customers and the company
charged 1ts customers a set fee plus reimbursement for its labor costs FNM contracted
with a nursing home to provide cleaning services and later realized it was losing money
on this contzact It therefore requested an increase in its fee and informed the customer
that services would be discontinued on a specific date unless the increase was paid The
increase was not paid and FNM notified 1ts employees at the nursing home that they
were being termimated and terminated the services Although there was no collective
bargaining agreement in effect at that time, a .nion was certified as the representative of
FNM'’s employees shortly Lefore the terminé hon and requested the company to delay
the termination and barguin with the union FNM refused and the union filed an unfair
labor practice alleging that FNM unlawfully refused to bargain

36 “General Counsel Memorandum, July 14, 1981,” atnote 22, p 312 and “Office of
the General Counsel Memorandum « . 57, November 30, 1981, Labor Relations
Yearbook-1981 (Washington, D C  Bureau »f National Affairs), p 315, also at 19 LRR 67

37 Marnot Corp , at note 28

38 Tocco Dunston of Park-Ohwo Industries v NLRB 257 NLRB 413, 1. _RRM 1498
(1981), affirmed 112 LRRM 3089 (6th Cir 1983) and Zipp v Boltn Heat Transfer, 110 LRRM
3013(D C 111 1982)

39 General Counsel’s Report on Case Handlig Developments at NLRB, 112 LRR 61 (1983)

40 NLRB v Acme Industrial Co, 385 U S 432, 64 LRRM 2069 (1967), Herk Elevator
Mantenance, 197 NLRB 26, 80 LRRM 1448 (1972), enforced 471 F2d 647, 82 LRRM 3091 (2d
Cir 1973), Fawcett Printing Corp , 201 NLRB 964, 82 LRRM 16¢3 (1973), American Needle
and Novelty Co , 206 NLRB 534, 84 LRRM 1526 (1973), and Royal T'ypewniter Co , 209 NLRB
No 174, 85 LRRM 1501 (1974), enforced 533 F 2d 1030, 9 LRRM 2013 (8th Gir 1976)

41 National L-bor Law Center, Employee and Umon Member Guade, at note 5, pp 4-9

42 Charles ] Morns, ed , The Develc g Labor Law (Washington, D C Bureau of
National Affairs, 1983), p 647
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43 Ibd, pp 579-606 -

44 Section 8(d) of the NLRA, which defines the legal duty to bargain, states that,
"Such obligation [to bargain collectively] does not compel erther party to agree to a
proposal or require the making of a concession ”

45 For a defimtion of 1impasse and an ¢ xplanation of the effect of animpasse on the
duty to brgain see Morns, Developing Labor Lme, at note 42, pp 634-639

46 Ozark Trailers, at note 31

47 See note 19 for references to NLRB procedures

48 Ithas been estimated that the ime from the fihng of an unfair labor pre ctice charge
to the date of a Board decision can be from one to two years At least several additional
years wiil be added to the process if a de_ssion 1s then appealed to federal court “"The
Timetable of Delay The Unfair Labor Practice Process,”” Labor Update Newsletter of the
Natwnal Labor Law Center, Vo! 2, No 3, (March-Apnl 1982)

49 Section 10()) states “The Board shall have the power upon issuance of a complaint

charging that any person has enga ed in oris engaging in an unfair labor practice, to
petiion any district court of the United States for appropnate temporary rehef or
restraining order '

50 See Zipp v Bohn Heat Transfer, at note 38, where the court 1ssued a Section 10())
injunction ordenng the employer, among other things, to bargain in good faith and to
Leep the operation at its present location pending final disposition ot the unfair labor
practice complaint at the NLRB

51. One of the argu nents emplovers have made in federal district courtin opposition
to an injunction s that the umon has waived ats statutory nght to bargain because the
collective bargaining «greement gives the employer the umlateral right to close or to
relocate work If a court finds this to be the case, 1t wiil refuse to 1ssue a Section 10())
mnjunchon The 1ssue of waver may also come up 1n the resolution of the unfair labor
practice charge at the Board or 1n a federal c'rcuit court appeal of Board decision In this
context, it may be argued by the employer that it did not violate Section 8(a)5 by refusing
to deaision-bargain since the umon wawed its nght to bargain, thereby allowing the
employer to take unilateral achon A waiver 15 generally estabhshed by centract lan-
guage and/or other evidence showing the union agreed to permit the employer to
remove work without first bargaining to a good faith impasse  See Tocco Division at note
38, where the employer claimed the umion had wawed its nght to bargain over work
transfers (1) by agreeing to contract language for severance pay n the event of work
transfers, (2) in negotiations preceding the current collective barganung agreement, and
(3) by faling to object to several work transfers which occurred after (he collective
bargaining agreement was n effect The court rejected the employer’s contentions and
found the employer in violation of its duty to deaision-bargain

52 In Tocco Dizusion at note 38, where the comoany transterred work from one plantto
another, the Board ordered the employer to restore the work to the first plant stating,
“There 15 no evidence that this remedy creates an undue hardship on Responden
[employer] Respondent is shill in existence and presently performs many functions at
the same plant faahty it did in February 1979 [when it transferred the work] ”” On the
other hand, in Marriot Corp , at note 28, the Board refused to order the employer to
restore the operation it had contracted out Some of the reasons given by the Boai for
this refusal were that the change in operations had oecurred more than two and one-half
years ago and the employer had sold ' e machinery used exclasively in the sub-
contracted operation

53 Forexample, in Marriot Corp , at note 28, the back pav -emedy dated frona the day
work was discontinued by the employer For a case where the back pay remedy ran only
from the date of the Board’s ordcy, see Royal Plating amd Polidhing, 160 NLRB No 72, 63
LRRM 1045 (1966) and NLRB v W R Grace Co, 571 F 2d 279, 98 1.LRRM 2001 (5th Gir
1973)

54 1. A Murme Hardware, 235 NLRB 720, 98 LRRM 1571 (1978), enforced 602 F 2d
1032, 102 LRRM 2498 (9th Cir 1979), Brown Co , 243 NLRB 769, 101 LRRM 1608 (1979),
remanded 663 F 2d 1078, 109 LRRM 2¢53 (9h Cir 1981), Muwaukee Spring Division of
I"lmers Coil Spring Company, 265 NLRB No 28, 111 LRRM 1486 (1982)
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55 Oak Cliff-Golman Bakery Co , 207 NLRB 063, 85 LRRM 1035(1973), enforced 505F 2d
1302, 90 LRRM 2615 (5th Cir 1974) and C & S Industries, 158 NLRB 454, 62 LRRM 1043
{1966)

56. Paul Bosanac, “"Concession Bargaining, Work Transfers and M:dcontract Mod-
ficaion Los Angeles Marine Hardware Company,” Labor Law Journal, (February 1983),
pp 72-79, Martin Klaper, “The Right to Relocate Work During the Term of an Existing
Collective Bargaining Agreement,”” Labor Law Journal, (February 1983), pp 94-103, and
Gen. .« Counsel’s Report, at note 39

57 Another way companies are attempting to avoid paying contractually agreed
upon wages and benefits 1s by filling for reorganization under Chapter 11 of the federal
Bankruptcy Code See “Discussion of Bankruptcy Act,” 114 LLR 224 (November 21,
1983), “Employers are using Rznkruptcy to Force Layoffs, Wage Cuts,” AF..-CIO News,
November 5, 1983, and “Firms Using Bankruptcy to Fight Labor,” Wall Street Journal,
March 30, 1983

58 Milumukee Spring, at note 54 This case follows the reasoning of the major court
decision on this topic, L /' Marine Hardware, at note 54

59 On January 23, 1984, the National Labor Relations Board 1ssue 1 its decision 1n the
case of Milwaukee Spring, 111 LRRM 1486 The Board reversed its 1982 decision and ruled
that duning the term of a collective bargaining agreement, 1t 1s permissable for a company
to relocate werk from a union to a non-union workplace 1n order to escape the higher
labor costs of the union contract As a result of the Board’s decision, there 1s no longera
legal prohibition on transferring work, without union consent, to a non-union facilty
where labor costs will be lower However,the Board left open the 1ssue of whether an
employer has an obhgation to bargain with the union over the decision to relocate

This question was answered by the Board three months later in Otis Elevator, 115
LRRM 128:. In this case the Board drastically imited an employer’s duty to bargain over
the removal of work The Board ruled that Otis was not obligated to bargain with the
union when 1t transferred work from its research and development op :rations to
another facility The Board also ruled that since the employer was not required to bargain
over its relocation decision, it was not required to provide the union with information the
union had requested concerning the company’s decision

The Board’s conclusion that the work relocation was not subject to a mandatory duty
to bargain was unammous, although Board members had different rationales for the
decision Members Dotson and Hunter said that an employer has a duty to bargain only
when its decision 1s based on a reduction of labor costs, 1 € , when the employer wishes
to move work because 1t can have it done fo- less elsewhere They say there 1s nc duty to
bargain if management’s decision 1s based on a change in the basic direction or nature of
the business, as was the case in Otis Elevator They would applv this rulirg not only to
work relocations, but to a broad range of management decisions, including sub-
contracting, reorganization and consohdation

The effect of this decision 1s to substantially restrict management’s legal responsibihity
to bargain over vanous forms of work removal Otis Elevater and Milwauhee Spring greatly
narrow union rights under the National Labor Relations Act, thereby hmiting the abihity
of unions to use the law in the face of work removal

60 Moms, Developing Labor Law, at note 42, pp 640-650

61 For examples of waiver claims based on contract language see L A Marine, at note
54, Milwoaukee Spring, at note 54 and NLRBv Murine Optical Co , 109 LRRM (1st Cir 1982)
(no waver found based on preamble and recognition clauses), Kobell o Thorsen Tool Co ,
112 LRRM 2397 (D.C Pa 1982) (no waiver found based on clause providing for
preferential hinng nghts in the event of relocation), Mileaukee Spring, at note 54 and
Kobell, at this note (no waiver found based on management’s ngnts clause)

62 Tocco Divtsion. at note 38

63 Muilwaukee Spring, at note 54, Tocco Diviion, at note 38, and Kobell, at note 61

64 Note that in Milwaukee Spring, at note 54, where restoration was ordered, the
employer had just begun the transtcr of work at the time of the Board’s order Also see
Brown Co , at note 54, where the Board ordered restoration and back pay In Brown, the
employer transferred its cement hauhing operations to another of its divisions The Board
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noted that there was no evidence to show that the restoration remedy created an undue
hardship on the employer, as the employer remained in the cement hauling business
&nd mamntained its own fleet of trucks for this purpgse On the other hand, In [ A
Marine, at note 54, the return of the work was not required because the company no
longer owned the faahty f om which the work was transferred For cases where
restoration was not ordere-s because seen as unduly burdensome, see NLRB © Town-
house T V', 531 F 2d 826, 91 LRRM 2636 (7th Cir 1976), and Jay Foads, Inc v NLRB, 573
F 2d 438, 97 LRRM 3155 (7th Cir 1978)

65 Three recent decaisions where the Board sought and obtained Section 10()) 1n-
wnctions are Gottfried v Echim, Inc , 113 LRRM 2349 (E D 111 1983), Kobell, at note 61,
and Zipp, at note 38

66 Another legal strategy presently being pursuea by labor is the enaciment ot plant
closing legislation  Proposed federal legislation, the National Employment Priorities
Act, HR 2847, would impose minimum notice requirements and require ad for
workers and communities, “"House Hea-ing on Plant Closing Law,” 113 1 RR 241 (July
25, 1983)

67 Gacen, "The Employer’s Duty to Bargain,” at note 27, p 722

ERIC .,

Aruitoxt provided by Eic:




Worker Ownership and Reindustrialization:
A Guide for Workers

Arthur Hoclner

“Employees to Buy Huge Steel Works in $66 Million Pact,” New
York Times, March 14, 1983

“Workers to the Rescue: Can Employee Ownership Keep Factor-
ies Open?” Christian Science Monttor, November 11, 1982.
“"Worker Ownership May Save Some A&Ps,” Bustness Week, june
28, 1982.

"The Fabulous ESOP More Companies Start Such Employee
Plans,” Wall Street Journal, August 5, 1981

Headlines such as these have appeared in numerous ne'vspapers
and magazines for about the past decade. Worke-s hard pressed to
save their jobs have contemplated, flirted with, or launched into
takeovers or buyouts of their firms when threatened with shutdowns.

® GAF’s deasion to close its New England asbestos mine was met
by worker and union (Local 328, United Cement Lime, Gypsum and
Allied Workers International Union, AFL-CIO) blocking tactics at first.
Finally, a worker buyout created the Vermont Asbestos Group (VAG).
Over 175 workers thus prevented a layoff in 1975.

® Sperry Rand decided to close its Herkimer, New York, Library
Bureau’s furniture plant in 1976, laying off 270 workers in two Inter-
national Union of Electrical Workers locals. A joint worker-community
venture created the Mohawk Valley Community Corporation, which
raised about $5 million and bought the Library Bureau.

Arthur Hochner 1s an Assistant Professor of Industrial Relations and Orgamzational Behavior m
the School of Busirtess Admimstration of Teowple Unversity A version of Hirs paper was presented
at the Semnar on Laber Oronerslupand Wo - Cooperatives m Grythyltan, Sweeden, June 13-17,
1983 The author unshes to acknowledge a o woel grant from the German Marshall Lund of the
United States enablng participation m the semmar
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® The closing of Youngstown Sheet and Tube’s Campbell plant by
the Lykes conglomerate 1n 1977 and the subsequent US Steel closure
there, laying off a total of over 7000 workers, pruompted the formation
of the Mahoning Valley Ecumenical Coahtion. Together with leaders of
United Steelwarkers Local 1462, this group of clergymen pressed a
plan, which later failed for lack of funds, for a worker-community
takeover.

® In 1980, leaders of Local 46 of the United Food and Com mercial
Workers, AFL-CIO, proposed to save the almost bankrupt Rath Pack-
ing Company in Waterloo, lowa. The over 2000 workers received 60
percent o/ Rath stock and major power on the bcard of directors in
return for pay crts.

® GM'’s Hyatt bearing plant in Clark, New Jersey, a stepping-stone
in the 1920s for GM empire-builder Alfred P. Sloan, was about to be
closed in 1981, laying off about 1200 workers Attnition had cut the
workforce from 2400 in 1979. Leaders and members of the Local 736
United Auto Workers negotiated to buy the plant from GM, saving
almost 1000 jobs.

® In Philadelphia in 1982 Local 1357 of the UFCW sponsored the
conversion of two shutdown A&P supermarkets into worker-owned-
and-operated stores (known as O&O Supermarkets) in the wake of a
massive shutdown of over 40 stores and 2900 layoffs.

® In 1983, 7000 members of the Independent Steel Workers Union at
National Steel’s Weirton, West Virginia mill decided to buy out that
viant

Introduction

These stories are only some of the most renowned examples of this
job saving tachc. The National Center for Employee Ownership, a
Washington-based advocacy organization, estimates that there are
now about 5,000 employee ownership plans and about 500 companies
where majority ownership 1s in the hands of workers. However, many
less celebrated examples of worker interest cr action exist. In the auto
industry, employee stock ownership was mandated by the federal
legislation bailing out Chrysler. Continental Airhnes’ pilots tried to
push through an employee takeover in the Spring of 1981 to prevent a
hnstile takeove; by Texas Air, a nonunion carrier. Pan Am unions
agreed in late 1981 for workers to take about 15 percent of ailing Pan
Am’s stock 1n exchange for wage cuts Other examples can be found in
other industries as well, insurance (Consumers United Grou p), news-
papers {Milwaukee Journal, New York Daily News), railroads (Chi-
cago and North Western, Conrail), tax:s (Denver, Sacramento), ma-
chine tools (South Bend Lathe), refuse collection (Sunset Scavengers
and Golden Gate Disposal), plywood manufacture (in Oregon and
Washington).

Not all the inte1est in worker or employee ow nership emanates from
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woikers or unions, however. Ford Motor pushed (unsuccessfully)
worker >wnership and 50 percent wage cuts for the Sheffield, Ala-
bama, aluminum die-cast plant in October 1981 as part of the price for
preventing a complete shutdown. An articie in Forbes magazine, for
instance, declared “Let Them Eat Stock,” and o: ¢ in the Harvard
Business Review examined “"The Uneven Record of Employee Owaer-
ship.”' These employer-oriented journals emphasize the advantages
to management of allowing employee ownership; quick capital forin-
ation, tax breaks, avoidance of pension fund obligations, union avoid-
ance, improved worker motivation and discipline, etc Fears of man-
agement manipulation and of lack of worker control ov.r stock voting
rights have led many unionists to be very wary of worker ownership as
a solution to threateried shutdowns. Moreover, they voice fears of
betting their livelihoods on rescuing management-created messes in
order to save their own jobs. In a New York Times op-ed article Peter
Pitegoff and Staughton Lynd warned workers (particularly those at
Weirton) that “until they obtain sufficient information to weigh the
value of those jobs against the cost of the concessions, they would do
well to look very cautiously at this gift horse.””?

Why is there such interest in worker cwnership? Does it save jobs?
What are the risks? What are the benefits? How does worker owner-
ship fit into the fightagainst shutdowns and deindustnalization? What
is the feasibility of establishing worker-owned firms? What are the
differer.ces among worker ownership, worker cooperatives, ard em-
ployee stock ownership plans (ESOPs)? Does worker ownership mean
that workers will run the firm? What happens to unions under worker
ownership?

These are questions that will be addressed in this article. It is an
attempt to introduce 1ssves of concern to workers and unionists re-
garding worker ownership of indus.ry. Readers seeking fuller deta:!.
ave strongly urged to consult the sources and organizations cited.
Here, owever, it may be appropriate to give some brief hints of
answers to the questions. Workers not only in North America but also
in Western Europe have increasingly turned to worker ownership as a
means to save jobs, fight unemployment, and resist corporate
disinvestment.

Worker ownership can save jobs and prevent shutdowns. But it may
be risky and difficult. It should not be relied on as an exclusive strategy;
neither should it be shunned. The obst ‘cles -~ financial, legal, organi-
zational —may be complex and formidable, but the benefits to workers
and unions can be significant. Workers have to concentrate not simply
on ownership but also on changing power relations in the firm, that is,
on worker control. Unions are needed to play a strong role in fostering
worker ownership and protecting worker interests. But worker
ownership may require difficult changes in union behavior. For inter-
ested workers an increasing number or experiences are accumulating
and organizations arising to help steer the course.
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Worker Interest Present and Past

To understand the apparently growing phenomenon of worker
ow: .rship, 1t 1s necessary to look at why workers are interested and
how it fits into labor strategies. The interest grows out of the ar-
cumstances of our time. These aircumstances and interests are duph-
cated in many places, including abroad. Although worker ownership
expenments in the past often failed, there is reason to believe that
worker ownership can play an important part in the labor movement’s
economic strategies.

Generally, worker ownership has been see1. as a last resort 1n the
fight against plant closings or concessions. Only afier fighting to
change management’s decision and failling, do workers usually begin
to address alternative strategies. Most often 1t 1s already too late to
accomplish the sharp turn in orientalion and the mobilzation of
energy and resources necessary. Perhaps that is a major reason why
worker takeovers or buyouts are relatively rare.

However, worker ownership seems to have moved up lately in rank
order in labor’s list of strategies. For instance, take the Philadelphia
A&P supermarket shutdown 1n 1982. After suffering several massive
shutdowns wn previous years, notably Food Fair supermarkets and
Two Guys department stores, UFCW Local 1357 was ready for the A&P
challenge. In the previous negotiations with A&P, Local 1357 had won
language calling for a three-week advance notice of store closings.
Furthermore, leaders and organizers of the union had their ears to the
ground, listening for early warning signals of a sbutdown. Due to this
foresight, when the closings of about 40 stores were announced, the
union immediately put forth a plan for keeping the stores open under
worker ownership. Eventually, A&P reopened most of the stores and
even sold two stores to groups of laid-off workers For Local 1357,
worker ownership served as an offensive strategy to save jobs.

In Western Europe as well interest in werker ownership as an
answer to recession and unemployment has grown. Worker-owred
companies have doubled in number in ! .th Great Bntain and France
since 1975 In fact, the Wales Trade Union Congress (TUC) has made
worker ownerst'1ip an integral part of its overall strategy for Welsh
economic recovery. InItaly, the number of worker-owned firms is said
to have topped 18,000, ranging in size from tiny firms with a few
wovkers to those with thousands. Most belong to cooperative leagues
affiliated with the major trade unmon federations.

Increasing numbers of worker cocperatives are arsing in Holland,
Belgium, and Denmark, too. And Spain boasts perhaps the fastest
growing worker-owned sector, including the famed Mondragon co-
operatives of the Basque country, employing over 17,000 in over 80
worker-owned firms. The Mondragon cooperatives are extremely
well-integrated, featuring their own central bank, a technical univer-
sity, and including the largest manufacturer/:xporter of household
apphances in Spain.’
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In the U.S., worker ownership is not a new phenomenon, though
worker and union interest in it has been dormant for perhaps 50 vears.
During the 19th century workers formed cooperatives during strikes,
employer lockouts, and depressions. While early labor organizations
such as the Knights of Labor promoted them, the AFL craft unions
opposed them. Most of these worker cuoperatives failled, being subject
to undercapitalization, lack of business skills, weak commitment to
cooperative ideals, and a hostile business environment.* The AFL
reliance on collective bargaining strategies proved more successful in
the long run. However, in times of high unemployment (the years
around 1890, 1920, and 1930) new worker cooperatives popped up
again.

Now 1n the 1970s and 1980s, with unemployment reaching post-
World-War-II highs, some workers have again turned to worker own-
ership as an alteri.ative strategy. The primary aim is apparently the
same as in the past, namely to save jobs. Saving jobs 1s the bottom line
of every consideration of worker ownership by workers. Unfortu-
nately, as will be pointed out below, 1t 1s sometimes the only con-
sidered criterion, and costly concessions made to save them are dis-
regarded until too late.

But worker ownership is also being increasinglv looked at in broader
strategic focus. First of ali, it can be promoted as a collective bargaining
tactic. UFCW Local 1357 sees it as part of a job securnty insurance plan.
That is, successful worker buyouts and takeovers show both manage-
ment and workers that worker: have alternatives in the face of man-
agement threats. They can pressure management to reconsider shut-
downs both to save face and to prevent new competition. And they can
infuse workers with more confidence that they do not have to take
shutdowns lying down.

Secondly, worker ownership involves local control of jobs, which
can be linked to attempts to stop or slowdown runaway captial, such as
through plant closing legislation. It 1s no secret and no surprise that
ptant shutdowns are not simply the result of the deepest recession
since the 1930s and record numbers of business failures. Structural
shifts in the industry mix, automation, foreign competition, and union
avoidar.ce are to biame as well. However, Barry Bluesto:e and Bennett
Harrison convincingly demonstrate the role played by exc:ssive capi-
tal mobility and corporate growth policies. Shutdowns are fostered
through conglomerate mergers, multinational investments, and inter-
regional competition.’

Plant ciosing legislation aims to control or ease the effects r¢ these
disinvestment policies. Such legislation has long be=n a prior.., of the
AFL-CIO and the entire labor movement. Furthermore, volumes of
Congressional testimony have documented that profitable plants are
being shutdown. Many such plants might be kept open under worker
ownership. The major plant closing bills introduced 1in Congress and at
least eight state legislatures (with union support) include provisions to
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assist worker buyouts.

Despite the interest by some workers, localunions, and legislators ir
worker ownership to fight shutdowns and to save jobs, it does not
reaily seem to form part of labor’s official strategy for reindustrializa-
tion. The AFL-CIO’s “Economic Program for Jobs and Fairness” calls
for a national industrial policy, including a new Reconstruction
Finance Corporation, massive jobs programs, expanded social pro-
grams, and equitable tax reform. The program further asks for joint
business and labor involvement in the setting of national industnal
policy. In addition, it calls for aid to wo:kers hit by plant closings and
major layoffs. However, mostly government and private sector actions
are requested. There is no mention of aiding worker ownership as a
means of job saving and bringing labor’s voice into investment
decisions.

The failures of 19th century worker cooperatives and the American
tradition of collective bargaining inchne many unionists to serious
skepticism concerning worker ownerstip. They feel 1t 1s a manage-
ment trap and an anachrorustic strategy, when unions should be firm
and forward-looking.

So why are some workers stiin cnoosing this path? First of all,
workers in this country have always been subject to the attractions of
independence and entrepreneurship, that is, being one’s own boss.
Secondly, however, there are some new circumstances compared to
the past. There has been an increasing interest among workers not
only in participation but greater control over management decisions. "
There hac been a growing awireness of the immense powers of
corporate manipulation they have been subject to."But traditional
solutions through normal collective bargaining have recently been
weakened by employer offensives (e.g., the defeat of Labor Law
Reform in 1978) and widespread disinvestment by corporations out of
uniomzed areas. Add into this current situation all of the calls for
labor-management cooperation and a “’new industrial relations.””
How is this to be achieved? Some workers seem to feel that worker
ownership provides direct act.on to save jobs, direct control over
management, direct resistance to corporate deindustnalization, and a
proper test of labor-management cooperation.

Furthermore, the appeal of worker ownership has attracted many
exponents besides workers faced with shutdowns. Bluestone and
Harrison’s analysis of the patterns of deindustrializat:on ends up
advocating worker ownership to be part of labor’s strategy." Dan Luria
and Jack Russell, respectively UAW staffer and Michigan legislative
consultant, in their plan for “rational reindustriahzatio::”” recommend
the use of worker ownership to insure a strong worker voice 1n
enterprise governance." The Conference on Alternative State and
Local Policies, which has done extensive lobbying on plant closing
legislation, includes v’orker ownership on 1ts list of solutions to the
problem.” Of course, these are aside from the legis'ators who have
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joined in the chorus.

Is worker ownership the strategy to meet the goals of job security,
control, resistance, and cooperation, as well as overall re-
industrialization? No, though it makes sense as part of a larger stategy.
I~ it an anachronistic dead end? No, but if riot carefully used, it can
create more proilems than solutions. The current interest by workers
in thic ‘ob saving method reflects the changed circumstances of the
1970s and 1980s. Ts it worth labor’s efforts? The answer should be an
enthusiastic maybe. Worker ownership can becouue a productive part
of labor strategies in collective bargaining ar.d industrial policy. How-
ever, its success depends on the forms of ownership cnosen and the
way it is carried out.

Pitfalls, Promises, and Practices of Worker Ownership

Much of the disregard of worker ownership, confusion ab~2" i «.»d
skepticism for it by union members and leaders stems from fne com-
plexities of the issues involved. These complexities include heoretical,
legal, motivational, financial, organizational, and operational facets.
That is, what worker ownership means depends on:

A How 1t 15 understoed n abstract terms, such as v >ological, pohtical, or moral
terms
What legal forms it takes and what legal imphcations 1t has
Who mtiates it and why
What its teasibihty and viability are in particular «..cumstances
How 1t runs, including worker involvement in management and the union role

moNw

Theory

Advocates for worker ownership are many, but often there is great
variation in how they conceive 1t There are conservative capitalists,
liberal reformers, radicals, socialists, and a few other shades of the
spectrum among them. Some ideological capitalists consider it 2 way ot
giving “everyone a chance to be a capitalist.”"" They want to make
capitalism consistent with democracy by broadening the ownership of
capital. Along the way they hope to make workers more ioyal to the
current system.' Other pro-management pragmatists see worker own-
ership as a practical tool corporations can use to take advantage of tax
breaks, to raise capital, to take care of pension beients, and to motivate
workers.

Some liberals see 1t as a way to use (he “free enterprise system to
create a more equitable distribution of rewards.”" They see it as an
alternative to government transfer pavments, training programs, and
job creation efforts. Moreover, pro-unicnliterals eeit as a flexible tool
unions and workers shou.d be able to :h »se or reject in particular
fights against plant closings.'

More radical interpretations explain worker ownership as the meld-
ing of the labor theory of property and the democratic theory of
government.” That is, the labor th=ory is based on the princyy le that
workers should have the right to tne fruits of their labor. The demo-
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cratic theory involv ; the principle of rule by the governed. Thus, in
this view the workers should share in the profits and the management
of wherever they work.

Finally, those interested 1n extensive but decentralizea soc:al re-
form, including some democratic socialists, call for worker ownership
to be part of the framework of “economic democracy.”" That 1s,
worker ownership should be part of a political program to restructure
the American political economy, reducing corporate dominance and
increasing the power of workers and the public. These advocates of
worker ownership find precedents in Scandinavian soaal democratic
plans for economic democracy, which specifically means there the
transfer of industrial ownership from private hands to workers and
unions.

Worker ownership can appeal to many pohtical philosophies. But
that cloes not mean it should be all things to all people. In a labor
strategy for reindustnalization, arguments for greater uemocracy and
control over corporate behavior will probably carry weight. Worker
cwnership h~s some potential to help achieve these goals at the same
time as saving jobs and distributing wealth. However, it also has some
potential to drive a wedge between worker owners and nonowners by
encouraging the perception of common interests between worker
owners and other capital owners. How and whether these potentials
are realized depends a great deal on the way the labor movement
conceptualizes worker ownership. By looking at 1t as a tool of reform
rather than of status quo maintenarice, labor has a better chance of
wresting from it advantages for wc rkers.

Legal Forms

Although there are two predominant forms of worker ownership 1n
the U.S. -— worker cooperatives and employee stock ownership plans
(ESOPs) — there are numerous vanants and hybrids even within these
categories. The diversity of types s often highly confusing and causes
much miscommunication. Different advocates use the same labels to
mean rather different things. However, many of the distinctions
among the types are extremely important to grasp. Different legal
structures establish not only the financial basis but aiso the internal
governance of rights, responsibilities, and rules. What follows1s a brief
sketch of the major forms and their implications. For a more thorough
treatment, the reader should consult Olson’s article, as well as other
sources and handbooks "

Of the two major forms, worker cooperatives are the oldest. Nespite
current strong advocacy of them by the Industnial Cooperative Associ-
ation (ICA), the best known of the few cooperative consulting com-
panues, few worker-owned companies arising from shutdowns are
cooperatives. True worker cooperatives are characterized by (1) share-
ownership by members, (2) one member one vot and (3) ~qual
responsibiity by members for work in the cooper “e. Thus these
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firms are set up as worker-controlled egalitarian democracies. True
worker cooperatives are rarely found, however. In fict, most 19th
century cooperatives seem to have fallen far short of the goal of equal
shareownership.” This shortcoming, perhaps, was a major reason for
their failure.

In traditional worker cooperatr'es each member 1nvests an equal
amount of money, which forms the basis of the firms’ capital. How-
ever, recently, a new model of worker cooperative has been developed
by ICA to deal with some of the problems of the traditional model. For
instance, as the value of the company rises, the value of the individual
shares rises tr0. In traditional worker cooperatives, therefore, after a
while success 1s a golden handcuff. Share values are too high for
potential new members to afford. This may lead to hiring of non-
owning workers or selling out to a larger, capitalist firm. These prob-
lems b2ve occurred in the San Francisco Bay area scavenger cooper-
atives and also in the plywood cooperatives of the Pacific Northwest.
ICA’s model of worker cooperatives gets around this problem by
drastically lowering the cost to be a member (to about $100). Members
have equal voting rights, and they share 1n the profits. But the mem-
bers’ profit shares are distributed, not in the form of stock, but to what
are called “internal savings accounts” which operate like internal
pension funds.

The worker cooperative form would not be difficult to structure were
it not for a lack of standard state or federal worker cooperative law.
Most recently, Massachusetts became the first state to pass a law
providing a specific legal framework for worker cooperatives.” Gen-
erally, to set up a worker cooperative requires iockeying around
various laws. However, the advantages of worker cooperatives’ com-
mitment to equality and democracy have greatly influenced recent
cr-ations of ESOPs 1n p’ant closing situations. Olson calls these new
hybrids “cooperative ESOPs.”” Before describing these, we will go over
the basics of ESOPs.

Employee stock ownership rlans (E$OPs) are newer than the idea of
worker cooperatives, but were advccated as far back as the 1920s.*
They did not really catch on until the early 1970s, when changes in tax
and pension laws clarified them and expanded their benefits. The
Employee Retirement Income Securnty Act of 1974 (ERISA) and other
changes 1n the tax codes popularized ESOPs by defining them as
quahfied stock bonus plans — that 1s, qualified for tax breaks. Employ-
ers who establish ESOTs (employee stock ownership trusts) for their
employees give or sell stock in their own company to emplcyees as a
benefit, somewhat similar to a pension fund.

Tax breaks to the employer 1ssue from this transaction; for instance,
no FITA or social security tax must be paid on contributions to the
trust, and employer contributions may be entirely tax deductible.
Employees get a tax exempt benefit and receive vested stock when they
leave the firm. The ESOT can borrow money to purchase stock and use
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the employer’s contributions to pay off the loan. The ESOP particularly
attracts employers because of its usefulness for (1) corporate finance,
i.e., using the ESOT to raise investment capital; (2) corporate divest-
ment, i.e., to pass a company on to employees; and (3) pension
finding, i.e., to provide a special type of pensioa plan, exempt from
several important ERISA protections. For workers the ESOP is general-
ly not a suitable substitute for a fully protected pension plan.

So far, the ESOP sounds like an employer bonanza. What does it
have to do with worker ownersliip and shutdowns? ESOPs have been
the most common legal and {inancial structures for worker buyouts to
save jobs. Furthermore, it is the typical method used by corporations to
give workers some ownership in return for wage cuts and other
concessions. (There may be other names used for these plans, such as
TRASOPs and PAYSOPs).? The ESOP form provides a clear legal
model of worker ownership which also gives substantial incentives to
employers for agreeing tc a worker buyout. This contrasts with the
situation for worker cooperatives.

Probatly the major advantage of the ESOP form for workers, espe-
cially when compared to the typical cocperative, is as many wrnters put
it, its flexibility. However, unless the ‘lexibility is managed correctly, it
can have some serious consequences negating its pro-worker, pro-
union potentials. This flexibility involves several important issues;
who buys stock; the distribution of ownership; the degree of overall
worker ownership in the firm; how v orker ownership is paid for; and
the rights and privileges of worker ovrnership, including voting rights
and control.

(1) Who buys stock — ESOPs may involve worker purchase options
or employer-conferred benefits to all employees. Voluntary purchase
plans mean that some workers will buy stock and othérs will not. Such
a situation will undermine the solidarity of the union and may even
threaten the unity of the worker buyout effct. An example of this
occurred in the purchase of GM'’s Hyatt bearing plant by members of
UAW Local 736. Despite a defeat (by 16 votes out of over 1500 cast) in a
rank-and-file referendum to support a union-funded feasibility study
of worker ownership, Local 736 leaders went ahead anyway with
voluntary contributions. When the ESOP was created to take full
ownership, internal union conflicts erupted. Charges were filed by a
group of dissident union members charging the union with breach of
fair representation duties. They claimed that the defeat of the feasi-
bility study was the will of the members, which was not carried out.
Furthermore, they claimed that those who voluntarily contributed to
the study were promised preferential hiring status in the new worker-
owned firm. An ESOP which confers ownership as a benefit to all, or
an ICA cooperative, will probably be less controversial.

(2) The disir'bution of ownership — ESOPs may distribute stock
ownership not only to workers, but also to managers. Managers may
be useful to the organizing effort and even to the continuity of the
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firm’s operations. However, often stock is distributed according to the
income of plan participants or 1s sold on the basis of ability to pay.
Thus, higher paid workers can buy mcre, and managers can maintain
or achieve control. Tkis occurred at the Mohawk Valley Comnuwunity
Corporation, which was botght out from Sperry Rand in 1976. Top
and middle managers had an average of over 1600 shares of stock,
while the average unionized blue-collar and white-collar worker had
less than 690. Within a few years, the company’s board of directors
issued new stock which allowed managers tc gain a definite con-
trolling interest.” Equal shareownership or equal voting power for all
members, as in worker cooperatives, will insure against this type of
management domination.

(3) The degree of overall worker ownership in the firm-  ESC'Ps
enjoy the flexibility of no set limits on how much of the compeny is
owned by workers. That is, worker ownership can vary fiom zero to
100 percent. Worker cooperatives require 100 percent worker owner-
ship. When attempting a worker buyout, this flexibility of an ESOP can
be a vig advantage. A minority interest, if structured properly and
voted as a bloc, may be u:seful to place “watchdog” worker directors on
the board to provide information crucial to job security, such as plant
closing and investment decisions. Pan Am unionized workers agreed
to an ESOP in the hopes of eventually controlling several director
positions. A minority interest can even become a controlling interest if
the ESOP is the largest single stockholder.

A majority, though not 100 percent, interest will not only virtually
guarantee a controlling interest, but will alsc make financing easier.
That is, workers have to finance less by themselves. Besides, some-
times it is just plain impossible to buy up every share. The ESOP does
not have to.

It should not be forgotten, however, that worker directors on the
board or majority ownership do not insure worker control or democ-
racy. William Winpisinger, President of the International Association
of Machinists, AFL-CIO, predicted that workers on the board would
lose their identity as workers.” A. VAG, the worker directors were
accused of forgetting their roots and selling out to management.
Workers eventually sold their shares to a businessman who took
control of the company. At South Bend Lathe, stock voting nghts were
not passed through the ESOT to the workers. Thus, the workers could
not even appoint trustees to the ESOT, which held stock they sup-
posedly owned. Owing to this and other causes, workers struck
against their own company in 1980 for nine weeks.

(4) How worker ownership is paid for — Along with the flexibility in
the degree of ownership, ESOPs allow for flexibility in financing. The
typical ESOP is called a “leveraged ESOP.” That is, the ESOT borrows
money from a lender to buy company stock. The company repays the
loan — through the ESOT, so that payments of both principal and
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interest are tax deductible. But in the meantime the ESOT accumulates
stock with little outlay of workers’ own funds. Workers also are not
taking a personal nisk through the ESOP in case loans are not repaid.
Cooperatives do not have this advantage. Finding finance 1s trickv. for
conventional lenders are skeptical. But there are some federal and state
funds availab’e. In addition, some recently incorporated private in-
vestment funds have been targeted to v-orker-owned firms, spec-
fically cooperatives; the ICA revolving loan fund in Massachusetts and
the O&O Investment Fund in Philadelpnia.

(5) The nghts and privileges of worker ownership — This topic is
perhaps the most important of all in discussing the legal forms of
worker ownership. The kev nghts are voting rights. As hinted at
above worker ownership does not automatically convey worker con-
trol. In a plant closing situation, where the prionty is to save jobs,
worker control may not impress workers as a very salient or important
issue. That is how the workers at South Bend Lathe felt ir -2tting up
their ESOP. Swift action was important, and previousexp .ence with
ESOPs was mimimal. Not only did this lead to lack of worker represen-
tation on the board of directors or even on the ESOT board of trustees,
but 1t also meant management could destroy the pension plan and use
the ESOP as a substitute.

When it comes to control rights and internal governance of the firm,
the flexibility of the ESOP really signifies its vagueness. There are no
specified rights and management structure in the ESOP, as there 1s in
the cooperative which at least mandates one member one vote There
might be a few advantages tc such ESOP flexibility, but it leaves things
open to management manipulations that are not in workers’ interests.

To protect worker rights, it is essential, no matter how many shares
of stock each worker-owner has, that control rghts in the worker-
owned company be distnbuted democratically. That is, each worker
should get an equal vote on stockholder 1ssues. Furthermore, stock |
voting rights must pass through to the worker-owners and not sit with
the trustees of the ESOT. The trustees have to be accountable to and
representative of the worker-cwners.

In partially worker-owned companies, these nights must also be
protected from the very beginning of the ESOP. Moreover, the ri zht of
ESOP to be voted in a bloc should be proiected, for that insures the
strongest and most unified expression by worker-owners rather than
the dilution of worker control through individual voting.

As several writers point out there has been a trend, as workers and
unions gain experience, to combine many of the advantages of the two
main forms of worker ownership into a hybrid form. Ol- . n calls these
the cooperative ESOPs.* These hybrids take the major teatuse of
worker cooperatives, commitment to democratic control, and join it to
th- major feature of ESOPs, flexibility in financing and taxation.
Creatively structured cooperative ESOPs have been initiated by both
Rath Packing and Hyatt Clark Industries. These large worker-owned
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firms provide for worker control over management through demo-
cratically structured, one-member-one-vote ESOPs. The cooperative
ESCP owes 1ts genesis mainly to .ae active involvement of the local
unions, which fought to protect worker interests and to avoid serious
pitfalls of previous efforts, such as South Bend Lathe and VAG.

Imtiation

Probably the most vigorous criticism of worker ownership comes
from unionisis who see it as a pro-management scheme foisted on
vulnerable workers. To them worker ownership connotes con-
cessions, cutbacks, and intra-union competition. They find support for
this view in many experiences. For example, worker ownership at
South Bend Lathe involved loss of pension rights and guarantees. The
plan put forth by Ford Motor at the Sheffield plant called for 50 percent
wage cuts. The conversion to worker ownership of GM’s Hyatt plant
through UAW Local 736 is perceived as a ploy by GM to force future
wage reductions in negotiations with the international UAW. Other
cases could easily be cited as well.

Certainly advantages to employers can be numerous. Corporations
can use ESOPs to obtain refinancing and investment capital, create a
market for their stocks, facihitate divestiture, limit penston obligations,
bust unions, and provide employee incentive plans to raise productiv-
ity, among other reasons. Furthermore, offering ownership to workers
in a failing company can be used to spread the blame for failure, allow
management to give only seeming concessions for those it receives,
and manipulate public opinion. For these reasons and more corporate
managements have been not only receptive to the idea of worker
ownership but have become aggressive promoters nf it. Many union-
1sts wonder, if 1t is so good for corporate employers, hos good can it be
for workers?

For a long time, the only answer unionists could come up with was
that worker ownership saves jobs. Workers get involved 1n buyouts for
defensive purposes primanly. This defensiveness implies vulner-
abihity and reactive responses. In such a situation management takes
the lead and exploits workers” weaknesses. Workers may find them-
selves continually on the cefensive, though with worker ownership 1t
may appear that they keep demanding sacrifices of themselves to keep
the firm alive. They wonder whether 1t :s worth 1t to save jobs this way.

In most plant closing situations workers and unions may have to
concede some things. But recently groups of them realize that to
preserve job security and living standards, they have to be aggressive
about getting what they want through worker ownership. Union-led
worker buyouts at Rath Packing, Hyatt Clark, and O&O Supermarkets
exemplify this role. In each case workers have used the buyout situ-
ation to structure the ESOP in as favorable a way as possible, given the
fact they were buying facilities unwanted by the parent corporation. At
Rath Packing Local 46 UFCW tried hard to follow the worker cooper-
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ative model using the ESOP form. Furthermore, they made strong and
mostly successful efforts to maintain the standards of the national
UFCW collective bargaining agreements. A similiar pattern was fol-
lowed at Hyatt Clark.

In the 1982 A&P shutdown in Philadelphia, UFCW Local 1357 went
even further in pressing the plan for worker ownership. The union
used worker ownership as a bargaining chip in continuing nego-
tiations with management after the shutdown announcement, leading
to the reopening of many of the stores by A&P. ", he worker ownership
plan and its enthusiastic reception by many A& workers not only got
corp yrate management’s attention but also led to the inclusion in the
reopening agreement of three virtually unique provisions; (1) estab-
lishing worker participation in stor2 management through a QWL
program; (2) granting of the right of first refusal to purchase stores shut-
down in the future; and (3) establishing ¢ fund from one percent of the
reopened stores’ gross sales revenues, a portion of which 1s set aside
for funding future worker buyouts. This investment fund is con-
sidered by local leaders as a job security insurance plan. It has the
potential to save jobs not only in the future through new worker-
owned firms, but alsoin the present by making corporate management
think at least twice before shutting down stores.

The three cases cited here demonstrate only some of the advantages
toworkers and umons of taking an aggressive, initiating role in worker
ownership. Workers do not have to take the backseat. Nevertheless.
even in the cases most beneficial for workers, costly concessions and
sacrifices have been made. In the Rath case, after two hard years
resulting from depressed product markets, the union agreed to te
minate the union pension plan in order to keep the comp~ny alive. ¢35
Pitegoff and Lynd warn, workers must carefully weigh the costs a:.d
benefits in deciding whether to pursue worker ownership at ail.” But
once they decide to try it, an initiating role demanding that worker
interests are met is essential.

Feasibility

The real bottom line of worker ownership 1s whether or not .t works.
Is 1t a feasible way to save jobs? Or, as some cnitics claim, are plant
closure buyouts examples of “lemon captialism?”’ If the corporate
owner cannot make it, why should anyone expect the worker-owners,
lacking entrepreneurial experience and expertise, to revive dead firms?
Questions about the viability of worker-owned firms worry even those
predisposed to favor them. This section attempts to address the feasi-
bility of worker buyouts and what factors affect their success or failure.

The “lemon capitalism” argument implies a view of plant closings as
caused by the inescapable, invisible hand of market forces. That is,
competition, technological change, population shifts, educational ex-
pansion, cultural upheaval, and other such seemingly impersonal
forces make the plant close. And if workers buy it out to save jobs, they
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are just swimming against the tide.

However, this conventional wisdom of yesterday has been over-
turned by ot'servation of companies closing down profitable plants. As
scholars like Bluestone and Harnson and Whyte have tirelessly
pointed out, capital mobility and the search for overall corporate
growth (despite particular »lants’ performance) have destroyed thou-
sands of jobs in the name of better profit-and-loss statements. Absen-
tee ownership and conglometrate organization make it easier for cor-
porations to milk “cash cows,” acquire, merge, and divest with hittle
concern for the effects on employment. Some of the plants or firms
sutfering the effects of such corporate policies may be candidates for
worker ownership.

Certainly such was the case for the O&O Supermarkets in Philadel-
phia. A&P unloaded them (and many others) to satisfy its corporate
goals, not because they were unprofitable. Despite lack of purchasing
and marketing advantages of a large chain, the two O&O stores are
succeeding quite well.

Furthermore, there are numerous plants that could be profitable if
some of their operating procedures changed. Corporate management
may extract tribute — i.e., corporate overhead — to pay for executive
headquarters or for subsidization of other parts of the business. Man-
agement may enforce bureaucratic practices which hamper effec-
tiveness and efficiency. For example, the Mohawk Valley Community
Corporation bought out the Herkimer Library Bureau from the Sperry
Rand conglomerate. Under Sperry, the Library Bureau salesmen had
to go through corporate level salesmen if they were entenng corporate
territory, i.e., corporate clients. MVCC found inuch greater efficiency
in being able to skip this corporate step.*

No one should get the impression that every plant closing is an
appropriate target for worker ownership, however Consultants in the
field warn that feasibility depends on the particulars of each case For
instance, despite the massive mobilization in Youngstown around a
worker-community ownership plan for reopening the Campbell
works, the practicability of accomplishing that goal was limited.
Among other obstacles, enormous debts would have had tc be in-
curred to raise the necessary capital, leading toa very high debt/equity
ratio.” Moreover, the former conglomerate owner, Lykes corporation,
had mulked the plant’s cash flow and had run the capital equipment
into the ground by not reinvesting. Concerning another case, the
Industrial Cooperative Association (ICA) cites a company at which
they recommended against a worker buyout. Local 1665 of the United
Paper Workers had asked ICA in 1980 for assistancein the shutdown of
Stevens Paper Mill in Westfield, Massachusetts. After an extensive
feasibilty study 1ICA concluded that the buyout had no real chance of
success and that workers should not nisk their savings.

If not all plant closings are ripe for worker ownership, how do you
know which ones are likely to succeed? Several studies and excellent
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handbooks tell those interested just what is needed; timing, planning,
resources, technical assistance, and organization, as vvell as luck. The
key element is an objective feasibility study, or as Wocdwaoith puts t,
"a cold, hard look at the facts.” Virtually ail of the successful worker
buyouts involved one or several feasibility studies.”

In fact, the California State Office of Economic Policy, Planning and
Research’s handbook, Buyout. A Guide for Workers Facing Plant Closings,
suggests a preliminary study to assess whether worker ownersh.p is
an option at all, and an in-depth study to investigate projected proj-
ects, markets, capital sources, and detailed business plans.” The
preliminary feasibihty study uses readily available sources of data to
answer the following major issues and questions:

(1) Teme s there enough time to pull all of the pieces together before the plant closes
and before key customers and suppliers are lost” Generally, 1t 1s thought to take
about six mont*s or more to put things together

(2) Negotuating with the Corporate Owner Are the present owners amenable to an
employee buyout? Will they cooperate and share information?

(3) Transihon Isthe firm organized so that a smooth transition to workerownershipis
possible? Will there be leadership, management, ali of the other funcuons needed
to run the business?

(4) Product Market Are the products produced at the plant facing stable, growing, or
declining markets?

(5) Competitiveniess Is 1t possible for the plant to be an efficient producer in the
industry™ Is capital equipment in good shape” How do costs compare with other
firms?

The in-depth feasibility study should be done by techr.cal assistance
professionals who are objective, but who are also knowledgeable
about worker ownership and who ref'ect the values and perceptions of
workers and the union. For instance, the feasibility study at Rath, paid
for by the corporate owners, recommended severe wage and bene..t
cuts, dismantling the pension program, and moving to new, nonunion
facilities. Local 46 UFCW, needless to say, disagreed and had to order
another study.®

In addition to the elements outlined above, successful worker buy-
outs must have sources of finance, a governance structure mnvolving
workers in decisions, and of course union support Adequate finan-
ang is crucial, for many failires of worker-owned firms, particularly of
the 19th century cooperatives, have been traced to under
capitalization. The governance structure may assume greater impor-
tance well after the buyout is established, but the time to set it up 1s:n
the earliest stages. Nevertheless, as Pitegoff and Lynd caution, ""Max-
imum control is crucal to retain and expand the benefits of worker
owaership. But contrcl alene will not make up for other deficiencies.”™
Finally, the union’s sup, ort 15 usually the key to mobilizing the
tremendous energies needed to accomplish this collective event and,
ultimately, to safeguard worker interests.

Disregarding the claim that feasibility 15 a case-by-case matter, not
subject to easy generalization, can workers really afford the costs of
time, energy, conflicts, and (most often) financial sacnfices? That 1s, is
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it really worth the effort? A look at the record of worker owneiship isin
order.

James O'Toole in the Harvard Business Review called the record of
worker ownership uneven.” However, his generahzation mixed weak
minority ESOPs with strong worker cooperatives. Even so, worker
ownership can be called a success. The (alifornia State Office of
Economic Policy, Planning, and Research estimates that worker
ownership has saved at least 50,000 jobs directly.” There are abou
5000 ESOPs and about 500 majority worker-owned companies accord-
ing to the National Center for Employee Ownership.® Yet, as the
California handbook states, “What is more impressive is that to the
best of our knowledge only four employee buyouts, involving 300
employees, have failed.” A University of Michigan study of the effect
of worker ownership on profitability found worker-owned companies
1.5 times as profitable as their conventional counterparts and that
profitability was higher the more ownership workers had.” Finally, a
recent study by the NCEO of 130 majority worker-owned firms
showed that they create jobs (that is, grow in employment) about three
percent faster than conventional firms in their industzies.™ In the
durable goods sector, job creation is about 4.5 percent faster.

These average figures are impressive. The costs workers may have to
pay to achieve a particular worker buyout may also be impressive. In
the National Steei worker buyout plan for the Weirton, West Virginia,
plant, the propc.al calls for 32 percent wage cuts, reduced employ-
ment levels, and the spending of over $1 billion over the next ten years
on capital investment Huge cases like Weirton get huge publicity.
Nevertheless, the average of numerous cases, many unpublicized in
the rational news media, shows a more favorable balance between
benefits and costs. Worker ownership may be very risky but the
advantages are substantial too It is not anoutright raw deal. And even
skeptics about the Weirton deal, such as Pitegoff and Lynd do not
denounce the plan: they just want all the facts to be considered.™

Operations

Even if worker-owned companies do save jobs, skeptics want to
know, ‘What then?”” Once the euphoric glow of reversing a plant
closing has worn off, are they any different? Do firms in which workers
have ownership, from minority ESOPs to fully worker-owned cooper-
atives, translate that ownersnip into worker say or control over man-
agement? Moreover, as businesses, are they efficient and productive?
For unions, especially, there are questions concerning their place 1n
worker ownership and the consequences — legally, orgamzationally,
and in negotiations — for them.

There are differing viewpoints on these questions. Nevertheless, the
evidence as a whole tends to find worker ownership, especially when
combined with worker control or participation 1n decision making, to
perform quite well, though differently from conventional ownership.
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That is, the cooperative ESOP described above seems to combine the
best operational features, but other forms of worker ownership have
advantages as well. In the first part of this section, we will examine the
operation of the firm. Later on, we will discuss the implications for
unions.

Some commentators expect that worker-owned companies and
worker-managed ones will be inherently inefficient. That is, they
argue, worker-cwned companies suffer from certain inevitable de-
fects: (1) A lack of management expertise, especially in activities
concerning the world outside the firm, such as marketing and finance,
is predicted. Especially in cooperatives, the emphasis on equality,
particularly in wages, may make difficult the recruitment of managers.
(2) Commentators expect that worker-owned firms will thus foster an
erosion of internal discipline and control, without competent man-
agement. In fact, many follow the judgn.ents of Sidney and Beatrice
Webb, the famous early 20th century British historians and labor
activists, that the managerial job is impossible where workers are
owners. (3) A sizeable body of commentators and researchers try to
show that worker-owned firms tend inevitably to degenerate, that is,
over :ime to die out or change over to conventional capitalist firms due
to internal flaws. For instance, worker-owners will tend, 1t is pre-
dicted, not to reinvest in the company, preferring to take higher
wages, thus endangering its long-term viability.

Contrary to these pessimistic prognostications, others beiieve that
worker-owned companies have tremendous operational advantages
over conventional companies: (1) They do not have to seek the same
profit targets set by corporate managements, hence are more flexible.
(2) They tap resources unrealized in conventional firms, such as
greater teamwork, decision consensus, worker commitment, in-
volvement, creativity, fulfillmert, and more open communication
between workers and managers. Moreover, they require less super-
vision, 1t is argued, than conventional firms. {3) Furthermore, some
advocates of worker ownership expect that given sufficient capital,
suitable markets, and a supportive environment, firms will survive
and grow.

Evidence on these issuer does not exist in great quantities for
American and Canad.an wo ker-owned firms, partly because of few
cases and partly because ot the sparseness of research. On some issues
there is much information, on others very little. However, the evi-
dence does allow us to settle some questions of operations easily.

Discipline, control, and productivity have not been problems. Most
studies done on the currently operating set of worker-owned firms
find on the contrary that workers express more commitment and are
less prone (or no more prorie) to turnover and absenteeism. Studies
done by Michael Conte and Arnold Tannenbaum indicate that worker
ownership, even of a minority share in the firm, has a positive effect on
both productivity and profitability. Moreover, the larger the workers’
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share of ownership, the greater the effect.”

Managenal expertise can be a problem but is not an inevitable one.
Most researchers agree that managerial expertise is crucial, and some-
times is hard to recruit or keep. However, as Richard Long reported
concerning a worker-owned Canadian trucking firm, managers were
more likely to cite advantages than disadvantages for themselves
under worker ownership. Advantages included greater worker inpu.
in decisions, greater worker interest in doing a good job, and better
cooperation between workers and managers. Disadvantages for man-
agers included workers overrating their importance and demanding
too much say, loss of some authority, and that managers will need to
work harder and perform better. To take account of these managerial
realities Carl Bellas, who studied the plywood cooperatives of the
Northwest, prescribed careful selection of managers for worker-
owned firms: "The manager must be an educator and a motivator,
knowing full well that his autonomy will diminish as he increases the
capability of his employees.”*

Concerning issues such as reinvestment and long run viability or
degeneration, there is more controversy over the conclusions to be
drawn. The fact is that worker ownership has historically been a rare
phenomenon, and compared to conventional firms there are few
long-lived worker-owned ones. The causes are still in dispute. In the
past researchers placed most of t..e responsibility on internal factors,
such as discipline and management. However, recent research studies
have shifted much of the cause (though not all) to the conditions
outside the firms, such as hostility from banks and lack of support
(moral, economic, and political) from the labor movement.

Nevertheless, the basic operational issue which distinguishes be-
tween less effective and more effective firms is the difference between
having only worker ownership versus having ownership and worker
control. Those worker-owned firms which do not allow much worker
participation in management decisions, worker representation on
board of directors, or worker input into operating methods, may miss
out on the long-term operational advantages of worker ownership.
William Foote Whyte of Cornell University’s School of Industrial and
Labor Relations and his colleagues point out that there are often three
stages in the development of these ownership-only firms:

(1) Before ownership conversion — worker, union, and management cooperation,

(2) Right after conversion — euphona, harmony, and trust for several months,

(3) About one year after conversion — disillusionment, reinforcement of conven-
tional managenal hierarchies, and conventional labor relations *

Several cases follow this pattern. In fact, it may be suspected that the
degeneration and loss of viability by worker-owned firms 1s traceable
to their frequent failure to link worker ownership with worker partici-
pation, if not control. Examples of these firms include Vermont Asbes-
tos Group (VA), South Bend Lathe (SBL), and the Mohawk Valley
Community Corporation (MVCC). As pointed out above, VAG was
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eventually sold by the worker-owners to a private capitalist and at SBL
worker frastrations led to a strike. E- en such firms may show some
significant positive effects of worker ownership: Lower profit margins
are necessary than corporations require. Flatter organizational struc-
tures may be used. Many costs are saved due to lack of corporate
overhead. Greater local control means better decisions are made to suit
actual conditions. But as the sale of VAG, the strike at SBL, and the
disillusionment of workers at MVCC demonsirate, the effects on
workers’ attitude are not positive. Many studies of worker ownership
without participation tend to confirm this seeming contradiction.

In contrast, William F. Whyte and his colleagues describe the pro-
cess at Rath Packing which became worker-owned in 1980. The shiftin
ownership involved a shift in internal operations from top to bottom,
from the board of directors to the shop floor:

Inall of these activities, workers not only voiced complaints and suggestions but were

actively involved in working out soluttons No problems were declared out of

bounds For ex: mple, the program to revive the company involved major invest-
ments 1n new machines Salespeople, vvho were accustomed to meeting with ex-
ecutives in top-management offices, were surprised to find thcmselves talking also
with rank-and-file workers in the departments where the new machines were to be
installed The workers did not hold back from raising questions and expressing
opmions based on their long years of experience in production and processing
operations These discussions were educational for all parties At times, the sales-
people found workers’ questions more difficult than management questions, and the

Tanagement people came to recognize that workers were alerting them to problems
that would inewitably anise in the installation and operation of the machines ¥

A similar process occurred at Hyatt Clark Industries whcre worker
ownership led to what researcher and consultant Warner Woodworth
has described as a changing “organizational culture.”* Not only were
there changes in the openness and fle «ibility of collective bargaining by
both labor and management, such as opening management’s books,
wage concessions, changed job classifications, and union represen-
tation on the board, there were also a number of participative practices
and structures, such as worker action research teams, established. A
level of supervision was eliminated, and worker-manager relations
became less formal and status-ridden. For example supervisors no
longer wear ties and the parking lot no longer segrega.es workers from
managers. Owing to greater cooperation, the scrap rate declined, and
quality improved as did productivity.

Experiences with genuine worker-owned-and-controlled firms are
relatively rare and fairly new in buyout situations. However there are
signs that these firms truly change operationally; ir metho.is of de-
cision making; in worker introduced innovations in work methods;
and in new product development. Donald Nightingale in a study of 10
participative Canadian firms including some worker-owned com-
panies, found that participative decision making methods change the
nature of work. They provide the average job with niore autonomy,
allow more use of a worker’s skills, encourage more social interactions,
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and create more inte.dependence among jobs.*

Despite the general upbeat evidence about worker ownership com-
bined with participation, it is not a paradise, by any means. As
Nightingale’s study points out, there is also more on-the-job conflict
experienced by the worker in participative firms. Why? Daniel Zwer-
dling, journalist and . .searcher on worker ownership points toward
an answer. Most people, he says, have never learned how to work
together and make decisions in an efficient, egalitarian, cooperative,
anc democratic way.” Even at the long-est~blished plywood cooper-
atives, Zwerdling found that participation was often a problem.

Moving the weker-and-community-owned corporation toward democracy requires
nothing lessth, . resociahzing prcess workers who have been taught fora hfetime
to perform isuiated tasks, taking orders from a boss, must learn to acquire the
confidence, responsibility, and autonomy to make decisions on their own — yet they
must also learn to feel responsible to the entire corporation Employees who have
never before seen their corporation’s annual report must become famthar with
management-level irformation Managers, meanwhile, must learn to give up their
privileged positions and to begin shanng information with the rank and file, delegat-
ing power as much as possible, inspiring and motivating workers rather than giving
orders Perhaps most important, they .. ..t perceive their roles as working on behalt
of the workers, not over them And both employees and managers alike must learn
new democratic skills — tnvial sounding but crucial skills such as running effiient
meetings, analyzing problems, and making decisions effectively in groups  Attitudes
and skills like this don’t com~ easily in a matter of weeks or even months.*

To reap the benefits of worker ownership and make 1t viable, it
seems necessary to take the risks of worker participation and control,
hence to change the organizational culture. While participation does
not guarantee success financially, a lack of participation may be associ-
ated with failure to satisfy workers’ goals and to the eventual decline of
the firm.

Thus, education for workers and worker directors on management
and participation is required. As the cases of Rath and Hyatt Clark
show, education ca« come from consultants with experience in area-
wide labor-management committees and from academics with skills
and knowledge about worker ownership. The establishment of the
0&O stores in Philadelphia points further to the educational role
played by local consulting and advocacy groups such as the Phil-
adelphia Association for Cocperative Enterprise (PACE). Similarly, as
noted earlier, the Industnal Cooperative Associatior (ICA) in Somer-
ville, Mass., provides not only services such as business planning, but
also operational consulting and educational materials to help in the
installation of worker participation and control.

The Role of Unions
Unions have been understandably skeptical about worker owner-
ship. Some commentators on worker ownership see no role fora un.on
once workers are owners and point to the absence of unions at the
plywood cooperatives of the Northwest. However, others believe the
role of the union will be preserved and made easier through reduced
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grievance rates, fewer strikes, and more cooperative contract negotia-
tions. Unionists are particularly ‘ncerned about: (1) potential nega-
tive effects on collective bargaining, (2 legal conflict< over the union’s
role and responsibilities to members, and (3) conflicts between the
local union and the national union.

The impact on collective bargaining seems somewhat mixed, but not
nearly as negative as some unionists seem to expect. Most studies of
the issue have found basically no change in the union’s traditional
roles in the firm. Richard Long's studies even found sc™e cases Of
long-term improvements in labor-management relauoi.. in ESOPs.
There is some evidence that worker-owners may gradu: ; lose some
of their commitment to the union, but they seem also to feel a con-
tinued need to keep it and use it.”

So far, there appear to be very few cases cf worker rejection of the
union and decertification in the f .ce of worker vwnership. In a typical
casc, for instance, the workers at Jeanette Sheet Glass decertified their
union in response to lack of support and active hostility from the
International Glass and Ceramic Workers. At SBL a decertificaton
election was held and narrowly won by the United Steelworkers, after
the international had tried to block the ownership plan. The problem
seems to arise when a union throws obst” ' in the path of workers
determined to buy out the company.

There is still a significant anc necessary role for the union at worker-
owned companies. Where ihe union has taken a leading role to
facilitate conversion to worker ownership, :t often acts to push for
participative changes in management and the oganizatior.al culture. In
negotiations, unions have held the line on worker sacrifices, though
they have given in when convinced by evideuce or by bank pressures.
Moreover, they have fought to retain benefits, such as pension plans.
At Rath, for instance, the union fought from 1980-1982 to save the
pension plan. It only consented to liquidating it when the company
was under ‘nmense difficult’es in the competitive meat packing busi-
ness and when the former union president was chairman of the board.

Legal conflicts over the roles and responsibilities of unions and their
officials potentially can arise in three primary areas: (1) between roles
as representatives for employees and as representatives for manage-
ment on the board of directors; (2) in protecting employee benefits; and
(3) as possible anti-competitive agents, in violation of anti-monopoly
law and the Landrum-Griffin Act. As Deborah Groban Olsen puints
out in her excellent review of these and other legal issues 1n worker
ownership, such conflicts are resolvable, especially if the union itself 1s
not involved in ownership, but is only the facilitator and advisor to its
members. In general, the best way to prevent these conflicts is to
design the worker ownership plan correctly.*

Conflicts between the local and the national are possibly the thorn-
iest area. As William F. Whyte and his colleagues point out, local union
officers and national officers have some differences in interests and
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perspectives. National leaders want to maintain standards established
over time and put into national agreements. They are concerned about
the potential for local arrangements to drive a wedge between workers
in the same industry who work in different places. Some national
union leaders have been cited as saying that worker ownership would
be a catastrophe for the union and would, in addition, make workers
responsible for business failures. Local leaders may be more interested
in maintaining jobs and working conditions. Th*y may favor worker
~wnership, even at the cost of sacrifices, if it saves jobs.

Therefore, "~cals and nationals may clash. For instance, at SBL,
regional and international officzrs or the United Steelworkers union
actively worked to block the ESOP. Warner Woodworth gives this
account of what happened at Hyatt Clark (HCI):

UAW headquarters had a long history of dissatisfaction with Local 736. Like GM, 1t
viewed the union «s militant, perhap+, even leftist beyond the pohtical stance of the
international. In a sense, Local 736 had been on the bad side of the international for
years as a kind of troublesome mavenick local

The worker-buyout idea seemed preposterous Union officers in Detroit were not
prepared to cope with the concept, nor had wwey any in-house expertise to evaluate
what was occuring 1n New Jersey In addition they were fearful that concessions at
HCI would set a precedent for upcoming industry-wide contract talks. Thus, the
international officially took a position that Local 736 eflorts were simply a regional
expeniment about which Detroit had no opimion

Umnion leaders in Clark interpreted this as a rejection of the 1dea, and 1n subsequent
discussions clearly felt cnticized for attempting the buyout However, their response
tended to be one of asking what 2lse should be done 1f ownership were not the best
answer, what else could be?”

More recently, there are indications in the UAW of a changed
attitude in Detroit. Woodworth reported that the international bega.t
to seek Local 736’s advice on an official union position regarding
worker ownership in plant closing situations. And in the November,
1983, issue of the UAW's magazine Solidarity, a story caued "“Taking
Over” describes how members of UAW Local 271 in West Pittston, PA,
bought out the closing Renold Fower Transmission Co.” Tk~y estab-
lished a worker-owned firm they named Atlas Chain. Moreover, they
had the financial, technical, and political help of the regional and
international UAW. Perhaps other internationals will adopt similar
attitudes as they work out their policies on reindustrialization.

Of course, unions may have to go through some changes to take on
worker ownership. They may have to take on new roles and question
some traditional values of adversarism. They may need to take an
initiating role to insure that worker ownership is beneficial to workers
and not » management ploy. They need to learn how businesses are
run and 1...nced. They need to develop open communication with
worker-owner managers and with their own members (to educate and
protect them). They have to learn how to cooperate with management
without being co-opted. These new roles require serious education.
But there are certainly benefits to be had. Unions can add to collective
bargaining roles and tactics by using worker ownership properly. They
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can learn more about the expansion of collective bargaining into
management rights and management deasions And they can expand
their role in moving the ecc v 1n a more worker-onented and
job-protective direction.

Cenclusion

The apparently rising trend oi worker ownership can save jobs and
be effective. However, it 1s a complex 1ssue with many facets to
understand. As experience with worker ownership1s gained, valuable
lessons from past experience are being learned that can be used to
advantage in the future. A large network of advocacy, educational,
and technical assistarce groups can be called upon by unions and
workers to aid them in the face of plant shutdowns and in considering
worker ownership.

Worker ownership can be part of a labor strategy for reindus-
triahzation, even if it1s a minor role. It fits into the defense of jobs, the
expansion of collective bargamning power, increased worker infor-
mation and control vis-a-vis management in the use of watchdog
directors and QWL programs, and an overall changed role for labor in
the development of the economy. However, worker ownership will
thrive as a labor strategy only within the context of a broader strategy
involving; more job creation through government action (public works
and fiscal policies) to reduce unemployiaent; controls on corporate
investment and disinvestment (e.g., through plant closing legislation

and possibly some kind of reconstruction finance agency); the use of
pension funids for further control over job creation; further en-
croachment on “management rights;”” and the overall aim of more
worker and piblic control and influence over corporate decision mak-
ing. This does not mean mere labor-management cooperation, but
more of a joint control. Worker ownership 1s one way of achieving
some of these aims.

End Notes

1 Forbes, Let Them Eat Stock,”” November 22, 1982, >nd James O'Toole, Harvard
Busness Revtew, “The Uneven Record of Employee Ownerchip” (November-December
1979)

2 Peter Pitegoffand Staughton Lynd, “Workers Can Be Choosers,”” New York Tunes,
October 27, 1982

3 Prospects for Workers Cooperatzve i Wedtern Lurope (Brussel., Belgium European
Economic Commission, 3 vols , 1982)

4 A Shirom, “The Industnal Relations System of Industnial Cooperatives in the US
1880-1935,” Labor History (Fall 1982), pp 533-551, and H Aldnich and R N Stern,
"Resource Mobihzation and the Creation of U S Producer’s Cooperatives, 1835-1935,”
Industrial and Economic Democracy, 4, No 3 (August 1983), pp 371-406

5 Barry Bluestone and Bennett Harnson, The Deindustriahzation of America (New
York Basic Books, 1982)

ERIC 126

Aruitoxt provided by Eic:




Worker Ownership 119

6 Conglomerate Mergers. Their Effect on Small Business and Restramt of Trade (U S
House of Representatives, Committee on Small Business, 1982)

7 American Federatiomist (Washington, D C  AFL-CIO, March 1983)

8 Labor Relations i an Economic Recessto Tob Losses amd Concesston Burgammyg, (Wash-
ington, D.C  Bureau of National Affairs, 1982)

9 Business Week, May 11, 1981

10 Bluestone and Harnison, Demndustrialization

11 Dan Luna and Jack Russell, Rational Remndustrialization (Detreit Widgetnpper
Press, 1981)

12 W Schweke, Plant Closings Issues, Resources, and Legislation (Washington, D C
Crnference on Alternatit » State and Local Policies, 1980)

13 S Speiser, A Piece of the Action A Plan to Provide Every Family With a $100,000 Stake in
the Economy (New York Van Nostrand, 1977)

14 C Rosen, Employee Cwnerslup Issues, Resources, and Legislation (Arhngton, VA
National Center for Employer Ownership, 1982)

15 Ibd

16 Deborah Groban Olson, “Union Expenence with Worker Ownership Legal and
Practical Issues Raised by ESOPs, TRASOPs, Stock Purchases, and Co-operatives,”
Wisconsin Law Review, 5 (1982), pp 729-823

17 D EHerman, “What 1s a Worker Cooperative?”’ (Somerville, MA Industnal
Cooperative Ame 1ca, 1980)

18 M Carnoy and D Shearer, Economic Democracy (New York Sharpe, 1980)

19 Olson, “Union Expenence ”

2C Shirom, “Industnal Cooperatives

21 ssues of Employee Ownerslip (Arhngton, VA National Center for Employer
Ownership, 1982 and 1983 Newsletter)

22 R Russell, Sharmg Ownership in the Workplace (Harvard University. Unpublished
PhD di ition, 1979)

23 Ols¢.  "Union Expenence ”

<4 Daniel Zwerdling, “Employee Ownership How Well Is It Working?” Working
Papers (May-June 1979), pp 15-27

25 Olson, “"Union Experience ”

26 Ibd.

27 Ditegoff and Lynd, "Workers Can Be Choosers ”

28 R Stern,H Wood, and T Hammer, Employee Qwnership i Plant Closigs Prospects
for Em sloyment Stability (Kalamazoo, Michigan Upjohn Institute, 1979)

29 Ibd

30 W Woodworth, “Worker Takeover of a General Motors Plant Toward A Robin
Hood Theory of Change * Paper presented at Third International Conference of the
International Association for the Economucs of Self-Management, Mexico City, Aagust
23-25, 1982

31 ] Parzen, C Squire and M Kieschnick, Buyout A Guude for Workers Facng Pla .t
Closures (San Francisco Cahforma Office of Economic Policy, Planning and Research,
1982)

32 Ibd

33 Ditegoff and Lynd, "Workers Can Be Choosers

34 James O’Toole, "‘Uneven Record ”

35 Parzen, et al , Buyout

36 Issues of Employce Oumership, NCEO

37 R] Long, “The Effects of Emplovee Ownership on Organizational Identification,
Employee Job Attitudes, and Organizational Performance, A Tentative Framework and
Empincal Findings,” Humuan Relaiions, 31 (1978), pp 29-48

38. Carl Bellas, Industrial Democracy and the Worker Owned Firm (New York Praecer,
1972)

39 Pitegoff and Lynd, "Workers Can Be Choosers ”

40 Michael Conte and Arnold Tannenbaum, “Employee Owned Companies is the
Difference Measurable”” Monthly Labor Revier., 101 (July 1978), pp 23-28

O

ERIC 197

Aruitoxt provided by Eic:




120 Arthur Hochner

41 Carl Bellas, Industrial Democracy

42. Wilham Foote Whyte, TH Hammer, C B Meek, R Nelson, and RN Stern,
Worker Participation and Ownershp Cooperative Strategies for Strengthenmg Local Economies
(Ithaca, N.Y.. ILR Press, 1982)

43 Ibd

44 Warner Woodworth, "“Worker Takeover ”

45. Donald Nightingale, “Work, Formal Participation, and Employee Outcomes,”
Sociology of Work and Occupations, Val 8 (August 1981), pp 277-196

46 Daniel Zwerdhing, Wee " place Democracy, (New York Harper and Row, 1980)

47 R Long, “Employee Ownershup and Attitudes Toward the Unions,” Relations
Industrielles, 33 (1977), pp 237-253

48. Olson, “Unmion Expenences

49. Warner Woodworth, "Worker Takeover of a General Motors Plant

50 Solidarity, November, 1983

Resource C.ganizations

Califorma Economic Adjustment Team
State of Californma
Dept. of Economic & Business Development
1030 13th Street, Sute 200
Sacramento, CA 95814

Center for Commurnuty Self-Help
P O Box 3259
West Durham, NC 27705

Industnal Cooperative Association
249 Eim St
Somerville, MA 02144

National Center for Employee Ownership
1611 S Walter Reed Drive, #109
Arhngton, VA 22204

Philadelphia Association for Cooperative Enterprise
133 S 18th Street
Philadelphia, PA 19103

Prof Warner Woodwerth
Dept of Organizational Behavior
Brigham Young Umiversity
Provo, UT 84602

Prof Wilham Foote Whyte, Director
New Systems of Work and Participatton Program
368 lves Hall
Cornell University
Ithaca, NY 14853

128

ERIC

Aruitoxt provided by Eic:




The Role of “’Enterprise Zones”
in Reindustrialization

Bruce Nissen

Introduction

In the past 30 years the economies of America’s largest cities
changed dramatically. Among these economic changes were the relo-
cation of manufacturing firms to areas away from the inner city, tax
write-offs and investin.ent incentives which encouraged the deindus-
trialization of urban centers, the movement of middle and upper
income residents to the suburbs and a host of other developments
which created urban blight. Center city areas lost mucn of their busi-
ness activity and created a low income population largely dependent
on government support, while buildings and the physical surcound-
ings deteniorated. A vicious cycle set 1nas worsening conditions drove
productive enterprise and middle and upper income residents away,
furthening the economic dechne

Numerous government programs were implemented in the 1960s
and 1970s to combat the economic decline of the nation’s inner cities.
These programs changed names and approaches frequently; the most
important ones remaining by 1980 were those administered by the
Small Business Administrahon (SBA), the Comprehensive Employ-
ment and Training Act (CETA), and the Urban Development Action
Grant (UDAG) programs administered by the Department of Housing
and Urban Development (HUD) The degree of success or failure of
these programs 1s a matter of dispute — clearly, they alleviated many
problems for inner aity residents and just as clearly they failed to
overcome the underlying changes which created urban blight.

On top of the economic distress which nner aity areas experienced
even in the best of times, the U.S. economy 1n the 1970s shpped into a
state of chronic stagnation coupled with inflation. Furtharmore, the
industnal firms that many inner aty residents depended on for jobs
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122 Bruce Nissen

left, deindustnalizing the cities and entire parts of the United States.
When a large scale recession occurred 1n the early 1980s, the phght of
the inner cities became acute.

Enterprise Zones: A New Approach

Against this background, policy makers searched for alt>rnative
strategies of inner city economic development in the late 1970s and
early 1980s. The alter ative which the Reagan administration, many
conservative lawmakers and a surprising number of congressional
liberals opted for is labelled a free market approach. Following the lead
of the Conservative government of Margaret Thatcher iri England,
legislation has been proposed to create enterprise zones. Thirteen such
enterprise zones have been 1n operation in Great Britain since the
second half of 1981. The individual most responsible for introducing
the idea to the United States 1s Stuart M. Butler, an economist affiliated
with the ultra-conservative Heritage Foundation in Washington, D.C.*

The earliest bill at the national level was introduced into the House of
Representatives by the conservative Congressman from upstate New
York, Jack Kemp (Republican) and a liberal inner city Congressman
from the Bronx, Robert Garcia (Democrat). The onginal Kemp/Garcia
bill was slightly altered and reintroduced as Kemp/Garcia II; mean-
while the Reagan administration introduced its own slightly modified
version, the Enterprise Zone Tax Act of 1982. At the state level numer-
ous bills of a similar nature have been introduced, and by 1983 over 12
states had passed enterprise zone legislation.

The bills introduced and/or passed to date show a great variety in
specifics, and not all supporters of the enterprise zone concept agree
on ali details. However, they all have a common core:

(1) picking economicaily depressed geographic areas of urban cities and designating,
them speaial zones (enterpnse zones) for purposes of tax policy, government
regulations, and possible other government treatment,

(2) providing tax breaks and less government regulation, primanly tor businesses
operating within the zone, and

(3) eventually phasing out the tax breaks and regulatory relaxation, after a number of
yeais (between 10 and 25 years, depending on the particular bill)

In many of the state bulls there are provisions for at least nominal
community partictpation in running these zones, however control is
almost always left in the hands of business interests and government
officials.

Therefore, stripped of superfl:-ous rhetoric, enterpnse zones reduce
to corporate tax havens and opportunities for corporations to evade
normal government regulations While the details of different state
and national proposals vary considerably, they all makeit likely that an
enterprise zone firm could avoid taxation entirely for some period of
time. Easing government regulations usually would be at the dis-
cretion of the responsible agency; the extent of regulatory evasion thus
would depend on the predisposition of the relevant agency.
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Although enterprise zones are touted as a free market approach to
economic development, 1t is easy to see that they actually entail
considerable governmental intervention and planning. Tax burdens
and the negative side effects of regulatory relaxation will be transferred
to the rest of the community, while the favored enterprise zone firms
will be given special treatment. All of this will occur through conscious
goverament policy, a tacit admission that the free market alone won't
dot.

What are enterprise zones expected to accomphsh? Proponents give
many answers. They will create jobs for the chronically unemployed;
they will generate investment in decaying urban areas; they will
stabilize low income areas of our cities and improve their quality of life;
they will encourage small business enterpnses (especially new ones),
etc. Above all, they will rewvitalize the economics of urban America, and
therefore will contribute to the reindustnalization of the United States.

Enterprise zone proponents especially emphasize how useful the
zones will be to small businesses. This 1s a persistent theme of Butler’s
many writings — in fact, Butler argues that the success or failure of
enterprise zones will be determined by their effect on new small
businesses. State officials pushing enterprise zone legislation use
terms like “cottage industries” to describe what they expect to flourish
within the zones. While terms like “sweatshops” or industrial home-
work’ are carefully avoided, these unregulated and marginal labor-
inten<ive enterprises appear to be at the heart of the enterprise zone
vision of urban reindustriahzation.

The Reagar administration has made enterprise zone legislation the
centerpiece o1 its program for urban renewal. All other programs are
either being curtailed or cut back. The theory behind this free market
solution to the U.S.’s urban ills is similar to the supply-side theory
underlying Reagan’s 1981 tax cuts It1s claimed that taxes — espeaially
business taxes — are driving firms either away or out of business. So
are overly stringent government regulaticns. The solution; reduce
business taxes and regulations.

This theory and 1ts implementation have potentially grave conse-
quences for the labor movement. In the remainder of this article I will
evaluate enterprise zones from both the criteria used by 1ts proponents
ard from a labor perspective.

Enterprise Z¢nes arn ' Economic Development
One way to evaluate the enterprise zone approach is to take the
claims of 1ts backers seriously and see if they are supported by the
present evidence. Proponents argue that erterprise zones will
(1) promote new small businesses,
{(2) generate new investment in depressed urban areas (and thus
new jobs, especially for the hardcore unemployed), and
(3) improve the quality of life in and around the zone.
Each of these claims ments careful scrutiny.
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124 Bruce Nissen

Will Enterprise Zones Aid Small Business?

In an influential study, David Birch claims that small businesses
employing 20 or fewer workers generate the majority of net new jobs in
the United States.” His results have been criticized, both on the
grounds that imp:oper methods led to mistaken conclusions and on
the grounds that jobs for small employers are not the kina of desirable,
well-paying jobs with pensions and other fringes that should be at the
center of any jobs-creation strategy. While one or both of these objec-
tions may be correct, inner city residents desperate for jobs — any jobe
— might very well welcome a program that significantly aids small
business in their area. Genuine aid to small busiresses should generate
substantial new employment. The question 1s. Will enterprise zones
aid small businesses, especially new ones, as is claimed?

The evidence indicates that they will not. Taxes and regulations —
the centerpiece of enterprise zone legislation — are relatively unimpor-
tant and rnarginal concerns for new small businesses. The National
Federation of Independent Business {NFIB) released a study which
indicated that taxes are one of the least important obstacles to success.’
The most important problems were; managerial incompetence, in-
sufficient initial markets, and inadequate financial support. They con-
cluded that start-up capital and capital to operate the first few years
were crucial; taxes were irrelevant to new firms who made little profit
to tax in the first place. In fact the NFIB has repeatealy rejected the
enterprise zone idea as an aid to small business.

The Council for Northeast Economic Action held a roundtable dis-
cussion by small businessmen in 1981 on enterprise zone proposals *
The participants concluded that access to capital is the fundamental
issue for small businesses; regulations are not a central consideration
and taxes are not key. Enterprise zones thus ignore small business’ real
problems and address imacinary ones. As urban development con-

sultant Edward Humberger puts it:

If no start-up capital 1s to be provided what types of new small business would, 1
fact, be created? Are we talking about "mom and pop’’ stoies, sweatshops, and
delivery/repatr services that can be started with mimimal capital from savings of
family and  .2nds? If the ultimate benefit of the Enterpnise Zone proposal hes n
exempting the corner candy store fr_ n taxes and the munimum wage, then we have
come a long way from any vision of long-term economic development in distressed
areas ’

From the evidence above 1t seems clear that if the U.S. urban re uevel-
opment policy is organized around the concept of enterp.ise :ones,
with 1ts focus on suspending taxes and regulations for busine-ss, its
stated goal of aiding new small business will not be achieved

Will Enterprise Zones Create New Jobs?

Whatever the cost in eroding the local tax base aad in eroding
protective regulatory measures, many desperate mayors would wel-
come enterprise zones if they were convinced that a net increase of jobs
for their hardcore unemployed would result. So the question is rele-
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vant: Will new investment be generated to create a net gain in jobs for
the inner city unemployed?

Again, the evidence points to an answer of "'no.” Business relocation
and initial investment decisions have been studied intensively in
recent years. And the studies are virtually unanimous- Taxes are not a
critical variable. The degree of regulation is a more difficult variable to
capture, but it is so peripheral that it is not considered important in
most studies. I will cite here only two of the most recent and best
conceived studies. Dr. Roger ]. Vaughan, ina 1979 book on the subject,
concludes:

There 1s a popular myth that a reducticn in the level of state business taxes will
produce a flood of new development The truth :s very different The level of
business taxes has very little impact on the loczl growth rate or on interstate foc tion
decisions of tirms Staies have devoted considerable manpo.ver and resources to
dewvising tax breaks for firms that move in, firms that threaten to move out, and firms
that promise to expand. There 1s httle evidence that these costly programs had much
influence on either investment or location decisions States should concern
themselves with the overall economic climate, not on brnibing a few footloose firms ¢
Mi-~hael Kie >chnik, after exhaustively reviewing previous literature or.
the subje<. and conducting new research of his own,” concludes:

— In most industnes, the level of business taxation has an undetectable ettect on
investmer.t patterns. And even where some effect can be seen, 1t 15 quite small

— Overall business tax reductions, even if targeted to “sensiive’” industnes, are
likely to be entirely 1neffective in shimulating new investment.

— Most firms making new investments never consider investing 1n any state other
than their final choice, seldom know about available incentives, and where they
do, rarely attnibute any importance to them

— And finally, the states are foregoing a substantial amount of revenue through tax
loopholes that are clearly useless in creating or retaining jobs Ata time whenan
increasing number of states are under severe fiscal restraint, when federal tax
changes are certain to depress the states’ own revenues by billions of dollars, and
when federal budget cuts a:e placing a growing pressure on the states to fund
basic human service programs of all kinds, these departures from an equitable
administered tax system are simply indefensible

Numerous other studies arrive at similar conclusions; the evidence is
so overwhelming that enterprise zone advocates are forced to concede
the point, even though it undermines their main argument.

Ii enterprise zones are combined with free trade zones (envisioned
in many proposals), some businesses likely would relocate into the
zones to enjoy tariff exemptions. Such firms are generally either
warehousing operations or high technology firms. Neither would
provide jobs for unskilled hardcore urban unemployed. Warehouses
hire few workers at 2ll, while high-tech firms need a few skilled and
small numbers of unskilled workers.

Inshort, while the taxlosses to cities and states in the state enterprise
zones (and to the federal government in national enterprise zones)
could be substantial over the long run, enterprise zones will create few
net new jobs. Damage to the tax base is certain; benefits in the form of
new jobs that would not have been created without the zones ase

dubious at best.
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Will Enterprise Zones Improve the Quality of Life?

Enterprise zone advocates claim they will improve communuty lite in
and around the zone. Economic g:owth and its accompanying social
and community benefits will stabilize low income areas, thus setting
the stage for long term revitalization, 1t1s argued. What s the evidence
surrounding this claim?

First, it bears repeating the evidence just cited that few net new jobs
are likely beyond what would bave occuried anyway. If the govern-
ment overseers of the zone are determined to bring jobs into a zone at
all costs, it 1s likely that they can do so. However, the jobs are likely to
be at the expense of jobs elsewhere, as footloose firms “jump site” to
take advantage of the tax breaks. This 1s exactly what William Barnes,
Senior 'olicy Analyst for the National League of Cities, found 1n his
preliminary analysis of England’s new enterprise zones. Finding that
enormous resources of the British government were being utilized to
provide almost unlimited funds and auxiliary services to zones, Barnes
notes that the zones will “work” although thev will probab'y be
“unsuccessful” 1n creating net new jobs:

Any expeniment that attracts that kind of attention and support from the highest

levels of the government does not really have the option of not working Moreover,

in several cases, zones were designated 1n areas where significant development work
was already underway, thus, further ensuring that these zones w:ll produce the
desired results

Businesses are moving 1nto the zones Few are new The local authoritas are
marketing their zones vigorously and are getting numerousinquiries Itis too early to
reach any conclusion, but what I saw and was told promuses neither a flowering of
new enterpreneurship nor a harvest of the truits of net new investment the
program will “work’ 1n that the zones wul fill up withbusinesses, but will not be

significantly ““successful’” in creating net new jobs and investment for the British
economy "

In good times, when the economy 1s expanding rapidly, enterprise
zones will likely attract some nvestment, as will many areas which are
not zones. But what type of investments do the zo~es attract? Do they
attract stable investments by companies providing decent jobs and
wages, or do they attract unstable investments at low wages and poor
working conditions?

Fortunately, we have some historical expenience to help us answer
this question. Puerto Rico has had a program known as * Operation
Bootstrap” operating since shortly after World War II. Operaticn
Bootstrap is virtualiy identical to enterprise zone programs Com-
panies investing in Puerto Rico get total exemption from all U.S. and
Puerto Rican taxes for a period of 10-30 years (longer exemptions if the
investment is in areas of higher unemployment). Furthermore, regu-
latory relaxation is granted; environmental, minimum wage, worker
safety, and other regulations are often loosened. In other words,
Puerto Rico is the United States’ enterpris¢ zone of the past 30 years."

What kind of investment did Operation Bootstrap attract? Most were
minimum wage (or less) operations with little initial capital invest-
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rient. Ladies garment firms, marginally profitable and therefore de-
pendent on low wages and favored government treatment like tax
exemptions, were typical. Thousands of such firms moved to Puerto
Rico (which can export to and import from the U.S. free of tanff
barriers), then closecf up shop when the local tax breaks ended. Others
moved on to Haiti or elsewhere when the breaks stopped. In no sense
was the investment of the type which would generate stable long-term
development for the island’s economy.

Some investment was more capital intensive; | etrochemicals, petro-
leum, and pharmaceutical are examples. Pharmaceutical companies
relocated some of their highest profit ines on the island to avoid taxes;
petroleum and petrochemical firms were attracted by lax environ-
mental regulations and cheap water and space. Yet none of these
industries have produced the hoped for flow of “good jobs.’ The
pharmaceutical firms employ mostly skilled technicians imported from
the U.S., while the petroleum and petrochemical industries set up
huge complexes manned by few workers. In fact, they have dehvered
less than 8% of the jobs they promised when they began to invest."
Wagesin Puerto Rico are notoriously low; the island advertises this fact
plus the high productivity of Puerto Rican vsorkers in the business
press such as the Wall Street Journal to attract U.S industry.

All of this hardly promises an improved quality uf life for inner city
residents. “Fly-by-night”’ operations setting up sweatshops and then
leaving when the tax holiday ends do not provide a quality community
environment. Puerto Rico’s economy has lost all self-reliant features;
unemployment far exceeds 20% (well over 30% by some estimates), the
gap between rich and poor is enormous, the government is unable to
finance itself without huge subsidies from Washington, D.C. because
of tax exemptions, well over 50% of the population qualifies for food
stamps (some estimates say over 70%), etc. Crime, drug addiction, and
a host of other negative side effects of poverty are rampant on the
sland. Skeptics may question the relevance of Puerto Rico to our inner
cities, yet they share precisely the relevant characteristics; geo-
graphically distinct areas with low income (often minonty) residents,
out-migration, high unemployment, high business failure, lack of
internal capital and other resources, high welfare dependency, etc. In
most respects there is greater comparability thanis usually recogmzed.

And surely Great Bntain is not all that different from the u.s.,
William Barnes found that English enterprise zones are creating a
"blighted halo” around their boundaries, have set up noticeable ware-
housing districts in the zcnes, and primarily benefit absentee and
other laridlords through higher rents. None of this promises an im-
proved quality of life for zone residents or neighbors.

And finally, the hard question has to be asked: Who will pay the
taxes to support all the essential facilities and services necessary for
zone success in attracting business? Businesses will demand sewers,
water lines, streets and transportation, police protection, and a num-
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ber of like services if they are toinvest in the zones. Who pays? Not the
businesses benefiting from tax breaks. The burden is shifted cnto
taxpayers not receiving the tax holiday. Once again, this is hard to sell
as an improvement in the local quality of life.

Implications of Enterprise Zones for Labor

Most of organized labor has opposed the 1dea of enterprise zones.
The national AFL-CIO testified on numerous occasions against fecleral
legislation in 1982, and on the state level labor movements have also
opposed them." The basis for the opposition has centered on four
points:

(1) tax losses and the erosion of the tax base,

(2) the incentive for firms to “jump site” or “run away’ from

existing plants into the zone,

(3) the potential for zones to be an opening wedge to roll back

protective legislation, and

(4) the inequity of the “trickle down” tax breaks to big business

while shifting the tax base onto other taxpayers.

All of these are valid otjections. The labor movementand workers in
general will be negatively affected in all four respects The existing
evidence shows that the tax base will be eroded, that footloose firms
will go “’site-hopping” if offered enough incentives; that many zone
advocates do view them as only the beginning of a concerted effort to
rid industry of “burdensome” regulations protecting workers, and
that the tax breaks are inequitable. Organized labor should be adver-
tising these disadvantages widely.

However, these objections may appear to be ..arrow “special inter-
est” concerns on the part of organized labor if they are the only ones
raised. | remember sitting next to a representative of the liberal black
mayor ¢ { alarge midwestern city at an enterprise zone hearing in 1982.
When labor representatives raised the above concerns, this represen-
tative began cursing and muttering to himself In his own subsequent
testimony, he made it plain that his city would gladly forego the taxes,
the regulations, or the apparent inequity 1f it could attract jobs —
almost any jobs — to its depressed areas. While this probably repre-
sents aregrettable retreat from liberal principles of justice and equity, 1t
also demonstrates how desperate many municipalities have become.

Under these cir:umstances, any arguments that might be construed
(however contorted the logic) as “’special interest” claims by orgaized
labor should be supplemented by more general “public policy” argu-
ments such as those raised in the preceding section. For, if the labor
movement does its homework, it can demonstrate that the enterprise
zone proposal will fail to achieve its triple goal of helping new small
business, creating new jobs, and improving inner city community life.
There is no way such arguments can be seen as narrowly self-serving
on the part of organized labor. Also, opposition to enterprise zones
will probably be more effectiv. if it is based on a thorough under-
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standing of the context within which zones - ~e being proposed. Once
this historical context is understood, it becomes apparent that enter-
prise zones are a logical step in a long-term assault on the wages and
working conditions of all workers in the U.S.

The economy within which the U.S. labor movemer operates has
changed enormously since World War Il. Especially since the 1960s,
large U.S companies have been going “multinational.” They are
moving increasing percentages of their capital and investment abroad:

The largest U.S -based global firms, such as Ford, ITT, Chrysler, Kodak, and Proctor

& Gamible, employ more than one-third of their workforce outside the United States

As of 1966, U S.-baser global corporations employed overseas 3,324,321 nean-

Amernicans, approximately 30 percent of their total payrolls The figure 1s unques-
tionably much higher today.”

These multinational U.5. conglomerates no longer think or operate
within national boundaries. They now have the resources and capa-
bilities to relocate enterprises throughout the world very rapidly; tax
write-offs and investment tax credits actually encourage them to do so.
This changing global economy ha~ a negative impact on the labor
movement’s abilii, to protect its members. Capital mobility gives
management inordinate power in its relatic s with labor:
Nothing 1s better calculated to weaken the bargaining power of labor than manage-
ment’s prerogative 1. divide and shift tasks at will on a global scale . Corporate
orgc uzationona global scale1s a hughly effective weapon for undercutting the power
ot organized labor everywhere. Capital, technology, and marketplace ideoclogy, the
bases of corporate power, are mobile, workers, by and large, are not The ¢ nlity of
corporations to open and .ose plants rapidly and to shift theirinvestment ‘om one
country to another erodes the basis of organized labor . bargaining leverage, the
stnke . Management finds that its power to close an entire operation n a
commun*y and to transfer everything but the workers out of the country produces a
marvelously obhging labor force."

While the luvor movement’s bargu.ning power declines, cor-
porations close down aging industrial operations in the Midwest and
Northeast, creating effective “’disinvestment” in these regions." The
urban blight of our nation’s inner cities is at least partially a conse-
quence of this disinvestment. Low vages, raw materials, less regu-
laiions, a non-unionized labor force, «nd tariff avoidance are some of
the lures attracting industries o7erseas. Why pay U.S. wages or accept
regulated U.S. working conditions when teenage giils in Singapcre
can be worked 12 hours a day at a fraction of the cost?

Keeping these global labor markets in view, American _usinesses
and their ailies in government are trying to get the various states and
regions in the U.S. to compete with each other fo: jobs. They are to go
backwards in the direction of the underdeveloped Third World. Simi-
lar attractions — lowest wages, least unionize. workforce, ieast pro-
tective regulations, greatest tax breaks, etc. — should be offered to
create a better “business clim. :« ” If they don't, the threat is to move
away. Such corporate blackmail is highly effective, whether the com-
panies seriously intend to leave or not."
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Here is where enterprise zones enter in. They may be a major
component of the attempt by corporate America and 1ts allies to
depress wages, weaken unions, and worsen working conditions in the
United States and localities will compete for zone status to provide the
best “"business climate” ard wors. work’ "= conditions, just as Third
World countries now do to attract inve  .ent. Compare enterprise

zone provisions with the following statement:
Avoiding taxes, arcumventing tariffs, and steering clear of stnngent antipollution
controls are all reasons why global corporations build factones abroad *

Obviously, enterprise zones are attempts to compete with the Third
World. No wonder critics claim that enterprise zones are nothing more
than bringing the Third World within the borders of the U.S. "Mini-
Puerto Ricos” are to be created in small zones dotted across the U.S.
landscape.

The implications of this for organized labor are obvious and omin-
ous. If zones are not contained, they may begin to "’spill over” into the
surrounding community. And in any case, the labor movement 1s not
looking to lower standards of living or worsen working conditions
through corporate “perks;” it is seeking the exact opposite — pro-
tection and improvem.ent in living standards and working conditions.
The logic ol enterprise zone proposals 15 anti-labor through and
through.

Alternatives to Enterprise Zones: A Labor Perspective

Although it is not the intent of this article to fully explore alternative
strategies for reindustrialization, brief mention of different approaches
can be made here. No attempt at completeness or compre.iensiveness
is claimed; rather, this is a very brief lool: at several options now being
considered.

First, as a preliminary to reindustrialization, the labor movement can
take some steps to prevent further deindustrnalization. Changes can be
made in coilective bargaining structures so that a more united front —
regionally and even worldwide — is maintained against multinational
companies. Bargaining solidarity must be extended well beyond pres-
ent union and national boundaries. Difficu’ as it probably will be to
achieve, coordinated bargaining for all wu.kers of a multinational
corporation in all countries is one way to match its economic strength
and prevent further runaways. Political controls over corporate be-
havior also are necessary — national and state plant closing legislation
is one example. Neither of these changes will be easy, but they are
necessary if the disinvestment tide is to be stemmed

Regarding reindustrialization, a wide variety of proposals have oeen
put forward. Here I will not address the role of QWL, worker owner-
ship, or collective bargaining in reindustrialization plans since these
questions are dealt with elsewhere in this book. Current proposals fall
into four basic frameworks:

O
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(1) Pension fund power

(2) Sunnse-Sunset industnal development policy

(3) Industnal development planning through a Reconstruction Finance Corporation

(RFQ), an Industnal Development Bank, and/or other planned government
interventions

(4) Industnal development planning through a mixture of oublicownership, worker

control, and other labor oriented government interventions controlling corporate
power.

The ""pension power” strategy begins by noting thatenormous sums
of capital in the U.S. economy are beld in pension funds for union and
government workers. If the unions in the private and public sector
achieved half of the vote in bodies controlling investment of their
pension funds (which is legal), unions would suddenly have consider-
able power to control major investments in our economy (between Vi
and Y2 of all investments made). This power could be used to redirect
investments into this country, into union firms, into a urion local’s
community, into socially desirable projects, and into the areas and
industries needed to reindustralize our country. Therefore, it is ar-
gued, unions should do what capitalists failed to do — reindustrialize
our country in socially beneficial ways — through control of their
pension funds. There are a number of legal, technical, and economic
controversies surrounding this approacn to reindustrialization which I
cannot enter into here.” The approach does seem to have definite
possibilities, although the larger claims of a total redistribution of
economic power in our economy being put forward by some pension
power adherents is unlikely to happen by this means alone.

The "’sunrise-sunset’” approach to reindustrialization is most closely
associated with MIT economist Lester Thurow and New week maga-
zine."” Thurow argues that the government should hasten the decline
of industries with cutmoded facilites {"’sunset’’ industries) while en-
couraging new (’sur-'se” industries) high-tech firms, computer chips,
etc. Democrstic Party politicians agreeing with this perspective have
acquired the label ”Atari Democrats.” The thinking behind this pro-
posal is much influenced by Japar:s planned industrial policy, which
ruthlessly eliminates uncompetitive firms and industries while pour-
ing enormous funds into new competitive fields. Whatever the merits
of this proposal from a purely abstract economic point of view (de-
batable 1in the American context), 1t would be disastrous for existing
unions and thousands of industrialized cities. Even coupled with job
retraining and relocation assistance, the “sunrise-sunset” strategy
would bring enormous suffering on the industrial Northeast and
Midwest, not to mention the industrial unions.

The third approach to reindustri;.lization is most closely associated
with Wall Street investment banaer Felix Rohatyn.” Rohatyn and
others propose a Reconstruction Finance Corporation, a quasi-public
agency that weuld use public funds to bail out and restructure bank-
rupt firms like Chrysler in 1979. Similar proposals envision an Indus-
trial Development Bank to channel capital into key sectors of the
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economy under circumstances where private banks won’t. Rohatyn
also has proposed a major government bail-out of ailing banks. In all
cases, proposals of this type call for extensive government intervention
in the economy to aid business, often coupled with job retraining
programs, government funding of research and development, limited
protectionist trade poicies, and the like.

V "hile the labor movement may find a number of these features to be
positive, several aspects are worrisome. First, Rohatyn is adamant that
the standard of living of U.S. workers must be cut, so that business can
have alarger s.iare of national income. Second, hr oroposes *o by-pass
democratic political control over government policy by creating busi-
ness-dominated agencies with token labor and public representation
to institute policy. Even though public money will be used, there will
not be public control.

In addition, Rohatyn’s role in the bail-out of New York City in 1975 is
n reassuring. There he engineered the creation of bank-controlled
quesi-public agencies which stripped elected officials of all power over
the vudget, forced a reai wage cut on all city workers, permanentlv laid
off thousands, and reduced services and aid to the city’s residents,
especially its poor.

The final appioach to reindustrialization calls for a much more
thorough reorganization of the functionr.g ~f our economic system.
The premise is that corpc.ate power and corporate dominance of the
economy are at the root of our e~onomic troubles; the solution is a
transfer of political and economic power to workers and the public.
Specitic plans within this fra. xework vary;* here I will give the general
outlines of various proposals. In general, a mixture of orivate and
public ownership, selected public subsidie. with spécified public re-
turns in the form of ccntrois and econnmuc gains, greate: worker
control through: a variety of mechanicms, massive jobs programs and
increases fcr the social services “safety net,” and the like are ad-
vocated. While some propesals are more modest z 1d uthers more
ambitious, all ciallenge the accustcmed way of “doing business” in
the U.S. to a larger degree than does * »ha' yn’s RFC proposal. Unlike
Rohatyn’s version, a!l emphasize « emocracy and have a i-tor
orientation.

An”indu- “icy,” orreindus.rialization program, has alsc been
developing ato a political idea with major suppert. The Demo-
crats in botn use and the Senate came up with major incustrial

policy proposa.. .1iate 1983. Both were basically in the Rohatyn mold,
with the major difterence being that the Senate version did not include
an industria development bank as a major component.”' Clearly, an
industrial policy to reindustrial.ze the country 1s becoming a national
political issue.
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Conclusion

The concept of enterprise zones is not the only proposal to reindus-
trialize urban America. There are alternative plans for reindus-
tnalization which the labor movement can consider and act upon. All
of these approaches contrast markedly with the enterprise zone at-
tempt. The "free market” rnetoric 1s totally absent 1n all cases; there is a
clear admission that conscious planned intervention in the market
behavior of firms is necessary if we are to reindustrialize the United
States.

Enterprise zones will not aid reindustriahzation in this country.
They will fail to achieve their stated goals, even when evaluated by the
rationales put forward by their advocates. Furthermore, they nave
definite anti-labor implications; the labor movement has good cause to
vievs them with alarm.®

If the labor movement 1s to have any impact on reindustrialization
attempts, it will have to debate the alternatives and develop plans to
intervene in the upcoming political struggle over the shape of econom-
ic development policy in the United States for the 1980s. To some
degree ii has already begun tl at task.”
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Technological Change and Reindustrialization:
Implications for Organized Labor

Carol |]. Haddad

Introduction

A radio advertisement for a Michigan bank depicts the following
scene:

A customer languishes h¢ Iplessly ir a long hne _-hind people engaging in com-

plicated transactions. A woman wants the interest on her account computed over a

forty-year period, a man requests two thousand dollars worth of traveller’s checks —

“in small denominations *’ Finally our helpless hero reveals in exasperation, "I just

wanted to cash a twenty-dollar check!” The narrator sympathizes and tells us that

salvation rests in the form of “fast teller’” — an elect:onic banki.ig machine capable of
performing simple transactions expeditiously The ac ‘erisement ends by inviting us
to “‘get out of the slow lane, and into the fast lane — with fast teller.”

The critical listener may wonder: is it not possible to offer the same
level of efficiency by establishing a “’fast lane” for simple transactions
that is serviced by a human teller? What happens to the “fast lane”
when the “fast teller” machine malfunctions? These questions are
neit} er asked nor answered. The advertisement creates a single im-
pression: speed and efficiency can only be achieved through the use of
electronic technology.

High Technology and Reindustrialization

Variations of the “fast lane” theme have surfaced with increasing
frequency in the writings and speeches of bnsiness and political
leaders, economists and policy makers. We are told that in order to
rebuild American industry, in order to maintain economic com-
petitiveness with other industrialized nations, we must embrace high
technology. Inherent in this drive are three assumptions: first, states
piagued by declining industries and severe unemployment can realize
prosperity and jobs by attracting nigh technology firms. Second, in

Carol Haddad 1san Assistant Profes<or tn the School of Labor and Industrial Relations at Michigan
State Unversity
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order to maximize efficiency ani productivity, American workplaces
must “‘modernize”’ their operadions by installing robots, computers
and other forms of microelect,onic-based technology. Third, the suc-
<. ss of such workplace t1ansrormation depends on the setting aside of
traditionally adversarial relationships between labor and manage-
ment, in favor of a “new social contract” characterized by “cooper-
ation,” “problem solving,” and “team work.”" In this paper, I will
evaluate the validity of these three assumptions, and will analyze two
related questions; first, how should organized labor view the promise
that high technology firms will provide jobs for the unemployed and
for new entrants to the labor market? Second, what can labor do in the
immediate future as employers introduce new technology into the
workplace on a broad scale?

Many economically depressed states have accepted the notion that
embracing high technology is the key to recovery. With its heavy
reliance on the troubled automotive industry and its depression-level
unemployment, Michigan has been regarded by business and political
leaders as fertile ground for economic “diversification” in the direction
of high technology. In 1981, then Governor William Milliken began to
preach the high-tech gospel. Apostles were chosen from among the
state’s most prominent private and public sector leaders to constitute a
”High Technology Task Force.” Its members included such notables as
industrialist Max Fisher, Burroughs Corporation President and former
U.S. Treasury Secretary W. Michael Blumenthal, Dow Chemical Com-
pany Secretary Herbert Dow, Upjohn Corporation President Dr. Wil-
liam Hubbard, former Bendix Corporation Chairman William Agee,
Irwin Iaternational Corporation President and Chairman Samuel Ir-
win, University of Michigan President Harold Shapiro, and former
Michigan Lieute~ ant Governor James Brickley. Noticeably absent from
the starting lineup were representatives of organized labor.

As the High Technology Task Force went about its business of
mapping out an economic development agenda based on robotics and
molecular biology, the Governor, assisted by the media kept the 1ssue
alive: ”If advances in robotics technology are researched, engineered,
developed, manufactured and maintained in Michigan, we wi!! have
still more jobs — and a wider range of them — in the robotics industry
itself.”* A generous State grant of $25 million was targeted to support
ihis effort, with $158,000 earmarked to finance an “Innovation Center”
at the University of Michigan, and $500,000 to establish a ““"Robotics
Center” at the same institution.’

2

Institute, an Ann Arbor-based non-profit corporation dedicated to
manufacturing process technology research and technical assistance to
Michigan industry. it currently employs thirty part-time engineersand
scientists.® A Democrat, James Blanchard, succeeded Milliken as Gov-
ernor of Michigan, and appears to be headed dowr the same high-tech
highway.
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Michigan is not the only state entering the “fast lane.” Mass-
achusetts and California have had a significant head start in the high
technology race, North Carolina with its billion dollar "Research
Triangle’ is not far behind, and other states are scrambling at the
starting line. To be sure, a state can benefit from playing host to high
technology firms. They provide jobs for engineers, scientists, and
technicians and, perhaps more importantly, bring prestige and hope to
economically embattled states. But is this enough to base a reindustri-
alization policy on? Some experts think not.

High Technology and Employment Growth

Stanford University researchers Henry Levin and Russell Rum-
berger have discovered that contrary to popular belief, high tech-
nology will account for very little of the new job growth in the coming
years.* Levin and Rumberger examined *he impact of high technology
on projected employment growth (i.e.; new jobs added to the economy
rather than job openings) between 1978-1990. Using Bureau of Labor
Statistics data and assuming modest growth rates, they have projected
an overall employment increase of 22 million or 23 percent by 1990."

In examining relative job growth (percentage change within a par-
ticular job category over a period of time), they found wat high
technology occupations figured prominently, with data processing
machine mechanics increasing by 148 percent, computer systems
analysts by 108 percent and computer operators by 88 percent between
1978 and 1990.7 However, as the authors indicate, these figures are
misleading. In terms of absolute job growth (actual numbers of jobs
created over a period of time), high technology “’will account for only 7
rercont of all new jobs between 1980 and 1990.”" The five job classi-
fications expected to account for greatest numbers of new jobs between
1978 and 1990 are: janitors, nurses’ aides, sales clerks, cashiers, wait-
resses and waiters.’ Levin and Rumberger turther project that ap-
proximately 150,000 new jobs for computer programmers will open up
during this twelve-year period, compared to 800,000 new jobs for
fast-food workers and kitchen helpers, and that clerical and service
occupations will account for 40 percent of all employment growth
between 1978-1990, with professional and managerial occupations
accounting for only 28 percent of such growth."

Other analysts have made similar projections. Michigan economic
development specialist Jack Russell predicts that at best Michigan, a
state with 641,000 residents counted as unemployed, may realize
20,000 robotics-based production jobs by 1990, if the state 1s "very
aggressive, very generous, and very lucky.”" He adds that many of the
newly-created production jcbs will go to “people living in the <ec-
ondary cities and towns of the state where non-UAW wages are the
rule,” and that most of the technical, scientific, and managenal posi-
tions will be held by those who “hve in Ann Arbor, drive BMWs, sip
Chablis, and eat quiche.”"
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Russell’s technology-based job projections are affirmed by re-
searchers H. Allen Hunt and Timothy L. Hunt. They predict that
under the most favorable conditions, robotics will account for 17,737
new jobs in Michigan by 1990." According to the Hunts, the two largest
occupational categories created by robotics will be robotics technicians
— those who program, install, test and maintain industrial robots —
and engineers, providing (at best) 4,469 and 3,537 jobs respectively.'

Even the pages of Business Week reflect skepticism about high tech-
nology’s ability to create jobs: ”. . . the number of jobs that will be
created in high-technology industries in the next ten years is disap-
pointing . . .infact, . . the number of high-technology jobs created
over the next decade will be less than half of the two million jobs lostin
manufacturing in the past three years.”"

Unlike the Hunts’ study, Business Week predicts that ”’. . . most of
those [jobs] will be in traditional occupations, not technical ones.
Fewer than one-third will be for engineers and technicians, according
to DRI [Data Resources, Inc.}], and the remainder will be managers,
clerical workers, operatcrs, and other factory workers.”" Moreover,
high technology industries provide no guarantee of job security; Atari,
Inc. dashed the hopes of many by announcing the permanent layoff of
1,700 of its 7,000 workers, and the shifting of much of its production
from California to Hong Kong and Taiwan.”

High Technology And Job Elimination

While the ability of high technology industries to create jobs is
dubious, high technology’s capacity to eliminate jobs in other indus-
tries is clear. Despite industry assurances that “robots are ugly, dumb
and don’t went your job, so stop worrying,”™ 1t is clear that micro-
electronic technology creates the potential for displacing many
workers in a vast range of industries and occupations. A Carnegie-
Mellon University study predicts: "By 2025, it is conceivable that more
sophisticated robots will replace almost all operative jobs in manu-
facturing (about eight percent of today’s workforce), as well as a
number of routine non-manufacturing jobs. . . . Over half of all un-
skilled and semi-skilled operative workers —- the types of jobs which
could be replaced by robots -— are concentrated n the four maior
metal-working sectors. Almost one-half of all production workers in
these four industries are geographically concentrated in the five Great
Lakes States — Indiana, Illinois, Michigan, Ohio and Wisconsin —
plus New York and California.”™

Withi:. ' . ~etalworking sector, the automotive and steel industries
will be the hardest hit. According to the Congressional Budg .t Office,
new technology wil’ eliminate 260,000 auto production jobs by 1985,
and 2-3% of the steel industry workforce by 1990. In the automobile
industry, robots are curr>ntly being used to perform such functions as
materials handling, inspecticn, welding, painting and assembly. And
as robot vision and sensing systems improve, utilization will un-
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doubtedly broaden. General Motors estimates that by 1987, 90 percent
of the new machines it buys will be computer controlled.* And the
nation’s number two automaker, the Ford Motor Company, recently
announced plans to purchase 4,000 robots by 1990, adding to the 1,000
already in operation. If each robot replaces three workers on a muiti-
shift basis, that adds up to 15,000 jobs at Ford alone. Overall, 1t 1s
expected that the auto industry will introduce as many as 25,000
robots, plus other computer-operated equipment, by the 1990s.™

Although the manufacturing sector’s adoption of new technology
often receives the most attention from industry analysts, media sourc-
es, political leaders and even unions, it is in fact the office sector that is
being most dramatically impacted by microelectronics. Word pro-
cessors, minicomputers, electronic mail and filing, and tele-
conferencing make it possible to operate “paperless” offices — with
substantially fewer employees. The West German technology firm
Siemens has determined that forty percent of that country’s clerical
jobs could be standardized, and 25-30 percent of such jobs could
subsequently be fully automated by 1990. In public sector offices these
figures increase to 75 percent standardization and 38 percer auto-
mation.”

Itis expected that high technology will enter offices in industrialized
countries far more quickly than it enters factories. There are several
reasons for this. First, the office sector has a much lower degree of
capital investment than the manufacturing sector; about $2,000 worth
of equipment per offics employee, compared with $30,000-$40,000 per
factory employee.” A second reason cited for the rapid introduction of
office technology is ics ability to boost office productivity. It 1s claimed
that microelectronic technology is capable of boosting office pro-
ductivity by up to 200 percent and reliability by up to 500 percent.* Of
course, productivity measurement in this sector is a variable and
subjective practice. A third incentive for management introduction of
new office technology is increased unionization among office
workers.” The office sector has become 2 sort of last frontier for labor
unions faced with dwindling memtership. Furthermore, organi-
zations like 9 to 5, National Association ¢f Working Women and
District 925 of the Service Employees International Union have been
effective in bringing the concerns of office workers into the limehght.

Microelectronic technology will continue to threaten employment in
anumber of other service sector industries as well. Electronic banking,
computerized inventory control in retail stores, microprocessor-
controlled sewing machines, electronic switching, traffic and storage
systeras in the telephone industry, electronic sorting machines in the
postal service and computerized diagnostic and monitoring systems in
health care all ¢dd up to reduced employment prospects in what has
traditionally been a growing sector of our economy.
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Disparate Impact On Women And Minorities

The most vulnerable members of our labor force — particularly
women and minorities — stand to suffer the most as a result of
technological job displacement. Historic patterns of sex and race dis-
crimination have resulted in a disproportionate concentration of
women of all races and minority men into lower-paying service and
manufacturing jobs.

Table I

Occupational Distribution of Women in the U.S. Labor Force
Occupation % Female 1n 1981
Total Workforce 42.8
Private household workers 96.5
Typists 96.3
Bank tellers 935
Telephone operators 929
Nursing aides, orderlies, attendants 86.6
Clerical workers 805
Sales clerks-retail trade 71.2
Service workers (except private household) 59.2
Professional & technical (includes teachers and

registered nurses) 42.8
Operatives (except trarsport) 39.8
Postal clerks 37.9
Public administration 36.0
Managers 27.5
Lawyers and judges 14.1
Craft workers 6.3
Engineers 4.4

SOUCE: Labor Force Statistics Derived From The Current Population
Survey: A Databook, Vol. I (Washington, D.C.: U.S. Dept. of
Labor, Bureau of Labor Statistics, Sept. 1982) pp. 664-681

As Table Lillustrates, women are hughly concentrated in occupations
that have already experiencec. significant job erosion due to the intro-
duction of new technology. For some occupations, the job loss is
particularly alarming when measured over a period of time; for exam-
ple, between 1970 and 1981, computer technology in tele-
communications resulted n a thirty percent dechne in the number of
women employed as telephone operators.™ These losses are not being
offset by increased employment of women as computer operators,
programmers and systems analysts,

Minority workers tend to be coricentrated in occupations that are not
as likely to be directly affected by technological change. (See Table Il)
However, new technology, combined with our current economic
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“recession,” threatens to erase the gains that minurities have recently
made in industries and occupations that have traditionally excluded
them. In 1981, minorities constituted 17.1 percent of all assemblers and
9.2 percent of all telephone installers and repairers, compared to 1972
percentages of 13.2 and 4.2 respectively” As new technology elimi-
nates jobs such as these, formal senionty systems and the prevalence
of the “’last hired, first fired” principle will result in disproportionate
layoffs of minorities and women alike.

Table I1
Occupational Distribution of Minorities in the U.S. Labor Force
Occupation % Mmonty .n
1981
Total Workforce 11.6
Cleaners and servants 51.5
Garbage collectors 42.7
Housekeepers 40.6
Clothing ironers and pressers 39.8
Lodging quarters cleaners 38.3
Welfare service aides 31.8
Cement and concrete finishers 31.3
Building interior cleaners 30.4
Textile operatives (spinners, twisters and
winders only) 29.4
Nursing aides, orderlies & attendants 29.0
Taxicab drivers & chauffeurs 28.7
Laundry & dry cleaning operatives 28.4
Postal clerks 26.4
Assemblers 17.1
Professional and technical 11.6
Clerical workers 11.6
Craft workers 8.5
Managers 5.8
Sales workers 5.4
Lawyers and judges 4.6

SOURCE: Labor Force Statistics Derwved From The Current Population
Survey: A Databook, Vol. 1. (Washington, D.C.: U S. Dept. of
Labor, Bureau of Labor Statistics, Sept. 1982) ¢ p. 664-681.

Perhaps the most significant impact of high technolegy on vulner-
able members of the labor force is not job displacement per se, but
rather reduction of employment prospects. Because new technology
oftenresults in iob de-skilling (as will be discussed in more detail later),
promotional opportunities for those in low paying, relatively unskilled
or "dead end” jobs become limited.* Additionally, as high technology
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permeates service industries, thore who have traditionally looked to
this sector for deliverance from higher-than.-average rates of un-
employment will find liitle salva yn. A study by the International
Labour Organization predicts:

. what scopc there 1s for employment creation hes 1n the service sector, espeaially in
clencal and managenal work It is precisely this sector, however, which will be most
severely affected by information technology and 1its offspring, office automation It1s
also within this sector that much of the female labour force 1s co. centrated 1n
developed countnes, and increasingly in developing countnes. The poor pros-
pects for joh creation have important social consequences, particularly for the young

Not only are there mcre young people unemployed, but .~e duration of their
unemnloyment isincreasing . the snuation looks gnm. To absorv .- ... .acrease
in the labcur force in the  30s, eleven million jobs will need to be created 1n the
United States on the assimption that the decade begins witiv an unemployment level
of six million.”

International Competition

Proponents of high technology dismiss projections of massive tec't-
nological job displacement as “alarmist” on a number of grounds.
First, itis claime 1*hat the introduction of workplace technology is vital
if American ina._stry intends to “stay in the race” alongside West
Germany and Japan.

Ameri pindustry has indeed lost some competitive ground to West
Cermany, Japan and other industrialized nations. This is not, how
*ver, the result of any inherent inability on e part of American
companies or workers to operate ehiciently and produ"o high auanty
goods. Rather, the problem stems from what two autnors refer to as
“competitive myopia” — the pursuit of short-sighted investment,
marketing and managerial strateg‘es designed to yield high margins of
profit.” Despite federal tax creaits i other incentives, it has been
common practice for companies to shun capital reinvestment in favor
of high profitinvestments (e.g. — real estate speculiaticn) unrela.ed to
their operations. Mobil Oil’s purchase of Montg .cry Ward stores
and Container (box) Corpor ation for $1.8 billion, Gulf Oil’s purchase of
Ringling Brothers” Circus and U.S. Steel ¢ -poration’s investment in
Disney World hotels serve as testimony to this fact. As Barry Bluestone
has stated: “While Japan was adapting basic oxygen furnace tech-
nology, 'vhich had been developed in Austria, U.S. Steel was quite
literally making Mickey Mouse investments.”” A U.S. House Small
Busines; Antitrust Subcommittee similarly noted: ““Vvhat we found is a
sad patiern of corporate management concencrating on short-term
profit maximiza..on to the detriment of the brcader interests of the
national economy and public interest.”

The stubborn refusal of the automobile industry ic retool and shift to
fuel efficient car production even after the 1973-74 gasoline price hikes
(falsely attributed to the Arab oil embargo)®1s further evidence of such
shortsightedness. As one automotive executive put it: “’Big cars yield
big profits.” Even more stuaning was the industry’s recent an-
nouncerient — after losing a significant share of its market to fuel-
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efficient foreign autos — that with the dip in gasoline prices i. 1s
planning a return to the production of large cars.

Compounding all of this s the fact that American industries enjoyed
virtual hegemony over the rest of the world for a period of thirty years
following World War II. Europe and Japan rebuilt their devastated
factories and have simply caught up with us. And many Third World
countries, such as the oil producing nations, have come to understand
the value of their 1esources, and after years of exploitation are de-
manding their “’fair share.”

Clearly, the causes of American deindustrialization aie complex,
and warrant greater discussion than this paper canoffer. No doubt this
debate will continue to fill the pages of economics journals for years to
come. In fact, it is the very complexity of this issue that calls into
Auestion the simplistic assumption that high technology will cure our
nation’s economic ills. The "high technology” placebo appeases those
seeking a “quick fix,” but it is no substitute for a comprehensive
reindustrialization policy.

The Produc*ionty Debate

A second and relatec zrgument advan_ed by proponents of high
technology is that it will improve the productivity of Amencan work-
places and the quality of American products, and, in the long run,
actually save jobs. In fact, the argizment continues, there is no firm
evidence that workplace technology creates unemployment; rather, it
eliminates jobs that are "dirty, dull, and hazardous," thereby freeing
workers to perfo-m jobs thac are more skilled and mo-e humane.

Machines that are allegedly able to work twenty-four nours a day,
seven days a week — without taking coffee breakz, going on ¢ trike or
demanding wages clearly have appeal to those who regard workers as
the cause of declines in United States productivity rates. But pro-
ductivity is itself a complex pheromenon, and 1s influenced by a
multitude of factors: capital investment, research and development,
skill of the workforce, safety of the work process and overall economic
corditions. This latter factor is very significant; currentdechines in U.S.
productivity can be attnbuted to “substantial reductions in manu-
facturing output arid in employment and hours.””* The AFL-CIO states
the issue more bluntly: “"Avoiding recessions 1s the most important
step we can take to increase U.S. productivity growth.”’”

Undeniably, productivity gains can be realized through the intro-
duction of higi« technology. There is, of course a price tag attached —
one that is often hidden from the eager customer. In addition to the
actual purchase price of the equipment are tooling costs, installation
costs, engineering costs and operating costs (labor, energy, supplies,
depreciation).™ Other vaiiables in the productivity equation are; the
appropriateness of the new technology tc the task it 1s expected to
perform, the congruence of the new technology with other machinery
and with the physical attnbutes and skill levels of human operato.s,
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and acceptance by managers, employees and unions.

Moreover, the “trickle down” promuse that productivity benefits
derived from high technology will be passed on to workers in the form
of employment opportunity 1s highly suspect. As has been noted,
there is a correlation between the introduction of new workplace
technologies and jcb displacement. Advocates of tecnnology dispute
the causality of this correlation, and there is a strand of truth in this
presumption. New technologies in the workplace are often ac-
companied by other labor-saving changes; in the manufacturing sector
these may be corporate reorganization or consolidation, transfer of
certain operations to other plants (within or outside of the U.S.),
subcontracting, or any number of "’systems rationalizations.” In the
service and public sectors, high technology enables a shift from “ser-
vice” to "self-service” operations. In these contexts, it is difficult to
isolate the degree of job displacement due to high technology per se;
yet, the sum total equals job reduction no matter which way the
numbers are added together.

In fact, worker elimination 1s often the principal incentive in the
introduction of workplace technology. In a survey ot its members
regarding the fctors that influenced their decision to install robots, the
Robot Institute of America found that “respondents overwhelmingly
ranked efforts to reduce Jabor cost as their main motivation.”” As one
corporate executive admits: “Will the robotics industry create more
jobs than robots displace? The answer, in net terms, is no. Otherwise,
robots will not have improved productivity on a national or global
scale.”*

This particular xecutive goes on to state acommonly held view; that
while technology may eliminate many “menial” jobs, 1t will also
create jobs in new areas. Presumably, then, the status of workers will
beelevated as they attain bigher levels of sk’ll and job satisfaction. This
viewpoint is accurate i-isofar as technology provides the potential for
such advancement But there is little evider.ce to suggest that the push
for workplace technology is motivated by this noble goal. To the
contrary, as worker skill and knowledge 1s transferred to computerized
machines, the remaining work becomes monotonous, rouline, less
challenging and sometimes more lowly paid. A report by 9 to 5
describes what happened to a worker 1n the insurance industry:

lused to be a keypunch operator The company war‘ed to downgrade he keypunch
operators, so they announced that they are call..g the job 'data entry proceseing’ so
that the people who work 1t will become "data entry techncians * In th s way, they
could get around the job class:ification They take clerks, train them on the data entry
machines and thus ehmnatc the keypunch operators because they’re making key-
bo« rds that look hike =dding machines, you don’t b~ ¢ to have that much knowledge
to do the work They stll need son.c keypunciang, though, so they budgeted the
keypunch operators at 72 hours a week *

Automation New Technology end Shifts m the U.S. Economy
There is a final myth about new technology and employment that
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must be put to rest; “new” technology is merely the latest phase of
industrial innovation, and since our workforce survived the “Indus-
trial Revc!ution” and later automation of the 1940s and 1950s, it will
withstand workplace introduction of micreelectronic technology with-
out najor consequence. This premise is founded on a number of taulty
assumptions. The first is that there is . o difference between ;oday’s
technology and yesterday’s mechaniza .n and automation. ro the
contrary, new technology differs from its predecessors in two basic
ways; the breadth of its application and the rapidity of its develcp-
ment. Mechanization represented the substitution of human strength
with operated machinery. Automation took this process a step further
by integrating machines into automatic, standardized, repetitive and
in somr cases self-regulating production systems.

Today’s technologies — because of the rapid development of micro-
electronics — are multifunctional, reprogrammable and possess an
unprecedented degree of sophistication. Advances in microelectronics
are based apon silicon-integrated circuits. Today’s silicon chip, which
is smaller than a fingernail, holds more information than did the first
commercially available computer, which filled an entire room.

Microelectronic technology was developed and refined in the 1960s
primarily for American military and space programs. Today’s gener-
ation of technulogy is seemingly limitless n its versatility. Since micre-
computers can be programmed to perform a vanety of functions,
application goes well beyond performance of production processes to
include such operations as storage and transmuttal of data, inspection
and monitoring. Hardly ar industry or occupation will remain un-
touched by technology. And as citizens and consumers we’ve wit-
nessed even more of its applications — from government and private
surveillance to highly sophisticated military hardware to digital clocks,
microwave ovens and PAC-Man.

A second faulty assumption about industrialization and automation
of the past is that workers affected by these phenomena suffered no
significantly advuise consequences. Labor history tells us otherwise.
Sweatshop conditions, child labor, assembly line speed-up, and high
industrial accident rates were by-products of the transformation from
an agricultural to an industrial economy. Moreover, both men and
women experienced a lowering ot their economic status and control
over the work process. Problems resulting from the usc of labor-saving
machinery were discussed at an 1878 meeting of the American Social
Science Association:

It has broken up and destroved our whole system of household and family
manufactures, as done by our mothers, when all took part ir the labor and shared in
the product, to the comfort of all, and has compelled the daughters of our country and
towns to factory operations for 10 to 12 hours a day 1n the manufacture of cloth they
may not wear

1t has broken up and destroyed our whole system of individual and independent
action 1n production and mannfacture and has compelled all working men and
women toa systemof communal work, where  theyare forcedtolabor ~ withno
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voice, n«  ~ht, nonterest in the product of their hands and brains, but subject to the
uncontrollable interest and «. price of those who too often know no other motive than
that of avance

It has thrown out of ecmployment substantially one-half of the working
classes . *#

Fu *hermore, workers of the 1940s and 1950s were displaced from
certain jobs. In testimony before a Congressional Subcommittee, Wal-
ter Reuther — then President of the UAW — clescribed the plight of a
61-year-old male auto worker who, after 27 years as a jo'>-setter at the
ford foundry machine shop, was transferred to a new automated
engine plant. In the words of the employee: "The machine had about
81 drills and 22 blocks going through. You had to watch all the
time. . . . And the machines had so many lights and switches —about
90lights. Itis sure hard on your mind.”* In the end, this man could not
keep up with the machine, and was downgraded. But, as Reuther
pointed out, this individual was one of the luckie. orkers. Others
were displaced altogether.

James Carey, then President of the International Unioa: ~f Electrical,
Radio and Machine Workers, spoke at a 1955 Conference on the
deva-tating consequences of automation in his industry:

The introduction ot the “printed arcuit” at the Philco plant in Sandusky, Ohio,

resulted 1n elmination of 25% of employees on the soldering and winng assembly

line G E , which makes printed aircuits for other industnes, boasts that these circuits
will reduce a company’s labor force by 50%. Another change 1n method whereby the

entire bottom of a rad10 1s now soldered all at once in a soldering bath has resulted in
only three solderers being employed by Philco instead of the previous 40.%

Still, when workers were displa-ed from one occupation or industry
during this period, they generally found employment in another. By
the 1900s, this wis already beginning to change. Economist Charles

Killingworth noted the reasons for this change:

1 think when a major labor-saving invention 1s introduced inan industry which s inats
rapid growth stage — .ts adolescence — the invention may help to spur further rapid
growth, espeaally through price cuts, and total em.ployment 1n the industry may
increase substantially T . 1s the histoncal pattern which prompts many people to
argue “‘machines ake jobs ” But the fact 1s that when an industry has reached
matunty — for example, when there 15 already one car for each three people — 1t just
15 not possible to achieve further dramatic increases in sales, even with the largest
price cuts within the realm of reason The improved productivity made possible by
laborsaving machines simply enables theindustry t. .eep up withthe normal growth
of the market while employing fewer production workers This s what happened ina
number of our major industnes in the 1950s

The doctrine that “‘machines make jobs,” to the extent that it rests on research
rather than faith, 1s rawn pnimanly from studies of the periods 1899-1937 and
1899-1953. These were mainly years when the growth potential of mcst markets for
goods was shll very great I think that it 1s a major source of error to assume that the
markets of great mass-production industres wiil grow at the same prodigious rate in
the second half of the 20th Century that they achiev ed in the first half Without that
kind of growth rate, the doctrine that “machines make , bs”* will surely be as obsolete
as the Model T

We can get some perspective on our present situation t'y considenng the basic
causes for the booming prospenty which most of We'stern Europe and Japan are now
enjoying Those countnies are 1n the early growth stages of the mass-consumption
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society ™ wrratios of automobiles to population, electnc refngerators to houses, and
soon, are generally comparable to our ratios 1n the 1920s (or earlier) At their present
rates of growth, 1t will be several decades before they achieve our degree of saturation
of markets. So automation 1s having a different impact there *

Compounding the problem described by Killingsworth is the impact
that double digit inflation and unemploymer.t have had on American
consumers’ purchasing power in recent years. As Walter Reuther,
once observed; while robots can build cars, they cannot buy them.

Furt™~ermore, high technology’s invasion of the service sector of our
econc .1y raises serious questions about the assumption that workers
displaced by manufacturing jobs will find employment elsewhere. In
the absence of a national job creation strategy, they may very well find
their career choices limited to part-time, non-union work at the local
fast-food chain — or enlistment in the military.

The “"New Social Contract”

The introduction of new technology into the workplace is often
accompanied or preceeded by management-inspired programs de-
signed to soften adversarial relationships between unions and em-
ployers. These programs exist in a variety of forms, but they all share a
universal goal — substitution of conflict with cooperation, in the hope
that ““ . . . labor and management v-ll see where their interests co-
incide and put the energy they employ as adversaries to work solving
mutual problems.”*

The presumption that adversarial relationships preclude cooper-
ation is a curious one. The U.S. labor movement has, throug:out its
history, repeatedly demonstrated a willingness to cooperate with
employers in a number of ways such as, workplace labor-management
committees, wage freezes, ""no-strike” pledges (particularly during
wartime), community philanthropic activities and most recently con-
cession bargaining. In light of this, one must wonder why employers
are currently pushing cooperation schemes so strongly. AFL-CIO
Secretary-Treasurer Thomas Donahue recently observed, . . . atrace
unionist has to be struck by the coirelation between the timing of the
growing problems of U.S. industry and the coincidental growth of
interest or the part of employers in the quality of their employees
worklife.”¥

What s clear about employer goals is that the type of participation
and cooperation they advocate generally extends only a< far as the
shop floor. Union representatives are not invited to participate in
decision-inaking concerning such areas as manpower planning, qual-
ifications of directors and senior management, research and invest-
ment plans, plant location, product line or p~~ing and profit struc-
tures.*

Even at the shop floor level, it is casy to quet‘ion whether job
enrichment and participation progre» .s are sim.ply the latest phase in
management’s traditional stiruggle tor greater control over the work
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process.* To the extent that they represent an attempt to subvert the
collective bargaining process and shop steward system, organized
labor has cause for concern. Two British lal >r educators have form-
ulated a list of questions that may serve as useful ya ‘dsticks to unions

wishing to measure the value of worker participat:on programs.
o Firstly, are we accepting new pattern« of negotiation at the expense of our previous
positions of strength which we hav.  ult up?
® Areour representatives on the new types of commuttees held strictly accountable to
the shop floor?
® Are reporting-back procedures adequate to ensure accountabihity?
® Are we accepting ‘responsibiities without powers?
® Are we being placed 1n a position where management can hold us responsible for
‘unpopular decisions’?
® Is management using us as sounding-boards to obtain information <bout the
situation on the shop floor?
® Are they using us as messenger beys to carry their communications to the shop
floor?
® Are we in danger of becoming part of management’s supervision network?
® How much information 1s management reallv giving us, and how mt -h are they
still concealing?®
By setting forth its own agenda, orgarzed labor 1s 1n a better
position to insist that workplace cooperation schemes incorporate

principles of industrial democracy.

New Technology and Organized Labor

While the search continues for a balanced reindustrialization policy,
new technology continues to enter a broad spectrum of workplaces. Its
introduction poses r.ew challenges to organized lobor. One of the most
serious problems that unions face around the issue of high technology
is membership erosion. As jobs are eliminated, downgraded (or “'ve-
classified”) and transferred to non-unior. piants and workplaces,
union treasuries — and bargaining power — will continue to decline.
And to the extent that Silicon Va''ey serves -s an example, union
organizing will be a steep uphil. vattle within the high technology
industry itself.

Companies regularly assist each other in combating union drives The Amencan
Electronics Association sponsois an ongoing series of seminars on the techmques of
union-busting and serves as a clearinghouse for information on union activities at
individuai plants More subtly, antiumonismis alsobuiltinto the very structure of the
Silicon Vall2y hfe-style When the corporation 'sn't only a place of work but also an
arena for mdividual self-fuliliment anc “growth,” then the option of collective action to
resolve workplace problems becomes almost impossible to imagine ™

Another challerige to unions posed by new technology s the nnpre-
cedented degree of control over the work process that it affords to
managers and employers. Electronic cash registers (known as “’scan-
ners”’) and word processors are capable of recording the speed of the
operator, the number of errors and the frequency and duration of
pauses and rest periods. This amoun*s to tweaty-four-hour-a-day,
seven-day-a-week time-and-motion study — an expansion of "’scien-
tific management” that undoubtedly would have delighted Frederick
Winslow Tayier.
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In a Michigan discount department store chain, individual stores
post, ona weekly basis, charts revealing the production and error rates
of each cashier — by name. Store managers then add comments beside
employees’ names, such as “Very good!,” or “Come And See Me
Immediately.” Not only is this a source of humiliation and job stress for
the cashiers, but the data may be used (although it has not yet been)
against those who consistently fail to meet production standards. The
collection ot such data has serious implications for organized labor.
Stewards will have a much harder time arguing grievances and arbi-
tration cases against computerized data than against the word of the
supervisor. While unions do not dispute the right of management to
set production ctandards, measuring performance in such a restrictive
way disregards the value of human interaction, and penclizes employ-
ees who exhibit anything but robot-like behavior.

Employee monitoring of this nature has implications for consumers
as well. Clerks operating under this type of pressure may be less likely
to engage in friendly conversation or answer customer questions.
Furthermore, as the use of scanners increases, consumers will need to
guard legislation requinng “item pricin>" alongside the "‘Universal
Product Code.”*

Computer-facilitated control over the work process extends far
beyond the checkout lane. When new technology is combined with
multiplant and multinational production, labor’s bargaining power is
severely weakened. Robotized plants programmed by long-distance
telecommunications enable companies to produce at whatever levels
and locations they deem necessary at any given point in time, thus
rendering the strike weapon virtually meaningless. This situation was
Giscussed at a 1982 International Metalworkers’ Federation Con-
ference in Munich:

The power of multinational corporations has grown enormous'y with the intro-

duction of new technology and worldwide data processing systems in the view of

IG Metall, the German metalworkers union Extensive automation projects and

worldwide production transfers could hardly be imagined without comprehensive

information planning and control systems based on computers, rior would the, be
nearly sceffective, declared Lutz Dieckerhoff, IG Metal Executive member respon-
sible for whr*e collar affairs in the German union Among the examples, said

Dreckerhoff, was thr US company, Texaco. which had developed a worldwide

finance reporting system with the help of which a daily world balance sheet which

was drawn up by the use of a satellite and by which the whole worldwide company
was directed. Similar systems were being developed in the automobile industry

The worldwide transmission of data and its central analysis in top management

had extremely negative consequences for workers Individual workshops or

branches of the company are transferred or sacrificed like chess pieces from
headquarters The fate of human beings weighs as hittle on the scale as regional

"abor markets and the interests of regional or national governments.

Company managements also attempted to play plant-level representatives and
national trade union orgamizations off agains: cach other through the knowledge
only obtanable by them Data processing gave management the possibility to
nstitute productivity and cost compansons for individual groups of workers n
plants of the company worldwide The consequences were an increased pressure
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through the continual menace of transfers ot proauction to a country where costs
were lower In addition, the exact survetllance of production processes 1n all the
individual plants of the company gave management the possibility of short-term
swaches to other plants whenever a strike was threatened Againsta background
of massive unemployment, 1t was sufficient to threaten transfers to production to
prevent even the listing of demands

Such activity by multinational corporations exacerbates existing
economic, racial and national tensions among nations, thus hindering
effective international union solidarity.

Unions are not powerless in the face of the high technology invasion;
indeed many unions in this country and abroad have already de-
veloped and implemented effective strategies for dealing with new
technology. But for effective responses to be developed, the problems
surrounding high technology must be acknowledged. One study
suggests that some unions have b 2n slow to do so. Following inter-
views with 100 labor relations practitioners (union leaders, manage-
ment representatives, and neutrals) and a survey of available litera-
ture, researcher Doris McLaughlin concluded that the most common
union response to the introduction of new technology was “willing
acceptance.”* Where unions opposed the technology initially, their
responses generally turned to acceptance if “the employer made
acceptance of the new technology more palatable by offering some sort
of quid proquo . . . or because it became clear that the union would have
to adjust to the change to remain a viable organization.”*Inany event,
union opposition, where it occurred, only impeded the rate at which
the technological change was introduced, not its introduction per se.

That union resistance to technological change may be lacking is also
suggested by the results of an AFL-CIO analysis of labor-management
contract clauses.* It found technological change provisions in “'fewer
than 20% of current agreements.”” Advance notice clauses and re-
training clauses were the two most common provisicns in these
agreements.

Still, many unions are aware of the pitfalls of high technology and
their responses have taken a variety of forms, negotiated agreements,
convention resolutions, policy statem:nts, conferences and training
programs and, in a few cases, strikes.

Contractual Responses

A union’s first line of defense regarding the new technology is
collective bargaining. The AFL-CIO study discusses the difierent
forms that technology contract clauses have taken ™ The strongest
option is language that mits management’s ability to introduce new
technology This may take the form of modification of the “manage-
ment rights’’ clause, provisions for advance notice of impending
technological change, and the nght to consult about or to negotiate
over such change.

A second category is contract langauge that regulates job changes
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that may result from the introduction of new technology. Some con-
tracts provide for negotiation over any potential changes in job classi-
fication, waget ad work conditions. Other contracts establish union
jurisdictional control over any new jobs created as a result of tech-
nological change. This is an important protection, given the reorgan-
ization and deskilling that often accompanies new technology.

A third category of technological change in contract language deals
with displacement of workers. Some clauses prevent layoffs that
directly or indirectly result from technological change and require that
reductions in force be zccomplished by attrnition. Other clauses provide
for retraining of workers whose skills or jobs become obsolete as a
result of the new technology. In some cases the employer pays for the
retraining, and as a trade-off, retains discretion over who is eligible for
it. The employee is generally free to accept or to reject such retraining,
but rejection may relieve the employer of future responsibility toward
that employee.

A fourth category of contract language involves various protections
for workers who do in fact lose their jobs as a result of new technology.
These protections range from transfer and relocation rights to sever-
ance pay to preferential rehiring rights. A less common option is to
negotiate a provision for work sharing or increased vacation time in
lien of employee layoffs. One group of U.A.W. rank-and-file workeis
in Michigan has developed a program along these lines called
“C.E.R.P.” The program seeks three benefits .1 return for the pro-
ductivity gains achieved through the introduction of new technology;
cost-of-living adjustments for retirees, earlier retirement and paid
personal holidays.

Other categories of contract language not mentioned in the AFL-CIO
survey are those that provide protection against computerized moni-
toring of employee performance or output and those which deal with
the impact of new technology on employee health and safety.

Regardless of the type of contractual protection sought, it 1s advis-
able for the union to define what 1s meant by “new technology” and to
negotiate this definition into 1ts collective bargining agreement A
contractual definition of new technology provides a basis for cther
clauses that may be negotiated in this area. The . A.M. has developed a
model definition that offers wide latitude:

Technological change shall be defined as any alteration in equipment, matenal,

methods, and/or changes in work design This should also include any change ir

product line.®

Two British unions have developed equally broad definitions of new
technology. The Association of Scientific, Managenal and Technical
Staffs (A.S.M.T.S.) offers the followmng model; ” . . . any changes in
equipment or other physical capital (including additions in both)
which may affect working arrangements, skills required, the amount
of work needed, or char.ged workforce levels or systems.”" Similarly,
the General and Municipal Workers” Union (G.M.W.U.) defines new
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technology as . . . all changes or proposed changes in materials,
processes or products and all changes or proposed changes in working
practices or conditions associated therewith.”™

Even more indusive is the definition of new technology arnved at by
*he Norwegian Federation of Trade Unions (L.C.) and the Norwegian
Confederation of Employers (N.A.F.):

In this agreement the term techr..logy shall cover technology attached to production
(including automation), ad mimistratiun and systems of management Thus agreement
covers technology and systems that are used 1n the planning and carrying out of the
svork, as well as systems for data storage and use of personal data By personal datais
meant all data which either by name or by other identifying code may be traced back to
concrete persons employed by the individual undertaking "

This Norwegian agreement is far-reaching in a number of other
respects as well. It states that . . . it is important that new technology
is evaluated not only from technical and economic conditions but also
from social angles.”’® It requires management to provide to em»loyees,
through their shop stewards, all the information necessary for them to
evaluate potential ne. - technologies before they are introduced. Fur-
thermore, such information must be provided . . . clearly and in a
language easily unders:ood by persons without special kncwledge of
the area concerned.””® The agreement prevents the “collecticn, stor-
zge, processing and use of personal data” not specifically related to the
needs of the employer. Disagreements about this are settled through
local negotiations, and if no agreement is reached there, the matter is
resolved at the national level.

Perhaps the most unusual protection afforded by this agreement is
the union’s right to select data stewards.” These are special union
representatives who are responsible for monitoring the potential intro-
duction of new technology and the ongoing imract on employees of
any existing technology. The system of data stewards has existed in
Norway since 1975 and is beginning to spread to unions in other
countries. The British union A.S.M.T.S. and the American LA.M.
have each enccuraged their locals to adopt such a system.

Legislative — Job Protection

In pursuing legislative goals, organized labor in the United States 15
somewhat handicapped in comparison to its counterparts in other
Western industrialized nations. In the United Statec, government
involvement or regulation is generally viewed as “intervention” or
interference in the free market private enterprise system. A bill intro-
duced into the Michigan legislature i 1979 (HB 5104) that would have
required companies to provide advance notification to local com-
munities before closing a facility was termed “"The Industrial Hostage
Act” by the President of the Michigan Manufacturers Association. The
legislation was in fact modeled after existing laws and practices in
several European countries.

This philosophy contrasts with that of a number of European coun-
tries, which regard go "ernments as social welfare agents, operating to
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improve the living and working standards of thzir citizens. The Securi-
ty of Employment Act in Sweden and the Employment Protection Act
in Britain, which prohibit “unfair dismissals’’ of workers irrespective
of any union -filiation are examples of laws that I uve no counterpart
in the United States.

Another difficulty faced by the American labor movement is its
relative lack of political clout. Labor unions 1n a number of other
industrialized nations have t.eir own political parties and have much
higher percentages of their workforces organized into unions. Amer-
ican union membership on average has been steadily declining since
the 1950s.

Despite thes. encumbrances, American labor must pursue its new
technology objectives on all fronts if it intends to become a full partner
in policy planning. The four most logical areas to pursue legislatively
are: 1) protection of workers from technological job displacement and
de-skilling; 2) protection against computerized monitoring and data
storage; 3) health and safety standards pertaining to specific forms of
new technology; 4) worker education and training. Advances made by
foreign unions in some of these areas may provide inspiration and
guidance to American unionists.

Protection of workers from technological job displacement may take
several forms. One is advance notification to workers or their unions of
impending technological change and/or of impending layoffs. This
may include the right to negotiate over these changes or layoffs.
Sweden has three different laws relating to this concept. The Act on
Sefety and Hygiene requires that employers inform uniors of planned
changes relating to work methods, the purchase of new machinery and
tools, and technical or organizational changes {short and long-term).
Again, the unions have the right tc bargain over these changes before
they ~re implemented. The Law on Employees’ Representation on the
Board of Directors in medium-and-large size enterprises also provides
unions with advarce information on company decisions and an oppo:-
tunity to influence these decisions.*

West Germany h. s a legislative-based system of co-determination
that provides unions with advance notification (usually one year) of
any proposed workplace changes and allows for continuous labor-
management bargaining on a wide range of issues, including new
technology. German workers are further protected vy comprehensive
social insurance systems.*

In Britain, labor laws passed since 1974 provide employees with
protections such as written nctice of terms and conditions of work,
including advance notice of termination, severance payments and the
right of unions to consult with management before “redundancies”
(layoffs). On the other side of the Atlantic, Canadian workers covered
by the Canada Labour Code are entitled to ninety days notice of
proposed technological change, providing that a "’significant number’’
of employees will be affected by the change. After receiving notice, the
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employees’ designated bargaining agent may apply to the Canada
Labour Relations Board for authorization to commence negotiations.”

Other forms of legislative job protection are relocation assistance for
workeis displaced by new technology, increased paid vacation and
educational leave and earlier retirement. Many of these benefits are
provided for by law in a number of European countries.

Other Legislative Protections

The same laws that guarantee workers in a number of countries the
right to prior notification of technological change also afford them an
opportunity forinputinto the selection and sometimes even the design
of new equipment and work processes. This frequently results in
negotiated agreements that may prohibit job displacement, job de-
skilling, computerized monitoring and data storage, and that may
place limitations on the amount of time employees can be required to
work with certain types of equipment.

A case in point involved Sweden’s social insurance workers —
primarily women —who used that countiy’s 1976 Co-determination at
Work Act and researchers and computer specialists from the Swedish
Center of Working Life to do an extensive study of the impact of
computerization 1n their industry. The result was a massive training
program for its members, and an agreement that protected skilled jobs
from computerization, provided for the maintenance of employees’
professional iob knowledge and ability to provide quality service
which limited video display terminal work to one-hour periods, vitha
maximum of two such periods per day.*

A similar situation occurred in Norway, and two American re-
searchers contrast the response of the Norwegian workers to that of
their industrial counterparts in the United States:

. metal workers at an aircraft parts plant in Kongsberg, Norway, have had far more
success in coping with the introduction of computer-based machine tools than have
vorkers at a similar plant in Lynn, Massachusetts

.1: Kongsberg, the trained union techr ology comnuttee received complete infor-
mation before the computenzed machine 150ls were installed On the basis of this
information, the committee insisted that machinists’ skills were broadened rather
than narrowed by the technological change

In contrast, at Lynn, the equipment was instaliad without consuitation with the
union Now supervisors or nonunion programmers handle the computer work,
thereby reducing many skilled machinists to “machine tenders” or “’button pushers”

with less interesting work and lower pay Job iosses for union members are possible
and any future job action by ‘ne union will be less effective.*

Unions outside of the United States have also been able to use
existing laws to bolster their bargaining clout in the area of com-
puterized monitoring. Relying on a provision of the Workers’ Statute
0f 1970, Italian workers affiliated with the Federation of Metalworkers,
recently won an agreement with IBM of Italy that prohibits the use of
data-processing systems for monitoring of the performance of indi-
vidual workers.”
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Of course even in countries wherc unions have legislative protection
and greater political and numerical clout, their ability to influence the
introduction of new technology is not guaranteed. Although they may
be under a legal obligation to “consult” or even to negotiate with
unions, in many cases management retains final determination over
how its operations will be conducted, and what equipment and pro-
<2sses will be utilized. In Sweden, the Electronics Division of a com-
pany ramed ASEA has gradually introduced new office technology
that enables management to monitor prod.ctivity rates of individual
employees. According to one observer, “Censultation with union
representatives was said to have been minimal — no moie than that
required by the various pieces of labor legislation in effect.”” More-
over, evenin relatively prosperous countries like Sweden, unions may
find themselves forced to choose between short-term job preservation
and new technology. When the A.C. Machine Division of ASEA
introduced numerically controlled ma~hines and robots:

This deaision was at first resisted by the union However, the machinery became

accepted when 1t seemed that without it, the facility in question might have had to

close because of its lack of ability to compete 1n both the domestic and international

marxets. Without the automation that had thus far occurred, this plant would have

employed about twice as many people as the nesrly 700 1t does now. As it is,

production doubled 1n ten years, w:th a stable workforce 2

Still, it should be clear from the foregoing discussion that unions
have much to gain by pursuing a political agenda-around the issue of
new technology. In so doing, American unions might wish to refer to
the three guiding principles of *he I.A.M.’s “Teciinology Bill of
Rights’’:

1. New technology must be used 1n a way that creates or mantains jobs.

2. New ter inology must be used to improve the conditions of work

3. New technology riust be used to develop the industnal base and improve the

environment ™

A comprehensive model for legislation regulating workplace micro-
electronictechnology has been developed by Canada’s National Union
of Frovincial Government Employees. It inc' .des the following
elements:

1. abroad definition of technological change that includes work processes as well as
equipment;

2 arequirement of “immec.ace disclosure” by employers to « aons of any planned
technological change,

3 a prohibition o the introduction of new technology until there 1s agreement
between the union and the employer on the method of introduction,

4.the legal nght to reopen collective bargaining agreements to negotiate over
technological change and related provisions (eg. classificat-on) as legal subjects of
bargaining,

5 a dispute settlement mecharusm in the event of deadloc<ed negotiations regard-
ing technological change, providing that the urion retains the nght to strike;
6. a re “wrement that employers justify layoffs and that thcy implement procedures
to mimimize the extent of layoffs required (eg , retraiming, relocation, shorter
hours),
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7.employer provided retraming on company time (with no loss of pav or benefits to
employees, with training geared to marketable skills), also, emplover-provided
relocation,

8 minimum health and safety standards pertamning to new technology,

9 options on early retirement for older employees, not wishing retraiming or
relocation,

10 portable pensions and immediate vesting,

11 protection of unemplovment insurance legslation,

12 removal of legal barniers r arding unton orgamizing end negotiatien ot a tirst
contract,

13 protection against abuses in the collection, coordinadon, access aud use of per-
sona lata banks,

14 mandatory affirr attive achon programs to encourge the mobility of women be-
yond sex-segregated occupations and which involve workers and their » nions in
planning, implementation ard momtoring *

Trarung, Retraming and Education

A third area of union response to high technology is that of training,
retraining and education. The important connection between edu-
cation and jobs n an age of technological development has long been
recognized. In 1963 Charles Killingsworth testified:

The most fundamental © nclusion that « merges from my analysis 1s that automation
and tie changing patte  >f consumer waats have greatly increased the importance of
investmentia human beings as a factor in economic growth More mvestmentin plant
and equipment, without very large increases In our tnvestment in hurian beings,
seems certain to enlarge th 2 surplus of underdevelop.d maroov-er  +d to create a
shortage of the highly developed m power needed to design, notall and man
modern production facihties And we don’thave al! the ime in the world Human
history has been described as a race between education and catastrophe In the past
dozen years, education has been falling behind in that race *

The rassage cf some twenty years has done little to improve the
situativa Ayres and Miller observe:
Even though robot manufact.sing, p. ogram.ning and maintenance ttself will provide
some new Jobs, 1t apnears that most nes Jobs will not e~ manufacturing Yet, we
have no wdea of how many of these displaced workers and new workers can be
expected to be absorbed m other sector. Mhisissue must be addressed if we are to go
beyond identifying vulnerable workers and acwually prepare them — as well as the
entenng worktorce — for the ikely changes to come There has been httle serious
discussion to date of how to cope with the hard reahty ot developing needed work
skills on the ene hand and how to deal with people who have obsolescent skills, on the
other
The job skills of a wide range of population groups will be affected by
our nation’s current infatuation with iugh technology, those currently
employec whose skills will becu.ne obsolete as a direct ¢ irdirect
result of the technology; those who are under>mployed; women and
minorities who face job discrimination and occupational segregation;
the chronicai, unemployed; teer agers; the elderly, displaced home-
niakers; workforce re-entrants; and school-age children preparing
themselves for the world of work. Yet despite the compelling need for
1 comprehensive program embracing «’i of these groups, job training
and education 1s currently carried out 1n procemeat rasihion and the
response falis f«~ short of the need.

O
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Labor unions 1n search of training programs for members facing
technological job displacement can look to three sources; government-
sponsored programs, industry-sponsored programs, and union-
sponsored programs. Regardless of the source, the following cues-
tions may serve as useful criteria by which to evaluate job training and
retraining programs:

1 Who will 52 Lligible for the traiming or r:training? How will ehigibihity be deter-
mined? A-e stipulations or conditions attached?

2 What occupations will people be trained or retrained for” What mechanisms exist
to ferecast future job needs and interface existing workforce skills with the
changing requirements of a technologically advancing economy?

3 How will training or retraining programs redress historic patterns of sex and race
based job segregation?

4 W.0 will finance the training o. retraint 3?

5 What :institutions will conduct the training or retraining? Are they equipped to do
so0?

6 Will trainees receive compensation? At vhat rates?

7 What mechanisms aren place to assist people who have completed the training or
retraining in finding work? Will relocation assistance be offered? Who will finance
this?

Government-sponsored job training and retraining programs exist
at both the natioral and state levels. But close examination of this
potpourri exposes a common theme. there are too few programs,
operating with ¢ 5o little funding 'nd training too few of our nation’s.
unemployed and underemployed. Over the years, our country’s lead-
ers have abandoned even modest full-employment goals, and job
training has fared no bett_r as a national priority. Feder.. “unding for
job training programs h 1s plunged from $9.5 billion in fiscal year 1978
to $3.6 billion in fiscal year 1983.”

Des ie enactment of the Job T:cwming Partnership Act of 1982
(J.T.P.A.) at the federal level with its »-oposed budget of $2.8 billion
for fiscal year 1984, it is clear that muc.t of the burden for job training
and retraining will fall on the shoulders of states, private industry,
unions and the workers themselves. In Michigan, for example, al-
though the state wiil receive a higher allocation of J.T.P.A. funds than
most other states, the amount of money available to local service
deliveiy areas will actually be less than was available under J.T.P.A.’s
predecessor — the Comprehensive Employment and Training Act
(C.E.T.A).

There are other signs that J.T.P.A. will do little to relie ~ worke:s
suffering from chronic unemployment and technological d»s-
placement. Most of the Act’s funding 1s targeted to Title I, which
covers economically disadvantaged adults and youths, and those who
have encountered barriers to employement (e.g., school drop-outs,
teenage parents, dir ~laced homemakers, the handicapped, those with
limited English pr. iency, veterans, older workers). A far small-
er proportion of the money finances Title 1, which is the dislocated
workers program; the Act hmits ehgibility to those who:
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(1) have been termnated or laid-off or who have r 'cerved a notice of termunation or
lay-oif ‘rom employment, are eligitle for or have exhausted therr entitlement to
unemployment compensation, and are unlikely to return to their previous indus-
try or occupation,

(2) have been tertninated or have received a notice of termination of employment, . <a
result of any permanent closures of o plant or facility, or

(3) are long-term unemployed and have hmited op, »rtunities for « mploymea' or
reemployment 1n the same or a similar occupati.n 1n the area in which s' ch
individuals reside, including any older individuals who may have substantial
barners to employment by rea_on of age ™

While those covered with Title II are every bit as deserving of
treining opportunities, it is clear that retraining programs f dis-
located workers are seriously underfunded. A truly rational prograi
would prepare people before the catastrophe stage.

Secondly, funds are administered to local service delivery areas
through local government units and “private industry counciis”
(PICs). Section 102(a) of the Act requires that private sector merabers,
nominated by business organizations, constitute “a majority of the
membership.” The rest of the PIC seats are reserved for represen-
tatives of “educational agencies, organiz~ labor, rehabilitation agen-
cies, community-based organizations, economic development agen-
cies and the public employment service.” Clearly, organized labor’s
ability to influence the PIC will be tempered by its numerical
disadvantage.

Third, ].T.P.A.. is neither a jobs creation nor an income maintenance
program. Those trainees who are not already receiving some sort of
public assistance or unemvloyl.ent compensation, or who are not
fortunate enough to quahty for “needs-based payments” (less than
15% of the Act’s funding is earmarkad for such purpose) will have to
find some other way of paying their bills.

Finally, J.T.P.A. lacks strong and meaningfu! affirmative action
guidelines. Although section 102(c)(1)(A) encourages PICs to se..c out
representatives of “’small business, including minority business”
(women-owned businesses are not mentioned in the Act), and al-
though the Act includes a general non-discnmination statement, evi-
dence of implementation to date suggests that white and minonty
women and minority men are underrepresented in both the com-
position of local P+ Cs and selection of trainees.

Given the inadequacy of existing federal job training and retraining
programs, a number of states have established piograms of theirr own.
In 1981, Massachusetts established the Bay State Skills Corporation
(BSSC) in an attempt to 1>.omote greater intersection between the skills
of +orkers and the job needs of an economy moving rapidly toward
high technology. The BSSC funnels money to educational and training
institutions, which must also rely upon matching private sector grants.
These institutions are then encouraged to provide training relevani to
“hugh growth sectors” of the state’s economy. One positive feature of
the program is its commutment to special groups; in 1982, $260,000 wa:
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allocated to set up three regional centers for displaced homemakers.™
Given the BSSC’s goal of training 2000-2500 people in a two-year
period,” it is clear that the program falls far short of the needs of
thousands of the state’s unemployed. But it is a start.

Another interesting Massachusetts nitiative — unrelated to the
BSSC — isa tu’ >n-waiver program for eligible unemployed workers
taking business, data-processing and computer cou ses at community
colleges and state universities and colleges." Of course, the program’s
bias toward high technolugy-related courses is distressing. As has
been noted earlier, the ability of high technology industries to provide
significant nun.vers of jobs is questionable at best. Additionally. a
displaced worker might benefit more by taking courses that relate
directly to his or her level cf formal education, existing skills and
qualifications, and career interests.

Although bold state initiatives deserve some applause, we cannot —
as neo-conservatives would have us believe — expect beleaguered
states to assume primary responsibility for funding massive retraining
efforts and other education and social service programs. Greater
amounts of our federal tax dollars can — and should — be spent on
reiraining, education and job creation. Organized labor must use its
lobbying and voting power to insure that these issues become national
priovties. Itisindeed a tragic irony that while our naticnal leaders pour
bulions of dollars into the defense budget, and while educational
institutions at all levels are facing unprecedented fiscal crises, the
National Commission on Excelle:ice in Education reports: “’If an un-
friendly foreign power had attempted to impose on America the
mediocre educati: al performance that exists today, we might well
have viewed it as an act of war.”

Some observers feel that government has a role to play in fostering
human resource development:

[one] of the government’s key roles should be to provide incentives which would
induce industry to take positive action on upgrading its human resources now For
example, the government cou:ld give tax incentives to partially reimburse industry for
education and training investments in their employees It could provide more favor-
able tax treatment for individuals who undertake formal retraining programs n
mid-career And, of course, 1t could provide inducements (financial and other) to
educational institutions to induce them to redirect their etforts into new areas *
A second source of training, retraining and education for workers

facing techn>logical displacement is private industry. Unionized
workers have an advantage over their non-union counterparts, in that
irstead of waiting patientiy for benevolent employers to bestow job
trairung or retraining upon them, they can neyotiate these provisions
into collective bargaining agreements. A nt mber of unions have done
iust that.

The 1982 Agreement between the U.A.W and Ford Motor Company
provided for the creation of an Employee Development and Training
Program. The program is {unded by a company contribution of five
cents for every hour worked by employees. It is expected that this will
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produce an annual budget of $12-15 million.” The program consists of
three elements: 1) vocational retraining and job placement assistance
for laid-off workers seeking employment both in and out of the auto
industry; 2) tuitior assistance for workers seekirg new skills; 3) in-
plant career counseling, upgrading and retraining for those who are
still employed.® An important feature of the program is that the union
retains equal influence with the company in decisions regarding over-
ali policy and program expenditures. The center is based at the Henry
Ford Community College ir Dearborn.

The UAW is involved in a similar program with the General Motors
Corporation and the S.ate of California. This tripartite effort aims to
provide job counseling, retraining and job placement for employees
who have faced dislocation as a result of G.M. plant closings in
California.”

A third source of training programs for trade unionists facing work-
place techinological change 1s the unions themselves. Union-
sponsored training in this area is usually based upon one or more of the
following obiectives:

1) tobetter understand the vanous forms of new technology entenng the industry or
industnes under its junsdicuon for the purpose of developing appropnate stra-
tegies and responses,

2) to promote awareness #  which job skills will be rendered obso.ete by the new
technology for the purpuse of developing, negotiating and/or promoting worker
education, retraiming and »tpgrading programs,

3) to “de-mystfy” new technology for the purpose of explenng and/or promoting
potential uses of technology for umon administration, edu-ation, orgamzing and
political action purposes

An example of the first type of technology training was the Com-
munications Workers of America’s (C.W.A.) ""Conference on Tech-
nological Change’ that was held in November 1979. The conference
was elaborately organized; sessions were videotaped, and the tapes
were immediately made available to conference participants for pur-
poses of feedback and analysis. Additionally, an excellent summary of
368 participant responses was prepared in which union leaders de-
scribed in great detail how new technology had affected them to date,
and how they viewed tie future.”

Another example of this type of training is the colla. rative effort
that has taken place between unions and university or college-based
labor education programs. These training >2ssions offer a rich blend of
practica! and theoretical information that enable participants to under-
stand the broader implications of the changes they a:e witnessing in
their own workplaces.”

The second category of union training programs revolves around
skills assessment and exploration of career options. This may result in
any number of unic 1 responses, including on-the-job trainirg and
upgrading programs; tuition reimbursement for those enrolled in
degree programs; unton-sponsored classes in math and language
proficiency.
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In order for unionists to take raaximum advantage of either category |
of programs, it is helpfu for them to be eligible for paid release time to
attend unicn-sponsored (or college or university sponsored) edu-
cational classes. In the United States, it is often only officers of large
local unicns, or Regional and International full-time staff mernbers
who qualify for this benefit. This type of leave is a negotiable item.
Unicnists in Britian have managed to obtain it in another way: Section
57 of that country’s Employment Protection Act allows employees
“reasonable time off during working hours” for ‘relevant” union
education.

With respect to the lasi category — tramning to explore or to promote
union utilization of high technology — there are a number of examp) 2s
al-ead in place. For years, many unions have utilized computer
technuiogy to compile membershin records, produce mailings and
store and locate research, legal ...d financial data. The AFL-CIO’s
George Meany Center For Labor Studies course entitled “Computers
for Local Unions” serves as testimony to this fact. Unions are begin-
ning to develop new uses of high technology as well. Utilizing vid-
eotape and cable television, they are producing their owr broadcasts
for purposes of union education, organizing and political action. These
technological developments are providing unions with unprecedented
media access — to their members and to the general public as well.

Conclusion
In conclusion, it should be evident that the problems that have been
described or. these pages are not the result of high technology itself.
Rather, they are the result of uncontrolled technological development
and implementation, without regard to the social :onsequences. Sev-

eral years ago, two s-holars observed:
it advances our understanding very httle to say that technology wears two faces,
as though one were comedy and the other were tragedy Technology, in a sense 1s
nothing more than the area of interaction between oursel es, as individuals, and our
environmen’, whether matenal or spintual "

Our goal, as a unionist in one of my classes said, muct be to learn
"“what new technology can do for you, and what 1t can do to you.” And
armed with that knowledge, our responsibility must be to insure that
technolo~y is employed to serve humankind, and to improve the
quality of life.

The “new social contract” is not working. Until organized labor —
and the public at large — are brought into reindustriahization and high
technology planning as full and equal partners, America may well find
itself out of the running in the “fast lane’’ -ace.
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Some Principles Concerning Union
Involvement in Quality Circles and
Other Employee Involvement Programs

Robert Cole

There are no panaceas in the field of worker-manager relationships.
Neither quality circles nor any other participative management ap-
proach holds the answers to our work-related problems. Such pro-
grams and practices are 1.0t intrinsically good or bad. It is how the
various parties respond to them that determines whether these ideas
make a useful contribution to improving working conditions or not.

Quality Cont-ol Circles

Although the observations presented here will be abcut my experi-
ences with quality control circles {QCCs), 1 believe tney apply more
generally to employee involvement programs of various sorts. QCCs
are a national movement in Japanese industry involving about one out
of every eight Japanese employees. They are the norm in large scale
manufacturing firms. In the United States as of early 1983, there were
an estimated 5,000 work sites that had some version of QCCs. Accord-
ing to a 1983 study carned out by the New York Stock Exchange,
quality circles as such were the most rapiuly growing “human resource
activity’” over the past two years in firms with over 500 employees.

What is a QCC? A QCClis a relatively autonomous problem s>lving
sroup of workers at a given workshop. Itis usually led by a foreman or
senior worker and meets once a week or every two weeks for about an
hour. Participants are taught elementary methods of problem-solving,
including some statistical methods, and are then turned loose to select
and solve work problems. Job-re’ated quality problems are broadly
conceived as improving methods of produ ton as part of company-
wide efforts. Some typical efforts include reducing defects, reducing

Robert Cole 1s a Professor of Sociology at the Unwwersity of Michigan This article oriqinally
appeared .. ‘ic Labor Studies Journal Winter, 1984
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scrap, reducing rework, and reducing machine down time. Broader
problems such as safety and absenteeism may also be chosen.

Twin Sources and Goals of Employee Involvement Programs

Broadly speaking, employee participation programs have two
sources; personnel management philosophies that stress increased
productivity and quality, with some modest emphasis on improving
emg.oyee welfare; and .he tradition of industrial democracy, with the
focus on giving people more control oy er their work environment. The
initial measurement of the cost effectiveness of QCCs by such com-
panies as Honeywell, Northrup Lockheed, and Delco suggests that
they are quite effective .n improving quality, bringing about cost
reduction, and even reducing absenteeism. Nonetheless, such evalu-
ations must not obscure the other focus of QCCs, that is, the self-
development of workers. This includes development of the leadership
aoilities of foremen and workers, skill development among workers,
increased intrinsic work satisfaction among workers, improvement of
worker morale and motivaticn, and stimulation of teamwork witnin
work groups. Soin principle there are these two sides to QCCs, which
have twin goals; one contributing to organizational ge-.s such as
improved quality and cost reduction, and the other contributing to
human development, or quality of work life. Note that I said m
principle, because in practice one side may be more emphasized than
the other. Given management’s tendency to concentrate on the bottom
line, you can pretty much predict which side they are likely to em-
phasize if there is not a countervailing force such as the union
involved.

Management Initiatives

The central point here is that however unionists feel about these
kinds of employee involvement activities, there 1s no doubt that they
are going to confront such programs with increasirg frequency. Atten-
dance at management seminars and a careful reading of the manage-
ment literature in recent years has made it clear to me tha. influentia;
management people believe that their hourly employees represent an
unmobil.zed resource, and that American firms are suffering in com-
petition, especially vis-a-vis the Japanese, because of their failure to
mobilize this resource.

There is some basis for this belief In a recent two-year period, for
example, the Forc Motor Company ave  ged 85,000 suggestions from
its employees. For the same two-year period, Toyota — with a smaller
number of employees — averaged 385,000 Amcrican management is
increasingly aware of these discrepancies They are coming to believe
that you < 2n make great improvements in quality if you start allowing
the ho y people to participate in more shop floor decision-making
and problam-solvin3. They may be right or wrong, and I think much
depends on how they go about it. The important point here 1s that
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increasingly, management believes that emplovee involvement activi-
ties are the wave of the future.

That is not to say that QCCs are the answer o' that some other
pat .«cular approach is. We all know that there is a facdish quality to all
this; one program suceeds another without leaving a trace. But even
after taking this into account, the fact is that unionists are going to be
faced with proposals for this kind of participative activity with increas-
ing frequency. It is not just the organizational development people
who are pushing it— we all kriow that they are not very powerful. But
when individuals such as Philip Caldwell, the chaitman of the Ford
Motor Company, get excited about this kit - of activity, you know that
the compnny is going to generate serious initiatives and that unions
had better be prepared to deal with them.

Union Responses — Three General Options

What then are the alternatives open to the unions n responding to
management initiatives in the area of participatory practices? It seems
to me that unions have three options:

1. They can ignore it.

2. They can fight it.

3. They can get involved ana tiy 1c shape it to serve union and

worker interests.

To justignore it strikes me as dangerous. An ostrich strategy means
that if the program succeeds, then management gets the gravy and the
union gets nothing. Not only that, it means that management can
potentially use these employee involvement practices to undermine
union support among the membership. To be sure, there are times
when for internal political reasons, the local union people will want to
stand off to the side in the beginning; but over the long haul that will be
a self-defeating strategy.

The second ctrategy is t« tight employee participation p1 .yrams. If
the union is in a plant where everything about the past history of
union-management relations t-ere tells them that management is
going to use it as a speedup, then it seems to me it’s not unreasonable
to fight it. But the union should avoid a knee-jerk negztive reaction, for
tworeasons. First, American managementis running scared today and
nowhere more so than in the auto industry. They are faced with an
unprecedented set of problems and pressures, including Japanese
competition. the energy problem, pressure from the government, and
resistance from the consumer. Under these conditions, many man-
agers are starting to question whether the old methods of dealing with
problems wil! work. Some of them are thinking that maybe they have
to find a better way to work with the unions and to draw upon the
talents of their work force. This creates situations in which the union
may be able *o work ronstructively with management.

The second reason why unions should avoid a knee-jerk negative
raaction is that these participative programs sound awfully good to a

ERIC 176

IToxt Provided by ERI




170 Robert Cole

lot of hourly people, especially some of the younger workers who
haven’t been burnt badly in the past by expernences in this or that
management program. Participative management has a nice demo-
cratic ring toiit. It's packaged in an attractive fashion. Unions have tobe
careful that by rejecting such activities outright they don’t leave an
opening for management to drive a wedge between the so-callec
"’obstructionist’”” union leaders and the “"needs” of the rank and file.

This brings me to the third option. It is the route that opens up in
those situations in which the union senses management is sincerely
trying to find a new way of doing things. Although it often takes a crisis
to bring management to the point of looking for a better way of
working with employees, once they get there, then the union has an
opportunity to work with them and to shape new practices so that they
can serve union and worker interests. In the right circumst~1ces and
over the long haul, this alternative will yield the most benefits. As
discussed above, participative programs se;ve tv-o sets of goals; those
of management and those of the workers. While the two interests are
not necessarily incompatible, they do often come into conflict. Only by
active union involvement can the workers be assured that they will not
be manipulated simply to meet the narrow objectives of personnel
management policies.

Union Responses — Specifics

Let me turn now to the question of how unions can deal specifically
with managementinitiatives in this area. These observatinns are based
on conversations with local union people who have to deal with QCCs,
including members of the UAW, Teamsters, and Machinists. First, if
membership support is weak — perhaps the union o“icial has an
election coming up and he or she is worried abeut charges by oppo-
nents of being in bed with management — and if union relations with
managementare poor, they may want tokeep their distance or actively
oppose. If the union decides to keep its distance but not oppose, they
can ask that management keep them informed on all developments,
keeping the door open for participation at a later date. Basically, the
union adopts a “low posture,” as the Japanese call it. If QCCs start to
catcli on with the membership and the union believes that a strong
base of support is beginning to develop, then they can consider a more
active response.

Let me outline the nature of such a response starting from a different
premise. Suppose the union is a local union with pretty good mem-
bership support and reasonable relations with management. And the
union decides to test management’s commitment to all those pretty
words. The first thing they may want tosay tomanagement is that they
want to participate in all discussions right from the beginning so that
they are nct presented with any decisions in which they have had no
input. So any policy decisions relating to QCC activity must have a
union input. In the case of QCCs, companies often want to set up
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steering committees. If that’s the case, then the union needs to be
represented on it.

Six Issues

But before the union buys in, there is a whole set of 1ssues that they
need to resolve to their satisfaction. If they can’t get satisfaction, ther.
they may decide to withdraw support. What are those issues? I have
+dentified six.

+irst, the union will want to be sure that the management initiators
of the new program can deliver top management support, and that
means demanding a meeting with top management to be sure. In some
cases, these employee involvement activities are the brainstorm of a
particular management official and when he or she goes, so does the
program. The point s that the union official doesn’t want to go out on a
limb with the membership and endorse something that is later sud-
denly discontinued. He or she will want to be sure there is strong
support for these activities from top management right from the start.
Nothing can kill a program like this more quickly than the lack of full
top management support. That's what happened to the supposedly
successful program at Lockheed Air Missiles.

Second, there is the impact of QCCs on job security. To protect
membership, the union will want some guarantee that the implemen-
tation of suggestions by the QCCs doesn’t lead to layoffs. To be sure, 1t
may be difficult to separate the causes of layoffs from QCC activity But
to the extent possible, the union obviously wants to protect 1ts mem-
bership from this outcome. They may want something in writing from
management on this.

Third, the umon will want to be sure that the QCCs do not take up
matters that fall under collective bargaining agreements. You can tell
this to the circle members and management and even get it in writing;
but in some companies local unions have found that in the first several
months until the ground rules are clear, tiey have to insist on a unic 1
committeeman being present at every meeting io be sure that this
principle is maintained. There are those unionists who would argue
that the arcles should be involved in collective bargaining, but I
suggest that the outcome is likely to be chaotic, w;th circles coming into
conflict with union leadership positions and with one another.

Fourth, a point already touched on above, is union concern that the
adoption of QCCs ne  turn into a speedup. Heie unions have got to
make it clear to management, first, that they won’t tolerate this, and
second, that they will withdraw their participation and actively oppose

sthe program if that is what seems to be happening. I do want to
emphasize in this connection that the well-known premise of QCCs is
not that people work harder or faster, but that they wotk smarter.
Moreover, the unica should not underestimate its members. The
hourly people are not going to select those probiems and come up with
! those solutions that result in their having to work harder and faster.
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Rather, they are going tocelect those problems and come up with those
solutions that rnake their work easier — ones that get rid of ~bstacles
and nuisances. So I think the union needs to have confidence in the
hourly people at the same .me as they care.ully monitor manage-
.aent’s behavior.

Fifth, the union will want to mzke sure that management maintains
a balance between the two aims of the program. While QCCs can
sup sort management goals like 'mproved quality and cost reduction, it
had better contribute to the quelity of employee wo:k life in terms of
such things as skill development and giving workers more control over
the.r everyday work environment. It has got to be made clear to
management that they will not be allowed to tilt these programs to one
aim at the sacrifice of the other aim. The twin goals have to be
emphasized and here I think you can be up front with the membership.
They know management is not in this b. zause of their essential
goodne ss. But the union can say to the me~-bership that there is
another set rf goals that directly serve worker interests, and that they
will cooperate with the program only as lor.g 1s the membership feels
that the twin goals are being realized.

Sixth and last, there is the question of what happens to the pro-
ductivity increases resulting from the reduced scrap, reduced rework,
reducad costs, and se¢ on. Does the company get "t all or are these
benefits shared with the emnployees? There are a vide range of com-
pany practices in this regard. Some companies give what I call jelly-
bean rewards —- that 15, nominal pa>- ents. I was at cne company
wkh.. e incenti  srogram for suggestions involved all sorts of gim-
micks like ..nner certificatzs, nail clippers and other such trivial gifts.
it showed that despite having adopted C . Cs, which ssumes that the
company treats worke . 4s adults fully capable cf making a contriov
tion te the firm, they were still trea. ng the w rrkers as children.
Elsewhere, a more serious commitment to sharing the productivity
increase is being made. At one company 10 ‘o 15 percent of the
productivity increases generated by the cirzies is bei.g ;212 vact othe
workirs making the suggestions. Most companies fall between the \wo
extremes. In a number of companizs, the QCC members have it.e
option ol plugging therr solutions tc the suggestion system.

A difrerent way to put the matter is that participatory practices
require individual employees i 1 <e greater responeibility for work
cperations. Traditionally, mznagement is expected to reward indi-
viduals for the amount of responsibility they bear. Thus, with greater
responsibilii v resulting from participatory activities, 1t i~ only natural
that worke:s should receive ‘-ommensurate rewards.

Financial Incentives
My own judement 1s that the only way employee involvement
practices are going to survive 1n *he long run is if soine strong finan .al
incentives are built into them. It is easy enough to runa program ot inis
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kind without financial incentive for six months or a year. But in the
Iong run you increase the probability of holding worker interest if you
build strong financial incentives into their operation. But most man-
agement people, being shortsighted, don’t rerognize that this would
serve their own long-term interests. rtus, I thirk the union has an
important role to play here. They can keep management honest and
help insure that these participative approaches have a real impact by
pushing for a significant sharing of any productivity increases
generated.

Summary and Conciusion

Let me close with the following observation. . - aiready stated, there
is nothing intrinsically good or bad about employee involvement
practices. It is a matter of how it gets carried vut. All the evidence
suggests that workers do want to have greater control over the.s
everyday work environment. This can be achieved both by developing
representative forms like collective bargaining and direct forms such as
employee involvement in decision-making. While there can be some
problems in opercting on both these tracks simultaneously, there is no
inherent conflict. ' Vhat is important 1s that unions develop a sense of
ownership of these participatory practices so that they can shape them
to meet union and employee interests. Otherwise management will
focus exclusively on * 2ir own interests.

It is important that union involvement in employee involvenent
practices be as depolticized as possible so that it does not become a
basis for campaigning by pro and con leadership groups within the
union. This requires a broad consultation and consensus-building
within the union prior to making a commitment. Also, it requires that
the union educate management su that they do not inadvertently
create dissension within the union.

In helping shape participative practices to meet worker interests,
unions will further strengthen member recognition that the union is
doing soinething for them. This will give members a greater sense that
the urion is necessc ,. WhenIzalked with a T.- mster plant steward at
Honeywell a few years ago, he said taat before the union got involved
with the QCC program, he always had trouble getting people to run for
committeemen. But now, three years later, he doesn’t have that
problem. People are concerned about what is going on. Therc 1s a sense
ofinvolvement and he is pleased with that. At th s particuiar plant, the
union became a part of that involvement.

On the whole I see QCT and other employee involvement practices
as an opportunity for uruon leaders. If unions do not respond posi-
tively, they risk sett'ng up a self-fulfilling prophecy. That is, if they
start with the assumption that management can’t be trusted and will
exploit the - mployees, by their own inaction they may help bring
about the very thing they feared.
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Participative Decision-Makir - at Work:
A Guide to Bibliographic and Program Resources

William Parsons

A significant trend toward new forms of participative and cooper-
ative labor-management relations 1s occurring in many American
workplaces. This new trend has gained importance during the past

2cade. The growth and implementa.ion of these new forms is
matched by the myriad of labels used to describe them. in the early and
mid-1960s the terms job enlargement and job enrichment were used to
describe changes in the scope of the tasks parformed by workers.
However, beginning in the 1970s a new level of aevelopment occurred,
in which management often approached union organizations with
opportunities for expandcd roles in the workplace. (In *.e past when
union organizations sought greater participation in workplace devi-
sions, they had found management very protective of its preroga-
tives.) This new ap, roach of joint labor-management consultation has
resulted in the formation of labor-management committees atindustry
and plant levels where parties have agreed.' Pio eercd by the auto
industry and the United Auto Workers, this program has been labeled
"Quality of Work Life” or "QWL."” Simular approaches have arisen .n
other settings, labeled as employe~ involvement (EI), worker par-
ticipation, or participative managemet.

Typically, management expresses an interest in openiag greater
communication with union organizations and the work force and
including them in limited decision-making processes at the workplace.
Management’s interests arnise from a growing 1ecognition and accept-
ance of the need (whether for rational economic reasons or to adjust to
social values) toinvolve employees m some sharing of information and

decisions that are directly related to their work tasks. This managerial

Willan Parsons 1s Labor Studices Coordmator at Lanang (Mich ) Commumty College and
Rescarch Director of the Lansing Area Jont Labor-Mun.agement Commuttee This article origmally
appeared n the Labor Studies Journal (Winter, 1984)
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acceptance of the principle of employee narticipation, probably based
on a mix of the rational economic and vdcia' value motivations, is a
realization that the traditional approach of scientific management has
become increasingly counterproductive to effective control and direc-
tion of the new, more educated work force of the 1970s .nd 1980s.

Whatever the rationale, management in major American corpora-
tions is increasingly pursting policies using the participative man-
agement approach. The expanding application of participative man-
agement and QWL is also occurring in small firms, some service
industries, and many public sector workplaces. The extent of this
spread hos led some observers to herald an era of “new industrial
relations.”” QWL/EI has become a rallying cry for involving employees
in solving workplace vroblems, shoring up productivity, guarding
against quality defects, and courting higher employee lcyalty. For
unions, QWL/El appears either as a road to greater legitimacy, accept-
ance, and influence within the workplace, or as a wedge driven into
the workplace to sever workers from unions.

The fact that this policy is becoming so widespread requires union
leadership and labor educaiors to seek a clear understanding of the
implications of this new approach to labor-management relations.
Collective bargaining agreements, the role cf union leadership, rela-
tions between supervisors and workers, and even the attitudes of
workers toward union organizations may be influenced by the intro-
duction of these new participative programs. It is imperative that the
leadership and :nembership of the labor movement assess the implica-
tions of this trend and evaluate their own interest and alternatives.

This article will introduce readers to the diverse literature and
resources available. The first section provides a summary of tive major
dimensions of labor-management cooperation and QWL, the historical
development of various forms of managenal control, the ideas of
participation and industrial democracy, international experiences in
participative approaches, Amencan experiences with participation,
and practical ~oncerns regarding the process and politics of parhcipa-
tion.

The second section outlines the sources for further information and
networking support. There is a considerable range of interests covered
arnong these sources, and each offers assistance to interested parties.
The key resource ¢ nters and materials in the labor-management
cooperation approach will be ide tified.

Historical Development of Various Forme of Managerial Control
Exteis e readings are available on the historical development of
labe c-mar agement re'ations ii the United States The principal issue is
the struggle between owner/managers and workers over control of the
iabor process. Powrer in the workplace has rested upon the rights of
property ownership and the control of the technical knowledge of the
production process itself. The development of m:ragerial policy.
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through scientific management and hierarchical authority structures,
functioned to dispossess the workers of their skiils, knowledge, and
ultimately control over the actual process of production.’ This analysis
has been extended to examine the role of technolo3y and bureaucracy
as fuither elements in the process of incre><ing managerial control
over the workplace.’

These efforts to extend managerial control were {requently resisted
and countered by workers in their daily performance or tasks. Conflict
inindustrial societies was a constai:t tension be*ween the management
and labor elements of the industrial setting.* Industrial conflict may be
viewed as ongoing cycles of control and resistance.” A major concern is
the recognition of how worker participation fits into the social and
historical perspective of these cycles of control.*

Edwards’ acclaimed work, Contested Terrain,” contains one of the
roust effective discussions on the development of workplace control
mechaaisms, the resulting conflict, and worker resistance. Edwards
identifies three nredominant forms of control used to direct workers
toward management’s design of the production process. These three
— simple control, technical control, and bureaucratic control — were
historically evolved patterns for maintaining hegemony over the weirk
force and control over the work process. Dickson raises the concern
that participation, rather than an escape from scientific management
and hierarchical control, is itself a new form of organizational control.*
If these writers are correct, then v srker participation on its face would
e a wolf in sheep’s clothing to unions and workers’ control advocates.
This is the question raised by many unionists who remain skeptical of
QWL after enccuntering years of hostility and deception in the labor-
management relation, while others feel unions can avoid *his problem.

This cycle of control striictures and worker response is an ongoing
feature of the struggle in the workplac- oelween management and
labor. The evolving character of cor.irol me hanisms highlights two
important aspectsin this historical dynamic, firsi, struggle over control
in the workplace is a persistent and deeply rooted aspect of industrial
settings; second, the forms of control are increas:ngly embedded in the
technical and social division of labor in the worlplace. Thus, the very
structure of the labor process, with all its rules and specialists, becomes
a central element of control processes. Consequently the issue is, as
Dickson outlines,’ whether the present a sproaches ire participation in
control, or participation as control.

Participa ‘on and Industrial Democracy
Participation has long been an important concern in our democratic
society. The nght to have a voice n political decision-making, ar.d
providing guaranteed opportunitics to exercise those nghts, is a ~or-
nerstone of American poli‘ical democracy. Yet the nghts of political
participation do not spill over to th>» workplace The worker’s rightto a
voice in deision-making and the legitimate opportunity for involve-
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ment in various levels o1 decision-making 1n the workplace have not
been a hallmark of American industry. The opportunity for participa-
tion, and the effectiveness of that participation, varies greatly. The
scope of partiwcipation and the extent of involvementin t'  'arkplace
decision process also seem to vary, but generally remz..i. maited 1n
nature. This does not mean that democracy 1n the workp:ace has not
been a goal.

Industrial democracy is a concept that extends the rights of par-
ticipation into the economic as well as the pohtical activities of society.
Industrial democracy means that the rights of involvement in decision-
making should be extended to all the citizens in the workplace, just as
they are politically in society at large. The concept of industrial democ-
racy as an ideal has long played an :mportar role in the Ameri :an
labor movement." Collective bargaining itself 1s a manifestation o: the
efforts of workers to push for greater participation and democracy in
the workplace. Douglas Fraser, past President of the United Auo
Workers, has de¢ciared that industnal democracy has always been and
still remains an important goal of the labor movement " Fraser em-
phasizes participaticn as a necessary step toward the goal of greater
involvement and democracy for c.tizens at the workplace. Yet the step
of participation does not necessarily mean that either democ .y or
increased real control will result.

Blumberg'? and Pateman' provide an effect.ve introduction to the
scope of participation in pohtical theory and in practice. Participation 1s
strongly rooted ir. our political theory, yet the application of tnis nght
has often been limited, resulting ir a case of less than full democracy in
cociety. Ideally all may have the right to participate, but some may
have greater opportunities than others. This inequahty of participation
has plagued the political process, and certainly 1s the practice in
economic decision-making. Greenberg, in a clarification ¢f the theoret-
ical iterature on participation, discusses the diverse schools of thought
on worker participation.” These perspectives vary from management
an humanistic psychology to democratic theory and participatory left
inter—retations of the concept and applications of participation in
work. A central argument s that confusion anses in both the precise
meanings and the inconsistent practices of participation. Loveridge
reinforces this concern that participation has been ambiguously and
inconsistently practicea.” In an attempt to specify the toundaries of
the terminology, Dachler and Wilpert, «..r example, have examined the
conceptual dnmnensions of participation in organization." The con-
clusions from these readings are that par‘icipation, ke QWL, 1s a term
which has been inconsistently and amltugucusly applied, leading to
more confusion than clanty.

Or.e need only review the management hterature to recognize the
divergence of interpretations used in defining and designating par-
ticipative activities. Management discussicns ot participation focus on
patterns of low intensity and narrow applications of invclvement.
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Participative management h. been descrnibed as a method to achieve
the goals of managers through greater attention to the human re-
sources of the organization.”” A style of management that encourages
selective participation in work-related problem solving is the major
aspect of this approach. Humamstic psychology reinforces this approach ‘
by identifying important human social needs of workers for recogni- |
tion and a voice in work activity.™ The role of humanistic psychology
an 1 the human relations school in management theory is very impor-
tant. Yet one must not forget the overarching constraints that influence
managem- nt behavior. Berg and his cc'leagues examine the work
reform movement and managers’ responses.” Berg recognizes skepti-
cal concerns among managers as strong deterrents to exr erimentation
in work design, but suggests that the organizational and economic
environmental constraints are possibly the most influential in limiting
the extent of work reform that 1 anagers will undertake in the
wc aplace.

+he interpretations of pa uzipation are widely divergent when con-
trasting the management/humanisuc psychology approaches with the
demccratic theory and participatory left views of some 1n the labor
movement. The concept of industrial democracy, while not a con-
sensus interest of al' workers or unions, nevertheless is an important
goal to many in the Iabor moveme 1it. The right to participate, and the
goal of participation in the worknlace, are concerns for manyin the left
and labor movement. Workers’ control as a means for advancirg these
industrial democracy interests is a theme explored by Hunnius, Gar-
son, and Case.” The impertance of lator’s stake 1n a democratic
workplace is emphasized by Olson.” Carnoy and Shearer argue that
economic democracy 1s a participative pattern that exceeds the con-
fines of the work site and ultimately incorporates the entire economic
reaim of society.” Their book is an excellent discussion of the important
linkages hetween woikplace democracy, political democracy, «nd
extending economic democracy.

When democracy and participation are pushed to their full potential,
the result migit be wor: or ownership of the enterprise. Zwerdling
surveys the range of pariicipauve approaches from advisory oppor-
tunities to worker ownership **In a seminal study, Bernsteinidentified
several basic elemer s necessary for effective worker participation ir.
decision-making, and set up a useful framework for viewing the
interrelationship ot different levels of enterprise decision-making anc
dem.ocratic participation.” Bellas examines worker ownership in the
plywood industry as an example of the extension of industnal democ-
racy.” May 1ssues central to this worker ownership direction are
discussed in a collection of essays that identifies the cr*ical problems
involved in woixers’ attempiing to participate at the highest levels of
control in the workplace ™

Theoretically, participation can extend to full control for workers in
both the enterprise and in the total « ..nomy. Obviously there are
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pressures from management and property owners against such an
evolution, owever. Walker provides a valuable discussion and ‘ax-
onomy of the problems and practices within the range of wo_kers’
participation 1n management.” He examines the tension of these
diverse interests and suggests that the practic> of participation will
continue to unfold in conflict and contradiction as organizations at-
tempt to evolve from traditional authoritaran structi:res toward more
participatory forms.

International Experiences With rarticipation

An examiaation ur the actual experiences ot workers and unions
with participative approaches indicates that quite distinctive patterns
arise in different countries, with the most exten<ivc experiences occur-
ring in Europe. While there have been many initial xmerican exper:-
ments inintroducing forms of worker participation into the workplace,
none has developed as far as the formalized or legislated practices
found in many European setting..

The majer European countries ha’e developed approaches which
vary considerab'v in their forms and extent of participation. Northern
European naiions are examples of the most advanced forms of indus-
tual democracy. Thorsrud and Emery provide a seminal work with an
empirically based rationale for democratic participation at work.™
Qvale” and Gustaven ana Hunnius” present the Norwegian strategies
for creating new work refcrms and democratization of industries,
while Gardell decribes the process of work reorganization in a Swedish
setting.” The Swedish model features both co-determination and
autonomous work group elements for extending industrial democ-
racy. The Swedish Institute and the Min:stry of Labor have publish :d
numerous articles describing the political and economic participation
that workers have developed to ga:n control of the r working hive:and
of national economic planning.

The experiences in Western Europe vary across the ccntinent, with
co-determination forms in West Germany and shop steward par-
ticipaticn in Great Britain as distinctive examples of alternatives that
trade unions may pursue under the industrial capitalist sy: te1 «. The
importance of comparative developmenis in Europe must be em-
phasized because European economic structures are similar to the
American economic systerr and these models represent potential
adaptable approaches ror American industries. Garson, for example,
presents an effective introduction to the Western European experi-
ments in worker self-management in indust.~.* Cooper and Mumford
also survey experiences ir both Western and Eastern ".urope " For an
American perspective on various European plans, see¢ Bernstein and
Bernstein on the comparisons of industrial democracy |- «tterns across
12 nations.™

Easterr Europe is characterized by a planned econcriny rather thana
marke. economy and by the elimmnation of private owneiship of the
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means of production. Yugoslavia 1s the most documented case in the
area, and Adizes provides a basic overview of how industrial democ-
racy operates in that country.™ ' achtel describes the methods of
w~ kers’ management in theory and practice in Yugoslavia.*

Japan has been the focal pomnt of much interest regarding labor-
management cooperation. Cole provides a comparative examination,
with a valuable discussion of the historical background of indus-
trialization in the Japanese economy.” He contrasts American and
Japanese auto industry patterns of wor’ organization and par-
ticipation. One of the most noted features f this Japanese manage-
ment style is the “Theory Z”” organization system.* Some analysts
attempt to explain the success of Japanese management styles as a
product of cultural and social factors as well as basic economic cooper-
ation,” while others seek to debunk the impression that Japanese
managetaent has some unique or magical solutioa to labor-
management conflict.* This second view stresses the links of American
ideas to Japanese methods and underscores the fact that Japanese labor
and cultural conditions are significantly different from the American
experience. There is a considerable (some would say excessive) atten-
tion to Japanese management methods in the literature.

American Experiences With Participatio

The bulk of American experiences with participative approaches and
employee involvement has been principally within the past decade.
Davis* and Walton* both survey the major developments in the past
few years. Weinberg' : nd Batt and Weinberg“ complement this with a
viewpoint from officials from the U.S. Department of Labor. The
predominant forms of worker participation are the QWL/EI activities
found most notably in the auto industry.

There are several readings that set a context for understanding the
overall growth of these QWL/EI activities. Major works in this regard
are tnat of Davis and Cherns* and the more recent documentation by
Siegel and Weinberg* of various app'ications. A May 1981 Business
Vieek arucle is a.other mustitem for reviewing the growing American
management exf _rimentation with worker participation.” Finally,
Simmons and Mares offer the must recent book in this field, w'iich
examines the scope of participative levels and effectively discusses the
problems that arise on the road to developing significant wcrker
participation in the workplace.*

The aztuai description and evaluation of QWL/E] activ.ties currently
teing experienced in many workplaces ic an important check on the
prac'ices of this approach. Most of the citations center on ‘oint ap-
proaches by labor unions 2and management to improving the work-
place and work process th ough increased employee involvement in
decisi >n-making. Some examples include the General Motors-UAW
exreriences;* the Bolivar, Tenn., project, also a IJAW effort;* a hos-
pit. setting experience;” the six years of experimentation at General
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Foods Topeka;* and an elaborate analysis of workplace demo-
cratization in an insurance company.® Two valuable articles which
briefly outline the QWL process and implications for work site apph-
cations are those by Drexler and Lawler™ and Driscoll.”* Witte’s study
of paiticipation in a nonunion workplace represents one ¢f the most
docuraented ef{orts at unders.anding the dynamics of employee n-
volvement in an organizational setting.* Finally, for lessons of critical
value on the QWL process and prospects, Goodman presents 10issu2s
that are vital to the ongoirg effectiveness of any participation effort *

The Process and Politics of Participative Approaches

There is a need for labor educators and union leaders to become
familiar with the details of implementing workplace participation
processes. There are a number of guidelines available fzom resource
centers such as the U.S. Department of Labor, various QWL centers,
and sorr 2 local area labor-management committees. The Lansing Area
Jeint Labor-Management Committee, for example, has recently pub-
lished an orientation pamphlet on the QWL/EI process.™

The d<sign of participation requires careful attention to several
aspects of the existing organizational relatior.ships, and severalarticles
describe the introduction and structuring of the process. Bohlander,™
Bourdan,” and Stymme* examine these design questions and provide
some model suggestions. Guest? and Westley” also point out several
elements of design that should be incorporated in developing an
effective QWL/EL process. For those examining we quality circles
approach, Gregerman® and Klien* are helpful in ale.ting partic.pants
to the issues involved. The process of participation poses a potential
risk of disrupting the politics within both the union organization and
formal management structures if done in >roperly, and attention to
these interests is necessary. Nadler and rawler overview many of
these perspectives and directions within the QWLJEI efforts.”

The literature indicates that most pasticipatory approaches are in-
itiated, designed, and controlled by management. Even when the
union is a joint partner, management frequently seems to be the more
active partner. The concerns of union leaders regarding these up-
proaches usually center on vhether management appears intent on
sharing control over the process and what goals managemen: holds
respecting the scope and direction of QWLJ/EI policy. Many unicnists
support participatory efforts as advancing the interests of the union
when the design and control is a joint labor-management effort.
Bluestone,” Horner,* and Watts” are uruon leaders who argue the
support’  side uf the issue.

Coher-Rost 1thal, however, questions whether unions should be-
come involved, and examines the appropriate conditions under ‘which
they should.™ Understanding what is in QWL/EI for the unions and
workers is an importe nt concern as unions ceek to match their own
interests with the prospects within participation.” Two other impor-
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tant resources in this area are Greenberg and Glaser on the viewpoint
ard interests of union leaders,” and Extending Workplace Deinocracy, an
extensive discuss'~m of the pros and cons of QWL activities directed to
union leaders.”

There are many who have reservations about, or are against, union
involvement in workplace participation programs. While there are
many joint labor-management ventures, there 1s also extensive use of
the participative approach in nonunion work sites. Employee par-
ticipation efforts are an important tool used by union-free manage-
ment consultants to address employee concerns and to keep "nions
out of the workplace. This duuble-edged application of participative
programs has led some unionists to condemn the cooperative effort as
really a co-optive strategy. The periodical American Labor’* and Lager-
feld” have directly raised this issue and expressed their concerns
reg’ ling such activities as union-busting. Barbash’ and
Winpisinger” also express skeptical viewpoints on the sincerity an4
appropriateness of this approach. There are problems for the role of
the stewards ‘1 the workplace which is introducing participative
efforts.™ The caution that participation might in practice become a tool
for deception and greater mancgerial control over the work force is
proposed by Ramsey”™ and Dickson™ to alert uniorusts to the need to
examine very closely the employee involvement activities. All these
authors question the basic premise and sincerity of management-
designed participation and express doubt that any significant changes
in decision-making or control in the workplace could develop from
such programs. Donat.ae* and the IUD Viewpoint® provide further
arguments regarding the cautions necessary when engaging i par-
ticipative approarhes. Finally, Parker and Hansen term this approach
the “circle game,”” disdainfully evaluating the consequences resuiting
from such participative diicle activities.”

Jne final area for a.tention is the impact of participation programs
on ccllective bargaining Rosow identifies this area as one of the key
issues to watch carefully in future participative activities.” Concerns
have been expressed that QWL/El should not interfere with the normal
collective bargaining relationship or with the day-to-day admin-
istration of the contract.” Crov.’ey and his colleagues explore union
members’ preferences for how their representatives should behave in
this activity, especially regarding the ongoing; protection of traditional
issues.* St. Antoine suggests that the legal scope of coilective bar-
gaining might be expanded as a response to this shift in labor-
manggement relations.” In a related note on the legal framework,
Schneider examines the National Labor Relations Act, section 8(a)2, to
determine whether certain conditions of participatory cooperation
might in fact be violations of the law. He contends that nonunion
settings might risk violatior if management is dommating or inter-
fering with the labor organization, creating a kind of company union.*

There are several topics of further interest available for review. The
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primary concerns include information on the viewpoints of manage-
ment toward participative approaches, the exploration of participation
impacts upon the roles of supervisors and stewards in the workplace,
specific participation and problem-solving styles and their conse-
quences, basic definitions, and examples of alternative participation
approaches.

Additional Sources of Information

Besides the articles and books mentioned above, therc are many
other sources of information on the topic of worker participation in
decision-making about which labor educators should be aware. Not
limited to print materials, these sources include organizations that
work within the subject area, periodicals that regularly foc:s on these
topics, and films which may be useful tc labor education programs
about QWL issues.

Organizations

There are a number of organizations working w* in the general area
of expanded decision-making in the workplace. Some of these are
dedicated to a specific form or mechanism for employee involvement,
for example quality circles, c. ire tied *» a very specific geographical
area. The list belo'v involves some of these specific organizations as
illustrations of their type, and is not meant to slight other such organi-
zations by exclusion.

Association for Workplace Democracy, f>rmerly the Association for
Sei-Management, is a nationwide netwo.k of activists, academics,
and practitioners interested in the larger topic of participation in the
workplace. The network involves everyone from QWL advocates to
worker-owned business members. AWD sponsors both nationwide
and regional conferences. Workplace Democracy, the quarterly journal of
the organization, is a good source of information o~ th2 wide range f
topics that can be related to the concept of workplace democracy. AWD
is a membership organization. Association for Workplace Democracy,
1747 Connecticut Ave., N.W., Washington, D.C. 20009. Phone
202/265-7727.

Industrial Cooperative Associ.tion ‘s an organization that has
worked in a variety of settings assisting workers who have converted
their w. skplaces to cooperative ownership. ICA has also changed its
focus to include advising labor unions in relation to corporate research
areas. ICA is one of the groups working in this very specific form of
expanded worker control — worker ownership — and have ap-
proached it in a way to ensure the greatest amcunt ot employee
involvement in decision-making within worker-o - n~.. enterprises.
Industrial Cooyerative Association, 249 Elm St., * ... ~ville, Mass.
02144. Phone 617/628-7330.

Nutional Center yor Employe. Ownership has been a .~aior clearing-
house for information on employee ownership issues and also has
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offered services of consultation and technical assistance. Their publica-
tions include bibliographies, case studies, and handbooks on the
subject. National Center for Employee Ownership, 1611 S. Walter
Reed Drive #109, Arlington, Va. 22204. Phone 703/979-2375.

Ontario Quality of Worklife Centre is a division of the Ontario
Ministry of Labor and is dedicated to education, consultation, and
research on issues in the broadly defined QWL area. QWL Focus is the
quarterly journal of the Centre and is a well-written, high quality
journal. The journal’s bibliographic references, along with its an-
nouncements and reports from national and international con-
ferences, are well worth the trouble of writing for this free publication.
The Centre also disseminates periodic working papers and reports
which equal the journal in quality. Ontario Quality of Worklife Centre,
Ontario Ministry of Labor, 15th Floor, 400 University Ave., Toronto,
Ontario, Canzda M7A 1T7. Phone 416/965-5958.

Michigan Quality of Worklife Council is an example of the type of
state and regional QWL centers that are developing. The Council does
technical assistance, promotion, education, and publishing in the area
of quality of work life. The Council’s Quality of Worklife Review is a
quarterly that should interest those outside the state of Michigan as
well as those within it. Michigan Quality of Worklife Council, 755 W.
Big Beaver Rd., Suite 508, Troy, Mich. 48084.

Lansing Area Joint Labor-Munagement Committee 1s an example of
what can be done on a city or areawide basis. It promotes QWL
through its newsletter, other publications, conferen-es, and other
activities. Lansing Area Joint Labor-Management Comraittee, 1801
West Main St., Lansing, Mich. 48915. Phone 517/432-1654.

U.S Department of Laber’s Division ~f Cooperative I abor-
Mcnagement Program was established in 1982 to provide publications
and information network assistance to all interested in participation
programs in the workplace. The agency has issued a number of very
useful publications on forming a joint labor-management committee
and on plant closings, and has compiled the Resource Guide to Labor-
Management Cooperation (see note 1), which lists 181 in-plant, industry,
and areawide committees (of which the Michigan QWL Council and
the Lansing Area Joint Laber-Management Commuttee are examples).
Duwvision of Cooperative Labor-Management Programs, Labor-
Management Services Administration, U.S. Department of Labor,
Washington, 0.C. 20216.

Periodicals

Workplace Democracy, QWL Focus and Quality of Worklife Review are
described immediately above. Another important periodical that
covers the issues of worker participation on a regular basis is Economic
and Industrial Democracy. Started in 1979, this publication is a source of
well-written, more academic explorations into the diverse topics with-
in its area of concern. Past issues have focused on Eastern Europe and
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workers’ self-manageme.« and the political economy of education. Itis
a definite must for anyone who wants to know the area in both a
theoretical and practical way from an interrational perspective. Eco-
nomic and Industrial Democracy, c/o Sage Publications, 275 S. Beverly
Drive, Beverly Hills, Calif. 90212. Please especially note Dor-ald Van
Houten’s Bibliography: Industnal and Economic Democracy,” Eco-
nomic and Industrial Democracy 3 (August 1982): pp. 3¢6-79.

Films

There are a number of films that discuss aspects or worker participa-
tion and the QWL process. Scme are brief, but cuivey their point
clearly.

The Detroit Model (produced by WNET, 1980, distributed by Califor-
nia Newsreel) depicts the stark crisis of the auto industry, responses of
rationalization, and possibilities for democratization of production
decision-making. [For a review, see LS] 7, no. 1(1982). pp. 61-63. —
Ed.}

We've always Done It This W y (produced by ATV Television, 1978,
distributed by California Newsreel) depicts how Lucas Aerospace
workers in Britain worked to save their jobs by joining together to
intervene in production decision-making.

Temiscaming (produced by National Film Board of Canada, 1975,
distributed by California Newsreel) describes how workers, govern-
ment, and businessmen in Canada worked to reopen a shut-down
U.S.-owned paper company Temiscaming Mill, and how this effort
impacted labor-management relations.

Why Work? Part I (produced by WNET, 1976, distributed by Califor-
nia Newsreel) explores the ““work crisis’* of alienating and unsatisfying
production jobs. The film illustrates alternative approaches to work-
place democracy in several diverse work sites.

Blue Collar Capitalism (produced by JBS Films, 1978, distributed by
Michigan Media) describes the worker-community buyout of an asbes-
tos mine in Vermont, and explores ihe complex problems involved
in worker ownership.

1 Told Them Exactly How to Do It (produced by Vdeo Aides, Tuxedo,
N.Y. 10987) is a short (12-minute) film on the problems in the work-
place when supervisors tell employees exactly how to ao the job, but
fail tolisten to the employees. Consequences are poor communication,
incomplete instructions, frustration, and production flov- ' ak-
downs.

Joshua in the Box (produced by Steven Basustow Productions, Califor-
nia, 1970) is a 5-minu{e animated illustration of the process of change;
opportunities, desire for change, fear of change, and the circular
rest.ts of change within uncertainty. It is useful tor activating dis-
cussion on the meanings of and resistance to change, and the con-
tradictory needs and emotions of all of us in a change situanon.
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