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Since World War II, the.labor markep in the United States has experienced
significant changes in the combosition of the work force, type of work performed,
institutional rules of operation and structure of wages, employment and unemploy-
ment. Some of the changes continue historic trends. chers. however, have
diverged from developments of earlier decades to create new labor market condi-
tions and problems. In this paper, I identify seven of the most important
changes, document their magnitude, and seek to estimate their impact on the

economy. The seven changes are:.

(1) A decreasing rate of growth of real wages and labor productivity.

For the first time in recent American economic history, the real/
{(constant dollar) pay and average output per worker have failed to
increase substantially over an extended period of time. From 1900 to
1966, real earnings increased by 2.1% per annum. From 1966 to 1978,
real compensation per manhour inCréased By just 1.77% per annum.- Qutput
per worker grew by 2.4% from 1900 to 1966, compared to just 1.87% from
1966 to 1978. Slackéned‘growth of real earnings énd productivity in

the 1970s represent one of the major changes in the United States' labor

market.
(2) A changed ige, sex, and education composition of the work force.

Continuing historic trends, the percentage of the work force that is

female, and the percentage with high school and college training have in-
creased, while the labor participation rate of older men has declined. The
age structure of the work force was also altered as a result of the post
World War II "baby boom'". These demographic changes make the typical worker
in the latter part of the 20th century different from the typical worker in
earlier decades and have led to different market problems.

(3) A significant change in the composition of labor demand and employment.

Continuing long-term historic .trends, the fraction of workers employed in



(4)

(5)

white collar occupations,_in_government, and in the service industries
increased in the period under study, while the fraction working as factory
operatives or laborers, and in agriculture declined. In nore détailed
sectors, there were also marked changes in the composition of employment,
with the number of workers in some industries (i.e., coal) decreasing in
early postwar years and then increasing in the’lattér years, while the con=-
verse occurred in other industries (i.e., education). In a strikingly new
development, the growth of demand for educated workers fell short of the
growth of supply, with the result that the quality of jobs obtained by the
educated declined. The sizeable‘changes in employment by industry and
occupation highlight the flexibility of th; work force in'r;spoﬁse to -
dynamic changes in demand for labor in a modern economf.

A declining proportion of workers in trade unions - o

In 1954, 35% of nonagricultural workers in the U.S. were in trade unions;

in 1974, only 267% were so organized -- a decline -in the extent of union
organization of comparable magnitude to the decline in percentage organized
in the 1920s. The decline in the proportion organized is the resultant of

two divergent trends: é steep fall in the proportion of private wage and
salary workers who are organized, even in traditional union strongholds;
contrasted with a sharp rise in the proportion of public sector workers

who are organized. Thus, unionism has become less prevalent and qualitatively
different than in the immediate post-World War II period.

Changes in the rules and procedures of operation of firms and unions.

Three important sets of forces have fundamentally altered the way in which
companies hire, fire, promote, and otherwise treat workers: equal oppor-
tunity and affirmative action legislation by the federal government; other
federal.laws such as in occupational health and safety; and the advent of
computerized personnel files. These forces have transformed the personnel

practices of companies to an extent unprecedented since the onset of the
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scientific management movement of the 1890-1920s. They have had a particularly
significant effect on the way enterprises treat minority and women workers.

(6) An altered structure of wages.

Differentials in wages by race, age, education, and occupation have under-
gone fundamental changes in the period. The wages of young workers have
fallen relative to the wages of older workers. Blacks have gained relative
to whites. The composition of the wage package has also altered, with
fringes becoming an increasingly large share of labor cost. Sizeable
medium term changes in tﬁe differentials paid different groups of workers
highlight the‘flexibility of wage sﬁructures.

(7) Changes in the rate and composition of unemployment and its relation to
wage inflation.

The average rate of unemploymeﬁt in the United States drifted upward in the
period under study. In ﬁhe 1950s, unemployment averaged 4.5%; in the 1970s,
6.2%. The fraction of the unemployed who are young workers, particularly
young minority workers, has risen noticeably as has the fraction in

high skiil groups. The rate of change in money wages coincident with

given levéls of unemployment rose over the period, destfoying the once
widely held belief in the existence of a stable Phillipps curve linking
wage inflation to unemployment.

Plan of Study

What are Ehe quantitative dimensions of the seven changes sketched out
"above?

To what extent do the changes represent continuance of past labor market
developments or fundamentally new patterns of change?

What caused the seven major changes?

The paper seeks to answer these questions. First it analyzes the magnitude

of each of the seven changes and the extent to which they represent a continuation



by

of historical trends or fundaméntally new economic developments. Then it
tries to determine the cause of the changes and their meaning for the opera-

tion of the United States' economy.

Change (1): Growth of Real Earnings and Labor Productivigz

Pérhaps the most distrubing post-World War- IT trend in the American
labor market has been the notable retardation in the growth of real wages
and output per manhour that began in the late 1960s. As Table 1 shows, long-
term increases in real compensation per manhour on the order of 2.1% per annum,
which had risen in the 1947 té 1966 period, declined to just 1.7% from
1966 to 1978. The rate of growth of real average hourly eafnings (which exclude
fringe benefits and are thus a less desireable measure of earnings, but which
is widely used in analyses) fell from 2.4% (1947 to 1966) to just 0.8% (1966
to 1978). Concomitant with the decline in real earnings was a sharp fall in
the growth of output per manhour.

Is the retardation in the growth of real earﬁings and productivity
the result of sectoral shifts in the economy, such as the reduced flow of
workers out of agriculture or the shift into services? Analysis by the U.S.
Bureau of Labor Statistics suggest that 22% of the reduction in growth from
1947-1966 to 1967-1978 can be attributed to sectoral shifts;L/ which falls far
short of accounting for the bulk of the retardation. That sectoral changes
are not the prime force at work is documented by the fact that productivity
~growth has decreased in most industries: in 47 of the 62 industries for which
fhe B.L.S. calculates producﬁivity, rates of change in output per employee hour
were lower from 1966 to 1976 than from 1947 to 1966. Similarly, while raﬁes of
change in earnings differ for various grbups of wprkers [see the discussion of
Change (6)] only in coal was the rate of increase in real earnings higher
post—1969 than pre—l969.g/ The seventies's retardation is not the result of

the changing industrial mix of the economy.



~5-

Table 1

Retardation in the Rate of Growth of
Productivity and Real Earnings

Compound Annual Rates of Change

1900-1966  1947-1966  1966-1978

Productivity :
1. OQutput per manhour (NBER) 2.40% 3.39% -
2. Private businesssector output - 3.307% 1.837

per hour of all persons (BLS)

Real Earnings ' :
3. Annual earnings - 2.147% 02,907 -

4. Compensation per manhour - : 3.30% 1.71%
5. Average hourly earnings, - 2.36% 0.84% i

private industry

Source: Line 1: U.S. Bureau of the Census, Historical Statistics, Part I.
Series D-683, p. 162.

Line 2: U.S. Department of Labor, Bureau of Labor Statistics,
Handbook of Labor Statistics, 1978. Bulletin 2000, Table 79,
P- 229 with 1978 from Monthly Labor Review, August 1979,
Table 31, p. 103. (Note: 1947-66 based on hours worked con-
cept from labor force data with 1978 estimated from 1977-78
from change in output per hour using established data).

Line 3: U.S. Bureau of the Census, Historical Statistics, Part I.
Series D-726, p. 164 for 1900-60; Series D-722, p. 164,
deflated by E-135, p. 210. I calculated the growth rate
from 1900-60, then from 1960-66, and used the final figure
to calculate 1900-66. A similar procedure was used to get
1947-~66. '

U.S. Department of Labor, Bureau of Labor Statistics,

Handbook of Labor Statistics, 1978. Bulletin 2000, Table 80,
pp. 231-232 with update from Monthly Labor Review, August 1979,
Table 31, p. 103. Because of slight inconsistencies between
the series, I used the percentage change from 1977-78 in the
Monthly Labor Review to update the series.

Line 4

Line 5: U.S. Department of Labor, Bureau of Labor Statistics,
' Monthly Labor Review, p. 81 for average hourly earnings,
p. 89 for consumer price index deflator in 1978 with earlier
figures taken from Handbook of Labor Statistics, 1978,
Table 118, p. 399.
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The retardation in growth rates is also not directly explicable by the

sluggish state of the economy injthe 1970s. Regression analyses of the log of real

'earnings or productivity per manhbur on a trend variable, a 1970 trend, and a mea-

sure of business cycle, the level of unemployment, yield significant negative 1970

trend cbefficients. Comparable regressions using a first difference format and

using different trend breaks yigld similar results(é/
| Accepting the retardation of growth as real, what factors can be

adduced to explain the pattern oﬁ change?

A major effect to account for the 1950s slowdown has been made by
Denison, who has used standard growth accounting‘methods to attribute the
decline in productivity to selected factors. Table 2 presents the results of his
analysis for the period 1948-1973 and 1973-1976. While Denison's period is shorter
than thét in Table 1, suffers from reflecting cyélical (the 1974-1975 recession)
as well as éecular patterns and other problems, his estimates offer the best
available evaluation of the magnitude of factors at work.

With respect to labor inputs, Deniso; finds little impact of changes in
workers' hours and attributes to the decelerated growth rate: the sizeable increase
in the educated work force in the period,'ﬁhich tends to raise growth, is balanced
off by the decrease in labor input due to fewer hours worked and the changing
age-sex composition of employment. Extending these calculations over a longer
period of time is unlikely to greatly alter the results [see Change (2)1.

With respect to the other major input, capital, Denison's calculations
suggest only a modest role to sl&wer capital formation per person in the retarda-

tion. From 1948 to 1973 Denison finds a growth of capital and per person

employed of .35 points, compared to .24 points from 1973 to 1976, a modest retar-

dation of .1l points compared to the decline in productivity of 2.97 points. Using
different data, Mark obtains an even stronger result as he finds that '"the capital-
labor ratio grew at about the same rate from 1966 to 1976 as it did from 1947 to

1966" (p. 198), eliminating it as an explanatory factor.



Three other possibiiiﬁies for explaining the retardation deserve
attention. First is the decliné in expenditures on R & D relative to national
output. While the drop in R & D may have complex effects on the economy, estiﬁates
of its contribution to the retardation of growth using standard growth accounting
suggest only a modest impact (Denison, Qriliches).

Second is what Denison calls '"changes in the legal and human environ-
ment," due in large measure to governmental regulation [see Change (6)]. While
there 1s general agreement that regulations have reduced measured productivity,
>estimates of their magnitude are difficult to obtaiﬁ. Thoie of Denison indicate
that costs incurred to protect the physical environment and health and safety of
workers may explain as much as 13% of the retardation (-.40/-2. 97)

The thirq, and most controversial factor, is the rise in energy prices. -
Some analysts place great weight on the increase in energy brices'and resultant
decline in energy used in their analyses of productivity (Jorgenson & Hudson). The
fact that the timing of the drop in productivity and real.wages was concentrated
after 1973, which is roughly coincident with the'rise in oil prices due to OPEC,
tends to support this interpretation. On’the other hand, other'analysts (Perry,
Denison, Bruno & Sachs) attribute a smaller impaét to the.rise in energy prices,
largely because energy use has not declined dramatically.and does not constitute
a large share of national product.

As Table 2 sths, the bottom line in Denison's calculations for pro-
ductivity growth in the 1970s, like.those for earlier times, leaves the final ex-
.planation opeﬁ to question, for the key factor is changes in the residual "advances
in knowledge and miscellaneous determinants', which dropped from positive 1.41 to
negative -.75 in the period covered. In sum, while there is general agreement
that there was a marked break in trend in productivity and real wage growth in
the period covered, the cause and possible long-term persistence of the change

remain open to question.

Is the retardation a phenomenon unique to the United States in the



Table 2

National Income Per Person Employed in

Nonresidential Business:

Growth Rate and Sources of Growth
1948~73 and 1973-76

1948-73 197878 Change
Growth Rate....—-. 2.43 -~0.54 —-2.97
Contributions to grewih rats In peccentsge polats ‘
Total factoe Input: -
Cbanges in workers' bours and sttribntes:
Bours. .. ocmeccccccccecaan -4 - 54 -.30
Age-sex compostion... -17 -.25 -. 08
Education. ... .82 .88 .36
Changes in capital and land per person employed:
Inventories...... .10 .02 -, 08
Nornresidentia] structures snd squipment. .29 .25 -, 04
Land._ - 04 - .01
) Outpat per unit of Inputst
Improvad allocstion of resources S .___. — .37 -.01 -.38
Changes in the legal and buman environment 8. - 04 —. 44 —. 40
Economies of scale. : - .41 .24 - 17
Irregular {actors..... - . —~.18 .09 .27
Advances in Xnowledge and m!scsllaneous determinants ¢ 141 .75 —-2.18

1. Contributions to the growth rate shown {n subsequent lines are restricted to effects upon output per unit of input.
2. Incindes only gains resulting from the reallocation of labor out of (arming and out of self-empioyment and unpaid family

1abor {n small non‘arm enterprises,

3. Includes only the sfects on output per unit of input of costs incurred to protect the physical environment and the safety

and health of workers, and of costs of dishonesty and erime.
4. Obtained as arasidual.

Bource: Edward F. Denison, Accounting for Slower FEconomic Growth: The United Stalea in the 18705, The Brookings Institu-

tion, 1979, Table 7-3. (To be published)
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post-1967 period, or is it a more general process?

Table 3'presents evidénge on the growth of productivity and real wages
in several developed countries and in the United States which suggest that the
retardation has characterized most of the developed countries, and is thus more
likely due to worldwide economic trends than to developments specific to the
United States.

What stands out in Table 3 is the fact th;t both before and after the
period of retardation, the grogth rate of the United States was exceedingly dismal:
worse than that of every country save the United Kingdom. Moreover, though in
earlier decades slower growth in the U.S. might be attributed largely to higher
initial levels of productivity and real earnings, such an explanation has de-
creasing validity. Despite serious problems of comparison due to exchange rate
fluctuations, there 1is no doubt that the U.S. no longer has a major advantage in
real income over other major developed countries: by the latest B.L.S. comparisons,
in fact, the U.S. had lower compensation per hour worked than did Belgium, Germany,
the Netherlands, and Sweden;y{ Finally, it also is important to realize that the
more sluggish increases in real wages in the United States compared to other
developed countries are partially attributable to the rough constancy of labor's
share of compensation in national income in the U.S. in the period, compared to

an upward trend in labor's share in several of the other countries.

Since growth of productivity and real wages is the essence of economic
progress, the declining rates of increase in the 1970s represent a potentially
major economic problem. Productivity advances are necessary for iomproving

average living standards and make numerous national goals easier

to attain. Reduction of poverty, increased real defense spending, allocation

of a greater share of desireable jobs to women and minorities, and increased
support of older persons is easier, most would agree, in a éapidly growing
economy than in a sluggish one. In the late 1950s, the Rockefeller Brothers
issued a report comparing the growth of the U.S. to that of the Soviet Union and

called for a major effort to raise the U.S. growth rate. If the falloff in the
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Table 3

Compound Annual Increase in Output Per Hour and
Real Hourly Earnings in Manufacturing

1960-1977
Real Hourly Earnings of
Output Per Hour In . Production Workers In
Manufacturing Manufacturing
1960-1967 ©1967-1977 1960-1967 1967-1977
U.S. 3.4 2.4 1.5 0.9
Belgium 5.2 8.2 5.2 5.5
Canada 4.2 3.7 2.0 3.6
Denmark 6.0 6.4 4,1 5.1
France 5.5 5.5 3.4 5.1
Germany, F.R. 5.7 5.4 5.5 4.5
Italy 6.3 4.0 5.1 7.8
Japan 9.6 7.52 4.1 7.4
Netherlands 5.8 7.9 6.4 4.5
Sweden 6.8 4.6 4.0 3.2
United Kingdom 3.8 2.4 2.5 1.8
Austria - - 4,7 5.7
Switserland - - 3.7 . 3.2
Norway - - 3.1 4.5
a . ‘
Based on 1967-1976. B

Source: U.S. Department of Labor, Bureau of Labor Statistics,
Hanbook of Labor Statistics, 1978. Bulletin 2000
(United States Government Printing Office, Washington,
D.C., 1979). Table 164, p. 582 and Table 168, p. 586.
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1970s represents a new secular pattern of productivity growth rather than a
temporary phenomenon, national attention should, perhaps, focus once more on

policies to strengthen productivity growth.

Change (2): The Composition of the Work Force

In 1978, there were over 103 million persons aged 16 and over in the U.S.
work force, of whom 94.4 million were in the civiliaﬁ work force. Forty-one
percent of the work force were women; nearly half were less than 35 years of age;
and about one—foufth were between 16 and 24; approximétely one in three had
attended college for at least one year and one in six was a college graduate;
over 79§/werg high school graduates; and about 10% may have been illegal
aliens:_

Thirty years earlier, the composition of the labor force was quite dif-
ferent, with relatively fewer women, young persons, and highly educated workers.
The labor force participation rate of married women with spouse present more than
doubled over the period, and the proportion of married women in the labor force
with children under six nearly tripled. The participation of men, by contrast,
féll, especially those in ghe 55 to 64 age bracket énd non-white. In the span
of only three decades, the work force had changed to a remarkable extent (see
figure 1).

| The most important change was the influx of women into the job market,
particularly of married ﬁomen with children. In the early part of the post-
World War.II period, most of‘the increase.occurred among older women, many of
whom were returning to work as their'children reached school age. Nearly
SO% of the growth in the female work force between 1947 and 1965 resulted
from increased numbers of women aged 35 and over, whose labor force participation
rate rose sharply. By contrast, in the late 1960s and early 1970s, the major
source of groﬁth of the female work force was among ybunger women, with 775
of the increase coming from persons less than 35 years old. From 1965 to 1977,
the participation rate of women aged 20 to 24 rose from 50Z to 677 while that of

7/
women aged 25 to 34 rose from 397 to 60%.



Figure 1:
Fractions of Work Force
Percent Female Percent Less Than 35
s f
41 .43 621 .50
.38 ' .37
.28 .33 : :
1947 1960 1970 1977 1947 1960 1970 1977
: Percent High School
Percent College Graduate Graduate or Mord
.73
.65
- ' .49
.08 .10 .13 | e
1952 1959 1970 1977 1952 1959 1970 1977
Labor Force Participation of Workers
2278 |47% 11% }| 39% 907% 74% 857 ZlZ
1947 1977 . . 1948 1977 1947 1977 1954 1977
Married Women Married Women Men Aged Black Men
Spouse Present ' With Children 55-64

Under Six

Source: U.S. Bureau of Labor Statistics, Handbook of Labor Statistics 1978.

Table 1 (percent female), Table 3 (age data), Table 4 (male parti-
cipation rate), Table 12 (education data), Table 14 (female partici-

pation rate).
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The increased participation of women in tﬁe work force was related,
’p;esumably partly as cause and partly as effect,'to several important social
developments. The downward trend in fertility that followed the postwar
baby boom was undoubtedly linked to the change in pafticipation, though
the influx of women with children into the work force makes it clear that the
link is not the predominant factor at work;v Similarly, the growth in the
number of female-headed homes, which was especially sizeable among blacks, is
also likely to have beenvclosely tied to increased female participation. By
1978 only 23% of homes fit iﬁto the traditional.stereo;ype hu;?and—wife homes with
men employed and no other household member in the work force.

On the job side, the female work force was associated with a marked L
increase in part-time jobs, which are largely filled by women. In 1950,

16% of persons with work experience over the year were part-time workers:

9/
in 1975, 12%, and in 1977, 21%.

Because of the changes in fertility noted abbve, there was a remarkable
shift in the age structure of the work force. 1In the 1950s, the proportion
of the work force below 35 years of agé was relativély small because of the
low birthrate during the Depression. In ghe mid—1960s, however, the number of
younger workers began increasing at ﬁnprecedented rates due to the postwar
.baby boom. The proportion of workers under 35 years of age jumped from
_3§Z to 50% in the span of only one decade. As the proportion of the young
going on to higher education increased in the period, much of the
growth in the labor force of younger workers occurred among the college-trained.
In 1966, there were 0.49 male college graduates aged 25 to 34 per graduate 35
years of age and over; by 1976 the ratio had jumped to 0.78.l9/
The large size of the youth population has had several socio-economic

consequences. It has, as will be seen later, altered the earnings of younger

relative to older workers and made youth unemployment a major national concern.

Coupled with 1960s increases in the proportion of young choosing to go on to
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college, the increased number of youths sparked a large expansion of the educa-
tion sector and a ''golden age" for collegesland universities. Because crime is
an activity disproportionately conducted by the young, it also raised rates of

criminal activity (see Freeman and Medoff, 1980).

Despite the extraordinary increase in the number of young persons and
growth in their labor participation rate, youth unempléymént did not rise drama-
tically in the period studied. Among white youth aged‘l6 to 19 the number em-
ployed rose from 6.l.million in 1964 to 7.0 million in 1977 as the proportion
employed actually increased. ‘Among minority youth, however, the proportion in
the labor force and the proportion employed fell while the proportion unemployed
rose. The differential employment pros;;;ts facing white and black youth became
one of.the major problems of the decade.

One of the most surprising labor force changes shown in figure 1 is the

marked drop in the participation of adult males, particularly older men and

non-white men. In 1954, 867 of men 16 and over were iﬁ the work force; in 1977,
79%. Among non-whites the decline was even more precipitous, from 85% in 1954 to
71%7. The downward trend in non-white male participation'is the major discordent
pattern in a period of broad non-white economic advance. Both among whites and
‘non-whites the drop in participation was concentrated among older men, with the
participation of all 55 to 64 year old men falling by 16 percentage points.
The priﬁcipal qualitative change in the labor force in postjworld

War 11 years was the increased educational attainment of workers. In contrast to
the situation before World War II, high school graduation became common among the
young, while a substantial fraction of young men and women chose to go on to college
during the 1960s. Between 1954 and 1969, the proportion of 18 to 19 year old men
going to college rose from .30 to .44 while the proportion of 18 to 19 year old
women going to college increased from .23 to .36. As a result of increased

enrollments, in the late 1960s and the early 1970s, the number of graduates
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grew rapidly. From 1966 to 1974, the nurber of bachelor's degrees granted
doubled, while the number of master's-degreés and doctorates increased
at nearly the same pace. The boom was accompanied by sizeable changes in the
fields of study‘and occupations of new graduates, with some specialties like
law or MBA management enjoying extraordinary growth and others experiencing dif-
ferent pattérns of change (i.e., engineering).

At the outset of the 1970s, however, enrollment in higher education
began leveling off. The proportion of 18 to 19 year old men in college dropped
to just 34% by 1974; whereas in 1969 there were 0.5 graduate level enrollees
per college graduate aged 22 to 29, in 1975, there were 0.4 enrollees per bachelor's
graduate in the 22 to 29 year old age bracket. In some Ph.D. specialties, enroll-
ments énd degrees granted fell by as much as 407. Stabilization or decline in
enrollment rates among the young did not, however, reduce or even greatly affect
the rate of increase in the ovgrall educational attainment of the work force.
Even with the rates of the 1970s, the average educatidnqu the labor force rose
noticeably. This was because of a continued sizeable difference in years of
schooling between retiring and entering workers. The proportion of college workers

12/
among the young, but not in the work force as a whole, stabilized.

Causes of Change

The ecopomic model of labor suéply, in which supply decisions reflect
economic incentives, éan bé used to anaiyze changes in female participation, male
participation, and educational invéstments.

In the simple economic model, changes in labor force participation are
due to changes in market Qages and in the valqe of time spent working at' home
(the 'shadow wage' for household activities). Increases in market wages will raise
labor participation (substitution effect), while increases in the value of working
at home, due'to higher income of 6ther household members, will reduce participation
(income effect).

Improvezents in household technology, which take the form either of



-16-

new machines or techniques or of .lower prices for given techniques, can
increase or decrease work activity depending on the extent to which they sub-
stitute for household time, among other things.

The basic effort to explain participation rate patterns follows

a two-stage procedure. First, the effects of the wages of women and of their
husbands on participation are estimated by cross-sectional (more recently, longi-
tudinal) data. Then the changes in these explanatory factors over time are
multiplied by their estimatedveffects to assess the impact of the changes on
participation. Because the wages of men and of women have risen at roughly
the same rate over time, the model requires greater female responsiveness to
female wages than to the incomes of their husbands to account for the upward
trends in participation. While most étudies have found that women react more
to their own wages than to their husbands' earnings, the differences have not
. . 13/
been sufficiently large ;o explain the bulk of increased female participation.
Addition of other factors, such as number of children, does not greatly enhance
the ability to track the trend. Perhaps most discouragingly, the most recent
results for the 1970 Census of Population show that the economic factors "which
together once explained three-quarters of the variation in wives' participation
rates across SHMSAs (Standard Metropolitan Statisticél Areas) now account for
only one-third of it. Many of the variables are no longer significant, and
the strength and explanatory power of all except the unemployment variable have
14/
_declined." We are far from accounting for the rise in the participation
of women in terms of simple economic factors.
One possible missing element from standard models is the nature of house-
hold technology. The household sector is surprisingly capital intensive. In 1975,
the average household had $6,900 in consumer durables. /From 1952 to 1975, the
' 15

accumulation of durables increased by 5.4% per annum. Refrigerators, washing

machines, and related equipment became increasingly prevalent in the homn,
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Although cause-and-effect canﬁo; be reaaily disentangled, the growth of fast

food services and other restaurants have come to offer a more readily available
(and chosen) alternative for one of the main household products. In the absence
of estimétes of the quantitative effect of these factors (and of the substitution
between time and goods in household production), however, we can do no more than

speculate about the effect of technology in "freeing" women's time.
Another possible missing element, which must be brought into the

story with care, is attitudinal changes, potentially associated with the
women's liberation movement of the late sixties and seventies. That there were
significant changes in attitudes over the period is apparent from diverse
opinion surveys. As late as 1967, 443 of first-year college women and

67% of first-year college men thought "a woman's place is best at home."

In 1974, only 197 of entering college women and 40% of entering college men agreed

16/

with that view. Clearly, it had become (for whatever reason) more socially
'acceptablé for women to devote themselves to careers as opposed to marriage and

family. The extent to which these changes in attitudes were caused by or
caused the labor force patterns is difficult to determine.

The basic economic model can also be used to analyze the decline in
the labor partiéipation éf older men. One important economic factor that can
be expgéteaAto reduce participation of men 65_and over has been the expansion
of socialvsecurity coverage, which places a higher tax on earnings after that
age.

Another fattor likely to‘lower older male participation is private
pension plans, which have also become more widespread in recent years (Skolnik)
and which typically provide strong incentives to leave the job, often in the
form of mandatory retirement. Indeed, mandatory retirement provisions are
sufficieﬁtly widespread as to constitute a major institutional provision in

labor contracts (Lazear). Recent changes in the law regarding vesting of
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pensions and mandatory retirément [see Change (6)] may provide an important
"test" of how private pensions.and mandatory retirement rules in fact affect
retirement decisions.

Most empirical studies find sizeable response parameters to economic
variables in retirement behavior, with older men estimated to be more-sensitive
to wages or norwage income than men in geperal (Cain & Watts, 1973). Although
detailed analysis of the effect of social security on retirement is just begin-
ning, the evidence seems to support the attribution of a considerable effect
to the social security mode of retirement.pay (Boskin & Hurd, Boskin, Burkhauser
and Turner, Pellechio, Quinn). Recent analysis of the work incentive effects
of social security -- the strong dependence of benefits on final years' pay,
which can increase participation -~ does, however, raise some doubts about its impact

(Blinder, Gordon & Wise).

The puzzling drop .n the labor force participation of black men has
heen explained in part by another component of Social Security: Disability
Insurance (SSDI). About half of older black men out of the labor force are
recipients of SSDI. Because of their concentration in blue-collar jobs with
substanﬁial risk of job-related injuries and lower wage rates, black men turn out
to have been more affected by QheAprogram than white men (Leonard). Still, a
significant proportion of their decline in participation remains unexplained.

Finally, the human-capital analysis of investment in skills provides a
reasonably successful explanation of the changes in the qualifications of the
work force. In the human-capital model, decisions to obtain a certain level
of schooling or skill are made by comparing two income streams: the stream

that results from the investment and the stream that would obtain in its absence.

I1f, at a given interest rate r, the present value of the former exceeds the

latter plus the direct cost of the investment, the individual is expected to

choose the investment. Because about two-thirds of the private cost of educa-
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cation turns out to consist of foregone income, as opposed to direct costs,
the analysis directs attention to differences in the wages of more and less

qualified persons as the major factor in investments in schooling.

Analyses §f the link between enrollment éatterns suggest that wuch of
the postwér éxpansion and the seventies' contracti&n'in the higher education sys-
tem can be attributed to changes in economic incentives, measured by wages
or other indicators of rates of return. The growth of enrollments in the
1960s was spurred by improved earnings opportunities for college graduates while
the decline of enrollments in the 1970s appears to be the result of the falling
return to.college workers [see Change (5)]. Cross-section (Rosen and Willis)
and time series (Freeman,1975) analyses find sufficiently high elasticities of
response as to account for the bulk of the changes in male enrollments in terms
of the eébnomic model. The slow-down in doctorate production also appears
explicable in terms of the economic factors at work in that market, although,
in thié case, nonprice factors, notably the difficulty of obtaining academic
epployment, may be as important as wages in causing changes (Freeman, 1980a).
Finally, the selection of particular fields of study has also been found to
respond to market factors:with, for example, relatively many students choosing
education in the'l960s when the school system was expanding and few choosing
this conéeﬁtrationvin the 1970s when the teacher's job market deteriorated
(Hebl). vThbugh by‘no means without problems, the economic analysis does appear
to provideva good.handle on the changing educational attainment of the work
force.l

Ovérall,'if one single conclusion about the labor force is to be
drawn from.the post-World War 1I experience, it is that the labor supply
undergoes sugstantial dynamic shifts and evinces high supply responsiveness
in several diﬁensions and thﬁs cannot be vievwed as a stable, inflexible

component of the labor market. Much of the variation of course, rises from
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marginally attached groupS»-f young persons, women, older workers -- rather

than from the prine-age male workers.

Change (3): Demand and Employment

Figure 2 highlights some of the most significaﬁt changes in the compo-
sition of employment in the pdst—World Jar II period. With respect to occupa-
tions it shows a massive shift in employment from blﬁe—collar work, including
agricultural, to white-collar work, particularly into professional, technical
and clerical jobs. Note, however, that ;he rate of expansion of the white-
collar sector levels off noticeably in the 1970s. Between 1950 and 1960 the
proportion in white-collar jobs increased by 4 percentage points; between 1960
and 1970, the increase is by 7 points, whereas from 1970 to 1978 it is just
3 points. Among professionals.the siackened rate of increase in the 1970s
is even more striking: after increasing by 3 points between 1950 and 1960 and
by 4 points between 1960 and 1970, the professional share of eﬁployment was vir-
tually unchanged between 1970 and 1978. |

The slowdown in the growth of professional and white-collar employment at
a time when the number of college gradu;tes is increasing rapidly caused a
pajor "underemployment" problem in the college job market. As Table 4 shows,
there was a substantial downgrading in the types of jobs held by graduates,
with fewer holding professional aﬂd technical positions and more in blue-
collar and lower level white-collar jobs. The modest increase in the propor-
tion of male graduates in managerial positions and the sizeable increase in
the proportion of women in those jobs is, it should be stressed, dwarfed by
the decline in the proportion.in technical and professional jobs. The Bureau
of Labor Statistics predicts that in the next decade or so the demand for
professionals will continue to expand more slowly than supply, creating an

even greater underemployment problem.

The reduction in the quality of jobs and in the relative earnings of
the more highly educated might expect a drop in the job satisfaction of more

highly educated workers, and, according to the University of Michigan Quality
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1950-1970 white-collar and professional - U.S. Department of Cormmerce
Historical Statistics to 1970, D182-232, p. 139.

1978 white-collar and profiessional - U.S. Department of Labor, Bureau
of Labor Statistics, Employment and Earnings, January 1979, p. 172, 174.

Government- data from U.S. Department of Labor, Bureau of Labor Statistics,
Handbook of Labor Statistics 1978, table 50 with the total employment from
table 1. Regional data from table 52 with total nonagricultural employ-
ment from table 42. South and southwest, defined as regions IV, VI, and
Arizona and Nevada, from region IX. See table 52, p. 159 for precise

definition of regions.
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of Work Survey, such appearsfto have been ;he case. Whereés in 1969 college
workers scored higher than high school workers on én overali job satisfaction
index by a'considerable’amoupt,ﬂinll977vthey scored much lower than in 1969
and no higher than high school workers.ll/ A major burden ha$ been piécédkon
employers to adjust to the new availability of.éollegé graduates for jobs
that have traditionaliy béényﬁeld by the less eduéated and to the ‘distorted
age structure of thé college w@rk fbrée;_

Figure 2 alsokdispiayé onerof the.m0st imporﬁant’changes in the
industrial distribution of the work force: the.doublingvin £he state and
local governments' share of employment in the postwar period. By 1577;‘§nem
in seven workers was employed by state and local governmental bodies compared

to one in fourteen three decades earlier. One-third of the growth of employ-
ment over the entire lbﬁSvto 1976 périod is attributable to expansion of the
public sector (including fedéfai employees). At the other end pf the -
spectrum there was a continued shift of the work forCeloutﬁof agricultﬁfe,
leaving just 3.8% of gmpléyed workers in that sector in 1976, and a drop

Fmploved ! 18/
in the self-employed, nonagricultural labor force.

The increased importance of the governmental labor force in the economy

has raised a whole host of industrial relations problems. Consider, for,éxample,‘f _.M

the following type of issue: a locality forbids public wdrkers from striking.
This same locality reaches an agreement with the public workers on a certain
wagé settlement after collective negotiati¢ns,-but the citizens of. the locality
refuse to raise taxes to pay for this wage‘éettlement. Thé public sector ‘
workersbcanhot strike. Should;wagés be raised to’thé negbtiated 1eveis? If
not,.shoﬁydithggpublic se¢t9r“workers be permitted to strike to pressure voters
to meet tﬁeiagreémént?ﬂ What_should‘be dpneé A wide variety-of answers to |

these questions have been émployed’by various states.: As yet,..there is no-



Source:

-23=-

:Tablg_é

Percent Distribution of Occupations of
Employed College Graduates, 1968 to 1978

S.C. Brown, "Educational Attainment of Workers: Some Trends from
1975 to 1978", Monthly Labor Review (February 1979, p.58, Table 5).

MEN ‘ WOMEN
1968 1978 4 1968 1978 A
Professional & Technical ' 60.6 52.1 -8.5 81.1 65.0 -16.1
Managers & Administrators 22.2 24.5 1.8 4.1 8.7 4.6
Sales Workers 6.8 8.9 2.1 1.2 4.6 3.4
Clerical Workers 4.4 4.7 0.3 10.6 15.4 4.8
Craft Workers 2.2 3.9 1.7 1.2 1.9 0.7
Other Blue-Collar Workers 1.3 2.7 1.4 1.2 1.9 0.7
Service Workers 1.1 2.1 1.0 1.5 3.8 2.3
Farm Workers 0.9 1.2 0.3 0.3 0.5 0.2
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general agreement as to the best mode of deaiing yith public sector industiral
relations problens.

Another widely heralded shift in employment, shown in figure 2, is the
relative decline of employment in the Eastern and Midwestern industrial belt.
The fastest gro&ing regions of the country were the South, Southwest, and, to a
lesser extent, the West Coast. lany industfies mdvedlinto the South and South-
west in this period, locating new plants in sﬁch states as Texas, Louisianna,
Florida, Arizona, and Colorédo. Industrialization_of those areés and loss of
employﬁent in New England and the Midwest became a subject of considerable
controversy, due to, in part, the federal government's alleged spending
decisions which favored the Sun Belt over the Snow Belt.

The shifts in jobs amdng occupations, industries, and areas are the
tip of an iceberg of changes in employment in the job market. Among dis-~
aggregated cétegories there were large changes in employment, with some groups
growing rapidly and others.declining and with the g;oﬁth sectors of one decade
often being the declining sectors of the next and vice versus. School teaching?
for example, was a booming occupation in the 1960s, but hbt in the 1970s.
Employment in aircraft and parts‘rose'by 1847 from 1950 to 1969 and then fell

by 427 from 1969 to 1977. Employment in all mining dropped from 901,000 in
19/

1950 to 619,000 in 1969 aﬁd then shot up to 837,000 in 1978.
It is ipportant to recognize that the changes in the composition of
enployment are more extensive than the changes in thé structure of wages.
The standard deviation of log changes in employment in three~digit Census of
Population occupations from 1960 to 1970 was .39 compared to a standard devia-
tion in the log changes of earnings in those occupations of .13. Similarly,
the standard deviations in log changes in employment among two-~digit manufac-
turing industries far exceed those in wages. From 1961 to 1977 (which have
roughly similar cyclical conditions) the standard deviation on log changes in

production worker employment in 20 two-digit durable and non-durable industries
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was .25, while the standard deviation in the log changes of averagé hourly
: | 20/
carnings, exclusive of overtime, was .09.
One of the fundamental features of the United States' economy appears
~ to be much greater variability in employment by sector than in earnings by

sector. Though the wage structure changes over time, it has greater stability

than employment.

Causes of Change

The principal cause of the structural change in eaployment among occupa-

tions ‘and industries appears to be dynamic shifts in demand for labor, which
alters employment along relatively elastic supﬁly schedules. While there are

other possible explanations for the concordance of large changes in employment-

with more modest changes in wages, the demand/elastic supply interpretation

of the patterns appears to offer the best explanation of the observed phenomenon

(Freeman, 1980b). Some of the shifts in demand are attributable to broad

economic swings, such as growth of demand for some goods rather than others,

while others are attributable to technological changes.

Employment and Productivity

Considerable concern has often been expressed about the effect of
technological change on the level of employment in industry. Does employment
increase or decrease in industries undergoing significant technological
progress? The impact of differential increases in productivity and industry
of emplquent is twofold. = All else being the same, industries with large in-
creases in productivity will experience relative declines in employment since
fewer workers are needed for production. But all else will not remain the same.
An industry with substantial gains in labor productivity will find that labor
costs per unit of output and total costs decline rapidly. fhe decline in cost

causes prices to fall and induces consumers to purchase more of the industry's
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output. Hence, the decline in labor demand associated with the need for fewer
workers per unit of output may be offset by the increased demand for output.

Empirical evidence for tﬁe United States in the postwar period indicates
that the empldyﬁent creating effect of the growth of output are roughly offset
by the disemployment effect of rapid productivity;gainé. Specifically, the
correlation between changes in output per emplbyee hour and employee hours in
the industries for which the B.L.S. calculates productivity indexes is a bare
_.03%l[rhus, rapid productivity is essentially unrelated to growth of employment
by sector. Technological change alters the distribution of employment among

industries and occupations, but does not have the feared effect of creating

significant loss of jobs in sectors with rapid productivity growth.

Change (4): Unionism

Collective organization of the U.S. labor force has changed substantially
in the postwar period. Since the mid-1950s, the fraction of private sector workers
who are unionized has fallen gradually while, by contrast, organization ofvpublic
sector workers has jumpéd eng;mously.‘ These two changes have altered the labor
movement in the country and the operation.of the labor market.

The two divergent patterns and their net impact on unionization in the
country are depicted in figure 3, which records the fraction organized in the
private and public sectors and‘in the country overall. 1In 1956 the Bureau of
Labor Statisticé data showed 34% of private nonagricultural workers to be organ-
ized; by 1974, the fraction had drépped to 26%. In the public sector organigation
grew from 12% in 1956 to 197% in 1974, reaching 34% if members of associations,
like the National Education Association,are included as union members. Because
the majority of workers are private employees, the overall percentage has also fallen.

Data on the success of unions in National Labor Relation; Board represen-
tative elections tell a similar story about the diminution of private sector
unionism in the Uﬁited States. In 1950 unions won 74% of NLRB elections; in 1976
their victory rate was below 50%. The fraction of eligible-to-vote workers in

elections won by unions fell even more sharply as unions had increasing difficulty
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Union Organization of the Non-Agricultural Sector, 1947-1974
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data from Directery, Table 6, p.63.
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in elections in large establishments. Bareiy a third of workers in elections
were in districts won by unions. As a resuit, the ra;io of workers organized
due to the NLRB elections to thé to;al nonagricultural private Qork force fell

22/ '
from 1.7% in 1950 to a bare 0.37 in 1977.

While trade unions have contracted in earlier time periods -- notably
the 1920s when the percentage of nonagricultural w;rkers organized fell
.from 20% to 127% -- the drop in the 1950s to 1970s répresents a sharp break with
the long-term trend and a pattern in marked contrast to the growth or stability
of uniénism in other developed countries, including Canada, where many of the same
unions and firms operate.

What explains the erosion of private sector organizétiqn of the United
States' labor force? . One important factor has been the demographic and employment
changes in the composition df the work force. The proportion of workers who have
historiéally tended to be less organized -- women, the young, Southwestern workers,
white—-collar workers, and so on -- have grown while the proportion in the tradition- :
ally organized categories have fallen. Estimates by F;éeman and Medoff suggest
that about 60% of the decline in unionism can be explained by such structural
changes (Table 4, p. 24)%21 Still, even among blue-collar workers in traditional

strongholds of unionism, there was a sizeable drop in union coverage:

Percentage of production workers24/
covered by collective bargaining=—

1958 1960 1970 1974-1976

Metropolitan Areas - 73 - 61
- Northeast - 77 - 66
Manufacturing ' 67 - . 6l -
Electrical Mfg. 73 - 58 -
Petroleum Refining 89 - 74 -

_Ratio of Union Workers to Nonagricultural Employment#

Transportation &
Public Utility 81 81 73 69
Contract Construction 84 79 73 69

* These figures are merely illustrative as the concepts and sources
of the data are quite different.
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A second major factor;underlying the'erosion_of unionism among private
wage and salary workers has been increased managerial opposition; abetted in part
by changes in the law. - In the early years of‘the Wagner Act, émployers were
severely limited in what they could say or do to oppbse unionism. Since the
late 1940s, however, legal éenactment (Section 8C) éf Taft-Hartley and diverse
NLRB and Supreme Court decisions regarding management right to "free speech"
in opposition to unionism has significantly altered the nature of the election
process. Nowadays, managements-contesﬁ elections, wmaking extensive eiforts to con-
vince workers to vote against union, and often employing specialized labor management

consultants to advise or run their campaigns. In Canada, where the same unions

and management oftéﬁ deal with one another but where the method of recognizing
unions does not allow for management campaigns against organization, trade union
organization of the work force has grown.

Quantitative data from the AFL-CIO and NationallIndustrial Conference
Board suggest that active management opposition has significant effects on the
success of thoﬁs. According to the AFL—CIO‘study, unions won 97% of elections
with no oppdéition‘comﬁared to 30% to 407 in which management opposition was

extensive. According to the NICB study, unions won 857 of elections in which

companies made either no effort or a limited effort in the form of a written
letter opposing organization; won 51% in which the company held anti-union
meetings, but won only'BQZ of elections in which written communication, group
‘and individual meetings were used to communicate. While thesé studies suffer
from potential simultaneous;pfoblems due to the possibility that management
does not fight when the outcome is a foregone conclusion in the union's favor,
both union and management officials place great stress on the impact of
oppositibn, particularly use of expert labor/management consulting firms.

In addition to legal opposition, however, there has been a marked in-

crease in illegal opposition to unions. The number of 8(a) (1) cases -- those
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involving discrimination in eﬁployment»to discourage unions -- has skyrocketed

from 4,472 in 1950 to over 26,000:in'fiscal-l977 while the number of 8 (a)(3) cases --
firing for union activities -- has risen from 3,213 in 1950 to over 16,000 in

1976. The penalty for breaking these provisions of the law are sufficiently

slight as to be only a moderate deterrent to compénies strongly opposed to unions.

Statistical analysis finds a significant negative correlation between unfair labor

practices or other indications of managerial opposition and union success
(Ellwood & Fine, Freeman & Medoff 1976). Finally, in certain cases, even when
management has lost an election, it may bargain so as to never sign a collective

agreement.,

A phird potential cause of the diminished success of private sector
unionism is the growing similarity in personnel practices between organized and
nonorganized companies, especially among the largest enterprises. Many large
nonunion firms pay union-level wages and have work conditions comparable to those in
organized plants (i.e., job bidding systems for positions, seniority rules on
layoffs, grievance procedures). This is particularly the case in firms that have
some organized plants and some nonorganized plants. In addition, to some extent
at least, unions may bé suffering from the fact that increased governmental regu-
lation of the labor market and funding of worker bénefits [see Change (5)] have

also eroded the payoff to joining a union.

Another factor which may contribute to the changed position of unions
has been a drop in favorable attitudes toward the institution. Beginning roughly
_in mid-1957, when the McClellan Labor-Management Relations committee began its
sensational hearings, stories dealing with labor in the major newspapers, Time and
Newsweek, became unfavorable. In public opinion surveys by Gallup, responses
to the question, "In general, do you approve or disapprove of labor unions?", show

a steady deterioration in favorable attitudes:
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Period - Average Approval
1950-1957 (Sept.) - 75%
1957 (Sept.) - 1959 68%
1960s 687

1970s | 60%

Source: Gallup Polls

This drop in public apﬁroval for unions has occurred within broad occupational
categories (professional and business, whité—collar, blue—collar, and farmers).
According to Gallup, it has dropped most rapidly in tﬁe past decade among
adults under 30. |

Even with changing attitudes, however, a relatively large fraction of
nonunion workers would like to be unionized. Kochan found thatlin the 1977
Quality of Employment Survey 39%Z of blue-collar workers Qould vote for
union representation:in their workplace, if an election were held,
while 28% of white-collar workers, excluding the self-employed and managers,
would also vote for unions. '"Perhaps the most strikingvfinding was that 677
of all black and other minority workers would vote to unionize'" (Kochan, p. 25).
While all of these workers could be in plants where even in the absence of
management campaigns to discourage organization the majority of workers would
vote down unions, it is more likely that at least some are in plants that would
 be-organized if institwtional procedures were .different.
Will private sector unionism continue to diminish in the future? The

answer to-this question is unclear. On the one hand, even modest efforts to
" reform the labbr laws in the United States in such a way as to reduce the ability

of management to discourage upionism, (e.g. the Labor Law Reform of 1978) have
been defeétéd.b Ou the other hand, unionism has traditionally grown in sudden

spurts which were nevef ﬁredicted by experts.

What.are the eéonomic effects of a proportionately smal;er trade union

movement? From the perspective of the monopoly "face" of unionism the decline.

can be expected to reduce the monopoly misallocation of resources due to-
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unionism and, to the extent that union monopoly wage gains depenq on the fraction

of the labor force organized (Freeman & Medoff, 1979), also b_reduce'the union

wage advantage. On the other hand, however, reduced unionism can be expected to

adversely affect many of the positive effects of strong unionism -- lower dis-
persion of earnings among workers; lower quit rates; and higher productivity due

to pressures on management to reduce costs in organized firms. As the United

Mine Workers organization and industrial relations in coal have deteriorated,
productivity in union mines has fallen sharply. The broader social effects of a

diminished trade union movement remain to be seen.

Public Sector Unionism

While private sector unionism has declined, public sector unionism has
grown fapidly. The largest union in the AFL-CIO is:the State, County'and'— .
Municipal Workers. Teachers have become one of the mést highly §¥gaﬁiied
occupations in the country. In most cities, policemen and firemen negotiate for
wages and work conditions. About half of the federal ﬁo?k force is organized.
This organization of public sector workers brings the U.S. closer to other
developed countries, where unionism of go&ernment employees.has long been impor-
tant, and alters the face of the American labor movement. Public sector unions
rely on political rather than economic muscle to obtain desired benefits., Public
sector unions are usually not allowed to strike. Negotiated settlement must
be approved, in many cases, by bodies that decide taxes. As noted earlier,

these distinct characteristics create new industrial relations issues.

What explains the success of unionism in the public sector compared to
the diminution of organization in the private sector?

A good case can be made that the direct cause of union success in the
public sector'has been explicit changes in the law regarding public sector
labor relations. First, states with laws that are more favorable to public

sector collective bargaining have the highest proportion unionized. Second,

I
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and more importantly, over time public sector organization has grown rapidly in
states followiﬁgbpaésage_of the more favorable laws and has not grown rapidly in

states which maintain laws that discourage public sector unionism. In one

study, it was found that organization of police increased sizeably folloﬁing pas~
sage of a law that required localities to meet and confer with unions (Lauer).
Third, at the federal level, President Kennedy's Executive Order 10988 and
ensuing policies toward unionism clearly.précipitated the successful organiza-
tion of federal empioyees. ‘While the political and attitudinal changes that
underlie the new laws may be properly viewed.as the fundamental causes of the in-
creased public sector unionism, new laws appear to be a necessary condition fof
organizational success.

) Concomitant with an incréase in unionization in the public sector has
been a growth of strikes among public employees, including white-collar workers
like teachers. In 1956 BLS data show that outside of education there were just
27 work stoppages in the public sector. 1In 1976 the nﬁmber of stoppages was
378. For the education sector, National Center for EducationvStatisﬁics daﬁa
reveal only two teacher work stoppages (involving just 210 ﬁeople) in 1959 com-
pared to 218 stoppages (involving 182,300 teachers) in 1975 (NCES 1978, Table 4.9,
p. 182). Despite the illegality of public sector strikes in most states, teachers
and other public sector workers (except for police and firemen) have come to
view the strikes as a legitimate mode of’seeking contract changes. |

Most studies of the effects of public sector unionisﬁ on the pay of
-public employees have'fOund moderate differences between the wages of public
sector workers in cities that are organized and cities that are not (see Lewin
for a surmary), ~ a surprising result in view of widespread concern with
public sector unions and belief that absencerof competition for government
functions wouid create inelastic demands for their services and thus, great
powef in bargaining (Wellington & Winter). One reason for the modest estima;ed

effect of public sector unions appears to be the extensive "spillover" of wages
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across cities as a résultiof'the extensive reliance of local governmerits on
comparabflity‘cdmpérisons?in wagé>setting(Ehrenberg:&vgo¥d$tgin)._ A ponunidnv
city neaf a union cityin the same state is iikely;to pay. wages‘similar to ;ﬁéée
in the dﬁioﬂ”éigf;:roné $tudy has found that while police in union and;nonuﬁiéﬁ
cities in the Same state receive roughly sim?lér éay, policeiinvhighly,unionized,ﬂ
states Obtain"éncdﬁéideféblé advantége over those iﬁ.less-organized-states’,
suggestingxﬁhéfipﬁbliéQSéEEOf unionism has indeed had:sizeable economic con- .
sequences‘thAt escape detection from city comparisons (Laver). . Other studies
have fo;nd thaf'public sébtor’uhions have larger effects on fringe benefits than

on direct pay‘(Gﬁstman & Segal, Ichniowski, Edwards & Edwards).

Change (5): deernméntal Regulations

Oﬁé of:the majof chéﬁges in the labor market -in post-World War II years
has been:ahvinéfeasédffoie of goverﬁmental fegulations in determining market .
behavig;kanacbﬁtébmés:*:in the area of collective bargaining, legislative
enaéthent‘ana NLRB ana¥¢0dr£ decisibhs have brought internal union affairs
and’fhé“ﬁarggiﬁihgkprdc;és:uhdef4g}eatet’regulation than ever conceived by the -
'proponentéiof £heiﬁégﬂer'Adﬁ; In the area of personnel policy, the antibias .
and affirmative actibﬁyrules of the fédefal government have revolutionized
employee ;éie;tio;;.p;bmdfion;”aﬁd remuneration policies. “In the area of
work placéjgéﬁdifibhé;wacdupaéiOnél health ahd'Safety-actsiandvenvironmentaLf
policieéHAQQexﬁfouéﬁf é&vefnmental’rﬁlés:and‘regulations into the work places
of thousandshdf eﬁtéfbrisés.b Cbﬁpaﬂééffoh has also been affected, both by
equal pay iééigléfioh aﬁd fegulationkof'pension plans.. ~Finally, through its_
taxation a;ajggciélywéifaré prbgfams,'the'government has.altered the rewards.

from waking”ahdyfhéiflbof beneath which thoseé who cannot: work may: fall.. .
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Regulation of Collective Bargainiq&.'
In the period under stUdy, two major pieces of labor legislation

were enacted by the U.S. Congress. - The Taft-Hartley-Act attempfed to redress
" what was viewed by many as an imbalance in the labor law favoring unions.

The main purpose of the Landrum-Griffin Act was to regulate the internal
affairs of trade unions to guarantee democratic précedures and reduce the
possibilities of cofruption. The laws, inﬁerpreted by the National Labor
Relationszoard, the Representative of Labor (expressly responsible for the
Landrum-Griffin Act), and the courts have established the method of determiningv
union representatidﬁ, modes of bargaining and conflicts, and internal unibn
practices.

Representation’

iAs noted in Change (4), court rulings and the Taft-Hartley "free speech .
provision" have greatly expanded the extent to which employérs can campaign
against unions in NLRB elections, making the electoral process more an adversary
procedure than had‘previously been the case.  In addition, the Taft-Hartley |
Act outlawed closed shop clauses,‘whiCh'made union-membersﬂip a prereqhisite
for a jbﬁ, and permited states to outlaw the union shop, which required member-
ship affer employmént; Evidence suggests that these changes have

contributed to the gradual diminution of private sector unionism.(Freeman and

Medoff, 1976; Ellwood and Fine)."

_ Bargaining Topics and Procedures

The government has also come to play a role in determining the subjects

of collective bargaining, prescribing mandatory topics about which parties must

bargain (as opposed to permissive topics, about which they can choose not to
discuss), and outlawing other topics. When the Supreme Court ruled in .1949 that
pensions were a mandatory topic, there was a sharp increase in the proportion of

the wage bill going to pensions in unionized industries. 1In the 1964 Fibreboard

Case (which made contracting out a mandatory bargaining topic under certain con-
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ditions) the Sppfeme Court noted the extent to which the originalvintent of the
Wagner Act (té get parties iﬁté a room to ﬁegotiate, but not to affect the sub-
stance of the negotiations) had beén changed.
"There was a time when one might have taken the view that...the courts
" have no power to determine the subjects about whi;h parties must bargain...
too much law has.been built upon a contrary assumptioh."zﬁ/
A second, more compleg iegal obligation on the two parties is ”bargaining
in good faith". In several important decisions, the NLRB and the courts have |
outlawed certain forms of bargaining -- such as Boulwarism (the General Eléctric
strategy of making its first offer the full and final offer and engaging in |
a tough propaganda program to sell the offer to workers) -~ and have sought to

interpret the state of mind called "good faith". As there are no obligations to

reach an agreement, however, it is unclear what effect the duty to bargain has on
27/
negotiations.

Weapons of Conflict

The Taft-Hartley Act outlawed certain forms of conflict, making it an
unfair labor pfaétice for unions, as well as managments, to coerce employees,
for instance by mass picketing, to engage in secondary boycotts, and to strike
for jurisdictional purposes. The Landrum-Griffin Act added "hot cargo" clauses
(in which management agrees to refuse to deal with other enterprises having
labor disputes) to the list of illegal weapons of conflict.v

Internal Union Practices

Far-reaching federal controls on the governance of unions were established
by thé.Landrum—Griffin Act, passed fdllowing the sensational McClellan Committee
hearings on criminal elements in trade unions: the electoral procedures in unions
were brought under the law; a '"bill of rights" was enacted to guarantee normal
demogratic freedoms to members; trusteeships over locals were restricted; and union
leadé;sk;;d;%;éliqﬁ;ép;fttéé;ééiﬁ fihaﬁciai"frénséétibhé;

To some extént the éktehsi&événd"détailed feghlatioh of collective .. . ..
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bargaining and internal union .democracy may be a necessary concomitant of the use of
government-regulated elections to establish unions. Once the government has set
up a procedure for organizing, next it can reasonably be expected to concern

itself with the process and outcome.

Antibias Regulation of Personnel Policies

No institutional change has transforﬁed theilabor market more than
the outlawing of discriminatbry employmént'practices by Titie VII of the Ci§il
Rights Act of 1964 and the requirement that federal contractors engage in. . -
Affirmative Action under Executive Order 11246. "The world of the peréonnélimanager
was changed drastically as the EEO and the courts have enforced and implemented
Title VII of the Civil_Rights Act" (Miner and Miner, p.%4). HMany traditionalvmodés of
recruiting, testing, and selecting workers .were ended by the EEO laws, replaced
by Affirmative Action searches and "fast tracks" to promote women and minorities.
As Table 4 indicates, a whole set of new personnel practices were initiated as a

result of the Equal Employment Opportunity pressures-of the government. As the

Bureau of National Affairs puts it:

Equal Employment Opportunity (EEO) Programs complete with
Affirmative Action Plans (AAP) are viewed as 'a fact of
life' by nearly all employers, and the personnel function
has changed in a variety of ways as a result of the
government's efforts to enforce the employment provisions

of the act (p. 1).

The muscle behind the EFO effort has been the coﬁrﬁ decisions, which first
tended to weigh heavily the interests of protected groups as oépbsed to other workers.
Through the early 1970s most court decisions tended to favor active Equal Employ-
ment and Affirmative Action programé. In the mid and late 1970s, however, the
tone of court decisions changed. Instead of Griggs Power, which came down heavily
against empléyment tests with disparate effeéts, there was Washingtoh vs; Davis,

“which supported tests for the District of Columbia police force, Instéad of finding
discrimination on the basis of statistical disparities, additional information on

specific cases of discrimination was also required in several cases. 'In the Weber



~38-

’Table 4

New‘Personnei Practices Due to EEO

% of companies

1. Have Formal EEO Program . 86

Including Affirmative Action Plan -

(of ‘those subject to OFCCP regulations) 96
2. Have had investigation or other action

under Title VII 63
3. Changes in selectionrprocedures for

EEOC reasons: _ 60

testing procedures -39

revised job qualifications 31

application forms ' : 20

recruiting techniques , o 19

4, Special recruiting,prog%ams:

for all minority workers 69
for minorities in professional/managerial
positions : © 58

5. Programs to insure EEO policies are

implemented
communications on EEO policy 95
follow-up personnel or EEO office . 85
training sessions on EEO 67
periodic publications of EEO results v 48
EEO achievements included in performance
appraisals : 33
6. Special training programs
for entry-level jobs , . 16
for upgrading 24
for management positions . ; , 16

Source: Bureau of Hational Affairs Presonnel Policies Forum, Equal Employment

Opportunity: Programs and Results, PPF Survey No. 112, March 1976
(line 1-2, Table 9, p. 15; line 3, Table 3, p. 4; line 4, Table 1,
p. 9; line 5, Table 6, p. 9; line 6, Table 5, p. 8).
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Case the entire notion of volunfa;y affirmative action that invoived inverse dis-
crimination came under attack. The deCiSiOﬁlOf-the court in favor of Kaiser Steel
and the Steelworkers may have drawn the bounds, ﬁowever, on the changed direction
of court decisions.

There is a wide variety of evidence indicating that governmental
equal employment efforts have substantially improved thé economic position
of black workers. ‘As Table 5 indicates, there was a marked acceleration in
black economic progress post-1964, when the federal antibias effort began
(Title VII of the Civil Righté Act outlawing discrimination took effect on
July 1, 1965). As might be expected given pressures of affirmétive action pro-
grams to place and promote minorities into higher level jobs:that were previously
closed to them, many of the gains were concentrated among the better educated and
skilled. For the first timé in American history, blacks began to obtain manager-
ial and professional jobs in major corporations. ' The most rapid gains Qere made,
it is important to recognize, by young blacks and by black women, both of whom
attained rough economic parity with whites in many markets. Finally, most studies
of thekemployment of blacks have found greater increases;in employment in companies
influenced by federal antibias and affirmative action pressures than in companies
that are less influenced by such pressure (Burman, Ashenfelter & Heckman, Heckman
and Woipin; see Goldman and Smith for an exception).

While most would agree that at least some of the post-1964 black
economic progress is due to the effect of antibias laws on company employment
“practices, some have cited other factors as being important as well. Welch
stresses improvements in the quality of education obtained by blacks, while
Butler and Heckman suggest that reduced work force participation of black
relative to white workers may also have contributed to the observed changes.gg/

Thgugh apparently less affected, the position of women appears to

have also improved, in some respects, by the federal laws. Some women were moved

into traditionally male occupations and others benefited from special promotion
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Table 5

Ratios of Nonwhite to White

Economic Position and Annual Changes in Ratios
1949-1964 and 1964-1976

Yeor Annvol Chonge
1949/50 1964 1976 Belore 1964  Afrer 1964
Moles
Medion woges and 1olories: -
All workers ' .50 .59 73 0.8 1.2
full-time, yeor-round o -
workers: EYL 45 77 0.1 1.0
Medion income: Professionals 57 .69 .84 RN | 2.4
Relotive number oft
. Profersionols .39 .48 .65 0.4 1.8
Monogers .22 .22 41 0.0. 17
Females ‘ .
Medion woges and solories .40 .58 97 1.8 3.5
All workers: .
Full-time, _yeov-lound
workers: ’ 570 69 .99 1.3 23
Relotive number of:
Professicnols . .47 .40 - .83 B K 2.1
Clericols A8 33 49 1.3 3.3

21955,
Sourcer Incomes from U.S. Bureou of Census. Current Populotion Reports, Consumer Incoms
Series P-80. Employment from Censvs of Populotion. 1950 ond U.5. Depotment of lobor,
Hondbook of Lobor Stotistics. 1977.
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policies designed to alleviate:under-representation in high level jobs.

Computerization

In addition to EEQ pressures, the personnel practices.of major corpora-
tions were also greatly affected by new computer techniques in the period. For
the first time companies have computerized personnel files available (some put

together as a result of court cases regarding,discrimination) which permit more

detailed and rigorous tracking and analysis of internal labor markets. The new
technology has begun and will continue to transform personmnel policy into
a more integral part of corporate policy making.

Other Market Regulations

The federal government enacted several other major pieces of legislation
regulating the labor market in the period under study. Among the most important
were:

(a) The Coal Mine Health and Safety Act (l§69), which established

dust and ventilation standards in mines and compensatidn.for victims of Black lung
disease. In the years following the Act, fatality rates fell in bituminous coal,
apparéntly, at least partially, as a result of the regulations (Cpnnerton).

(b) The Occupational Health and Safety Act of 1970 (0SHA), which réquires
that places of employment be free from "recognized hazards that are causing or are
likely to cause death or serious physi;al harm to employeés" and mandates the
‘Department of Labor to promulgate and‘enforce occupational ﬂealth and safety
standards. . Despite the significant powers given to OSHA and’efforts of the agency
to monitor work places, it is generally agreed that OSHA failed to live up to
its potential for reducing job injury and disease. There is increasing realiza-

tion of the complexities involved with health and safety problems, which will

not yield to simplistic strategies based on simple approaches (see Ashford,

Smith, Viscusi).

(c) The Employee Retirement.Income Security Act, which mandated that

all retirement plans be vested after ten years, established financial stan-
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dards for pensioné,'and which provided federal insurance for pension plans. As
is often the case.with governmgntél regulations, in addition to its planned
effécts on pension plans, ERISA appears to have unanticipated effects causing a
number of piané by small companies to be closed doWn.zg/

(d) Extension>of Minimum Wage coverage. While the level of the
minimum wage has not changed relative to average wagés,vthe fraction of the
work force covered has increased greatly, which can be expected to 1increase

1tsveffecﬁ. In 1947 567% of workers were covefed by the minimum wage; by 1963

the fraction covéred had risen to 79%.

(e) Age Discrimination in Employment Act, which outlaws discriminaéioﬁ
against workers between the ages of 40 and 70, and the Rehabilitation Act of

1973, which outlaws discrimination against handicapped workers.

Sepnding and Taxation

In addition to direct regulations, the government has influenced the
operation of the labor market through its social insurance and welfare manpower
training and taxation policies. In the post-World War II period, many new pro-
grams were initiated and expenditures on ;xisting programs increased while tax

rates rose significantly.

In 1960 the United States federal expenditure on manpower programs was
approximately $250 million;vin 1975 expenditufes were over $5 billion a year, more
than‘a 20~-fold increase.. The legislative cornerstone of this expansion is the
~Compréﬁensivé Employﬁent.and Training Act of 1973 (CETA), and its subsequent
amendnents, which is designed to provide training, employment, and related ser-
vices fﬁr é;onoﬁicéiiy disadvantaged, unemployed, and under-employed persons. ' The
major titiés of.CETA aﬁthorize: a nationwide progrém of employment and,training
services, iﬁciuding trainihg,yéﬁployméht, counseling, testing, and placement ad-
ministered for the most part by state and local governments; transitional public

service employment and other manpower services in areas with high rates of un-
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employment; nationally sponsored training aﬁd_job placement progr?ms for such
special groups as youth, criminal.offenders; persons of limited English-speaking
ability, seasonal farmworkers, and others with pargicular market disadvantages;
the Job Corps program of intensive education, training, and couhSeling for dis-
advantaged youth; ;nd‘temparéry emergency public service jdbs to reduce the
impact-of high unemﬁloyment.v For persons on welfaré, the Work Incentive (WIN)
Program is designed to providé comparéble aid in obtaining skills and finding
jobs. In‘l976‘there‘were about 2.5 million persons in CETA programs and over
two million registered for WIN. While the'resuits of studies of manpower training
prozrans arc hot.uniformly positive, it appears that trainces may have bcncfifed
from their cxperience, though the return t& the investaent may not be that high
(Ashenfelter).

Other.programs gave:direct financial aid to persons unable to work or
temporarily out of work. Public, social welfare expenditures broadly defined,
the most important of which is Aid to Dependent Children, which provides money.
largeiy for families laéking a male head of household, increased drastically in
the 1960s and 1970s, from 10% of GNP in 1960 to 19% in 1975. Other major
progr;ms inc¢lude Sbci;l Security disability insurance, and workmen's compensa-
tion, which assist pefSOns injured at work. Another set of programs seeks
. to proQide funds for particular types of purchases. ‘In 1976, $5.6 billion
were given in Food Stamps to help low income families with food coupons. These
stamps can be used only for purchases of food. Medicare siﬁilarly provides.
-funds for the medical expenses of older persons. Yet another, Unemployment
Insurance, provides money for persons who have lost their jonzg/

The effects of these various programs are two-fold. On the one hand,
they clearly raise the economic well-being of persons suffering economic distress.
One estimate‘of the net effect of the welfare programs suggests that upwards of
16 million persons have been raised above the official poverty level;;g/ On the

other hand, the programs also reduce the incentive to work and thus reduce.labor

force participation.
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On the taxation side, the gap between before and after tax earnings has

grown steadily in the post-World War Il period,'as a result of increases in

income, social security»and other taxes. 1In 1549 taxes took up 237 of net
national product; in l97§ taxeé amounted to 33% of net national product (NNP). In
l9b9 the individual federél income taxes were 7.62 Qf NNP, while social insurance
taxes accopnted for 2.3%. By 1979 ghe income tax share was 11.$z and the social
security share 7.27%. While thgre does not exist a sét of widely accepted estimates
of the effec; of téxes on the quantity, quality and effort devoted to work, many
believe that the increased gap betweén what employers pay and what workérs re-

_ 31/
ceive in earnings has significantly affected the market.

Change (6): Structure and Composition of Wages

Once thought of as relatively inflexible, the structure of wages in the

United States, by which I mean the differentials paid workers categorized in
various ways, underwent significant change in the post4world War II period. Edu-
cated workers, youhg workers, and many'highly,skilled_workers had slower increases
in wages than less educated, older or less skilled workers in the 1970s after
more rapid increases in the 1950s and l§605.; Black workers, as noted, had greéter
increases in earnings than white workers. While differentials may not have
changed as rapidly as might be desired for optimal allocation of workers or elimi-
nation of discriminatory differences, there is no gainsaying the flexibility of
relative wages in responding to the changes in the supply-demand balance.

Table 6 summarizes evidence on some of the principal changes in the wage
structure in post-World War II years.
Education

One of the most widely heralded changes in the structure of wages has
been the decline in the advantage received by college graduate men. As ;he
table shows, froﬁ the 1950s through the 1960s, college men earned a sizeable
differential over men WithbjUSt high school training. In the 1970s, however, the

differential eroded rapidly -- part and parcel of the declining occupational
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Table 6

Changes in the Structure of Earnings in the U.S.

Ratios of Earningsg

1968  1975-1979
Educationa : : ‘ N

College/high school men

all - » 1.53 ’ 1.3{
25-34 1.38 1.16
Age
Men 25-34/men 45-54 , , -
all .85 .79¢
college e .72 .61
Industry ‘ - o :
Mining/all private 1.11 1.284
Construction/all private 1.53 ' 1.32
Specific Skills Group
R&D doctorate women/all full- o
time workers 2.68 2.47;
Professors/all full-time workers 2.50¢ 2.20

Source: R. Freeman, "Effect of Demographic Factors on Age—~Earnings Profile"
< .Journal of Human Resources, Summer 1978, Table 2.

"The Facts About the Declining Economic Value of College'
:Journal of Human Resources, Winter 1979, Table 1.

U.S. Department of Labor, Employment and Training Report of the
President 1977, Table C-3 and Monthly Labor Review, August 1979.

Education data for 1977 has been adjusted for change in imputation pfocedure in
1975.

1977.
1975.
1979.
1969-1970

1975-1976
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position of graduates depicted in Table 3 earlier. The drop in the advantage
to college workers was most‘pronbunced among the young, with starting bachelor's
graduates in several cases earning much less in real terms in the mid-1970s than
comparabié workers earned at the end of the 1960s. For instance, the real pay
for beginning B.S. science majors dropped by le'from 1969 to 1975 and that of
social science or humanities majors by 23%.;3/ Since the direct costs of college
rose in the period, the rate of return to college fell markedlyxwhich in turn

lowered enrollment rates among young persons.

The principal cause of the decline in the relative eérnings of
young éollege graduates appears to be the enormous increase in the number of
graduapes in the 1970s —- the result of the high fraction of (baby boom) young
persons enroiling for higher education -- rather than decreased demand for
college relative to high school graduates. Viewed.strictly from a human capital
investmeﬁt interpretation, however, an alternative explanation of the change
can be deveioped: namely that the wages of young gradqaﬁes have fallen because
graduates are making greater investments in on-the-job training as a means of-
coping with the increased supply. This Vview suggests that the |
earnings of the workers who graduated in the 1970s will rise rapidly in the
1980s (Welch & Smith). While the long-term significance of the depressed college
" market of the 1970s thus will mot be clear for some cime,ééjthe'chqnges of the

period show dramatically the impact of supply and demand on relative earnings

and investments in skills.

Another important change in the structure of wages has been a marked
twist in age-earnings profiles. As Table 6 shows, in 1968 25-34 year old men
earned 15% less than 45-54 year old men. By 1975 the differential had risen to
21%. Among college men, the ratio of 25-34 year.olds earnings to those of
45-54 year oids fell from .72 in 1968 to .61 in 1975. The remarkable increase in
the income advantage of older over young male workers in the period appears to
be primarily due to the changed age composition of the work force noted earlier,

apparently because younger and older male workers are imperfect substitutes in
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production. It previously eased the inflow of the large numbers of young

workers of the period into employﬁent ;nd enabied the market to adjust to the
baby boom cohort without nassive increases in youth unemployment. It may also
have created, however, a lifetime "col.ort earnings gap" for the entrants of thé
1970s. Whether the sizeable drop in the earnings 'of the young in the 1970s will

persist, however, remains to be seen (Welch and Smith).

Specific Skills Groups

Workers in certain occupational and industrial groups also experienced
marked changes in earnings relative to other workers.in the postwar period; In
the 1960s,construction average hourly earnings zoomed, rising from 1.26 times
those in manifacturing in 1947 to 1.56 times those in manufacturing in 1969,
only to fall to 1.37 times those in manufacturing by 1979. Scientists, engineefs;
college faculty and doctorate personnel enjoyed substantial increases in incéme
in the sixties and sluggish increases in thé seventies. Workers in the oil
industry had sizeable gains in the 1970s, as did those in coal.

'} Overall, the pattern of the 1970s wa§ toward lower differentials between
more and lessfskilled workers, in contrast to stable or rising differentials in
the 1950s and 1960s. As in other changes in the wage structure, the prime reason
appears to be shifts in the demand for those workers comﬁared tb the supply.

'Fiﬁaliy;”as noted earlier, one of the major changes in fhe wage structure
occurred along the racial dimension. Black-white differences diminished signifi-
cantly, apparently as a result qf incfeased demand for labor spurred by govern—
”mental EEO efforts. |

Significance

The finding that relative wages have changed in the postwar
period in response to labor market conditions suggests that the price system has
at the least operated in the right direction in rewarding and allocating workers among

sectors. According to the post-war experience, large incrcases in numbers of

workers in particular groups, relative to demand, produced sizeable drops in
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wages relative to those of other workers, while large decreases had the

opposite effect.

Composition of the Wage Bill

Table 7 documents another important change in.the pattern of wage payments
in the U.S.: the increased importance of fringe or supplementary benefits. By
1977 over one—tﬁird of compensation in major'companies consisted of fringes, with
pension plans, vacation and holiday pay, and health insurance constituting
the hulk of privately agreedQupon f;inges and social security, the most important
component of legally-required payments.

fhére are seQeral reasons for the growth of fringe benefits: the tax
advantages which accrue to most fringes, increased worker desires for certain bene-
fits as incomes rise, union pressures for fringes following rulings that fringes
are valid bargaining topics (fringe bénefits are a larger share of wage bills in .
union than in nonunion cémpanies) and changes in social éecdrity and other lawa,

While there are serious problems in international comparisons of wage
bills, particularly with regard to the institutional structure of work forces.

(distinction between regular and temporary workers, for exémple) available
data suggest that fhe tendency for a larger share of compensation to take the
form of fringes 1s not unique to the United.States, and that the ratio of

supplementary payments to earnings in the U.S. is by no means high on an inter-

national scale.

Ratios of Additional Compensation to Hourly Earnings

1960 1978
United States 18.0 34.5
Italy 71.7 93.4
Germany .35.0 60.9
United Kingdom 26.5 29.4
Canada 15.4 24.1
Sweden 16.0 60.7
France 54.5 75.7

Source: United States Burecau of Labor Statistics, Lstinated Keurlw
Compensation of Production Workers in !lanufacturing, October 1975.
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Table 7

Changes in'thevCompOsition of the Wage Bill

In Large Companies: Fringe Benefits as a
Percentage of Payroll Expenses

Total as $/Year-Employee

*

E 33

Source:

<

.05%

not included
*** included in 2g miscellaneous in 1951

U.S. Chamber of Commerce, Employee Benefits 1951 and 1977.

4692.0

1951 Change
Total 18.7 36.7 +18.0
1. Legally required payments 3.5 8.5 + 5.0
a. O0AS(DH)I 1.4 5.4 + 4,0
b. Unemployment Compensation 1.4 1.5 + 0.1
c. Workmen's Compensation 0.6 1.5 + 0.9
d. Railroad Retirement Tax, etc. 0.1 0.0 - 0.1
2. Pension,insurance,& other agreed-upon payments- 5.4 12.7 + 7.3
a. pension plan premiums, etc. 3.6 5.9 + 2.3
b. 1life insurance premiums, etc. 1.4 5.9 + 4.5
c. 1. separation or termination pay allowances
allowances * kx -
ii. salary continuation or long-term
disability *ok 0.2 -
d. dental insurance premiums _ %k 0.2 -
e. discounts on goods. and services 0.2 0.1 - 0.1
f. employee meals *kk 0.2 -
g. miscellaneous 0.2 0.2 -
3. Paid rest periods, etc. 1.9 3.5 + 1.6
4., Payments for time not worked 6.0 9.8 + 3.8
a. paid vacations 3.2 5.0 + 1.8
- b. holidays 2.0 3.2 + 1.2
c. sick leave 0.6 1.2 + 0.6
d. payments for National Guard duty, jury,
death in family, other personal, etc. 0.2 0.4 + 0.2
5. Other items 1.9 2.2 + 0.3
a. profit sharing 0.7 1.1 + 0.4
b. employee thrift plans o kEkx 0.4 -
c. bonuses 1.0 0.4 - 0.6
d. employee education expenditures Kak 0.1 -
e. special wage payments ordered by courts, '
payments to union stewards, etc. 0.2 0.2 0.0
Total as ¢/Hour 31.5 226.4 +194.9
644.0 +4048.0
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The increased role ofAéupplementary or fringe benefits has substantially
changed the nature of renumeration for work and cdmplicated the meaning to be
attached to "wages". Whether workers behave differently wh;n a sizeable proportion
" of their pay does not appear in the weekly pay check than when it does has not

been seriously investigated, however.

Change (7): Unemployment and Wage Inflation

From the point of view of national policy two basic labor market problems
plague national economics: unemployment andbhourly wage inflation. In the post-
World War II period under study, the level of unemplqymentvdrifted upwards, the
composition of unemploymen; changéd, and there was a significant change in the

level of wage inflation and its link to unemployment and aggregate economic activity.

Level of Composition and Unemployment

The level of unemployment in the United States appears to have increased
in the 1970s relative to the 1950s and 1960s. From 1950 to 1959 unemployment
averaged 4.5% per year, with a range from 2.9% to 6.8%. From 1960 to 1969, the

average was slightly higher at 4.87%, with a range from 3.5% to 6.7%. From 1970 to
34/

1977, however, unemployment averaged 6.3%, with a range from 4.8% to 8.5%.

Analysis of the unemployment rates of separate groups of workers shows that
‘while changes in the demographic composition of the work force havevcontributed

to the higher rate, the upward drift in the 1970s is not érimarily the result of
changing mix of workers but is, instead, a phenomenon found among virtually all
éroups of workers, though it is more pronounced among some than among others.
While part of the upward drift in unemployment rates may be attributable to
changes in unemployment insurance, which leads some workers to remain on unemploy-
ment compensation for large periods of time due to the receipt of funds while

out of work, most analysts would attribute the higher rates of unemployment to

the state of the aggregate economy -- in particular, the level of demand for

labor (itself affected by changes in oil and other natural resource prices) and to
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governmental macroeconomic policy. Most other major countries have also experienced
an increase in unemployment rétes in the 19705, pointing to world market conditions
as an underlying cause of the problem.

The incidence of unemployment in the U.S. ﬁas also changed significantly,
with young workers in géneral and biack teenagers in particular having higher
rates of unemployment relative to other workers than in the past, exacerbating
the concentration of and inequality in unemplcyment. On the other end of the
spectrum, white-collar workers and more highly educated workers have also had higher
rates of unemployment relative to others than in the past.

The changing patterné of_gnemployment rates over‘time is examined in
figure 4 in.terms of the rates of unemployment for selected groups of workers and
the rates prediéted by regression of those rates on those of other workers. When
the deviation between actual and predicted rates rises over time, the rate of the
specified group -worsens relative‘to the other groub, and conversely, if the
deviations decline over time.

The figure shows:

-~ a moderate increase in the unemployment rate of 16 to 19 year old

white young persons at given levels of total unemployment in the

1960s but not in the 1970s.
~ a more surprising and less noticed increase in the unemployment of

25 to 34 year oid white men relative to older workers, possibly
attributable to‘demographic forces;

a marked increase in the unemployment rate of black teenagers relative
to the total unemployment rate. The causes of the extraordinary
deterioration in the employment position of these youth has yet

to be satisfactorily expléined. Whatever the causes, however, few
would disagree with the proposition that the deteriorated employment

of non-white youth constitutes one of the major socio-economic

problems of the period.

ey - =



Figure 4

. UNEMPLOYMENT RATE (%)

34—

UNEMPLOYMENT (%)

18-

17-

-52-

Actual Unemployment for 16-19 Year 0ld VWhites
vs. that Predicted from Total Unenployment Rate

’

\

----- predicted
actual

L—L—L—I_J—‘__‘_LJ__.L_J_.__L_J._I__I_I_L_J._I._L | S S S )

1954 56 58 60 62 64 66 68 70 72 74" 76

38-

32—

28-]
A

26| %\

26—

YEAR

Unemployment for 16-19 Year 0ld Nonwhites vs.

Predicted from Total Unemployment

- - - -predicted.
actual

t~—~r—1*T—T'T—T“T—T‘1 I B PR L ¥

R B S I S L A
1954 56 58 60 62 64 66 68 70 72 74 76

YEAR



' Figure &4

UNEMPLOYMENT (%)

600_

500_

4.0-

3'0_

2.0-

1.0-

i

=53~

Actual Unemployment for 25-34 Year 01d White Men vs.
That Predicted from 35-44 Year Old White Male Rate

= = = . bredicted
actual

L e ]

UNEMPLOYMENT (%)

5.0-
4.0-
3.0-

2.0-

X

L4 R | r v L 4 ¥ ¥
1948" 50 '52 ' 54 'S6 'S8 60 62 ‘6% ' 66 68 '70' 72V 74 '76 !

YEAR

Actual White-Collar Unemployment vs. that
Predicted from Blue-Collar Unemployment

-~ == Ppredicted
———— actual

Y L 5 L § A I Bt S S T S RN |
1958 ' 60 62 64 66 68 70 72 714 16
YEAR



Figure 4

UNEMPLOYMENT (%)

~54-

Actual Unemployment of Professional, Technical,
. & Kindred Workers vs. that Predicted from Blue-
Collar Unemployment

IO
< 3.
T
Z
&
5
3 ,-
&
2 .
g w—-—-= predicted
e—— actual
-4 :
1T 171 1T 77 e § T
1958 60 '62 ' 64 66 168170 "72-' 74 ' 76

YEAR

Actual Unemployment of College (4 or more years)
Graduates and that Predicted from High School

Graduates (4 years) Rate
: o,
3" ¢
2-
"—'.\ -
’ -
4 —_
/
'l
- Py -7 XX 0 ----- predicted
=i actual
0- o i S S T e Tk A A G s e

Y vV YTV YT rvyTIyY g
1952 54 56 58 60 62

YT T
64 66 68 70 72 74 76
YEAR :



-55-

- an increase in the unémployment-rate of-white~collar workers,
relative to blue-collar workers.

- an increase in the unemployment rate of prqfessional and college
trained workers relative to the less-skilled and educated workers,
yet another indicator of the turnaround.in,the college job market
discussed earlier.

As a result of the changed pattern of unemployment rates and changes in
the composition of the work force, the unemployed worker of the late 1970s had
very different characteristics than the unemployed worker in earlier years. The
unemployed worker of the late 1970s was more likely to be .young, black, and also
highly educated and skilled than in the past.

fhe chasging compssition of unemployment suggests the need for different
policies to aid the jobless than in the past. Young unemployed workérs, particu-
larly minority youth in inner cities, have a greater need for job training and
related skill acquisition than the unemployed experienced heads of households
of previous periods. Unemployed.professional, managerial,’and other white-collar
‘or college educated workers also reprgsent a new problem, for which existing

policies may be inadequate.

Wage Inflation

Concordans with the upward drift in unemployment over the period has been
an increase in the average rate of wage inflation, creating a substantial policy
" problem. From 1950 to 1959; hourly compensation of all persons in private busi-
nesses incressed by 5.17% per annum; from 1960 to 1969, houfly compensation of
~all persons in private business increased by 4.9% per annum; from 1970 to 1977,
the rate of increase was 7.1%. As figure 5 shows, the increase in wage inflation
in the 1970s despite increased unemployment appears to have significantly
raised the Phillips curve rclation which once guided thinking on the uncop loyment~

inflation problen. thercas in the 1950s and the 1560s a level of unenploynent
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Figure 5:

The Relation of Unemployment to Changes in Money Wages
in the United States, 1948-1979

peniation per manhour

' Percent changye over previous year

in com

Source: .U.S. Depaftment of Labor, Employmént and Training Report of the
President, 1978, Table G-2, A-19.
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of 6;03 to 7.0% was associlated with wage inflation of 4,07 to 5.07%, in the 1970s
. i; Vas associated with wage incfeases ne;rly twice as high. While it is not
uniQérsally agreed that the exberience of the 1970s proves that there is no long-
terﬁ;gtabié tradeoff between unemployment and hourly wage inflation, there is no
doubgjthaﬁ whatever relation exists 1is quite Qnstable and an inadequate guide to
policy. ' :

More detailed analyses of the cyclical Eehavior of wages have shown a
fufther change in the fesponsi?eness of wage to unémployment and aggregate
cyclical conditions in the peribd under study: a sizeable decline in the reduction
in the rate of wage inflation associated with a given shortfall in aggregate
activity.  According to one set of estimates, the effect of unemployment on the |
rate of change in wages has become significantly lower in the postwar period fhan
in the ea;lie; part of the 20th century (Sachs). One impoféant reason for the
declining cyclical sensitivity of wages is the spread of long-term collective bar-
gaining contracts. At the outset of the postwar period most contracts covered a one
year peri;d. By the 1970s, most major industrial agreements'we;e written for a
three ;éér pér;od. Wages set over a three year period are likely to be unrespon-
"sive to unemployment O other measures of market conditions except in the year
the contract is signed. Other factqrs, such as effective macroeconomic policy,
héVe also been cited as potential cauées of the decreased cyclical re;ponsive—
ness of wages (Sacﬁs).

‘Thg upward shift and reéuced slope of the unemployment-wage chﬁhée
schedule make aggregate economié poiicy nore difficult, which directs aSténtion
to a more disaggregated andksegtoral approach to both unemplofmeht and Qagé

inflation ﬁroblems.
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Conclusion

"Each generation believes itself on the verge of a new economic era, an

era of fundamental change" (NBER, Recént‘Economic Changes in the United States,
1929, p. ix). |
L In three decadgs examined in this study, seven major chang;s have
takén plaée in the American 1ébor market, ;ignifiéantly altering the wages,
empiZyment, and institutions at the work pla;g, First, the rate of growth of
real wéges and productivity declined sharply.};While some of the decline is»
at;ributable to sectoral shifts in employment, ﬁhe changipg age-sex composition
ok the work force, changes in capital-labor ratidg; increased regulation, changes
in energy prices, and reduced R & D effect, for ‘the most part the retardation
in gréwth is a story of changes in the famous 'residual”, about which, by Aefini-’
tion, we kﬁow little. » " |
Seééhd, there have been sizeable demographic éhapges in the composi;ion
of emplofbent: ﬁore women workers, more youngrworkers,'mOEQ educated workers,
anq_fewef older male workers. In part these changes can be:expléined by chénges
in iabof market incentives, but at least some remain a’puzzle;  | |
JThird, the composition of employment has;changed subéian;ially, with
the, number of workers.in whité-collar and skilled jobs, in the South and
' v Southwest, and in local and state government employmént rising while-the number
4n blue-collar and lower skilled jobs has declined. One noticeaﬁle pattérn
’1§s been that empioyment in skilled areas has fallen short of the gﬁowth of
cge supply of educated labor, with a resultant drop in.the quality d% jobs
‘he1a byathe educated. Another ;s for employment changes to vary moreﬁgg%dss
sécté}s than wage changes. v .’g‘
| Fourth, the tréde union share of the work force has diminished ;gb—
stantiaily, with a shafp drép in the proportion unionized in the privat;‘sector
ove;poweriggba rise in the proportion organized in the public'secgor. Changes

in the age-sex-skill mix of the work force explain perhaps 60% of the decline



in . private sector”organization,vbut_increaséd manageriél oppoéition and

" effectiveness in contesting NLRB elections is also important in accounting for

the diminished-ﬁumbervof private sector unionism. .Growth of public sector-

vorganization'appears to be closely linked to changes in public sector labor

relations laws.

‘Fifth, go§ernmenta1.regu1afion of the labor ﬁérket and of the internal
opéfatidn of manageﬁéﬁt‘and labor has bgen greatly éxpandéd. Equal émployment
legislation ?nd foifmativevactidn requirements héve'cﬁangéd the personnel

function. - A wide variety of acts, iike Occupation Health and Safety orvthe

Employee Retirement Insurance Secdri;y,Act, have changed the "rules" of labor

market behavior, in some cases wi£h sizeab1é effects on basic economic factors.
Si%th, thé sffﬁct@re'of earnings‘has been significantly altered by
shifts in the demand/supply balance. In the{per}od studied, college graduates,
particul#rly'the ydung énd thoée inbthe éduéatioﬁal sector, young‘male workers;
and those in several highly skilled occupations haveISUffered declines in
relative earnings. vBlack workers have significantly gained compared to white
workers. Frinée benefits increased.in importance in the wage packagef
Sevehth, the comesitiQn of unemployment and i;é relation to wage
inflation has also undergohé'major change. Young black workers and highly
eduﬁated men‘have come to bear a greater share of unemployment. The rate of

inflation consisténﬁ'with particular levels of unemployment has- increased

rapidly.

Comparisons With 1929 NBER Conference
The changes delineated in this paper can be fruitfully corpared to

those examined half a century earlier at the 1929 NBER Conference on Recent

Economic Changes, in which Leo Wolman wrote a section 6n labor.

Which of the seven changes are similar to those cited in the earlier

volume? To what.exteht do our changes represent continuation of long-term

developments and to what extent do they significantly diverge from historical
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changes?

Answers to these questions should provide perspective on the nature of

changes in the post-World War II period.

Four of our changes, while different in some cases in direction, have
definite parallels with those in the earlier period.

In 1929, as in 1979, the changing demographic structure of the work force,
due to declining birth rates and immigration was of some concern. In 1§29, however,
the increased participation of women was not given serjous attentiﬁn; |

Similarly,“in 1929, as in 1979; patterns of change in thé cémposition ofv
employment —- increases in white-collar and skilled jobs, declines in farming --
received attention. While the 1970s may be relatively unique in that growth of
empidyment in skilled areas has fallen short of the growth of educated labor

there is nothing surprising in the existence of significant shifts in employment

among sectors.

Sizeable changes in the wage structure were also observed in the 1929
volume. Though the direction and nature of changes differed fundamentally
between the periods, changes in relative wages appear to be a .hallmark of the :
United States' labor market.

Decline in unionization in the 1920s parallels to some extent the
decline in the post—World‘War II périod, thqugh here more fundamental differences
also _arise. In the 1920s, the total number of union members, as well as the union
share of the work force fell, whereas in the post-World War II period, union
membership rose, while the proportion of workers covered fell. Moreover, there

was nothing in the 1920s comparable to the spurt in public sector organization
in the later period. Still, in the period covered by this essay and in the

earlier period, declines in unionization were a major development.

Three of our seven changes, by contrast, seem to differ greatly from those

stressed in the 1929 volume. .

First is the increased governmental regulation of the labor market and
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of thc intcrnal opcrations of nanagenent and labor. Governnental intcrvention
in the market following World War I seems to have been sufficiently modest as to

draw virtually no attention from analysts. Peace time growth of governmental

regulation in the recent decades appears.to be a relatively unique development.

Second is the 1970s concern over the.grbyth of real wages and productivity,
which has no parallel in the earlier period of time. 1In the 1929 conferencé,
continued rapid advance of the economy was assurgd by all: "The spread of
higher living standards [is] no£ new, but in its degree and scope it has taken
on newvimportance" (NBER, P. xi). The loss of confidence in growth, due to the sluggis!
per formance in the 1970s, is a strikingly new development.

Third is the drift upwards in both unémployment and rates of wage
inflétion, which ¢onstitutes the aggregate econﬁmic problem of the 1970s. By
contrast, in 1929, there was little concern with overall levels of unemployment
(which were viewed as satisfactory) or with inflation, due to an "increasing

tendency" toward price staibility.

Finally, it is important to remember that.all of the labor market
changes stressed in the 1929 conference were, of course, completely over—
shadowed by the change about to occur =-- the Great Depression,.thedevelopment
of which no analyst managed to foresee. Hopefully, the changes examined in

this paper will not be overshadowed by forces escaping current attention that

will yield a new economic disaster.
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Footnotes
1/

See J. Mark "Productivity Trends and Prospects" in C. Kerr & J. Rosow

Work in America: The Decade Ahead (Van Nostrand Reinhold, 1979).

This can be seen by @xamihing the earnings by industry data in U.S.

Bureau of Labor Statistics Handbook of Labor Statistics 1978, Table 92;

p. 313. 1In coal the rate of increase in-real earnings rose from 1.6%

’

(1950-1969) to 1.8% (1969-1977), using the C.P.I. Deflater.

Regression of the log of output per manhour (0) on unemployment (U),
trend (T) and trend post-1970 (T70) yielded:

0 = 3.97 + .033T - .010U - .012T70 R2 = .995
(.001) (.003) (.002)

Regression of the log of real compensation per manhour (C) on the same
variables yielded:

C = 3.97 + .031T -.019T70 + .000U R? = .998

(.0004)(.001) (.002)
An alternative way of showing the changed trend in productivity growth
and feal wages 1s to éssume that the y follow a random with a
dfift and regressed changes (A) in the variables. (Suggested by Orley

 Ashenfelter). The results of this calculation are given below:

A0 = -.005 -.005T70 + .0Q8U - .0074U R2 = ,366
(.001) (.003) (.003)
AC = .02 - .003T70 + .002U - .004AU R? = .270

(.001) (.003) (.002)

The Bureau of Labor Statistics data are contained in U.S. Department

‘of Labor, Bureau of Labor Statistics, Office of Productivity and Technology,
"Estimated Hourly Compensation of Workers in Manufacturing; Ten Countries,
1960, 1965-1978", (October 1978).

1f one correlates the rate of growth of real wage for 1967 to 1977 with

the level of real wages in 1967 in that document, one does find a negative
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Spearman rank correlation of -.55, indicating that there is a pattern for slower
growth in higher wage countries. However, less than 257 of the country varia-

tion in real wage growth can be explained by bariation in initial levels.

Thus the United States lags more in real wage -growth than in productivity

growth.

6/ ‘ ' .
U.S. Bureau of Labor Statistics, Handbook of Labor Statistics 1978,
all figures except for illegal alien which is a rough estimate from
M. Piore.

7/

U.S. Bureau of Labor Statistics, Ilandbook of Labor Statistics 1978,

p. 34.

Estimated by multiplying the percentage of all households composed
of husband-wife families by the percentage of those families with
husbands in the labor force and wives not. A comparable figure for

1955 was 467%. See U.S. Bureau of Labor Statistics Handbook of Labor

Statistics 1978, Table 27 and U.S. Department of Commerce Statistical

Abstract 1976, Table 50. ' ‘ ‘

2 U.S. Bureau of Labor Statistics Handgook of Labor Statistics 1978,
p. 12.

10/ |
See U.S. Bureau of Labor Statistics,Educational Attainment of Vorkers,
March 1977.

11/

Data from U.S. Bureau of Labor Statistics Handbook of Labor Statistics

1978, Table 15.

12/
See R. Freeman The Overeducated American (Academic Press, 1976) for

these and related data.

13/ -
See, for example, 0. Ashenfelter and J. Heckman, "Tﬁe Estimation of

Income and Substitut ™ :
stitu iop Effects in a dpdel of Family Labor Supply",

Econometrics 42 (January 1974): pp. 73-86.




14/

15/

—-6b—
For a review of the time series literature see J. Mincer, "Labor Force

Participation of Married Women", in .Prosperity and Unemployméhﬁ.

edited by R. Gordon (New York: Wiley, 1966).

Fields, J. "A comparison of intercity Differences in the Laobr Force
Participation Rates of Married Women in 1970_with 1940, 1950, and 1960",

Journal of Human Resources, Fall, 1976, p. 576.

1975 estimated by dividing current (1975) dollars of consumer durables
of $497 billion as reported in the U.S. Bureau of Census, Statistical

Abstract 1976, p. 428, Table 695, by 71.1 million households (ibid.,

p. xiii) with 1952 data for trend from U.S. Bureau of Census, Historical

" Statistics of the U.S., Colonial Times to 1970, Part 1, p. 252, series

18/

19/

F-373, and Historical Statistics of the U.S., Colonial Times to 1957.

p. 15, series A242. The 1952 value was $2,079 (in 1958 dollars).
These data taken from Freeman (1976), p. 168, figure 29.

This is based on an index of job satisfaction rather than a single

measure. See R.P. Quinn & G.L. Staines, The 1977 Quality of Employment

Survey, p. 306, Table 18.5.

U.S. Bureau of Labor Statistics, Handbook of Labor Statistics 1978,

Table 42, p. 134; Table 34.

U.S. Bureau of Labor Statistics; Employment and Earnings, U.S. 1909~

1975, p. 4 and p. 313, and Employment and Earnings, Jaauar;-:1979, n. 75

for coal mining, March 1973, p. 64 for aircraft and parts.

The data for three digit Census occhpations are from R. Freeman,
"An Cmpirical Analysis of the Fixed Coefficient 'Manpower Requirements'

Model, 1960-1970", Journal of Human Resources (1980b). The other

data calculated from U.S. Bureau of Labor Statistics, Handbook of Labor

Statistics 1978, Table 45 and Table 95.




21/

257

28/
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Calculated from data in U.S. Bureau of Labor Statistics, Handbook of

Labor Statistics 1978, Table 81.

Data from 1977: numbers in elections won by unions from National

Labor Relations Board 42nd Annual Report, p. 294. Numbers of nonagri-

cultural workers from U.S. Bureau .of Labor Stétistics, Handbook of

Labor Statistics 1978,.Table 42,

Earlier years: R. Freeman and J. Medoff "The Dwindling of Private

Sector Unionism in the U.S." (in process).

This estimate is obtained by calculating the unionization rate one would
expect in one year given the fractions organized of various demographic

groups in another year.

BN

U.S. Bureau of Labor Statistics, Handbook of Labor Statistics 1978,

Table 157, Table 147, 42.

See Freeman and Medoff "The Dwindling of Private Sector Unionism in

the U.S." and National Labor Relations Board, 42nd Annual Report,

Table 2, p. 269.

U.S. Supreme Court decision in Fibreboard Case.

Bok and Dunlop among others, have argued that the duty to bargain has

little impact. For a contrary view see Ross.

For a survey of the literature see R. Freeman "Black Economic Progess
Post-1964, Who Has Gained and Why?". The Butler & Heckman survey is
unfortunately marred by use of incorrect data, which leads to an under-

estimate of the effect of post-1964 governmental policy.

Social insruance statistics taken from U.S. Bureau of the Census,

Statistical Abstract 1976,1ine 459, p. xvii; line 630, p. xix.
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30/ : '
Calculated from data in M. Paglin "Transfer in Kind: The Impact on

Poverty, 1959-1975", Hoover Institution Conference on Income Redistri-

bution, October 1977,

A/ Calculated from data in Téx Foundation, Facts and Figures on Government
Finances, 1977, Tables 15, él, and 82.

32/
See R. Freeman, The Ove;educated American for this and other related
evidence on the falling value of college.

33/
According to some analysts, the college job market will improve for
new graduates in the 1980s wheﬁ the supply of new degree recipients
falls.

34/

Calculated from data in U.S. Bureau of Labor Statistics, Handbook of

Labor Statistics 1978, Table A-1l.
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