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IT has become traditional for wage
bargaining to center around hourly
rates. Perhaps the convenience of

comparing hourly rates and earnings has
led to their use as the usual expression
of the price of labor. Yet fundamentally,
the employer and the employee are con-
cerned less with the rate per hour than
with unit costs and with annual earnings
respectively. Unit costs are often the vital
factor in the ability of the firm to remain
in competition; the annual earnings of
the family group determine its scale of
living.

This contrast leads at once to a con-
flict inherent in wage administration: the
need of the employer to utilize forms of
payment that will provide pay roll flexi-
bility and financial incentives to improve
performance, and the inner urge of most
workers to achieve security. To insure
the continuance of a business in periods
of economic crisis requires that current
pay roll expense be responsive to fluctua-
tions in volume and prices. Individual
employees, however, need security of job
and earnings to protect their families.
They need earnings sufficiently stable so
that family income and expenditure may
be budgeted effectively. To be "in
clover" one year and on relief the next
is not conducive to satisfactory living.
This conflict of interests creates a di-
lemma as to how to provide both for the
continuity of the enterprise and for the
stability of individual employee earnings.

Nor are unit labor costs of concern
only to the individual employer. They
affect the whole economy. Even in war-
time when the importance of costs is sec-
ondary to that of production, managers
of nondefense companies are continually
reminded of the relation of costs to the
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survival of their firms. Moreover, in the
aftermath of the war, unit costs will oc-
cupy a large part of the thinking of em-
ployers struggling to secure orders to
keep their firms afloat and to provide
jobs. At the very heart of the economic
reconstruction of the nation during the
early years of peace will be the problem
of readjusting the unit costs of essential
goods and services. Such readjustment
will require flexibility and freedom from
some of the rigidities that tend to creep
into wage administration through in-
flexible rate structures and the accumu-
lation of rules and regulations.

Such rigidities not only plague going
concerns but blight the budding ventures
so necessary to healthy private capital-
ism. The part played by the maladjust-
ment of unit costs has been well stated
by Professor Alvin H. Hansen:

In a larger way the problem of high costs
ramifies into every nook and corner of our
economy. It is partly a question, as I have
said, of corporate price policies. Public
utilities hesitate to risk developmental rates
designed to tap potential demand. Business
through so-called fair-trade regulations and
neo-n3.onopolistic practices imposes a limi-
tation on output and employment. In the
case of the railroads the failure of a thor-
oughgoing program of rationalization to-
gether with high labor eosts prevents
investment expansion. In our basic indus-
tries there is danger that continued increases
in wage rates may place our cost structure
in a disequilibrium position with respect to
the outside world. The administration, and
with it public opinion, has never faced the
utter fallacy of trying to boost income, out-
put and employment by raising costs. The
question may well be asked whether certain
types of federzd expenditures have not in
large part had the effect of boosting costs
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when the read purpose was to increase in-
come and employment. We have apparently
yet to lejirn the lesson that high wage rates
do not of themselves guarantee a high labor
income and full employment. We have too
often put the cart before the horse.'

Relation oj Unit Labor Costs to Hourly
Earnings

What has been the relationship of unit
labor costs to hourly earnings? The trend

HOURLY
UNrr

Tear
1919
1920
1921
1922
1923

1924
1925
1926
1927
1928

1929
1930
1931
1932
1933

1934
1935
1936
1937
1938
1939

EARNINGS, OUTPIIT PER MAN-HOUR, AND
LABOR COST,

(1929 =

Hourly
Earnings

86
103
89
84
92

95
95
96
98
98

100
100

96
84
84

100
103
104
117
118
118

ALL MANUFACTURINO
= 100)

Output
per Man-Hour

67
68
71
81
83

97
92
93
93
97

100
98

103
105
114

112
115
120
123
126
136

Unit
Labor
Cost
129
152
126
103
110

109
104
103
105
101

100
102
93
80
73

89
90
86
95
94
87

Source: Irving H, Siegel, "Hourly Earnings and
Unit Labor Cost in Manufacturing," Journal of the
American Statistical Association (September, 1940),
p. 458.

of unit labor costs may be computed
either by dividing the amount of wages
by the corresponding amount of output,
or by dividing an index of average
hourly earnings by an index of produc-
tivity. Mr. Irving H. Siegel of the Na-

' Alvin H, Hansen, "The Consequences of Reducing
Expenditures," 17 Proceedings of the Academy of Political
Science 70-71 Qanuary, 1938),

tional Bureau of Economic Research has
computed the trend of unit labor cost for
the two decades following 1919 (op-
posite column).

Despite the marked upward move-
ment of hourly earnings, unit labor cost
displayed a downward trend because
productivity doubled. As a result, unit
labor cost fell from its 1919-1921 highs
of over 126 to the 1939 figure of 87. The
problem now is to consider what policies
will avoid a reversal of this trend in the
face of wage rates still higher than those
paid in 1939 and the transfer of skilled
employees from their accustomed work
and jobs to others considered more
essential.

What May Be Done by an Individual
Employer?

A common, though old-fashioned, de-
vice for controlling labor costs is to adopt
a method of payment that provides
financial incentives. These may be ap-
plied properly, of course, only in situa-
tions where output standards can be set
and output measured. If based on
individual performance, they are a
strong spur to individual effort; if based
on group performance, they encourage
teamwork but the spur to the individual
is weaker.

Passing from the method of payment
to the amount of pay, any general in-
creases in wage rates should be ear-
marked to facilitate pay roll readjust-
ments after the emergency. If base rates
remain relatively constant and if any
supplementary compensation during the
emergency is designated separately, the
chance for revising rates and reducing
costs and prices to secure orders and
provide work is somewhat enhanced.

In war as in peace the employer should
preserve a satisfactory internal alignment
of wage rates. Thus the base rates and
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salaries should be aligned according to
the relative difficulty of the work per-
formed by those in each occupation. Nat-
urally, any known malalignment should
be corrected at the earliest opportunity,
and the rate differentials should reflect
changes in the nature and difficulty of
the work done in the several jobs and
occupations.

As to the adjustment of company wage
levels to external factors, individual em-
ployers who need to retain their workers
are likely to find it expedient to grant
wage increases related to increases in the
cost of living. Although the government
may well establish wage ceilings as a
part of its control over inflation, an in-
dividual employer cannot disregard the
fact that, unsupported by governmental
action, he is in a weak bargaining posi-
tion if his plants are full of work. This
is especially true if large government
contracts force him to build up his work-
ing force, if wage increases granted by
him can be passed along to the govern-
ment, and if his company is making a
profit.

In respect to the suggestion that the
general level of rates in a company may
need to be raised if the cost of living rises,
it should be remembered that wages
should not be tied permanently to a cost-
of-living index. Such a step, as a long-
run policy, is opposed by organized labor
because cost-of-living indexes are un-
reliable indicators of what industry can
pay to wage earners. Moreover, even
such wage increases during the emer-
gency as are limited to advances in the
necessities for living have some inflation-
ary effect, and to this extent are to be
condemned. The reduction of living
standards, which is the inescapable price
of a long war, can be made systematic
only by a coordinated program of tax-
ation, compulsory saving, wage ceilings,
and the application of priorities to goods

and perhaps to labor. The control of
wages, however, is a problem for which
the government, not individual private
employers, should take the responsibility.
Americzm business has already lost so
much support that for it to bear the
onus of policies that would further alien-
ate the great body of American work-
ers would be serious indeed. Whatever
policies are necessary to control or to
minimize inflation should be applied on
a nation-wide basis and with such evi-
dent fairness that, after the emergency,
American citizens will be intensely loyal
both to their government and to the
principle of private enterprise.

The last century has witnessed many
attempts to relate part of the employee's
total compensation to profits, and oc-
casionally to selling prices or to sales
volume. The results of a century of ex-
perimentation with profit sharing are dis-
tinctly mixed. Profit sharing makes for
some pay roll flexibility, but it is appli-
cable only if a company has profits to
share. It should perhaps be regarded as
a fitting capstone to a complete, well-
planned, and well-operated program of
industrial relations. But it is scarcely a
substitute for wage increases nor a de-
terrent to the higgling associated with
the bargaining table. Moreover, it is a
device frowned upon by union officers.

In normal times the adjustment of
wage rates to fluctuations in volume is
of some theoretical interest (a) if there
exists a common unit for measuring the
volume of the whole company, and (b)
if the limits of the volume fluctuations
are predictable. For some years a hotel
has successfully used a plan embodying
four levels of wage rates that apply to
four different volumes as measured in
guest days. The general applicability of
volume adjustments in wartime, how-
ever, is obviously small. On the one hand,
priorities may cause a plant to lose the
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entire volume of its normal product; on
the other, a government order may be
received that exceeds, in size, the most
exuberant peacetime hopes of the sales
department.

What step is practical for companies
to take at present, especially if they are
engaged in war work? If management is
to achieve both flexibility of total pay
roll and stability of individual incomes,
the soundest policy is to build up, in
boom years, trusteed funds to protect
employees laid off, dismissed, or pen-
sioned in lean years. These trusteed funds
may be established in such a way as to
make them deductible in the computa-
tion of corporate income taxes. Impetus
to the spread of such devices for em-
ployee security has come through the
realization by management that em-
ployee funds are also necessary for rea-
sons of efficiency. Any company that
looks forward to a long-continued exist-
ence is certain to face the necessity of
eliminating from the organization those
who for any reason are unable to func-
tion properly. For example, if a com-
pany has no pension fund or paid-up

annuities available at the time employees
reach retirement age, its management is
likely to retain such workers on the pay
roll long past the time when they be-
come a handicap.

Similar arguments can be advanced
with respect to the laying ofT of em-
ployees during depression. Because many
managements feel their responsibility to-
ward the breadwinners in their employ,
they delay taking the steps called for by
the business conditions of the moment.
They hesitate to cast out such individuals
to seek jobs elsewhere when no jobs are
to be found. At such times the availabil-
ity of liberal unemployment and dis-
missal wage funds to supplement the
state unemployment benefits is at least
a partial answer. When the company's
volume shrinks, its pay roll can be re-
duced to the extent that individual em-
ployees can be cared for by funds created
in more prosperous periods. Even though
the pressure of these hectic days leaves
little time for executives to reflect upon
the problems of reconstruction, wage
policies should be adopted now that will
facilitate the difficult transition from a
war to a peace economy.






