
BALANCE IN WAGE SETTING
BY C. CANBY BALDERSTON

IIKE circus aerialists, those responsi-
ble for wage setting must master

J balance and timing. Failure to
master them in the wage-setting arena,
whether on the part of managers, union
officers, or government officials, will lead
to results that are perhaps less obvious
and dramatic than the penalty for fail-
ure on the part of acrobats, but yet very
important to the health of enterprises
and industries. Because the well-being
of the economy turns on the collective
health of its individual employing units,
the maintenance of balance and propor-
tion in wage rates and "take-homes,"
plus a proper regard for the timing of
wage changes, is clearly essential.

The area of wage and salary adminis-
tration is too vast and complex for the
author to do more here than suggest the
factors that need to be kept in balance.
For convenience these factors may be
grouped into three categories: (l) Uiose
that Iiave to do with the organizational
relationships of managers, union offi-
cers, and government officials who con-
trol, influence, or otherwise exert au-
thority over wage setting; (a) those that
have to do with the wage relationships
inside each enterprise; and (3) those that
have to do with the wage relationships
that are external.

Authority over Wage Setting

Governmental influence over wages
and salaries, which in wartime waxes
and in fact tends to overshadow that of
unions and company managements, will
have important implications for the
postwar period we are now entering.

For this reason it deserves first con-
sideration.

Governmental Control. The applica-
tion of controls over the upward move-
ment of wages must of course be distin-
guished from the prevention of wages
so low as to be socially undesirable (the
kind of wages associated with "sweat-
shops"). The control of upward move-
ment, which has been our major concern,
is needed in wartime because the market
is largely an artificial one, in which gov-
ernmental demand unaffected by price
is superimposed on civilian demand at a
time when the labor supply is dimin-
ished by the withdrawal of men for the
armed forces. To protect the nation
against the ravages of inflation, such
control must be exercised until a balance
is restored between the demand for and
the supply of civilian goods, and be-
tween the demand for and the supply of
labor. The soundness of the economy
and the well-being of the working pop-
ulation both depend upon the exercise
of a group of governmental regulatory
tools including taxation, rationing, and
price and wage controls. The less the
cost-price relationships are distorted, the
sounder the economy: the less the infla-
tion permitted, the smaller the deflation
which follows.

Yet the existence of these controls
exacts a price in employee morale. Ad-
justments in job rates are delayed be-
cause governmental wheels turn slowly.
The flexibility needed for the making
of prompt wage and salary adjustments
is lacking. Moreover, some employers
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add to their long-run difficulties by
attempting to evade governmental reg-
ulations by misassigning workers (i.e.
hiring common labor under the job title
of trades helper and so forth) or by mak-
ing output standards easier in depart-
ments with tight labor situations so that
employees paid under incentive plans
may increase their take-homes.

Another prevalent war tendency has
been for company executives to ab-
dicate during wage negotiations with
employees. With large orders easily
obtainable without competitive bidding
and with a scarcity of labor, it is under-
standable that employers should join
hands with unions in seeking govern-
mental approval of wage increases. But
in "passing the buck" to a government
agency to keep wage rates within reason-
able bounds, such employers forego the
opportunity to educate their employees
to the vital relationships between wage
rates, labor efficiency, unit costs, and
prices. As these employers attempt to
resume business on a competitive basis,
they are likely to find their wages so
high as to interfere with the securing
of business. Tragically enough, too,
their employees may have lost sight of
the basic economic truths that affect the
ability of the company to provide work
and are therefore unprepared to bargain
realistically.

The second aspect of governmental
control, namely that which places a
floor under wages by the application of
minimum wage standards, also exacts its
toll. The price exacted of society de-
p>ends upton how much the floor is ele-
vated in relation to the comp>etitive
situation within each industry. A min-
imum wage that is still relatively low
yields certain significant social gains.
Obviously some minimum standard is
desirable; the problem is how high it
should be. Each raising of the minimum

leads employers to mechanize and to
become highly selective in their choice
of workers. The outcome may be a seri-
ous reduction in employment opportu-
nity for the less efficient or less desirable
parts of the working population.

Influence of Unions. The influence
which union officers exert upon wages
is more or less powerful depending upon
the economic and political forces at their
command. If their influence is signifi-
cant, their skill and discretion in mar-
keting the services of their constituents
have a direct bearing upon the amount
of employment. Because most union
officials are the elected representatives
of constituents who may not understand
the economic implications of wage in-
creases, restrictions to provide craft pro-
tection, and seniority provisions, they
are likely to find it difficult to maintain
a sound position without losing the con-
fidence of their constituents. The latter
may look with suspicion upon steps
taken in concord with employers to
place mills on a compjetitive basis and to
increase the number of jobs.

Administration by Management. In
the administration of wages by the
management of a company, the time
seems to have come to re-examine the re-
lation between the authority of operat-
ing executives with line or bossing rela-
tionships and that of staff technicians
with advisory relationships. In the at-
tempt to bring order out of the chaotic
state in which they have found their
wages and salaries, some companies have
turned their wage administration over
to technicians too completely.

Wage analysts have an essential part
to play if wages are to be administered
systematically. But their propier func-
tion is to create a sound structure of job
rates, not to attempt to direct its detailed
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application to individual workers. Their
responsibility is to describe the content
of each job, to evaluate its importance
relative to other jobs in the company,
and to "price" it in accordance with
company policy and the rates found to
prevail in the labor market — all to the
end that a sound schedule of job rates
or salaries may be developed.

If wage technicians attempt to dictate
what the job content should be, or how
the jobs should be staffed, or try to de-
termine how well the incumbents ac-
complish their tasks, they are intruding
upon the prerogatives of the operating
executives. Balance must be maintained
between those with line relationships
and those with staff relationships. Oth-
erwise tlie administration of wages will
be distorted by the confusion of respon-
sibility between operating heads, pri-
marily concerned with the results ob-
tained by their employees, and wage
technicians, interested in consistency in
wage setting.

Internal Relationships
One of the most important essentials

of satisfactory wage setting is placing the
job rates in alignment internally. This
means of course that the rate or rate
range of each job must reflect the degree
of difficulty and responsibility attached
to it relative to other jobs on the payroll.
Otherwise some rates will be out of line
on the high side; others, on the low side.

Occupational Differentials. A sound
internal alignment of rates is the prod-
uct of job analysis and evaluation — a
relatively recent addition to the tech-
niques of mani^iement. But even though
systematic attention to this problem is a
development ot the last few decades, it
must not be thoii^ht that the problem
of appnusing job difficulty Is a new one.
In mature industries and labor markets.

the established skill differentials have
been hammered out by long higgling
over rates in countless wage discussions.

Such occupational differentials play
an important part in mainuining a
balanced supply of workers and in stim-
ulating men to acquire the training
needed for skilled jobs. They also are
important psychologically. For the very
reason that base rates are considered by
workers to reflect their status in the
company, these rates cannot be changed
radically either by governmental action
or otherwise without injuring employee
morale.

The balance between money differen-
tials and job importance should extend
throughout the entire range of job dif-
ficulty, from janitor to president. It is
not sufficient to establish a proper align-
ment of rates between the least skilled
job on the payroll and the most skilled
nonsupervisory one, such as toolmaking.
Failure to maintain the alignment on
up through the supervisory positions,
for example, adds fuel to the fire of dis-
content among foremen. To the fore-
men's general feeling that neither their
jobs nor their sutus is dearly defined is
joined resentment of the fact that some-
times subordinates "take home" more
than they do. During the war high in-
centive earnings, made possible by large
volumes and long "runs" together with
overtime, have caused many employees
to eam more per week than their bosses
— this being not merely a matter of rate
of pay, of course, but of total take-home.
Such unbalance can be very vidous in
its effects.

Simplicity tarsus Refinement. Still
another cause of unbalance lies in the
conflict between the desire for the ws ;̂e-
rate structure both to be simple and to
be so refined as to reflect the peculiari-
ties of each job. Simplidty makes for
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ease of administration, at least superfi
cially: management has but few rates
over which to bargain with the union;
workers may be transferred easily; and
union officers have a list of wage rates
not too difficult to explain and to defend
in meetings of their locals. On the other
hand, individual employees, especially
those occupying positions made some-
what distinctive by skill requirements
or responsibility, wish to have the pe-
culiarities recog;nized in their compen-
sation. This conflict between simplicity
of structure and sufficient refinement to
reflect recognizable differences in job
importance causes the interests of many
individual workers to diverge, curiously
enough, from those of both manage-
ments and unions.

Single Rates or Rate Ranges? Rate
ranges permit a competent management
to make a series of pay increases in rec-
ognition of performance on the job.
Consequently they provide flexibility
in the application of rate schedules to
individual employees. On the other
hand, they are frequently attacked by
unions on the grounds that they permit
supervisors to play favorites and lead to
inexplicable differences in the actual
rates of pay to workers on the same job.
Union negotiations on this point have
become so difficult that some manage-
ments are inclined to forego the flexi-
bility inherent in rate ranges and to
revert to the use of single job rates, with
everyone who is assigned to a given job
receiving precisely the same rate per
hour. Here again is an instance where
balance is needed between a wage struc-
ture elaborate enough to provide flexi-
bility and yet simple enough to match
the ability of the management to ap-
praise individual performance and to
apply rates to workers without mis-
understanding.

Factory Workers versus Office Work-
ers. Still another issue on which it is
difficult to maintain a satisfactory bal-
ance has to do witJi the relationship of
the take-homes of hourly workers in the
factory and of salary workers in the of-
fice. In a period of unemployment those
office employees who retain their jobs
have larger earnings than do hourly
workers on a restricted wOrk-week. of
two or three days per week; at such times
the second group tends to look v/ith
envious eyes at the first. In boom tiroes,
however, the opposite is the case, and
the office workers are at a disadvantage
— although this problem has been mini-
mized to some extent by the fact that
nonexempt salaried employees must
now be paid overtime under the IFair
Labor Standards Act.

Incentives. In plants using financial
incentives the take-homes of various
groups are also likely to get out of bal-
ance with each other. This problem has
numerous subdivisions. How large
should the guaranteed base rate be in
relation to the base rates of those not
"on incentive"? In recent years there
seems to have been a tendency to make
the guaranteed base rate equal to the
day rate that would be paid if the job
were not "on incentive." What should
be the ratio of the incentive premiums
actually earned to the guaranteed Ibase
rates? A study of wage rates in 31 Phila-
delphia metal plants made prior to the
war revealed that in these plants the
incentive earnings were from 12^% to
20^ higher than the day rates for jobs
of equivalent difficulty. In many war
plants the incentive premium has be-
come much higher than the foregoing
figures. Consequently indirect labor,
not eligible for incentive earnings, feels
discriminated against. Maintemmce
workers, for example, resent the high
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pay of machine operators on piece
work.

Nonfinancial Benefits. In fact, the
problem of balancing the constituent
parts of a company's compensation pro-
gram extends beyond the financial as-
pects to those benefits that are not usu-
ally thought of by employees as being
part of their "pay." The extension of
vacations with pay, for instance, laud-
able though it be, is expensive. Two
weeks with pay for all employees costs
4% of the payroll unless the cost be off-
set in part by additional work by those
not on vacation. Each addition to the
list of sick benefits, pensions, and so
forth adds to the compensation not
placed in the weekly envelope. Em-
ployees frequently express dissatisfaction
with those areas of industrial relations
where the cost to the company seems out
of proportion to the benefits to them.
Young female employees, for example,
display little interest in ptension plans.

External Relationships
The setting of wages and salaries

within a given establishment must also
take account of forces that impinge on
the establishment from the outside.
Among these forces are governmental
regulation (discussed already), prices
obtainable for the company's product
or, to put it another way, competitive
position, and wage rates prevailing in
the locality and industry.

Competitive Position. To keep itself
in a position to comp)ete successfully is
a prerequisite to survival for any com-
pany, at least in p)eacetime. Continua-
tion of the company calls for constant
watchfulness over the relationship's
between wage rates and unit costs; be-
tween unit costs and unit prices and
profit margins; and between profit mar-

gins and volume of sales and final net
profit.

The proportional relationships
worked out in a period of stability en-
able management to operate with assur-
ance, to make plans and commitments
for the future, and to hire the requisite
labor. When these nice adjustments are
destroyed by violent price changes, how-
ever, rtie distorted cost-price relation-
ships can be brought into balance again
only if the parties involved in the nego-
tiations have dear understanding of the
factors involved. The degree of un-
balance brought about by price changes
will of course vary for different types of
industry. Compare, for example, the
mining of bituminous coal, where the
labor cost is about 65% of total cost,
with the making of soap or the process-
ing of food, where it is less than 10%,
and it is evident that a wage increase is
a much more serious matter in the for-
mer case than in the latter.

Prevailing Level of Rates. How closely
the general level of rates in each plant
should be related to the general level of
rates prevailing in the labor market from
which it draws its employees involves
two question.s. The first is whether the
plant should adopt the policy of keeping
its rates above the market level in order
to attract the best workers or below the
market level with the thought that less
efficient workers may be adequate for its
operations. This question is, at best,
one that can be answered only on an
individual company basis.

The second question, long a moot one
in industrial relations, is whether wage
bargaining should be conducted on a
plant-by-plant basis or on an industry-
wide basis. Geographic differentials
p»ersist, despite the labor shifts of war-
time and the search in both war and
p)eace for low-cost locations. The rates
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for common labor on the West Coast
and in Detroit are double those in cer-
tain southern areas. Companies in the
high-wage areas have to pay rates at least
approximating those prevailing in the
community to secure and maintain their
labor forces. Firms in low-wage areas
may also be under some compulsion,
since they may be able to compete effec-
tively only if they take advantage of the
wage levels found there. And so eco-
nomic considerations would appear to
indicate that each plant should pay
rates related to those prevailing in the
locality from which it draws its workers.

In companies with branch plants,
however, prevailing geographic differen-
tials interfere with the transfer of key
employees from plant to plant and cause
employees in different plants to raise
questions about why the same job should
carry a higher rate of pay in one locality
than in another. Moreover, to a union
attempting to elevate wages in higher
wage areas the competition of low-wage,
low-cost areas is a source of irritation;
and the only course for the union is to
seek to extend the number of mills in its
bargaining agreement until, if jjossible,
the agreement embraces the entire in-
dustry. In such a situation, it is obvious
that the maintenance of balance between
the fjayment of geog^raphical differen-
tials and the need of intracompany or
intra-industry uniformity is, to say the
least, a delicate task.

Concluding Observations
And so the pattern of wages is a com-

plex of forces that play upon each other.

These forces influence the differentials
among geographic areas, between sexes,
among industries (e.g., between laun-
dries and metal plants, or metal plants
and oil refineries), and among plants of
the same industry (e.g., the "big three"
automobile makers).

In a period of stability, these intricate
relationships become well understood,
and the balance among them is con-
ducive to business health. From it stems
the confidence needed if managerial
planning and initiative are to result in
employment. Moreover, such stability
would appear to allay labor unrest.
Henry Clay, the British economist, has
pointed out, for example, that in Eng-
land before World War I work stop
pages rarely resulted from wage disputes,
and that the basis of order in industry
was a system of relatively stable wage
standards defined and enforced by trade
unions or by custom, to which prices
and production accommodated them-
selves; economic change was g;radual and
seldom catastrophic.

But in the aftermath of war, such a
state of benign calm is not likely. Gyra-
tions of prices will doubtless be part of
the general turbulence. The mainte-
nance of the best balance possible in
such a situation requires flexibility, in-
telligent decisions, and proper timing.
A period of violent change calls for un-
usual sensitiveness not only to the need
for balance but also to the dangers of
panaceas. As Emerson made clear:
"Every sweet hath its sour; every evil its
good . . . and for everything you gain,
you lose something."






