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Challenge of
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Annual Wage

Needed: a positive plan of action
which is based on understanding
of impending GAW demands by
union leaders and which is de-
signed to give management the
initiative at the bargaining table.

By James L. Allen
and C. Wilson Randle

There are signs that industry, government,
and labor are all beginning to regard the guaran-
teed annual wage with great seriousness.

Major companies and unions are already en-
gaged in highly significant research activities de-
voted to a thorough analysis of the prohlem in
preparation for negotiation. In top Detroit husi-
ness circles, discussion waxes hot over which
automohile company will he the first to have
GAW demands in 1955. Steel companies in
Cleveland and Pittshurgh are formulating bar-
gaining limits in preparation for their mid-1954
negotiations. The major electrical manufactur-
ers, first to have contracts open, are wondering
if the union schism in their field will aifect the
strength of union demands.

In official Washington, the subject is of high
interest in the NLRB, the Department of Labor,
and the Department of Health, Education, and
Welfare (unemployment compensation). The
topic is also receiving attention in current peri-
odicals, journals, and services. It is an issue
that is basic, easy to understand, attractive to
the public, and highly volatile. And it is a de-
mand which is certain to he served on United
States industry when the vagaries of the busi-

ness cycle indicate that unemployment is immi-
nent once more.

The one question which immediately comes
to mind is: Are the unions using their GAW
demands as a bargaining position to be traded
off for more direct wage benefits, or are they
serious enough to employ economic sanctions to
attain the guaranteed annual wage? From either
standpoint, the problem is a critical one. Before
such questions can he discussed, however, we
need to have a clear idea of what the guaranteed
annual wage means today.

Meaning of GAW
The term "guaranteed annual wage," in its

purest form, would mean guaranteeing an an-
nual salary to the employees. Presumably the
amount of this guarantee would be approxi-
mately the worker's earnings at time of layoff.
In times of full employment and production,
the guarantee would involve little or no cost
to the employer. Conversely, during reduced
production and layoff periods, workers would
be paid the guaranteed annual salary whether
or not they were actually employed.

Labor costs would thus tend to become fixed
charges against the husiness, in contrast to be-
ing variable charges that are now employer-
regulated to levels of production. Under these
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conditions the guaranteed annual wage would
constitute a severe liability against business and,
as such, would stand small chance of being bar-
gained into existence.

Actually, at the present time, the guaranteed
annual wage is neither defined nor demanded
in its purest form. When discussions of the
GAW began a decade ago, the prevalent concept
was close to the pure form, but over the inter-
vening years the concept has moved steadily to-
ward a more liberal interpretation. Today the
term has little standard meaning. All plans,
h(me\er, may be generally classified into one
of the following categories:

1. Plans guaranteeing an annual amount of
wages.

2. Plans guaranteeing an annual amount ol'
employment.

•5. Plans guaranteeing a combination of wages
and eniplovment.

The term as used in this article is broad, em-
bracing all three classifications. The common
factor running throughout all types of guaran-
teed annual wages is the annual security con-
cept. That is the important consideration which
rides in the forefront of every discussion, includ-
ing this one.

Seriousness of Demands

For the last eight years, most of the major CIO
unions have made demands for the GAW and
have promptly dropped them in favor of wage
increases, liberalized fringes, and benefits felt
more directly by their members. The AFL,
though less aggressive and widespread in its de-
mands, has followed the same practice, ft is
small vvonder, then, that a question now exists
as to the current seriousness of the union's GAW
intentions.

Appraisal of Circumstances

.Answering this query involves analysis of the
present circumstances surrounding the GAW.
Appraisal of these circumstances diseloses sig-
nificant facts:

« GAW demands are in keeping with the union
program of employee seeurity. Through the years,
labor demands have for the most part been in the
area of hours, wages, and working conditions. In
the rather recent past, security has heen added.

^United Automobile Workers, 1953 Annual Report,
March 1955, p. 4.

This is a universal desire with a fundamental ap
peal. Inspired by two world wars, a severe dcpres
sion, and an aging society, the desire for securitv
has found growing expression in labor-management
contracts. Now that health, welfare, and pension
plans are well established, guaranteed wages rep
resent the next logical ant! expected step for the
unions in their program of employee securit\

•' (>/llV ilcniands arc a forinallv adopted nil ion
program. Thev have been adopted by tlie CIO an
nual convention as a major objective. ( i , \ \ \ in
terest in both the AFL and the CIO has reached
new heights. Walter Reuther, a motivating forec
in tlie CAW drive, stated in his 1953 annual r<
port to the UAW membership:

"I he guaranteed wage is on the \vd\
some of the gains were won from manage
ment the hard way. Others eame out of
orderly and peaceful negotiations. That is
the only choice remaining to management in
relation to our guaranteed wage demand
not whether we will get j guaranteed annual
wage hut how we wiil get it

These words eertainlv retlett an aggressixc intent.
This firmness of purpose was carried over into the
larger CIO when Reuther became its president.
Under his leadership the CAW is more likelv to
become a serious union demand.

1; A favorable bargaining environment exii^ts for
GAW demands. If the bargainabilitv of guaranteed
annual wages is brought before the NLRB and
litigated in the courts, the CAW is almost certain
to be held a proper subject for collective bargain-
ing. In the Inland Steel case which eovered the
bargainability of pensions, the court held tbat
"rates of pay, wages, hours of employment, or other
conditions of employment" were proper issues
for negotiation.- Pensions were held to be both
"wages" and "conditions of employment."

Even with the ehangetl membership of the
NLRB, it seems highly improbable that guaran-
teed annual wages will be interpreted differently.
This opinion is also unanimously held hy the
spokesmen for the major companies surveyed.
Thus, if demands are presented, industry faees
an almost eertain legal obligation to bargain col-
lectively over the GAW.

On labor's side it seems logical to suppose that
the cost-of-living escalator and its companion —
the annual improvement factor — will continue
as tbe wage pattern of major CIO unions. They
will probably make an attempt to "freeze" some of
the cost-of-living gains into the base structure, but
otherwise their major wage demands seem largeb

- Inland Steel Company versus NLRB, United States
C o u r t of .'Vppeals, Seven th C i r cu i t , S e p t e m b e r 2^, 1 9 4 8 ,



presettled. Thus more time and energy can be de-
voted to the GAW.

Industry circumstances also favor the annual
ŵ age demand. Both steel and automobile com-
panies are beginning to face a buyers' market.
Under such conditions in the past, union demands
have shifted to fringe issues. A GAW demand
would thus follow a bargaining pattern already
established.

•I Union timing indicates a GAW demand. A
pertinent parallel may be drawn between pensions
and the GAW issue. The actual negotiations of
pensions were preceded by a period in which the
unions educated their rank and file to the pension
concept, built a public consciousness and support
for the idea, and softened up industry opposition.
The same behavior is evident for guaranteed an-
nual wages. And if a similar time budget is con-
sidered, annual wages are long overdue as a serious
union demand.

The research departments of the major unions
are thoroughly and competently preparing for GAW
bargaining. They are ready to offer specific pro-
posals tailored to their particular industry condi-
tions. (Unions have even offered to make joint
studies Avith companies.) The United Automobile
Workers (CIO) has employed an advisory commit-
tee of outstanding university economists to give
their "best advice" on guaranteed annual wages.
GAW policy has already been determined. And
the unions are ready when the time seems ripe.

c GAW demands have heeome more realistic.
Present union demands for the GAW are far re-
moved from their original requirements. CIO de-
mands in 1945, as explained by Philip Murray,
ran as follows:

". . . Reduced to a simple formula, the
guaranteed annual wage as requested by the
union suggests that management be required
to give workers 40 hours work each week for
52 weeks — arriving at a figure of 2,080
hours. That figure of 2,080 would be multi-
plied by whatever is the individual's hourly
rate. For each week during the life of the
contract that the employee, for reasons be-
yond his control, does not receive a sum equal
to this minimum amount, the company shall
make up the difference." ̂
Major unions are currently talking in terms of

limiting eligible workers, reducing the time obliga-
tion, defining and limiting company liability, and
integrating GAW plans with state unemployment
compensation. They are aiming at making the
GAW a practical bargaining issue.

€ The GAW has already attained eonsiderable
momentum. Originally centered in the program

York Times Magazine, April 8, 1945, p. 12.
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of the steel workers and the automobile workers,
the GAW has now become an important objective
for the Brotherhood of Maintenance of Way Em-
ployees (AFL), International Union of Electrical,
Radio, and Machine Workers (CIO), United Pack-
inghouse Workers (CIO), National Maritime Union
(CIO), Teamsters Union (AFL), Textile Workers
Union of America (CIO), and the International
Longshoremen's Association (AFL). GAW con-
tracts are now found in meat packing, soap and
cosmetics, fur and leather, textiles, dairies, print-
ing, hardware, sugar refining, grain and cereal
milling, wholesale and retail trade, and such serv-
ices as cleaning, dyeing, and custom tailoring.

To illustrate the gathering momentum of the
guaranteed annual wage, consider St. Louis Local
688 of the Teamsters Union. This union signed
its first GAW contract less than two years ago with
the Brown Shoe Company. Since then the local
has been successful in extending annual wage con-
tracts to 50 other firms. This, of course, is an iso-
lated instance, but it shows that realistic union de-
mands are likely to receive serious attention.

C General economic conditions accent annual
wage demands. Business activity, which has shown
signs of leveling off with spotted instances of ac-
tual decline, may provide a double-barreled incen-
tive for GAW bargaining. Unions may desire to
negotiate long-term contracts containing guaran-
teed wage provisions while negotiation is still rela-
tively easy. Moreover, they see the possibility of
unemployment before they have a contract that is
adequate to take care of it.

Union Difficulties

A review of these circumstances surrounding
the question of the degree of seriousness in-
volved in current union demands leads to the
conclusion that the guaranteed annual wage can
be both an immediate and a determined bargain-
ing demand.

However, the unions are not in a position to
press their demands on a broad scale. Union
officials have run into difficulties selling their
members on guaranteed annual wages in a full-
employment economy. To obtain a contract
with a GAW provision, union negotiators will
probably have to give up a portion of a wage in-
crease or .some other type of direct benefit. This
the members do not like. They prefer direct
wage increases, noncontributory insurance, lib-
eralized pensions, longer paid vacations, and
more holidays. The inability of union leaders to
get their members to support the GAW may
defer its serious demand until 1955.

Lack of member support is not the only union
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problem. Any guaranteed wage plan won in
1954 is likely to have some limitations leading
to inequitable treatment of union members.
This ereates problems. Also for an annual plan
to be acceptable, contract changes providing for
more liberal seniority, transfer, and work assign-
ment clauses will probably be necessary. For
the unions to backtrack in these areas is a sacri-
fice of an especially distasteful sort, particularly
if it means negotiating an entirely new contract.

Another worry is that financial support for a
GAW in the first few years of a plan is likely
to be limited. If unemployment oectirs tluring
these earlier years, persons with the least sen-
iority are the first laid off and the first to receive
guaranteed benefits. By the time employees
with the greatest compan}' service and seniority
become unemployed, the monies accumulated
to defray a GAW liability eoukl easily have been
dissipated, and thus the long-service employees
would be left without benefits.

Many of these union problems are still unre-
solved; they provide significant hurdles which
must be cleared before the unions can summon
general support for GAW demands.

The over-all conclusion one reaches in an ex-
amination of the GAW situation is that union
demands are decidedly serious but that the tim-
ing on when the union is ready to stand firm
and "take a strike" rather than retreat to other
concessions may be a year or two removed. The
length of time is directly dependent upon eco-
nomic conditions. A business slump would bring
the GAW demands quickly to a head. In any
event, the likely nature of these demands, though
controversial and still in the formative stage,
makes it imperative to prepare for negotiation.

Pattern of Demands

Without anticipation of the charaeter of GAW
demands, preparation can be a rather aimless,
frustrating task. With this in mind, the authors
made an analysis of union statements, recently
negotiated contracts, and prevailing literature.
After this study union offieials and researeh di-
reetors were interviewed. Gertain signifieant
findings can be distilled from this experienee.

Union Strategy
It seems apparent that the unions will adopt

a flexible attitude in GAW diseussions. Though
the bargaining position assumed originally may
not indicate this approach, as negotiation pro-

gresses the unions are prepared to shape their
demands to conform to the characteristics of the
industry involved, to yield to limitations on em
ployer liability, and, in some eases, to postpone
negotiation to the next contract period in order
to provide time for solution of knotty problems
certain to arise. This flexibihty of approach has
been stated by Reuther as follows:

. We will exhaust every reasonable, sensi-
IJIC, constructive cfFort to resolve this [the GAWi
as it ought to be resolved in a broad society, not
by the exercise of economic power, but bv the
exercise of logic, by the development of economic
facts at the bargaining table.' '

Union bargaining strategy seems to involve,
as a tirst step, getting a guarantee plan of some
sort into the contract. Successive annual nego-
tiations would then be designed to upgrade the
plan to meet or to approach the union ideal.
This is the same technique that was applied to
the securing of pensions. In order to see how
this strategy works out, ol>serve that 1954 union
demands call for liberalization of existing pen
sion plans. The same tactics have been applied to
annual wage plans already in existence. Some
unions, hard pressed for a contraet foothold, may
look for a contract entree in the form of a guar-
anteed tveekly wage, though it is not: ex{)ected
that this demand will be \ ery widespread

The technique of union bargaining is not
likclv to change from that which has proved so
sticcessful in the past. The unions will cuncen
tratf their efforts nn a single major company
sueh as Westinghouse, General Electric, United
States Steel. General .Motors, or Ford (their con
tracts become open in that order). Tf able to win
:i (;'\W at one of these local points, then that
contract will be used as ii jiattern" for bargain
ing with other companies. This has been stan
dard practice in the past

( T A W Provisions

More important than the generalities of GAW
bargaining are the likely component parts of the
unions* demands. It is probable that nci single
GAW plan will eontain all the parts described
below; it is just as probable that initial bargain-
ing demands may exceed the praetices listed. If
the final GAW agreement could be foreseen,
bowever, it would probably be built around the
seven factors set forth on the following page.

* Congress of Industrial Organizations, Economic Out
look. October rgs'3. p. 75-



1. Guaranteed employment — Union thinking
runs to guaranteeing a certain amount of employ-
ment at prevailing rates rather than a given num-
ber of dollars to be paid over a specified period.
This type of guarantee provides greater flexibility
by permitting downward wage movements, and
thus it is more generally acceptable.

It is not hkely that the amount of employment
guaranteed will be full-time. The Steelworkers'
proposal, for example, called for a 30-hour week
for 52 weeks. Another tack would be to guarantee
a full week's work but to limit the number of
weeks, such as 40 hours per week for 50 weeks,
including vacations, as found in the T'eamsters'
contracts with the Brown Shoe Company and Rice-
Stix Dry Goods Company in St. Louis.^ Or the
guarantee may specify a certain number of annual
hours of employment as does the International
Longshoremen's Association (AFL) contract with
the Franklin Sugar Refinery in Philadelphia. This
guarantee is for 1,976 hours' pay per year —
slightly more than 49 weeks.^ A few earlier plans
limited payment by providing for 65% , 70% , or
80% of straight-time earnings.

Thus there have been several variations in the
guarantee provisions. The principle common to
all is the limiting of benefits to less than full-time
annual pay.

2. Employee coverage —• It is not likely that
all employees will be eligible for payments under
plans as presently conceived. The most common
eligibility requirement is some amount of seniority.
This will probably be between one and three years.
Part-time and casual workers, employees on strike,
and employees discharged for cause will be gener-
ally excluded from the plans. It is also possible
that the union will agree to try the plan out only
in certain departments, divisions, or plants until
experience is accumulated. This will probably be
a minority practice, however.

3. Benefit payments — In setting the rate at
which benefits are to be paid, overtime compensa-
tion, shift premiums, and bonuses will probably be
eliminated and straight-time earnings will be used
as a base for calculation. Payments to an individ-
ual are likely to be limited to a maximum number
of months for any single period of unemployment.
LayofEs occasioned by acts of God or by other
occurrences beyond the control of the employer will
probably be considered exceptions to the plan. On
the other hand, most guarantees will include vaca-
tions and holidays. Whatever the limitations and
provisions, most plans are expected to be flexible.

''Business Week, January 31, 1953, p. 130; April 11,
1953, p. 162.

' Bureau of National Affairs, What's New in Collective
Bargaining Negotiations and Contracts, Sept. 26, 1952, p. i.
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4. Integration with unemployment compensa-
tion — Integrating the GAW with unemployment
compensation is certain to be a key union demand.
Under such an arrangement, the worker would re-
ceive state unemployment benefits, supplemented
by employer-contributed compensation, to bring
the total guaranteed pay up to a level predetermined
by negotiation. The unions believe that a GAW
plan carrying an integration provision will be
easier to sell since it limits employer liability. They
also favor such a plan because a higher level of
guaranteed earnings can probably be achieved this
way. This demand follows the pattern of pensions,
now generally integrated with Social Security.

The question of integration is an important one.
During 19 51 average unemployment compensation
was 32.2% of the average wages of the workers
covered.^ During 1952 payments rose to 33%.*
Thus approximately one-third of the unemployed
worker's regular pay is provided by state unemploy-
ment compensation. If total GAW benefits are
fixed at approximately two-thirds of an employee's
regular pay, the employer would be obligated, un-
der integration, for only an additional one-third of
a worker's pay at the time of layoff. Therefore,
the considerable limitation of employer liability
under the integration proposal might significantly
afEect the likelihood of GAW acceptance.

5. Financial liability — No major union de-
mand, reduced to its real intent, will seek company
liability of full pay to all regular workers. The most
common limitation will probably hold the com-
pany's liability to a certain number of cents for each
man-hour worked during the course of any one
year. This may range upward to 10 or 12 cents
per hour. The limited liability provision may be
stated in terms of a percentage of the payroll, a
percentage of net sales, or a flat contracted sum to
go into a fund. Some unions may agree to a con-
tributory GAW plan, but this would be unusual.
Once again, the important thing is the principle
of bringing realism to the union demand — in this
instance by limiting employer liability.

6. Time period — In a few contracts, such as
the one with the Brown Shoe Company, the guar-
antee runs for a period of five years. Such con-
tracts are likely to be notable exceptions. Most
GAW contracts, as now viewed by both the com-
panies and the unions, will be annual in duration
and renewable at contract negotiation time.

7. Joint administration — T h e 1953 conven-
tion of the United Automobile Workers (CIO) en-
dorsed the general principle of a "Joint Board of

' Bureau of National AfEalrs, Daily Labor Report,
August 19, 1953, p. B-7.

" National Industrial Conference Board, Business Rec-
ord, January 1954, p. 27.
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Administration having equal representation from
the Union and from management, with an impar-
tial chairman to break deadlocks." " This is not re-
garded as a strong union demand and will prob-
ably be bargained away in favor of some more
urgent GAW provision. Unions, other than the
United Automobile Workers and the International
Union of Electrical Workers, have not made a point
of demanding joint administration. It is mentioned
here only because it may become a matter of con-
flict. Major companies oppose joint administration,
except where the plan provides for union or em-
ployee contributions to payments.

In the preeeding paragraphs, the probable
pattern of GAW plans has been identified. Of
course, during actual negotiation of guaranteed
wage plans the original position of the parties
may vary somewhat from the patterns described,
even before the proeess of compromise has be-
gun. But present indieations from both eom-
pany and union sources are that the demands
identified above are likely to be elose to major
G.AW agreements when finally negotiated.

Management Considerations

The assumption, initiation, and financing of
guaranteed wage plans create severe problems
within the particular companies and industries
involved. If widespread enough, the plans may
have a noticeable effeet on the economy as a
whole. These problems will have to be met and
solved before the GAW becomes a practical real-
ity. Their identity, therefore, is a matter of con-
siderable interest.

General Problems
One general problem indireetly affecting the

GAW is the widespread growth of liberal fringe
benefits. In assuming an obligation involving
the maintenance of employee income, manage-
ment must realize its already heavy eost burden
in the largely unproduetive fringe area. Pen-
sions, insuranee, vacations, holidays, paid rest
and meal periods, call-in allowances, paid travel
time, paid leaves of absenee, workmen s com-
pensation, and numerous other forms of remu-
neration for time not worked are commonplace.
The cost of these benefits is a large pereentage
of the labor cost — sometimes running in indi-
vidual eompanies as high as 30% to 35%.

The GAW is another, yet highly signifieant,

" Congress of Industrial Organizations, Economic Out-
look, October I95S> p. "T-

fringe item, and the cost burden of adding
it must be aecurately understood. Bargaining
gains are more easily achieved in the fringe is
sues than in the direet wage area largely be
cause of the neglect of those cost considerations
that are difficult to calculate, obscure in their
impaet, or postponable to the distant future.

Another general problem arises from the fact
that GAW involves contract commitments and
consequent liability for conditions over which
the employer has no control, For example, an
individual employer acting independentlv has
little or no infiuence over the business cycle, yet
GAW liability accrues to him when cyclical un
employment occurs. Partial or large-scale war,
with production restrietions and material allo
cations, may cause similar liability. A shortage
of raw materials, changes in the tariff, and
strikes among the company's suppliers or trans
portation faeilities ereate a GAW liability though
the cause originated from circumstances not
controllable bv the einplovcr. This presents a
most challenging problem because, if unem
ploymcnt resulting from the factors mcntionetl
is excluded, the basic purpose of the guaranteed
annual wage is negated. Thus a dilemma of
significant proportions exists in how to handle
liability for circumstances beyond the control
of industry.

Economists point to another GAW problem,
the effects of which are difficult to forecast or
calculate. If a GAW plan exists within a corn
pany, each additional person employed creates a
type of fixed liability against the business. The
employer may, therefore, be reluctant to atld
personnel to meet demand increases or seasonal
upswings. Garried to an extreme, he may re-
frain from adding new products or otherwist"
expanding his business because he docs not de
sire to incur the liability involved by taking on
new employees - not to mention bis inflexi
bility in laying off employees while )iiaking
model changes or technological improvements

Thus, if the guaranteed annual wage becomes
widespread, the cumulative effect of the em
ployei's reluctance to assiune tiA\V liabilitv
may have severe economic consequences The
importance of this problem cannot be acciii atelv
measured, but it is interesting to ponder

Specific Issues
More speeific problems also arise. To point

up tbe burden of difficulties encountered, sev-
eral should be eonsidered:



1. Integration — As previously indicated, one
key union request will be the integration of the
GAW with unemployment compensation. Under
present state laws this will be a difficult task. Most
state laws provide that, as long as a worker gets
even part of his pay from his employer, he becomes
ineligible for state unemployment compensation.
Also most state systems provide a maximum period
of compensation of not more than six months.
During this period of time, under proposed integra-
tion plans, the employer would supplement state
benefits to bring the workers' compensation up to
some predetermined level. After this period of
time, however, he would have to bear the entire
burden, and this may cause financing difficulties.

It is almost certain that changes in the various
state laws will be required before integration can
be accomplished. Perhaps the most successful way
to bring this about is to alter the federal law to
create what might be described as an "enabling"
statute. It is conceivable that the federal govern-
ment might prepare a pattern law to be followed by
the states. The federal avenue seems the best ap-
proach, as otherwise a great variety of state laws
will result, thereby creating a significant difficulty
of compliance. Should very many contracts con-
taining integration be established, the companies
would probably join with the unions in seeking
legislative changes to permit integration.

2. hicentive problem — The proper level at
which to fix the GAW raises a problem of concern
to the general economy as well as to the employer
who must meet the attendant liability. A GAW,
plus unemployment compensation if integrated,
should endeavor to compensate a person for his
wage loss, but, at the same time, preserve his in-
centive to seek employment rather than to continue
to receive benefits. This presents a problem of deli-
cate balance between two opposing objectives, as
the Federal Security Agency itself points out:

"These contradictory purposes are resolved
in the provision of a differential between
benefits and wages. This differential should
be such that the benefit rate will enable the
claimant to meet his nondeferrable expenses
while unemployed." i"
The question of differential is indeed significant.

At what level can benefits be fixed so that those
receiving a guaranteed wage while unemployed will
look for employment instead of just drawing their
checks and drifting? Will 60%, 70%, 80% of
their usual earnings destroy workers' ambition?
Guaranteed wages at too high a level will encourage
"voluntary unemployment." Even though jobs may
be available in other industries and areas, the work-

" Federal Security Agency, Bureau of Employment Se-
curity, Proposals for Coordinating Guaranteed Annual
Wages and Unemployment Insurance, March 1948, p. 12.
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ers may not seek them. This will prolong the lia-
bility of the employer, making his burden heavier.
The proper level of GAW is consequently a mat-
ter of real importance.

3. Cost considerations — The guaranteed an-
nual wage, even in a limited form, is a severe finan-
cial risk for most companies to undertake. It re-
stricts the ability of management to make rapid
adjustments to meet changing economic conditions.
The continuance of a high payroll cost when de-
mand for a company's product is declining might
prevent price reduction, deplete reserve capital,
adversely affect credit, or discourage the investment
of risk capital.

The severity of the obligation is also affected by
other factors. The lower the percentage of labor
cost to total cost, the easier it will be to carry the
GAW; in other words, the less will be the impact
on unit costs. The more inelastic the demand for
a company's product — the less responsive to price
changes — the less severe will be the GAW cost
implications. Companies facing an expanding or
developing demand situation will find it easier to
install an annual wage plan. Companies having a
financial structure calling for high fixed charges
are more vulnerable than those possessing only
equity obligations. The cost implications of the
GAW are, therefore, of such possible seriousness
that they should be given very thorough considera-
tion before negotiation.

4. Tax problem — Significant unemployment
will result when business conditions deteriorate.
This means that industry will face the GAW lia-
bility and a declining market situation at the same
time. Under such circumstances, the ability to pay
the guarantee has an inverse relationship with
an obligation which increases as unemployment
mounts. This unfortunate timing creates an obvi-
ous financing problem. Both evidence and logic
point to the necessity for funding the GAW obliga-
tion. Under such a plan, the funds would be ac-
cumulated during periods of good earnings. This
appears as the only successful answer to the financ-
ing problem. Pension plans have been handled in
similar fashion.

The tax liabilities surrounding this manner of
GAW financing are not clear at this time. There
is some evidence that contributions to a GAW
fund may not be allowed as a business expense
until such time as the accumulated monies are ac-
tually paid the workers as benefits. It is not antici-
pated, however, that this will be a very serious
problem. It is believed that, by the time major
GAW plans are negotiated, a trusteed fund or some
variation will have been successfully worked out to
answer the tax problem.

5. Permanent commitment — Like any other
negotiated and contracted issue, the guaranteed



44 Harvard Business Rexnew

annual wage is likely to become a permanent em-
ployer liability. Although there is a contractual
obligation for only one year, the practical obliga-
tion extends beyond this point. Any endeavor on
the part of the employer to discontinue the GAW
would meet with serious union resistance — prob-
ably to the point of "taking a strike." Certainly a
discontinuance would create a severe morale prob^
lem even in the absence of a strike. For these rea
sons, the GAW is likely to run much longer than
the next succeeding contract period.

It can also be expected that concessions initially
made on a limited basis will be augmented and
liberalized in the course ol' subsequent bargaining,
fhus the employer's liability for the GAW is likely
to be heavier than originally anticipated. A good
example of the extent to which hour fringe costs
can pyramid, though perhaps extreme, is the man-
agement contribution to the coal welfare fund. In
1946 this was 5 cents a ton; in 1953 it was 40
cents a ton. The story could be repeated for tlic
GAW. The cost implications of the GAW. there
fore, need to be viewed in terms of probable futLire
costs along with original costs.

In addition to those just discussed, there are
bound to be further problems which cannot he
foreseen at this point but will inevitablv arise
in the course of negotiation. Some can be solved
unilaterally by the employer; others will have to
be handled on a mutual basis of consideration
by the parties involved. Some can be handled
in the short run by action to l)e taken now; others
will call for long-range analysis, forecasting, and
planning. Some can be solved by internal com-
pany action; others, as in the case of pensions,
will need to be handled by specialists.

The GAW requires the same type of flexible
approach that is used by American management
to solve major problems in the production, mar-
keting, and finance areas. Meeting the GA^A'
challenge is largeh a matter of applying acceptetl
business tactics.

Meeting the Challenge

The challenge of the GAW can be intelli-
gently and constructively met. To this end,
management action may follow either one of t\v()
basicallv opposite courses;

(1) The traditional and expected pattern of
aetion would he to let the unions take the initiative
in making GAW demands. Then management

" See Joseph L. Snider, "Management's Approach to
the Annual Wage," HARVARD BUSINESS REVIEW, Spring
1946, pp. 330-331.

would attempt to trade off other concessions tor
the GAW or to modify the union's GAW demands
to a point where they would he more aeceptable.
In both cases, management's action is defensive
an exercise in graceful retreat. As applied to the
guaranteed annual wage, this tvpe of approach
seems neither wise nor feasihle. The stakes are too
large, the implieations too serious.

(2) The alternative eourse open to management
is the adoption of a positive program of ai;;tion.
This, (it course, involves high-level planning, diffi
eult and time consuming, but offering great re
wards. I'irst, management should take action Ki
so stabilize its own production as to minimize short
run unemployment. Definition of the exact prob
lem of stahilization could be determined h\ exam
ination of past employment records to ascertain
Cor example, the iiiaxiiiiuni irrc^ularitic^s witliin ;inv
one year, from one year to the next, and irom
<;\'ehcal high point to succeeding cxelieal low
|)oint." With the extent oi' the ];>roble]n known,
management could estimate expected stabilization
results antl thus be in a far better position to fxalu
ate tost implieations of a possihle GAW plan.

\ second positive course of action evolves from
a deeision on the feasibility of accepting a (i \ \ \
plan. If management decides against installing ;i
GAW, then it must strengthen its argunieuts h\̂
thorough preparation and lormulatioii oi (nunter
proposals. Tf, on the other hand, inaaagcmeiit
considers the GAW to be feasible under properK
limited circumstances, then it should formulate a
specific GAW plan that seems to suit its juii posts
best In ncgt)tiation, the tompanx will tluii b(
prepared to take the initiative an essential in
gredient ol suecessful collective bargainiiisi, as
opposed to the defensive tactics usually followed
in expectation of union demands. The lact tliat
it is initially more difGcull lo follow .1 i>ositive
course is beside the point; if positiveness tharac
terizes management's GAW program oi .ictiiin tlic
i,()m|)anv will be far ahead in t!ie CIK

In this light the following discussion first
considers employment lor production) stabiliza
tion and follows with a tlescription of a positive
course of planning that has been adopted bv a
major company.

Stabilized Employment

Employment stabilization involves a program.
planned and directed by top management, to
smooth out fluctuations in production so that
profits may be increased antl continuity of em-
ployment and worker income assured.

If employment can be stabilized, the ability
of the employer to finance a GAW plan is sig-



nificantly improved. Under stable production
situations, more liberal guaranteed annual wage
eonditions ean be safely met. If, on the other
hand, it looks as if production cannot be signifi-
cantly stabilized, then the financial commitment
back of the GAW is accented and carefully
planned limitations on the employer's liability
must be drawn. Thus investigation of employ-
ment stabilization is basic to determining the
character and extent of the GAW plan.

Management has considerable reason for try-
ing to stabilize production, without regard to the
GAW. Experience shows that a number of sub-
stantial operating, financial, and sales benefits
accrue to the businessman who plans for unin-
terrupted employment. Thus employment sta-
bilization may pay for itself whether or not the
GAW is involved.

Business has been slow in moving toward
employment stabilization. Individual employers
can do a great deal more to assure steady jobs
than they have done to date. Why has not this
move, based on sound business logic, been more
thoroughly explored and initiated?

The answer lies partly in prevailing economic
conditions. For several years industry has ex-
perienced practically full employment. Profits
have been good, and anticipation for their con-
tinuance optimistic. Hence, the incentive for
stabilizing employment has not really existed
during this period.

Another part of the explanation lies in the
fact that stabilization of production is a complex
problem requiring long-term planning. Man-
agements have sometimes lacked confidence in
their ability to handle such an assignment and,
at other times, have postponed action rather
than face the long-term commitments involved.
However, sueh delaying action can no longer be
justified. There is a strong need for stabiliza-
tion whether viewed in terms of economic con-
ditions or current GAW requests.

Employment stabilization, however, is not
an economic "cure-all." Although it is effective
in smoothing out seasonal fluctuations, it has a
basic limitation in management's relative inabil-
ity to cope with cyclical ups and downs. Here
the generating factors arise from the broad econ-
omy and are little affected by the independent
action of an individual firm. Despite this basic
limitation, employment stabilization has much
to commend it. In almost every situation, the
resulting economies and reduction of liability
justify the effort made to achieve stabilization.
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As already indicated, employment stabiliza-
tion must be tailored to the particular company
in order to meet the eonditions present in its
industry. The following possibilities illustrate
what action a company might take:

(1) Introduce new products of complementary
seasonality, in order to regulate production at a
constant level.

(2) Carry relatively large inventories during ofF-
seasons, or off-peak sales, in order to increase sta-
bility of work.

(3) Vary the length of working hours and trans-
fer employees among departments in response to
fluctuations in business activity, in order to reduce
layoffs.

(4) Reduce unit labor costs by technological im-
provements permitting greater stability of employ-
ment in periods of reduced business activity.

(5) Improve sales techniques, policies, and pro-
grams, in order to increase sales stability.

(6) Improve production control, product devel-
opment, and industrial relations procedures, in
order to stabilize employment further.

(7) Control expansion of the working force by
substituting subcontracting, thus achieving greater
employment stability for a smaller work force.

It is evident that many courses of action are
open to management in seeking employment
stabilization, and that the individual company
should be able to select the most effective course
in the light of its own situation. Most husinesses
will find considerable advantage, as evidenced
by lower costs and increased profits, in thus plan-
ning for stabilization. At tbe same time, they
will significantly reduee their GAW liability.

A Specific Case

Discussion of the guaranteed annual wage
might he carried on indefinitely in the abstract.
Perhaps, however, more value ean be derived
from considering this method of assured com-
pensation in its specific application to a particu-
lar business. A large company was trying to de-
cide whether practical annual guarantees of
work or wages could be made to significantly
large groups of its employees and, if so, how this
should be done. The firm with which the au-
thors are associated was called in to consult.
The company was in a basic industry; and the
unit studied for GAW purposes employed some
7,000 workers. The steps followed in seeking
an answer to the GAW question — involving
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techniques suitable also for otber industries or
other size establishments — are described in the
following sections.

Analysis of Applicability
It was first necessary to determine whether

the GAW could be practically applied to this
business. Industry economics pertinent to the
GAW were determined by a survey of compara-
ble firms. To secure the "best ideas" of company
personnel, more than ioo key company super-
visors and officers were interviewed privately and
in groups. Outstanding researeh men and gov-
ernment specialists on the GAW were also inter-
viewed regarding principles of wage guarantees
and employment stabilization practices applica-
ble to the industry. At the same time an analysis
of company data was made.

These techniques involved pooling the best
ideas of our consulting staff with those of com-
pany officials, industry executives, and GAW
specialists. On the basis of a careful analysis of
facts and opinions, the following general con-
clusions were reached:

(1) That because of the past evenness of oper-
ations and sales, the company could install a GAW
plan without further employment stabilization,

(2) That, however, if further employment stabi-
lization were effected, a greater number of em-
ployees at a lower cost could be included in the
GAW plan.

(3) That the GAW plan could be effectively
instituted within the confines of the present union
contract and industrial relations practices.

It will be noted that the conclusions were
based on findings keyed to the business con-
cerned, and the subsequent recommendations
were designed to allow the GAW to be installed
with a minimum of friction. To assist the com-
pany in further employment (or produetion)
stabilization, should it desire to undertake it, a
manual eovering a step-by-step approach to sta-
bilization improvements was prepared.

GAW Provisions
On the basis of the findings set forth above,

the company decided to go ahead with plans
for a GAW. This entailed the construction of
the following specific provisions (not necessarily
listed in the order of precedenee in constructing
a GAW plan):

1. Employee eligibility — The specific posi-
tions to be covered by the guarantee were identified.

Then the employees who had seniority rights to
any of the positions covered by the guarantee were
selected. Although seniority quahfications varied
between jobs, three to four years was the average
requirement for the jobs covered.

On the basis of evidence gathered the decision
was made to cover all employees who were (a) cur-
rently active on the payroll, (b) temporarily absent
due to sickness, (c) laid off and not qualified to
work on available jobs elsewhere, (d) on regular
leave of absence of three months or less, (ei hold-
ing seniority rights to one of the positions covered
by the guarantee.

Employees covered by the foregoing qualifica-
tions would subsequently be eligible for benefits if
(a) they were able, ready, and willing to work;
(b) they had exhausted their seniority rights on al!
jobs they «'ere qualified to fill; and (c) no work
was available for them in the plant — provided
that the lack of' available work was not due to
circumstances for which the companv was not
responsible, i,e,, strikes, bad weather, iire,, floods,
or acts of God,

The definiteness and character of the quafifiea-
tions for eligibility minimize areas of disagreement,
are fair to the employees, and protect the rights of
management. The provision limiting the liability
of the company for acts bevond its control should
be espeeially noted,

1. Employee benefits - - ,As for the benefits
which eligible employees were to receive, the GAW
plan provided that "if laid off after exhausting all
seniority rights to work, they will receive " 5 % of
their straight-time income for each day on which
they do not work, with such income during un
employment being assured up to 52 weeks in
duration."

The 75% figure was set to meet expected ordi-
nary expenses of the employees when unemployed,
yet not in such a way as to diminish the work in
centive of the person. To as,sist further in this
objective and to reduce costs, employee income
was to be calculated from the last job held. Thus,
if the employee had used his seniority to bid in a
lower job, the latter job was used for calculating
benefits to be received. It was thought that these
two provisions would result in the proper level oF
benefit,s.

;?. Einaneing arrangements •— The GAW was
designed to be integrated with unemployment com-
pensation. Benefit payments were to be derived
from an irrevocable trust fund; otherwise, bv law,
employees eligible for benefits would not have
been able to receive unemployment compensation
at the same time. Moreover, while creation of .i
trust fund did not assure that company contribu
tions to the plan would receive federal tax e,\emp-
tion, it at least qualified the company for consider



ation for this purpose on the part of the Internal
Revenue Department.

4. Financial liability — The size of the ulti-
mate benefits that might have to he paid out under
the GAW plan were calculated (on a conservative
hasis) from company records covering the last 25
years. Then, with the total potential liahility
known, the company's liahility was strictly limited
in order to reduce the severe cost hazard common
to most GAW plans. To this end (a) the numher
of participants initially entering the plan was defi-
nitely determined (as previously described); (b)
control was exercised over subsequent admissions
to the plan; (c) the amount of the company's con-
tribution to the fund was set by formula; (d) tlie
company's total possible liability was restricted to
the fund contributions; (e) rights to benefit pay-
ments terminated when the fund was exhausted;
and (f) the company could cancel the plan on six
months' notice.

5. Installing the plan — Steps were outlined
for the complete installation of the plan, including
(a) conference with the union whenever appropri-
ate, (b) formulation of detailed procedures required
to govern administration of the plan, (c) prepara-
tion of a concise GAW manual for use of personnel
responsible for adminsitration of the plan, (d)
identification of the employees participating in the
plan, and (e) study of the possibilities for extending
the plan.

These steps, while far from complete, should
illustrate the type of action needed. Note particu-
larly the emphasis given to working with the union.
This is the best way to achieve ready employee
acceptance. It also lays the groundwork for the
mutual handling of future problems. In the course
of time, most GAW plans will be subjected to
severe strain, and uncomfortable adjustments will
subsequently be required. These adjustments can-
not be readily accomplished unless both the work-
ers and the management are willing to cooperate
for the common good.

6. Administration of the plan — The GAW
was to he administered solely hy the company.
This seemed reasonable since the entire financial
liability was to be borne by the company. Three
departments were specifically involved in the ad-
ministration of the plan:
(a) The Industrial Engineering Department was

to extend the plan to qualified personnel,
schedule the work and make job assignments,
collect the data as a basis for making payments,
and develop recommendations for Improving
the plan.

(b) The Accounting Department was to compute
the benefit payments, prepare and distribute
payment checks, and maintain records show-
ing amount of benefits paid.
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(c) The Personnel Department was to explain the
plan to both management and labor and to
counsel on day-to-day problems of interpreta-
tion and administration of the plan.

As previously mentioned, the plan was designed
for installation and administration without requir-
ing changes in current union rules or company
practices. This, plus provision for working with
the union and the multiple department participa-
tion in administration, allowed the plan to begin
functioning with a minimum of disturbance and

inconvenience.
7. Gancellation of provisions — It is obvious

that a company must remain profitable to sustain
an annual guarantee. If the company liahility
under the plan can continue until the company
faces financial deterioration, the source of the
guarantee and the security of all employees are
destroyed. It was therefore provided in this case
that the plan could be canceled by the company.
The provisions to be observed when carrying out
such action were set forth as follows;
(a) Six months' notice is to be given the unions

and the employees affected.
(b) Gompany contributions to the trust fund are

to cease immediately upon the issuance of the
notice.

(c) Unemployment benefits will continue to be
paid, in accordance with the terms and condi-
tions of the plan, until the fund is exhausted.

(d) If the fund becomes inadequate to make the
total of all payments due, then the money in
the fund is to be prorated among employees
entitled to payments in the month concerned.

These cancellation provisions were designed to
protect the company against severe cyclical declines.
The firm intends to continue its payments to the
fund as long as financially possible without sacri-
ficing the holdings of its owners and the ultimate
jobs of the workers. Obviously, no desire exists to
injure employee and public faith in the company.
However, to enter a permanent contract that might
bind the company to bankruptcy did not appear
reasonable. Therefore the cancellation privilege
was included.

The foregoing steps illustrate, in practical
fashion, how the various problems posed earlier
in this article have been met by a specific plan.
From this plan, certain benefits will accrue to
the management, the union, the stockholders,
and the public. The company will achieve a
better work force, lo\\ er costs, and a strong pub-
lic relations position. The employees will have
increased security, and the public improved serv-
ice from more satisfied employees. The stock-
holders have promise of greater dividends.
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The plan seems to be reasonably established
so that it has promise of permanence. It is an
example of positive preparations that can be
made to answer the GAW challenge. The plan
may be further liberalized and extended with
the passage of time. Such action is expected
from further bargaining efforts. The companA
can meet these liberalizations without undue
financial strain by following the plan for cm
ployment stabilization already set up. The plan
is thus an effective base for future operations.

Conclusion

If the basic motivations of labor and manage-
ment in the GAW are carefully analyzed, there
is found a greater mutuality of interest than is
generally recognized. Essentially labor wants
security — in the case of the GAW, security
against unemployment. Management wants re-
duced costs and greater profits. The common
denominator of these two goals is a continuing
regularity of production and employment.

To this end, both parties have a fundamental
desire to achieve production stabilization, [t is
obvious that no industry produces at an uneven
rate on purpose. The resulting lessening of
profits and layoffs of workers is detrimental to
the best interests of labor, management, and the
public too. In terms of the advantages accruing
to the parties, therefore, it is difficult to under
stand why stabilization programs have not more
generally been initiated. Probable answers rest
upon the high level of profits enjoyed for the
last several years plus management's prior ab-
sorption with the "growing pains" of business.
Economic circumstances now approaching, how-
ever, indicate a real need for increased manage-
ment attention to production stabihzation. Pro-
graming for production stabilization can be justi
fied on its own merits aside from the G,\\\
wage. It is a program calling for top manage
ment attention in order to realize the benefits
t)f improved profits and employee morale.

Production stabilization approaches a neces-
sity status in terms of the GAW. Properly ini-
tiated and carried out, such a program reduces

or eliminates unemployment resulting from sea
sonal and sporadic fluctuations. If this goal is
realized, the GAW liability of the employer
is significantly reduced, thereby improving the
practicality and possible implementation of a
GAW plan. The analysis of the individual busi
ness, the industry, and the economy incidental
to the preparation of a plan of production sta
bilization will enable an employer to see clearlv
his GAW liability and to judge effective!\' its
incidence upon his business. Thus production
stabilization establishes a factual environment
For correct assessment of ( J A W implications.

I here is also a significant but somewhat un-
recognized mutuality of labor-management in
terest in tbe cost inferences of tbe G.'W-V , It
must be recognized tbat securitv is directlv
mounted on a profit base. All wage guarantees
have lo be paid for out of profits of the respec-
tive companies. Both the union and the toni
pany, therefore, possess an obligation to initiate
(JW^' plans whicb will preserve tbe company s
profit making ability. Otherwise, the source of
the guarantee will be destroved to the detriment
of both.

The loint interest of tbe parties carries over
into tbe actual process of negotiation. Bargain
ing initiative taken by tbe union and aicom-
panied only by management's defensive action
IS not likely to produce results acceptable to
l)()th. Thorough preparation and analvsis should
precede negotiations. Both sides should -xer
(ise initiative and make positive demands ol the
other Only in this way does collective bargain
ing become a two-way street yielding construe
tive results. Only in this wav can a GAW plan
be negotiated which is acceptable to both parties
and suited lo the circumstances present in the
individual company.

Finally, the GAW has a wide public interest.
It is a fundamental issue, involving security and
stabilitv of income - a basic objective of everv
one. The ])arties, therefore, possess a considera-
ble responsibility to develop a sound solution to
the G \W, Only in this fashion can tbe\ dis
charge their public obligation in the contrcversv
over the guaranteed annual wage.






