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INTRODUCTION


In the 1992 presidential campaign, Bill Clinton’s advisers focused increasingly on a simple maxim: “It’s the economy, stupid.” And the strategy seemed to work. One of the keys to Clinton’s plurality was the swing of working- and lower-middle-class voters from the Reagan-Bush coalition back to the Democrats, voters who had grown increasingly angry about the recession and the longer-term erosion of their living standards, voters who came to believe that a Clinton Administration could do more for their economic problems than the incumbent regime.1

Then the Democrats got pasted in the 1994 congressional elections. There were no doubt many reasons for the Republicans’ resurgence at the polls and their seizure of power in the House and Senate. Gingrichians pointed to the “Contract with America” for their success. The Christian right highlighted the heavy voter participation of their core constituencies and the social issues that are said to have moved them. Many across the political spectrum lambasted Clinton and his Administration for their political spinelessness and their opportunism on key issues of policy and principle.

Any or all of these interpretations may be correct; they are not mutually exclusive. But when we turn to the actual voting patterns, another kind of lesson virtually catapults from the data. According to exit polls, at least two dramatic switches in voter allegiance seem to explain much if not most of the Democrats’ collapse in 1994.2

• One involved the economically ravaged: In the 1992 elections for the House of Representatives, voters who said their living standards were “getting worse” supported the Democrats by a margin of 72 to 28 percent. By 1994, this same group of voters—those who had been taking it on the chin economically—supported the Republicans by a nearly mirror margin of 63 to 37—a loss for the Democrats with this bloc of thirty-five percentage points over the 1992 results.

• Another featured the notoriously “angry” white males: Between the two elections, according to the same set of exit polls, the Republicans gained eleven percentage points among white males, winning in 1994 by a massive 62-38 margin. Poor, working- and lower-middle-class males, indeed, had been the groups whose economic fortunes had been sagging most severely over the previous fifteen years.

These were the voters who had pulled their levers in 1992 betting that the Democrats would do something, almost anything to salve their financial wounds. And these were now the voters who felt abandoned, left twisting in the winds, by an Administration which had done almost nothing to address their economic anxieties and even less to improve their living standards.3

Another two years have passed. For all the rhetorical flourishes and political gambits, all the strategic posturing and tactical maneuvering between the Democrats in the White House and the Republicans controlling Congress, all the talk of new “values” and “renewed leadership,” all the slick television and packaged commercials defining this years election campaign, a core economic issue still runs through American politics like a subterranean stream. The American economy has been growing for fifteen years but the vast majority of Americans have not been sharing in the harvest. Most U.S. families have been struggling to make ends meet and many have failed. “Who gets what is the issue of the 90s,” political analyst Kevin Phillips declared at the beginning of the decade.4 And the vast majority of workers and citizens in the United States—roughly the bottom 80 percent of the income distribution—are still waiting for theirs.

In Fall 1994, observing the Virginia Senate campaign featuring soldier-turned-politician Oliver North, philosopher Richard Rorty smelled the fears in the breeze:5

the suburban middle class … is scared stiff, and has every reason to be. Its sacrifices to pay college tuition will not necessarily be rewarded by comfortable white collar jobs for its children. Its hard work is probably not going to pay off in rising income. Its moral uprightness may go entirely unrewarded.

White House pollster Stanley Greenberg echoed Rorty when returning after the 1994 electoral Democratic debacle to Macomb County, Michigan—a district of largely working- and middle-class communities—where he had been tracking voters’ moods since the mid-1980s.6

Macomb County, Michigan, is not just a place. It represents the ordinary citizenry of America trying to make a better life and hold on to its dreams. [Through the late ’80s and early ’90s] the Macomb Counties across the land fell into revolt.

Yet the people of Macomb are not in search of a rebellion. They want a new contract, one they can trust and rely on, one that binds both the leaders and the citizenry, one that ensures a rising prosperity. They know little of what is happening in Canada, Europe, and Asia. They know something about corporate restructuring and a new world economy. They still want to know that America can create its own moment for its own people…. These voters are waiting for a new contract and a better day.

Influential Wall Street economist Stephen Roach recently warned his financial clients:7

Worker backlash could be one of the key issues of the 1996 presidential campaign…. The so-called majority of public opinion in favor of deficit reduction—and its associated dismantlement of entitlement spending—is about to be drowned out by a groundswell of worker backlash. Workers want more—not less.

“The frustrations run deep,” R. W. Apple Jr. concluded from the results of a New York Times/CBS News poll in August 1995, “perhaps deeper than at any other time in modern American history.”8

THE AMERICAN ECONOMY has been failing most of its people. Why?

Every pundit, politician, and professor has his or her favorite diagnosis. Some claim that our moral values have decayed, that we’ve lost the will to compete in the global economy, that our spines have softened. Some argue that we are failing to equip our present and future generations with the sophisticated skills they need for the twenty-first century, that we need smarter and savvier workers to restore American economic leadership. Others complain that the powerful and greedy have been let loose to feed at the trough—sucking up our resources for their soaring salaries, leveraged buyouts, golden parachutes, and rich and famous lifestyles. Still others blame our political leadership—their indifference, their arrogance, their addiction to lobbyists’ largesse and bureaucratic booty. Some of these explanations get combined—as, for example, in Kevin Phillips’ trenchant recent analysis in Arrogant Capital of the entwined interests and power of those feasting on Wall Street and those wheeling and dealing inside the Beltway.9

Some of these diagnoses contain useful insights. But I argue in this book that all of them have badly missed the mark. I contend that we have been ignoring a major source of our economic problems over the last twenty years: the way most U.S. corporations maintain bloated bureaucracies and mistreat their workers. Until and unless we apprehend and begin to transform those corporate practices, we shall continue to witness the frustration of ordinary Americans’ dreams and the tragic shackling of our economic future. Contrary to the argument being made by business leaders and scholars who contend that American corporations are trimming their managerial operations in the interests of revitalization and competitiveness, the opposite is true: Corporations are still fat in the 1990s, and no prosperity explosion is coming around the corner. The losers are working Americans, ordinary citizens, and our broader society. We must begin to attend to this basic fault in our economic geology.

This book does not address all of the problems of the U.S. economy—automation and joblessness, for example, or the problem, however misdefined, of the federal budget deficit. Rather than raining shotgun pellets all over the economic landscape, I focus my sights on two basic problems in the U.S. economy and their single, fundamental, under-girding source in the structure of corporate America. U.S. corporations are both fat and mean, I argue, and the economic anxieties shared by scores of millions of Americans flow fundamentally from this source. My argument is fairly simple, but it confounds some of the conventional wisdom at nearly every turn.

I begin with the two basic problems, corporate bloat and falling wages. I call them the bureaucratic burden and the wage squeeze and show that they are two sides of the same coin.

Many have noted the wage squeeze. It has become commonplace to observe that millions of Americans have suffered declining hourly earnings. My characterization of these trends is probably the least controversial argument of the book, though some technical and definitional quibbles will remain. The bottom line is clear: over the past twenty years, real hourly take-home pay for production and nonsupervisory workers—representing more than 80 percent of all wage-and-salary employees—has declined by more than 10 percent. The economy has grown massively since the mid-1960s, but workers’ real spendable wages are no higher now than they were almost thirty years ago. The American Dream is fading for most who have dared to dream it—fading not just for the poor and unskilled but for the vast majority of U.S. workers, for steelworkers and secretaries; bank tellers, burger flippers; and boiler makers; stock-handlers and statistical clerks. Most recently, even those with a college degree have begun to feel the pinch. This first problem does not primarily concern the rising gap between the rich and the poor, although income and wealth inequality has indeed increased dramatically over the past fifteen years. Much more centrally, the wage squeeze is crunching both the bottom and the vast middle, not just the disadvantaged but almost everybody else.

The second problem is much less widely noted and will be shocking to many. U.S. corporations run their affairs with bloated, top-heavy managerial and supervisory bureaucracies. The bureaucratic burden weighs heavily upon both our corporations and our economy. How big is it? Depending on the definition, between 15 and 20 percent of private nonfarm employees in the United States work as managers and supervisors. In 1994 we spent $1.3 trillion on the salaries and benefits of nonproduction and supervisory workers, almost one-fifth of total gross domestic product, almost exactly the size of the revenues absorbed by the entire federal government.

The burdens of bloated corporate management have grown steadily over the postwar period, taking an extra ratchet-jump upward as corporations grew increasingly aggressive toward their workers in the 1970s. By the 1980s, many observers were beginning to note the obesity of U.S. managerial structures—their top-heaviness, their inertia, their flab, their redundancies.

And these critics were right. It is possible to compare the bureaucratic burden in U.S. corporations with those in the leading competing economies. In the 1980s, by common measures, the proportion of managerial and administrative employment was more than three times as high in the United States as in Germany and Japan. Those economies were handing us our lunch in international competition. Did we really need to spend so much on the managers and supervisors of our private corporations?

Here I experience my first close encounter with the conventional wisdom. Every time I’ve talked with people about this book, or shown them early drafts, I’ve been greeted with an immediate response. Isn’t top-heavy corporate bureaucracy a problem of the past? What about “downsizing”? Aren’t corporations paring their managerial fat like Lizzie Borden with her ax? Welcome to the 1990s. Welcome to the world of the lean and mean corporation.10

Scores of thousands of managers have been sent packing in the 1990s. But our corporations are still fat. Despite all the headlines, despite all the personal tragedies, as I show in Chapter 2, the proportion of managers and supervisors in private nonfarm employment has grown during the 1990s, not shrunk. The conventional wisdom is wrong. The bureaucratic burden remains.

I then turn to the central argument of the book. Fat and mean go together. I argue in Chapter 3 that the wage squeeze and the bureaucratic burden, these two central features of our economic landscape—conventionally either ignored or treated as entirely separate phenomena—are integrally connected as key elements of an underlying corporate approach to management and production in the United States. I call it the Stick Strategy: U.S. corporations rely on the stick, not the carrot.

The connection between the wage squeeze and the bureaucratic burden runs in both directions.

• In one direction, stagnant or falling wages create the need for intensive managerial supervision of frontline employees. If workers do not share in the fruits of the enterprise, if they are not provided a promise of job security and steady wage growth, what incentive do they have to work as hard as their bosses would like? So the corporations need to monitor the workers’ effort and be able to threaten credibly to punish them if they do not perform. The corporations must wield the Stick. Eventually the Stick requires millions of Stick-wielders.

• In the other direction, once top-heavy corporate bureaucracies emerge, they acquire their own, virtually ineluctable expansionary dynamic. They push for more numbers in their ranks and higher salaries for their members. Where does the money come from? It can’t come from dividends, since the corporations need to be able to raise money on equity markets. It can’t come from interest obligations, since the corporations need to be able to borrow from lenders as well. One of the most obvious targets is frontline workers’ compensation. The more powerful the corporate bureaucracy becomes, and the weaker the pressure with which employees can counter, the greater the downward pressure on production workers’ wages. The wage squeeze intensifies.

This connection seems clearest when we compare different styles of labor management across the advanced countries. Those with the most cooperative approaches feature both the most rapid wage gains and the smallest corporate bureaucracies. Those with the most adversarial approaches to labor relations, notably including the United States, manifest both much slower wage growth and much top-heavier corporate structures.

In short, I argue that both the wage squeeze and the bureaucratic burden build upon a common foundation in the United States—our corporate reliance on the Stick Strategy for managing production. If we want to begin addressing the economic anxieties shared by scores of millions of U.S. workers and their families, we need to confront this basic feature of our economic topography.

But here I immediately run into a second strand of the conventional wisdom. Many believe that U.S. corporations have abandoned the Stick Strategy and are embracing the “high-performance workplace”—providing new incentives to their workers, involving them in production, sharing decision-making, promoting “quality circles” and “flexible production.” As with top-heavy bureaucracies, many believe that oppressive labor relations are a thing of the past.

There is no question that some U.S. corporations have moved in a more cooperative direction. In his recent book Rethinking America Hedrick Smith insightfully reports on some of what he calls the American Innovators. “In industry,” he observes, “a daring minority has found certain keys to a winning strategy: that trust is their most powerful motivator, that people rise to the level of the responsibility they are given, and that learning is the engine of continuous growth.”11

The problem is precisely that this is a minority—a small minority. Many firms have been experimenting, I argue at the end of Chapter 3, but very few have actually committed themselves to the kind of full transformation that a switch from the Stick Strategy would require. Among other requirements, fully involved workers need clear promises of job security and clear rewards from shared productivity gains. In the United States, from year to year, job security is eroding and fewer of the gains from technology and workplace reorganization are being shared with the workforce. This is not the way to run a “high-performance workplace” with the carrot. Think of it as the “highpressure workplace” still driven by the Stick.

These differences in perception matter. U.S. corporations continue to be fat and mean, I contend, and we pay a massive price for their enduring commitment to the Stick Strategy. In Part II of this book, I turn to the consequences for working Americans and their families, for our communities, and for our economy.

The consequences for Americans’ lives and livelihoods extend far beyond the obvious. Some respond to stories about rising inequality by worrying about the poor and disadvantaged. But the reality is that, beyond the suffering of the poor and disadvantaged, the average working household has found its cupboards increasingly bare, enduring the constant pressure to get by on too little, to stretch a little into something. In Chapter 4 I trace a ripple of effects of the Stick Strategy purling outward from the wage squeeze. Falling wages have pushed members of many U.S. households to work longer hours—often for both parents in married-couple households. Longer hours and spreading job insecurity have eroded job satisfaction and exacerbated pressures on the job. Longer hours and job stress have spilled over into the family, causing strain, breakup, even domestic violence.

And here we face our third encounter with prevailing views. Conservatives are determined to argue, with more and more assent from the center, that a whole host of social problems can be traced to the decay of our moral fabric: family breakup and the crisis of “family values,” teen pregnancy and illegitimate births, welfare “dependency,” the “underclass,” crime in the streets. The scourges are tearing us apart as a nation.

We would understand these problems in our communities much better, I argue in Chapter 5, if we properly understood their roots in the deepening reliance of U.S. corporations on the Stick. Many of the “social problems” about which the right rants, I contend, are better explained by the kinds of limited and corroding job opportunities that millions of Americans face. In his eagerness to dismiss the importance of “the economy, stupid,” columnist and commentator Ben J. Wattenberg argues in his recent, widely cited book that “values matter most.” As sources of social strain, morals matter, surely, but jobs matter more.

The price we pay for our fat and mean corporations is higher still. Not only do millions pay the costs directly in their lives and livelihoods, but we all bear the burden through the effects of U.S. corporate practice on our macro-economy’s performance—on our ability to build for the future and our competitiveness in the broadening global economy. Many who compare the advanced economies refer to two different avenues to economic growth—the “low road” and the “high road.”12 We in the United States are stuck following the low road, squeezing and scolding our workers, cheapening labor costs, trying to compete economically through intimidation and conflict. Other leading economies such as Japan and Germany take the high road, fueling their growth with cooperation and trust.

The costs of the low road are considerable. It would appear from the evidence I review in Chapter 6 that, when we compare relatively cooperative and conflictual economies, those driving the high road enjoy more rapid productivity growth, more buoyant investment, and a better combination of inflation, unemployment, and trade performance. There may be many reasons for their greater macroeconomic successes over the past twenty years, but at least one of them appears to be that their approach to labor-management pays off not merely for their workers but also for their entire economy. The Carrot Strategy, as I call it for contrast, pays macroeconomic dividends as well.

A fourth skirmish with the conventional wisdom: Hasn’t the U.S. economy recovered strongly in recent years, reviving its productivity performance, diversifying its industrial structure, producing millions of jobs, managing a stable recovery through a delicate combination of “soft landings” and buoyant take-offs? Haven’t many other leading economies begun to stumble, facing rising unemployment and slower growth? Hasn’t the U.S. economy begun to reap the rewards of its greater “flexibility”? Haven’t some of the European economies, perhaps even Japan, begun to stagger from economic sclerosis?

Some of these characterizations about the recent past are accurate, most aren’t. More importantly, these recent developments do not provide evidence that the U.S. production system has advantages over others, that we should preserve it rather than reject it. The more cooperative of the European economies are still outperforming us, despite their recent bad press. Most important, we could do better in the United States—and millions more could share in the fruits of our macroeconomic performance—if we began to transform our fat and mean corporations.

In the final part of the book I make policy recommendations which could begin to push us toward the high road—toward a future of relatively more cooperative managerial and labor relations based on rising wages, job security, and real worker involvement in production and investment decisions. They would also help us take the first steps, if my analysis here is correct, toward building stronger communities, more inclusive politics, and a more promising economic future.

These proposals are not the standard fare of political discourse in the United States, especially in the heat of electoral passion. It would be premature to put my recommendations on the table before first considering more conventional analyses of the problems addressed in this book. The analysis presented here is not the language in which most people talk about the forces driving falling wages and rising inequality. Where is the discussion of skills and training, of foreign competition and low-wage workers abroad? If so unfamiliar, can my arguments about the foundations of the wage squeeze have any merit? Is there not the danger that I’m looking entirely in the wrong direction?

I turn in Chapters 7 and 8 to a more detailed examination of alternative explanations for the wage squeeze and the consequent hardships millions have been facing. Two main kinds of explanations dominate prevailing discourse.

One refers to the “skills mismatch.” It argues that many workers’ wages have fallen, while others’ have risen, because of bad matching between the skills workers bring to the labor market and the technology requirements that employers have on the job. Get ready for the twenty-first century, workers are told. If your wages have been falling, it’s because you haven’t acquired the skills and training that modern corporations now demand. There are too many unskilled workers and too few with sufficient skills. The wages of the former group have been driven down. Wages too low? Go to college. Get computer literate. When the going gets tough, the tough get trained.

The second principal prevailing explanation focuses on the global economy. Capital now roams the world, bringing advanced technology into every corner of the globe. Wages are far lower in the developing world than here. Unless wages continue to decline here, according to this second view, corporations would be crazy not to locate their production operations abroad. And low wages are pushing more and more immigrants across our borders, creating gluts in low-wage labor markets. The logic of increasingly intense international competition is as simple as short division.

Both of these views are plausible. They fit with many workers’ direct experiences. And we hear them so often they acquire a patina of legitimacy from constant repetition.

But now comes the fifth encounter with prevailing views: I argue that the evidence supporting both of these conventional explanations is relatively unpersuasive, despite their plausibility and widespread acceptance. Neither appears to explain very much of the wage squeeze. Skill mismatches have made much less difference than commonly believed, and global competition—though obviously present and important—has had far less wrenching effects than many suppose.

What then? I turn in Chapter 8 to a crystallization of the explanation that flows from the core arguments of the first part of the book. I call it the “low road” hypothesis. I argue that a critically important source of falling wages has been U.S. corporations’ increasingly aggressive stance with their employees, their mounting power to gain the upper hand in those struggles, and the shifts in the institutional environment that this mounting power has helped foster. The management offensive since the 1970s has driven three important institutional changes in labor relations and the political environment affecting them—the decline in the real value of the minimum wage, the erosion of union reach and power, and the emergence of “disposable” employment. These three changes appear to underlie much if not most of the wage squeeze. If we care about the lives and livelihoods of millions of Americans, we need to attend to the kinds of labor structures and practices that our corporations pursue.

Could we conceivably cross over to the high road in the United States? Could we plausibly pressure our corporations to pursue an American version of the Carrot Strategy instead?

In the final chapter of the book I turn to policy prescription. I do not aim at a comprehensive program to address all of our economic problems. Still focusing my aim narrowly, I suggest five policies which could support movement in the United States onto the high road toward economic prosperity and a more balanced distribution of its benefits. The policy proposals are purposefully simple, designed to illustrate the possibilities, rather than drafting the detailed language, for legislative initiatives. I propose that we substantially increase the minimum wage; dramatically reform U.S. labor law to ease the path toward unionization; amend the Fair Labor Standards Act to make “contingent” employment less tempting for employers; establish an investment bank to reward firms that embrace more democratic and cooperative approaches to labor management; and substantially expand the education and training we provide to management and employees who embark on this transformational path.

And now we have a close encounter of a sixth and final kind. Each of these proposals is technically practicable: each can be framed legislatively, and each could be implemented fairly quickly—certainly within 100 days. But skeptics will immediately raise three kinds of objections.

First, they will argue that at least some of the proposals will do more harm than good. Won’t an increase in the minimum wage, for example, simply eliminate many jobs and exacerbate our competitive problems in the global economy? I try to show in Chapter 9 that these conventional and often shopworn objections are misplaced and that in fact the economic benefits from these initiatives would substantially outweigh their costs.

The second and third kinds of objections go together. One tells me to get serious: The conservatives are on the offensive in U.S. politics, the center is chasing the right, liberals are retreating faster than greased lightning, and progressives have little more political impact than a mosquito bite on an elephant. These sorts of proposals swim against currents that are far too powerful; they’ll simply be washed out to sea.

The other, which is a close correlate, says that U.S. business is not in the mood to accept these kinds of proposals. Whether or not they might be in the long-run interest of the economy and even of business, they’re nowhere to be found on the short-run corporate agenda. And if they’re not on the corporate agenda, they’re off the table of acceptable political discourse and debate.

Both of these objections are on target. But both are too fatalistic. A sensible program that addresses popular anxieties, points plausibly to the sources of those problems, and could move us in promising directions can have potentially transformative impact. Much about U.S. politics is currently unsettled. If established political interests are likely to ridicule the kinds of analysis and proposals with which I close this book, that may be a strike for those proposals—not against them—with the citizenry. If I were a betting man about politics, I wouldn’t want to place my bets right now on the reigning political forces in the United States. Citizens are too angry, and with good reason. A little courage, clear headedness, forthrightness, and above all common sense may go a long way as we gird for the twenty-first century. If nothing else, they would enliven and refresh U.S. policy debates.

Which brings us to the final problem—the likely opposition of business. One would hope that many if not most corporations would recognize we could all enjoy not only a more decent but also a stronger and more vibrant economy and society if they abandoned the Stick Strategy. “We’re partners with labor,” Nation Steel Corporation has proclaimed in some of its ads, “because we can’t imagine a future without them.”13 Questions of morality and self-interest are intertwined. Do the waste and meanness engendered by the Stick Strategy represent the kinds of virtues U.S. business prefers and admires? And can they imagine continuing to prosper over the longer run, even from the narrow vantage point of their own bottom lines, if the wage squeeze and bureaucratic burden continue to exact such a heavy price for ordinary Americans and for our economy? “Corporations are not vehicles for realizing the ideal society,” political scientist James Q. Wilson recently observed. “But they … cannot for long command the loyalty of their members if their standards of collective action are materially lower than those of their individual members.”14

Unfortunately, for many reasons that I discuss throughout this book, most U.S. corporations are not prepared to embrace either the high road or the kinds of proposals that might potentially push us toward the high road. Should that close the book on political debate?

We in the United States have long been in the political habit of accommodating, catering to and sometimes even groveling before big business interests. It would take some serious twelve-step programs to begin to break us of that addiction. But we may have little choice. I argue in this book both structurally and historically that U.S. corporations bear much of the blame for the squeeze on working Americans and for our suffocating economy. They are unlikely to change their ways voluntarily, without some serious pressure. In other countries that seem to have pursued successfully more cooperative labor relations, businesses originally dragged their heels and sometimes kicked and screamed during the construction and consolidation of those labor-management systems. We can hope for enlightened business self-interest, but we cannot expect business to solve our problems for us and we can’t expect to solve those problems ourselves without at least a little stepping on corporate toes.

The public has few illusions about U.S. corporations. In 1993, only 16 percent of poll respondents expressed “confidence” in “major companies,” down from 29 percent in 1973 and much higher levels still in the mid-1960s.15 In 1995, 79 percent agreed that “the Government is run by a few big interests looking out for themselves”—a cynicism which has increased dramatically since the early 1970s.16

The public is not cowed, but our major political parties and their leaders have toed the corporate line for some time. That can change. And it should change. Unless it does, the arguments in this book suggest, we will probably be spinning our wheels in the United States for years to come. U.S. corporations are fat and mean. We could begin to push them in leaner and gentler directions. We could and we must.



Part I CORPORATE BLOAT AND FALLING WAGES








Chapter 1 THE WAGE SQUEEZE


For years Craig Miller had been a sheet-metal worker at a major airline. After he lost his job in 1992, he and his wife—parents of four kids—had to scramble. Craig took on two lower-paying jobs and started a small sideline business. His wife worked nights as a stock clerk. They were patching together, counting his business, four part-time jobs and they were still earning less than half Craig’s previous paycheck.

“Sure we’ve got four jobs,” Craig told a reporter. “So what? So you can work like a dog for $5 an hour?”1

The Miller family saga is hardly unique. Since the mid-1970s, more and more U.S. workers and their families have been suffering the wage squeeze, enduring steady downward pressure on their hourly take-home pay. The wage squeeze has afflicted not merely the unskilled and disadvantaged but the vast majority of U.S. households, not merely the poor and working class but the middle class as well. Most people in the United States used to be able to look forward to a future of steadily rising earnings. Now they have to race merely to stay in place.

The wage squeeze has even broader consequences. It not only pinches workers and their immediate families. It sends tremors through entire communities, eroding their stability, ripping their social fabric. The frustration and anger it provokes begins to attack the body politic like a plague, spreading virulent strains of cynicism and discontent, of disaffection from government and hatred toward “others” like immigrants who are often blamed for the scourge. Many observers in the United States are inclined to turn their heads, viewing falling wages as somebody else’s problem. But the effects are too far-reaching, too extensive. It won’t work to play the ostrich, sticking one’s head in the sand. The sand is eroding all around us.

Back to the 1960s

The public receives mixed signals about the wage squeeze. On the one hand, more and more observers have taken note of the vise closing around workers’ earnings—citing the pressure to work longer hours, the “disappearing middle class,” the increasingly elusive American Dream, the mounting gap between the rich and the poor. Personal stories of declining fortunes abound. Statistical studies of stagnant earnings and soaring inequality have become a growth industry. In my research for this book, finding journalistic accounts and scholarly analyses of the wage squeeze was as easy as following the trail of Newt Gingrich’s newfound notoriety.

By late 1995, as I was completing the manuscript, the issue was becoming inescapable. Business Week, often a leader in tracking changes in the economic climate, devoted a cover story to “The Wage Squeeze” in July 1995. Surveying the atmospheric conditions they reported:2

Four years into a recovery, profits are at a 45-year high, unemployment remains relatively low, and the weak dollar has put foreign rivals on the defensive. Yet U.S. companies continue to drive down costs as if the economy still were in a tailspin. Many are tearing up pay systems and job structures, replacing them with new ones that slice wage rates, slash raises, and subcontract work to lower-paying suppliers.

“Although the problem [of slumping wages] has been plaguing Americans for years,” wrote New York Times economics reporter Louis Uchitelle that same summer, “it is just now rising to the level of a major campaign issue.”3 “Nearly everyone by now knows the situation,” economic columnist William Greider wrote in November 1995, “either from the headlines or from their own daily lives: the continuing erosion of wage incomes for most American families.”4 Commenting on yet another twelve months of stagnant wage growth, Robert D. Hershey Jr. wrote in late 1995: “The frustration and insecurity that have resulted are expected to play a major role in shaping next year’s Presidential race as politicians of both parties try to portray themselves as the best choice to provide economic growth that will benefit the middle class.”5

On the other hand, many pundits, economists and business leaders seem not to lament the wage squeeze but rather to praise it. Instead of wringing their hands about working households’ living standards, many express relief about the moderation of wage pressure on prices and profits—a trend they hope will dampen inflationary pressure, keep U.S. firms competitive in global markets, and protect small enterprises against business failure. When journalists report monthly data on workers’ hourly earnings, they are much more likely to celebrate wage moderation or decline than to worry about its consequences for the millions who depend on that labor income.

Take the New York Times’ report in April 1994 on real wage trends in the first quarter of the year. Noting that nominal wages and prices had grown at roughly the same rates, leaving real wages flat, the story appeared to welcome this “relatively benign reading on wages and benefits …”: “American workers are obtaining less in pay and benefit increases from employers these days …,” with the result that “… price pressures remained subdued.” The reporter observed hopefully that “bond prices rallied at the news.” Nowhere in the story did he wonder how workers themselves might regard these “relatively benign” developments.6

So there are, indeed, two sides to the news about wages. “The good news is labor costs are under control,” economic forecaster Michael Evans put it in 1992. “The bad news is that employees are broke.”7

More often than not, however, the good news for business seems to blot out the bad for nearly everyone else. I was recently struck by the prevalence of these priorities at a conference about macroeconomic policy in Washington, D.C. in the spring of 1994. At lunch we heard from a Presidential economic adviser. A distinguished scholar, the speaker had been an economic liberal, more to the left than to the right of the mainstream of economic discourse. In a recent policy book, he had expressed concern about a polarized society in which the economic extremes of the 1980s had made the rich richer and set the rest adrift.

The economist lauded the progress of the economy in the spring of 1994 and the continuing signs, in the Administration’s view, of a decent economic recovery. He noted with approval the evidence of (modest) growth in consumer spending, investment, and exports. He applauded the Federal Reserve’s and the markets’ continuing restraint in interest rates and pointed proudly to the tepid pace of inflation. He projected 1994 real wage growth at zero percent.

What is notable about this presentation is what was not said. A projection of zero real wage growth, but no reflections on the hardships experienced by ordinary working people. No lament about the twenty-year decline in real earnings. And this from a key economic adviser to the president who had promised, in his initial economic message to Congress, that “our economic plan will redress the inequities of the 1980s.”8

This widespread inattention to workers’ living standards even shows up in the preferences of government data collectors. For decades, since the end of the Depression and the spread of the union movement, the U.S. Bureau of Labor Statistics had kept track of the living standards of the average American worker with published data on spendable earnings.9 The series measured the real after-tax value of workers’ weekly take-home pay. But in 1981 the Reagan Administration discontinued the index, citing conceptual and measurement problems. They proposed no replacement, leaving us without any official series intended specifically to monitor the effective purchasing power of workers’ earnings.

Had the government data apparatchiki actually cared about illuminating the trends in workers’ income, the statistical problems they cited would not have been especially difficult to overcome—hardly so vexing that they warranted dropping this kind of series altogether. But their priorities lay elsewhere. At more or less the same time as the discontinuation of the weekly spendable earnings series, the Bureau of Labor Statistics, reflecting the Reaganites’ ever-extending solicitude for the needs of business, was expanding the range and variety of its employment cost indices, tracking the hourly costs to corporations of their wage-and-salary employees. As a result, in recent years, corporations need merely dial the phone to get up-to-date data about changes in labor costs faced by them and their competitors.

More than a decade ago, in response to this change in priorities, my collaborators Samuel Bowles, Thomas E. Weisskopf, and I proposed an alternative version of the spendable earnings index, with modifications designed to address each of the specific problems raised about the traditional indicator.10 Where the traditional series on weekly earnings had conflated movements in hourly earnings and changes in hours worked per week, we proposed relying on a much simpler index of hourly earnings. Where the traditional series had relied on a somewhat implausible adjustment for the taxes paid by the “average” worker, we suggested a much more immediate and direct calculation. We called our proposed alternative an index of real spendable hourly earnings.

Our proposal was graciously published in the Bureau of Labor Statistics official journal, but, hardly to our surprise, the Reagan Administration ignored our advice, persisting in providing no official record of trends in workers’ take-home pay.11 So we have continued ourselves to maintain and update what we consider to be the most salient indicator of workers’ earnings.

Our index of real spendable hourly earnings provides a straightforward measure of the real value of the average production or nonsupervisory worker’s take-home pay. “Production and nonsupervisory” workers, as they’re defined in the official BLS surveys of business establishments, comprised 82 percent of total employment in 1994.12 They represent that group in the labor force that is most clearly dependent on wage and salary income. They include both blue-collar and white-collar workers, both unskilled and skilled. They cover not only laborers and machinists but also secretaries, programmers and teachers.

I focus primarily on these “production and nonsupervisory” employees at least partly to avoid distortions in the data from the huge increases during the 1980s in the salaries of top management—a group covered by the earnings data for the other fifth of employees excluded from our measure, a category called “nonproduction or supervisory” employees. In further discussion in this chapter and throughout the rest of the book, in order to avoid the cumbersome terminology used by the BLS, I shall refer to the “production and nonsupervisory” category in the establishment data as production workers and to the other grouping as supervisory employees, respectively.13

Spendable hourly earnings measure the average production worker’s hourly wage-and-salary income minus personal income taxes and Social Security taxes. These earnings are then expressed in constant dollars in order to adjust for the effects of inflation on the cost of living. They measure how much per hour, controlling for taxes and inflation, the average production worker is able to take home from his or her job.

Figure 1.1 charts the level of average real hourly spendable earnings for private nonfarm production employees in the United States from 1948 to 1994.14

The data show a clear pattern. The average worker’s real after-tax pay grew rapidly through the mid-1960s. Its growth then slowed, with some fluctuation, until the early 1970s. After a postwar peak in 1972, this measure of earnings declined with growing severity, with cyclical fluctuation around this accelerating drop, through the rest of the 1970s and 1980s. The average annual growth of real spendable hourly earnings reached 2.1 percent a year from 1948 to 1966, slowed to 1.4 percent between 1966 and 1973, and then dropped with gathering speed at a shade less than minus one percent per year from 1973 to 1989.15
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FIGURE 1.1 The Wage Squeeze Real spendable hourly earnings ($1994), productionlnonsupervisory employees, private non-farm sector, 1948-94



Despite the recovery from the recession of 1990-91, real spendable hourly earnings were lower in 1994 than they had been in the business-cycle trough of 1990. Even though the economy had been growing steadily for three years from the bottom of the recession, they continued to decline at an average annual rate of—0.6 percent from the peak in 1989 through 1994.

By 1994, indeed, real hourly take-home pay had dropped by 10.4 percent since its postwar peak in 1972. More dramatically still, real spendable hourly earnings had fallen back to below the level they had last reached in 1967. Growing massively over those nearly three decades, the economy’s real gross output per capita in 1994 was 53 percent larger than it had been in 1967, but real hourly take-home pay was four cents lower.16 Referring to these trends since the early 1970s as “the wage squeeze” is polite understatement. Calling it the “wage collapse” might be more apt.

These harsh winds have continued to blow through the recent recovery. Most economic meteorologists have described them in similarly cloudy terms. But a few have recently tried to present a sunnier weather report.

In one highly visible piece in late 1994, for example, the New York Times published a long news story beginning on its front page. Sylvia Nasar, the Times reporter, broadcast a considerably more sanguine view about wage trends: “it is practically gospel that the growing American economy cannot deliver the higher pay that American workers want,” she wrote. But she claimed that wage changes during the early 1990s appeared to suggest a turnaround, with the majority of new jobs paying above-average wages. “As a result,” she concluded, “average hourly pay for all employees, adjusted for inflation, is slowly rising.”17

The source of Nasar’s discrepant conclusions was not hard to find. Unlike all the data reviewed thus far in this chapter, which cover production employees—accounting for roughly four-fifths of the wage-and-salary workforce—Nasar was looking at wage trends for all workers. These data cover those at the top of the earnings distribution, including top-level executives whose total compensation has continued to soar straight through the mid-1990s. Those who have long pointed to the wage squeeze have never denied that the top 10 to 20 percent of the earnings distribution has fared much better than everyone else. If you mix together those in the middle and bottom with those at the top, you’re bound to get a different and ultimately misleading story. Nasar’s story was effectively demonstrating a penetrating glimpse into the obvious—that supervisory employees have continued to enjoy rising real hourly compensation.

In his recent book Values Matter Most, commentator Ben J. Wattenberg makes the same mistake. Hoping to create the space for his argument that we should concentrate on social values, not the economy, he seeks to cast doubt on the economic pressures cited by many. He notes that many highlighting the wage squeeze focus on real earnings series for production and nonsupervisory workers. He argues that this series gives an “inaccurate” picture because it “concerns cash only, ignoring benefits.”18 Then, almost quicker than the eye can blink, he shifts our attention to the same series Nasar reported, the index for total employee compensation per hour. “That line,” he observes hopefully, “is clearly trending upward … ,” lending support to his ultimate conclusion that “our economic situation is somewhat less than grievous.”19 But while the eye was blinking, Wattenberg switched to a series that differed from the first in two respects, not just one: including benefits, it traced total compensation; and, tracking all workers, it included those at the top who have been feeding at the trough. As I show in the Appendix to this chapter, just including benefits in our series, while continuing to focus on production and nonsupervisory workers, tells almost exactly the same story as earnings without benefits. Whether we look at earnings or full compensation, the wage squeeze for production workers remains severe.

For the vast majority of workers, then, these have been hard times indeed. In 1994, the average production employee working thirty-five hours a week and fifty-two weeks a year was able to take home about $16,833 after taxes, barely above the official poverty standard for a family of four.20 An earlier generation had expected that their earnings would rise over their working lifetimes and that their children could anticipate higher living standards than their own. For the past two decades, however, more and more workers have had to adjust their expectations, reconciling themselves to toil at what are sometimes derisively called “McJobs.”21

One Michigan woman, talking in a pollster’s focus group in the early 1990s about deflated expectations, lamented:22

I think about when I was married, a week of groceries cost me $13 and my husband thought that was entirely too much money to spend for a week’s groceries. Now I spend $150. I feel like I’m always running—and this big snowball is behind me getting bigger and bigger—and just trying to keep it from running over me.

Another focus group participant talked about shifting expectations across generations. “[Our kids]’ll have to be good to us if they want to have a home to live in, because the only way they’ll get one is if we will them ours. They’re never going to be able to buy a house.”23

You don’t have to organize your own focus groups to get a strong whiff of these kinds of economic concerns. Recent national polls repeatedly reveal such fears about economic pressure and the cloudy future for this and future generations. In a 1992 Gallup poll, for example, more than three-fifths said they were dissatisfied with “the opportunity for the next generation of Americans to live better than their parents”; 58 percent were dissatisfied with the “opportunity for a poor person in this country to get ahead by working hard.”24 In a June 1993 LA Times/CNN poll, 39 percent of participants described their personal finances as “shaky,” while more than half—51 percent—said they “expect the next generation of Americans will have a worse standard of living than the one we have now.”25 Even though the economy was well into its recovery, in a November 1993 LA Times/CNN poll two-thirds reported that job security was “worse for Americans now, compared to two years ago” and 53 percent that they felt this “greater job insecurity will occur over the long term, for many years.”26 Even further into the recovery, a March 1994 New York Times poll found that two-fifths of respondents expressed “worry” that during the next two years they might be laid off, required to work reduced hours, or forced to take pay cuts. Nearly two-fifths also reported that in order “to try to stay even financially” during the last two years they had had to work overtime or take on extra jobs.27 In a March 1995 Business Week/Harris poll, people were asked whether “the American Dream … has become easier or harder to achieve in the past 10 years.” Two-thirds answered that it has become “harder.” Participants were also asked if it would be “easier or harder to achieve in the next 10 years.” Three-quarters chose “harder.”28
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A Crowded Boat

Andrew Flenoy, a twenty-one-year-old living in Kansas City, did better in 1994 than many, holding down a steady job paying a cut above the minimum wage. In fact, he had even enjoyed some recent promotions, rising at a food catering firm from dishwasher to catering manager. Through that sequence of promotions, however, his earnings had increased from $5.50 an hour to only $6.50 an hour—the equivalent of only about $12,000 a year working full-time year-round. Whatever satisfaction he had enjoyed from his promotions had quickly paled. “Now he is tired of the burgundy and black uniform he must wear,” a reporter concluded, “and of the sense that he works every day from 6 A.M. to 2 P.M. just to earn enough money so that he can come back and work some more the next day.” “My resolution for 1994,” Flenoy remarked, “is that if nothing comes along, I’ll relocate and start from scratch somewhere else.”29

Flenoy attended only a semester of community college after high school and suffered the additional employment disadvantage of being African American. Many are inclined to assume, indeed, that the wage squeeze has mostly afflicted the young, the unskilled, and the disadvantaged.

Although some have suffered more than others, however, a much wider band of the working population has been caught in the vise. For most Americans, the wage squeeze has been a profoundly democratizing trend.

Indeed, the data on the breadth of the wage squeeze seem finally to have persuaded skeptics not normally known for their empathy with workers. Recently confronted with some of these data, for example, Marvin Kosters, a well-known conservative economist at the American Enterprise Institute who had earlier challenged reports about trends toward growing inequality, admitted surprise at the variety of subgroups affected by wage erosion. “It’s really quite amazing,” he acknowledged.30 The data would scarcely seem “amazing,” of course, to those who’ve been directly feeling the pinch.

In order to assess the breadth of the wage squeeze, we need to turn to data from household surveys, which unlike the establishment surveys afford considerable detail on workers’ personal characteristics. We can look at trends in real hourly earnings between 1979 and 1993 for a variety of different groups in the private nonfarm workforce, since it is trends in the private sector with which I am most concerned in this book.31

Looking at this universe, we find that real hourly earnings for all private nonfarm employees, including those at the top, remained essentially flat from 1979 to 1993—barely rising from $11.62 to $11.80 (in 1993 prices). (Government workers did somewhat better.)

But we know that those at the top did fairly well. The more telling comparison looks at real wage trajectories for the bottom four-fifths of the real wage distribution and for the top fifth. As anticipated from the data for production workers reviewed in the previous section, it was the bottom 80 percent that experienced actual real wage decline, with the 1993 level dropping by 3.4 percent below the 1979 figure. For the top 20 percent times were not so harsh; they enjoyed a healthy rate of increase, with their real hourly earnings rising by 1993 to almost three times those for the bottom four-fifths.

We can also compare workers by race and ethnic origin. Looking at workers in the bottom 80 percent of the overall wage distribution, it is true, not surprisingly, that African Americans and Hispanics fared less well than whites. But even among whites in the bottom 80 percent, real hourly earnings dropped by nearly 3 percent. (Of course, a much larger percentage of African Americans and Hispanics were situated in the bottom four-fifths of the wage distribution than of whites.) Not just the disadvantaged but the advantaged racial group joined the wake.

Looking at wage trends by gender, we find a major difference in the impact of the wage squeeze. While male workers in the bottom 80 percent of the distribution experienced devastating declines in their real hourly earnings— facing a decline of close to 10 percent—women workers in the bottom 80 percent enjoyed modest real wage growth, with a total increase over the full period of 2.8 percent. Despite these gains, however, women’s wages still lagged substantially behind men’s. In 1993, the median female hourly wage had reached barely more than three-quarters of the median male wage, at 78 percent. Women were gaining on men, to be sure, but their gains occurred primarily because real male wages were plummeting, not because real female earnings were themselves growing rapidly. Indeed, almost three-quarters of the decline in the wage gap between men and women from 1979 and 1993 can be attributed to the decline in male earnings—a trend which undoubtedly contributed to the widespread frustration which many males have apparently been feeling and venting.32

A final comparison looks at the experience of workers with different levels of education. It was the bulk of workers on the bottom, those with less than a college degree, who experienced actual wage decline. Only those with a college degree or better were able to gain some measure of protection against the unfriendly winds. And the most recent trends have been harsh even for a large number in that group. From 1989 to 1993, for example, even male workers with just a college degree, but no postgraduate education, were hit with declining real earnings.

Table 1.1 pulls together these separate tabulations for different groups of workers. The wage squeeze has caught a huge proportion of U.S. workers in its grip.

TABLE 1.1 The Wage Squeeze Across the Work Force Real hourly earnings, nonfarm private sector ($1993)


 	  	1979 	1993 	% Change


 	
Sources and Notes: Based on author’s own tabulations from data samples extracted from Current Population Survey.

  	Hourly earnings for all nonfarm private workers and all subgroupings defined as usual weekly earnings divided by usual weekly hours worked. Hourly earnings deflated by CPI-U-X1 price deflator.

 
	All workers 	$11.62 	11.80 	1.5%



	Bottom 80 percent 	8.93 	8.59 	−3.4



	Top 20 percent 	22.41 	24.66 	10.04



	White workers, bottom 80 percent 	9.03 	8.77 	−2.9



	Black workers, bottom 80 percent 	8.28 	7.98 	−3.6



	Hispanic workers, bottom 80 percent 	8.53 	7.86 	−7.9



	Male workers, bottom 80 percent 	9.94 	9.05 	−9.0



	Female workers, bottom 80 percent 	7.94 	8.16 	2.8



	High school dropout 	10.31 	8.19 	−20.6



	High school graduate 	11.11 	10.05 	−9.5



	Some college education 	13.12 	11.03 	−15.9



	College graduate 	16.01 	16.57 	3.5



	Postgraduate 	19.84 	21.59 	8.8




In better times, of course, workers in a pinch often pulled up stakes and migrated in search of greener pastures—in Andrew Flenoy’s words, “to relocate and start from scratch somewhere else.” But the greener pastures have mostly turned brown. New York Times reporter Louis Uchitelle tells the story about workers in Peoria, Illinois, where layoffs and givebacks at Caterpillar had cast long shadows over the local economy:33

Today the adventurous search for opportunity is no longer rewarding. For generations, Americans migrated—going West, so to speak—when jobs in their communities became scarce or failed to pay well. But income stagnation is a nationwide phenomenon. Migration has become futile. Peorians, for example, uprooted themselves by the thousands in the early 1980’s, when recession and then massive layoffs at Caterpillar and the numerous local companies that supply Caterpillar pushed the unemployment rate here above 16 percent. By the late 1980s, they were trickling home again.

“When they got to Oklahoma and Texas, they found that the promise of good wages was a lot of talk; they worked hard and had little to show for it,” said David Koehler, executive director of the Peoria Area Labor Management Council. “Now, many have come home to jobs that pay less than they once earned, but they have returned because this is where their families are to help them.”

Slipping Behind

Some readers may be inclined to view the wage squeeze as par for the course at the twilight of the twentieth century. The world economy is becoming more and more tightly integrated. Developing countries, where wages are much lower than the advanced economies, have been expanding their exports. Low-wage import competition has been intensifying. Isn’t wage pressure in the advanced economies to be expected?

There is no denying that import competition from lower-wage developing countries has grown more intense over the past twenty years or more. But it does not necessarily follow, for a variety of reasons we shall explore in later chapters, that workers in the advanced economies must inexorably face the wage crunch as a result.

Quite to the contrary. In fact, the most striking conclusion that emerges from comparing wage trends in the advanced countries is how isolated, how relatively unique has been the U.S. experience.

Careful compilations by the U.S. Bureau of Labor Statistics allow us to compare wage trends across twelve of the leading advanced economies—including the G-7 powers of the United States, Germany, Japan, France, Italy, the United Kingdom, and Canada as well as five other smaller European countries (Belgium, Denmark, Norway, the Netherlands, and Sweden). Their data provide comparable information on trends in real hourly compensation for all manufacturing employees, with compensation deflated by the consumer price index for each country to provide an insight into trends directly affecting workers’ living standards.34 I look here at the period from 1973 to 1993, the most recent year for which the data were available at the time of writing.

This measure matches the series for real spendable hourly earnings in the United States, presented above in Figure 1.1, with three differences. The comparative numbers are before-tax rather than after-tax, and focus just on compensation in manufacturing, rather than the much larger nonfarm private sector. And they include all employees, not merely production workers.

By this measure, real hourly compensation for all manufacturing employees in the United States was flat rather than collapsing in the period between 1973 and 1993. It barely changed over that period, rather than declining substantially as for the data presented in Table 1.1. The principal reason that this index of hourly wages does not show decline is that it includes nonproduction workers as well as production employees and this group at the top, as the data on the top 20 percent in the previous section suggest, was the one group whose wages stayed ahead of inflation over the past two decades. (The difference in coverage between the manufacturing and private nonfarm sectors matters less since trends in the two sectors were roughly comparable over this period; and Appendix A shows that before-tax and after-tax measures move closely together.)

If by this measure, real hourly compensation in manufacturing was roughly flat in the United States between 1973 and 1993, how did workers fare in the other eleven advanced economies?

Figure 1.2 allows us to pursue this comparison. It presents the average annual percent change in real hourly compensation for all manufacturing employees in the United States (on the far right) and in eleven other advanced economies (arranged in alphabetical order). Wage stagnation in the United States stands out like a sore thumb. It is the only country with wage change close to zero. Only two other countries—Canada, which feels the wage competition from its near North American neighbor, and Denmark—feature wage growth rates less than 1.5 percent a year. Workers in Japan and Germany, our two major trading competitors, fared markedly better than U.S. workers, with real wage growth at 2.2 percent and 3.1 percent respectively.
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Indeed, the average for the other eleven countries altogether is 2.1 percent per year, seven times more rapid than for the United States over the same period. Import competition from low-wage developing countries may have been intensifying, but workers in other advanced economies seem to have escaped its wrath much more effectively than workers in the United States.

Later chapters will explore some of the reasons for this huge discrepancy in wage growth between the United States and most other advanced countries and will consider the possibility that many of the other advanced economies paid a substantial price for their more rapid wage growth with relatively higher unemployment rates.

But one possible explanation deserves immediate attention. Perhaps wage growth in the United States has been relatively slow because U.S. wages have historically been so high compared to our advanced competitors and, therefore, competition with those other advanced economies has forced U.S. corporations into tough bargaining with their employees.

That factor may once have weighed heavily in the United States, but it no longer applies. By 1994, compared to the other countries featured in Figure 1.2, the United States no longer paid its employees top dollar. When we look at average hourly compensation for production workers in manufacturing, converted by exchange rates to U.S. dollars, we find that the United States ranked only eighth among the twelve countries featured in the graph, and was ahead of only Canada, France, Italy, and the United Kingdom among the twelve. Japanese manufacturers, which have competed so successfully against their U.S. competitors, paid their employees 25 percent more than did U.S. manufacturing firms. Average hourly compensation in the United States in 1994 was $17.10, while, for example, the average for the countries of the European Union, weighted by their share of U.S. trade, was $19.47.35 Figure 1.3 provides a graphic view of this comparison.

Nor is this an especially recent phenomenon. In 1980, hourly compensation for U.S. manufacturing workers was lower than in six of the other twelve advanced economies; in 1975, it was lower than in four others.36

More dramatically still, although the comparisons are difficult to make with precision, the United States appears to be the only advanced country in which lower paid workers have actually suffered absolute declines in real earnings over the past couple of decades. Harvard labor economists Richard B. Freeman and Lawrence F. Katz survey the data carefully and “conclude that less educated and lower-paid American workers suffered the largest erosion of economic well-being among workers in advanced countries.”37 The result of this erosion was that U.S. workers on the bottom of the wage distribution hit rock bottom. Based on his own assessment of the data, Freeman reports that “low-paid Americans have lower real earnings than workers in all advanced countries for which there are comparable data—which is due largely to the fall in their real earnings.”38
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One might imagine that the United States gained competitive advantage over the past twenty years because its real wages grew so much more slowly than in the other leading economies. Not so lucky. Between 1973 and 1989, real hourly manufacturing compensation in Japan grew eight times more rapidly than in the United States, but this did not prevent Japanese firms from knocking the socks off their U.S. competitors in global markets. In 1973, both countries enjoyed roughly balanced trade, with exports approximately equal to imports and the net balance of trade in goods and services close to zero. By 1989, however, the United States was running a trade deficit with the rest of the world of $77 billion while the Japanese were enjoying a healthy trade surplus of $13 billion.39 And this limp U.S. trade performance was not limited to the comparison with the striking case of Japan; we have been running trade deficits with Western Europe, where wage growth has also been rapid, for many years as well.

MOST U.S. WORKERS have been experiencing a wage squeeze, with real hourly take-home pay in 1993 falling back to the levels of the mid-1960s. This wage collapse has affected not only the unskilled and disadvantaged but a remarkably wide swath of U.S. employees. And the vise has tightened on workers’ earnings much more severely in the United States than in other advanced economies.

Those caught in the vise have no illusions about the consequences. A union activist in the continuing labor struggles at Caterpillar in Illinois looked down the road toward the turn of the millennium and saw hardship: “If we don’t put an end to this drift of the country to drive wages down,” he said, “there’s no future for my three boys. There will be an upper class and a lower class, and I know where [my boys] will be.”40 A middle-class Michigan resident echoed this view: “Everybody is going to be either very rich or very poor. There’s going to be the rich in their little towers, and there’s going to be everybody else floundering around trying to survive.”41 A 48-year-old Milwaukee woman, laid off in June 1995 after seventeen years on the job, wondered when the wage pressure from corporations will end. “How far can this go,” she asked, “before they ruin everything?”42

APPENDIX: MEASURING THE SQUEEZE

However dramatic the evidence of the wage squeeze presented in Chapter 1, the basic series on real spendable hourly earnings, as presented in Figure 1.1, remains unofficial. Is this measure somehow distorted in ways that might prompt readers to remain skeptical about either the existence or the extent of the wage squeeze? For ease of calculation and later comparisons, we can concentrate on the period from the business-cycle peak in 1979 through the most recent available data for 1994—the decade and a half, as Figure 1.1 shows, over which the bulk of this decline in real hourly take-home pay occurred.

One possible concern might involve our adjustment for the personal income and payroll taxes borne by the average production employee.1 Suppose for the moment that we ignore taxes altogether and concentrate simply on real before-tax hourly earnings with a simple correction for the toll exacted by inflation. We can calculate the after-tax and before-tax measures for 1979 and 1994 and judge how crucial our tax estimates are in shaping the underlying trends in the series.

The level of the series estimated before taxes is obviously higher in both benchmark years—for example, $11.13 in 1994 compared with an after-tax estimate of $9.36—since taxes are not yet deducted from real earnings. But the rate of decline in 1979-94 was actually somewhat greater for the before-tax measure than for the after-tax measure. Tax rates, primarily payroll tax rates, increased enough over this period to add to the wage pressure which workers were already feeling before the tax man took his cut. Whether or not we take taxes into account, the wage squeeze remains severe. The first two rows of Table 1.A provide this comparison.

Another possible concern involves the measurement of earnings itself. The real spendable hourly earnings series builds on direct wage-and-salary payments to production employees. As such, it does not include indirect employer payments benefiting workers, such as health care premiums. Measuring full compensation, including these fringe benefits, might make more sense but government data do not directly provide this information for production workers. Could it be that these benefits increased enough over the past fifteen years to offset the collapse in earnings?

In order to assess this possibility, I have constructed an alternative estimate of production workers’ real hourly compensation including an approximation of the value of indirect employee benefits covered by employers. The measure of real hourly earnings, measured before taxes, is adjusted by adding to it an estimate of the additional benefits provided for workers by employers but not directly paid to them as earnings.2

This adjustment makes only a minor difference, as the third row in Table 1.A makes clear. Now, the 1979-1994 decline in real (before-tax) hourly compensation is roughly 7.8 percent, compared with 8.6 percent in the measure ignoring benefits. This may surprise some readers; many assume that benefits have recently been increasing substantially more rapidly than earnings, particularly because of soaring increases in health care costs. But during the 1980s, real hourly benefit payments also declined, indicating that many workers were being pressured to “give back” as much in benefits as they were in direct pay.3 In their useful analyses of trends affecting working Americans, Economic Policy Institute economists Lawrence Mishel and Jared Bernstein highlight this feature of the 1980s:4

TABLE 1.A Alternative Measures of the Wage Squeeze Real earnings ($1994), production and nonsupervisory employees, private nonfarm sector, 1979-94



	 
	1979
	1994 	%Change


 	Sources and Notes:


	Row [1]: Real spendable hourly earnings as explained in chapter text and notes. Data series available from author.
  	Row [2] : Real hourly earnings measured as private nonfarm production workers before-tax hourly earnings [Employment and Earnings, January 1995, Table B-2] deflated by consumer price index for urban consumers (CPI-U-X1) [Economic Report of the President, 1995, Table B-61].

  	Row [3]: Real hourly compensation measured as real hourly earnings (row [2]) multiplied by ratio of total employee compensation to total employee wages and salaries [National Income and Product Accounts, Tables 6.2C, 6.3C]. See note #2.

 
	1. Real spendable hourly earnings (after-tax) 	$10.24 	9.36 	−8.6%



	2. Real hourly earnings (before-tax) 	12.34 	11.13 	−9.8



	3. Real hourly compensation (before-tax) 	14.70 	13.57 	−7.8






Health insurance costs have indeed risen quickly. Apparently, however, the rapid growth of jobs with little or no employer-provided health benefits and the increased shift of employer health care costs onto employees has meant that average fringe-benefit costs did not rise over the 1977-89 period. In fact, they declined modestly.

In contrast to their increases in the 1960s and 1970s, indirect benefits were no longer providing even a modest shelter against the harsh winds of wage decline.



Chapter 2 THE BUREAUCRATIC BURDEN


More than a decade ago The New York Times hosted a small round-table on “The Ailing Economy,” subsequently publishing large extracts from the discussion.1 Participants included Felix G. Rohatyn, senior partner in the Wall Street firm Lazard Frères and a major economic policy adviser in centrist Democratic Party circles; and Walter B. Wriston, then chairman of Citicorp and Citibank and a member of President Reagan’s Economic Policy Advisory Board. I also joined in the conversation. Moderated by the late Times’ economics columnist Leonard Silk, we roamed widely over the economy’s problems in the early 1980s and various prescriptions for their solution.

At one point in the discussion, talking about some of the structural sources of stagnant productivity in the U.S. economy, we turned to the huge size of U.S. corporate bureaucracies. I cited some recent management consultant studies that had suggested that as many as 50 percent of corporate managerial and supervisory personnel were redundant.2 We could apparently trim huge chunks of fat off the top and middle layers of those corporations, this seemed to imply, and the corporations would be able to function just as effectively at much lower cost.

One might have expected the participants from the business sector to rise to the bait, defending the citadels of U.S. capitalism. But they scarcely batted an eyelash. “I wouldn’t know” if expenditures for executive personnel are “wasted,” Walter Wriston replied. “The chances are half of it is,” he joked. “[Figuring out] which half is the difficult problem.”3

I call it the “bureaucratic burden”—the massive size and cost of the managerial and supervisory apparatus of private U.S. corporations. It’s one of the most stunning features of the U.S. economy.

The political right has mastered the rhetorical art of blaming the federal government for the size and wastefulness of its bureaucracies. Far less attention is paid to the size and wastefulness of private corporate bureaucracies. The bureaucratic burden in the United States is gargantuan, especially when compared to other leading economies such as Germany and Japan. It’s a huge mountain range in our economic landscape that has long been covered by clouds. This chapter attempts to penetrate the cloud cover and map the terrain. Having provided that mapping, it then explodes the widespread myth that in the 1990s, after a decade of “downsizing,” U.S. corporations have pared their bureaucracies and are now slim and trim—free of fat and waste.

Top-Heavy Corporations

I got my first peek at this topography in the mid-1970s. Colleagues and I had just begun some outreach educational work with local union officials and rank-and-file workers. We were trying different ways of engaging workers about pressing economic issues. Since these first discussions came on the heels of the sharp recession of 1973-75 and in the throes of that strange new phenomenon called “stagflation,” we expected that the workers in our classes would steer the conversations toward problems of job security and inflation.

Much to our surprise they were more interested in talking about problems they were constantly experiencing with their bosses on the job. They complained that their supervisors were always on their case, that bureaucratic harassment was a daily burden. They inveighed against speed-up, hostility, petty aggravations, capricious threats and punishments, and—perhaps most bitterly—crude, arrogant and often gratuitous exercises of power. Their catalogues of complaints were both eloquent and acute.

We were nonplussed. We had no idea whether these were the common and enduring laments of similarly situated workers at any time and place, or whether their urgency perhaps followed from a recent intensification of bureaucratic supervision on the job. I don’t know to this day whether and when I might have paid attention to the bureaucratic burden if I hadn’t been sitting in union halls in the mid-1970s, chewing on stale jelly doughnuts, listening to workers’ grumbling about their continuing hassles with their employers.

The problem has remained hidden from public scrutiny for most of the intervening two decades. For at least some of the public, the first whiff of smoke came during the mid- and late-1980s when critics began to excoriate the soaring and often astronomic salaries of chief executives in U.S. corporations. During the 1980s, according to data developed by the British weekly The Economist, after-tax CEO annual salaries increased by two-thirds after adjusting for inflation—while production workers’ real hourly take-home pay was declining by seven percent.4 By 1994, taking it from the top, Michael D. Eisner of Walt Disney was reaping a total harvest of $203.0 million, including company stock gains, while second-ranked Sanford I. Weill of Travelers was earning a total remuneration of “only” $53.1 million.5 Respondents to a 1991 Industry Week survey about soaring CEO salaries were not spare with their criticisms: according to the magazine’s summary, respondents called top executive pay levels “way out of line,” “baffling,” “disgraceful,” “embarrassing,” “infuriating,” and “sickening.”6 Sometime populist presidential candidate Bill Clinton charged in 1992 that “American CEOs were paying themselves 100 times more than their workers.”7 By the early 1990s, writes Derek Bok, former president of Harvard University, “almost everyone seemed to agree that executive pay had reached unseemly heights.”8

But CEO salaries are only the tip of the iceberg. We need to peer below the surface and assess the size and cost of the entire corporate administrative apparatus—not just the millions paid to the top corporate guns. The key question, in the end, is the relative size of U.S. corporations’ bureaucracies, in comparison to the numbers of employees they control. We need to gauge how much of that bureaucracy is dedicated to bossing people and whether that’s an efficient or effective allocation of resources. And we need to be more than a little skeptical about the widespread impression that corporations have recently pared their managerial ranks, that through “downsizing” they have sliced away at the layers of flab at the top and middle of their bureaucratic hierarchies. “Downsizing” has certainly been taking place since the 1980s in many U.S. corporations. But the weight of the bureaucratic burden has actually been growing, not contracting through the mid-1990s.

The easiest gauge of the size of this corporate behemoth—partly because the data are consistently available back to World War II—comes from official government surveys of business establishments. In 1994, according to the U.S. Bureau of Labor Statistics, 17.3 million private nonfarm employees worked in nonproduction and supervisory jobs9—mostly, as we shall see, as managers and supervisors at all levels of the corporate hierarchy. (Remember from Chapter 1 that I am adopting the expositional convention of referring to this category of “nonproduction and supervisory” employees as “supervisory”) This was almost as many employees as those working in the entire public sector, in all occupations at all levels of government including federal, state, and local. It was close to as many people living in the states of either Texas or New York. It roughly equaled the national populations of Australia, Ghana, or Saudi Arabia.10 Stretched out head-to-toe, all these supervisory employees would reach more than three-quarters of the way around the earth’s equator.11
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