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Labor Contracts and Their Implications
Many analysts have predicted that 1977 will be a year

of comparative calm in terms of labor-strike activity, in
spite of contracts expiring for nearly 5 million workers.
They also have predicted that the trend of large
settlements established during recent years will continue.

In this article, we report on labor-contract negotiations
in 1976 and 1977 and describe the implications of
"stimulative" Government policies on several aspects of
the labor situation. The latter description seems especially
important in view of President Carter's plans to provide
stimulus to the economy through increased Government
spending.

Labor Contracts in 1976

Labor contracts covering at least 4.4 million workers
expired or were reopened during 1976. This number was
considerably more than the 2.5 million covered by
contract negotiations during 1975. Most of the contracts
negotiated last year replaced those agreed to during the
"economic stabilization period" that ended in April 1974,
and that was followed by double-digit rates of price
increases. Wage demands for contracts expiring in 1975
and 1976, therefore, were substantial, as workers
attempted to recover perceived losses in real compensa-
tion. Although their wage demands reportedly were
tempered by a fear that excessive demands might prompt
the reinstatement of wage controls, first-year wage and
benefit increases stipulated in newly negotiated labor
contracts averaged 11.4 percent during 1975 and 9.4
percent during the first 3 quarters of 1976.

The following table shows the average annual adjust-
ments in wages for major contracts expiring in 1976.
(Benefits and other forms of compensation are not
included.) The average duration of these contracts was 30
months, and during this period the consumer price index
(CPI) increased at a compound annual rate of about 8.6
percent. These data reveal that real wages under these
contracts decreased during this period and that workers
without escalator clauses in their contracts fared sub-
stantially worse than did those covered by such clauses.

PERCENT ADJUSTMENTS IN WAGES FOR
CONTRACTS EXPIRING IN 1976

Negotiated Negotiated Change
Change Plus Adjustments

All contracts +5.8 +7.3
With escalator clauses +5.2 +7.8
Without escalator clauses +6.6 +6.6

Many of the contracts with escalator clauses were
"capped." Capped contracts are those that provide a
maximum amount of wage adjustments for price changes.
To illustrate, if a wage adjustment is scheduled so that
wages would be increased $.10 per hour for every 1
percent increase in the CPI up to a maximum of $.50 per
hour, the resulting increase in wages of workers so
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covered would not be adequate if the CPI increased more
than 5 percent during any year.

Most of the employees affected by collective bargaining
during 1976 worked in eight industries: apparel, trucking,
rubber, construction, electrical equipment, food, auto-
mobile, and farm equipment. Bargaining in these
industries took place between March and September. Brief
reviews of several of those industries having the greatest
effect on the overall labor scene follow.

Trucking. The 1973 agreement between the Teamsters
and their employers provided cost-of-living escalators that
were capped at $.11 per hour annually. This cap
restrained wage increases due to rising prices. Additional
adverse effects on truckers' wages resulted from the 55
mile-per-hour National speed limit. This speed limit
reduced the daily driving distance of truckers and the
wages of drivers paid on a mileage basis.

According to the Bureau of Labor Statistics, the
450,000 truckers covered by the 1976 negotiations agreed
to contracts giving them average wage and benefit
increases of about $4.00 per hour during the 3-year life
of these contracts. Moreover, the controversial cap on the
cost-of-living escalator was modified in favor of the
laborers. Assuming the CPI increases about 5 or 6 percent
per year during the contract life, labor costs in trucking
would increase more than 30 percent during the next 3
years. In view of this Nation's dependence on the
trucking industry, the effect of these increases surely will
be widespread.

Automobiles. Labor contracts with all four American
automobile manufacturers expired last September. Auto-
mobile sales were disappointing during both 1974 and
1975. As a result, large numbers of automobile workers
were laid off, and supplementary unemployment benefits
(SUB) at Chrysler and at General Motors were nearly
exhausted. These events influenced the demands of the
workers. As has become the customary tactic in such
labor "negotiations," one manufacturer (in this case,
Ford) was singled out as the object of a work stoppage.
After a 3-week strike at Ford, the automobile workers
reached an accord that resulted in substantial increases in
worker compensation. Part of the package was that
workers gained an additional 12 days of paid time off to
a total of 37 days per year (after 3 years). Labor union
representatives remarked that the extra time off would
open more jobs for auto workers.

According to Thomas Murphy, Chairman of General
Motors, the new contract will result in the average hourly
cost of labor increasing to $15 in the third year, with the
annual employment cost to the company of the average
worker then being $31,000, which will be 32 percent
more than that under the preceding contract. Mr. Murphy
estimated that the higher labor cost alone will add $500
to the production cost of an automobile during the 3



years of the new contract. This would seem to guarantee
a minimum increase in the price of automobiles of that
amount through the 1979 model year.

Rubber. Most of the nearly 136,000 rubber workers
whose contracts expired in 1976 worked for the "Big
Four" rubber producers (Firestone, B.F. Goodrich,
Uniroyal, and Goodyear). As auto workers have done,
rubber workers have adopted the tactic of selecting a
single rubber company for a work stoppage; never-
theless, strikes occurred at all of the "Big Four" in
1976. At one time more than 70,000 rubber workers
were on strike. By early September, the four
companies had reached agreements with their workers.
Wage increases, cost-of-living escalators, and various
increased fringe benefits during the 3-year period of
the contract totaled an estimated 36 percent, with
more than half of that scheduled for the first year of
the contract.

About midway through 1976, several analysts, upon
examination of the trend of labor settlements,
concluded that such settlements were reasonable
compared to those reached during 1975 and, therefore,
1976 would be "a good year for labor negotiations."
Using 1975 contract settlements distorted their inter-
pretation of the implications of 1976 contract
settlements. The 1975 and 1976 agreements provided
substantially larger compensation increases than did
earlier contracts. The large labor settlements reached in
some industries during recent years apparently have
planted a contract seed that probably will be harvested
repeatedly during the years to come. Many of the
labor unions whose contracts expire during 1977
probably will demand compensation increases of the
magnitude won by truckers, automobile workers, and
rubber workers, as the leaders of each union insist
upon "fair" wages for their members.

The 1977 Situation

Major collective bargaining agreements that are sched-
uled to expire or to be reopened in 1977 cover at least
4.9 million workers. Most of these contracts were
negotiated in 1974, after the "economic stabilization
period" ended and while prices were rising at double-digit
rates. Union bargainers at that time sought and won
relatively large wage increases, including cost-of-living
clauses to compensate workers for the loss in buying
power of money wages and protect them from future
price increases. Having largely protected the real wages of
their members during the past 2 years, these union leaders
might not seek percentage wage increases as large as those
won in 1974; however, the relatively large settlements
reached during the past 2 years probably will serve as
targets for labor demands this year. These demands might
involve other than wage increases, such as additional paid
days off, increased health-insurance benefits, and in-
creased pension benefits. Whatever the form, they will
increase labor costs for the producers, which will tend to
increase prices.

Most of the 1977 collective bargaining will involve
eight industries: steel, petroleum, aluminum, telephone,
longshore, aerospace, soft coal, and railroad. The labor
situation in several of these industries is described briefly
below.

Steel. The Experimental Negotiating Agreement (ENA)
adopted in 1973 will be used for the second time during
1977. This agreement was designed to settle unresolved
issues by arbitration instead of strike and to forestall
disruptive stockpiling of steel by customers fearing a

possible stoppage. The 1974 United Steel Workers' (USW)
contracts were negotiated 3 months in advance of the
August contract expiration dates. Some of the terms of
the 1977 contracts (which cover 365,000 workers),
including minimum pay raises, cost-of-living adjustments,
and the right to strike over local issues, reportedly have
been essentially agreed upon. Thus, the possibility of a
strike this year is somewhat smaller than usual.

However, a major new demand of the USW that is
expected to be vigorously opposed by the manufacturers
is that for a "lifetime security program" coupled to a
"guaranteed annual wage." The object of this demand is
to ensure that a steel worker "will have a job and will
receive full pay irrespective of circumstances outside of
his control." Under such a program, workers would be
protected against layoffs and loss of income when steel
production falls because of reduced demand or unusually
large imports.

Early in February the United Steel Workers will elect
new top officers, including a replacement for its retiring
president, I.W. Abel. Mr. Abel's favorite, Lloyd McBride
reportedly leads the race, but Edward Sadlowski, the
"challenger," reportedly has much support. The ENA is a
primary issue between the contestants. Mr. McBride has
praised the benefits it has brought to steel workers, but
Mr. Sadlowski charges that it has stripped them of their
bargaining muscle.

Several spokesmen of steel companies have asserted
that labor costs will increase $3.20 per hour if the current
labor contracts are renewed for another 3 years. They
also have claimed that if such demands were coupled with
the elimination of the ENA (as Mr. Sadlowski recom-
mends) the industry would return to the "old strike roller
coaster" and many jobs in domestic steel production
would be lost because of the probable importation of
lower-priced foreign steel.

Coal. As a result of petroleum developments since
late 1973, the soft coal industry has expanded
substantially during the past several years. In spite of
large compensation increases negotiated in 1974, many
United Mine Workers' (UMW) members have been
dissatisfied with the leadership of president Arnold
Miller, who has advocated more central control over
union locals. The 1977 election of UMW officers has
been advanced from December to June. If Mr. Miller
should lose, he will finish his term, but his successor
will conduct the 1977 contract negotiations.

Wages are not expected to be a major issue in the 1977
coal mining contract negotiations. The current contract
provided workers nearly a 50-percent increase in wages
during the 3 years of the contract. Expected to be more
important are the demands by local unions that they be
given the right to strike on local issues. Under Mr. Miller
the central policy has been to minimize local strikes by
keeping tight check on the local unions. For example,
there were 1,139 local strikes involving 387,000 workers
during 1975. In view of this history of local strikes and
the recent unrest among many UMW locals, there is a
moderate possibility of major work stoppages in the coal
industry.

Railroads. Contracts affecting 470,000 railroad em-
ployees expire December 31, 1977, and negotiations are
expected to take place during most of this year. One of
the workers' major demands is the removal of the cap
from their cost-of-living escalator. The railroads, on the
other hand, are seeking to reduce featherbedding. If a
strike should occur in this industry, it will not happen
until 1978.
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Wages and Compensation

We often have read the comment that real wages
(nominal wages adjusted for price changes) have changed
little or decreased during recent years. This assertion is
accurate, but not especially useful. A more useful analysis
would involve the series, total real compensation, which
includes wages, benefits, and employers' contributions to
social insurance. As Chart 1 shows, real compensation per
man-hour for workers in manufacturing increased steadily
from 1947 through 1973 at a compound annual rate of
about 2.7 percent. In 1974 such compensation decreased
1.0 percent, in part because of wage controls. Since then,
it has resumed the upward trend at an approximate
annual rate of 2.0 percent. It is apparent from these data
that, with the exception of 1974, workers in manu-
facturing have made steady gains in real compensation
before taxes during the past 29 years. Of course, after
taxes they probably did not fare so well, inasmuch as
higher nominal wages pushed them into higher marginal
tax brackets.

As Chart 2 shows, the number of man-days lost
because of strikes has decreased from a peak of 66
million during 1970 to about 40 million during 1976. As
a percentage of estimated total working time, this total
has decreased from a peak of 0.37 during 1970 to an
estimated 0.20 during 1976. The reasons for this
decreasing trend are not clear. Recent efforts by the
steelworkers and others to reduce the incidence of strikes
apparently have helped reduce work stoppages. Another
reason for this decrease might be that employers'
opposition to employees' compensation demands has
diminished, inasmuch as the higher compensation more
readily can be "passed on" in the form of higher prices.
This has been a common characteristic of advanced stages
of inflating. Large or especially beneficial settlements in
one industry tend to be emulated by others. When this
process becomes sufficiently widespread, increases in the
general level of wages accelerate and foster continuing
increases in the level of prices. Perceiving the increase in
prices and fearful of additional increases, unionized
workers demand further compensatory wage increases.
How often such a progression will cycle, or at what pace,
is dependent upon many more factors than we are
prepared to describe here. However, once started, this
progression has proven to be difficult to reverse.

Government Stimulus

A significant aspect of this process is how it relates to
Government attempts to create more employment by
stimulating the economy. As the Government has
undertaken spend-for-prosperity programs year after year,
the public has become more aware of their impact on
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prices. Labor has learned to increase its demands to offset
past and expected higher prices, just as consumers have
learned to stockpile staples in the expectation of rising
prices. Thus, real wages have not decreased as policy-
makers expected and employment has not been created as
they predicted. Each succeeding spend-for-prosperity
program, therefore, must compensate for this offsetting
action if it is to have its intended result. In short order
larger and larger sums must be spent and the resultant
distortion to the economy expands.

The probable final stage of this scenario might be
described as "money terror." All traces of the euphoria
experienced during earlier times disappear as people
realize the extent to which the purchasing power of their
currency has been eroded by inflating. It is then that a
flight from currency becomes most probable. Such
"flights" do not always occur, as the situation in Great
Britain reveals. However, the situation there also reveals
that reversing worsening trends and removing distortions
is a most difficult and painful task.

STATISTICAL INDICATORS
No additional data were received for any of the primary

leading or lagging indicators of business-cycle changes. The
percentages of these groups appraised as expanding
cyclically remain 50 and 83, respectively.

Personal income in manufacturing in constant dollars
increased and continued to expand cyclically during
December. All of the primary roughly coincident indicators
are appraised as expanding cyclically.

That only 50 percent of the primary leading indicators are
appraised as expanding cyclically warrants some doubt that
the business-cycle expansion will continue. However, there
is not sufficient evidence to warrant the conclusion that a
cyclical contraction of general business will begin soon.

BUSINESS
CONSTRUCTION

Note: All data are seasonally adjusted.
According to the Department of Commerce, the total

value of construction put in place during the 3 months
ended in November was $36.9 billion. This record amount
was 3.4 percent more than that during the preceding 3
months and 8.0 percent more than that during the 3
months ended in November 1975.

The composite index of construction costs prepared by
the Department of Commerce was 201.3 (1967=100)
during November. This level was 0.7 percent more than
that 3 months earlier and 5.4 percent more than that a
year earlier. The rate of increase in this index of
construction costs has decelerated markedly since 1974,
when the series increased nearly 18 percent.
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PERCENT CHANGE IN CONSTANT-DOLLAR VALUE
OF NEW CONSTRUCTION PUT IN PLACE DURING

3 MONTHS ENDED NOVEMBER FROM

Residential
New housing

Single family
Multi-family

Other residential
Nonresidential bldgs.
Other private

Total private
Public buildings
Highways and streets
Other public

Total public
Total

Preceding 3
Month Period

+ 8.3
+ 8.3
+ 7.6
+12.4
+ 8.4
+ 1.9
+ 3.9
+ 5.9
- 9.6
- 8.3
- 2.6
- 6.5
+ 2.7

Year-Earlier 3
Month Period

+16.0
+24.1
+24.8
+20.9
- 9.4
- 1.4
+ 7.5
+ 9.8
-23.3
-17.9
- 5.7
-15.4
+ 2.7

An estimate of the physical volume of construction
activity can be derived by dividing the current-dollar
value of construction put in place by the index of
construction costs. This also provides an estimate of
the value put in place in constant dollars. During the
3 months ended in November, the physical volume of
construction activity so estimated was a marked 23
percent less than the record during the first 3
months of 1973; however, the trend of such
construction has been upward since March 1975.
Constant-dollar construction put in place during the
3 months ended in November was 10.5 percent
more than that during the most recent trough
(which was the average for the 3 months ended in
May 1975) and 2.7 percent more than that during
both the 3 months ended in November 1975 and
the 3 months ended in August 1976.

The percent changes in the constant-dollar values of
construction put in place during the 3 months ended
in November from those during the preceding 3-month
period and the year-earlier 3-month period are shown
for various types of construction in the accompanying
table.

As the table reveals, the trends of activity have not
been uniform among the various types of construction.
New housing construction in particular has increased
markedly, but other residential construction (primarily
alterations and additions to existing structures) has
decreased from year-earlier amounts. Constant-dollar
expenditures for alterations and additions to residential
properties increased nearly 60 percent from the second
quarter of 1973 to the third quarter of 1975.
Presumably this was attributable to many families
expanding or refurbishing their living quarters rather
than moving elsewhere at a time when mortgage funds
were difficult to obtain. As new housing and mortgage
money has become more available, the trend of
constant-dollar expenditures for alterations and addi-
tions has been downward.

Construction of private nonresidential buildings (indus-
trial, commercial and private institutional buildings) has
changed little, but other private construction (primarily
that by public utilities, railroads, and farmers) has
increased. Public construction activity has trended down-
ward since 1967, and this trend has accelerated during
recent years.

According to the survey of households conducted by
the Bureau of Labor Statistics, an average of 3,742,000
persons were employed in the construction industry

during last September, October, and November. This
number was 2.2 percent more than that during the
comparable period of 1975 but 18.7 percent fewer than
the record number so employed during the summer of
1973.

The trend of contracts for new construction, prepared
by the F.W. Dodge Division of McGraw Hill, tends to lead
that of the value of construction put in place, although
the former series is often highly volatile. The index of
construction contracts and its 3-month moving average
reached record levels during November. This suggests that
construction activity will continue to increase during the
next few months.

Continued expansion of construction activity appears
probable. However, the record physical volume during
1973 was nearly one-third greater than that recently, and,
it probably will not be exceeded soon even though record
current-dollar expenditures might occur.

SUPPLY
INDUSTRIAL PRODUCTION

Production of steel, automobiles, and electric power (1)
in the 1- and 4-week periods ended on the indicated dates
in the current year and (2) in the corresponding periods
of earlier years was as follows:

Steel
Ingots (million tons)
1 week: January 22
4 weeks: January 22

Automobiles
Vehicles (thousands)
1 week: January 22
4 weeks: January 22

Electric Power

1972

2.22
8.68

160
516

Kilowatt-hours (billions)
1 week: January 22
4 weeks: January 22

Percent
p Preliminary.

33.1
127.3

7973

2.81
10.84

215
590

35.4
140.3

change from 4

1974

2.89
11.37

134
354

35.5
138.7

weeks

7975

2.62
10.25

108
344

37.0
145.7

J976

2.25
8.64

177
500

40.8
158.2

a year earlier:

7977

1.97
8.25

181p
548p

45.6
175.3
+10.9

DEMAND
RETAIL SALES

Estimates of retail sales during the most recent week
and 4 weeks compare with such sales during the
corresponding periods a year earlier as follows:

Period Percent change
Week ended January 22 +7
Four weeks ended January 22 +8

PRICES
COMMODITIES PRICES

1976
Index Jan. 19

Spot-market, 22 commodities* 499
Commodity-futures 620
Steel-scrap $73.16

i977
Jan. 10 Jan. 17

530 537
776 794

$72.17 $72.17

Jan. 29 Jan. 20 Jan. 27

Gold $128.60 $133.10 $132.30
*For the preceding Tuesday.
Note: The indexes are, respectively, those of the U.S. Bureau of
Labor Statistics, Dow-Jones, and Iron Age. The spot-market and
futures indexes are converted so that their August 1939 daily
averages equal 100. The steel-scrap index is a composite price for
No. 1 heavy melting scrap. The gold price is the final fixing in
London.
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