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6.3: An Organized Workforce

4b Learning Objectives

By the end of this section, you will be able to:

e Discuss trends in U.S. labor union membership

o Define codetermination

o Compare labor union membership in the United States with that in other nations

o Explain the relationship between labor productivity gains and the pay ratio in the United States

The issue of worker representation in the United States is a century-old debate, with economic, ethical, and political aspects. Are
unions good for workers, good for companies, good for the nation? There is no single correct response. Your answer depends upon
your perspective—whether you are a worker, a manager, an executive, a shareholder, or an economist. How might an ethical leader
address the issue of the gap between labor’s productivity gains and their relatively stagnant wages as compared with that of
management?

Organized Labor

Americans’ longstanding belief in individualism makes some managers wonder why employees would want or need to be
represented by a labor union. The answer is, for the same reasons a CEO wants to be represented by an attorney when negotiating
an employment contract, or that an entertainer wants to be represented by an agent. Unions act as the agent/lawyer/negotiator for
employees during collective bargaining, a negotiation process aimed at getting management’s agreement to a fair employment
contract for members of the union. Everyone wants to be successful in any important negotiation, and people often turn to
professionals to help them in such a situation.

However, in the United States, as elsewhere around the globe, the concept of worker organization has been about more than simply
good representation. Unionization and worker rights have often been at the core of debates related to class economics, political
power, and ethical values. There are legitimate points on each side of the union debate (Table 6.1).

Pros and Cons of Unions

Pros of Unions Cons of Unions

. L . Unions can make it harder to fast-track promotions for high-
Unions negotiate increased pay and benefits for workers. . . .
performing workers and/or get rid of low-performing ones.

. . . Workers are required to pay union dues/fees that some might rather
Unions create a formal dispute resolution process for workers. .
not pay.

. . . . Unions sometimes lead to a closed culture that makes it harder to
Unions act as an organized lobbying group for worker rights. o
diversify the workforce.

Collective bargaining agreements often set norms for employment Collective bargaining contracts can drive up costs for employers

for an entire industry—benefiting all workers, including those and lead to an adversarial relationship between management and
who are not at a union company. workers.
Table6.1

The value of unions is a topic that produces significant disagreement. Historically, unions have attained many improvements for
workers in terms of wages and benefits, standardized employment practices, labor protections (e.g., child labor laws), workplace
environment, and on-the-job safety. Nevertheless, sometimes unions have acted in their own interests to sustain their own
existence, without primary concern for the workers they represent.

The history of the worker movement (summarized in the video in the following Link to Learning) reveals that in the first half of the
twentieth century, wages were abysmally low, few workplace safety laws existed, and exploitive working conditions allowed
businesses to use child labor. Unions stepped in and played an important role in leveling the playing field by representing the
interests of the workers. Union membership grew to a relatively high level (33% of wage and salary workers) in the 1950s, and
unions became a force in politics. However, their dominance was relatively short-lived, not least because in the 1960s, the federal
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government started to enact employment laws that codified many of the worker protections unions had championed. In the 1980s
and 1990s, the U.S. economy gradually evolved from manufacturing, where unions were strong, to services, where unions were not
as prevalent. The service sector is more difficult to organize, due to a variety of factors such as the historical absence of unions in
the sector, workers’ widely differing work functions and schedules, challenging organizational status, and white-collar bias against
unions.

X link to learning

This three-minute video entitled “The Rise and Fall of U.S. Labor Unions” summarizes the history of the union movement. It
is based on information from University of California Santa Cruz Professor William Domhoff and the University of Houston
Bauer College of Business.

These developments, along with the appearance of state right-to-work laws, have led to a decline in unions and their membership.
Right-to-work laws give workers the option of not joining the union, even at companies where the majority has voted to be
represented by a union, resulting in lower membership. Right-to-work laws attempt to counter the concept of a union shop or
closed shop, which requires that all new hires automatically be enrolled in the labor union appropriate to their job function and that
union dues automatically be deducted from their pay.

Some question the fairness of right-to-work laws, because they allow those who do not join the union to get the same pay and
benefits as those who do join and who pay unions dues for their representation. On the other hand, right-to-work laws provide
workers the right of choice; those who do not want to join a union are not forced to do so. Those who do not choose to join may
end up having a strained relationship with union workers, however, when a union-mandated strike occurs. Some non-union
members, and even union members, elect to cross the picket line and continue to work. Traditionally, these “scabs,” as they are
derisively labeled by unions, have faced both overt and subtle retaliation at the hands of their coworkers, who prioritize loyalty to
the union.

Twenty-eight states have right-to-work laws (Figure 6.10). Notice that many right-to-work states, such as Michigan, Missouri,
Indiana, Wisconsin, Kentucky, Tennessee, Alabama, and Mississippi, are among the top ten states where automobiles are
manufactured and unions once were strong.
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States with Right-to-Work Laws

States with
right-to-work
laws

States without
right-to-work
laws

Source: National Conference of State Legislatures. "Right-to-Work Resources.” http://www.ncsl.org/research/labor-and-employment/right-to-
work-laws-and-bills.aspx.

Figure 6.3.10: Right-to-work states have typically been clustered in the South and Southeast, where unions have been traditionally

less prevalent. (CC BY 4.0; Rice University & OpenStax)

According to the U.S. Bureau of Labor Statistics, total union membership in the United States dropped to 20 percent of the
workforce in 1980; by 2016, it was down to about half that (Figure 6.11).2: Public sector (government) workers have a relatively
high union membership rate of 35 percent, more than five times that of private-sector workers, which is at an all-time low of 6.5
percent. White-collar workers in education and training, as well as first responders such as police and firefighters now have some
of the highest unionization rates, also 35 percent. Among states, New York continues to have the highest union membership rate at
23 percent, whereas South Carolina has the lowest, at slightly more than 1 percent.
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Percentage of U.S. Workers Who Are Union Members, 1983-2017
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Sources: Miller, Kevin. American Association of University Women. “The Simple Truth
about the Gender Pay Gap.” Spring 2018. Bureau of Labor Statistics. “Union Affiliation
Data from the Current Population Survey.” May 16, 2018.

Figure 6.3.11: Union membership in the United States has steadily declined since 1980. (CC BY 4.0; Rice University & OpenStax)

Codetermination is a workplace concept that goes beyond unionization to embrace shared governance, in which management and
workers cooperate in decision-making and workers have the right to participate on the board of directors of their company. Board-
level representation by employees is widespread in European Union countries. Most codetermination laws apply to companies over
a certain size. For example, in Germany, they apply to companies with more than five hundred employees.2 The labor union
movement never has been quite as strong in the United States as in Europe—the trade-union movement began in Europe and
remains more vibrant there even today—and codetermination is thus not common in U.S. companies (Table 6.2).

Unionization as Percentage of Workforce in Eight Industrialized Nations

Country Workforce in Unions, %
Australia 25

Canada 30

France 9

Germany 26

Italy 35

Japan 22

Sweden 82

United Kingdom 29

United States 12

Table6.2 Labor union membership remains much higher in Europe and other Group of Seven (G7) countries than in the United
States. Only France has a lower percentage of union membership.42

Codetermination has worked relatively well in some countries. For example, in Germany, workers, managers, and the public at
large support the system, and it has often resulted in workers who are more engaged and have a real voice in their workplaces.
Management and labor have cooperated, which, in turn, has led to higher productivity, fewer strikes, better pay, and safer working
conditions for employees, which is a classic win-win for both sides.
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Pay and Productivity in the United States

Some managers, politicians, and even members of the general public believe unions are a big part of the reason that U.S.
companies have difficulty competing in the global economy. The conservative think tank Heritage Foundation conducted a study
that concluded unions may be responsible, in part, for a slower work process and reduced productivity.2 However, multiple other
studies indicate that U.S. productivity is up.42

Productivity in the United States increased 74 percent in the period 1973 to 2016, according to the OECD. In global productivity
rankings, most studies indicate the United States ranks quite high, among the top five or six countries in the world and number two
on the list compiled by the OECD (Table 6.3).

Productivity in 2015 by Country (Sample of Eight Industrialized Nations)

Country Productivity (output/hours worked)
Australia 102.20

Canada 109.45

Germany 105.90

Japan 103.90

Mexico 105.10

South Korea 97.60

United Kingdom 100.80

United States 108.87

Table6.3 This table compares 2015 productivity among several industrialized nations. U.S. productivity ranks high on the list.4

During the same period as the productivity gains discussed in the preceding paragraph, 1973 to 2016, wages for U.S. workers
increased only 12 percent. In other words, productivity has grown six times more than pay. Taken together, these facts mean that
American workers, union members or not, should not shoulder the blame for competitive challenges faced by U.S. companies.
Instead, they are a relative bargain for most companies. Figure 6.12 compares productivity and pay and demonstrates the growing
disparity between the two, based on data collected by the Economic Policy Institute.
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Employee Productivity and Compensation, 1950-2010
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Source: Economic Policy Institute. “The Productivity-Pay Gap.” Oct 2017. Based on analysis of data from BLS Labor
Productivity and Costs program, Bureau of Labor Statistics Current Employment Statistics public data series and
Employer Costs for Employee Compensation, and Bureau of Economic Analysis National Income and Product Accounts
(Tables 2.3.4, 6.2, 6.3, 6.9, 6.10, and 6.11).

Figure 6.3.12: In the last four decades, wages in the United States have not kept up with productivity. According to the Economic
Policy Institute, from 1948 to 1973, hourly compensation rose 91 percent, which closely follows productivity gains of 97 percent.
However, from 1973 to 2013, hourly compensation rose only 9 percent, whereas productivity rose 74 percent in the same period.
(CC BY 4.0; Rice University & OpenStax)

Is Management Compensation Fair?

We gain yet another perspective on labor by looking at management compensation relative to that of employees. Between 1978 and
2014, inflation-adjusted CEO pay increased by almost 1,000 percent in the United States, while worker pay rose 11 percent.4Z A
popular way to compare the fairness of a company’s compensation system with that in other countries is the widely reported pay
ratio, which measures how many times greater CEO pay is than the wages for the average employee.

The average multiplier effect in the United States is in the range of three hundred. This means that CEO pay is, on average, three
hundred times as high as the pay of the average worker in the same company. In the United Kingdom, the multiplier is twenty-two;
in France, it is fifteen; and in Germany, it is twelve.28 The 1965 U.S. ratio was only twenty to one, which raises the question, why
and how did CEO pay rise so dramatically high in the United States compared with the rest of the world? Are CEOs in the United
States that much better than CEOs in Germany or Japan? Do American companies perform that much better? Is this ratio fair to
investors and employees? A large part of executive compensation is in the form of stock options, which frequently are included in
the calculation of an executive’s salary and benefits, rather than direct salary. However, this, in turn, raises the question of whether
all or a portion of the general workforce should also share in some form of stock options.

X link to learning

Some corporate boards claim executive pay is performance based; others claim it is a retention strategy to prevent CEOs from
going to another company for more money. This video shows former CEO Steven Clifford discussing CEO pay and claiming
that U.S. executives often dramatically, and in many cases unjustifiably, boost their own pay to astronomical levels, leaving
shareholders and workers wondering why. He also discusses how it can be stopped.

Everyone wants to be paid fairly for their work. Whether CEO or administrative assistant, engineer or assembly-line worker, we
naturally look out for our own best interest. Thus, management compensation is a topic that often causes resentment among the
rank and file, especially when organized workers go on strike. From the employee viewpoint, the question is why management
often wants to hold the line when it comes to everyone’s wages but their own.

CASES FROM THE REAL WORLD
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Verizon Strike

More than forty thousand Verizon workers went on strike in 2016 (Figure 6.13). The strike was eventually settled, with workers
getting a raise, but bitter feelings and distrust remained on both sides. Workers thought management salaries were too high;
management thought workers were seeking excessive raises. To continue basic phone services for its customers during the strike,
Verizon called on thousands of non-union employees to perform the strikers’ work. Non-union staff had to cross picket lines
formed by fellow employees to go to work each day during the strike. Enmity toward these picket-line crossers was exceptionally
high among some union members.

1
RE um'uj
CWa 2 IBEW b
VA Ol 01STRIKE oN sTRIKE. CWA ON | E

TRIKE
"é« Goona tJOBS=

v il

TWA & IBEW

» 4 VERIZON

i IGHTING CORPORATE
REED AT VERIZP I BREED AT VERIZON WIRELESS |

Figure 6.3.13: Union workers from the Communications Workers of America and the International Brotherhood of Electrical
Workers are shown walking a Verizon picket line. They are protesting Verizon’s decision to not provide pay raises. (credit:
modification of “Verizon on Strike” by Marco Verch/Flickr, CC BY 2.0)

Critical Thinking

e How does management reintroduce civility to the workplace to keep peace between different factions?

o How could Verizon please union workers after the strike without firing the picket-line crossers, some of whom were Verizon
union employees who consciously chose to cross the picket line?

This page titled 6.3: An Organized Workforce is shared under a CC BY 4.0 license and was authored, remixed, and/or curated by OpenStax via
source content that was edited to the style and standards of the LibreTexts platform.
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