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The Effect of Labor Unions on Real Wages and Prices

IntPoduction: Brief history of union béginnings
I. Wages have risen
A, How much they have risen
B, Factors causing rise
II. Ways unions affect wages
A, Minimum wage legislation
B, Collective bargaining
III., Effect unions have on economy
A, Cause wages to rise
B, Infla;ionary

Conclusién: Unions have contributed gfeatly to inflation
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It was this policy that caused great strides to be made
unions in the wage rate of labor. The wage pald to labor rose
greatly in the period from about 1906 to the present time,

The following chart and accompanying graph shows the in-
crease in hours and earnings for production workers in manu-

facturing from 1909-1967,

year--weekly earning--~hourly earning--weekly hours

1909 $9,74 $.191 51
1914 10,82 .221 ' 49,4
1919 21.84 . o472 L6.3
1924 23,67 « 541 43,7
1929 24,76 $560 44,2
1930 23,00 o546 42,1
1931~ 20,64 « 509 40,5
1932 16.89 o 441 38.3
1933 16.65 « 437 - 38,4
1934 18,20 «526 346
1939 23,64 «627 37.7
1940 24,96 «655 381
1941 29,48 .726 40,6
1942 . 36.68 .851° 43.1
1943 43,07 « 957 45,7
1944 45,70 1.011 45,2
1949 L4, 20 1,378 39.1
1954 70.49 1.74 39.6
1959 88.29 2,19 40.3 o
1964 102,97 ‘ 2,53 . 40,7

Now the above chart ig an 'adjysted one', That is, the average
hourly wages are corrected for changes in living costs. A
great .deal of the rise in wageé has been due simply to the |
economic growth of our nation. This can be seen by drawing
- several parallels between rises and falls in real wages and
the changes in the eéonomy as a whole,

For instance, the most glaring drop in the wages was in

the period of from 1929-3%3, This as we know was the period

of the depression, and by comparing the wage rate wiéh
changes in the Gross National Broduct, it will be shown

2Employment and Farnings Statistics for the Unlted States
1909~1965, Bulletin 1312-3, United States Department ofLabor,
1965,p. XXV '
















"Fourth, low wages, it is said, constitute g k;nd of sub-
to the employer who pays them. Workers cannot maintain
their familiéé»on a standard of health mnd decency ifythey
are paid substandard wages. The consequence is that the commu-

nity mugt maintain free health clinice, provide relief in

thhes of emergency, establish houses of correction for those

<

whose waywardness has its roots in poverty-bred slum conditions
and so on., These costs are Eornerby-SOQiety, a% least in

part, becouse some employers exploit their labor. «.. Thus
socliety is subsidizing those employers low cost pperations.

If a wage floor isvestablishéd, raising the wages, of the low-
est pald wage earning group, these social Cﬁsts can be reduced
since those workers will now be better able to provide for

themselves."8

Through these arguments and others, labor unions haﬁe

Ybeen the principle pressure group behind such legislation."-g

It has been succesgful pressure, for minimum wages which were

first set in 1938 at $.25 an hour have risen to $1.25 an hour

1966 with a proposed raise to #1.60 an hour pendihg for next
session of Congress., So, it can be seen that unions, through
pressure for minimum wage, has raised wages in this manner.
Of course, the primary way;unions have affec£ed wages
is through the use of collective ﬁargaining. Unions have
achieved great power in this nation through the use of col-
lective bargaining and the sanctions connected with it =~ such

as strikes, walkouts,boycotts, etc.

8Neil W, Chamberlain, The Labor Sector, McGraw-Hill Book

Company, New York, (1965), p.508
9Ibid, p.506







Drastic changes in the wage structure has been brought
about various new contracts in different industries., For
instance,vin the coal mining industry, one of our more im=-
portént industries until the last ten years, there have been
repeated new contracts; each one calling for higher wages.
Let us look at some of the wqge changes:

1. In May, 1937, the inside workérs received a wage increase
of 14,28 percent an hour.

2. On May 1, 1943, there was a 4.6 cent an hour increase,

3. On Febrq?ry 1, 1959, there was a 14.3 cent an hour
increase.

This is only one industry and one union of the many
which are present in our nation. However, it is probably
characteristic of alyﬁhe others, in that most contracts are
three to five year contracts, and at the renewal of each
contract there is a substansial wage increse.

The feasibllity of these wage increases is made possible
by many factors, One of the major wags is improvements in
production techpiques., "This Improvement reduces the number
of hours of labor required per unit of output, and provides #
something of a 'cushion' from which the employer may grant
wage increases or other benefits to his workers without
actually inéreasing the dollar amount he must pay for labor
12 '

per unit of output."

11Data taken from the United States Department of Labor
Bulletin #1494, Anthracite Minlng Industrx, Wage Chrono. nologz

1930266, (April, 19663,

12Melvin Reder, Labor in a Growing Economy, John Wiley and Sons,

Inc., New York(1957), p.1L43=k




Another factor which determines if wage increases
requested by unlons can be granted is the actual profit margin
of the firm, If it is hggher than the average for that indus-
try and all other things are equal, then a request could
most probably be given. However, if the firm 1s only making
average or below average profits, then they would be justi-
fied in turning down union demands, "for the owner must make
some minimum return on capital invested in the firm or the
owners will eventually remove and invest it elsewhere., Indeed,
if there are consistent losses, the capital will be dissi-
pated and eventually disappear. ..... Conseguently, an employ-
er will often (correctly) reply to a given union demand: 'I
just can't pay this and stay in business,.'" 13 |

The third factor involved in raising of wages is the sub-
Ject of price and elasticity of the demand for the firm's
product, If the profit'margin is at minimum, and there is no
'technological cushion', then the only way the firm can main-
tain its mihimum'profit is by raising prices., It is thfough
this fdctor that many of the wage raises are.absorbed, and
this has a profound effect on the economy., In fact the wage-
price issue is one of the dominant ones ofrnour eéonomy today,
end I feel that a discussion of it, and reiating of it to
'sfatistics on wage and price increasmes will g&ve an excellent
plcture on tﬁeyeffect of labor unions on real wages.

There is much discussion on this subject, for it is around

-1t that a great part of our economy moves. The cost of labor

(wages) and the cost of goods (prices) are a large percentage

1 31bid.
10



of our nation's national income and gross national product,
and how they affect each other determines the actual effect
that unions have on the wages of their members and the pub=
-lic in general,

(billions of dollars)
1960 19061 1962 1963 1964
GNP 502,6=518,7=556,2=583,9-622.6
per. cons. expen, 328.2-337.3~356,8-375.0~399,3
Z

national income 414.5—426.9—45556—;78-5-509'8
wages 293,6-302,2-323, 1=340.3=361,7
) : 14

It can be seen that with wages and prices forming‘such
a large percentage of our economy, there is bound to be some
effect on a movement of either, It is this effect which has
caused the rise in 'the buying power of the dollar', not to
be as much as the rise in actual wage ﬁates achieved by unions.,
Let us analyze one specific example of what happens
when a labor union achieves a wage incrgase. It must be
remembered that many factors are actually involved, and that
this case is purely hypothetical, However, it is intended to
show what havpens in the wage—price relation of econony.

The Acme Steel Company produces steel, The worker's
bargaining agent is the Steelmaker's International. It
is time for a new contract, and over the protests of
Acme, the union has obtained a 5% hourly wage increase,
Now this increase will affect one of the factors of
production of Acme, and means that unless they raise
their prices, their profit margin will dro p, due to
increased labor cost., To maintain the margin they wank
they either must raeise ‘prices or improve their busi-
ness, If improvement is made, the wage increase will
be absorbed in the firm, and the men vill Have
received a real wage increase of 5%, Howevcr, i1f the
plant is unable to improve technologically, it must
raise prices,

e
Mnited States Bureau of Census, Statistical Abstract of the
United States: 1965(86th.edition), Washington, D.C., p.324.

11















for the employer's products,

"One important reason why the élasticity of demand for
a firm's output is high is that the union in guestion has
orgenized only part of an industry and (wage and) price
increased in prggnized segments are not followed in un-
‘organized parts. Consequently, t ere would be considerable
switching of purchases from union to nonunion employers in
the event of & unilateral price advance by the former
gréup. Fo; this reason, among others, unions are very
anxious toggrganize all emvloyers whose products are close
substifutes-for the output of employefs already ﬁnionized.

."A union may attempt to reduce the elasticity of pro-
duct demand by extending its organization to encompass the
.producerésof substitutes; it may also attempt to get govern-
mént contracts for 'its' employers.....Unions have also
helped.to enhance the demand for their employer's output
by iébbying for protecti#e tariffs, by boycotting nonunion
firms, by campaigns to purchase only products begring a
union la bel, and by helping industry-wide marketing cam-
pelgnsesess.se.These are all cases where union activities in
the product market raise the price aﬁ ﬁhich union employers
can sell a given volume of output, and these employers can
therefore be forced to bear higher labor costs per unit of

output."17

Wi1id, pe3y6=7

16






It has been in the post-war period that unions have had
the greatest effevt on wages and henceforth prices. "In
most industries, unions returned in 'round afte: round', to
use the terminology of the period, to bargain for‘an increase -
eesa, and for a noncontributory pension plan, for peild vaca-

tions and more pald holidays, and so on," 19
As the prices moved upward, the busineéss circles begin

to complain of union induced inflation, and it must be

agreed that’we are in an inflationary period, for prices have
rigen over eleven percent in the last decade., Business 1is
recently being joined by a number of a economists who are
attributing the rise in prices to the increase in wages,

for if man-hour productivity increases only three percent,

and the union bargains for ten percent wage incfeases, then
the only way the higher wage rates can be met is by increasing
prices,

"But not only impose a burdén on othér.incomé recei-
vers; they also wipe out a great deal of the value 6f the wage
increase which has been their cause (see pages 11 & 12).

Money wages mlight go up ten percent, but 1f prices go up
concurrently, real wages rise by no more than three percent
(the amount of increase in industrial efficiency). Unious
whosé membere are disappointed in the purchasing power of
their added wages press for further increases, which can

lead to further price indreases, The result can only be a

"9Neil W. Chamberlain, The Labor Factor, McGraw-Hill Book
Company, New York (1965), Dp. 670

1R



'wage-price spiral'.

This was wideiy viewed as a 'newAinflation', a differ-
ent type from any which had previously been encouﬁtered.
Classical iﬂflation was something brought on by an excess of
demand over supply at the prevailing brices. It was buyers
who drqve prices upwamd, in the face of limiteqbupply. The
'new' inflation was looked upon as a 'cost-ﬁush' inflation,
ogcuring even when supplles of godds were quite ample to take
care of demand at current pricds., It was the sellers of
services - labor, especially the organizea‘kind ~ who
drove prices up, by monopoly présscres in‘thé face of adequate
supplies of goods. " 20

In closing, there are two points that stand out.

1. Unlons have greatly helped the wagé rates of its
members,
2, Unlons have heen the primary cause of the cost-
push inflation we have# today.
And it is this inflation that causes one to wonder if
perhaps unions should not be curbed, for as the inflation grows
the good they do their members lessens, and there is always
the denger of the inflation getting out of hand, So, at

least for the present, the power of unions to obtain price

increases should perhaps be lessened.

20 Ipid.

19
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