hy do some people earn a
lot of money while others
work hard and earn little?

This question relates to labor
markets, the subject of this
chapter. With a little information,
and a little theory, you can begin

answering this and other puzzling
questions. In the process, you will
learn how the government
measures the unemployment rate,
how workers’ wages are deter-
mined, and how labor unions
influence workers’ earnings, job
security, and benefits in today’s
economy.

D Keep
TS

[tems marked with this logo are
periodically updated on the
Internet. Keep up-to-date with
what's in the news. To get
current information on labor, go
to www.phschool.com

S

Interview a parent, grandparent, or

| other older adult, and ask that person

to describe his or her first job. Ask
about hours, pay, working conditions,
and co-workers. Take detailed notes
of the responses to your questions.

._ Lt

Objectives
After studying this section you will be able to:

1. Describe how trends in the lahor force are
tracked.

2. Analyze past and present occupational
trends.

3. Summarize how the U.S. labor force is
changing.

4. ldentify and explain trends in the wages
and henefits paid to U.S. workers.

Section Focus

The Bureau of Lahor Statistics
(BLS) tracks trends in the labor
market. These trends include
the movement toward a service
economy, the hiring of more
college graduates, women, and
temporary employees, an
overall decline in real wages,
and rising costs for employee
benefits.

Key Terms

labor force ‘
learning effect

screening effect

contingent employment

hat are the hottest jobs for the new

millennium? If you guessed computer-
related occupations, you are right. The
number of computer engineers and
computer support specialists are expected to
grow by over 100 percent between 1998 and
2008. (See “Fastest-Growing Occupations”
in the Economic Atlas and Databank on
page 537 for more information on the ten
fastest-growing occupations.)

The labor force is being transformed right
before our eyes. Soaring growth in
computer-related jobs is just one of the ways
in which the job market in the United States
is changing.

Tracking the Labor Force

How do we know the direction of changes
in the job market? Each month, the Bureau
of Labor Statistics (BLS) of the United
States Department of Labor surveys house-
holds to assemble information on the labor
force. Economists define the labor force as
all nonmilitary people who are employed
or unemployed.

Employment

Economists consider people to be employed
if they are 16 years or older and meet at
least one of the following requirements:

 they worked at least one hour for pay | laborforce all

soithinihia Bk Week; nonmilitary people who
] ' are employed or
e they worked 15 or more hours without uneiployed

pay in a family business, such as a farm;
e they held jobs but did not work due to

illnesses, vacations, labor disputes, or

bad weather. . |-

Unemployment
People who do not meet these criteria are
counted as unemployed if they are either
temporarily without work or are not
working but have looked for jobs within
the last 4 weeks. So to be counted as unem-
ployed, a person either must have work
lined up for the future, or must be
actively searching for a new job.
The labor force is made up
of people with jobs and
those who are looking for
jobs or are waiting to
report to work. Some
examples of people
outside the labor force
are full-time students,
parents who stay at
home to raise children,
and retirees. These people  «
are not considered unem-
ployed, and thus are not
counted in employment statistics.

WV The labor force
includes many small
business owners.
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Technological innovations have
resulted in new ways to compile and
understand economic information.
For example, working on the 1880
Census, Herman Hollerith was
dismayed by the slowness of the
process. So Hollerith designed a
mechanical tabulator using punched
cards to record information. This
developed into a system of
punchcard devices with a variety of
applications. His Tabulating Machine
Co. later became part of International
Business Machines (IBM).

“Discouraged workers,”
people who once sought work
but have given up looking for
a job, are not counted in
employment statistics either.

The Bureau of Labor
Statistics

The Bureau of Labor Statistics
(BLS) provides answers to
two important economic
questions: How many people
are in the labor force? How
many are employed and
unemployed at any given
time? You can find BLS data

in the Census Bureau’s Statistical Abstract
of the United States, available in print or on

the Internet.

The BLS provides information about

historical

trends. For example, the

percentage of the U.S. population in the
labor force has increased steadily from
59.2 percent in 1950 to 67.1 percent in
1999. In 2000, the national unemployment
rate of 4.0 percent was as low as that of

Figure 9.1 Composition of the U.S. Lah
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This flowchart shows how the Bureau of Labor Statistics
defines who is in the U.S. labor force and who in the labor
force is employed and unemployed.

=% Economic Systems How does being unemployed differ

*" cnuc\'r-‘«

from not being part of the labor force?

any year since the 1960s. The number of
employed civilians in the U.S. in 2000 was
about 141,489,000.

The BLS also reports the unemployment
rate each month. Economists studying the
health of the macroeconomy monitor these
monthly unemployment figures, which
indicate the health of the labor market.

Occupational Trends

Shifts in the job market reflect major shifts
in what our economy produces. To undet-
stand these changes, let’s look at them in a
historical context.

A Changing Economy

At its founding, the United States was a
nation of farmers. Most people had few job
opportunities beyond the corn, wheat,
cotton, and tobacco fields. In the 1800s in
the North, however, this agricultural tradi-
tion gradually yielded to the Industrial
Revolution. The coming of the machine age
energized the economy and created new
jobs in textile mills, shoe factories, and
other new manufacturing enterprises.

By the early decades of the 1900s, heavy
manufacturing had become the power-
house of the U.S. economy. New corporate
empires were born, employing thousands
of workers: John D. Rockefeller’s Standard
Oil in 1863; Andrew Carnegie’s steelworks
in the 1870s; Henry Ford’s automobile
company in 1903.

The mid-twentieth-century boom in elec-
tronics—led by radio and television—
produced a new surge of factory jobs.
Employment growth centered in the
Northeast and Midwest, in companies such
as General Electric, Westinghouse, Carrier,
and Goodyear.

In the 1970s, the revolution in personal
computers opened another new horizon for
employment. As computer use continues to
rise in businesses, government, and house-
holds, computer-related occupations are
booming. Many of the new jobs involve the

storage, use, and transfer of information.
In this “Information Age,” even some

traditional jobs, from trucking to farming
to car sales, now require some computer
skills. By the late 1900s, over half of
American workers reported some use of
computers on the job.

Fewer Goods, More Services

The increase in information management
jobs is part of an overall shift in the United
States from a manufacturing economy to a
service economy. Our production of
services is increasing faster than our
production of goods. Jobs in the service
sector include financial services (banking,
insurance, investment), online services
(Web design, online marketing, advertising,
research), consulting services, health care,
and desktop publishing.

Effects of International Competition

As service jobs increase, the United States is
losing manufacturing jobs. Between
January 1997 and December 1999, about
3,275,000 employees were laid off from
jobs they had held for at least 3 years
because of plant closings or moves, too
little work, or the elimination of their posi-
tions. Much factory work formerly done in
the United States by American firms is now
being done overseas, where labor costs are
often lower.

As less-skilled manufacturing jobs move
overseas, there is less and less demand for
the services of unskilled American workers.
These employees may receive lower pay or
may lose their jobs entirely. This decrease in
demand for less-skilled workers pushes these
workers to go back to school or to enter job-
training programs to gain new skills.

Notice that these shifts in demand for
workers are another example of supply
and demand in operation. Demand for
skilled labor is rising, so wages for skilled
workers go up, and the supply of skilled
workers increases to meet the demand.
Meanwhile, as demand for low-skilled
labor drops off, there is a surplus of less-
skilled workers who find that they must
become more skilled in order to compete
in the job market.

Figure 9.2 Changes in Employment,

by Industry
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Source: Statistical Abstract of the United States

This chart shows the shift from a
goods-producing, or manufacturing,
economy to a service economy in
the United States. Supply and
Demand Describe the changes in
the U.S. economy during the period
shown on the graph.

The Changing Labor Force

In the 1950s, a typical American worker
was a white man who had graduated from
high school and had found a secure 40-
hour-a-week job where he would hope to
stay until retiring at age 65. Not anymore.
Today, someone entering the work force
can expect to have four or five different
jobs during his or her working life and
retire at around age 62, or even earlier. The
face of the U.S. labor force has changed.

College Graduates

To get jobs, people must have human
capital—the education, training, and expe-
rience that make them useful in the work-
place. More and more, a high-school
diploma alone won’t prepare a person for
financial success. Getting a good education,
however, is costly. It requires money, time,
and effort. (See “Paying for Education” in
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learning effect the
theory that education
increases productivity
and results in higher
wages

screening effect the
theory that the
completion of college
indicates to employers
that a job applicantis
intelligent and hard-
working

Figure 9.3 Education and Income, 2000

the Personal Finance Handbook on page
516.) Relatively few people become highly
educated; thus, there is a smaller supply of
such workers. Higher earnings compensate
these workers for their high training costs.
The theory that education increases
productivity and results in higher wages is
called the learning effect. The statistics in
Figure 9.3 support this theory. They show
that college-educated workers typically
earn more than high-school dropouts.
People with professional degrees, such as
doctors and lawyers, tend to earn more
than people with bachelor’s degrees.
Another theory about the relationship of
education to wages is called the screening
effect. This theory suggests that the
completion of college indicates to
employers that a job applicant is intelligent
and hard-working. The skills and determi-
nation necessary to complete college may
also be useful qualities for employees.
According to the screening theory, a college
degree does not increase productivity, but

simply identifies people who may be good
employees because of their innate skills.

Women at Work

The changing face of the labor force can be
seen right at your local bank. A few
decades ago, men greeted customers at the
tellers’ windows and served as loan
officers. Today, most bank tellers and many
loan officers are women.

Figure 9.4 shows that in 1960, almost 38
percent of women belonged to the labor
force. By 1995, that rate had jumped to
over 58 percent.

The increase may be due to several
factors. One is that women were encour-
aged to get a higher education and add to
their human capital. By increasing their
human capital, they increased their produc-
tivity and thus increased their carnings. In
addition, as more and more jobs become
available in the service sector of the
economy, fewer jobs call for physical
strength. Instead, jobs require brainpower
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As you make your career plans, one factor to consider
Education has a big effect on earnings.
Incentives (a) As a man moves up one e
=% to see the greatest potential increase in e
the greatest potential increase in earnings? (c) What can you cnnclud.e about the
f moving up to that higher-paying level?

Some college,
no degree

9th to 12th
grade
(no diploma)

High-school
graduate
(includes GED)

Associate
degree

Doctorate
degree

Master's
degree

Bachelor's
degree

Education level

is the statistic shown here:

ducational level at a time, when is he likely
arnings? (b) When is a woman likely to see

and personal skills, placing men and
women on equal footing.

The presence of women in the labor
market is expected to continue rising. The
BLS projects that the rate of participation
of women in the labor force will inch even
higher, to more than 61 percent by 2006.

Temporary Workers

In another important trend both in the
United States and abroad, more and more
businesses are replacing permanent, full-
time workers with part-time and tempo-
rary workers. Some temporary workers
come from “temp” agencies. Others are
hired directly by firms as contract workers,
people hired for a specified time period or
to complete a certain task. These tempo-
rary and part-time jobs are known as
contingent employment.

Contingent employment is becoming
more common even in white-collar,
professional occupations that have tradi-
tionally offered some of the most secure
jobs in the economy. For example, some
software engineers and attorneys are now
hired as contract workers, paid a certain
amount of money to complete a certain
project, and then released. Such highly
skilled workers, when hired directly by
employers, are well paid. Some earn as
much as permanent workers. On the other
hand, workers who get their jobs through
temp agencies tend to earn less compared
to both permanent employees and directly
hired temporary workers.

Why are some companies relying more
on temporary employees? Several reasons
have been suggested.

1. Flexible work arrangements allow a firm
to easily adjust its work force to
changing demands for its output.
During off-peak seasons or times of
reduced demand for their products,
companies can easily lay off temporary
workers or reduce workers’ hours
instead of keeping idle employees on the
payroll. When business picks up,
companies can rehire whatever workers
they need.

Figure 9.4 Women in the U.S.

Labor Force, 1960-2006
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* Projected
Source: U.S. Department of Labor

Participation by women in the
labor force has climbed steadily
inrecent decades.

Income By what percent will the
number of women in the worl
force have changed between
1960 and 20067
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2. Discharging temporary workers is much
easier than discharging regular, perma-
nent employees, since temporary
workers do not receive severance pay
(money that companies give to
employees who are laid off), and tempo-
rary workers have fewer legal rights in
the workplace.

3. Temporary workers in many industries
are paid less and given fewer benefits (if
any) than their permanent,

contingent employment
a temporary or
part-time job

full-time counterparts. This
advantage has become more
important as the cost of
medical insurance has risen.

4. Some workers actually prefer
these flexible arrangements
to traditional, permanent
jobs; thus, the market reflects
their preferences.

Some people enter and exit the
labor force regularly, or prefer
the freedom to move from one
job to another. However, BLS
studies show that a majority of
temporary workers would prefer

permanent jobs. postings.”

THE WALL STREET JOURNAL.

In the News As this excerpt from a \Wall
Street Journal Classroom Edition article
shows, temping has some advantages
for the employee, not just the firm.
“Temporary workers once were at the
low end of the workplace food chain.
But in today’s fast-changing high-
technology world, a growing number
of techies . . . are discovering that
today’s job market rewards rather
than punishes workers who move
frequently between jobs, mastering
new skills in the process. . . .

“By changing jobs, tech specialists
can build networks of contacts who
can help them land more lucrative
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A Employers may
offer a wide range
of benefits,
including medical
insurance, life
insurance, and
retirement savings
plans.

Trends in Wages
and Benefits

Labor economists study
not only who is in and out
of the work force, but how
they are doing in terms of
earnings and benefits.
Today, the picture is
mixed.

Earnings Up for Some,
Down for Others
While American workers
are well paid compared
to their counterparts in
some other countries, the
trend over the last 20
years has been toward
slightly lower earnings.
The Bureau of Labor
Statistics reports that average weekly
earnings in the United States decreased
from $275 in 1980 to $271 in 1999, as
measured in inflation-adjusted dollars.
The slightly lower average earnings don’t
tell the whole story, however. In the past,
most employees were paid in wages. Today,
added benefits such as health insurance,
retirement funds, employee stock options,
and year-end bonuses mean that average

weekly earnings are higher than BLS statis-
tics suggest. Many employees today also
enjoy the intangible benefits of telecommu-
nicating from their homes and “flex-time,”
or flexible working hours. Overall, the
earnings of college graduates actually
increased, while the earnings of workers
without college degrees decreased.

Why have average wages decreased in
the last couple of decades? One reason, as
you have read, is that greater competition
from foreign companies has decreased the
demand for low-skilled workers. For
example, the last 30 years have brought
foreign competition in such industries as
steel, textiles, and auto production.
Deregulation of many domestic indus-
tries, such as trucking, air travel, and
telecommunications, may have forced
firms to cut employees’ wages as competi-
tion has intensified.

Cost of Benefits

For many workers, benefits such as
pensions and health insurance are a signifi-
cant share of total compensation. This
share rose fairly steadily during the 1900s
and early 2000s. Benefits now make up
about 28 percent of total compensation in
the United States economy today. This adds
up to a large cost for employers—especially

I'VE DECIDED TO
USE HUMOR IN THE
WORKPLACE.

SAdms  © 1992 United Featwre Syndicate. Inc.

EXPERTS SAY HUMOR
EASES TENSION
WHICH 15 IMPORTANT
IN TIMES WHEN THE
WORKFORCE IS BEING
TRIMMED.

A The downsizing trend in the 1990s was caused in part by employers wanting to
hire cheaper temporary workers instead of permanent full-time employees.

216  Labor
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(WHO'S THERE?)

NOT YOU
ANYMORE.

E Take It to

since many benefits are becoming more
expensive.

Company payments into the Social
Security system may also be regarded as
benefits, since they will be used to pay
benefits to retired and disabled workers.
Most employees know that Social Security
taxes are deducted from their paychecks
each month, but may not realize that their
employers are also paying a matching
amount. Thus, workers and employers
share this cost. In addition, Social Security
tax rates have risen substantially since the
program was created during the 1930s,
causing further increases in employers’
benefits costs.

Employers are finding that these rising
benefits costs increase the cost of doing
business and thus cut into their profits. The
use of contingent employment is one way
some firms are cutting their benefits
expenses. Other responses include moving
production facilities overseas, where wages
are lower and benefits often are nonexistent.

If benefits costs continue to rise, compa-
nies will be pressured to respond even
further. These responses are likely to be
unpopular with workers.

Figure 9.5 Earnings of U.S. Workers, 19801999
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This graph shows the differences in average weekly
earnings among workers who are paid hourly or weekly

wages. Markets and Prices Why might wages for

workers in retail be much lower than those for workers

in construction?

Key Terms and Main ldeas

1. What groups of people does the government consider to
be (a) in the labor force; (b) employed; (¢) unemployed?

2. What were the major steps in the United States’ progres-
sion from an agricultural economy to a service economy?

3. How does the screening effect differ from the learning

effect?

Applying Economic Concepts

4. Critical Thinking Are you part of the labor force? If so,

5. Problem Solving Would you hire permanent workers or
contingent workers if you owned (a) a pool and garden
shop in Minnesota; (b) an architectural firm (c) a laun-
dromat (d) a tax preparation service? Explain your

reasoning.

would the government consider you employed during the

past week, or unemployed? If not, explain why.

6. Decision Making You are the manager of a medium-
sized publishing company with 90 permanent employees,
all of whom receive competitive wages, health insur-
ance, and retirement benefits. The health insurance
provider announces a 20 percent increase. Describe at
least two possible ways you could respond.

=. the NET

The Bureau of Labor Statistics releases monthly reports on employment. Find the most current
data on the Web. What time period does it cover? How many Americans were unemployed at
this time? What percentage of the work force was unemployed? Did unemployment go up or

down from the previous month? Use the links provided in the Social Studies area at the
following Web site for help in completing this activity. www.phschool.com
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Analyzing Statistics

tatistics provide us with useful information ahout economic and histori-
S cal trends. The patterns suggested by statistics, however, must be
carefully analyzed, and sources of statistics must be carefully evaluated for
reliability. Statistics also need to be verified by other forms of evidence.

Objectives
After studying this section you will be able to:

1. Analyze the relationship between supply
and demand in the labor market.

2. Understand the connection between

Section Focus

In a competitive labor market, laws of
supply and demand are the main
factors responsible for determining
wages. Wages are also affected by

productivity
equilibrium wage
unskilled labor
semi-skilled labor

During a recent economic boom, unemployment rates dropped as mil- wagesAnd skl lavels skill levels and legislation prohibiting skilled labor

lions of Americans found jobs. Follow the steps below to read and inter- ) ' wage discrimination. Other factors, professional labor

pret the statistical data found in the table. 3. E_"PIE_““_ hm{v laws against wage such as minimum wage laws, glass ceiling
discrimination affect wage levels. workplace safety laws, and labor labor union

1. Determine the source of the statistics across all groups in the work force?

and decide whether the source is

4. Describe other factors affecting wages,

unions also affect wages. featherbedding

reliable. (a) What is the source of the
statistics below? (b) In your opinion,
is the source reliable?

2. Study the statistics to determine what
information they provide. Read the
row and column titles carefully, and
answer the following questions.

(a) What do the data describe?
(b) What groups of people are
described by the data?

3. Analyze the data to determine social
trends or patterns. You may be able to
use statistical data to draw conclu-
sions about trends or patterns.
Answer the following questions:

(a) How did the unemployment rate
for all workers change between 1992
and 2000? (b) Was the change even

Unemployment Rates for U.S. Workers

= e a profit of $5 an hour per cook.
Spumgjise2 pring This possibility of profit will
All workers 7.4% 4.0:A: Sunply and Demand for Lab attract other restaurant entre- FAST FACT
Men, age 20 and up ;; ;ﬂ g§ ;’ Pply naro or preneurs. The competition The top three smpioyers e Dt
Women, 20 and u 3% 0% - . Ji] emp. ]
\;\.::h .::x:gem e vpears L iy Employment or unemployment in a labor among the growing number of | g Wal-Mart, General Motors,
s sy et T T market depends on how closely the restaurants will push up the | and McDonald’s, respectively. Wal-
TR R i B 6.2% demand for workers—the number of avail-  wage for cooks to nearly $20. | Mart employz ma.;e Ehanggz?; ee times
: 7 : ; : c as many workers (1,244,000) as
B s N able. jOI?S—mEC‘ES the s.upply of workers  As a result, cooks will be palld Genera}/ Motors (386,000), its closest
seeking jobs. Let’s examine how supply and  close to the value of their competitor in the labor market.
demand operate in labor markets. productivity. The flowchart in

(c) Which group suffered from the
highest unemployment in 2000?

(d) Why do you think this group had
the most difficulty finding work?

(e) Women who maintain families
have a higher rate of unemployment
than married women who live with
their husbands. Why might this be?
(Note: Remember that the unemploy-
ment rate only includes people look-
ing for work, not all Americans.)

Additional Practice

Use the Internet to find the most
recent government statistics on
unemployment, and compare them
to the data shown here. What
changes do you find? What do
these changes indicate about the
economy?

such as minimum wage and workplace
safety laws.

I t you are considering what career to
pursue, you’ve probably thought about
how much money you can earn in various
professions. Most surgeons, for example,
carn a lot of money. Social workers gener-
ally do not. Why? What determines the size
of our paychecks?

It’s a matter of supply and demand. Like
eggs or airplanes or pet iguanas, labor is a
commodity that is bought and sold. Wages
are high in professions where supply is low
and demand is high. Doctors, for example,
are in relatively short supply but in high
demand. Relatively large numbers of
people become social workers compared
to the number of social work jobs avail-
able. Hardly anyone needs a widget maker,
so widget makers earn very little if
anything at all. Thus workers’ earnings—
the price of labor—depend on conditions
in the labor market.

Labor Demand

The demand for labor comes from private
firms and government agencies that hire
workers to produce goods and services. In
most labor markets dozens, or sometimes
hundreds, of firms compete with one
another to hire workers.

In a competitive labor market, workers
are usually paid according to the value of
what they produce. For example, competi-
tion among restaurants results in a wage
for cooks that reflects the cook’s produc-
tivity. Productivity is the value of output,
which in this example is the cost of a meal.
Suppose that most of the restaurants in your
city pay $12 an hour for cooks who generate
$20 an hour in revenue for the restaurants.
An entrepreneur who set up a new restau-
rant and offered $15 an hour could attract
cooks from other restaurants and still make

productivity value of

output
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Figure 96 Effects o

f Competition

Cooks are paid less than their
productivity (the value of output).

A new restaurant opens in town, offering
higher wages for cooks.

Other restaurants raise wages for cooks to
compete for scarce labor.

Cooks are paid closer to their productivity
(the value of output).

equilibrium wage the
wage rate that
praduces neither an
excess supply of
workers nor an excess
demand for workers in
the labor market

220

This flowchart shows how competition causes workers
to be paid a wage close to their productivity.

Markets and Prices Explain how the outcome of this
scenario affects (a) the cooks, (b) the restaurants.

Figure 9.6 (above) shows the ripple effect
that occurs when the new restaurant hires
cooks at a higher wage.

Now look at the demand curve for
labor, shown in the right-hand graph of
Figure 9.7 on page 221. Notice that it is
negatively sloped, reflecting the law of
demand. The higher the price of labor, the
smaller the quantity of labor demanded by
firms and government.

Labor Supply

The supply of labor comes from people
who provide labor in exchange for wages.
As the left-hand graph in Figure 9.7 shows,
the supply curve is positively sloped,
reflecting the law of supply. In other words,
the higher the wage, the larger the quantity
of labor supplied.

Labor and Wages

This is sensible because the higher the
wage for a job, the greater the number of
people attracted to the job. A higher wage
for cooks encourages people who would
choose other occupations to acquire the
training—that is, the human capital—
required to become a cook. For example, if
the wage for chefs were high enough, some
servers and other staff would be willing to
invest the time and money required to
complete cooking school.

Equilibrium Wage

We know that at the market equilibrium,
the quantity of a good supplied will equal
the quantity demanded. Because the equi-
librium price makes the quantity that
suppliers want to sell equal to the quantity
that demanders want to buy, there is no
tendency for the price or quantity to
change. Economic factors—the supply of
labor and the demand for it—combine to
determine an equilibrium price. These
factors may be different in different parts
of the country, or at different times.

The equilibrium wage is the wage rate
that produces neither an excess supply of
workers nor an excess demand for workers
in the labor market. On a graph, the equi-
librium wage is shown by the intersection
of the supply and demand curves. (See
Figure 9.8.) At equilibrium, there is no
pressure to raise or lower the price.

How do these theories affect how much
you should expect to earn working in a pet
store or a grocery store next summer? It
depends on the supply and demand condi-
tions in your area. If your local pet stores
and grocery stores won’t hire many addi-
tional workers during the summer and a lot
of teenagers will be looking for work, the
wage will be relatively low. On the other
hand, if stores want to hire a lot of
teenagers and not many teens want to
work, the wage will be higher.

Wages and Skill Levels

Why do lawyers earn more money than
carpenters, and carpenters more than
cashiers? Wages vary according to workers’

Figure 9.7 Labor Supply and Demand
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skill levels and education, as well as
according to supply and demand. Jobs are
often categorized into four skill levels:

1. Unskilled labor requires no specialized
skills, education, or training. Workers in
these jobs usually earn an hourly wage.
They include dishwashers, messengers,
janitors, and many factory and farm
workers.

2. Semi-skilled labor requires minimal
specialized skills and education, such as
operation of certain types of equipment.
Semi-skilled workers usually earn an
hourly wage. They include lifeguards,
word processors, short-order cooks, and
some construction workers.

3. Skilled labor requires specialized abilities
and training to do tasks such as oper-
ating complicated equipment. Skilled
workers need little supervision, yet
usually earn an hourly wage rather than
a salary. They include auto mechanics,
bank tellers, plumbers, firefighters,
chefs, and carpenters.

4. Professional labor demands advanced
skills and education. Professionals are
usually white-collar workers who
receive a salary. Professionals include
managers, teachers, bankers, doctors,

Labor Demand
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The graph on the right shows how the quantity of labor demanded varies depending on
the price of labor. The graph on the left shows how the labor supply varies depending
on the wage rate. Supply and Demand {a) According to the demand curve, if each
cook works a 40-hour week, how many cooks will be hired at $12 an hour and at $20
an hour? (b) Why is the supply curve positively sloped?

actors, professional athletes, and

computer programmers.

We can graph the difference in pay scales
for workers with various skills. The left-
hand graph in Figure 9.9 shows the labor

Figure 9.8 Equilibrium Wage
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This graph shows the wage at
which the guantity demanded
equals the quantity supplied.
Supply and Demand Explain
why a stahle wage means
stable restaurant prices.
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unskilled labor /abor
that requires no
specialized skills,
education, or training

semi-skilled labor
labor that requires
minimal specialized
skills and education

skilled labor /abor that
requires specialized
skills and training

professional labor
labor that requires
advanced skills and
education
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Figure 9.9 Comparison: Wages for Doctors, Construction Workers
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Anyone who pays doctors’ bills already knows what the graph on the left shows:
Wages for doctors are high. By comparison, construction workers’ wages are lower,
as shown in the graph on the right. Supply and Demand Give reasons to explain why

A - : p
&5 L’oun?—‘* the supply of doctors is low and the supply of construction workers is high.

market for medical doctors. Note that the
supply of doctors is relatively low and the
demand is relatively high. This produces a
high equilibrium wage.

By comparison, the right-hand graph in
Figure 9.9 shows that the supply of
construction workers is high relative to the
demand for them. Hence, the equilibrium
wage for construction workers is lower
than that for doctors.

Doctors and other highly educated
workers, as well as those with much
training and experience, enjoy demand for
their services that is high relative to the
supply, leading to higher earnings. The
demand for workers with less education
and training tends to be lower relative to
the supply, so their earnings are lower.

Another reason that

THE WALL STREET JOURNAL.

earnings vary is differences in

CLASSROOM EDITION

In the News As this excerpt fram a\\Vall
Street Journal Classroom Edition article
shows, the skills learned from a liberal
arts education can be just as important
as the skills learned as a business-
oriented major. As one employer says,
“What I need are people who are well-
rounded, who can figure things out
quickly, who don’t need tremendous
supervision and who do what they say
they’ll do the first time.”
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working conditions. Many
factors affect the number of
workers who are willing to
do a certain job: the level of
danger, the physical or
emotional stress involved,
the location, and weather
conditions in the area.
Economic studies have
shown that jobs with high
accident and fatality rates

pay relatively high wages. Workers who do
dangerous jobs require compensation for
the risks they take. Thus, there is a higher
equilibrium wage rate for dangerous jobs, as
shown in Figure 9.10.

Wage Discrimination

By seeing labor as something that is
bought and sold, we have seen that wages
for a particular job should end up at the
equilibrium price of labor for that job,
depending on the supply and demand for
workers in that field. In some situations,
however, national or state legislators have
decided that there are policy reasons for
interfering with the “invisible hand” that
sets the wage level. One example is legis-
lation prohibiting wage discrimination.
Wage discrimination occurs when
people with the same job, same skills and
education, same job performance, and
same seniority receive unequal pay. Some
companies, for example, have paid lower
wages to women and minority employees.
Some employers defended wage discrim-
ination against women by claiming that
men needed the money to support families,
while women were simply working to earn
some extra cash. Job discrimination was
also based on the assumption that women

would leave their jobs at some point to
have children. Discrimination against
African Americans and other minority
workers reflected racial and ethnic preju-
dice in society.

Laws Against Wage Discrimination

In the 1960s, the United States Congress
passed several anti-discrimination laws that
prevent companies from paying lower wages
to some employees based on factors like
gender or race that are not related to skill or
productivity. The Equal Pay Act of 1963
required that male and female employees in
the same workplace performing the same
job receive the same pay. Title VII of the
Civil Rights Act of 1964 prohibited job
discrimination on the basis of race, sex,
color, religion, or nationality. (Religious
institutions and small businesses are exempt
from the law.) The Civil Rights Act also
created the Equal Employment Opportunity
Commission (EEOC) to enforce the law’s
provisions. The EEOC handles complaints
of job discrimination. If necessary, it takes
companies to court to force them to comply
with the law.

Pay Levels for Women

Despite these protections, the earnings
gap that many people see between the
wages of men and women is only gradu-

ally being closed. Historically, this gap
has been the result of social conditions for
women.

1. “Women’s work.” Women have histori-
cally been denied entrance to certain
high-paying occupations, such as
doctors, lawyers, and corporate
managers. Instead, they have been
encouraged to pursue careers in lower-
paying fields such as teaching, nursing,
and clerical work. With so many women
seeking work in these occupations, the
labor supply has been generally high. A
large supply of labor tends to produce a
relatively low equilibrium wage.

2. Human capital. Overall, women have
had less education, training, and experi-
ence in certain occupations than men.
This lack of human capital makes
women’s labor, in economic terms, less
productive. As a result, fewer women
are eligible for the higher-paying, tradi-
tionally male-dominated jobs in fields
such as engineering.

3. Women’s career paths. Even today, some
employers assume that female employees
are not interested in career advance-
ment. This perception can be a road-
block for women in the workplace. The
difficulty many women face in trying to
balance child rearing and a career adds
to this perception.

Figure 9.10 Comparison: Wages for High-Risk, Low-Risk Jobs

Earnings
N

Workers in high-risk jobs

Earnings

Workers in equivalent low-risk jobs

These graphs show how wages compare for similar jobs with different degrees of risk.

Supply and Demand Write one sentence that compares the demand curves on the
two graphs and one sentence that compares the two supply curves.
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glass ceiling an
unofficial, invisible
barrier that prevents
women and minorities
from advancing in
businesses dominated
by white men

Despite much progress made
toward eliminating wage
discrimination, significant wage
differences exist between men and
women and among workers of
various ethnic groups. Markets
and Prices According to the
graph, which group has the lowest
earnings?

Figure 9.77 Median Earnings for U.S. Workers,
by Gender and Ethnicity, 2000
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Source: U.S. Census Bureau

Much progress has been made in creating
job opportunities for women. Yet some
qualified women still find that they cannot
advance beyond a certain level in the
companies they work for. In some compa-
nies, men dominate the high managerial
positions, and women find it difficult to
receive top-level promotions. This unoffi-
cial, invisible barrier that sometimes
prevents some women and minorities from
advancing to the top ranks of business is
called a glass ceiling.

Pay Levels for Minorities

Minorities tend to earn lower pay than
whites do. Income differences between
minority workers and white workers are
caused partly by productivity differences.
On average, whites historically have had
access to more education and work experi-
ence, giving them more human capital and
hence higher wages. In part, non-discrimi-
nation laws are designed to help minority
workers get more access to job opportuni-
ties where they can improve their skills and
build their experience. The goal is that over
time these workers will be able to compete
equally in the labor market and contribute
more to the productive capacity of America.

Other Factors Affecting Wages

In addition to laws forbidding discrimina-
tion, several other factors can affect wages.
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These include minimum wage laws, work-
place safety laws, employer decisions, and
labor unions.

Minimum Wage Laws

In 1938, Congress passed the Fair Labor
Standards Act. This law created a minimum
wage—the lowest amount employers could
lawfully pay for most types of work—and
required employers to pay overtime for
work beyond 40 hours a week. Many states
also have their own minimum wage laws.
Because of these laws, employers may be
forced to pay more than the equilibrium
wage for unskilled labor.

Supporters of the minimum wage argue
that it helps the poorest American workers
earn enough to support themselves.
Opponents point out that artificially
increasing the price of labor will cause a
decrease in quantity demanded. In other
words, individual employees will earn more,
but companies will hire fewer of them. (See
pages 180-181 for more information on the
debate over the minimum wage.)

Safety Laws

We have seen that there is a higher equilib-
rium wage rate for dangerous jobs. Laws
requiring certain minimum levels of work-
place safety may also have an effect on
wages. If a law or policy increases safety at
work, it may also decrease wages because
workers are willing to work for lower

wages when jobs are safer. It thus would
lower the employer’s costs. Of course, the
employer will usually have to spend money
to comply with safety regulations, which
may more than offset the employer’s
savings from any wage reduction.

Employers Respond to Wage Levels
Employers may also take actions to try to
affect wage levels. For example, a company
might try to cut labor costs by substituting
machines for people. In other words,
employers can replace human capital with
physical capital.

Take furniture, for example. In countries
where labor is relatively cheap, furniture
may be hand-made by workers. In the
United States, where labor is relatively
expensive, manufacturers have substituted
sophisticated machinery for more expen-
sive human labor. Other examples of
substituting physical for human capital
include automated teller machines (ATMs)
and mechanized assembly lines (such as in
automobile manufacturing plants). These
technological advances have greatly
reduced the number of employees that
banks and manufacturing companies hire.

Even if firms cannot use technology to
replace labor, they may be able to reduce
their labor costs in other ways. Companies
may build production plants in other parts
of the world where labor is more plentiful,
and therefore cheaper. Check the labels on
your jeans and shirts to see where they
come from!

Similarly, employees who are unhappy
with their wages have several choices. In a
competitive labor market, they might get
higher-paying jobs elsewhere. Other people
may change careers entirely, either by
choice or out of necessity. Although labor
unions are becoming less of a force in the
American economy, workers might decide
to join a union and press for higher pay.

Unions

An organization of workers that tries to
improve working conditions, wages, and
benefits for its members is called a labor
union. Although labor unions today have

fewer members than in the past, they are
another force that may affect the level of
wages for certain jobs. One of the key goals
of unions is to get wage increases for their
members. As you will see in Section 3,
unions allow workers to negotiate wage
levels as a group rather than having to deal
individually with employers.

Nationally, union members do tend to
earn higher wages than nonunion workers
in similar jobs. In 1999, the average weekly
union wage was $672, compared with
$516 a week for nonunion wage earners.

Some evidence suggests that unions
depress the wages of nonunion workers.
Consider this reasoning:

1. Unions press employers to raise their
members’ wages.

2. When wages go up, the quantity of labor
demanded goes down. Thus, the
number of union jobs decreases.

3. As union jobs are cut, more workers are
forced to seek nonunion jobs.

4. An increase in the supply of available
nonunion workers causes the wage rate
for nonunion jobs to fall.

In addition, some unions have engaged in
featherbedding, negotiating labor contracts
that keep unnecessary workers on the
company payroll. A notable example of
featherbedding occurred in the railroad
industry.

In the early days of railroads, a
“cabooseman™ had to ride at the back of
the train to operate a rear brake that
stopped the train. Yet even after design

?‘“;‘ Global Connections

Wages Worldwide Anaverage production worker in the United

labor union an
organization of workers
that tries to improve
working conditions,
wages, and benefits for
its members

featherbedding the
practice of negotiating
labor contracts that
keep unnecessary
workers on a
company's payroll

States makes $31,300 a year, according to the U.S. Census Bureau. If you
were a worker in a country other than the United States, what would you
earn? An average production worker in Germany makes the equivalent of
$35,863 a year, while the average worker in Hungary makes $9,916 a year.
Wages in Western Europe range from $40,995 in Belgium to $28,198 in
France. A worker in Japan makes $27,664, in Turkey $15,825, and in
Mexico, just $8,662. These figures are adjusted according to the relative

purchasing power in the various countries.
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A In 2000, union worlkers earned higher wages than nonunion worlers.

changes allowed the engineer at the front of
the train to operate rear brakes, unions
managed to keep caboosemen on the
payroll, receiving full wages and benefits
for doing nothing.

Unions have been criticized not only for
featherbedding, but also because the

above-market union wages they negotiate
can curtail capital formation. In addition,

“higher prices for union-made goods can cut

sales and consumer purchasing power. The
next section will trace the history of unions
in the United States and further describe
their advantages and disadvantages.

Key Terms and Main ldeas

1. How do the laws of supply and demand affect the labor
market?

2. What generally happens to the equilibrium wage when
{a) demand for workers is low and supply is high; (b)
demand for workers is high and supply is low?

3. How does skilled labor differ from professional labor?
Give an example of each.

4. How do minimum wage and safety laws affect wages?

Applying Economic Concepts

5. Critical Thinking Choose two occupations, one that
pays high wages and one that pays low wages. Explain
the reasons for the difference in wages in terms of
supply and demand. Are there any additional factors that
could also help explain the difference?

6. Using the Databank Turn to the chart of “Fastest-
Growing Occupations” on page 537. (a) What types of
jobs are being created at the fastest pace? (b) Are the
fastest-growing occupations in traditionally unionized
industries?

Take It to
the NET

Choose three careers you might consider pursuing and find out their average salarie§. Use_the
links provided in the Social Studies area at the following Web site for help in completing this
activity. www.phschool.com
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Karl M arX (1818-1883)

While Adam Smith described the orderliness and benefits of a free

. 4 [ {1l
market economy, Karl Marx focused on its disorders. Marx looked at l

the factories and slums of nineteenth-century Europe and created a |
| controversial new way to look at economics. Marx’s radical ideas II
eventually led to his exile from his homeland and the eruption of i /

violent revolutions in Russia and China.

Marx the Revolutionary

Karl Marx studied philosophy in his native
Germany and earned a doctorate at the age
of 23. However, because his radical
writings criticized the government, he could
find no work as a teacher and was soon
forced to flee to Paris. There, in 1848, he
and Friedrich Engels published the
pampbhlet for which Marx is best known:
the Communist Manifesto.

In the Communist Manifesto, Marx
argued that history is a struggle between
the owners of capital, or “capitalists,” and
the workers, or “proletariat.” He believed
that as wealth became concentrated in the
hands of the capitalists, the proletariat
would become more and more dissatisfied.
The result, he predicted, would be
revolution and a classless society.

Marx returned to Germany after the
publication of his pamphlet, but was soon
expelled. In 1849, he settled permanently
in London.

Das Kapital

Although Marx is known more for his
social and political theories than for his
economic ideas, much of his work

concerned economics. In 1867, Marx
completed the first volume of Das Kapital,
a three-volume study of the economics of
capitalism. Drawing heavily on the writings
of Adam Smith and David Ricardo, Marx
explored the relationship between labor,
profit, and the distribution of wealth. By
the time the final volume appeared in 1894,
Das Kapital had established Marx as one of
the most prominent economists of the
nineteenth century.

The Theory of Surplus Value

In Das Kapital, Marx claimed that human
labor is the source of all added value. Marx
used the textile industry as an example. The
capitalist buys cotton thread and pays
workers in his factory to weave it into
fabric. The capitalist then sells the fabric for
more than the combined value of the thread
and the workers’ wages. The workers’
labor has therefore added value to the
capitalist’s goods. However, the capitalist
does not return this “surplus value” to the
workers, but keeps it as profit, thereby
“exploiting” the workers. This conclusion
was the basis for Marx’s radical social and
political views.

UOR DER ANL

1. Source Reading Explain the fol-
lowing passage from Das Kapitalin
your own words: “Capital buys the
labour power and pays the wages for
it. By means of his work the labourer
creates new value which does not

belong to him, but to the capitalist.”

2. Critical Thinking If, as Marx advo-
cated, “surplus value” were returned
to the workers, how might this retard
economic growth and development?

3. Problem Solving Research “profit
sharing” and explain how you thinlk

Marx would have viewed this method S
of compensation. B 'i |
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Objectives
After studying this section you will be able to:

1. Descii

the United States.

3. Analyze reasons for the decline of the labor

movement.

why historically some American
workers have joined labor unions.

2. Trace the history of the labor movement in

Section Focus

declined since then.

4. Explain how labor and management

negotiate contracts.

Historically, American workers have
tried to gain some control over their
working conditions by joining
together in labor unions. Labor unions
rose to great power and economic
influence in the mid-1900s, but have

Key Terms

strike

right-to-worl law
blue-collar worker
white-collar worker
collective bargaining
mediation

arbitration

V In 1998, United
Auto Workers in
Flint, Michigan, went
on strike against
General Motors to
force the company to
address “unresolved
health and safety,
subcontracting and
production standards
issues.”

oday we think of Labor Day as the
Ttraditional end of the summer, a time
for picnicking and perhaps shopping for
school supplies. You might not know that
the holiday has its roots in 1882, when
labor leader Peter J. McGuire suggested a
day celebrating the American worker. On
September 5, 1882, some 10,000 workers
took to the streets of New York City in a
parade sponsored by a labor group called
the Knights of Labor. The Knights later
proposed making the first Monday in
September a Labor Day holiday. The idea
caught on quickly. In 1894, Congress made
Labor Day a federal holiday.

Labor and Labor Unions

As you read in Section 2, wages are deter-
mined by the forces of supply and demand.
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Competition among firms keeps a worker’s
wages close to his or her level of produc-
tivity. In general, workers who command
the highest wages are workers with special-
ized skills and who are in short supply—
brain surgeons, for example.

What if, however, an individual
employee feels that he or she is being paid
too little, working too many hours, or
working under unsafe conditions? One
option is for the worker to quit his or her
current job and find an employer who
offers better wages and working condi-
tions. Many economists, in fact, argue that
it is a competitive labor market that helps
prevent low pay and dangerous working
conditions because workers will leave such
firms to work elsewhere.

Historically, American workers have
also tried to gain some control over their
working conditions by joining together to
bring their concerns to the attention of
company management. Today, only about
one out of seven workers in the United
States belongs to a labor union. However,
this number does not accurately reflect the
strong influence that unions have had on
the nation’s economy in the past. In order
to understand the role of labor unions
today, we will look at how labor unions
rose to power in the United States.

The Labor Movement

The union movement took shape over the
course of more than a century. It faced many
obstacles along the way, including violence
and legal opposition from companies.
Figure 9.12 highlights some of the major
events in the history of organized labor.

Workers in the 1800s

Labor unions arose largely in response to
changes brought by the Industrial
Revolution in the early and mid-1800s.
Manufacturing brought a new type of
occupation to America: the factory job.

By today’s standards, it was not an
enviable job. In garment factories, iron
plants, and gunpowder mills, laborers
worked 12 to 16-hour days, 7 days a
week, for meager wages. The long
workday was not new to those who had
worked on farms, but the working condi-
tions were. Men, women, and children as
young as age S5 operated clattering
machines so dangerous that many people
lost their sight, their hearing, even fingers
and limbs. Injured workers often lost
their jobs.

Today, many firms emphasize that one
of their major goals is to attract, hire, and
retain the most highly skilled workers.
This means treating workers well. In
1855, however, a factory boss bluntly
summarized his attitude toward workers:

c :

I regard people just as I regard my
machinery. So long as they can do my work
for what I choose to pay them, I keep them,
getting out of them all I can.”

—Manager of a textile mill in Fall River,
Massachusetts, 1855

Unions Take Hold

As early as the 1790s, whispers of worker
discontent grew into organized protests.
Skilled workers such as shoemakers and
carpenters began to form unions in order to
protect their interests. The tool of unions
was the strike, an organized work stoppage
intended to force an employer to address
union demands. Initially, the courts

regarded unions as illegal. Employers
simply fired and replaced workers who
caused trouble by trying to organize.

The man who truly started the United
States labor movement was Samuel
Gompers. The young cigarmaker in New
York City rose within union ranks,
focusing on three workplace reforms:
higher wages, shorter hours, and safer
work environments. In 1886, he founded
the American Federation of Labor (AFL).

SE,
Figure 9.12 Key Events in the U.S. ]

Lahor Movement

Year Event

1869 | Knights of Labor founded
1886 | 11 dead, 50 injured in Haymarket Riot, fueling |
anti-union sentiment
1886 Samuel Gompers founds the American
Federation of Labor (AFL)
1894 | Strike by Pullman railroad workers halted
by courts |
1900 International Ladies’ Garment Workers |
Union (ILGWU) founded -
1910 | Strike by ILGWU wins pay gains, shorter
workdays
1911 Fire in the Triangle Shirtwaist Company
factory in New York kills 146, spurring action
on workplace safety

1919 | Hundreds of strikes sweep the nation,
raising fears of revolution |

1919 John L. Lewis becomes president of United
Mine Workers by leading a successful strike |

1932 Norris-La Guardia Act outlaws “yellow-dog”
contracts, gives other protection to unions

1935 | Wagner Act gives workers right to organize

1938 AFL splinter group becomes the
independent Congress of Industrial ;
Organizations (CI0), headed by John L. Lewis

1938 | Fair Labor Standards Act creates minimum
wage, bans child labor, requires overtime pay |
1940s | Union membership peaks at 35 percent
1947 | Taft-Hartley Act allows states to pass
right-to-work laws

1955 AFL and CI0 merge to create AFL-CIO

1960s | Government employees begin to organize

1962 | Cesar Chavez begins organizing the first
farmworkers® union, which eventually
establishes the first labor agreement with
growers

1970s | Rise in anti-union measures by employers

1990s | Increase in public-sector unions, including
teaching assistants at some universities
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strike an organized
work stoppage
intended to force an
employer to address
union demands

The American labor
movement had its
roots in the 1800s,
when the rise of
factories led to
difficult and
dangerous working
conditions. Economic
Institutions
Describe the
relationship shown
here between lahor
laws and union
membership in the
1900s.




United Mine Workers of America

s s ¢ B,

i i i i i lebrates its efforts to
A At left, this poster of the United Mine Workers union, f_nunde[l_m 1890, ce -
secure fair pay!)saie working conditions, and other benefits for mine wo_rkers. The photngn_'aph at right
shows the aftermath of the Triangle Shirtwaist Factory fire of 1911 in which 146 w'or_kers died. The
tragedy brought national attention to the issues of workplace safety and workers’ rights.

Employer Resistance Uni(?ns be(‘:ame a dominant force in
Attempts to unionize brought swift responses ~ many mdustrle.s. They contrglled the day-
from employers. Viewing strikers as threats ~ to-day operations of busm.esses from
to free enterprise and social order, companies shipyards to ga.rbage collectlog to steel
identified and fired union organizers. They ~ production. Unions amassed billions of
forced workers to sign so-called yellow-dog ~ dollars in uni‘o‘n du§s to cover the costs of
contracts, agreements in which workers — union acti‘v.ltles 1ncl}1d1ng organizing,
promised not to join a union. (Yellow was making qumcal donations, and providing
slang for “coward.”) Companies also used  aid to striking workers.

court orders called injunctions to order

striking employees back to work. Some

companies hired their own private militias to Decline of the Labor

harass union organizers. Movement

Congressional Protections As they grew, some unions began to abuse
As the nation struggled through the effects of  their new power. Some' s_ought to preserve
the Great Depression in the 1930s, Congress ~ outdated and inefficient pr'ociuctlon
took up the labor cause, passing a number of  methods in order to protect jobs and
pro-union measures. The expansion of  benefits. As you read in .Sectlon 2, some-
workers’ rights in the 1930s contributed toa  times unions even negotiated to preserve
new rise in union strength. Membership  job positions that were really unneces-
peaked in the 1940s at about 35 percent of  sary—called “featherbedding”—in order
the nation’s non-farm work force. to keep more union members employed.

230 Labor

As a result, companies that badly needed ~membership in recent decades. By 2000,
to improve efficiency to stay competitive union membership had dropped to just
found that unions could be an obstacle. 13.5 percent of the labor force.

The reputation of unions suffered further Today, unionism in the United States is
because of their links to organized crime.  far more limited than in many other coun-
Corrupt crime bosses gained a foothold in  tries. For example, organized labor does
many local unions and used union funds to  not have its own political party, such as
finance illegal operations. In time, corrup- ~ Great Britain’s Labour Party, which holds
tion reached the very top of major unions,  top positions in government.
including the Teamsters, the nation’s

largest union by 1940. Loss of Traditional Strongholds
One theory for the decline of unions
“Right to Work” Laws suggests that structural changes in the U.S.

In an effort to curb union power, Congress  economy have reduced union membership.
passed the Taft-Hartley Act in 1947. This  The charts in Figure 9.13 illustrate these
act allowed states to pass right-to-work  influential economic trends. For example:
laws, measures that ban mandatory union

membership. Today, most right-to-work 1. Unions have traditionally been strongest

states are in the South, which has a lower in the manufacturing sector. This sector
level of unionism than other regions. has a high proportion of blue-collar

Right-to-work laws may be one of workers, those who work in industrial
several reasons for a decline in union jobs, often in manufacturing, and who

A In loud, dirty factories, young children were once forced to work long
hours in hazardous conditions. The hoys in this photo of a Georgia cotton
mill, taken between 1908 and 1912, were so small they had to climb onto

the machinery. Pressure from unions helped win passage of the 1938 Fair
Labor Standards Act, which made most forms of child labor illegal.

right-to-work law a
measure that bans
mandatory union
membership

blue-collar worker
someone who works in
an industrial job, often
in manufacturing, and
who receives wages
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Northeast and Midwest to the South,
which has historically been less friendly
to unions. (See Chart D in Figure 9.13.)

é ‘ Figure 913 U.S, Economic Changes That Have Affected Unions Figure 9.7 Union Membership; 1930
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rates, overtime rates, planned raises, and
benefits. In seeking higher wages, the
union is aware that if wages go too high, ‘

Source: U.S. Department of Labor

ontoflabor Labor and Management

| | A union gains the right to represent
| workers at a company when a majority of
workers in a particular work unit vote to the company may lay off workers to
accept the union. After that, the company reduce costs.

K caucE"{’ is required by law to bargain with the o Working Conditions. Safety, comfort,

{ ‘ union in good faith to negotiate an employ- worker responsibilities, and many other

These charts show changes in industry and in the labor force that have lessened
the strength of unions. Incentives ldentify the change indicated in each chart and

il - Source: Bureau of Labor Statistics
l explain how it affected union membership.

white-collar worker
someone in a
professional or clerical
Jjob who usually earns a
salary

receive wages. Blue-collar manufac-
turing jobs have been declining, as
shown in Chart A in Figure 9.13,
causing union jobs to disappear.

Unions are weakest in white-collar
professions. A white-collar worker is
someone in a professional or clerical job
who usually earns a salary. White-collar
employment—traditionally nonunion—
is on the rise partly because of jobs in
high technology companies.

. Certain manufacturing industries, such

as automobiles, steel, and textiles, have
traditionally employed large numbers of
union workers, (See Chart B in Figure

9.13.) These industries have been hurt
by foreign competition in recent years.
As a result, many industries have laid
off union workers. Some have shifted
operations to countries where labor is
cheaper.

. The rising proportion of women in the

labor force (see Chart C in Figure 9.13)
has affected union membership, since
women are less likely to join unions.
Fewer women work in blue-collar,
unionized industries than in white-
collar jobs.

. Seeking to reduce their production costs,

some industries have relocated from the

ment contract.

Collective Bargaining

Picture a room, a table, and, on each side, a
team of lawyers and trained negotiators
determined to get what they want—or at
least part of it. This is collective bargaining,
the process in which union and company
representatives meet periodically to nego-
tiate a new labor contract.

Union contracts generally last two to five
years and can cover hundreds of issues. The
resulting contract spells out each side’s
rights and responsibilities for the length of
the agreement.

workplace issues are negotiated and
written into the final contract.

e Job Security. One of the union’s primary
goals is to secure its members’ jobs, so
the contract spells out the conditions
under which a worker may be fired.

If a union member is discharged for
reasons that the union believes to be in
violation of the contract, the union might
file a grievance, or formal complaint. The
union contract specifies how grievances
will be handled. The procedure usually
involves hearings by a committee of union
and company representatives.
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mediation a settlement
technigue in which a
neutral mediator meets
with each side to try to
find a solution that both
sides will accept

arbitration a seftlement
technique in which a
third party reviews the
case and imposes a
decision that is legally
hinding for both sides

Key Terms and Main ldeas

1. What are some of the key goals of labor unions?

How are strikes damaging to workers and companies?
What is a right-to-work law?

How do mediation and arbitration differ?

How do blue-collar workers and white-collar workers
differ in the types of work they perform? Give examples

;RN

of each.

Applying Economic Concepts

6. Critical Thinking Create a time line in which you trace
the history of labor unions in the United States from the

Strikes and Settlements

When a contract is about to expire, or
when the union is negotiating its first agree-
ment with a company, the negotiators can
wind up in tough late-night bargaining
sessions. Most of the time, the parties
manage to reach an agreement. But when a
deadlock occurs, tensions escalate.

The union may ask its members to vote
on whether to strike. A strike is the union’s
ultimate weapon. A strike, particularly a
lengthy one, can cripple a company. Some
firms can continue to function by using
managers to perform key tasks, or by
hiring nonunion “strikebreakers.” If a
company can withstand a strike, it is in a
good bargaining position. Most firms,
however, cannot produce goods and
services without their union workers.

A long strike can also be devastating to
workers, since they do not get paid while
they are not working. Many unions
provide some financial aid to their
members during lengthy strikes, but the
payments are generally much smaller than
what the members would have earned
while working.

To avoid the economic losses of a strike
both to workers and management, a third
party is sometimes called in to settle a
dispute. The two sides might agree to
mediation, a settlement technique in which
a neutral mediator meets with each side to
try to find a solution that both sides will
accept. A mediator often can help each side
understand the other’s concerns, leading to
an agreement. However, the decision
reached by the mediator is nonbinding—
that is, neither side is required to accept it.
If mediation fails, the talks may go into
arbitration, a settlement technique in which
a neutral third party reviews the case and
imposes a decision that is legally binding
for both sides.

The collective bargaining process usually
goes smoothly, with few strikes. It may
seem as though workers strike frequently
since strikes are often front-page news
when they do occur.

In 1999, there were 17 major strikes,
involving about 73,000 workers. Keep in
mind that this number involved only a
small fraction of the nation’s work force,
however.

7. Decision Making In recent years, some manufacturing
firms have moved their factories to countries where
nonunion labor is cheap. The companies say they need
to make such moves to reduce costs and compete with
foreign companies. American unions have fiercely
opposed the cuts in American jobs, saying companies
must care for their workers. Which side would you
support if you were (a) a U.S. worker; (b) a consumer,
(¢) an investor in the company? Explain your reasoning

for each response.

1800s to the present.

8. Critical Thinking Turn to the graph on page 233 showing
Union Membership, 1930-2000. Give reasons to explain
the rise and fall of union membership shown on the
graph.

Find an example of a major labor conflictin U.S. history. Write a summary of the conflict, iden-

| Take It to tifying (a) the major participants; (b) the position of each side; (c) techniques used to resolve
the NET

the conflict; (d) the outcome of the situation. Use the links provided in the Social Studies area

at the following Web site for help in completing this activity. www.phschool.com
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Americans Improve Their Working Conditions

In the early days of our country, farming was the most common job. Then
during the Industrial Revolution of the 1800s, large numbers of people began |

moving from farms to cities.
They took jobs in the new fac-
tories, where they worked 10
hours a day during the week
and a half day on Saturday.
Work was hard, repetitive, and
often dangerous. People went
home exhausted, and some-
times injured.

Better Jobs Through Technology
In the early part of the
Industrial Revolution, workers
performed boring and repetitive
jobs in order to make the most
efficient use of newly developed
machinery. Gradually, however,
machines were created to do the
dullest tasks with less and less

human lmlfolvement. People worried that the increase in automation would mean
that machu?es would take away their jobs. In the long run, however, automation
freed American workers to pursue more interesting and rewarding technical and

professional careers.

Real Compensation and
Weekly Hours: 1947-2000
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. In addition, in the last 25 years, rates of injury in dangerous indus-
tries such as construction and manufacturing have been cut nearly in
half due to safety rules and safer equipment. Workers have also moved
to lower-risk jobs in areas such as finance, insurance, and real estate.

New Working Environments During the 1990s, computers gave rise to a
whole new field of work for millions of Americans. Younger workers
led the way, creating new companies to develop hardware and soft-
ware and to harness the power of the Internet. Many of these new
companies also developed new rules for working: flexible hours, casu-
al clothes, informal supervision, and the chance of becoming rich if

the company was successful.

Applying Economic Ideas

1. Exam.ine the graph on Real Compensation and Weekly Hours.
Explain the relationship between compensation and hours during

the time period shown.

conditions?

How has technology helped Americans improve their working

‘79 83 87 ‘91 ‘95 ‘99

V Many of today’s workers enjoy
a relaxed work environment.

—~4 >
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Chapter Summary

summary of major ideas in Chapter 9 appears
"W below. See also the Guide to the Essentials

of Economics, which provides additional review and
test practice of key concepts in Chapter 9.

Section 1 Labor Market Trends (pp. 211-217)

The labor force is all nonmilitary people who are
employed or unemployed. As America becomes
more of a service economy, employers are hiring
more college graduates and women. Contingent
employment is on the rise. The learning effect and the
screening effect help to raise wages for college grad-
uates. Other labor trends include decreasing wages
in some jobs and rising costs of employee benefits.

Section 2 Labor and Wages (pp. 219-226)

In a competitive labor market, laws of supply and
demand determine wages based on how much a
worker produces. At equilibrium wage there is neither
an excess demand for labor nor an excess supply of
labor. Historically, wage rates have been affected by
workplace conditions, discrimination, and union
featherbedding.

Section 3 Organized Labor (pp. 228-234)

Labor unions began in the mid-1800s. Using strikes to
gain better wages and working conditions, unions
made great gains in the mid-1900s. Right-to-work
laws and other anti-union measures have curbed
union influence. Unions and management engage in
collective bargaining. Some disputes are resolved
through mediation or arbitration.

Key Terms

Complete each sentence by choosing the cor-
rect answer from the list of terms below. You
will not use all of the terms.

strike collective
arbitration bargaining
labor force learning effect

screening effect
glass ceiling

equilibrium wage

labor union

contingent
employment

1. In the process, a third party reviews a
case and renders a legally binding decision.

2. The is the theory that the completion
of college tells employers that a job applicant
is reasonably intelligent and hard-working.

3. An organized work stoppage intended to
force an employer to address union
demands is called a(n)

4. The consists of all nonmilitary people
that are employed or unemployed.

5. The is an unofficial, invisible barrier
that prevents some women and minorities
from advancing to top-level corporate posi-
tions in businesses dominated by white men.

6. The wage rate that produces neither a sur-
plus nor a shortage of workers in the labor
market is called the

7. The use of temporary and/or part-time
workers instead of permanent, full-time
employees is known as

Using Graphic Organizers

8. On a separate sheet of paper, copy the web
map below. Then fill in the ovals with
examples of factors that affect wage rates.

Factors
affecting wages

Supply and
D%I:n‘e’md

Reviewing Main Ideas

9. Who does the government include in its definition

of the labor force?

10. What is a labor union?

11. Describe how collective bargaining works.

12. Why is the equilibrium wage high for some
workers and low for others?

13. Why is the United States producing fewer goods
and more services?

14. How do wage increases affect the demand for
and supply of labor?

15. How does discrimination affect wages?

16. How does education affect wages?

Critical Thinking

17. Predicting Consequences How might technologi-
cal changes affect labor demand in the future?
Give specific examples.

18. Drawing Conclusions Reread the Fast Fact on
page 212 describing how the invention of a
punch card tabulator sped up data analysis after
the 1880 Census. (a) What types of information
related to labor might the new tabulator have
helped to analyze? (b) Give other examples of
types of economic information available as a
result of technological innovations.

19. Analyzing Information Describe the reasons why
companies are turning to contingent labor. How
might this trend affect the work force in the
future?

Problem-Solving Activity

20. Suppose you are a business owner competing for
employees in a tight labor market. How might
you attract employees without raising wages?

Economics Journal

Essay Writing Review your interview of an
older adult. Interview a young adult about his or
her job, or compare your own job experience to
that of your interview subject. Write an essay

describing your impressions of how the workplace
has changed over the years.

Skills for Life
Analyzing Statistics Review the steps shown on
page 218; then answer the following questions using
the statistics in the table below.

21. What is the source of these statistics?

22. What is being shown by these data?

23. According to the table, who has the lower earn-
ings, a man without a college education or a woman
without a college education?

24, Which category of worker shown has the lowest
percentage of low-wage employment?

25. Which category of worker shown has the highest
percentage of low-wage employment?

Education and Employment

Adult men, ages 25 — 54

No low-wage Low-wage*
employment employment
College or
il 90.6% 9.4%
High school 70% 30%
or less
Adult women, ages 25— 54 }
No low-wage Low-wage* J
employment employment |
College or 83.1% 16.9% ‘
more f
High school 579% 42.1% ;
or less |

*average hourly earnings below $5.70
Source: U.S. Census Bureau

-------------------------------------------------------------

Chapter 9 Self-Test As a final review activity,
take the Chapter 9 Self-Test in the Social Studies
area at the Web site listed below, and receive imme-
diate feedback on your answers. The test consists
of 20 multiple-choice questions designed to test
your understanding of the chapter content.
www.phschool.com




THE WALL STREET JOURNAL.

CLASSROOM EDITION

DeEBATING CURRENT ISSUES: Child Labor

major U.S. orange juice brands.

® sides of the question.

Should the U.S. Ban
YES Juice Imports From
Brazil?

idency of a toy company to form an advocacy

group, the Abring Foundation for the Rights of the
Child. Says Mr. Grajew: “Brazil’s chronically unequal
wealth distribution has one root cause: Millions of
children are working instead of studying.”

He cites the citrus business as an industry with an
especially severe child-labor problem. Orange picking
is harsh work. Pickers stand on ladders leaning per-
ilously in the treetops. They earn about 20 cents for
each 60-pound box they fill, about $5 a day.

Yielding to pressure from Mr. Grajew, the Brazilian
Association of Citrus Exporters in 1996 publicly
pledged that the industry would refrain from employ-
ing children as pickers. Three juice companies that
made special contributions to children’s causes got the
right to stamp their products with Abring’s “Child
Friendly” seal.

But some children’s activists say Abring’s efforts fall
short in a critical area: enforcement. They note that
after dispensing its seals of approval, Abring doesn’t do
any follow-up monitoring of corporate compliance. The

IN 1990, OpED GRAJEW walked away from the pres-

In 1997, the U.S. Congress amended a 1930 trade law banning imports rr.lade with child lrfﬂ.mr.
According to The Wall Street Journal Classroom Edition article “Trading Places: Brazilian
Program Tries to Put Child Laborers Back in School” by Matt Moffett, Staff _Reporter of The
Wall Street Journal, this law turned a spotlight on the labor practi‘ce.s of c1trus-p1'0d'uc1ng
companies in Brazil. Brazil is the world’s largest exporter of orange juice and a supplier for

Children continue to work in Brazilian groves picking oranges. Does this mean juice
imports from Brazil should be banned? These excerpts from “Trading Places” examine both

foundation concedes this but contends enforcement is
the job of the government, the unions, and the press.
And there are signs the industry would just as soon
not know who is picking its oranges. Where pickers had
traditionally been hired directly by juice makers or
landowners, the industry recently began exploiting a
legal loophole that allows workers to be grouped into
supposedly autonomous cooperatives. ‘

countries worl in order

children in developing

e put their lond working

1o help thei
hours often dep

ilies survive, !
1 ia“:li‘\::aﬁthem of a good education.

Under the co-op system, workers generally get paid
more money up front but give up union representation
and, in many cases, health and pension benefits. Several
Brazilian courts have declared the co-ops illegal.

Should the U.S. Ban
Juice Imports From
Brazil?

overshadowed the progress being made by Brazil's
own programs to curb rural child labor.

In central Brazilian farm communities far from the
international spotlight, a diverse group of activists
and educators is making major strides toward eradi-
cating child labor in the orange groves.

In one crackdown in Catanduva, a score of police
and labor inspectors stopped buses, vans, and trucks
headed for the fields. They uncovered numerous irreg-
ularities, ranging from dangerous transport of work-
ers to improperly stored pesticides. But among the
2,200 workers who passed through the checkpoint,
only four children were found.

“I didn’t think I would ever say this, but after lots
of work, we are making significant progress” says
Walter Hipolito, a rural union leader who himself
began picking oranges at age nine.

Prodded by Brazil’s major child-advocacy group, the
town’s largest juice producer, Citrovita Agro
Industrial Ltd., has funded an educational center for
underprivileged youth. In addition, local educational
authorities are offering financial aid to poor families
that might otherwise have to send their children into
the fields.

IRONICALLY, THE ORANGE-JUICE flap has all but

The local government gives needy parents whose
children maintain good school-attendance records
stipends of $45 a month per child—a significant sum
here, where adult orange pickers earn ahout $100 a
month.

The scholarship saved 13-year-old Marcella Carla
Goncalves from following in the footsteps of her
father, who quit school after the fourth grade to work
in the fields. “My job is going to class,” she says.

In the year since the program started, truancy in
Catanduva schools has been reduced to less than 1
percent from 18 percent.

Child Labor in the Developing World

B Latin America
[T Africa

B Asia

Saurce: International Labour Organization's International
Pragramme on the Elimination of Child Labour

In developing countries in Latin America, Africa,
and Asia, some 250 million children between the
ages of 5 and 14 work.

DEBATING THE ISSUE

1. Why does Brazil’s citrus industry have especially 4. Reading Graphs Use the pie chart and the caption

severe child-labor problems?

2. What evidence indicates Brazil is trying to :
reduce the number of children who work?

3. Drawing Conclusions Why is it ironic that Brazil is :
the focus of this trade debate?

below it to calculate the number of Latin Ameri-
can children between the ages of 5 and 14 who
work. :

Take Itto the Net Visit www.phschool.com for

: additional resources relating to this debate.




