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The Future of Labor Relations -- Options and Strategies_





As a result of the Asian crisis, we have renewed calls for social justice from virtually every quarter, and even dire predictions in the U.S. of the demise of global capitalism.  The International Labor Organization (ILO) is vigorously promoting core labor standards around the world. The World Trade Organization (WTO) will no doubt face increasing pressure to permit the use of trade restrictions to promote labor, environment, health and safety and human rights objectives.  The International Monetary Fund (IMF) and World Bank are encouraged by both the left and right in the U.S. to condition their lending on the promotion of these same objectives. 





Most recently, a working group chaired by Pehr Gyllenhammar, former chairman of Volvo, advocated the creation of a league table for large companies based on best employment practices.  "Bad" employers that refuse to comply could face financial penalties, including the denial of grants, public procurement and aid for research and development.  The Clinton Administration has incorporated the concept of "civil society" in every regional trade initiative, including the Asia Pacific Economic Cooperation (APEC) forum, the Free Trade Area of the Americas (FTAA) and the Transatlantic Economic Partnership.  The Clinton/Blair theme of a "third way" was echoed by German Prime Minister Gerhard Schroeder, who said, "We do not want to do everything differently, but many things better."  





While we await more precise details, let me offer a vision of what we can do differently and better to improve the living standards of working men and women in America and Europe. Implicit in this new way of doing things is the recognition and encouragement of the development of two forces at work -- "worker capitalism" and the "democratization of capital" -- that are already shaping the future of labor relations, particularly in the U.S. and to a more limited extent in Europe, though the pressure brought about by the Euro should accelerate this process in Europe as well.





Let us be clear at the outset, however, that there will be no improvement in the lives of working men and women without economic growth.  No matter the country, or the mix of policy choices, long-term economic growth is a prerequisite to improved living standards for workers.  No country has improved living standards without growth.  Lower interest rates, lower taxes on employees and the companies for which they work and an aggressive trade policy that opens markets to competition are all central to the growth agenda.





First, some background on the state of the economy and the American workforce.  According to a recent poll, 84 percent of Americans rate the state of the American economy as "excellent or good," compared with 19 percent in 1982.  Unemployment is currently 4.5 percent overall.  The unemployment rate among those with a high school diploma is 4 percent.  Among those with a college degree, it is an astonishing 1.7 percent.  Since 1991, the American economy has created 13.5 million jobs.  Of these, 10 million have been in high-skilled, higher knowledge occupations such as database administrators, systems analysts, accountants and computer engineers.  After seven consecutive years of economic growth of 3-4 percent, it is no wonder that 98 percent of House members and 90 percent of senators seeking reelection earlier this month were returned to office.





For American workers, income is also going up.  From 1976 to 1996, real wages went up by almost 12 percent; total compensation (wages, salaries, bonuses, benefits and the employer share of the FICA tax) has risen by over 15 percent. 


	


Employee compensation is rising due to high worker productivity (over 2% increase in each of the past three years), which is based, in part, on employees who have incentives to work harder.  These incentives involve innovative forms of compensation, ranging from performance bonuses to stock ownership plans, that enable workers to earn more and enjoy a higher standard of living.  Consider: In 1996, the average income from all forms of compensation was $38,000; in manufacturing jobs, it was $46,000.  And the number of Americans who own stock -- roughly 43 percent of all American adults _ has doubled since 1990 due to 401(k) plans, mutual fund investments, etc.





As amazing as the performance of the American economy is, there are signs of trouble that, if left unattended, threaten future prosperity. Much more can be done to enable ordinary working people to enjoy the fruits of their labors.  The American business community, in tandem with policies enacted at both the state and federal levels, should encourage a greater spirit of entrepreneurship that turns workers into shareholders and more active participants in their companies' decision-making processes.   The NAM places all these ideas under the heading "worker capitalism."  Business needs to provide employees with greater opportunities to benefit from the capitalist system.  Doing so should be one of the central economic goals of our time.





There are many ways of providing people of ordinary means with the opportunity of reaping the fruits of their own labor and initiative.  Worker capitalism means giving workers greater control of the way they do their jobs and higher compensation for excellent performance.  It means providing adequate training, on an ongoing basis, to workers to enable them to compete effectively in the global marketplace.  And it means the continuing transformation of the workplace, enabling employees to increase earnings and profit more fully. 





People work harder and smarter if they know their labors will benefit them and those they care most deeply about.  And the higher the compensation, the greater the incentive for productivity.  If we sense we are stuck in a given position without opportunity of advancement, particularly in lower-paying jobs, creativity wanes, interest lessens and effectiveness diminishes. 





	That's why trust, teamwork and communication between workers and managers are vital components of the modern workplace.  The vast improvements in American manufacturing over the past two decades have come about, in significant degree, due to the implementation of these principles on the factory floor.  





This commitment to quality is linked closely to a renewed emphasis on the value of employees.  As every successful company knows, people work more productively when they are treated in a respectful manner.  Employers, in turn, benefit from soliciting and applying their employees' wisdom.





All of these things boil down to letting employees have greater control over their work environments.  This could be called "employee entrepreneurship," allowing workers to have more authority to set their own schedules, make on-the-spot decisions about the quality of their workmanship and join with management in the actual running of their plants.  





Fully a third of NAM members offer flexible work schedules to their employees, a trend that is steadily increasing.  Almost three-quarters (73 percent) are teaching and encouraging decision-making by production workers on the line. Over 80 percent of all part-time workers do not want full-time work, a clear indicator that workers are gravitating toward more flexible work arrangements. 53 percent of employees reported working in workplaces that used teams, committees and quality circles to improve productivity, quality and safety, according to a worker survey by Penn, Schoen & Berland Associates in January 1998.





There is trouble ahead, however.  A recent survey of 4,500 manufacturers conducted for the NAM by the Grant Thornton consulting firm indicated that 60 percent of those responding say that at least some of their current workers lack basic math skills.  More than half (55 percent) find serious deficiencies in workers' basic writing and comprehension skills and almost half (48 percent) believe too many of their workers lack the ability to read and translate drawings, diagrams and flow charts.





	The portrait painted in the Grant Thornton survey could become more vivid unless preventative action is taken.  As legendary management consultant Peter Drucker notes in the October/November 1997 edition of The Harvard Business Review, America's sole advantage in the global economy is the supply of what Drucker calls "knowledge workers" _ men and women capable of performing increasingly sophisticated tasks in a changing work environment.  If the U.S. loses this advantage, the U.S. economic future will be at risk.





	Some immediate measures, such as increasing the number of highly skilled immigrants who can enter the U.S. each year, may help for a relatively brief period.  But longer-term, we have to evaluate how best to improve the quality of the U.S. workforce.  





	Education tax credits, vouchers, charter schools and appropriate national testing standards are all options which, in some combination, will introduce higher levels of competition and choice in the public school system.  And the patchwork quilt of 788 federal education and vocational training programs also need to be streamlined and consolidated into a few accessible programs that work. 





	Workers, too, must commit to training.  They need to be willing to learn on an ongoing basis.  But experience has shown, when employees understand the benefits of training, it is not hard to convince them of its necessity.





	Industry is helping by investing more funds in employee training and programs of "lifelong learning."  But more can be done.  The NAM's Board of Directors has called on all of the NAM's 14,000 member companies to devote three percent of payroll to training.  In tandem with such innovations as curriculum coordination between local companies and their regional high schools and community colleges, current and future workforces need to better preparation for the challenges of the high-tech era.





	As employees are being brought more fully into the mainstream of corporate life, many companies are moving away from the old model of hourly wage compensation.  In our day, worker pay is increasingly tied to performance, to the actual productivity and innovation of employees and their factory floor teams.





	In September 1994, Hewitt Associates published a survey of almost 2,000 companies nationwide in which nearly 70 percent of those responding said that their "results-sharing" programs "helped achieve business results not otherwise attainable."  Incentive compensation works, and companies enjoy higher productivity as a result.  It also works for employees as an effective means of saving for their futures.





	A 1997 survey conducted by the William Miller consulting company found that 30 percent of America's largest companies have stock ownership programs.  Ownership gives workers a stake in the performance of their companies.  Obviously, if that stake is minuscule, it will fail as an incentive.  But if it is substantial, or holds the promise of growing larger, workers will be motivated to work more productively.





Today, according to a survey conducted by ShareData, almost half (45 percent) of firms with 5,000 or more workers and that offer stock options also make these options available to all their employees.  Smaller companies have joined the stock option movement as well.  Of companies with less than $50 million in sales, three-quarters offer 100 percent of their workers stock options.   





	Some are skeptical of the efficacy of stock options, asserting that they inflate the value of company stock.  Yet, stock ownership brings significant results.  According to the National Center for Employee Ownership (NCEO), "An index of publicly traded companies with more than 10 percent broad employee ownership outperformed all other market indexes for 1997, gaining 32.5 percent for the year compared to 31 percent for the S&P 500."





	In total, the NCEO estimates that there are about 15,000 firms in the United States that "share ownership broadly with employees."  These companies are creating employee wealth and are doing so by creating employee ownership.


	


	It should be noted that Social Security reform is a central part of the employee ownership agenda.  Allowing ordinary Americans to put some of their Social Security money into personal savings accounts will help tens of millions of working people build substantial savings for their retirements and will also rescue the Social Security system from near-collapse.  These accounts would work like 401(K) programs and would give men and women of average means the chance to share more fully in a growing economy.  Along with retention of basic Social Security benefits no one can ever lose, personal savings accounts will help workers become investors in and beneficiaries of ongoing economic expansion.





Besides "worker capitalism," the other factor shaping the workforce of tomorrow is the "democratization of capital."  Directors of companies are increasingly answerable to 35 year-old asset managers who control the huge pension funds of states and localities, teachers unions, individual mutual funds, etc.  Powerful institutional investors -- pension funds from the U.S. and UK and increasingly from Europe as the continent moves to an equity culture -- will do much to shape the future of labor. International investors do not micromanage, dictating the terms of collective bargaining agreements for the heavily unionized workforces of Germany and France.  But the pressure will lead to market-oriented reforms and a more Anglo-American way of doing things at all levels of the corporation. Like it or not, the new equity culture will require a change of old habits, which die hard.  Enormous political pressure will be brought to bear to slow these developments. In the longer term, however, Europe will benefit from these developments, just as the U.S. economy has.











_ The statistics cited in this paper are based largely on two recently-published reports: 1) The NAM Annual Labor Day Report, The State of the American Workforce, September 1998;  2) A Survey of American Manufacturers, The Skills Gap: The Shortage of Qualified Workers:  A Growing Challenge to the American Economy, National Association of Manufacturers Center For Workers Success & Grant Thornton, LLP, 1998.





