Wages in the Steel Industry:
Take the Money and Run?

MARY E. DEILY*

Sharp increases occurred in the wages paid by integrated steel firms in the 1970s
despite reductions in employment caused by the industry’s decline. This article
reviews several explanations suggested for this puzzling outcome and evalutes
them using information on the size and timing of wage increases, on investment
decisions, and on expectations about future inflation and demand growth.
Overly optimistic expectations for demand growth and unexpected inflation
appear to explain much of the data.

|. Introduction

The real wage of iron and steel workers rose very sharply in the 1970s,
both absolutely and relative to the average real manufacturing wage.
From 1970 to 1980, steelworkers’ real wages increased 37 percent, and
the premium over the average manufacturing wage increased from 140 to
188 percent. During the subsequent 11 years of industry contraction,
steelworkers retained almost 30 percent of the real-wage increases gained
from 1970 to 1980 and almost half the increased prentium.

This pattern was observed in other unionized industries. During the late
1970s and 1980s, the union wage premium increased rather than nar
rowed, as had generally occurred in inflationary periods (Lewis, 1963,
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1986; Johnson, 1984; Freeman and Medoff, 1984). Premiums well above
historical experience developed in several sectors, including durable
manufacturing. The wage gap in these sectors increased during the expan
sions between 1975 and 1979 and persisted after the 1982 recession
(Edwards and Swaim, 1986; Linneman and Wachter, 1986). As of 1988,
relatively little downward adjustment had occurred despite large declines
in union employment (Linneman, Wachter, and Carter, 1990; Wachter and
Carter, 1989).

What makes the steel industry’s experience of particular interest is
that it began a massive contraction even as wages rose. Integrated firms’
annual capacity totaled about 155 million tons in 1973 (Institute for Iron
and Steel Studies, 1979). By 1980, these firms’ capacity had fallen to
137.6 million tons and by 1992 to 75 to 80 million tohs$ndustry
employment, which had declined slowly but continuously from its high
point of 544,000 in 1953 to 403,000 in 1970, dropped precipitously
after production peaked in 1973. From 1970 to 1980, production
employment fell by 46 percent, and by 1990, it had fallen to 120,000, 30
percent of its 1970 levél.

Simple models of labor markets cannot explain why steelworkers’
wages rose. In such a model, wages would rise if the labor demand curve
shifted out due to an increase in the output price or an increase in worker
productivity (assuming an upward-sloping labor supply curve). Steel
prices did increase relative to the consumer price index (CPI) during the
1970s, but this was not a price increase driven by continually increasing
demand (see note 3). Productivity also increased but would have to have
been accompanied by higher employment and output and lower output
prices to explain higher wages, none of which were obsefh\didher

2 Figure for 1980 is from Institute for Iron and Steel Studies (1983). Figure for 1992 is author’s estimate.

¥ American Iron and Steel Institute (AISI\nnual Statistical Reparvarious years. These numbers
reflect the totals for the American Iron and Steel Institute membership, which includes nonintegrated
(growing) firms as well as integrated firms. Integrated firms contracted partly because U.S. steel consump
tion peaked in 1973 at 122.5 million net tons; in 1990 it was 97.8 million net tons, despite a 51 percent
increase in real GNP during the same period. Atthe same time, competition increased from imports, which
grew from an average of 2.5 percent of the market during the years 1960-1964 to an average of 19.6 percent
during the years 1985-1989, peaking in 1984 at 25.5 percent, and from lower-cost domestic competitors
known asminimills, which increased their market share from 2 to 3 percentin 1960, to 14 percentin 1980,
to over 20 percent by the late 1980s (AISI; Miller, 1984; Basta, 1986; Hicks, 1992). The market share of
domestic integrated steelmakers fell from around 95 percentin 1960 to around 60 percentin the late 1980s.

“ Even if backward shifts in steel demand reduced overall production and employment, steel prices still
increased rather than falling, as would be the case if wage increases were productivity driven. Further, large
productivity gaindollowedthe wage increases of the 1970s; the average annual increase in the index of
output per man-hour (all employees) over the years 1960-1970 was 1.64; over the years 1970-1980 it was
1.53; and over the years 1980-1989 itwas 6.99 (BLS, as reported in4iBlial Statistical Reporvari-
ous issues).
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wages also would result if the labor supply decreased, perhaps because
other jobs became more attractive, but the explanation is unlikely given
the increase in the wage premium, the overall level of unemployment, and
the number of steel workers laid off.

At least three different explanations of the puzzling behavior of the
firms and the United Steelworkers of America (USWA) have been sug
gested. One of the models proposes that the wage pattern was a rational
response to firms’ and workers’ recognizing that the industry was in irre
versible decline. In this model, wages increased when the union adopted
an endgame strategy aimed at increasing labor’s share of the remaining
guasi-rents.

The other two explanations assume instead that steel firms and the
union didnot know their industry was declining. One story, designed to
explain the behavior of the overall union wage premium rather than the
steel industry experience in particular, holds that unexpected inflation,
cost-of-living adjustments (COLASs), and contracts that were costly to
adjust explain both why the premium increased and why it was slow to
adjust. The other story explains that steelworkers’ wages rose because in
the early and middle 1970s the firms and the union held expectations for
steel market growth rates that proved wildly optimistic.

The objective of this paper is to assemble information such as negoti-
ated wage increases, investment decisions, and expectations about
demand growth and inflation to evaluate these explanations of the wage
pattern in steel. The analysis is qualitative and restricted to a single indus-
try, which limits the generality of any conclusions, but the approach
allows a deeper study of how different theories match practice in this par-
ticular case.

The episode is worth study because we know less about how labor and
capital exit from industries than we do about how industries grow. As the
different stories above illustrate, we do not know whether the wage pat
tern observed in steel resulted from foreseen or unforeseen decline.
Studying when workers and managers appeared to realize that the market
was declining, and how they then reacted, could give insight into how
wages in other declining industries might behave.

The issue is also interesting because employment costs have been
mentioned as a major cause for the steel industry’s decline (representing

® An efficiency wage model also has been used to explain steelworker wages. In this model; the effi
ciency wage premium increased, and thus wages increased, because employment tenure became less cer
tain as the industry began contracting (Bulow and Summers, 1986). While the theory is not explicitly
evaluated here, it resembles the endgame model in that wage increases are also caused by the industry’s
decline.
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as they did about one-third of total costs). The endgame model predicts
instead that wages increaaéier a permanent negative demand shock.
In this paper | conclude that the observed wage, bargaining, and-nvest
ment behavior can best be explained if market participants did not
anticipate the decline in the market share of integrated steel firms. Thus,
while increases in other costs also contributed to the industry’s-prob
lems® it is likely that rising wages added to the size and speed of the
contraction.

| first review the endgame model and the unexpected inflation explana
tion. | then present evidence on three issues: the contribution of inflation
to steelworker wage rate increases, the optimistic expectations about the
industry’s future held in the early and middle 1970s, and the changes in
behavior signaling that those expectations had altered. | conclude that nei
ther an endgame effect nor unexpected inflation is as plausible an-expla
nation as that the industry participants seriously overestimated demand
growth when making important wage commitments.

[I.  Two Alternative Explanations

The endgame modelThe endgame model explains the large, discre-
tionary increases in wages as the result of workers realizing that the
industry was in decline. In response, the union tries to win a larger share
of the remaining quasi-rents by raising wages. The union’s bargaining
leverage is increased by the industry’s reduced rate of return; firms will
not want to invest new capital, limiting their ability to substitute capital
for labor in response to increased wages (Lawrence and Lawrence,
1985).

Lawrence and Lawrence (1985) illustrate their insight with a simple
model in which an industry invests in infinitely lived capital, no sub
stitution among factors is possible, and a monopoly union sets the
wage taken by firms. The union could push wages up to capture all
guasi-rents at any time; it does not because that would deter future

® Over the years 1969-1978, the trend rate of increase in the cost per metric ton of carbon steel shipped
was 11.25 percent for materials and energy and 9.56 percent for labon{fooith Steel Dynami¢$aine
Webber Mitchell Hutchins, Inc., September 1979, as reported in Beidleman et al., 1981, Table 3—7). Capi
tal construction costs also rose, virtually doubling during the 19%@slI(l Steel Dynami¢Steel Strategist
June 1980Survey of Current Business, Statistical Supplemanmtous issues). A report by the Council on
Wage and Price Stability (COWPS, 1977) also emphasized labor and materials costs increases but found
much of the latter the result of rising wages and stagnant productivity growth in coal and iron ore mining.
Crandall (1981) points out that long-run changes in transportation and materials costs reduced the domestic
industry’s competitiveness relative to imports.



Wages in the Steel Industry: Take the Money and Ruh257

investment.When a permanent negative shock eliminates the possibil
ity of future investment, however, the union increases wages to the
point where firms just cover total variable cost, since no future invest
ment will occur regardless. Because plants are homogeneous, the wage
can be raised to the “shutdown point” without loss of jobs. If further
shocks occur (lowering the wage that would cause shutdowns), wages
may fall again to prevent plant closingd.awrence and Lawrence
(1985) thus predict that in industries with large investments in long-
lived capital, permanent reductions in the demand for an industry’s
product will reduce the elasticity of the labor demand curve, and
wages might well rise rather than fall in response. As plants begin to
close and jobs are eliminated, wages should drop again.

Lawrence and Lawrence (1985) consider a variety of complicating fac
tors that might influence their results. They say that relaxing the assump
tion of a wage-setting union to allow for more bargaining power for firms
would require a different analysis, a qualification that may be important
for the steel industry, since the firms and the USWA might better have
been modeled as a bilateral monopblihey also point out that heteroge-
neity among workers, due to age or seniority, for instance, would compli-
cate union strategy by causing differences in the probability of members’
unemployment. Nevertheless, Lawrence and Lawrence (1985) propose
that the USWA recognized that the integrated steel industry was declining
and responded by raising wages, since they had nothing to lose by aban-
doning their previous restraint.

Unexpected inflation A series of papers investigating the union wage
premium during the 1970s suggests instead that union wage premium

" The reasoning here is not entirely clear. Since capital is infinitely lived, the union must care about
future workers, whose jobs depend on additional investment, as reason for not appropriating all quasi-rents
immediately after the original investment takes place. Simons suggested instead that organized workers in
anindustry where “huge investment is already sunk in highly durablesass&tould consistently demand
wage rates which offered to existing firms no real net eamingand . . . should plan gradually to exter
minate the industry by excessive labor costs, taking care only to prevent employment from contracting
more rapidly than [the] original constituents disappeared by death and voluntary retiremi¢8imons,

1944, pp. 131-132). | thank Eli Schwartz for bringing Simons'’s article to my attention.

® When the authors consider a model where capital-labor substitution is possible, they find that the direc
tion of the wage change is ambiguous when industry demand decreases. The labor demand curve shifts to
the left but also becomes more inelastic [because firms will not substitute capital for labor since the current
(fixed) capital stock exceeds the optimal amount]. If this latter effect is larger than the effect of the overall
leftward shift of the labor demand curve, wages will rise as workers “harvest” the remaining quasi-rents.

° The 12 largest firms, which together controlled most steel production, bargained as a group with the
USWA, which represented most of the workers. The bargain reached between the USWA and the Coordi
nating Committee Steel Companies was imitated throughout the industry. Joint bargaining by the firms
remaining in the committee ended in 1986.
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gains were basically accidental, the result of unanticipated inflation plus
the COLAs that helped protect real wages of union members in the 1970s,
when the bulk of the premium increase occurred (Wachter, 1986; Wachter
and Carter, 1989; Linneman, Wachter, and Carter, 1998)ages failed

to adjust quickly, once mistakes in expectations became evident, because
labor law, which takes the stance that the two parties are part of a long-
lived and continuing relationship, and which requires that a firm must bar
gain with the union, makes drastic changes in contracts very costly
(Wachter, 1986). As a result, unanticipated inflation caused unionized
firms to pay higher wages rather than incurring the transactions costs that
major contract alterations would have required. Not until the cost of wage
increases became greater than the cost of forcing changes in the contract
did firms demand wage freezes and cuts.

IIl.  The Effect of Unexpected Inflation

To evaluate the contribution unexpected inflation made to steelworker
wages, | first separate negotiated general increases from COLA increases,
using the hourly base wage rate for job classl¥@ther than earnings.
Earnings are affected not only by negotiated wage increases and COLAs
but also by such things as the age composition of the work force and the
capacity utilization rate (because of incentive pay). For instance, the rise
in average hourly earnings might have been partly the result of the
increasing seniority of remaining workers as younger workers were laid
off, while the fall in earnings in the 1980s may have been partly the result
of lower utilization rates reducing incentive pay. As a price, the hourly
base wage rate for job class 1/2 is unaffected by these and other effects on
actual earnings, such as the classification of particular jobs, the size of
Sunday, overtime, and shift premiums, and the extent of incentive pay
coverage.

Table 1 summarizes data on changes in the hourly base pay assigned to
job class 1/2 from 1951 to 1989. In column 2, the total increase that
occurred during the life of the contract is divided into negotiated general
increases and the increases due to COLAs. The third column shows the
size of each type of increase compared with the total wage at the end of

' Freeman and Medoff (1984) found that all union workers did better during the inflations whether their
contracts had COLAs or not, suggesting that union negotiators were able win some protection frem infla
tion for their members even without official COLAs.

" The base wage rate for a particular job was determined by the job’s classification; in a system used
throughout the industry, each job was sorted into one of about 33 different classes. Class 1/2 is the lowest
classthat existed for the entire period (classes 0 and 1 were combined with class 2 into class 1/2 in 1956).



TABLE 1
SUMMARY OF CONTRACTS AND WAGE CHANGES FORJOB CLASS 1/2*

Percent Change
As Percent of in CPI During
Contract Period  Sources of Change in Wage During Contract Previous Total Contract

12/51-6/54 General $ .21 100% 15.4%
No COLA $ .00 0% 0.0% 1.8
Total increase $ .21 100% 15.4%

7/54-6/56 General $ .165 100% 10.5%
No COLA $ .00 0% 0.0% 9
Total increase $ .165 100% 10.5%

7/56—6/59 General $ .215 56% 12.3%
COLA $ .170 44% 9.7% 6.4
Total increase $ .385 100% 22.0%

6/59-6/62 General $ .140 90% 6.6%
COLA $ .015 10% 0.7% 3.5
Total increase $ .155 100% 7.3%

7162-5/65 General $ .00 0% 0.0%
No COLA $ .00 0% 0.0% 3.9
Total increase $ .00 0% 0.0%

5/65-7/68 General $ .16 100% 7.0%
No COLA $ .00 0% 0.0% 10.9
Total increase $ .16 100% 7.0%

8/68-7/71 General $ .44 100% 18.0%
No COLA $ .00 0% 0.0% 16.2
Total increase $ 44 100% 18.0%

8/71-4/74 General $ .75 66% 26.0%
COLA $ .39 34% 13.5% 17.9
Total increase $1.14 100% 39.5%

5/74-4/77 General $ .60 34% 14.9%
COLA $1.19 66% 29.6% 23.4
Total increase $1.79 100% 44.5%

5/77-4/80 General $ .80 30% 13.8%
COLA $1.80 70% 32.0% 34.3
Total increase $2.60 100% 45.8%

5/80-3/83 General $ .60 26% 7.1%
COLA $1.73 74% 20.4% 19.5

Total increase $2.33 100% 27.5%
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TABLE 1 (continued

3/83-Summer 1986
General: $1.25 cut, restored over life of contract. (Workers at LTV give up restoration of final 45 cents.)
COLA: 6 cents accrued COLA given up, and COLA suspended through July 1984; COLA resumes,
subject to offsets, from August 1984 to February 1986, when offsets are removed. For Bethlehem,
U.S. Steel, and Inland workers: net effectB cents. (Workers in other firms do better or worse due
to individual negotiations.)
Percent change CPI 1983-1986: 8.8

Summer 1986: End of joint bargaining

Spring/Summer 1986 (February 1987 for USX)
From zero cuts to cuts of 8.09 percent, depending on the firm; profit-sharing plans instituted.
COLA suspended for life of agreement.
Percent change CPI 1986-1989: 12.9

Summer 1989 (Spring 1990 for USX)
Restoration of 1986 cuts, plus $1.50 wage increase over life of contract.
COLA restored (in new, less lucrative, form).

Sources BLS (1974);Current Wage Developmentgrious issues; AISAnnual Statistical Reportarious issuessurvey of
Current Businessvarious issues. Data appendix available from author on request.

*Numbers reflect job class 2 before 1956.

tReflects major contract negotiations plus reopeners. Grouping follows BLS (1974).

*Index is for wage earners and clerical workers.

the previous contract. Column 4 shows the change in the CPI during each
contract period.

The data show that wage changes during the 1970s were very large his-
torically, verifying the pattern seen in the hourly earnings data, and col-
umn 2 shows that much of this increase was due to COLA payments.
Inflation payments increased from about a third of the total wage rate
increase during the 1971 contract to 66, 70, and 74 percent of the total
increases during the following three contract peri&dshus inflation,
through COLAs, was the major source of increases in steel wage rates,
despite substantial negotiated increases.

However, separating COLA increases from general increases does not
separate unanticipated from agreed-upon wage increases, given that some
of the COLA payments would be anticipated (Kaufman and Woglom,
1986). The point is most obvious for the 1971 contract, in which workers
were guaranteed a minimum COLA; employees were to receive at least

2 The COLAin 1971 gag a 1 centincrease for every .4 increase in the CPI. The formulawas improved
to 1 centforevery .3increase inthe CPlwith the 1974 contract. Over the years, wage agreements added pay
increments between classes, in addition to general raises, to maintain the proportional differences that were
eroded by general inflation adjustments. As one reader pointed out, to the extent that these adjustments
failed, wage changes in the lowest job class overstate the role of inflation. Another reader pointed out that
the overall impact of inflation is also overstated if incentive pay was not fully adjusted for productivity
gains.
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25 cents for this purpose by May 1, 1974 (Bureau of Labor Statistics,
1974), which turned out to be 64 percent of the actual COLA that-accu
mulated during the contract. Thus in 1971 firms could anticipate paying at
least $1.00 (the general increase plus the minimum COLA) of the-even
tual total increase of $1.14 by the end of the contract.

Ofthe 1974, 1977, and 1980 contracts, only the 1977 contract appeared
to be signed by agents who seriously underestimated future inflation
rates. According to th&Vall Street Journaglthe steel companies were
assuming an average annual inflation rate of about 7 percent when they
negotiated the 1974 contradVall Street Journal4/23/74, p. 1.), which
was also the rate Wachter (1974) used to evaluate it. The median of three
private forecasts of the growth rate of the gross national product (GNP)
deflator made late in January of 1974 for the next eight quarters was 5.8
percent? These forecasts were close to the actual average annual rate for
1974-1976 of 7.13 percent, implying that steel firms should have antici
pated much of the wage increase caused by COLAs during the 1974
contract.

In the late 1970s, in contrast, both government agencies and private
forecasters seriously underestimated long-term inflation rates. The Coun-
cil on Wage and Price Stability (COWPS) (1977) evaluated the 1977 con-
tract assuming 6 percent annual inflation, which was just over half the
simple average of the annual inflation rates for 1977-1979 (10.81 per-
cent). Forecasts of the average CPI expected over 1978-1979 made by the
Congressional Budget Office (CBO) and by the administration were 5.8
and 6.0 percent, respectively, and the median of four private 2-year fore-
casts of the annualized growth rate in the GNP deflator made in the fourth
quarter of 1976 was 5.67 percent. Even so, in 1977, steel firms could have
anticipated paying at least half the COLAs that resulted.

By 1980, long-term inflation forecasts were beginning to overestimate
inflation. Forecasts of the average CPI expected over 1981-1982 made by
the CBO and by the administration were 10.4 and 9.7 percent, respec
tively, and the median of four private 2-year forecasts made in the first
quarter of 1980 was 9.14 percent (8.60 percent for the second-quarter
forecasts). COWPS used a 7.5 percent annual rate to evaluate the 1980
contract, a lower rate but still greater than the actual 3-year average of
6.56 percent (Bureau of Labor Statisti€urrent Wage Developments
May 1980).

'3 did not find private 3-year forecasts of the CP!I for the 1970s. However, Stephen McNees ofthe Fed
eral Reserve Bank of Boston kindly provided information about private 2-year forecasts of the GNP defla
tor for most of these years and about administration and CBO forecasts of the CPI for the later 1970s.
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Before discarding unanticipated inflation as the major cause of the steel
wage pattern, however, the role of the Experimental Negotiation Agreement
(ENA) must be considered. The first ENA, signed in March of 1973, was an
agreement between the USWA and the Coordinating Committee firms that
set up a strict schedule for the 1974 contract negotiations. The two parties
agreed that there would be no national strike or lockout and that if agreement
was not reached on schedule, they would turn to arbitration. In return, the
firms agreed that the 1974 contract would include, as a minimum, a COLA
and a 3 percent increase in wages each year of the contract.

As part of the subsequent 1974 settlement, the union and the firms agreed
to renew the ENA for the 1977 negotiations, thereby locking into the COLA
and the 3 percent annual increases 3 years before the contract would be
negotiated. This occurred again in 1977, when the parties renewed the ENA
for the 1980 negotiations; again, the firms were locking into an agreement 3
years ahead of actual negotiations. It was only in 1980 that the firms did not
renew the ENA for the next (i.e., the 1983) contract. Thus steel firms com
mitted themselves to COLAS, as well as to minimum general increases, a
year in advance of contract negotiations in 1974 and 3 years in advance of
the 1977 and 1980 negotiations, making it more likely that unanticipated
inflation was a major cause of the wage pattern.

Nevertheless, if steel firm forecasts were similar to those cited above,
then firms must have anticipated much of the inflation-caused wage
increases they would be paying during the 1974 contract and a significant
portion of the increase during the 1977 contract at the time the contracts
were signed. Despite this, firms were willing each time to commit to con-
tinuing the COLA and to minimum real-wage increases forrtegtcon-
tract. Not until the 1980 negotiations, after COLA payments had totaled at
least twice what firms might have anticipated in 1977, did firms defer
renewing the ENA for the 1983 contract.

In sum, the record shows firms making costly commitments 3 years
ahead at the same time as they were signing what they must have antici
pated would be expensive contracts. Thus, despite the undoubted role of
inflation, the real question is why the firms became willing, early in the
1970s, to assume the costs and the risks of the ENA and why they
renewed itin 1974 and in 1977.

IV. Expectations for the Industry in the 1970s

The Lawrence and Lawrence (1985) model explains the wage increases
of the 1970s as the result of workers recognizing that their industry was in
irreversible decline. However, there is evidence to suggest that industry
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participants had no such expectations, at least until the late 1970s, and
that their reasons for signing the ENA and the contracts of 1974 and 1977
were quite different.

The ENA and the 1974 contracThe firms and the union signed the
no-strike agreement to avoid the costs associated with threatened or actual
steel strikes. As each contract approached expiration, steel buyers
increased their inventories and then cut their purchases as they worked the
inventories off after a new contract was signed. Aside from creating costly
triannual booms and busts in steel production, the hedge buyers were
increasingly likely to buy imports during their inventory buildups. Both
the union and the firms had an interest in keeping those sales by ensuring
uninterrupted steel supplies (Drapkin and Morris, 1973; steel firm annual
reports, 1973; USWA, 1974, Steiber, 1980; Barnett and Schorsch, 1983;
Hoerr, 1988).

Further, although the minimum gains that ENA guaranteed for the 1974
contract were expensive, steel firms had not found taking strikes to be a
successful strategy. Short strikes were unlikely to be successful (and were
expensive because of the costs of shutting down and starting up steelmak-
ing equipment), while long strikes, which might have won significant
wage moderation, were generally not allowed by U.S. presidents because
of their disruptive effect on the economy. Since wage gains expected by
the workers and allowed by the government were likely to equal the
annual 3 percent increase established by the United Auto Workers any-
way, steel firms may well have decided that a no-strike agreement guaran-
teeing 3 percent annually was worth a try.

The negotiations in 1974 seemed to validate the ENA concept. The
union won a generous labor contract, and firms avoided the hedge buying
problem and ensured continued operation of their mills. When price con
trols were lifted on April 30, 1974, firms began raising prices, and their
profits increased (Council on Wage and Price Stability, 1975). Alsa, dur
ing 1973 and 1974, prices of imported steel rose above those of domestic
steelmakers as strong worldwide demand absorbed foreign production
and as foreign producers experienced cost increases that reduced their
competitive advantage (Federal Trade Commission, 1977).

The year 1974 ended with a settled contract and the highest profits in
years, as the after-tax rate of return soared to 17 percent, over twice as
high as the average return for the last 14 years (Federal Trade Commis
sion,Quarterly Financial Reports for Manufacturing Corporatigngri-
ous issues). The ENA was deemed a success:the parties and outside
observers credited the no-strike guarantee with contributing to steel
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industry prospent . . .” (Steiber, 1980, p. 173). Fr. William Hogan, a
well-known industry expert, pointed out that although the contract was
expensive, . . farmore significant is th . . .guarantee that there would
not be a strike this yea . .” (33 MagazineOctober 1974, p. 60).

The firms and the union agreed to renew the ENA, setting the same
minimum guarantees, a COLA and 3 percent per year, for the 1977 nego
tiations, even though the talks were 3 years away. At this point, firms were
anticipating strong demand growth. Domestic consumption had grown at
a rate of 3.1 percent per year from 1960 to 1970, and forecasts for growth
in steel consumption for both the United States and the world were opti
mistic. U.S. demand was expected to continue to grow strongly, although
at a somewhat slower pace than in the 1980s.

The 2 years of short supply and limited imports in 1973 and 1974
appeared to validate these projections and added urgency to forecasts of
needed capacity expansion. Fr. Hogan projected that demand would be
132 million tons, plus imports, by 1980, implying a growth rate of at least
2.5 percent over the period 1973-1980. He felt that 25 million tons of new
domestic capacity would be required to satisfy demad®l Mlagazine
August 1974).

The firms responded by investing in more steelmaking capacity. In
their 1974 annual reports, major capacity expansions were announced by
Armco (12 percent), Youngstown Sheet & Tube (13 percent), and Jones &
Laughlin (10 percent). National Steel's 1974 annual report announced
plans for an entirely new steelmaking plant to complement finishing
facilities it had built in Portage, Indiana. U.S. Steel announced plans for
an additional 5 million tons of capacity and also was considering building
an entirely new plant at Conneaut, Ohio. In May of 1975, Republic Steel
announced plans to expand capacity by about 9 percent; the firm’s presi-
dent stated that “the outlook for steel is the best in more than twe dec
ades” Wall Street Journal5/15/75, p. C4). The steel firms also made
major investments to develop coal and iron ore sources to replace
depleted mines and to expand capacity to support additional production
(Barnett and Crandall, 1986; Hall, 1997).

These were not the decisions of firms anticipating long-term decline in
their industry. Instead, the willingness of firms to agree to ENA in 1973
and their willingness to extend it in 1974 for the 1977 negotiations can be

' Forexample, OECD forecasts of U.S. steel consumption made in 1969 ranged from 160 to 190 million
nettons for 1975 and from 180 to 223 million net tons for 1980 (OECD, 1974). Actual consumption was 89
million tons in 1975 and 95.2 million tons in 1980. See also the 1973 Annual Report of U.S. Steel, where
the company forecasted 3 percent growth in steel demand.
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seen as an effort to buy labor peace for 6 years while the industry
expanded its capacity and raised prices to take advantage of strong growth
in demand.

The firms continued their expansion plans during the 1975 recession,
although some stretched out completion dates. National Steel, in explain
ing its decision to continue with its $1 billion dollar investment in a new
plant, stated that". . since the time of this decision one year ago, we have
reviewed carefully developments in steel demand both in this country and
worldwide. While the depressed year in 1975 has set back the most opti
mistic timetables for the growth of such demand, we remain convinced
that anticipated demand will require substantial expansion of steel eapaci
ties...” (ron and Steel EnginegFebruary 1977; National Steel, Annual
Report, 1975, p. 4).

Firms also were encouraged because the import share of the U.S. mar
ket dropped in 1975, despite the worldwide slump in steel demand. The
drop was attributed in part to rising costs for foreign steelmakers. Peter
Marcus, vice president of Mitchell, Hutchins, Inc., found that U.S., Euro-
pean, and Japanese operating costs were in the “same range,” assuming a
similar product mix and a 90 percent operating rate, and Bruce Old of
Arthur D. Little indicated that his firm’s analysis found U.S. costs to be
lower than those of European firms. While some steel executives warned
about the possibilities of more imports as business activity improved, oth-
ers were convinced that * . the era of cheap foreign steel has gone the
way of cheap foreign oil, never to return. ."*°

In a report examining steel price increases, which the industry stated
were necessary because of rising production costs and pollution-control
expenditures and to pay for new capacity, COWPS agreed that demand
would probably increase, although they felt the industry overestimated
the size and the cost of the necessary capacity expan$ibtmvever,
COWPS thought the industry could compete with imports. it is prob-
able that domestic steel expansion, if it occurred, could competitively
capture most of the U.S. market growth of 1975-1980 on the basis of cost
and price, in view of location and other cost advansage.” (Council on

*Byron E. Calame, “Drop in Imports Makes Steelmen Wonder if Days of ‘Cheap Foreign Steel’ Are
Over,” Wall Street Journal12/30/75, p. 22. The FTC study (1977) found that U.S. competitiveness did
increase sharply during 1973 and 1974 but that the advantage was largely lost again during 1975 and 1976.

'® Council on Wage and Price Stability (1975). The COWPS study projected a possible need for 15 mil
lion tons by 1980, as opposed to the industry’s estimate of about 30 million tons by 1983. The industry
claimed that using their adjustments for inventory depletion in 1973 and 1974 and over the same time
period, COWPS would actually project a need greater than 30 million by 1888 GStreet Journal
12/17/75, p. 14).



166 / MaRY E. DEILY

Wage and Price Stability, 1975, p. 2) COWPS concluded that “the steel
industry’s real problem at the present is the same as the nation’s: recession
and reduced national output and inc®am .” (p. 3).

The 1977 contractThe 1975 recession was worse than expected, but
while firms were more cautious about investments after 1975 and slowed
the rate of their capital expenditure, they seemed still tonvinced that
they will have to continue to expand their steelmaking capacity to avoid
domestic shortages before the end of the decad.” (Business Wegk
1/19/76, p. 50). Investors apparently shared the expectation that market
growth would deliver more stellar years like 1974. In 1975, steel firms’
stock prices had held their value while the industrial average fell, report
edly because of the . widespread hope of invessor. .that economic
recovery will return [the steel industry] quickly to 1974’s high profitdev
els .. .” Wall Street Journagl8/22/75, p. 25). Early in 1976, the stocks of
major steel firms had.”. . risen more than the general market from the
1974 low point and their percentage gains so far this year are twice as
large as those of the popular market averages. U.S. Steel, for one, traded
...at...itshighest level since 1961. .’ Steel stocks continued to rise
through the first half of the year, and U.S. Steel floated a large debenture
issue, reportedly as part of making a final decision about the new plant at
Conneaut (Janeway, 1976).

The second half of 1976 was disappointing as capital spending failed to
recover and steel imports increased. Some firms postponed investment
plans, and two, the Lykes Corporation (owners of Youngstown Sheet &
Tube) and Alan Wood Steel, experienced losses for theyéaralysts
were concerned about the slowing recovery and about imports as well.
Steel stocks fell back from the heights they reached in mid-1976 as expec-
tations about 1977 shipments were revised downward from very enthusi
astic projections to more moderate improvements over 1976. However,
industry analysts seemed more concerned about the near term than about

" Charles J. Elia, “Growth Assumptions Bolstering Steel Stocks Doubted by Analyst Fearing Long-
Term Lag,” Wall Street Journal3/12/76, p. 27). According to one analyst cited in the story, the conven
tional assumption for the long-run annual growth trend of industry tonnage remained 2.5 to 3.0 percent,
although there was a “maverick” view from David Healy of Drexel Burnham & Co. Healy suggested that
long-run demand might grow at much lower rates, “as low as zero to 1 percent annually,” for the rest of the
decade. Thisremarkably prescient view was apparently ignored by the market and by other forecasters (see
note 26).

'8 Jones & Laughlin announced the doubling of their iron ore mine’s capacity, but National Steel post
poned the finishing end of its new mill during the summer and in mid-December deferred the steelmaking
part (ron and Steel EngineglFebruary 1977; National Steel, Annual Report, 1976). Lykes postponed its
investment in new steel furnaces at Campbell, Ohio, in the spring of 1976.
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the long-term viability of the industry as a safe investmiémt year’s

end, stock prices remained at or above their values at the start of 1976,
generally maintaining appreciation above values of the early 1970s, even
though the ENA guaranteed a labor cost increase estimated at 26 percent
before the 1977 negotiations started.

As 1977 began, U.S. Steel’s willingness to begin talks with the -Envi
ronmental Protection Agency (EPA) about building the $3.2 billion plant
at Conneaut appeared to indicate its belief in strong demand and higher
prices in the industry’s future. The industry reported that it anticipated
that imports would fall off after the first quarter of 1977 but was prepared
for worse with petitions for relief pending before “the federal courts, the
White House Special Representative for Trade Negotiations and the
International Trade CommissionB(siness Weel/10/77, p. 84). In Feb
ruary of 1977, one analyst stated that " we believe economic reality
will prevail . . . that the U.S. steel industry is a lower-cost producer than
the South American or European mills and that a classic improvement in
profit margins will follow higher capacity utilizatio. . .” (Wall Street
Journal 2/18/77, p. 29). Steel stocks remained fairly stable during the
spring negotiations.

Although there were few signs that anyone expected long-term decline,
USWA President I. W. Abel announced at the union’s conference what
now seems a very long-sighted bargaining goal for the 1977 negotiations:
lifetime security. However, instead of being a response to expected
decline, the goal was consistent with the aims the union had pursued since
the early 1950s. The union understood that modernization meant produc-
tivity growth, higher wages, and fewer jobs but also had worked to gain
some protection for those affecté&d.

More recently, steel workers had experienced the recessions of 1970
and 1975 and the chronic unemployment and inflation of the mid-1970s.

¥ For example: “The situation leads even bullish steel analysts to suggest that investors may have to
look to 1978, rather than next year, to fulfill their hopes for a quantum jump in steel profitability” (Charles
Elia, “Steel Industry Profit Forecasts for ‘76, ‘77 Cut by Some, Citing Inventories, Foreign Woifasi,”
Street Journgl10/25/76, p. 31). See also, “Heard on the Stre@dll Street Journall/7/77, p. 23, and
“Developments in the Iron and Steel Industry U.S. and Canada—18@6 And Steel EnginegFebruary
1977, p. D2). Stock price data are available on request from the author.

» Business Week/24/76, p. 92. A retirement benefit for workers on more than 2 years’ layoff, or laid
off permanently by plant closings, was firstinitiated in 1956. Also with the 1956 contract, laid-off workers
with at least 2 years of service became eligible for Supplemental Unemployment Benefits (SUB), upto 1
year of payments from their company’s SUB fund to supplement unemployment insurance payments, so
long as the fund held out. As of 1969, workers moved to a lower-paid job, because of technological change,
for example, received some earnings protection through the Earnings Protection Program, againwith pay
ments contingent on available SUB funds. All these plans were improved in subsequent contracts (BLS,
1974;Current Wage Developmentgrious issues).
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Along with other organized workers, they were interested in greater secu
rity as well as in higher wage$ Although Abel did not present a detailed
plan, his goal of lifetime security was interpreted as increasing protection
for workers affected by business cycles and by technological chiitge;
also went beyond the demands of the USWA's long-time rival, the UAW.

The lifetime security goal also was seen as a move in the political
struggle taking place because of Abel’'s approaching retirement in May
of 1977. The establishment candidate was Lloyd McBride, and-chal
lenging him was Edward Sadlowski, a younger and more radical eandi
date. Abel’s lifetime security initiative focused attention on economic
rather than political concerns of union members, an area where Sad
lowski was relatively weakRusiness Weeld/13/76, p. 82; 1/24/77, p.
69). Nevertheless, Sadlowski fought hard, charging that the union-estab
lishment was too compliant with the companies and that the union
should return to the more adversarial stance of its past. He disliked the
ENA deal, saying that the right to strike should not have been bargained
away without a referendum of the membership. In the wake of the bitter
campaign, a hard line at the bargaining table was very probably a politi-
cal necessity for the victorious union establishment rather than a reac-
tion to anticipated decline.

Contract talks began on February 14, 1977, and ended on April 9, 1977.
The agreement was judged expensive, likely to raise labor costs by over
30 percent over its lifetime, but similar to those signed by other large
unions. Observers thought it a good bargain for the union, even though
only a start had been made toward lifetime security through an expansion
of the Supplemental Unemployment Benefits (SUB) Program and further
liberalization of early retirement rules. Again, the new income guarantees
were linked to business cycles and modernizatian: ! the cost . . .
depends entirely on fluctuations in the economy and the speed with which
steelmakers continue to phase out obsolete operation¥® Observers

1 philip Shabecoff, “Steel Union Seeks ‘Lifetime Security’ in Contract Parldlgiv York Times
2/15/77, p. 1. The UAW made job security the “centerpiece” of its 1976 contract, and other unions were
expected to make job and income security a major bargaining issue. The USWA pursued the goal in other
industries where it acted as a bargaining agent (copper, aluminum, and cans) as well as in steel.

22 See, for instance, John Hoerr, “How ‘Lifetime Security’ Might WorR(isiness WeeR/28/77, p. 28,
andFortune April 1977, p. 71. The USWA convention also called for the government to pursue a full-
employment economy and to pass the Humphrey-Hawkins Full Employment and Balanced Growth Act of
1976 (Adams, 1976).

% Business Weel/25/77, p. 28. See also COWPS (1977); David Ignatius, “Steelworkers Win Improve
ments to Income Security, Salary Boost of 80 Cents an Hour in Three-Year Ré&dt,Street Journal
4/11/77;Iron Age 4/18/77, p. 13; George J. McManus, “USWA, Steel Industry Peace has a High Price
Tag,” Iron Age 4/25/77, pp. 25-27; and Donald B. Thompson, “Steel: Dissatisfaction Despite Hefty
Gains,”Industry Week4/25/77, pp. 19-26.
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presumed that steel prices would rise to cover cost increases not paid for
by productivity gains.

In addition, the USWA and the firms extended ENA for the 1980 rego
tiations, guaranteeing a minimum 3 percent increase in wages and bene
fits and continuation of the COLA in the 1980 contract. The firms’
willingness to extend the ENA is puzzling in retrospect, particularly since
it had failed to halt increases in imports. The CEOs who formed the
executive committee of the industry bargaining group debated the issue
but decided to renew the agreement, against the advice of the industry’s
chief negotiator, J. Bruce Johnston of U.S. Steel, and a few others (Hoerr,
1988, pp. 119-120). One participant explained that the CEOs considered
that the strike insurance was still worth the cost of the contract commit
ment and that since most of the CEOs were steel mill engineers by train
ing rather than financial analysts, they were perhaps less sensitive to cost
issues.

In fact, according to some observers, the ENA had proved its worth,
since without it the industry would have been struck. ENA's extension
ensured 6 more years without a national strike and was good news for
steel buyers. The desire to keep ENA alive, one observer wrote, was a
powerful force in creating agreement so that arbitration (seen as the death
knell for ENA) could be avoided (Donald B. Thompson, “Steel: Dissatis-
faction Despite Hefty GainsJndustry Week4/25/77, pp. 19-26; A. H.
Raskin, “Reluctance to Follow Steel on Arbitratiomyew York Times
4/20/77, p. D1). Overall, reaction was fairly calm, including in the stock
market, possibly because steel orders seemed to indicate continuing
strong demand for stedron Age 4/18/77, p. 75).

V. Evidence of Changing Expectations

In the months following the April 1977 contract agreement, new mfor
mation became available for distinguishing cyclic from secular problems.
Although demand was increasing in the economy, imports rose sharply
rather than falling off, as the industry had anticipated; the domesticindus
try was not capturing the additional sales. U.S. production and capacity
utilization peaked in May, and for the rest of the year firms struggled in a
very competitive market.

The firms asked Washington for protection from imports, claiming that
foreign steel was being dumped in U.S. markets. Different studies were
done to assess the competitiveness of the industry and thus the validity of
its claim. The government studies found that European steel was not cost
competitive in the U.S. market but that Japanese steel was, although the
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amount of the advantage, COWPS estimated, was only about 5 percent
(Council on Wage and Price Stability, 1977; Federal Trade Commission,
1977). COWPS concluded that imports were being deeply discounted, at
a rate that foreign steel companies would be unable to sustain.

However, COWPS was not encouraging about the future, reporting
that the aggressive price competition from imports was likely to-con
tinue so long as world steel demand failed to revive. Further, the study
found that the United States had become much less competitive because
of rising labor and materials costs and that these costs showed little
signs of moderating. Efforts by the industry to reduce labor and materi
als costs by substituting capital were unlikely to be successful because
of the ballooning cost of capital construction (Council on Wage and
Price Stability, 1977).

There is evidence that some firms began reassessing or were forced to
reassess their positions during 1977. Inland Steel, one of the most profit
able steel firms, postponed the second half of its expansion plans in May.
In June, Alan Wood Steel, which had never recovered from the 1975
recession, filed for bankruptcy. In the same month, the Lykes Corporation
began an internal study of their steel operations (Youngstown Sheet &
Tube) in response to increased losggsginess Weel 0/3/77, p. 83). In
August, Bethlehem announced major cutbacks at Lackawanna and John-
stown, where there had been a severe flood in July and where they had just
been clearing ground for new furnaces. In September, Lykes concluded its
study of alternatives by announcing the closing of its Campbell works in
Youngstown, Ohio (Lynd, 1982).

The stock market reacted sharply; steel stock prices dropped during the
summer, losing nearly 30 percent in price for the year by September. But
there was certainly no unanimity even then that the industry was about to
undergo additional long-term decline. Although ratings for Bethlehem
Steel and Youngstown Sheet & Tube bonds were downgraded in 1977,
none of the other major firms were affectédn fact, some analysts and
industry executives hoped that the plant closings of 1977 had been-a pain
ful but necessary step to eliminate small or obsolete capacity and that the
industry was now more competitive, ready to take advantage of the next
steel shortag®.

* The situation was differentin 1982, when the bonds of all the major firms were downgiddedy’s
Industrial Manua) various issues; Congressional Budget Office, 1987, Table 4).

% According to one analyst, the “seeds had been sown for a chronic shortage” (Charles J. Elia, “Steel
Setbacks Will Force Cutsin U.S. Capacity That Will Lead to Rebound, Analysts Bel&fa#l Street Jour
nal, 9/8/77, p. 43). See alsBusiness WeeKL/9/78, p. 58, and Edmund Faltermayer, “How Made-
in-America Steel Can SurviveFortune 2/13/78, p. 122.
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There is some evidence that the union shared these hopes. In com
menting on how rising labor costs were pushing firms to replace labor
with capital, James Smith, an assistant to Lloyd McBride, was reported
as “hoping that increased demand for steel in future years will stabilize
employment in the industry” (David Ignatius, “Celebrated Steel-Labor
Romance Wanes as Ailing Industry Adopts a Harder Livgdll Street
Journal 10/21/77, p. 4). Although rejecting saving jobs as a good rea
son for trade protection, the FTC (1977) also was fairly sanguine about
future employment in the industry, anticipating that growing demand
was likely to maintain or increase domestic production, even if imports
increased®

However, some firms began to change their behavior. Armco Steel,
already more diversified than most, highlighted its 1977 annual report
with its message of diversification and changed its name to Armco.
National moved into the financial sector in 1979 by buying a savings and
loan. U.S. Steel announced plans for a major investment in the-petro
chemical industry in 1978 and in the early 1980s acquired Marathon Oil.
These firms began emphasizing the necessity that all segments of their
businesses, including steel, show a profit.

The two largest firms broke with tradition by changing the nature of
their leadership when David Roderick became CEO of U.S. Steel in 1979
and Donald Trautlein became CEO of Bethlehem Steel in 1980. Both men
were accountants who focused on profitability and appeared to have less
of an emotional attachment than their predecessors to the idea of making
steel. Roderick canceled plans for the plant at Conneaut, Ohio, and began
closing plants in 1979 (Hoerr, 1988). At Bethlehem, Trautlein concen-
trated first on cutting staff and reducing overhead and then began to close
plants at the end of 1982 (Strohmeyer, 1986).

The firms’ assessment of the ENA changed as well. The firms did not
renew the ENA during the 1980 contract talks, although they continued to
discuss the possibility of a modified version with the USWA after the con
tract was signed. In January of 1982, the bargaining team for the Coordi
nating Committee, J. Bruce Johnston of U.S. Steel and George Moore of
Bethlehem Steel, presented to the committee a study comparing produc
tion costs in the United States with those in Canada, Japan, and West Ger
many. After seeing these numbers, the CEOs abandoned the idea of even a

% Steel demand forecasts were lower by 1978-1980 but continued to overestimate actual demand con
siderably. See a summary of private and public projections in Office of Technology Assessment (1980),
Table 66. Thdowestforecast of steel consumption in 1985 cited there was over 30 percent greater than
actual 1985 consumption.
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modified ENA and agreed to have Johnston and Moore request an early
reopening of the contract (Hoerr, 1988).

The union did not appear to anticipate the potential scope of the-indus
try’s decline until well into the 1980s. The USWA was concerned when
plants started closing in the 1970s, but its concern did not lead it to allow
wage cuts that undercut the master contract. The union was committed to
maintaining uniform wages throughout the industry, keeping a “level
playing field” that prevented firms from bringing wages into the competi
tion among themselves even if that meant some workers lost their jobs, an
attitude that was not unusual among unionists (Hoerr, 1988; Slaughter,
1983).

When Bethlehem requested wage concessions in 1975 to save its steel
fabricating business, the employees of which were covered by the master
contract, the union refused, and Bethlehem closed the plants and-discon
tinued the business (Strohmeyer, 1986). Late in November of 1976; strug
gling Alan Wood Steel requested a 15 percent wage cut, but the union
refused?’ As late as 1980, Kaiser workers, who had voted to accept a
wage cut, retracted the offer under pressure from the union, according to
Kaiser management. The union stated that the workers’ retraction “avoids
challenges to the legality of the local’s vote” and “maintains union integ-
rity” (Bureau of Labor StatisticsCurrent Wage Development©ctober
1980, p. 2).

The union leadership’s response to Lykes’ decision to close its Young-
stown plant was moderate (Lynd, 1982). The capacity involved in this and
other shutdown decisions in the late 1970s generally was considered less
competitive because of size, location, or aged equipment. The union
called on the industry to keep facilities from becoming marginal by
investing in steelmaking sites, but if the union assumed that the firms’ dif-
ficulties were mostly elimination of honcompetitive capacity, then they
would see no need to moderate their contract demands or to allow eonces
sions at a local level that would undermine the master contéatsum,
instead of changing its strategy in response to decline, the USWA fol
lowed a long-held, consistent policy of higher wages, more security for

%" The union offered a temporary loan, which the company refused. After Alan Wood declared bank
ruptcy in June of 1977, the union again offered temporary concessions, suggesting they either expected
business to improve or were willing to let the plant close to preserve the master coBtrsictsss Week
6/27/77, p. 27; 8/15/77, p. 44).

2 \Wall Street Journal10/7/77, p. 25. See Deily (1988, 1991) for evidence that the industry was disin
vesting from and closing less competitive facilities. Youngstown workers blamed their layoffs on Lykes for
not modernizing their plant rather than on industry decline. One worker reportedly asked McBride how the
union planned to handle the unemployment that would be caused elsewhere when the new plant at Con
neaut (they continued to assume) was built (Lynd, 1982).
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displaced workers, and maintenance of uniform wages across the industry
into the 1980%?

The tremendous pressures of the early 1980s forced change on the
union. Unemployment in the industry reached 21 percent early in 1982
(Hoerr, 1988), and capacity utilization fell to 50 percent in June, below 40
percent in October, and was at 33 percent in early 1983 (Bureau of Labor
Statistics,Current Wage Developmentsarious issues). Requests for
wage relief began increasing at union headquarters, but the union had
formed no new overall wage strategy for basic steel (Hoerr, 1988).
Instead, locals began negotiating concessions with many smaller eompa
nies, and the union ceded the decision about whether to cut wages to the
district level, although companies granted concessions first had to send
their books to union headquarters.

According to Hoerr (1988), the union took this piecemeal approach
because its leadership, particularly President McBride, was still not
thinking in terms of a future in which many plants would be perma
nently closed, despite the recommendations of some of his3%taf.
late as February of 1983, McBride was referring to the industry’s diffi-
culties as a “temporary cash flow problem” that would end with the
recession (Bureau of Labor StatisticSurrent Wage Developments
February 1983, p. 1). Nor did the membership seem to understand the
situation; though willing to make some concessions “in order to keep
jobs,” they were resistant to any deep cuts, seeming to think them
unnecessary (Hoerr, 1988).

The union’s behavior eventually changed, as it searched for a new
course in a declining industry. It responded first by trying to help the firms
in the most trouble, abandoning its basic tenet of “taking the wages out of
the competition,” and ended by finally agreeing to reopen the 1983 con-
tract early and granting temporary wage concessions in the master con
tract. It was not until December of 1983, under the new leadership of
Lynn Williams, that the union formed an explicit policy to deal with
decline, one that reiterated support for uniform wages in an attempt to
prevent districts from competing against each other.

#|n contrast to this consistency in basic steel, the union changed its strategy toward satellite operations
such as fabricators and warehouses in 1979. After acknowledging that unionized operations faced a $5 an
hour cost disadvantage relative to nonunion operations, and fearing the loss of thousands of jobs, the
union’s Wage Policy Committee urged bargainers to narrow or eliminate the diffef8asméss Week
11/26/79, p. 64).

*1n 1982, USWA economist Edmund Ayoub was recommending against piecemeal concessions, rea
soning that there was overcapacity in the industry, that some plants would have to close, and that the union
should let the weakest firms die (Hoerr, 1988).
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VI. Conclusion

The timing of steel wage increases is not consistent with a theory pre
dicting that wages rose in response to workers and firms learning that the
industry was declining; in fact, the opposite appears to have occurred. The
industry was expecting strong growth in the early 1970s when firms and
workers agreed on the contracts of 1971 and 1974 and committed them
selves to the minimum concessions for the 1977 contract guaranteed by
ENA. Wages fell in the early 1980s when it was clear to all that the indus
try was in trouble.

According to the simple endgame model, wages fall when plants begin
to close. However, plants were closing for 5 years before workers agreed
in 1982 to discuss concessions, and employees accepted only temporary
concessions in March of 1983. If workers knew that their industry was in
decline in the 1970s, then they waited a long time after significant reduc
tions in employment and capacity before moderating wage demands. If
workers continued to demand wage increases in 1977 and 1980 and
resisted significant concessions in 1982 because they thought the indus-
try’s difficulties were temporary, then the wage increases of the 1970s
were not an endgame in response to predicted detline.

Explaining the increase in wages as the result of major and persistent
forecasting errors is not very satisfactory, yet there is abundant evidence
that the firms, steel analysts, and the stock market continued to anticipate
strong demand growth through the mid-1970s. Mistaken inflation fore-
casts also played a role, particularly in the period 1977-1979, when future
inflation was universally underestimated. Demand growth continued to be
greatly overestimated throughout the decade, but expectations about how
much of that growth would be satisfied by domestic as opposed to foreign
suppliers did change in the late 1970s (Tribendis and Clark, 1979).

When expectations about the industry’s future changed, so did the
behavior of both parties. Firms abandoned the ENA, began pressing for
concessions, closed plants, accelerated their use of contracting out, and in
1986 disbanded their joint bargaining committee. The union broke with
its traditional behavior first by allowing local wage concessions, second
by even discussing an early reopening of the master contract in 1982, and
third by agreeing to some industry-wide wage concessions. The extensive
income protection programs, however, cannot be taken as a change in tra
ditional behavior. Most of the programs began before the 1970s in
response to needs other than those caused by industry decline. Even the

®" One rumor circulating during the concession negotiations in 1982 was that the firms were trying to get
concessions quickly before recovery weakened their case (Nyden, 1984).
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lifetime security programs of 1977 are more likely to have been an exten
sion of the union’s long-term drive to increase the security of their mem
bers’income and employment rather than a reaction to incipient decline.

Instead, it seems more likely that the union adopted an endgame strat
egy in the 1980s rather than the 1970s, as is suggested by Wachter and
Carter (1989) for unions in general. The union may have taken a hard line
toward wage concessions in the 1980s because it realized that even drastic
wage cuts would be unlikely to save the jobs of many of its steelworker
members? As it turned out, with the 1989 contract, most surviving work
ers had regained all wage and benefit concessions made in the 1980s
(though not real-wage losses incurred when the COLA was suspended),
retained the profit-sharing schemes developed for the 1986 contracts, and
won new increases.

The actions of the firms and the union were arguably rational, given
their beliefs at the time; they adopted the ENA when forecasts of future
demand were optimistic and profit prospects looked strong. The rising
labor costs that resulted probably hastened and increased the scope of the
industry contraction but are unlikely to be observed in other declining
industries unless those industries err as drastically in predicting demand
and have long-term commitments like the ENA. The steel industry’s
experience may well be unique.
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