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Hammering on Cuideposts

Th e  subject is quite different but the refrain 
is the same as it was in the early 1930’s: 
one side claims that 3.2 is pretty weak beer, 

while the other argues that anything in excess 
of that amount would be overly potent. The 
argument, of course, is not about Prohibition; 
rather, it concerns the wage-price guideposts. 
The antagonists are the construction-trades 
unions— which are demanding, and frequent
ly getting, increases in wage rates in excess 
of 3.2 percent— and the Council of Economic 
Advisers— which argues that wage increases 
in excess of productivity gains could produce 
an inflationary binge.

In this situation, it may be useful to exam
ine the construction industry’s employment 
and wage trends, and in particular to ascertain 
why construction unions have been obtaining 
such large wage settlements. It may also be 
useful to examine the rationale for the Coun
cil’s wage-price guideposts, and in particular 
to determine the difficulties involved in apply
ing such guidelines to this specific industry.

The controversy reached the headlines last 
year when California building trades signed 
a 3-year contract incorporating a 6-percent 
annual gain in wage rates, at a time when the 
widely publicized steel labor negotiations had 
terminated with an agreement which con
formed fairly closely to the 3.2-percent guide
line. The inflationary implications of the Cali
fornia agreement were highlighted when build
ing contractors announced that they would 
pass on all of the wage increase in the form 
of higher prices, and when construction union 
leaders elsewhere announced their determina
tion to achieve comparable pay boosts. As an 
example of what might develop, the San Fran
cisco Bay Area Rapid Transit management 
recently announced that a 20-percent infla
tionary cost factor incorporated in building 
plans for the entire 1962-71 period had al
ready been exceeded.

Despite recent slump, West accounts 
for one-sixth of U. S. construction

Western-centered industry
Construction, of course, is both a major 

national industry and an especially important 
element in the Western economy. Although 
construction employment has grown less rap
idly than other employment in District states 
in recent years, the Western industry still ac
counts for over 15 percent of the national 
construction industry as against the West’s 
1 V /i -percent share of other nonfarm employ
ment. Construction jobs in District states to
taled almost 500,000 last year— and the num
ber would have been larger had residential 
construction not declined so sharply in the 
1963-65 period.
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W estern construction w orkers earn more than other construction 
workers—and substantially more than factory employees
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Official estimates of average annual wages 
are lacking, but the available data suggest 
that gains in construction earnings have ex
ceeded the 3.2-percent guidepost— although 
not by a very wide margin— in recent years. 
In California, annual earnings jumped 6 
percent or more in almost every one of the 
years 1956-61, but annual increases were 
considerably smaller in later years— and the 
same was generally true of the rest of the Dis
trict and the rest of the nation. (These are 
annual earnings, not hourly rates.) In any case, 
Western construction wages over time have 
tended to outstrip wages in other areas and in 
other industries. For example, the average 
California construction worker earned almost 
$8,000 last year, for a 25-percent edge over 
his national counterpart, whereas in 1950 he 
earned only about 10 percent more for the 
year. The average California manufacturing 
worker has also held an edge in wages over 
his national counterpart, but the wage differ
ential in manufacturing has not widened near
ly as much as in construction.

Hourly earnings data exhibit the most strik
ing contrasts. In 1965, construction workers 
averaged $5.11 hourly in San Francisco and 
$4.58 in Los Angeles, as against $3.68 in the

nation as a whole, while manufacturing work
ers averaged $3.30 in San Francisco and 
$2.99 in Los Angeles, as against $2.61 nation
wide. As an extreme example, San Francisco 
plumbers in recent negotiations obtained 
$6.20 in hourly wages and $1.25 fringes, and 
this $7.45 total was up 54 percent over the 
package obtained in 1961.

Uncertain, dangerous, skillful
In defense of these high wage rates, con

struction leaders argue that the industry dif
fers markedly from other major industries. 
They argue specifically that construction work 
is uncertain, that it is dangerous, and that it 
requires high levels of skill.

The industry is marked by cyclically high 
unemployment, with jobless rates rising to 14 
percent in the 1958 and 1961 recession years. 
In addition, the industry is dogged by high un
employment even in good times. Although the 
jobless rate was reduced to 9 percent in 1965, 
that rate was still far above the 4-percent job- 
less rate for manufacturing in the same year.

This unemployment problem is related to 
the wide seasonal swings in construction ac
tivity. Nationwide, construction employment 
ranges from 15 percent below the annual avDigitized for FRASER 
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erage in February to 12 percent above the 
annual average in August, whereas manufac
turing maintains a relatively consistent em
ployment pace throughout the year. (Even in 
California’s mild climate, construction em
ployment swings between 9 percent below to 
6 percent above the annual average between 
the winter low and the summer construction 
peak.) Even in periods of high prosperity, 
less than half of the experienced working force 
in construction is employed full time through
out the year, whereas more than two-thirds 
of experienced factory workers work full time 
in boom years.

A short workweek is another symptom of 
the uncertainty of construction employment. 
Nationwide, the construction workweek av
eraged 37.2 hours as against 41.1 hours in 
manufacturing in 1965; in California, the con
struction workweek was only 35.4 hours as 
against 40.6 hours in manufacturing. This sit
uation may reflect the success of construction 
workers in reaching their income goal with 
fewer hours’ work. But, more likely, it reflects 
efforts to support a larger work force over 
the lean periods, and to get more of the fat 
during boom periods.

Construction workers contend that high 
earnings levels are required to compensate for 
the highly seasonal nature of their employ
ment. Nonetheless, other factors also help 
stimulate high average earnings. The indus
try is a hazardous one, with high accident 
rates. It is also a highly unionized industry, 
with 80 percent of construction workers be
longing to one or another of the building- 
trade unions. In addition, it is an industry 
requiring a high average level of skills, espe
cially among the special trade contractors 
which account for about half of total industry 
employment. These special trades— electri
cians, plumbers, masons, painters, carpenters 
— averaged $144 in weekly earnings in 1965, 
the highest earnings of any U. S. industry.

Growth creates jobs
Another factor helping to generate higher 

earnings is the disproportionately rapid 
growth of construction jobs during prosperity 
periods. According to calculations made by 
the Bureau of Labor Statistics, construction 
employment remains stable when the national 
economy grows at only a 1.4-percent rate an
nually, whereas a 3.2-percent annual growth

U. S. construction industry marked by short workweek, 
high unemployment and wide seasonal swings in activity

Annual Average = 100Hours P tre tn l

89Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1966



FEDERAL RESERVE B A N K  OF S A N  F R A N C I S C O

rate is required to maintain employment stable 
in all goods-producing industries. More im
portant, a 5 Vi-percent growth rate, such as 
was achieved in 1965, tends to generate a 
AV2 -percent annual increase in construction 
employment, or almost double the employ
ment gain in other industries. As the historical 
record shows, most boom periods have been 
correlated with large gains in business con
struction and public works activity along with 
moderate gains in residential construction.

On the basis of these calculations, BLS pro
jections show construction employment rising 
by Vi million (15 percent) in the 1965-70 
period, as against a VS million (11 percent) 
increase in the 1960-65 period. This projected 
increase is far greater than the gain expected 
in other goods-producing industries, and it 
is smaller only than the increases expected 
in services and in state-local government. If 
employment grows at the projected rate, how
ever, it should generate further upward pres
sures on wages.

Efficient or inefficient?
Substantial increases in construction em

ployment, past as well as future, raise ques
tions about the role of technological develop
ments in raising productivity and thereby 
moderating employment gains. They also 
provide its critics with grounds for criticiz
ing the construction industry for its inability 
or unwillingness to improve industry produc
tivity. The Council of Economic Advisers 
claims that productivity estimates, although 
“highly imperfect,” show construction pro
ductivity falling far below the national rate 
of productivity gain and far below the annual 
rate of increase in construction wages. The 
Council presents no estimates, but the Presi
dent’s 1964 Manpower Report claims that 
output per construction manhour has in
creased less than 2Vz percent annually 
throughout the postwar period as a whole,

and throughout the more recent period in par
ticular.

The widespread belief in the low produc
tivity of the construction industry is related to 
GNP data which show prices rising far more 
rapidly in construction than in other segments 
of the economy. For example, the construc
tion price index (implicit price deflator) in 
the GNP accounts increased almost 3 percent 
a year in the earlier years of this decade and 
then increased by over 3 percent in 1965; by 
way of contrast, durable-goods prices held 
level last year while nondurable-goods prices 
rose about 1V2 percent and the price of serv
ices rose about 2Vz percent.

More productive than believed
But these estimates are “highly imperfect,” 

and a strong case can be made for the argu
ment that construction prices have not risen 
rapidly at all and that the productivity of this 
industry has kept pace with the all-industry 
average. (This view is strongly defended by 
Douglas Dacy in the November 1965 issue of 
the Review of Economics and Statistics.) The 
official (and popular) belief in the Iaggardly 
performance of the construction industry is 
based on the Commerce Department’s com
posite cost index, whose rapid rise over the 
postwar period suggests that building activi
ty has been grossly inefficient. But this com
posite measure, being essentially an index of 
the costs of construction inputs, makes no ad
justment for productivity gains, which have 
been quite evident in many segments of the 
industry. In construction, as in some services, 
the difficulty of measuring improvements in 
the quality of the final product leads estima
tors to use input prices as an index of output 
prices—but this technique assumes that pro
ductivity remains unchanged and that final 
prices rise more rapidly than in fact they do.

Perhaps surprisingly, a productivity index 
designed by Dacy shows that output per man- 
hour has risen about as rapidly in constructionDigitized for FRASER 
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Prices rise faster in construction 
than in other sectors of economy

Ptrctn t
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Ourablo Nondurable S*r»ic*« Ci

as in the efficient manufacturing industry. And 
yet this conclusion may not be so surprising 
after all, for a number of reasons. Substantial 
increases have been achieved in capital invest
ment per construction worker; for example, 
through expanded use of heavy machinery. 
The industry’s product mix has shifted to
wards the more efficient sectors of the indus
try, heavy construction and nonresidential 
construction. Geographically, the industry has 
shifted towards the more efficient Western 
segment of the industry. (Other studies have 
shown that on-site manhour requirements are 
generally lower in the Western construction 
industry.) Greater economies of scale have 
been made possible as large corporate firms 
have played a larger role. Further productivity 
increases have been made possible through 
the lowering of the average age of the con
struction work force. Finally, on-site labor re
quirements have been reduced as a host of 
new labor-saving techniques have become 
available. Technological developments have 
included larger and more powerful equipment, 
improvements in materials handling, in
creased use of prefabricated components, and 
changes in architectural design.

Where technology helps
In the equipment field, earth-moving ma

chines move many times the amount of mate
rial formerly displaced. Automatic controls 
have become widespread, improvements have 
been made in engine transmissions, and large 
paving machines and efficient central mixing 
plants have become standard. In on-site op
erations, tower cranes have solved materials- 
handling problems for large structures, plas
tering machines and other specialized equip
ment have speeded up operations, and com
puter scheduling has become possible on 
some larger projects. In off-site operations, 
the use of production-line techniques for 
plumbing and electrical components has 
reduced labor requirements, and similar re
sults have been obtained through the concen
tration of materials handling and the reduced 
dependence on the weather made possible 
through factory operations. (One outstanding 
example of mechanized construction work is 
the automatic nailing machine, which ham
mers 500,000 nails in eight hours’ time.)

In the materials field, greater efficiency has 
been obtained through several improvements. 
Contractors have expanded their use of im
proved paints, adhesives, and plastics, and by 
specifying pre-stressed concrete they have re
duced costs by 25 percent in some applica
tions. In the design field, further cost savings 
and productivity increases have been obtained 
through design concepts utilizing new mate
rials, equipment, and construction methods. 
Plastic design, for example, by permitting en
gineers to design beyond the elastic limit of 
steel, in one development permitted 14-per- 
cent less steel usage than would have been re
quired in conventional design.

In view of all these developments, produc
tivity gains in construction may have been far 
greater than officially believed, and price in
creases for the industry’s products conse
quently may have been somewhat less thanDigitized for FRASER 
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New index shows strong gains
in construction productivity

Output Par Monhour (1950s 100)

officially measured. Nonetheless, on wage 
grounds alone, the Council of Economic Ad
visers stands by its strongly expressed criti
cism of the industry. No matter how the in
dustry’s productivity is measured, its past as 
well as its recently posted increases in wage 
rates have tended to outstrip productivity in
creases in the national economy in general and 
in the construction industry in particular. In 
the Council’s words, “Construction is clearly 
an industry that raises serious problems for 
wage-price stability.”

The Council: Why 3.2?
In its 1966 report, the Council argued that 

guideposts are needed because of the infla
tionary bias in certain price-making and wage- 
making institutions. In those sectors where 
prices have crept up without any obvious ex
cess of demand, an important part of the ex
planation has been the ability and willingness 
of unions and management to raise wages and 
prices in ways not consistent with the basic 
supply and demand forces in the market. 
Thus, ever since 1962, the Council has at
tempted to provide private decisionmakers 
with specific standards for judging whether 
their price and wage decisions take account 
of the public interest.

“The general guidepost for wages is that 
the annual rate of increase of employee com
pensation (wages and fringe benefits) per 
manhour worked should equal the national 
trend rate of increase in output per manhour.” 
The now-famous 3.2-figure was originally 
cited as the average annual percentage gain 
in output per manhour achieved during a re
cent five-year period incorporating the ups 
and downs of a complete business cycle. Re
cent revisions show that the average produc
tivity gain for the period chosen was actually 
closer to 3.4 percent, and that the average pro
ductivity gain for the most recent five-year 
period (1961-65) rose to 3.6 percent because 
it no longer included the low figure for the 
1960 recession year. But the 3.2-percent fig
ure nontheless has been retained as a guide- 
post. In the Council’s words, “The actual 
productivity gain that can be expected over 
the next few years is not likely to be above 
the trend value.” But in particular, “with the 
economy approaching full employment and 
the crucial test of our ability to reconcile our 
employment and our cost-price goals at hand, 
it would be inappropriate to raise the guide- 
post.”

The Council of course agrees that greater- 
than-guidepost wage increases may sometimes 
be desirable. Special circumstances may exist 
where wage rates are inadequate for an indus
try to attract the share of the labor force 
needed to meet demands for that industry’s 
products, where wages are near the bottom of 
the economy’s wage scales, or where chang
ing work rules create large productivity gains 
and require wage adjustments to compensate 
for employee displacement. The Council, 
however, argues that at least the first two of 
these exceptions rarely apply to construction 
and other large industries— that is, to those 
industries in which unions possess large mar
ket power and in which job opportunities are 
quite attractive at high wages— and that the 
construction industry thus does not qualifyDigitized for FRASER 
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as a proper exception to the guideposts.
The Council also argues, in relation to con

struction’s greater-than-guidepost wage in
creases, that the industry’s wage structure has 
benefited not only from temporary prosperity 
demands but also from more permanent struc
tural restrictions. The Council contends that 
the construction industry frequently has re
stricted workers’ entry into the industry 
through rigid apprenticeship rules— and thus 
it supports unrestricted entry and increased 
vocational-training programs for skilled 
crafts. The Council also contends that the in
dustry has reduced mobility through the 
spread of locally instituted welfare and pen
sion plans whose benefits are not portable—  
and so it also supports broader vesting and 
the inter-area portability of benefits.

The industry: Why 3.2?
Other observers argue, however, that the 

basic nature of the construction industry has 
generated the long-continued chain of greater- 
than-guidepost increases in wage rates. Col
lective bargaining in construction, unlike the 
pattern in the industrial unions, is highly de
centralized. The 18 national building-trade 
unions do not bargain, either separately or 
collectively, with national associations of con
tractors; instead, local leaders of each of the 
18 national unions bargain separately with 
different local contractors and building

groups. In other words, the local union leader 
is the key figure in bargaining negotiations, 
and he in turn is susceptible to rank-and-file 
pressure regarding wages and working con
ditions.

Industry observers claim that the determi
nation of the local unions to obtain high wage 
increases, and the willingness (however re
luctant) of local building groups to grant such 
increases, reflect both the basic nature of the 
industry and the local union’s role in job pro
tection. In view of the seasonal nature of the 
industry and the craft organization of the un
ions (and the narrow margin within which 
builders work) the delay caused by the strike 
of a single local may be more costly than an 
agreement to substantial wage increases. 
Moreover, the uncertainty of the work leads 
craftsmen generally to demand minimum lost 
time between jobs and a maximum wage rate 
for each job. In this situation, craft unions 
generally respond by restricting entry into the 
union (and thereby restricting competition for 
jobs) and by pushing wage demands for above 
guidepost-indicated rates.

Rejection and leverage
Whatever the causes of the discrepancy be

tween the Council’s guideposts and the sub
stantial wage increases negotiated recently by 
construction unions, a basic confrontation has 
occurred between the craft union leaders and 
the Administration’s economists. In a recent 
attempt to ease this confrontation, Harvard 
Professor John Dunlop suggested to the presi
dents of the 18 national construction unions 
that they adopt a procedure for overseeing 
local union negotiations. Under the Dunlop 
plan, local disputes would be referred to a 
board composed of national labor and man
agem ent leaders, and this Jo in t Disputes 
B oard would create  a labor-m anagem ent 
panel to mediate and possibly recommend 
contract terms where agreements could not 
be achieved on the local level. But the craftDigitized for FRASER 
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the difficulties involved in overseeing con
tract negotiations, considering the industry’s 
geographic fractionalization. Although only
300,000 construction workers are covered by 
contracts to be negotiated this year, there are 
100 such contracts scattered over 30 states. 
The largest negotiations this spring, for ex
ample, will cover 11,000 construction work
ers in New Orleans, 17,000 Southern Califor
nia plumbers, and 35,000 New York car
penters.

At this stage, the confrontation continues. 
One side argues that the guideposts represent 
a solid foundation for a strong anti-inflation 
policy, but the other side replies that the 
guideposts are only a jerry-built structure 
which should have been demolished long ago. 
The dispute between the contending view
points may eventually be papered over, but 
for the present the hammering continues.

William Burke

Twelfth District Business

Year
and
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Loans
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securities
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Total
time

deposits
Lumber

Refined
Petroleum Steel

1859 15,908 6,514 12,799 12,502 109 5.36 104 109 101 92
1960 16,612 6,755 12,498 13,113 117 5.62 106 98 104 102
1961 17,839 7,997 13,527 15,207 125 5.46 108 95 108 111
1962 20,344 7,299 13,783 17,248 141 5.50 113 98 111 100
1963 22,915 6,622 14,125 19,057 157 5.48 117 103 112 115
1964 25,561 6,492 14,450 21,300 169 5.48 120 109 115 130
1965 28,115 5,842 14,663 24,012 182 5.52 124 111 120 138

1965: Feb. 26,120 6,659 14,453 21,878 176 123 109 117 144
March 26,539 6,538 14,714 21,996 181 5.44 123 119 119 151
April 26,525 6,212 14,405 22,184 180 123 101 120 149
May 26,755 6,183 14,365 22,211 182 124 103 122 147
June 27,059 6,010 14,832 22,492 168 5.47 124 104 120 147
July 27,327 5,813 14,532 22,718 186 124 112 125 143
Aug. 27,283 5,881 14,521 22,805 180 125 108 122 139
Sept. 27,409 5,894 14,730 23,084 187 5.53 125 113 121 134
Oct. 27,595 6,203 14,705 23,261 188 126 117 122 126
Nov. 27,796 6,103 14,653 23,596 184 127 112 123 125
Dec. 28,115 5,842 14,663 24,012 187 5.62 128 120 115 121

1966: Jan. 28,497 5,840 14,761 23,869 195 129 122 128
Feb. 28,748 5,737 14,790 23,904 206 130 135

union presidents unanimously rejected the 
Dunlop plan as being unworkable, especially 
since it involved “rigid wage restrictions” 
which would be both inequitable and irrele
vant to the industry’s seasonal nature and 
locally determined contract procedures.

In view of the national unions’ rejection of 
the Dunlop plan, some observers predicted 
that the Administration would counterattack 
by withdrawing funds from construction proj
ects in states where negotiated wage increases 
exceeded the guideposts. The Administra
tion’s leverage would be based on the $9 bil
lion budgeted for highways and other public 
works spending in fiscal 1967, and further 
leverage would be obtained from its financing, 
through Federal procurement contracts, of 
private construction work on many industrial 
facilities.

The Administration of course recognizes
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