
Chapter 2. Labor Discipline in the Procrustean BedPRIVATE 


Jobs! Jobs! Jobs!
The most compelling defense of the inverted priorities of Procrusteanism concerns jobs: any policy that dares to give people's pressing needs priority over the rigid imperative of the market will surely result in a loss of jobs.  In fact, the promise of job creation drives almost all economic policies.  Business demands tax breaks, relief from environmental protection, tax cuts for the rich, and a host of other special treatments, all in the name of creating jobs, even when the evidence for the job creation is weak or nonexistent.


Any legislation intended to improve working conditions or to protect the environment comes under attack as a "job killer."  The use of clever terms, such as job killer, effectively cuts off discussion with those who might be foolish enough to advocate such policies.  More accurately, regulations to prevent workplace fatalities, such as discussed in Chapter 3, would be described in terms of killer jobs rather than job killers.  Such alternative phrasing could never gain traction in the present political climate because those who dare to question the wisdom of the Procrustean economy never manage to get a hearing.


For all their talk about job creation, the largest corporations, which win a disproportionate share of the benefits by playing the job card, actually create few jobs.  According to a report published in the year 2000 ‑‑ toward the end of a period of unusually vigorous job growth ‑‑ the top 200 corporations worldwide employed a mere 0.78 percent of the world's workforce, even though the sales of these huge megaliths accounted for an equivalent of 27.5 percent of world economic activity (Anderson and Cavanagh 2000).


That business is not particularly good at creating jobs ‑‑ especially good jobs ‑‑ should come as no surprise.  Wall Street does not reward corporations for creating jobs, but for eliminating them.  After all, profits, rather than jobs, are the highest priority for business leaders.


While job creation is purported to be the highest priority, the quality of jobs typically goes unnoticed in policy circles.  During the 1970s, well‑paying blue‑collar jobs began to disappear.  Then, more desirable employments suffered the same fate.


Although employment in the United States has increased during the last three decades, according to government statistics, hourly wages corrected for inflation peaked in 1972 at $8.99 measured in 1982 dollars.  By 2007, hourly wages had fallen to $8.32 (President of the United States 2008, Table B‑47, p. 282).  In the history of the United States, 35 years without an increase in wages is unprecedented.


Many of the jobs in these giant corporations do not even provide what economists define to be a living wage or even health care.  In fact, the CEO of Wal‑Mart, the world's largest private employer, confessed that even a full‑time worker might not be able to support a family on a Wal‑Mart paycheck (Sklar and Sherry 2005; citing Goldman and Cleeland 2003).  Because of Wal‑Mart's skimping on wages, millions of its employees must rely on some sort of government assistance.  In fact, in July 2003, California Assemblywoman Sandy Lieber released copies of employee handouts from Wal‑Mart explaining how to use an employment verification service when applying for Medicaid, food stamps, and other public services.  According to the Democratic Staff of the Committee on Education and the Workforce, one 200‑person Wal‑Mart store may result in a cost to federal taxpayers of $420,750 per year ‑‑ about $2,103 per employee over and above the costs imposed on state and local governments (Miller 2004).


Here again, those in power reject out of hand any effort to correct this deficiency, except perhaps, to eliminate all public assistance.  After all, even the slightest interference with market forces threatens to create worse outcomes.


In addition, jobs have become increasingly insecure.  A few decades ago, many people followed careers when they entered the labor force.  In other words, young people could feel reasonably certain that as long as they performed their job well, they could continue with the same employer and probably also advance to better positions.


Perhaps the most dramatic change in recent years is the degree to which business openly regards workers as disposable.  Downsizing, outsourcing, and plant closings have become almost routine events.  The Wall Street Journal casually noted that "many management theorists" maintain that "the whole concept of a job ‑‑ steady work at steady pay from the same employer ‑‑ must be discarded" (Zachary 1995; see also Bridges 1994a and 1994b).  For example, just after AT&T announced the layoff of 40,000 workers, James Meadows, the vice president for human resources, who was responsible for administering the job cuts, explained the corporate thinking about job mobility:



In AT&T, we have to promote the whole concept of the workforce being contingent, though most of our contingent workers are inside our walls.  'Jobs' are being replaced by 'projects' and 'fields of work' are giving rise to a society that is increasingly 'jobless but not workless'.



 People need to look at themselves as self‑employed, as vendors who come to this company to sell their skills.  [Andrews 1996]

Meadows' honesty suggests the shallowness of business's professed interest in job creation.  Well, the masters of Procrusteanism never apologize for the way the system treats ordinary people.  Any hardships come from people's personal shortcomings or because of interference with the market.  For example, when the Reagan revolution of the 1980s fell far short of its grand economic promises, spokesmen for the Reagan policies argued that if the country had only returned to the nineteenth century gold standard, all would be well.  Even if the country had followed that course, the Procrusteans would have found still another step necessary before working people could finally enjoy the fruits of market discipline.


Work! Work! Work!
While jobs are at the forefront of economic policy dialogues, consideration of work goes largely unnoticed.  After all, work raises troubling questions.  With all of modern technology, why, then, do people still have to work so hard?  True, for the most part, the physical demands of the majority of modern workers are light compared with the lot of the poor souls who labored in what William Blake, a British poet of the period of the Industrial Revolution, called "dark Satanic mills."


But in still earlier times, before markets became dominant, people worked relatively few hours in the course of the year.  Yes, during harvest times work was long and hard, but during much of the year free time was abundant.  Joan Thirsk estimated that in sixteenth and early seventeenth century England, about one‑third of the working days, including Sundays, were spent in leisure (cited in K. Thomas 1964, p. 63; see also Wilensky 1961).  Innumerable religious holidays punctuated the tempo of work throughout Europe (see Perelman 2000a, chapter 1).  Karl Kautsky (1899, p. 107) offered a more extravagant estimate of 204 annual holidays in medieval Lower Bavaria.  In short, modern technology has not made much of a contribution in relieving people of the burdens of work.


Modern technology has certainly made possible many comforts and conveniences, as well as eliminating many awful jobs.  For example, relatively few people work in dangerous, subterranean coal mines today in the United States.  Even so, other seemingly modern jobs often put workers at risk for more subtle, but equally lethal conditions, such as in the supposedly clean rooms for semiconductor production, where workers lack adequate protection from the toxic chemicals that surround them while they wear bunny suits to protect the silicon from the workers' bodily impurities.


My concern here is with the striking contrast between the imperatives of work and jobs.  Despite the emphasis on job creation, many people work long hours while millions of people are looking for jobs.  Shouldn't a successful economy emphasize the development of technology that would make work easier, rather than creating technology intended to make a smaller number of people work more intensively?  Why wouldn't a successful economy apply modern technology to make work less stressful?  Such questions are rarely raised in polite society.


As I will explain later, modern economics frames the world in a way that precludes questions about the nature of work by adding its own Procrustean twist.  Economics devalues work by reducing people to consumers who maximize their "utility" ‑‑ economists' strange term for pleasure ‑‑ using their budgets (however limited) to select bundles of goods suitable to their personal tastes.  Within this framework, work represents nothing more than the loss of utility that people experience because they have to sacrifice leisure to be on the job.  In effect, the clock becomes the sole indicator of working conditions.


When Workplace Procrusteanism Subsides
Ironically, despite the constant drumbeat of business advocates calling for tax cuts and subsidies to aid corporations in their holy quest to create jobs, employers actually need a large pool of unemployed workers.  When unemployment is low, the fear of getting fired subsides and workers' bargaining power increases.  In this respect, unemployment increases employers' bargaining power.


Because most people do not enjoy taking orders and have a natural tendency to assert some independence, workers can become downright rebellious when they feel confident that comparable jobs are readily available, especially when workplace authorities do not treat them with respect.


In the late 1960s, when unemployment was unusually low, Procrustean authority was far less effective.  For example, in 1968, Bill Watson spent a year working in a Detroit automobile factory.  He offered several dramatic examples of the lengths to which workers went to challenge management (Watson 1971).  Workers revolted against the production of a poorly designed six‑cylinder model car.  After management rejected workers' suggestions for improvements in the production and design, the workers initiated a "counter‑plan," beginning with acts of deliberately misassembling or omitting parts on a larger than normal scale.  Later, workers in inspection made alliances with workers in several assembly areas to ensure a high rate of defective motors.  Eventually, even more complicated measures were taken.


In the process, workers and foremen argued over particular motors.  Tension escalated.  Instead of just building defective motors, workers went ahead and installed many of them in cars, thereby requiring that management would have to go to the trouble and expense of removing them later.  The conflict only ended during a layoff after which management suddenly moved the entire six‑cylinder assembly and inspection operation to another end of the plant, presumably at great cost (Watson 1971, pp. 76‑77).


In a second instance, the company, intending to save money by shutting down its foundry early, attempted to build the engines using parts that had already been rejected during the year.  Workers in the motor‑test area lodged the first protest, but management hounded inspectors to accept defective motors.  After the motor‑test men communicated their grievances to other workers, they began to collaborate in intentional sabotage.  Inspectors agreed to reject three of every four motors.  Stacks of motors piled up at an accelerating pace until the entire plant shut down, losing more than 10 hours of production time to deal with the problem.  When management summoned inspectors to the head supervisor's office, the inspectors slyly protested that they were only acting in the interest of management.


Watson's third example is the most telling of all.  During a model changeover period, management had scheduled an inventory buildup, which was to require six weeks.  Management intended to keep 50 people at work on the job.  These workers would have earned 90 percent of their pay if they had been laid off.  Workers reacted to the opportunity, attempting to finish the inventory in three or four days instead of the six weeks.  They trained each other in particular skills, circumventing the established ranking and job classification system to slice through the required time.


Management responded harshly, forcing workers to halt, claiming that they had violated the legitimate channels of authority, training, and communication.  If workers had been given the opportunity to organize their own work, Watson claims that they could have completed the task in one‑tenth the required time.  Management, however, was determined to stop workers from organizing their own work, even when it would have been finished quicker and management would have saved money because of the speed up (Watson 1971, p. 80).  So much for the idea that market forces lead to efficient choices!


Watson also described how workers engaged in hose fights at the workplace and even organized contests to explode rods from engines.  These incidents illustrate the enormous costs associated with a conflictive system of labor relations.  One might argue that the particular managers that Watson described were unusually short‑sighted, but I suspect that something else was at stake.  To admit that workers have something to contribute ‑‑ besides blindly carrying out the demands of management ‑‑ undermines, at least in part, the ultimate rationale for management's domination.  As a result, managers often instinctually resist all encroachments on their authority.


Watson's story communicates a sense of the intense joy and exhilaration that workers felt from having the opportunity to organize their own activity.  He applauded the industrial sabotage as "the forcing of more free time into existence" (Watson 1971, p. 80).  He explained:



The seizing of quantities of time for getting together with friends and the amusement of activities ranging from card games to reading or walking around the plant to see what other areas are doing is an important achievement for the laborers.  Not only does it demonstrate the feeling that much of the time should be organized by the workers themselves, but it also demonstrates an existing animosity ....



 While this organization is a reaction to the need for common action in getting the work done, relationships like these also function to carry out sabotage, to make collections, or even to organize games and contests which serve to turn the working day into an enjoyable event.  [Watson 1971, pp. 80‑81]

One could argue that the management that Watson faced just happened to be irrational; that his experience in no way should serve as evidence that something is amiss in the market economy.  This book takes a different position ‑‑ that the hierarchical nature of markets lends itself to the mindset that Watson's management displayed.


Indeed, Watson's experience may not have been particularly unique.  In the 1980s, the United States automobile industry as a whole had to dedicate an estimated 20 percent of its plant area and 25 percent of its workers' hours to fixing mistakes (Womack, Jones, and Roos, p. 57).  The industry had two options available.  It could intensify its supervision over workers or it could actively engage them by giving workers more control over their jobs.  The first option is not only expensive; it further alienates the workers, perhaps encouraging other forms of sabotage.


One could also argue that the behavior that Watson described was evidence of the need for a firm hand to control rebellious workers.  That rebellion, however, may be less a product of some deficiency in the behavior of these workers than a natural response to the conflict inherent in relationship between labor and capital.


Just imagine how much the company lost because management stubbornly refused to take advantage of the workers' on‑the‑spot knowledge of the business.  But to do so, however, would have weakened the dysfunctional Procrustean hierarchy that allows managers the privilege of seeing themselves as superior to their underlings.


Perhaps the most interesting insight from Watson's experience is the degree to which the workers were able to organize themselves.  Had their objective been to earn profits, their efforts would have qualified as being entrepreneurial ‑‑ and far more so than is usually expected from the mostly uneducated workers that made up the work force at the plant.


Creating Unemployment
Although business leaders would never admit to such crass motives, they know that maintaining a substantial level of unemployment gives them a strategic advantage.  Business leaders understand that workers, such as Watson and his colleagues, openly challenged management because they had no fear of getting fired.  Losing a job posed few risks since many equally attractive jobs were available.  Where jobs are harder to find, workers are less likely to behave in ways that displeased management, including demanding higher wages.


The responsibility for creating the "appropriate" level of unemployment falls to the Federal Reserve.  A board of seven governors, appointed by the president and approved by the Senate, theoretically runs the system, but the Fed is actually quite Byzantine.


The chief policymaking arm of the Federal Reserve, known as the Federal Open Market Committee, consists of a rotating pool of seven of the governors and four of the regional bank presidents plus the president of the New York Branch.  This committee makes the key decision regarding monetary policy ‑‑ whether to make money scarce or abundant.  Bankers get to select the presidents of the twelve regional banks.  These regional presidents, representing the interests of the banking sector, thus wield enormous power.


"Constitutionally, the Federal Reserve is a pretty queer duck" was the verdict of the populist Texas Congressman Wright Patman.  Martin Mayer, author of The Bankers and other excellent books on finance, went further, observing that "the Federal Reserve would be a queer duck even without any Constitution, for a more awkward and complicated mixture of private and public, executive and legislative, national and regional could not possibly be imagined" (Mayer 1976, pp. 410‑11).


No matter how ungainly its structure may be, the Federal Reserve has a powerful effect on the economy.  By restricting the supply of money, credit becomes tight.  Higher interest rates prevent business from investing as much.  Also, people must pay more when borrowing to purchase cars or houses.  Shrinking consumer purchases, together with the higher cost of borrowing, discourages business from investing even further.  As a result, the economy slows down, replenishing the pool of unemployed workers.


In addition, high interest rates hurt ordinary consumers who have made purchases on credit.  In general, the rich are net lenders; the poor, borrowers.  Even during the 1990s, a time when interest rates were quite low, over one‑seventh of wage earners' salaries went for interest (see Stiglitz 2004, p. 81).


Of course, business does not want the economy to slow down too much.  After all, economic growth is necessary for a sustained expansion of profits.  So when the committee deems it appropriate, it expands the money supply to increase the pace of economic growth, once again ‑‑ at least until the economy begins to run short of unemployment.


Ideally, the Federal Reserve would like to maintain a Goldilocks economy, in which economic growth is just right ‑‑ strong enough to increase profits, but slow enough to keep workers in check.  When business is pleased with economic performance, the press portrays the Chairman of the Federal Reserve Board as a hero.  For example, Bob Woodward, a journalist who has written a series of volumes about powerful people, titled his book on Alan Greenspan Maestro, as if the economy were his symphony orchestra (Woodward 2000).


Such lavish praise is not unprecedented.  For example, Milton Friedman, probably the most influential conservative economist of the twentieth century, along with his co‑author, Anna Schwartz famously blamed the Great Depression on the Federal Reserve, yet the public credited the Fed for the prosperous years of the 1920s, at least until the roof fell in.  As Friedman and Schwartz observed:



As the decade wore on, the [Federal Reserve] System took ‑‑ and perhaps even more was given ‑‑ credit for the generally stable conditions that prevailed, and high hopes were placed in the potency of monetary policy as then administered.  [Friedman and Schwartz 1963, p. 240]

Then, of course, the Great Depression hit.  The severity of the depression was surprising, but the downturn should have been expected.  Interludes of uninterrupted growth are never permanent because the economy often fails to accommodate the desires of policymakers.  Instead, the economy tends to move by unpredictable fits and starts.


The task of the Federal Reserve is further complicated because its regulation of the money supply takes a while to work its way through the economy, especially when the Fed is trying to stimulate the economy.  Just think about the way changing the mix of hot and cold water in a shower affects the temperature only after a delay.  Until then, the existing mix of hot and cold water is still working its way through the pipes.  In the case of the economy, the typical delay for stimulation is about six months.


These long lags between cause and effect mean that the Federal Reserve often makes mistakes, even though the Fed employed an estimated 495 full‑time staff economists as of 2002 (White 2005).  As a result, the Fed often causes the economy to speed up when, in retrospect, slowing down would be appropriate.


For example, shortly after the bursting of the dot.com bubble in 2000, Chairman of the Federal Reserve Board, Alan Greenspan defended his performance in managing the economy by contending that, even with his army of economists, recognizing the dangers of financial speculation is impossible to identify in advance (Greenspan 2002, pp. 4‑5).  About the time, the chairman was fuelling a real estate bubble that was about to crash only a few years later.  Soon thereafter Greenspan launched a similar defense (Greenspan 2007, p. 202).


One thing is fairly certain:  when business fears that the economy is beginning to grow fast enough that workers might feel confident in demanding better wages or working conditions, the Federal Reserve is sure to step in and tighten the money supply.


Just as business's power over labor increases by withholding jobs, theoretically labor could increase its power by withholding work.  The problem is that labor must have some means of doing so collectively.  Individuals are relatively powerless unless they have some particular talent that is difficult to replace.  From the post‑World War II period until the late 1970s, strikes had been a moderately effective means of improving labor's bargaining power.  Since then, the legal, administrative, and economic climate for unions has deteriorated significantly, making strikes a far less potent weapon in resisting business.  The most powerful method for withholding labor is a general strike in which workers throughout the economy cease to work, threatening to destabilize the entire system.  General strikes, of course, are rare because they are difficult to organize, illegal, and typically met with severe repression.


Restrictive monetary policy bears some similarity to a general strike, in the sense that it operates throughout the economy.  Restrictive monetary policy, of course, does not threaten to bring the entire economy to a halt, but only to apply a stranglehold that will subdue labor.  In addition, restrictive monetary policy differs from a general strike in the sense that it is not only perfectly legal, but sanctioned by the government.


Finally, restrictive monetary policy is extremely abstract.  This abstraction is one of the beauties of the monetary weapon.  Nobody in particular seems to be responsible.  When the economy slows down, the boss can tell the workers, "Sorry, guys but there's nothing I can do.  I would love to be able to comply with your demands, but business is not good."


Insofar as discipline is concerned, the system works like a charm ‑‑ at least for business interests.  The game becomes even more effective because the Federal Reserve projects an image as standing above the political fray.  The Fed speaks in terms of its mandated responsibility to maintain long‑run growth, minimize inflation, and promote price stability ‑‑ all of which sounds reasonable.


Workers are likely to resent people who directly discipline them ‑‑ a supervisor or even the boss of the whole operation.  Few workers, however, will ever think to vent their anger at the faceless president of a branch of the Federal Reserve Bank or one of the equally unknown Board of Governors.  How could the economy seem Procrustean when Procrustes is nowhere to be found?  No wonder that conservatives typically regard the Federal Reserve's courageous fight against inflation to be one of the nation's highest economic priorities.


Sado‑Monetarism
According to the rhetoric of the Federal Reserve, the agency attempts to strike an appropriate balance between maintaining employment and price stability.  But in reality, this balance is anything but balanced.  The Federal Reserve uses price stability as a code word for holding wages in check.  Paul Volcker, former Chairman of the Federal Reserve Board, was quite clear about this relationship:  "... in an economy like ours, with wages and salaries accounting for two‑thirds of all costs, sustaining progress [in reducing inflation] will need to be reflected in the moderation of growth of nominal wages" (Volcker 1981, p. 614; and 1982, p. 89).  But while tight monetary policy hits workers hard, it does little to hold down the multimillion dollar salaries of executives.  Nor is it meant to do so.


When Richard Nixon was running for president in 1968, he insisted that inflation was the country's number one problem.  After his election, he enlisted his Council of Economic Advisors to identify those adversely impacted by inflation.  According to the council's chairman, Herbert Stein, "If anyone was being severely hurt, the available statistics were too crude to reveal it" (Stein 1984, p. 149; also cited in May and Grant 1991, p. 373).


Indeed, a number of studies indicate that inflation does no harm to the middle or lower classes as a whole, although it does have a detrimental effect on the rich, who see inflation eroding the value of their financial assets (see May and Grant 1991).


Edwin Dickens, an economist from St. Peter's College, has written a series of significant articles analyzing the minutes of the meetings of the Open Market Committee of the Federal Reserve Board, dating back as far as the 1950s.  Dickens's research shows rather convincingly that the Federal Reserve's strongly partisan behavior is designed to tilt the economy in the direction of the wealthy by making workers more compliant.  He reports numerous occasions when participants voted to tighten the money supply just as major union contracts were about to expire.  The minutes indicate that the specific intent was to force employers to be less generous with their wage offers during contract negotiations (Dickens 1995; and 1997).


A recent study formalized Dickens's work by attempting to distinguish whether the policy actions of the Federal Reserve were a response to inflation or to low unemployment.  The study concluded that "a baseless fear of full employment" rather than the prevention of inflation was the guiding principal of the Federal Reserve (Galbraith and Giovannoni 2007).  The conclusion of this study should come as little surprise to people familiar with the Federal Reserve's obsession with the danger of high wages.


This fight against wages can be intense.  In the late 1970s the head of the Federal Reserve, Paul Volcker:



... carried in his pocket a little card on which he kept track of the latest wage settlements by major labor unions.  From time to time, he called various people around the country and took soundings on the status of current contract negotiations.  What is the UAW asking for?  What does organized labor think?  Volcker wanted wages to fall, the faster the better.  In crude terms, the Fed was determined to break labor.  [Greider 1987, p. 429]

Volcker tightened the money supply so extremely that the United States experienced the worst economic downturn since the Great Depression.  Volcker only let up when Mexico, which owed a great deal of money to U.S. banks, seemed to be on the brink of bankruptcy.  Later, the director of the Department of Research at the International Monetary Fund praised the good work of Chairman Paul Volcker in vanquishing "the demon of inflation" (Mussa 1994, p. 81):



The Federal Reserve had to show that when faced with the painful choice between maintaining a tight monetary policy to fight inflation and easing monetary policy to combat recession, it would choose to fight inflation.  In other words to establish its credibility, the Federal Reserve had to demonstrate its willingness to spill blood, lots of blood, other people's blood.  [Mussa 1994, p. 112]

Mussa's militaristic analogy lets the cat out of the bag.  The effort to tame inflation is, in reality, mostly a class war.  What have workers done to make the state treat them as enemies?  Strangling the economy disproportionately affects the poor, especially poor minorities and poor women.  Are these people culpable of some dastardly deed for wanting more than a pittance?


Just compare the bloodlust of those leading the attack on labor with the lax disciplinary mechanisms for the corporate elite.  Based on an extensive survey of major corporations, Michael Jensen, a professor emeritus at Harvard's Graduate School of Business, found that in 94 percent of all contracts for chief executives the companies cannot fire the executive for unsatisfactory work without a big severance package.  In 44 percent of the contracts, this protection even included those convicted of fraud or embezzlement (Uchitelle 2007).


This sort of unequal treatment should be a national scandal.  As Warren Buffett, the most successful investor in the United States, told his shareholders:



Getting fired can produce a particularly bountiful payday for a CEO.  Indeed, he can "earn" more in that single day, while cleaning out his desk, than an American worker earns in a lifetime of cleaning toilets.  Forget the old maxim about nothing succeeding like success:  Today, in the executive suite, the all‑too‑prevalent rule is that nothing succeeds like failure.  [Buffett 2005]

Stanley O'Neal proved Buffett to be correct.  In 2007, after announcing an initial estimate that his firm had lost almost $8 billion that quarter, Merrill Lynch let him go with $161.5 million in stock, options, and other retirement benefits.  One compensation expert sighed, "I wish my performance was so bad that I could get $160 million to leave" (Hamilton and Kristof 2007).


Of course, sado‑monetarism is not so much a matter of discipline, but of class discipline.  Earlier, in the 1960s, Harry Johnson, a conservative professor from the University of Chicago, writing in a journal dominated by the renowned conservative perspective of his school, offered a shockingly honest evaluation of the class bias of monetary policy:



From one important point of view, indeed, the avoidance of inflation and the maintenance of full employment can be most usefully regarded as conflicting class interests of the bourgeoisie and the proletariat, respectively, the conflict being resolvable only by the test of relative political power in the society and its resolution involving no reference to an overriding concept of the social welfare.  [Johnson 1968, p. 986]

Not surprisingly, political power rests with the powerful.  The Federal Reserve is no exception.  Its role is to protect capital against the interests of labor.  In order to maintain labor discipline, the Federal Reserve Board is entrusted with the task of maintaining a level of unemployment high enough to keep workers fearful of losing their jobs ‑‑ that fear is the subject of the next section.


The Dread of Unemployment
The level of unemployment may give a rough indication of the difficulty of getting a new job.  But what about the probability of getting an equally desirable job?  Recent economic changes have made such prospects increasingly unfavorable.


In the job market today, losing a good‑paying job generally means downward mobility ‑‑ having to settle for less desirable employment.  Downward mobility not only means humiliation for the worker, but for the entire family.  The Procrustean ideology stresses that workers should ignore the hardships of work and instead define their lives through consumption.


Losing access to what one considers a normal level of consumption can be a wrenching experience for the entire family.  Social pressures suggest that workers should also create their identity around consumption.  Children and spouses suffer embarrassment when they are unable to afford the kind of consumption befitting their earlier station in life.


Status in a market society is often bound up with employment.  "Hello.  Glad to meet you.  What do you do?"  Not surprisingly, unemployment takes a heavy toll on people's psyche.  In fact, being unemployed is more stressful than divorce or marital separation (Clark and Oswald 1994, p. 658).  People can get over the pain of divorce or separation, but the psychological toll of unemployment lingers.


Psychologists have found that people who have lost a limb are naturally unhappy about their condition, but after a while they return to their previous level of happiness.  Richard Layard, a highly‑respected British economist who recently turned to the subject of happiness, observed:



So unemployment is a very special problem.  Moreover, it hurts as much after one or two years of unemployment as it does at the beginning.  In that sense you do not habituate to it (though it hurts less if other people are out of work too).  And even when you are back at work, you still feel its effects as a psychological scar.  [Layard 2005, p. 67]

Psychologists also know that dread ‑‑ anticipatory fear of a likely experience ‑‑ can be even worse than the event itself.  So long as workers feel the dread of unemployment, the extent of unemployment necessary to make workers compliant will be less.


This psychological knowledge played an important role in setting economic policy during the late 1990s.  At the time, the economy was growing.  Unemployment was creeping downward.  Wages were increasing, but only modestly.  As unemployment appeared to be headed to dangerously low levels, Alan Greenspan, Chairman of the Federal Reserve Board, refused to increase interest rates.  Greenspan knew that the dread of unemployment was sufficient to keep wages in check.


Although the low‑interest rates helped fuel the dot.com bubble, just as the low interest rates following the dot.com collapse led to the housing bubble.  Instead, the absence of the conditions that would lead to higher wages and a decline in labor discipline, gave Greenspan confidence to plow ahead.


Traumatized Labor
Greenspan explained his monetary strategy in terms of what he called the "traumatized worker."  Greenspan was not referring to the traumatization of the unemployed workers, but rather that of the employed workers dreading the possibility of unemployment.  Greenspan had no intention of trying to elicit sympathy for these workers.  On the contrary, workers' intimidation created a welcome opportunity for business.  As Robert Woodward reported, Greenspan saw the traumatized worker as "someone who felt job insecurity in the changing economy and so was resigned to accepting smaller wage increases.  He had talked with business leaders who said their workers were not agitating and were fearful that their skills might not be marketable if they were forced to change jobs" (Woodward 2000, p. 163).


Chairman Greenspan always chose his words carefully.  Traumatization refers to a condition that causes people to suffer serious disorders ‑‑ the kind that often can create grave consequences.  The association of posttraumatic stress disorder and the threat of unemployment would seem far‑fetched, if the source were someone less eminent than Alan Greenspan.


I do not believe that Greenspan ever used the expression, "traumatized worker" in his public pronouncements.  After all, Greenspan perfected a language that was legendary for its obscurity, but his less inflammatory words still conveyed the same message.  For example, the Chairman testified before Congress: "... the rate of pay increase still was markedly less than historical relationships with labor market conditions would have predicted.  Atypical restraint on compensation increases has been evident for a few years now and appears to be mainly the consequence of greater worker insecurity" (Greenspan 1997, p. 254).  The lack of clarity in this statement may make his words seem less harsh, but the meaning remains the same.


Greenspan had numbers to back him up.  He reported:



As recently as 1981, in the depths of a recession, International Survey Research found twelve percent of workers fearful of losing their jobs.  In today's tightest labor market in two generations, the same organization has recently found thirty seven percent concerned about job loss.  [Greenspan 1999]

Greenspan was not the only official at the Federal Reserve who appreciated the benefit of low unemployment without wage increases.  One of the Fed governors, Edward W. Kelley Jr. spoke up at a meeting of the Open Market Committee, its most important policy arm, about "the good results that we are getting now:"



I don't know how much, (sic) has to do with the so‑called traumatized worker.  How long is the American workforce going to remain quiescent without the compensation increases that it thinks it should get?  When employment is as strong as it is right now, I don't think we can depend on having permanently favorable results in that area.  This has been a rather big key to the present happy macro situation where we have a high capacity utilization rate and a relatively low inflation rate.  We all feel rather good about that.  [Kelley 1995]

Economists also realized what was happening to labor.  Paul Samuelson, a Noble Prize‑winning economist, told a conference sponsored by the Federal Reserve Bank of Boston shortly before Greenspan's comments:  "America's labor force surprised us with a new flexibility and a new tolerance for accepting mediocre jobs" (Samuelson 1998, p. 36).


This acceptance of mediocre jobs at modest wages paid handsome dividends for business.  Recall the more than three and a half decades of stagnant wages mentioned earlier.  In addition, workers' insecurity also means that they are less likely to quit in search of better employment, allowing employers to avoid the costs of recruiting and retraining replacement workers.


Greenspan was correct in his assessment of workers' situation.  When work becomes a constant source of humiliation and fear, something akin to traumatization is likely to occur.  When, however, speculative excesses or some other miscalculation create adverse economic conditions threatens to traumatize business, especially finance, the Fed is almost certain to rush in to the rescue.


More Discipline
Traumatization is undoubtedly related to the fact that the consequences of losing a job have become increasingly harsh.  Workers certainly get unmistakably negative signals regarding the consequences of unemployment.  To capture the reality of this disciplinary environment, Jared Bernstein coined expression YOYO economy ‑‑ meaning that workers are told "you're on your own" (Bernstein 2006).


Since the 1970s, the government has shredded the social safety net.  Access to supports, such as welfare and public housing, is fast becoming a thing of the past.   To make matters worse, governments are actively creating laws to make life difficult for those without employment.  For example, some cities have even criminalized feeding groups of poor people without a permit, while at the same time refusing to issue the necessary permits.


On a less obvious level, prisons serve to reinforce the discipline of the workplace.  The United States presently incarcerates more than 2 million people.  Some of these people obviously represent a serious threat to society, but the vast majority does not.  Given the popular association of marijuana with a lackadaisical work ethic, the harsh penalties connected with this substance are relevant to efforts to maintain discipline.


Whether by design or not, the fate of prisoners and the homelessness stands as a stark warning, not just for those who might find themselves without employment, but for those people who might otherwise dare to resist the Procrustean way of life:  Be thankful for your employment or you might have to share the fate of those unfortunate people.


The Lethal Costs of Discipline
In the mid‑1970s, a Congressional committee asked Harvey Brenner, a professor from Johns Hopkins University, to look at the human costs of unemployment.  Brenner investigated how a sustained rise in unemployment would translate into increases in mortality.  He discovered that a mere one percent increase in the unemployment rate, maintained for six years, would cause roughly 37,000 deaths based on the 1970 population (Brenner 1976; 1979; see Laporte 2004 for more recent confirmation of Brenner's results).  A study of younger workers who were part of a mass layoff confirmed the lethal effect of losing one's job.  These workers had persistently 15 to 20 percent higher mortality rates than others in their cohorts (Sullivan and von Wachter 2007).


Since 1970, the United States population has increased by about 50 percent, making that number of deaths from unemployment equivalent to 55,500.  As a result, Brenner's estimate of the death toll is of the same order of magnitude as the 58,000 U.S. military personnel who died in the Vietnam War, which lasted more than a decade.


Brenner did not just estimate the consequences of unemployment for the unemployed, but for the toll unemployment takes on the population at large, including the currently employed.  If Alan Greenspan was correct that labor had recently become increasingly traumatized because of heightened job insecurity, then one could make the case that Brenner's estimates were actually too conservative.


After all, following Greenspan's logic that less unemployment was necessary to create the same degree of intimidation, the damage from unemployment would be more intense.  Workers' traumatization takes a toll on others besides the workers themselves.  Family members and others become drawn in by the depression, anger, and even diseases that can accompany heightened levels of stress.  The recent expression "going postal" suggests how the traumatization of the unemployed takes a toll on others.  In effect, traumatization becomes contagious.  If 1970s‑style stress from a one percent increase in unemployment over six years might cause 55,000 deaths ‑‑ more than 9,000 per year ‑‑ according to Brenner's findings, then increased traumatization would translate into greater carnage today.


Economists still argue about whether the Federal Reserve was too tight or too loose in its economic decisions made many decades ago.  Even so, I feel fairly confident that one percent is a modest estimate of the average amount of unemployment that the Federal Reserve has created in recent decades.  In addition to the pressure to maintain a pool of unemployed, the efforts of the Federal Reserve can create severe economic downturns.  Recall how Milton Friedman blamed the Fed for causing the Great Depression, which lasted from 1929 till World War II.


The American public repeatedly watched with horror the airplanes fly into the World Trade Center, while the workers who lost their lives to unemployment expired in obscurity.  Even without correcting for the growth in population, the Brenner estimate of 9,000 deaths is far more than double the number of people directly killed in the attack on the World Trade Center.  The Procrusteans might celebrate their victory over inflation, but the public should recognize the obscene human cost of this battle.


Of course, precise calculation of this cost is impossible.  Economics is a very inexact science.  Actually, it is not a science at all.  As a result, neither Brenner nor anybody else could fix the exact number of deaths resulting from unemployment.  In fact, later critics of Brenner have attempted to make the case that even though unemployment has deleterious health consequences for individual workers, recessions can actually decrease mortality (Ruhm 2000).  I will return to this debate several times, beginning with the next chapter.


A major theme of this book is the enormous losses caused by inherent defects in the treatment of labor in a capitalist society.  As this book will show, the problem goes well beyond the cost of unemployment.


Earlier forms of organization had similar defects.  One need only think about the widespread use of slavery.  While slavery was becoming commonplace in the colonies, the authorities in England also applied harsh punishment to their own countrymen who lacked proof of employment.  According to a statute of 1572, beggars over the age of 14 were to be severely flogged and branded with a red‑hot iron on the left ear unless someone was willing to take them into service for two years.  Repeat offenders over 18 were to be executed unless someone would take them into service.  Third offenses automatically resulted in execution (Marx 1977, pp. 896ff).


Although some people had qualms about such brutal methods of organizing labor, for the most part such practices seemed both normal and profitable.  Only gradually did people, such as Adam Smith, realize that these techniques represented a barrier to economic development.  The problem, say, with slavery, was not that a few slave owners may have been sadistic, but rather that the system as a whole was flawed.  Harsh measures were unlikely to produce a particularly efficient work force.  As a result, these coercive systems were largely abandoned, less so because of humanitarian scruples than because of their inherent inefficiency.  Chapter 6 discusses how Adam Smith, in particular, argued for a market society on the grounds that crude measures of coercion were counterproductive, although, as chapter 7 will show, Smith was not blind to the conflictive nature of a market economy.


The Invisible Handcuffs makes the case that the treatment of labor today is similarly counterproductive ‑‑ although certainly not to the same extent as the earlier methods mentioned here.  The damage done by the intentional creation of unemployment, described above, is only part of a much larger picture that should become clearer later in the book.


Sometime in the future, people may well look back at the present time, wondering why my generation was so slow to realize the inherent irrationality of the current system of organizing labor.  The responsibility for this wakeup call lies, in part, with economic theory, which, as the next chapter discusses, has gone out of its way to obliterate considerations of work, workers, and working conditions.






