
Washington University in St. Louis Washington University in St. Louis 

Washington University Open Scholarship Washington University Open Scholarship 

Murray Weidenbaum Publications Weidenbaum Center on the Economy, 
Government, and Public Policy 

Policy Study 123 

11-1-1994 

A New Social Contract for the American Workplace: From A New Social Contract for the American Workplace: From 

Paternalism to Partnering Paternalism to Partnering 

Murray L. Weidenbaum 
Washington University in St Louis 

Kenneth W. Chilton 

Follow this and additional works at: https://openscholarship.wustl.edu/mlw_papers 

 Part of the Economics Commons, and the Public Policy Commons 

Recommended Citation Recommended Citation 
Weidenbaum, Murray L. and Chilton, Kenneth W., "A New Social Contract for the American Workplace: 
From Paternalism to Partnering", Policy Study 123, 1994, doi:10.7936/K79W0CN2. 
Murray Weidenbaum Publications, https://openscholarship.wustl.edu/mlw_papers/165. 

Weidenbaum Center on the Economy, Government, and Public Policy — Washington University in St. Louis 
Campus Box 1027, St. Louis, MO 63130. 

https://openscholarship.wustl.edu/?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
https://openscholarship.wustl.edu/mlw_papers?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
https://openscholarship.wustl.edu/wc?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
https://openscholarship.wustl.edu/wc?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
https://openscholarship.wustl.edu/mlw_papers?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/340?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/400?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages
https://openscholarship.wustl.edu/mlw_papers/165?utm_source=openscholarship.wustl.edu%2Fmlw_papers%2F165&utm_medium=PDF&utm_campaign=PDFCoverPages


Other publications available in this series: 

113. Responding to Foreign Competition: Overcoming 
Government Barriers, Murray Weidenbaum and 
Harvey S. james, Jr., September 1992 

114. The 1980s: A Decade of Debt? Richard B. McKenzie 
and Christina Klein, October 1992 

115. Changes and Challenges: The Transformation of the U.S. 
Steel Industry, james B. Burnham, March 1993 

116. Restraining Medicine Prices: Controls vs. Competition, 
Murray Weidenbaum, April 1993 

117. Global Warming: Failed Forecasts and Politicized 
Science, Patrick Michaels, july 1993 

118. Reforming Superfund, james Lis and Melinda Warren, 
February 1994 

119. The Endangered Species Act: Time For a Change, 
Thomas Lambert and Robert j. Smith, March 1994 

120. The Global Challenge for American Manufacturers, 
Kenneth Chilton, April 1994 

121. Environmental Justicel Christopher Boerner and 
Thomas Lambert, April 1994 

122. The Savings-Exempt Income Tax, 
Murray Weidenbaum, july 1994 

Additional copies are available from: 

Center for the Study of American Business 
Washington University 
Campus Box 1208 
One Brookings Drive 
St. Louis, Missouri 63130-4899 
Phone: (314) 935-5630 

~Washington 
\t-i\.l:iHII\GTCl'J · UNIVERSITY.INSf·LDljJS 

Center 
for the 

Study of 
American 
Business 

C918 

·A New Social Contract for 
the American Workplace: 
From Paternalism to 
Partnering 
by Kenneth Chilton and Murray Weidenbaum 

Washington University • St. Louis 

Pol icy Study 
Number 123 

November 1994 



Copyright c 1994 by the Center for the Study of 
American Business. 

All rights reserved. 

I 
I 

·I 

_____ ...~ . 

Contents 

Introduction ............................................................................... 1 

Why the Social Contract Has Collapsed ....................................... 2 
Fundamental Causes ............................................................... 2 
Precipitating Causes ................................................................ 6 

What Is Happening in the American Workplace? ......................... 9 
The Mixed Results in Company Performance ............................ 9 
New Roper Survey Results Provide Important 

Detail on Worker Attitudes ................................................. 13 

Alternative Approaches for Change ........................................... 21 
Clinton Administration Views ................................................ 22 
Organized Labor's Views ........................................................ 23 
Management Gurus ............................................................... 25 
The View from the Executive Suite ......................................... 26 
Common Positions ................................................................. 27 

Toward a New Social Contract for the American Workplace ........ 30 
Reconciling Paradoxes ........................................................... 30 
Vital Need for Honest Communication .................................... 34 
New Versus the Old Social Contract. ...................................... 38 

Findings and Recommendations ............................................... 40 
Key Findings ......................................................................... 40 
Recommendations ................................................................. 41 

Outline for a New Social Contract ............................................. 43 

Appendix .................................................................................. 46 

Notes ....................................................................................... 51 



Figure 1: 

Figure 2: 

Figure 3A: 

Figure 3B: 

Figure 3C: 

Figure 3D: 

Figure 4: 

Figure 5: 

Table 1: 

Table 2: 

Table A-1: 

Table A-2: 

Table A-3: 

It& 

List of Figures & Tables 

Decomposition of Manufacturing Productivity 
Growth (1977-1987) ........................ ~ .................. 12 

Employee Satisfaction With Chosen Field of 
Work ................................................................. 14 

Employee Satisfaction With Income .................... 16 

Employee Satisfaction With Number of 
Hours Worked .................................................... 16 

Employee Satisfaction With Co-Workers ............. 17 

Employee Satisfaction With Chance of 
Promotion .......................................................... 17 

Employee Rating of Morale of Fellow Workers ...... 18 

IBM's Efforts to Redefme Its Workplace 
Compact ............................................................ 28 

Top Five Reasons Why Morale Among Fellow 
Workers Is Not Higher ........................................ 19 

Use and Effectiveness of Communication 
Tactics in Support of Restructuring .................... 36 

Job Security ....................................................... 48 

Loyalty Toward Place of Work ............................ .49 

Loyalty of Employer ............................................ 50 

An Executive Precis 

As American business struggles to cope with global competi
tors, technological breakthroughs and various forms of deregula
tion, the workplace is being thrown into turmoil. The reverbera
tions of this turmoil pose profound consequences for our com
petitiveness. 

To many, the news of thousands of workers being dismissed 
daily has shattered the American Dream. Indeed, if the layoff 
pace of the frrst six months of 1994 is maintained, a new annual 
record will be set for publicly announced downsizings, possibly 
750,000 or more. 

It is all part of what is euphemistically called "restructuring." 
What was once viewed as a temporary measure to adjust bureau
cratically bloated companies to a new tougher market environ
ment is now generally agreed to be part of a competitive contin
uum well into the early 2000s. 

The impact of restructuring is going to be especially profound 
on management and labor relations over the years ahead. The 
dramatic changes in the workplace are being blamed for escalat
ing workplace violence, exploding workplace litigation, and greater 
numbers of employees seeking medical help for work-induced 
stress. Senior executives are trying to mop up as they try to mo
tivate - a quixotic objective. 

Much has been written and analyzed about these internal 
workplace changes but it is largely disparate commentary. 
Needed, we thought, was a sort of omnibus profile of what is hap
pening, why it is happening now, what it means, and where it will 
lead. 

We believe that this is the first comprehensive look at this 
evolving picture. The overall objective is nothing less than restor
ing trust and credibility in America's workplace. We hope that 
this report will be a useful reference point and will assist in set
ting guidelines for a new social contract for the American work
place. 

Kenneth Chilton and Murray Weidenbaum 
Center for the Study of American Business 



Introduction 

The current wave of employee layoffs by American business 
firms represents more than just the results of necessary periodic 
restructuring of companies competing in a dynamic marketplace. 
The widespread downsizing - and subsequent reorientation of 
corporate operations - reflects the end of a long-standing infor
mal but strong social contract that historically shaped the nature 
and the culture of the American workplace. This report examines 
the ferment occurring in labor-management relations in the 
United States and offers a new social contract. 

At Nynex Corporation, a goal has been set to cut back operat
ing budgets by up to 40 percent. A reduction of the work force by 
15,000-25,000 workers is a key element of the plan to reach that 
goal. In the past four years the company has cut 19,200 employ
ees from its 1990 total of95,400. The latest reduction, the largest 
yet, is more than 20 percent. Nynex's executive vice president in 
charge of the downsizing, said, "My dad would have thought I'm 
breaking a social contract we have with our employees. That's 
the monopoly mind-set. "1 

A 20 percent cutback in manufacturing employees at AT&T's 
largest manufacturing complex in North Andover, Massachusetts 
in 1993 came as a shock to its workers. The previous year the 
plant was a Malcolm Baldridge Award winner for quality produc
tion. The facility's director of human resources acknowledged: 

At one time, if you came to work for AT&T, or the old Western 
Electric Co., you could be pretty sure you had a job for life. Life
time employment is not something we can guarantee anymore. 
Not that we ever guaranteed it. But it was implied.2 

Employment security may have been the "monopoly mind-set" 
at Nynex and at the other members of the Ma Bell family but it 
was also the attitude of millions of other American workers during 
the period of American manufacturing supremacy following the 
end of World War II. That mind-set, or social contract, may have 

Kenneth Chilton is deputy director of the Center for the Study of Ameri
can Business at Washington University in St. Louis. Murray Weiden
baum is the Center's director. The authors are indebted to Benjamin 
Herzon for his data analysis assistance. 
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meant different things to different people but its common ele
ments seem to have included the following: 

Employee obligations: Satisfactory attendance, accep~ble levels of 
effort, loyalty. 
Employer obligations: "Fair" (competitive~ P~Y and fx:mge benefits, 
advancement based on seniority and ment, JOb secunty. 

As the AT&T human resources executive c~rrectly. po~ts out, 
job security never really was guaranteed, but 1t was rmphed. As 
this implied benefit has largely evaporated, so to~ have prospe~ts 
for advancement and predictable wage and fnnge benefit m
creases. In their place have come mana~er_n.ent dem~ds for 
greater individual commitment and responsibility. Put m these 
terms, the changes to the old social contract appear to be rather 

one-sided. 

The new workplace environment is the pr~~uct of 
three sweeping forces - global compe~ItJon, 

technology advances, and deregulation. 

Why has this implicit mutual understanding- the old social 
contract - between management and employees c?llapsed~ What 
is the impact, short and long term, of the crumb~g of th1s rela
tionship on both parties? Are we subtly redefmmg the rules ?f 
the workplace? Will a new workplace compact emerge? What Wlll 
it be? How will the parties react? 

In a few short years we enter a new century. Wh~tev~r new 
relationship between management and labor evolves, 1t will hold 
sway at least through the early part of ~~ 20?0s. 

This special report examines these cntical1ssues. 

Why the Social Contract Has Collapsed 

Fundamental Causes 
The new workplace environment is largely the product of three 

sweeping forces that began in the late ~ 970s~ grew in importance 
in the 1980s, and became dominant dnvers m the 1990s. Those 
three forces are global competition, technology advances (espe-

2 

cially computers and telecommunications), and deregulation of 
the transportation and telecommunications industries. 

Not all sectors of the economy have been equally affected by 
these developments. Certainly, tradable goods (especially manu
facturing) have been hard hit by both global competition and 
technological change. Other regulated industries - energy, 
transportation, telecommunications, and finance - have been, 
and continue to be, subject to heightened domestic competition 
because of federal deregulation. Other sectors, such as, retail 
trade and some service sectors, are affected primarily by technol
ogy . 

What's New About Competition? The most significant source 
of new competition is the development of a host of competent for
eign players from nearly every corner of the globe. Prior to the 
late 1970s, much of the U.S. economy was dominated by domestic 
companies. While many large American firms were also signifi
cant international competitors, many others were content to be 
masters of the huge domestic market. European firms were con
sidered to be high-quality and, generally, high-cost competitors. 
Much of the rest of the world was ignored, except perhaps as a 
source of low-cost labor or as a low-price competitor. 

But the impressive in-roads into the U.S. market by Japanese 
consu~er electronics and automobile firms in the late 1970s sent 
a wake-up call to American industry. Well-established workplace 
arrangements - that were costly and inefficient - were called 
into question when compared to the norms of successful foreign 
competitors. Corporate America's hierarchical command and 
control systems no longer appeared to be the model management 
systems for the new operating environment. 

Worse yet, years of complacency under the old social contract 
had created high-cost labor systems with insufficient incentives 
for producing quality goods or providing quality services. In too 
many American workplaces, the old social contract called for blue 
collar and clerical workers to check their brains at the door and 
simply to follow orders. Japanese workers, by contrast, were 
called upon to make suggestions through quality circles and to 
arrive at decisions through consensus building. 

In addition, the high value of the dollar enabled imports to 
gain U.S. market share rapidly. The speed and magnitude of the 
competitive threat opened the door to radical, rather than just 
incremental, organizational change. 

A 1993 research undertaking, called "The Dynamic American 
Firm Project," conducted by the Center for the Study of American 
Business (CSAB), helped shed added light on the significance of 
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this change in the competitive environment. One study resulting 
from the project combined 48 survey responses from U:S. m~u
facturing executives with information from extended mterv1ews 
with top manufacturing executives.J The surv~y respondents 
overwhelmingly felt that competitive pressures have mcreased 
dramatically in the past ten years. Thre~-quarters ~f. them 
strongly agreed that their firms face "much stiffer competition to
day than . . . just ten years ago. n Only two percent somewhat 
disagreed. 

And that competition is global. More than 70 percent strongly 
agreed that their company is in direct competition with U.S. and 
foreign firms, not just domestic competitors. . . . 

A retired senior vice president from a large ($9 bilhon) chemical 
firm when asked what were the driving forces behind the organ
izati~nal changes that have taken, and are taking, place ii_?. Ameri
can manufacturing, said: 

If I wanted to make a general observation, I would just say 
"Toyotas." ... I don't think it really came hoJ?e to most of ~e 
United States' companies unti11981-1982 that, ~deed, we were m 
a global war and we were losing. If we wer~ gou~g to comrete ef
fectively, we were going to have to do somethmg differently. 

Nor are American firms the only ones affected. Siemens Nix
dorf recently cut production workers at its personal computer 
factory in Augsburg, Germany from 1,300 to 1,000 while adding a 
third shift. The firm's chief executive said, "We have had to re
engineer more or less the whole company. In this kind of com-
petitive environment, the only constant is change. ns .• 

Technology's Destabilizing Role. Intensified competition ~ 
whether brought about by intemational developments or domestic 
deregulation- is a powerful undercurrent throughout ~he econ
omy, magnifying inefficiencies and calling for a more rapid pa~~ of 
change. However, the added competition is not the only. dnVIng 
force for organizational restructuring. Rapid technological ad
vance also has shaped organizational change and the type and 
extent of downsizing, in particular. 

An American CEO of a joint venture (with a foreign partner) in 
the processed foods industry interviewed by CSAB identified both 
intemational competition and information technology as key or
ganizational driving forces. This chief executive stated: 

I think that there are simply no markets or no market nich~~ th~t 
are immune from competition anymore. And the competition 1s 
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far more than local or national; it's clearly international in all 
product categories. 

Second, I see information technology - telecommunications com
bined with data bases and computational programs- making in
formation available much faster, in far more depth, and more 
thoroughly analyzed .... One needs to have a management 
structure that can adapt fairly rapidly.6 

Thus, technological advance not only enables organizational 
change, it causes it. When top executives can receive up-to-the
minute information on operations on a computer screen on their 
desks, a cadre of middle managers and corporate staffers is no 
longer needed to collect and interpret that information. A pha
lanx of middle managers has disappeared from downsized Ameri
can firms as a result of computer and telecommunications ad
vances. 

Technological advance not only enables 
organizational change, it causes it. 

This type of organizational flattening was evident at the firms 
contained in CSAB's sample. Seventy percent of the firms sur
veyed agreed that their firm had "greatly reduced the number of 
layers in its organizational hierarchyn during the past five years. 
Fifty-nine percent agreed that layers were removed primarily to 
push decision making down the hierarchy. Only six percent disa
greed that decentralizing decision making was a primary objective 
of flattening. 

Telecommunications and computer systems also have enabled 
companies to more directly interact with their suppliers and cus
tomers. Customer service clerks, and even production workers, 
have become in some instances first-line decision makers, improv
ing the response to customers. Thus, technology provides im
proved information at both ends of the employee spectrum, fur
ther squeezing the middle layers. Fewer supervisors are needed 
for empowered employees. 

On a larger scale, technological advances in capital equipment 
(in part due to microprocessor developments) have reduced its 

5 



.-,:;.~.o,·, ;;·~·-: · ··~~: • • , • ·•- • • : '-'''1Pt~-r"•,..f' O: ·· --- ~·- ~- . ,.._ ______ _ 

size and increased its· mobility. The old manufacturing strategy 
was to make long production runs of uniform products to reduce 
the cost of changing over large inflexible assembly lines. Today, 
flexible machinery can economically produce smaller quantities to 
better meet specific needs of customers. This capital downsizing 
further increases global competition as it lowers barriers to entry, 
enabling even some developing nations to compete effectively. 

A recent Fortune magazine article hit home the salient point 
that, if companies really are to attain the productivity impact from 
technological developments in computers, telecommunications, 
and other microprocessor applications, they must combine tech
nological change with organizational change. In the words of the 
author, "A technological revolution ... is more than a merely 
technological matter: It entails an organizational transformation 
too. That's what U.S. business's recent frenzy of reengineering 
has been all about .... "7 

Other Restructuring Drivers. Fierce competition and rapid 
technological developments are two very real forces influencing 
organizatioJlal change, particularly the extent and shape of 
downsizing efforts, but they are not the only factors. Another 
force is the emphasis on improving shareholder value. 

Financial markets place a high value on announcements of 
downsizings. From the time that IBM announced on July 27, 
1993 that it would cut 60,000 jobs until year end, the company's 
stock price rose 30 percent. Boeing announced a 21,000 person 
layoff on February 18, 1993 and its stock price increased 31 per
cent by year end. By contrast the S&P index rose only about 
eight percent during 1993. The price of Xerox shares jumped 
seven percent on December 8, 1993 when its CEO announced a 
10 percent staff reduction. s 

Downsizing becomes even more attractive when the stock mar-
ket reaction is coupled with pressure from institutional investors 
for good short term results and CEO bonuses are tied to stock 
price movements. Incentives that link CEO pay to shareholder 
interests are an important change from the days when poor fi
nancial performance had little impact on the compensation of top 
management. However, these new management incentives may 
have perverse effects on employees. 

Precipitating Causes 
Repeated Downsizings and Cutbacks. Sixty-one percent of the 

human resources executives surveyed by the Conference Board in 
1984 believed that downsizing was losing momentum. They fore
cast that downsizing would receive only "minor attention" over the 
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next three years. 9 But they were wrong: by 1991, more than half 
of the human resources executives responding to that year's 
~onference Board survey switched views, most accepting the no
tlon that regular downsizing would be necessary "to rna· t · 
f~ t' . . In run an 

e .1ec Ive, competltlve organization. "10 

~ublic_ly announced corporate job cutbacks at 
Amencan f1rms added up to more that 615,000 in 1993. 

What at one point in time may have seemed to be necessary 
but temporary, reductions in force at American businesses, ar~ 
no~ se~n by many as a process of continual downsizing and or
gantzatlonal restructuring. The first wave of organizational 
change _was brought ?n by the clear and present danger of foreign 
co~petltors, conte~tmg markets around the world and in the 
United State~. Wh1le a weaker dollar and a host of competitive
ness-enhancu~g pr?grams - total quality management, empow
erment, reengtneenng - have strengthened American firms in the 
glo~al marketplace, the new race continues to belong only to the 
sWift - the "lean and mean." 

Indeed, se~eral major cutbacks during the past year have come 
from compan1es that appear to be "winners" in this global race. 
In July 1993: Procter & Gamble announced that it would elimi
nate 13,000 J~bs (12 percent of its work force) over three years, 
even though 1t expected record earnings for the year Ed · 
Artzt, P&G's chai:man, took the action to make the c~mp~~ 
prod~cts m?re pnce competitive. He said, "I became convinced 
that 1f we d1d not reverse this situation, we would end up two or 
three , 1~ears from now hitting the wall, as other companies 
have. Other profitable firms- General Electric AT&T N 
GTE, Gillette, Eli Lilly ~d Johnson & Johnson~ have 'ad~;;exd 
the san:e strategy of continually paring payrolls and other costs. 

Pubhcly announced corporate job cutbacks at American firms 
added up to more than 615,000 in 1993, the highest total in the 
past four years. Staff reductions of nearly 193,000 were reported 
for the first quarter of 1994. If continued at the same rate, 
downsizings could surpass 750,000 for the year.l2 

7 
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Workers Are Being Sent a Mixed Message. A recent Fortune 
magazine article phrased management's new message to employ-

ees as follows: 

You're expendable. We don't want to fire you, b~"t we will if we 
have to. Competition is brutal, so we must redes1gn the way we 
work to do more with less. Sorry, that's just the way it is. And 
one more thing- you're invaluable. Your devotion t? our cus
tomers is the salvation of this company. We're dependmg on you 
to be innovative, risk-taking, and committed to our goals.

13 

The "work harder" message is coming through loud and clear. 
In the manufacturing sector, the work week hit a post World War 
II record in 1993- 41.7 hours. Normally, payrolls are expanded 
and overtime used to a lesser extent once recoveries hit their 
stride. To be sure, one factor in the greater use of overtime is the 
higher cost of benefits for full time workers. Fringes hav..e risen 
from an insignificant portion of wages to over 30 percent at pres
ent, thus, making overtime pay a more attractive alternative ~o 
hiring new employees.I4 Nonetheless, the longer work week 1s 
also an indication that management is committed to doing more 

with less. 
A recent Wall Street Journal op-ed by Jack Welch, GE's hard-

driving chairman and CEO, emphasizes the second half of the 
mixed message: the new worth attached to individual ingenuity. 

Welch wrote: 

The best companies now know, without a doubt, where productiv
ity - real and limitless productivity - comes from. It comes from 
challenged, empowered, excited, rewarded teams of people. It 
comes from engaging every single mind in the organization, mak
ing everyone part of the action and allowing everyone to have a 
voice - a role - in the success of the enterprise. 15 

The 1993 survey of manufacturing executives conducted by the 
Center for the Study of American Business found support for 
Welch's position. When asked their level of agreement with a 
statement that human resources are becoming relatively more 
valuable in gaining a competitive advantage, 88 percent of the ex
ecutives agreed (48 percent strongly agreed and 40 percent some
what agreed). Even more startling, given the current proclivity to 
downsize at American firms, was the finding that 73 percent of 
the executives agreed (44 percent strongly and 29 percent some
what) that it is more critical to reduce turnover of experienced 
personnel today than it was just five years ago. 16 That is one of 
the many paradoxes that bedevil business today. 

8 

This lofty view is a difficult sell to those surviving continual 
waves of downsizing. Survivors often share the view of a 20-year 
veteran manager at Nynex who was quoted in a recent Business 
Wee~ ar?cle as saying: ."The officers all have golden parachutes. 
!hey re m charge of the1r own fates. We're not involved. We're 
JUst affected. "17 

. Surviv~rs a.:e being asked to buy into long-term corporate vi
sions while bemg exposed to ever-changing short-term programs 
and an ever-present threat of termination. According to Michael 
Hammer, the reengineering expert: 

All many comp~ies are doing is eliminating people, throwing 
them ov~r the stde of the boat and they aren't eliminating work. 
Compantes then have to work the remaining people harder and 
they become stressed and unhappy. . . . . Much of the downsizing 
of the last. 10 years has been an enormous waste of time and en
ergy, and m many cases has been spectacularly unsuccessful.lB 

A survey of 1,200 executives at small and large firms by Right 
Associates in .1?92 revealed that 75 percent of workers remaining 
after a downstzmg or restructuring were worried about their jobs. 
More than 900 of the 1,200 fmns surveyed had gone through a 
downs~g" in the past five years. A spokesman for Right Associ
ates srud,. ?ur study clearly shows that organizations often ig
nore survtvmg employees, choosing to believe that the survivors 
recognize that they are the 'lucky' ones."l9 

What Is Happening in the American Workplace? 

The Mixed Results In Company Performance 
In the view of. many m~agement experts, there is downsizing 

and then there 1s downslZlng. Many have been critical of the 
mindless numbers game approach taken by some fmns and the 
almost faddish nature of successive waves of job cuts. 

No Sure Road to Increased Profits and Productivity. A 1993 
Wyatt Co. survey of 531 large companies found that 85 percent 
had hoped that restructuring would raise profits. But only 46 
percent ~aw earnings increase within two fiscal years of the re
?tructunng. Although 58 percent had a goal of higher productiv-
1~, only 34 percent experienced a productivity rise in the two-year 
tlme frame.2o 

~other 1993 study by Kepner-Tregoe, an international con
sulting fmn, found that, for t~e 271 manufacturers it surveyed, 
employee morale plummeted With little or no quality improvement 

9 



and little improvement in the bottom line as a result of restructur
ing (downsizing) programs.2I A 1991 Conference Board survey 
also examined the consequences of corporate downsizing. The 
most frequently cited negative effect was lower morale among 
survivors. More than three-fifths of the respondents (353 human 
resource executives at Conference Board member frrms) said that 
their firms experienced declines in employee morale. 22 

A 1993 study found that employee morale plummeted 
with little improvement in the bottom line as a result of 

restructuring (downsizing) programs. 

In July 1994, the temporary staffing frrm of Accountemps re
ported the results of its poll of 150 business leaders concerning 
the potential for employee burnout at downsizing frrms. In re
sponse to the question, "What is the potential for employee burn
out as companies try to be lean and mean?", 33 percent answered 
"very high" and another 52 percent said "fairly high."23 Burnout 
may be a vague term but its symptoms are negativity, loss of 
creativity, and chronic tardiness or absenteeism; hardly the stuff 
to assure that a firm is a winner in today's highly competitive 
marketplace. 

Repeated doses of downsizing medicine appear to have the 
worst side effects. The American Management Association (AMA) 
found that 43 percent of the companies they surveyed (a sample 
of approximately 1,000 firms) downsized in two or more years 
between 1987 and 1992. Ten percent cut payrolls in four or more 
of those years. More than 75 percent of the job cutters reported 
that morale had collapsed. Two-thirds said that their companies 
showed no increase in efficiency and half saw no improvements in 
profits.24 The AMA also found that negative impacts from down
sizing are more evident in the multi-year downsizers than for 
those with just one event.2s 

The latter result should not be surprising. Survivors of a sin
gle downsizing are more likely to believe that the bitter medicine 
is going to work and that their careers are not at risk. Successive 
unexpected waves of downsizing make optimistic prognoses for 
the company's, or the employee's, future less credible. 
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Economic Ev~dence. In ~pite of the negative impact on employ
ee~? and the miXed financial res~lts, is downsizing a necessary 
evil. ~ust successful and struggling companies alike tear up the 
old soctal contract and get on the downsizing bandwagon? 

The answer, for manufacturers at least, is partly furnished in a 
May 1994 Census Bureau report which examines Census of 
Manufactur~s data from 1977 and 1987. Over this period, total 
manufactunng employment fell by 4.5 percent while productivity 
(value added per worker) rose by 33 percent.26 

The Cen~us Bureau report sheds new light on the origin of 
manufactunng pro~uctivity i~creases. The analysis places 
140:000,manufac~unng ~lants m four basic groups: "successful 
~psiZers (plants n;tcrec:sm~ ~abor productivity and employment). 
successful "downsiZers (nsmg ~roductivity and declining em

ployment), unsu;cessful downsiZers" (falling productivity and 
em~loyment) ~~ unsuccessful upsizers" (rising employment but 
falhng produc~tvtty). The study finds, "Overall, plants that added 
workers contnbut~ about the same to aggregate productivity as 
~lants ~hat downsiZed. "27 Thus, downsizing is one strategy for 
1ncn~as1ng productivity but not the only one. Moreover, as has 
prevtously been shown by subjective survey results, downsizing 
does not guarantee productivity increases. 

Fi~re 1 provides more detail on the performance of establish
ment~ tn each of the four categories in the Census Bureau report, 
shoWing annual growth rates over the 1977-1987 period for em
p~oyment, labor productivity, and value-added productivity.2a 
Ftrms t?at downsized had better labor productivity growth than 
the upsiZers but ?nly a fraction of the value-added growth. Un
su~cessful downsiZers experienced falling labor productivity and 
fal!In~ value added, whereas, unsuccessful upsizers had a small 
gcun In value-added productivity. 

Interestingly, th_e largest group of U.S. manufacturers are in 
the successful upsiZer group. They constitute 39 percent of em
ploym~nt and 42 percent of value added. The second largest 
group ts the successful downsizers - 28 percent of employment 
and 37 percent. of value added. The third largest group is the un
successful upsiZers, representing 21 percent of jobs and 13 per
cent of value a~ded. Bringing up the rear, and a substantially 
smalle~ proportion of the manufacturers, are the unsuccessful 
downsiZers - 12 percent of employment and 8 percent of value 
added. W~ile these ~at~ cover only manufacturing, they clearly 
show constderable vanahon among individual companies. 

T?e 1992 Right ~~sociates survey of 1,200 firms mentioned 
previOusly adds additional perspective on the extent of downsiz-
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Figure 1 

Decomposition of Manufacturing Productivity Growth 
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ing. Of the 900 firms that reported reducing employment le~els in 
the previous five years, only 4 percent involved a reduction of 
more than 5,000 employees; 8 percent cut between 1,000 and 
5,000 workers and 6 percent laid off betw~en 500.an~ 999 people. 
Thus, 72 percent of downsizings resulted 1n term1nat1ons of fewer 
than 500 employees. 29 · • • 

The standard picture of a downsized world 1s too sunple to fit 
the facts. ·This is not to say that the social contract between 
worker and employer is not undergoing widespread chan~e. It 
does call for less dramatic rhetoric in describing the chang~ng or-
ganizational landscape. . 

The Adverse Effect on Employee Morale. The result of send1ng 
mixed messages to employees is confusion and cynicism. Pollster 
Daniel Yankelovich identifies five broad patterns of employee re
sponse: 

• Employees no longer believe that their job is for life. 
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• They no longer believe in employer loyalty and concern. 

• They are losing confidence that they will . be rewarded for 
learning and expanding their skills. 

• Employees are beginning to equate the corporate emphasis 
on quality with downsizing. 

• Work has become a less reliable source of satisfaction and 
rewards, other than money.Jo 

Yankelovich suggests that there is always an unwritten con
tract that dominates the employee-employer relationship. All 
employees "develop a set of quid pro quos - expectations about 
what they must give on the job and what the employer must give 
in return." Once the unwritten contract is violated, the relation
ship is at risk. In his view, "The recent wave of restructuring, 
reengineering, and the use of TQM as a way to cut jobs has vio
lated, or threatens to violate, the unwritten contract., 

The effects of downsizing are distributed hi modally
top executives are rewarded handsomely 
while middle management, clerical, and 

production workers are worse off. 

Worse yet, the effects of downsizing are distributed bimodally 
- top executives are rewarded handsomely while middle man
agement, clerical, and production workers are worse off. Gener
ous income security via golden (or platinum) parachutes is pro
vided to top management while most employees face much greater 
uncertainty. 

New Roper Survey Results Provide Important 
Detail on Worker Attitudes 

Downsizing has many significant negative side effects but some 
perspective is needed before assuming that the entire U.S. work 
force is disgruntled and insecure. Organizational change has not 
touched all working Americans the same. The largest firms have 
been the most active downsizers, especially those under severe 
competitive pressures and in fields of rapidly changing technol
ogy. 
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Figure 2 

Employee Satisfaction With Chosen Field of Work 
100% 
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• Don't Know Not at all Sati~fied D Not Too Satisfied 
• Fairly Well Satisfied. Extremely Sausfied 

Source: 1994 information compiled from survey data collected. in April 
1994 by Roper Starch Worldwide. Prior years furntshed by 
Roper Starch Worldwide. 

Roper Starch Worldwide recently updat~d its ~urvey data relat
ing to workplace issues. Some of this information has been col
lected for nearly two decades. Roper samples are rather lar~e 
(nearly 1,000 working individuals .who are not self-employed m 
each survey), providing good statistical accuracy. . . 

Declining job Satisfaction. Since 1973, Roper mte~ewers 
have been asking Americans, "How satisfied ru:e ~ou ~th your 
chosen field of work?" Figure 2 shows the distribution of re
sponses to this question for four selected periods- 1976, 1980, 
1988, and 1994. The "extremely satisfied" response reached an 
all-time low in April of this year, 27 percent of all em~l~yed p~r
sons surveyed. This optimistic response has been declining (With 
some peaks and valleys) since 197~ whe~ 41 percent responded 
that they were extremely satisfied With therr field of work. Most of 
the shift has been to the response "fairly well satisfied," ~owever. 
As a result, those employees who consider themselves farrly well 
or extremely satisfied totaled 81 :percent in 1994, down only mar
ginally from 84 percent in 1980 and 1976. 
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Roper Starch also breaks down job satisfaction into individual 
categories. Figures 3A through 3D show the trends in levels of 
satisfaction for some of these areas. The percentage of workers 
completely satisfied with the income provided by their jobs is at 
its lowest level, 18 percent, since 1988 when it was only 17 per
cent. (See Figure 3A.) Workers were considerably more satisfied 
with their pay in 1980 and 1976. Most of the slippage is to the 
"fairly well satisfied" category, however, so that 81 percent are 
satisfied. The proportion of workers dissatisfied with their pay 
has been relatively stable throughout the past 28 years, varying 
from the current 29 percent to as low as 25 percent in 1988 and 
1976. 

The Roper Starch data does provide some support for the gen
eral perception of people having to work harder, or at least longer. 
(See Figure 3B.) The percentage of workers completely satisfied 
with the number of hours worked reached an all-time low of 30 
percent in 1994, falling from 45 percent in 1976. A good portion 
of this shift has been to the "not too satisfied" category, which 
grew to a new high of 17 percent . 

Managers hoping to improve productivity through teamwork 
should find cause for concern from the observation that workers 
are becoming less satisfied with "the kind of people" they work 
with. (See Figure 3C.) In 1976, more than half (52 percent) re
sponded that they were completely satisfied with their co-workers. 
That figure is now down to 37 percent. Most of the shift has been 
to "fairly well satisfied." The dissatisfied group has grown from 
just 8 percent in 1976 to 12 percent today. 

Given the flattening of hierarchies that has accompanied the 
downsizing phenomenon, it should not be surprising that employ
ees are less satisfied with their chances to move up. (See Figure 
3D.) Only 20 percent are completely satisfied, another all-time 
low. Again, however, the shift has mainly been to the fairly-well
satisfied group. Thirty-seven percent were dissatisfied with their 
promotion opportunities, higher than the 33 percent figure for 
1988 but virtually unchanged from 1980 and 1976 rates. 

Sagging Morale. Roper Starch has also collected data on 
workplace morale since 1986. Interviewers asked how people rate 
the morale of "fellow workers." (See Figure 4.) Again, the news is 
not good. Roper's March 1994 survey indicates that only 27 per
cent rate co-worker morale as excellent, substantially below 1990 
when 38 percent believed morale was excellent. Those answering 
"not very good" reached 15 percent compared to 11 percent in 
1990 and 12 percent in 1986. 
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Figure 3A 

Employee Satisfaction with Income 
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Figure 38 

Employee Satisfaction with Number of Hours Worked 
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Figure 3C 

Employee Satisfaction With Co-Workers 
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Figure 30 

Employee Satisfaction With Chance of Promotion 
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Source: For Figures 3A through 30, 1994 information compiled from 
survey data collected in April 1994 by Roper Starch Worldwide. 
Prior years furnished by Roper Starch Worldwide. 
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Figure 4 

Employee Rating of Morale of Fellow Workers 
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Source: Information supplied by Roper Starch Worldwide. 

The top five reasons why morale is not excellent, and the per
cent of respondents who cited one of these reasons for poor mo
rale, are shown in Table 1. The percentages for these same cate
gories for 1990 and 1986 are also shown. 

The size of pay increases is the greatest bone of contention in 
all three time periods but a greater percentage- 28 percent ver
sus 23 percent - cite poor pay incr:eases as a morale killer in 
1994. The number two problem, inadequate communication be
tween workers and management, is roughly the same degree of 
problem in all three years. The only real surprise is that 
"troublema.ke'rs in the organization" was cited by 14 percent of 
those rating morale less than excellent in 1994 but only by 9 per
cent and 8 percent in 1990 and 1986, respectively. This last re
sult is consistent with the finding of rising dissatisfaction with the 
kinds of people with whom an individual works. 

The explanation for lower co-worker morale that most closely 
relates to downsizing is: "Other workers getting laid off/asked to 
retire early." While it did not make the "top five" in the April 1994 
survey, this response was not far from making the list - 12 per
cent of those who rated morale less than excellent cited this re-
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Table 1 

Top Five Reasons Why Morale Among 
Fellow Workers Is Not Higher 

(Asked of those who say morale of fellow workers is not excellent) 

Pay increases too small 

Inadequate communication 
between workers and 
management 

Too few chances for 
promotion/ advancement 

Troublemakers in 
organization 

Fringe benefits not good 

Source: Roper Starch Worldwide. 

June 
1986 

23% 

21 

19 

8 

12 

May 
1990 

23% 

19 

14 

9 

11 

March 
1994 

28% 

19 

18 

14 
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sponse. For profit-making firms, this same response was selected 
by 5 percent of the interviewees in 1990 and 10 percent in 1986. 
Downsizing may be a growing source of discontent but it is not so 
widespread that it is seen as a dominant morale buster. 

More detailed analysis of 1994 data for profit-making busi
nesses shows that expressions of morale problems are worse for 
large firms (those with over 500 employees) than for middle-sized 
(50-499 workers) and small firms (2-49 employees). Only 26 per
cent of workers at large firms rated morale as excellent and 12 
percent rated it poor. Comparable figures for mid-size businesses 
were 31 percent excellent and 5 percent poor, while workers at 
small organizations responded 27 percent excellent and 4 percent 
poor. 

See the Appendix for an analysis of the Roper Starch survey 
data on related employee morale issues- job security, employee 
loyalty, and how employees rate their employers' loyalty. 
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Congruence of Employer-Employee Interests in Restructuring. 
One question posed by Roper Starch in February 1994 has par
ticular significance for assessing the effects of organizational 
change on the workplace. Asked whether the intere~ts of employ
ers and employees were opposed or basically the same for 
"restructuring and reorganizing of companies," 42 percent re
sponded that they were mainly opposed and 32 percent answered 
"basically the same." (Sixteen percent answered "don't know" and 
10 percent "not an issue.") Interestingly, those listing their jobs 
as executive or professional positions were the most pessimistic: 
51 percent answered "interests opposed" and 29 percent 
"basically the same." White-collar workers responded 44 percent 
opposed and 33 percent the same. Forty-two percent of blue
collar workers thought the interests of employers and employees 
were opposed when companies restructure and reorganize; 32 
percent thought they were the same. 

Whether the modest dominance of the feelings of opposed in
terests in reorganizations is good news or bad news is in the eye 
of the beholder. Given the unfavorable press about the negative 
effects on the people involved - survivors as well as terminated 
employees - it is surprising that nearly a third of the Roper re
spondents believe employee and employer interests are coincident 
in these undertakings. Indeed, when the "don't know" and "not 
an issue" respondents are eliminated from the sample, 43 percent 
believe employee and employer interests are aligned versus 57 
percent who see them as opposed. 

Summary. The picture painted by the Roper Starch data is one 
that can appeal to a pessimist or an optimist. Nearly all of the 
trend information shows less satisfaction in the workplace, con
firming the anecdotal accounts in the business press. On the 
other hand, respondents generally are fairly well satisfied- most 
of the slippage in satisfaction has been from an extreme expres
sion to the next most optimistic category. This is true for satis
faction with the chosen field of work, income, hours worked, co
workers and chances for promotion. 

The same pattern is evident with regard to worker morale. 
Barely more than one in four believe morale is excellent; whereas, 
surveys from four and eight years ago register a 38 percent and 
33 percent excellent rating, respectively. Some respondents have 
moved into the black cloud camp- 21 percent now say morale is 
not very good or poor compared to only 16 percent in 1990 and 18 
percent in 1986. But this still means that the vast majority (two
thirds) believe morale is good or excellent. 
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When the latest Roper Starch data are examined in detail, it 
becomes clear that the for-profit sector is the one experiencing the 
most upheaval. Employees at profit-making firms are less secure, 
less loyal and believe that their employers are less loyal to them 
than do workers in the government and private non-profit sectors. 

When it comes to restructuring, employees are not sanguine 
that what is good for the company is good for them. Surprisingly, 
executives are the most pessimistic that employee and employer 
interests are the same in reorganizations. While drawing too 
many inferences from data taken at a single point-in-time would 
be presumptuous, this finding is consistent with the fact that 
middle management is one of the hardest hit groups in the cur
rent downsizing. 

Additional waves of restructuring will continue to erode the 
foundation of the old social contract. The three forces of global 
competition, deregulation, and technological change suggest that 
organizational restructuring will be a long-term phenomenon. 
The issue is not whether the old social contract can be preserved 
or reestablished, but how it should be changed: What are the 
elements of a new social contract? 

Alternative Approaches for Change 

In a speech to a national labor-management conference spon
sored by the Federal Mediation and Conciliation Service on June 
8, 1994, House of Representatives Majority Leader Richard 
Gephardt (D-Mo.) offered his "inside-the-beltway" view of the 
changing workplace. A few excerpts show that even those re
moved from the actual battleground of the private sector see that 
the workplace is changing dramatically: 

We gather today at a time of growing uncertainty and anxiety in 
the American workplace. 

The fact is our economy is changing in profound and permanent 
ways. We can't protect ourselves from those changes. But we can 
prepare for them .... [W]e can define a new compact - a set of 
shared principles for management and labor .... 

The House Majority Leader then went on to outline guiding 
principles for a new American workplace: 

1. If workers have a real stake in the company- if they share 
the rewards as well as the risks - then they're going to be 
more innovative, and more productive. 
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2. A workplace dictatorship, however benevolent, is never as 
effective as a workplace democracy. 

3. If workers and managers have common goals, instead of 
conflicting agendas, there's no question that the benefits 
flow right to the bottom line. 

4. In any business, profits are important, but people are every 
bit as important. 

These are very broad principles with which nearly every worker 
or manager could agree (after a good deal of quibbling over 
"workplace democracy," no doubt). Unfortunately, they can be 
somewhat difficult to execute, especially if a firm has a history of 
labor-management friction. While inciteful, Congressman 
Gephardt's approach does not suggest the basis of a new social 
contract for the workplace. If workers cannot expect job security 
in exchange for acceptable levels of job performance and loyalty, 
what should be the principles of the implicit contract between to
day's employers and employees? 

Attempts to provide a new definition of the social contract to 
govern the future American workplace are coming from a variety 
of groups, from the White House to executive suites to union halls 
to the mountain tops of management gurus. It is worthwhile to 
examine some of these perspectives in order to distill some com
mon themes from these disparate sources. 

Clinton Administration Views 
To put the administration's views in a nutshell: Job security 

has given way to "employment security" as the quid pro quo for 
satisfactory job performance. In his speech to the ministers from 
the Group of Seven industrialized nations on March 14, 1994, 
President Clinton indicated that workers will not accept changes 
that come from trade agreements, productivity gains or techno
logical advances if they are not confident that they can get new 
jobs. He said, "That is the trick. We've got to prove to our people 
that change can work for them. "31 Robert Rubin, White House 
economic adviser, added that the "new defmition of job security" 
is one in which workers are "equipped to handle the next job" -
at, perhaps, another employer. Lawrence Katz, until recently 
chief economist at the Department of Labor, defined employment 
security as "having skills that are portable and benefits that are 
portable. "32 

But this enlightened view comes with a few strings attached. 
The administration appears also to believe that it is the respon-
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sibility of employers to provide the training necessary to make 
workers employable. In this regard, the White House is retaining 
some of the paternalistic elements of the old social contract. 

Further evidence that Washington is not ready to leave the 
definition of the new social contract to employers and employees 
comes from the wave of new and proposed benefit mandates. The 
two most recent workplace mandates, the Americans With Dis
abilities Act and the Family and Medical Leave Act, add to an al
ready long list of federal laws that span collective bargaining, 
workplace safety, unemployment compensation, pension plan 
administration, racial and sex discrimination, etc. The biggest 
intrusion of all, however, V{OUld be compulsory employer-provided 
universal health coverage, should it ever pass. 

The Clinton administration's perspective on a 
new social contract for the workplace is a 

paradoxical mixture of support for free labor markets 
and government-mandated, employer-provided benefits. 

Thus the administration's perspective on a new social contract 
for the workplace is a curious paradoxical mixture of support for 
free labor markets, in order to make American firms competitive, 
and continued insistence on an increasing package of govern
ment-mandated, employer-provided benefits that would make 
U.S. business less competitive. 

Organized Labor's Views 
In February 1994, the AFL-CIO's Committee on the Evolution 

of Work issued its report, "The New American Workplace: A Labor 
Perspective." Not surprising, the report offers scathing criticism 
of management: "By and large, 'work reform' has amounted to 
little more than attempts to make workers 'feel good' and work 
harder."33 

On a more positive note, the report outlines "five principles" of 
a "model for a new system of work organization": 

• Rejection of the traditional dichotomy between thinking and 
doing, conception and execution. This process requires a fun
damental redistribution of decision-making authority from 
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management to teams of workers. Workers must also be 
given the opportunity to develop and refine analytic and 
problem-solving skills. 

• Jobs that are redesigned to include a greater variety of skills 
and tasks and greater responsibility for the ultimate output of 
the organization. Workers should be free to do the right 
thing, rather than being compelled to do the prescribed 
thing. 

• Substitution of a flatter management structure for the tradi
tional, multi-layered hierarchy. The aim is to enable workers 
to be self-managers who are responsible for their own per
formance. 

• A decision-making role at all levels of the enterprise for work
ers, through their unions. Strategic decisions are to be jointly 
made by workers - acting through their unions - and the 
other stakeholders. 

• Rewards realized from transforming the work organization to 
be distributed on equitable terms agreed upon through nego
tiations between labor and management. This means a nego
tiated agreement to protect income and employment security 
to the maximum extent possible. It means a negotiated 
agreement to compensate workers fairly for their enhanced 
contribution to the success of the organization through in
creases in base wages or agreements providing for some form 
of supplementary contingent compensation (such as gain 
sharing, profit sharing, stock ownership or the like.)34 

Most employers could find much to agree with in these princi
ples. Indeed all but the one calling for greater decision-making 
authority for workers, through their unions, are already being em
braced at many forward-thinking companies. 

The AFL-CIO report acknowledges that "distrust between labor 
and management . . . is endemic to the old system. . . . The new 
system, in contrast, can function effectively only if those deep 
suspicions are dispelled and replaced by mutual respect."35 But 
that type of trust is hardly evidenced by the insistence that work
ers interact with management only through their union represen
tatives. 

In testimony before the Commission for the Future of Worker
Management Relations (the Dunlop Commission), Clifford Ehrlich, 
Senior Vice President of Human Resources of Marriott Interna
tional, challenged the notion that in all instances workers want 
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an intermediary between them and management. Ehrlich cited a 
May 1993 survey of 1,000 Americans by Penn and Schoen for the 
Employment Policy Foundation. A key question asked: "Speaking 
generally, if you and your co-workers figure out a way to do your 
job differently or better, would you prefer to: (1) talk to manage
ment directly, (2) communicate through a union, or {3) don't 
know." Eighty-three percent said they would prefer to talk to 
management directly and that result was virtually unchanged (82 
percent) for union members who responded.36 

Ehrlich also sees an enormous transformation in the way 
American corporations view their most important asset, the peo
ple they employ. He noted that the debilitating tension that per
meates the traditional labor-management relationship is no longer 
acceptable. Management realizes it must work with its employees 
to reach common objectives. Thus, in building a climate of trust, 
commitment, and shared responsibility, company managements 
must engage all employees at all levels in solving the challenges 
facing businesses. 

The paternalism of the union is no more functional in the new 
American workplace than the paternalism of management was in 
the old. It is interesting to note that the five principles for the 
new AFL-CIO model do acknowledge the inability of companies to 
guarantee employment and do emphasize changes that help 
workers assume an "adult" role- adding to their skills and their 
decision-making powers. 

Management Gurus 
From the gurus' perspectives, the whole question of what is a 

workplace is up for grabs. Some big thinkers believe that 
"employees" will really be more like individual entrepreneurs, 
working out of offices in their homes and telecommuting to a va
riety of client organizations. 37 This is an extreme view, and not 
very helpful for sorting out a new social contract for the here and 
now. 

Others have extended the concept of the "virtual corporation" 
from the more modest formulation initially advanced. William 
Davidow and Michael Malone, who coined the phrase, suggest 
that a virtual corporation is a more focused, smaller organization 
which contracts out as many of its non-core functions as possi
ble. Such a virtual corporation can reduce costs·, decrease cycle 
times and take better advantage of its core competencies. 

Other big thinkers have suggested that the virtual corporation 
will resemble a movie production company where people with di
verse skills are temporarily brought together, produce something 
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and then scatter to the four winds. Michael Malone rejects this 
extreme formulation, however: 

I'm not convinced that's going to happen. The reason is somehow 
you need a cohesiveness of experience, a body of shared skills, 
some sort of extended loyalty over multiple product generations. 
Therefore, corporations are going to be fairly stable in terms. of 
employment, but they're going to be very unstable in terms of m
ternal operations on a day-to-day basis.Js 

Malone's views may be less dramatic but they also seem more 
realistic. This leaves us with the unfinished task of outlining the 
new social compact that will help American firms compete and 
adapt to new technology while maintaining some stability in em-
ployment. 

Top executives everywhere are attempting to flesh out 
new workplace compacts for their firms. 

The View from the Executive Suite 
Top executives everywhere are attempting to flesh out new 

workplace compacts for their firms. Robert Shapiro, newly desig
nated chairman and CEO of Monsanto Company, made the follow
ing observation during a recent address: 

There used to be a sort of implied contract between companies 
and employees: employees offered loyalty and hard work, com
panies offered security and fair pay. Today, few companies, if any, 
can realistically offer long-term security, because the world has 
made even great businesses insecure. So . . . what can the new 
contract be between companies and employees? We're struggling 
with that question. We think the answer must be that if employ
ees are to share in greater risk, they should also have a greater 
share of the rewards- if we succeed together.J9 

This view of shared risks and rewards is very similar to the AFL
CIO statement, without the added emphasis on labor
management negotiations, however. 

In contrast, the epitome of an organization that embraced the 
employment security aspects of the old social contract is IBM. 
Big Blue was once the most secure of American workplaces and 
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the envy of all those wishing to be "excellent" companies. But, by 
1993, IBM could no longer maintain its 76-year tradition of no 
layoffs. Mter first downsizing through attrition, early retirement 
and other financial incentives, the company was forced to 
"involuntarily separate" some of its employees. 40 

At first, the mainframe business was primarily affected, but 
downsizing through layoffs spread to the PC unit in July 1994. 
As part of the reorganization of the unit, many survivors are being 
relocated from plants that are closing, adding to the symptoms of 
survivor sickness.41 

In the midst of this turmoil, top management is attempting to 
reshape the company's culture and redefine its social contract. 
Basic outlines of how IBM's employment compact is changing are 
beginning to emerge. Figure 5 provides a recent picture of the 
state of development of this new social contract. 

Very few elements are unchanged in the employer and em
ployee expectations matrices that form the implicit contract. IBM 
still expects ethical and honest behavior from employees and be
lieves its employees have a right to expect a safe and healthy 
workplace. All other elements have changed, some subtly but 
others more obviously. 

An example of a subtle change is the shift from "caring man
agement" to "principled leadership" as an employee expectation. 
The paternalistic tone of caring management is replaced with a 
phrase that implies that management will conduct itself with in
tegrity and will provide a sense of direction while leaving a good 
deal of initiative to the employee. IBM is also trying to shift em
ployee expectations away from such things as "opportunity to ad
vance" and "assistance to succeed" to "opportunity for growth" 
and "learning climate." 

A more obvious shift is from the employer expectation of loyalty 
to the company to commitment to business success - or, from 
the employee perspective, from job security to "secure transi
tions." The latter change is a candid admission that the old no
layoff policy cannot be reinstated. 

Common Positions 
Each of the differing perspectives of the developing new social 

contract for the workplace has something useful to offer. The 
Clinton administration's emphasis on "employment security," or 
employability, is a sensible substitute for the old concept of "job 
security." This reformulation acknowledges that American firms 
are operating in a dynamic global economy, that to try to "stop 
the world" or to maintain the status quo, would be counterpro
ductive. 
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But it is always difficult for public policy makers to accept the 
harsh reality that their best efforts to help to shape the new 
workplace contract may not be needed - or may even worsen the 
situation. For example, the Clinton administration and the Con
gress are actively adding to the existing array of employer man
dates. More fundamentally, they tend to see employers as re
sponsible for the full task of making workers "employable," rather 
than viewing this as a shared responsibility . 

The old social contract has to change to one that 
emphasizes job discretion and responsibility, 

and continuous learning. 

Increasingly, organized labor also has come to understand that 
it cannot hold back the forces of global competition, deregulation, 
and technological change. Most labor leaders know that the 
workplace must become a more cooperative environment. But 
union leaders are typically skeptical of management's motives and 
adamantly protective of their positions of power. As a result, they 
cling to elements of the old social contract that defined worker
management relations in unionized firms. In particular, they in
sist that union representatives must continue to act as middle
men between workers and management. They acknowledge the 
need to reduce management hierarchy in order to expand individ
ual decision-making and enlarge jobs, but they fail to recognize 
that the existing union hierarchy produces similar inefficiencies. 

Not all business leaders are aware of the need to revamp the 
worker-management compact. Those who are seem to have the 
most balanced view of how it needs to change. There is wide
spread agreement that human capital- worker knowledge- is 
one of the few remaining competitive advantages in this highly 
competitive world economy. To tap that knowledge, the old social 
contract has to change to one that emphasizes job discretion and 
responsibility, generally called empowerment, and continuous 
learning. 

Companies that promised job security in the past cannot 
credibly continue to do so. They can only show that the com
pany's fortunes and those of the employee are intertwined. To the 
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extent that business leaders can back up their "talk with their 
walk," they can forge a new social contract for their own firms. 
But that compact is necessarily tailored to the individual circum
stances of each company, as in reality was the old implicit con-
tract between employer and employees. -

Toward a New Social Contract for the American Workplace 

Reconciling Paradoxes 
Developing a new social contract for the typical workplace in 

the United States is an extremely challenging task. It requires 
reconciling a variety of paradoxes. 

Enhancing Productivity while Reducing the Work Force. Ear
lier, reference was made to the fact that "there is downsizing and 
then there is downsizing." While this is not a report about the 
proper way to conduct a downsizing program, it is appropriate to 
consider how to mitigate the negative effects of work force reduc
tions on the survivors - ways to avoid "survivor sickness." Mter 
all, the direct benefits of reducing the size of the organization can 
be offset by loss of productivity of those who remain. 

One of the key principles for reducing the negative effects of 
downsizing on survivors is what organizational behaviorists refer 
to as "procedural justice." With regard to reductions in force, the 
elements of procedural justice include: advance notice, clear and 
adequate explanations of the reasons for layoffs, and dignified 
treatment of the people who leave the firm as well as those who 
stay.42 

A report by Joel Brockner et al (1994) showed that survivor 
commitment was adversely affected when procedural justice was 
low, and the outcome of the downsizing- severance pay, con
tinuation of other benefits, and the extent of the cutback- was 
also viewed negatively. In contrast, if employees had advance no
tice, clear explanations, and received dignified treatment, com
mitment was not affected by how adverse was the actual downsiz
ing. Thus, how the organization went about the downsizing was 
more important for influencing the commitment of the survivors 
than was the company's generosity toward those who left. 

Other research results indicate that these conclusions should 
not be taken too literally. An analysis of voluntary cutbacks in 
U.S. Army personnel found that the perceived value of the retire
ment incentive was positively related to survivor organizational 
commitment. In addition, greater contact with persons taking 
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"early out" programs was negatively related to survivor commit
ment.43 

These conclusions do not overthrow the Brockner, et al, find
ings but they do weaken them. Procedural justice is important 
but part of the perception of justice involves how those who leave 
are treated, at least for voluntary programs. The extent and/ or 
frequency of downsizings also affects the commitment of survivors 
to the organization. 

David Noer, vice president for training and education at the 
Center for Creative Leadership, suggests several ways to reduce 
"survivor sickness" at downsizing companies. In his view, one 
problem is that most layoff decrees come from the top, but the 
extent to which people participate in a decision is the extent to 
which they buy into it. He believes it is important to involve peo
ple in the process, to give them options such as a voluntary early 
retirement or incentive package, job-sharing, or part-time work. 44 

Noer acknowledges that the old paradigm would say that you 
can't trust employees with information that they're going to lose 
their jobs because then they won't be as motivated. "But," says 
Noer, "the new paradigm- and the new reality- is that we are 
all temps .... The extent to which we know how long we're going 
to be at a job, the more control we can have over our destiny, and 
thus, having control, we can do a better job because we won't be 
paralyzed by uncertainty and fear. "45 

Noer's reference to the old and new paradigms, of course, re
late to what we have been calling the old social contract and the 
new social contract. The old social contract may have implied 
that the company would take care of the employee but its implicit 
paternalism often meant that employees would be treated as chil
dren. The information needed about the business to enable indi
viduals to make wise choices for themselves was often withheld 
because of lack of trust about what the "child" would do with that 
information. To avoid survivor sickness, management must seri
ously begin to grapple with how the old paradigm, the old social 
contract, must be reformed. 

Increasing Competitiveness while Meeting New Employee Man
dates. At the same time that widespread downsizing is shaking 
up so many work environments, many larger firms are still at
tempting to offer a host of programs to take care of specialized 
needs of portions of their work forces. Workplace diversity pro
grams attempt to accommodate differing cultural backgrounds 
and to sensitize employees to hidden prejudices. Work-family 
practices provide special consideration to parents and to children 
of ailing aged parents. 46 
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In some instances, less-favored workers may resent the ~pecial 
consideration given selected groups of co-workers. Childless 
workers who must pick up the duties of parents who leave early 
for a ball game or who take off to care for a sick !=hild .begin to 
wonder what's in it for them. Of 14,000 workers questioned by 
Hewitt Associates, an employee-benefits consulting firm, more 
than 20 percent said that they had to work longer hours or tackle 
more difficult assignments to cover for co-workers who are par-

ents.47 
Noer expresses cynicism about proliferating company benefits. 

He says: 

1 don't think organizations can hold up their end of .the bargain. 
They can't take care of people over time, and by making them de
pendent on the company for more than their war~. they may be 
setting themselves up for deep-seated layoff-survwor problems. 
That's not to say that day-care and elder-care aren.'t .good, or ·1:hat 
employees shouldn't have other good benefits, but 1t 1s to say ~~t 
it's up to each individual employee to make sure that who he 1s 1s 
not {bound up in} where he works.48 

A rising array of government regulation is 
reducing the discretion and flexibility to make changes 

in the workplace. 

Decentralizing Decision Making while Workplace Regula~ion 
Expands. Decision making in a business frrm does not occur in a 
vacuum. A rising array of government regulation is reducing the 
discretion and flexibility to make changes in the workplace. A 
host of agencies and programs- such as OSHA, EEOC, Mfi~a
tive Action, ADA, etc. - determine much of the workplace pohcy 
previously determined by management or through collective bar-

gaining. . 
The federal government continues to come up With new work-

place "rights." Two of the most recent of .these pro~ams, the 
Americans with Disabilities Act and the Family and Medical Leave 
Act, add the force of law to the voluntary activities of more pro
gressive firms. These two new laws pale in significance compared 
to proposed mandates for employee health care. 
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In spite of their concern for American competitiveness, Con
gress and the White House appear unable to stop themselves from 
doing good with other people's money. Each new program man
dated, however, increases the cost of U.S. labor, making substi
tution of capital equipment more attractive in order to increase 
worker productivity and stay ahead of foreign competitors not 
saddled with the same expenses. 

The rising costs of hiring new full-time employees - resulting 
in large measure from government mandates or fringe benefits 
required by collective bargaining agreements - has also led to 
greater use of part-time workers and contracting out of peripheral 
functions. Roper Starch survey results show few feelings of ca
reer development among part timers. When asked whether their 
employment was a career or "just a job," 84 percent of part timers 
responding in the April 1994 survey answered "just a job." Ap
proximately 54 percent of full-time employees indicated that they 
considered their job to be a career. Surely, the "involuntary" por
tion of the part-time work force is less likely to be committed to 
the firm's objectives as are full-time workers. 

Worker Insecurity and Golden Parachutes. Many boards of di
rectors and top executives do not fully sense the depth of em
ployee dissatisfaction. That fundamentally negative attitude is 
reenforced by the knowledge that top management compensation 
and income protection are becoming increasingly generous at a 
time when job security for blue-collar and white-collar employees 
is being substantially reduced. 

Motivating American Workers while Expanding Globally. The 
increasing globalization of the marketplace means that many suc
cessful firms are expanding overseas while they reduce their do
mestic work forces. Many of our companies make more of their 
new investments overseas than here at home. Some of the best 
known American companies already have deployed a majority of 
their assets overseas - Manpower, Inc. (72%), Gillette (66%), 
Mobil (63%), Digital Equipment (61 %), Exxon (56%), IBM (55%), 
Chevron (55%), Bankers Trust (52%), and Citicorp (51%). 

This global shift creates new opportunities for the mobile 
members of management and is readily justified as a business 
necessity. Yet, it is hard to explain the benefits of globalization to 
those whose jobs have been eliminated. 

Today's business leaders need the wisdom of Solomon to make 
sense of the paradoxical demands facing them. On the one hand, 
they must control costs and improve customer satisfaction in or
der to remain competitive. On the other, they are being pressured 
by societal and government demands to provide costly added 
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consideration to special subgroups of their workers. Management 
wants to reduce employee turnover and increase commitment, 
but it is difficult to do so while attempting to "cut all the fat" and 
asking for more output from each employee. Gqvernment tells 
management to improve competitiveness and focus on "employ
ability." But it passes laws that make American businesses less 
competitive and American workers less employable. 

The only way for business executives to negotiate this maze is 
to address these paradoxes head-on with candor, avoiding setting 
unrealistic expectations for the employees, or for themselves. 

The most effective way to carry out a 
corporate restructuring is to communicate in ~ 

small group meetings. 

Vital Need for Honest Communication 
The key to developing a new workplace compact is the same 

key that unlocks the door to high performance workplaces built 
on trust and mutual purpose- communication. However, this 
word is so broad and so over-used that it can lose its meaning 
unless further clarified. 

A careful reading of a recent survey sponsored by Arthur D. 
Little, Inc. reveals several shortcomings in the ability of manage
ments to communicate effectively with their employees during pe
riods of substantial change. The composite of the views of 350 
business executives concludes that the major barrier to success
ful change is the failure to convince managers and employees that 
change is necessary in the frrst place. 49 Some 64 percent of the 
respondents took this position. 

No other obstacle to change was cited by as much as one-half 
of the executives surveyed. In the words of an energy industry 
executive, "If I had to do it over again ... I'd increase communi
cation: it helps to settle people. "50 

Most of the managers polled agreed on what was not useful for 
gearing the organization to change. They rejected the conven
tional wisdom that focuses on training, distributing publications, 
and changing the compensation system. Instead, they preferred 
more individual-oriented actions: 
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• Communications direct from the CEO. 

• Departmental meetings. 

• Recognition of individual or group performance. 

• Staff changes such as hirings, terminations, promotions, and 
transfers. 

• One-on-one discussions. 

• Employee focus groups or surveys. 

• Changes in the performance appraisal process.51 

This list is similar to the information shown in Table 2 which 
was compiled by Wyatt Co. from their 1993 survey. The most ef
fective way to carry out a corporate restructuring is to communi
cate in small group meetings. Also helpful are briefmgs for man
agers and supervisors and increased senior management visibil
ity. Regular employee publications came dead last, along with 
letters and memoranda. Yet, Wyatt found that letters and memo
randa were the most frequently used means of communication. 

The most effective types of communications in forging common 
understanding do not allow management to be passive. They also 
depart from the traditional top-down style of "communication. n 

In discussing how to make the transition from a command and 
control style of management to a coaching/teamwork style, Daniel 
Yankelovich says that the key is to learn how to substitute dia
logue for top-down communications. He believes that most com
panies know how to conduct genuine dialogue at high levels of the 
corporation, but not between the top level and lower levels. 

According to Yankelovich: "Genuine dialogue occurs when 
both sides modify their positions to accommodate each other .... 
The process of dialogue is far different from selling or persuading 
or educating or imparting information. "52 

Similarly, a frrm's new social contract cannot be unilaterally 
formed by top management. It may be introduced from the top 
but will only be understood and embraced if modified through a 
process of dialogue. 

To buttress the principle that an employee "owns" his own 
employability, Intel, America's most successful logic chip maker, 
has quarterly business update meetings with all its workers. 
These meetings outline the frrm's fmancial health. Twice a year, 
executives participate in strategic long-range planning meetings. 
Furthermore, a key part of every manager's job is to help co
workers determine if the demand for their skills is changing and 
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Table 2 

Use and Effectiveness of Communication Tactics 
in Support of Restructuring 

Used By 
Percent 

Rated "Very Effective" 
Percent Rank 

Letters and memoranda 83% 28% (7) 

Briefings for managers/supervisors 74 51 (2) 

Small group meetings (<30 workers) 65 63 ( 1) 

Develop communication strategy 63 41 , (4) 

Large group meetings (>30 workers) 60 38 (5) 

Regular employee publications 44 25 (8) 

Increased senior mgt. visibility 43 51 (2) 

Telephone hotline 18 32 (6) 

Special restructuring publication 13 42 (3) 

Source: "Study: Which Communications Do/Don't Work in Downsizing," 
PR Reporter, Vol. 36, No. 43, November 1, 1993, p. 1. 

to recommend training, if necessary.53 These actions back up 
Intel's view of providing employability to workers but tying job 
longevity to company and individual performance. . 

If the new compact is being communicated on the heels of a 
downsizing, then tone, as well as content, can play an important 
role. As David Noer, in his book Healing the Wounds: Overcoming 
the Trauma of Layoffs and Revitalizing Downsized Organizations, 
puts it: "When you are dealing with people who are really in 
trauma, the best way to deal with them is lead from the heart in
stead of the head."54 

And, when it comes to communicating to survivors, there is no 
such thing as too much of a good thing. According to Noer, it is 
impossible to overcommunicate to employees during layoffs. The 
survivors have a real hunger for information - oral, written, for
mal, informal. 55 
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This new challenge in communications falls squarely on the 
shoulders of top management but it may be recognized first by 
the public relations professional. John Onoda, vice president of 
corporate communications for Levi Strauss & Co. acknowledges: 

Besides being responsible for opening up lines of communication 
from management to others, we are also responsible for opening 
up lines of communication from employees to other employees and 
to management. Historically, communications was about com
municating fact. Now we are talking about visions, values- the 
sort of cultural norms that companies are operating in. We are no 
longer about conveying [company] information. We are about ... 
changing behaviors.s6 

The new challenge in employee communications 
may be recognized first by the 
public relations professional. 

But if American businesses are to get past the elixir of down
sizing and get on with establishing a new social contract in the 
workplace, other external audiences must be addressed simulta
neously. To relieve the pressure to downsize in order to realize 
short-term stock price gains, the investing community needs to be 
made aware of the mixed results of corporate cutbacks. Informa
tion such as that presented in the earlier section of this report -
"Downsizing's Impact on Productivity and the Bottom Line" -
need wider distribution. A soundly developed public relations ef
fort in this area could help remove the false impression of a con
flict of interests between important corporate stakeholders -
employees and stockholders. 

Interestingly, the Department of Labor has been active in this 
regard. Indeed, the Labor Secretary cited the 1993 Wyatt Co. 
study in his October 1993 speech to the Council of Institutional 
Investors. The representatives of the California Public Employees 
Retirement System (Calpers) must have been listening because on 
June 16, 1994 Calpers announced it will start making investment 
decisions in part according to how well companies treat their em
ployees. Among the workplace issues Calpers will analyze are the 
availability of employee training programs and the degree that 
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responsibility is given to lower-level workers. 57 Of course, that is 
not quite where the analysis in this report leads. The proper role 
of institutional investors such as Calpers does not extend to in
fluencing the specifics of workplace operations. 

The downward trend in employee satisfaction in 
the workplace - and the damaging effect on 

long-term productivity- calls for courageous steps 
by American business leaders. 

Similarly, however, the Labor Department is becoming a bit 
overzealous in spreading its dogma that a "happy workplace is a 
profitable workplace." Labor Secretary Robert Reich has proposed 
pension investment guidelines that would require fund managers 
to take a more active role in these matters. According to the Wall 
Street Journal, Reich "wants fund managers to become more in
volved in companies' decisions on employment matters, such as 
how much to spend on job training. "58 In advocating these 
measures Secretary Reich is edging his department into the area 
of corporate governance, which is surely far afield of the focus of 
the Department of Labor. 

New Versus the Old Social Contract 
Status Quo of Old Contract. Nostalgia for the old nearly always 

accompanies the birth of the new. This is certainly the case for 
the old social contract. It is widely described as a universal 
promise of job security in exchange for loyalty and satisfactory 
performance. But this formulation of the old compact is a 
stereotype. 

In practice, the departures from the theoretical norm were al
ways widespread. The Depression years that preceded the Second 
World War certainly offered little job security, so the old contract 
is not really so old. Even during the times of American global 
economic dominance, many firms offered very little job security, 
growing and shrinking with their individual economic fortunes. 

Nonetheless, the downward trend in employee satisfaction in 
the workplace- and the damaging effect on long-term productiv
ity - calls for courageous steps by American business leaders. 
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No Turning Back. One theme coming through clearly in Con

gressman Gephardt's speech of June 8, 1994 is the realization 
that there is no hope of returning to the old social compact. In 
fact, he ac:knowledges that the old contract had its faults and that 
defining a new compact is as much an opportunity as a problem. 

A positive and forward-looking attitude is warranted. John 
Reed, Chairman and CEO of Citicorp, emphasizes the continuous 
nature of organizational change in American business: "We are 
on a treadmill that will require added organizational restructur
ing. Jobs will continue to be affected."59 

Lewis Platt, CEO of Hewlett-Packard, trimmed the company's 
annual operating expenses from 38 percent of revenues to 31 per
cent after taking over the company leadership in 1992. H-P did 
not downsize, but it did re-deploy 5,000 employees. In Platt's 
view, restructuring is a continual challenge: "I don't care whether 
you're running an airline or a retail store or an electronics com
pany, we're all going to have to learn to operate on lower gross 
margins. We're all going to drive for productivity, particularly in 
the white-collar area. And that's going to mean continued re
structuring. "60 

As has been emphasized throughout this report, the forces of 
increased competition (especially global competition) and advanc
ing technology make it impossible to reestablish the old social 
contract. Wage differentials between U.S. and foreign workers 
that are not justified by greater productivity cannot be main
tained. Work restrictions that only add to costs cannot be sus
tained either. High levels of quality do not guarantee higher 
margins, only that the product or service may be able to stay in 
the competitive game. In a rapidly changing marketplace, prod
uct and service cycle times must be continually shortened. Or
ganizational structures must be flexible; they must organize 
workers in a way that allow the firm to meet changing consumer 
demands and to counter competitors' changing strategies. 

Technology will also continue to alter how workers interact 
with one another and with the marketplace. The impact of tech
nological advance on production processes and product composi
tion will make some skills obsolete while calling for individuals to 
adapt to new, and often more demanding, job requirements. 
Middle management ranks will go on shrinking- although some 
reaction is likely where the cutbacks, in faddish fashion, have 
been overdone. Blue-collar workers will have to be better edu
cated and more motivated as low-skill tasks continue to be 
"exported." Organizational structures ultimately can be only as 
flexible as the people who are "organized" by them are adaptable. 
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Principles of a New Contract. All parties see a new workplace 
reality, one that will not accommodate many elements of the old 
implied social compact. Intense competition and technological 
changes have led to restructurings that have cut the number of 
employees of individual firms but have also redistributed respon
sibility downward. Those same forces have also led to the crea
tion of many new firms and to a rising level of overall employment 
in the United States. In any event, the old social contract that 
presumed all the thinking would be done in senior management 
offices, with the rest of the organization charged with the respon
sibility of carrying out top-level commands, is dysfunctional in the 
new environment. 

Intense competition produces winners and losers, among firms 
as well as individuals. Though job security was always illusory, 
widespread downsizing has shattered the illusion for many 
A_merican workers. Employability may be the successor .JlOtion 
but it is a concept calling for joint efforts by employers and em
ployees, not a one-sided affair. 

Findings and Recommendations 

Key Findings 
Downsizing Is No Panacea. Shrinking payrolls does not guar

antee bottom line improvements. Some downsizing efforts im
prove productivity while others do not. Firms that grow often im
prove labor productivity in the process. In U.S. manufacturing, 
successful "upsizers" contribute as much to overall productivity 
gains as do successful downsizers. 

American Workers Are Becoming Less Satisfied with Their jobs. 
The reports of widespread employee dissatisfaction are a useful 
thermometer of the state of the work place. Workers are not all 
despondent, but job satisfaction and employee morale are trend
ing downward. Management ignores these trends at its peril. The 
reasonable response is not to kill the messenger but devise some 
sensible cures. 

Change Provides Threat and Opportunity. The old social con
tract was not all it was advertised to be. The tradeoff of job se
curity for acceptable performance created a paternalistic (and 
elitist) view by top management and often a resentful response by 
the employee (who often felt like a child). Illusions of job security 
have been dispelled but so too has the notion that all thinking 
and decision making should only take place at the top of the cor-
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porate hierarchy. Jobs may be more tenuous today but they are 
also more challenging. 

Recommendations 
To Government. The changes affecting the workplace are so 

massive that many parts of society are affected and need to re
spond. Government agencies need to improve their understand
ing of the private-sector economy. Many of the burdens they im
pose on domestic firms are unintentional impediments to U.S. 
competitiveness in the international economy. Comprehensive 
reform of regulation of business is long overdue. There is no 
shortage of sensible suggestions for improving the effectiveness 
and reducing the cost of the federal regulatory system. 61 

To Employees and Unions. Workers and their elected represen
tatives must realistically acknowledge that the old social contract 
does not work in the modern economy. A basic reorientation of 
worker thinking is in order. In view of the declining rate of pri
vate-sector unionization, the incentive for organized labor to mod
ernize its traditional activities is clear and compelling. The com
pany is not the "enemy." 

To Business. It is the responsibility of management in each 
company to initiate the development of a new social contract suit
able to its special situation. Employees at all levels need to be 
involved, blue-collar as well as white, front-line and middle man
agement as well as the executive leadership. The basic motivation 
for business taking the lead is very straightforward: it reduces 
the likelihood that government will step in to fill the void. 

Restoring trust and credibility should receive the highest pri
ority. Adopting the attitude that bad news will be reported as well 
as good is helpful. More managers need to learn how to "tell it 
like it is." 

In this context, we outline a new social contract for the Ameri
can workplace. (See box on page 43.) It draws on the extensive 
experience and research thoughtfully conducted by a broad group 
of company executives and management researchers. 

Employer and employee expectations, though similar, can vary 
in perspective. From the employer's perspective, an employee 
must be willing to perform to the best of her, or his, ability. The 
employee, in turn, expects fair (competitive) pay and benefits that 
are proportionate to his, or her, contribution to the company's 
success. 

Employers need committed employees who are invested in the 
firm's objectives. This type of employee cannot expect job secu-
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rity; however, only that, if the firm succeeds, the job will not be 
threatened. 

Managements need workers who contribute with their intellec
tual capacity but they must recognize and respect employee sug
gestions and psychic involvement in order to elicit this type of 
positive behavior. 

Training is a similar two-sided coin. For the work force to 
continue to increase its productivity and competitiveness, both 
management and labor must support training - continual in
vestments in human capital. The trained employee must then be 
given responsibilities that make use of that training, producing 
opportunities for growth. 

Both employers and employees must come to ~ 
understand that the highly competitive environment in 

which they find themselves binds them together. 

Access to timely information and openness by candid leaders 
are prerequisites for building the type of trust that is needed to 
put the new social contract in place. After all, the new compact is 
an "implied" agreement. Without mutual trust and respect, em
ployer and employee participants will not honor the new compact. 

The key elements of this new contract, however, are the joint 
expectations. Both employers and employees must come to un
derstand that the highly competitive environment in which they 
find themselves binds them together. We do not mean a literal 
partnership, in the legal sense of the word, but rather the figura
tive partnerships between suppliers and customers that are 
growing rapidly in popularity. "Partnering" in this context calls 
for suppliers to be so familiar with their clients' operations that 
they can devise solutions to problems, or create new products, 
that can make the customers more successful. The clients, in 
turn, must be more open with the suppliers so that they benefit 
from the suppliers' unique knowledge and abilities. Both supplier 
and client firms flourish in a partnering environment. 

Employees are, in effect, internal suppliers. They must desire 
to see their "client," their employer, succeed. They must be given 
more information and responsibility to devise solutions to the "eli-
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Outline for A New Social Contract 

Employer Expectations 
of Employees 

• Performance to the best of 
one's ability 

• Commitment to the objec
tives of the frrm 

• Participation (suggestions) 

Employee Expectations 
of Employers 

• "Fair" pay and benefits pro
portionate to contribution to 
company success 

• Security tied to fortunes of 
the company and ability to 
perform 

• Respect, recognition, and 
participation 

• Willingness to take training • Opportunities for growth 
to improve productivity 

• Ethical and honest behavior • Access to timely information 
and openness by candid 
leaders 

• Safe and healthy workplace 

joint Expectations 

• Partnering replaces paternalism 

• Employees are value-adding resources, 
not merely costs to be cut 

• Employee and employer must focus on 
customer needs and desires 
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ent's" problems if they are to be fully utilized. Both employer and 
employees must see each member of the organization as a source 
of the firm's competitive advantage. In the end, the firm's cus
tomers are the ones who need to be better served; if they are not 
satisfied, no one's job is secure. · 

The American workplace is undergoing a dramatic change 
brought on by powerful forces- global competition, domestic de
regulation, and technological change - that no firm can resist. 
The process of organizational change taking place presents new 
challenges and new opportunities. Employees are being chal
lenged to use their minds and to link arms with management to 
successfully compete in the new environment. They are also be
ing asked to work harder and to be more committed to the com
pany objectives while at the same time being told, and shown, 
that there is no such thing as job security. 

Historically, one of the characteristics of an effective btlfliness 
manager has been the ability to live with ambiguity. In the years 
ahead, all employees will need to develop that special ability. 
Whether employees and managers realize it or not, they are 
forming new social contracts to govem their places of work. 
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Appendix 

April 1994 Roper Starch Worldwide Survey .Results for 
Persons Employed by Someone Else 

The following tables examine job security and loyalty, both 
employee and employer loyalty. They display "snap-shot" data 
taken in April of 1994, not time-series information. The data are 
broken down by type of business (profit-making, non-profit, and 
govemment) and subcategories within profit-making- full versus 
part-time employees, type of occupation (executive, profes
sional/ technical, clerical, production), and by size of firm (number 
of employees). 

Table A-1 shows that employees in the profit-making sector are 
more insecure than employees of non-profits and govemment or
ganizations. Only 27 percent of respondents rated their job se
curity prospects as "excellent" versus 39 percent who believe their 
job security is excellent in the other two sectors. One-third of 
those in the for-profit sector believe their job security is "fair" or 
"poor." Only about one-fifth of the workers in the other two sec
tors feel so insecure. 

Within the profit-making sector, production workers are the 
least secure - only 21 percent believe their security is excellent 
and 38 percent rate their security as fair or poor. Interestingly, 
the most secure worker type is the professional- 35 percent ex
cellent and only 25 percent fair or poor. Large-firm workers (more 
than 500 employees) are less secure than mid-size or small-firm 
workers. Only 26 percent of employees at large firms rate their 
job security as excellent and a third believe it is fair or poor. 

Personal loyalty is analyzed in Table A-2. Non-profit and gov
emment employees are far more loyal. More than three-fifths 
said they feel "a great deal" of loyalty to the place they work, ver
sus only two-fifths of workers at for-profits. Within the profit
making sector, executives are the most loyal (62 percent "a great 
deal") while clerical workers and production workers feel less at
tached (29 percent and 36 percent responding "a great deal," re
spectively). More than a quarter of production workers answered 
"not too much" or "very little" loyalty, compared to only 10 percent 
for executives. 

The data on feelings of employer loyalty toward the worker 
shown in Table A-3 indicate a case of unrequited love. As the old 
social contract is being dissolved, workers remain more true to 
the "marriage" than they perceive the firm is to them. Only 28 
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percent of workers at for-profits believe that the company has a 
great deal of loyalty toward them, while 24 percent believe it has 
not too much or very little loyalty. Again, clerical workers and 
production workers feel the least loved. One-fourth of clerical 
workers and 30 percent of production workers believe the firm 
exhibits not too much or very little feelings of loyalty. 
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Table A-1 

job Security 

Survey Question: Please indicate how well the following statement describes your personal work situation in 
your current job: I have security, that is, little danger of becoming unemployed. 

Total 
Don't No. of 

Excellent Good Fair Poor N/A Know Resp. 

Overall: 29% 38% 20% 10% 1% 1% 994 

Profit-Making Business 27 38 22 11 1 1 775 
Private Non-Profit 39 37 15 4 3 2 110 
Government Unit 39 37 15 7 1 1 109 

~ 
co Profit-Making Business: 

Full Time 27 38 21 12 1 0 609 
Part Time 25 37 25 8 2 2 166 

Executives 32 36 26 4 0 2 53 
Professional/Technical 35 38 18 7 1 1 183 
Clerical 29 36 19 13 2 1 168 
Production 21 39 24 14 1 1 365 
Other 17 50 33 0 0 0 6 

Large Firms (> 500) 26 39 22 11 , 1 1 242 
Medium Firms (50-499) 29 34 26 10 1 1 242 
Small Firms (2-49) 26 41 19 12 1 1 280 

Source: Compiled from survey data collected by Roper Starch Worldwide, April 1994. 

Table A-2 

Loyalty Toward Place of Work 

Survey Question: How much personal loyalty would you say you feel to the place you work? Do you feel ... ? 

Total 
Great Not Too Very Don't No. of 

Deal Some Much Little N/A Know Resp. 

Overall: 45% 38% 10% 6% 1% 1% 994 

Profit-Making Business 41 39 12 7 1 1 775 

Private Non-Profit 60 35 3 1 0 1 110 

Government Unit 61 29 4 5 2 0 109 

..+:>. Profit-Making Business: 10 

Full Time 43 39 10 7 0 1 609 

Part Time 33 39 17 7 2 2 166 

Executives 62 28 6 4 0 0 53 
Professional/Technical 55 34 8 3 1 1 183 
Clerical 29 49 12 7 2 2 168 
Production 36 39 18 8 0 1 365 
Other 50 17 17 17 0 0 6 

Large Firms(> 500) 46 36 10 7 0 1 242 
Medium Firms (50-499) 41 39 11 7 1 1 242 
Small Firms (2-49) 36 43 15 6 1 1 280 

Source: Compiled from survey data collected by Roper Starch Worldwide, April 1994. 
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