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The Wage Squeeze
Stephen Greenhouse examines 
the recent drop in wages for the 
American worker.

 

Falling Fortunes of the Wage 
Earner

By STEVEN GREENHOUSE 

Published: April 12, 2005

eginning in the mid-1990's, pay increases for 
most workers slowly but steadily outpaced the 

rate of inflation, improving the living standards for 
nearly all Americans. But an unexpected reversal last 
year in those gains has set off a vigorous debate 
among economists over whether the decline is just a 
temporary dip or portends a deeper shift that may 
cause the pay of average Americans to lag for years to 
come.

Even though the economy added 2.2 million jobs in 
2004 and produced strong growth in corporate profits, 
wages for the average worker fell for the year, after 
adjusting for inflation - the first such drop in nearly a 
decade.

"Pay increases are not rebounding, even though the 
factors normally associated with higher pay have 
rebounded," said Peter LeBlanc of Sibson Consulting, 
a division of Segal, a human resources consulting firm.

The problem is not with the jobs themselves. Most 
economists dismiss as overblown the widespread fear 
that the number of jobs will shrink in the United 
States because of foreign competition from China, 
India and other developing nations. But at the same 
time many of these economists argue that the 
increasing exposure of the American economy to 
globalization, along with other forces - including 
soaring health insurance costs that leave less money 
for raises - is putting pressure on wages that could 
leave millions of workers worse off.

"We're in for a long period where inflation-adjusted 
wages will be under acute pressure," said Stephen S. 
Roach of Morgan Stanley. "That's a most unusual 
development in a period of high productivity growth. 
Normally, real wages track productivity."
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But some economists are more optimistic, saying that 
the wage sluggishness is temporary and that real 
wages have slipped only because a sudden spike in oil 
prices has briefly left workers behind the curve. These 
economists assert that wage stagnation will end soon, 
as normal growth brings a tighter labor market. 

"What we're seeing now is not atypical; employers 
can't pay the wage bill to keep up with the oil price 
increase," said Allan H. Meltzer, an economist at 
Carnegie Mellon University. "I think the long-term 
trend will be that wages will right themselves and look 
like productivity growth on average."

The most commonly used yardstick of wages - the 
Bureau of Labor Statistics' measure of nonsupervisory 
private-sector workers, covering 80 percent of the 
labor force - fell 0.5 percent last year, after inflation. 
Real wages for these workers are now lower, on 
average, than two years ago. A broader measure, the 
employment cost index, which includes supervisors, 
managers and most government workers, dropped 0.9 
percent.

At a Sprint call center in North Carolina, 180 
customer service representatives are well aware of 
how such forces are squeezing them. Their jobs have 
not migrated overseas, but the employees just 
concluded their most bruising battle ever over wages.

The Sprint workers in Fayetteville emerged from 
negotiations that lasted months with a contract that 
left them with a pay freeze for last year and no 
definite increase for 2005. While the best performers 
are promised 2 percent merit raises, even those are 
likely to lag inflation.

"It's like their wages are in a severe coma," said 
Rocky Barnes, president of the union local. "Sprint 
said they had to restrain wages because the company's 
performance wasn't so good, but we think a lot of it has to do with offshoring."

Sandra J. Price, a Sprint vice president, took issue with union leaders. She said Sprint 
sought the freeze not because of low-wage competition overseas, but because benefit 
costs were soaring and the company felt the call center's compensation was generous for 
the area.

Whatever the explanation for Sprint's action, many economists, liberal and conservative, 
are perplexed by two unusual trends. Wage growth has trailed far behind productivity 
growth over the last four years, and the share of national income going to employee 
compensation is low by historic standards.

Mr. Roach of Morgan Stanley said wages were being held down by foreign competition; 
corporations that are moving jobs offshore; the uncertainty of businesses over demand; 
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and management's ability to substitute computers and other devices to replace workers. 
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