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		INTRODUCTION

		In the late 1960s, six of every ten Americans were covered by a pension plan, and it was possible to envision that soon the entire workforce would have its retirement security guaranteed. That dream has gone terribly sour. Pension sponsors from airlines to textile manufacturers to steel mills have gone belly up, and hundreds of others are now deeply in the red. More alarmingly, government employers such as cities and states have fallen behind—far behind—on funding the promises they made to their retired workers.

		
			America now faces a crisis of epidemic proportions. The fabric of the nation’s pension system is collapsing—at the very moment when the population is rapidly aging. Today, America has approximately 38 million senior citizens; in a generation, the number will virtually double, to 72 million. Indeed, by 2030 one in five Americans will be over sixty-five.1

		
			Who will be there to provide for them? More than 60 million Americans either are receiving or have been promised pensions; however, their numbers are shrinking rapidly. In the private sector, the proportion of jobs with pensions has plummeted to just under 20 percent.2 Perhaps even scarier, a third of the workforce does not have any retirement savings— pension, 401(k), or private account—at all.3

		
			For workers still with pensions, plan assets are grossly inadequate. In the private sector, employers’ pension funds are, cumulatively, an astounding $350 billion in deficit.4 Many employers—from Sears to IBM to Verizon—are freezing their plans to keep their obligations from growing further. Others did not act quickly enough and were forced to file for bankruptcy. The auto industry, burdened with legions of retired factory workers, is teetering on the brink. So many pension plans have gone bust already that the federal agency that insures pensions is itself in trouble. This agency, the Pension Benefit Guaranty Corporation, is responsible for the pensions of 1.3 million people whose plans have failed. Thanks to a spate of recent costly failures (ninety-four sponsors collapsed in 2006 alone), the PBGC is now $19 billion in the red, and could eventually require a taxpayer bailout.5

		
			Even worse, the states and localities, which have promised pensions to millions of present and future retired policemen, teachers, clerical workers and others, are hundreds of billions of dollars behind on their payments to state pension funds.6 This is money owed by the taxpayers—and under the state constitutions, the debts must be paid; pensions can never be defaulted upon. Thus, the deficits will require a combination of layoffs, service cuts, and higher taxes in a majority of the states for decades to come. In the case of some of the worst offenders, such as New Jersey, West Virginia, and Illinois, the cuts will likely be draconian. Thanks to their grossly underfunded pensions, these states are essentially insolvent.
		

		THIS BOOK examines how the pension system went so badly off course. All financial debacles have a human element—greed or self-delusion or perhaps sheer dishonesty. In this one, retirement systems fell prey to a basic part of our nature—the urge to delay that which we find unpleasant now. Such behavior comes naturally to any child with a homework assignment (“after dinner” . . . “when the game is over”), and so it did to pension sponsors who deferred the required contributions.

		Pensions are a perfect vehicle for procrastination; in the financial world, they are the most long-enduring promises that exist. The only rival is the federal Social Security system—but there, surprisingly, the commitment is not so airtight. Congress, if it chose, could reduce or cancel Social Security benefits tomorrow. Pensions are forever.

		The young men who went to work for General Motors after World War II, when GM ruled the roost of American business, were promised pension and health care benefits that remained in force for half a century. One GM retiree, who died at 111 in 2006, had been collecting pension and retiree health benefits for forty-eight years. When he first went to work, in 1926, GM’s managers could not have had the faintest conception of what the company could or would be paying in benefits eighty years later.

		The very remoteness of the pension guarantee seduced many employers into overpromising (after all, when the benefits came due, they would be somebody else’s problem). This tendency to overpromise was especially acute in the public sector, where employee unions had the power to vote politicians who weren’t sufficiently generous out of a job.

		The story of pensions is, in fact, largely the story of the slow accretion of power by the labor unions. The first third of this book concerns the United Automobile Workers, who in a decade went from a ragtag bunch whose members were being beaten by paid union-busters to a formidable trade union that wrested pension and health care benefits from Detroit. (Retiree health care entails the same sort of long-term commitments, the same crushing obligations, and may be thought of as a companion to the pension problem.) Ultimately, the UAW drained out the value from once colossal companies, General Motors in particular. For impoverished GM shareholders, the sad irony is that Walter Reuther, the UAW’s inspirational early leader, pointed the way toward a solution in the very beginning—and GM’s encrusted management did not want to hear it. In 2007, with the UAW and GM fighting a pitched battle over benefits, the union struck and shut the company down. Reuther’s vision, which was carried to a dubious extreme, fueled the present crisis, but it also pointed to a way out.

		
			The second part shifts the scene to the remarkable story of the then communist-run Transport Workers Union—which in the midst of the Great Depression organized the New York City subways. The TWU and its fiery leader, Mike Quill, played much the same role in the public sector as Reuther and the UAW did in private. Previous to the TWU, subway employees had to work until age seventy to qualify for a pension (and a meager one at that). Through a combination of strikes, threats, and not-so-subtle politicking, unions such as the TWU became a power in the legislature. Thanks to their efforts, New York’s public servants now stand a fair chance of collecting a pension for longer than they worked, and in many cases they earn more in retirement (including Social Security) than they did on the job.7 Thus “retirement” has expanded from a modest sinecure at the sunset of life to a long and lucrative second career.
		

		This is a topsy-turvy state of affairs, contrary to economic logic as well as common sense. Subway riders are paying higher fares so that the system’s middle-class employees can retire at fifty-five and spend, like as not, three decades in a comfortable retirement. The Metropolitan Transportation Authority finally demanded reforms, and over Christmas 2005 New Yorkers got a frightening glimpse of the future—when a pension strike shut down their fabled transit system.

		The drama in the subways pitted the people who operated the trains against the people who rode them: the public servants against the public. This is suggestive of the crisis in public pensions everywhere. In New York, at least, the battle was waged openly and on the issues. But many other pension sponsors have not been so forthright. For institutions under stress, pensions have been a tool for escaping the tough decisions. A sort of devil’s bargain is struck, whereby the unions (which know that pensions are constitutionally guaranteed) push for benefits that are beyond the ability of governments to properly fund. The unions get their promises; the politicians get to satisfy a powerful constituency. And by shortchanging their pension funds, they can run their budgets on borrowed time and put off the necessity to tax until a later generation.

		The final section of this book concerns the City of San Diego, where just such a devil’s pact led to a sensational scandal that toppled the mayor, cost the local government its credit rating, and brought the city to the edge of bankruptcy. The scandal had its origins in the fertile soil of San Diego’s laissez-faire political culture. The pressure on politicians to keep taxes low was unrelenting, and public servants brazenly conspired with union officials to raise benefits in the future in return for permission to underfund the pension now. This relaxed the immediate pressure on the budget, though it weakened the city’s future finances for years and possibly decades. Many officials behaved less like councilmen and pension trustees than like the artful dodgers at Enron. But the essential abuse—appealing to the electorate by shifting liabilities into the future—is altogether common. And the investigations and indictments that have riddled this still beleaguered city could happen anywhere. San Diego is a wake-up call to every community.

		MANY COMMENTATORS have taken comfort in the notion that pensions are not the U.S.’s only retirement vehicle; they are part of a triad of options along with private savings and Social Security. But the fact is, outside of the rich, very few people have adequate savings. If pensions cannot be put right, preserving (and strengthening) the third leg—Social Security—will be the only option left. Social Security itself is under fierce attack by the right wing of the Republican Party. Many younger Americans do not believe that it will be there when they retire. What, then, is to be done?

		It is too late to resurrect the companies already destroyed by runaway pensions and health care benefits. Nor can the huge obligations run up by the states be unraveled, except painfully and over the very long term. But for those not yet burned, those with the hope of digging out, and for the country at large, the sagas of General Motors, the New York City subways, and San Diego need not be a portent. Disaster can be averted if only their essential lesson is heeded: those who mortgage the future come to rue the day.

	
		

		PART I

		WHO OWNS GENERAL MOTORS?

	
		
		ONE

		WALTER REUTHER AND THE TREATY OF DETROIT

		The weight of history on our results has been significant.

		
			
			—RICK WAGONER, chairman and chief executive officer, General Motors

		
			Once upon a time, General Motors was a symbol of success. After World War II, the automaker routinely captured more than 40 percent of the American automobile market, and in 1955, when an entry-level Chevrolet cost $1,450, GM’s market share climbed to 51 percent. The company’s brass was moved to complain (or so went the joke) “We’re still losing five out of every ten sales.”1 In an age when GM was criticized for pursuing its own selfish aims rather than those of the country, Charlie Wilson, its outgoing president, testified, rather memorably, before the Senate Armed Services Committee, “What was good for the country was good for General Motors, and vice versa.”2 Wilson’s remark didn’t fool anybody; GM, of course, was in business for its stockholders. To ensure that its profit targets were met, it methodically raised the prices of its cars, and year after year it had the highest sales, the highest profits of any company in America. The shareholders made out like bandits. From the end of the war until 1965, a span of two decades, the stock registered a stupendous, eightfold gain.
		

		
			But as an institution, General Motors was already beginning to age. Shareholders did not at first notice the great transformation that was occurring in their status—their great disenfranchisement. But in a manner of speaking, they lost their claim; General Motors was sold out from under them. Oh, it wasn’t literally sold. But the gushing stream that was GM’s cash flow, which previously and properly had flowed to the stockholders, was quietly but most assuredly diverted. Over the next four decades, GM’s stock lost 60 percent of its value. The company continued to pay dividends, but the owners of America’s biggest industrial enterprise would have done better holding T-bills. Even though, over those many years, GM sold as many cars or more as in Wilson’s day, the putative owners—the stockholders—for all practical purposes had lost their title.
		

		
			
			So who owned General Motors? Gradually, a revolution had taken place. A vanguard force—GM’s retired workers and its future retirees—had attached an opposing title; they had become entitled. Modestly at first, but in time overwhelmingly, Wilson’s car company became beholden to the huge pension benefits, as well as the lavish standard of health care, that it had pledged to its retired workers and their dependents. “What is good for General Motors is good for its retirees” was the new mantra.
		

		
			By the dawn of the twenty-first century, Wilson would not have recognized his former employer. Over a fifteen-year stretch ending in 2006, GM poured $55 billion into its workers’ pension plan, compared to only $13 billion that it paid out in dividends. In other words, the company paid its pensioners four times as much—not including the money it spent on their generous health care benefits—as it did to its ostensible owners!
		

		Walter Reuther was both the person most responsible for this crisis and one of the first to propose a solution. A passionate and scrupulous labor leader, Reuther came of age during the Great Depression, and the experience of seeing thousands of autoworkers (and millions of Americans) lose their jobs instilled in him a lifelong desire for basic security—what he was to call “social insurance.” Because Reuther was born in the first decade of the twentieth century, and because he grew up just as workers were organizing and demanding security, his life story would chart the evolution of social insurance in the United States—everything from pensions and health care to unemployment compensation. These benefits already existed in Europe, and much of Reuther’s philosophy was imported via his German-born father and grandfather, both of whom were ardent Social Democrats.

		But in the United States, until very late in the nineteenth century, pensions were almost unheard of. Union Army veterans got pensions, but they had begun as compensation for war injuries, and only later had been extended to older veterans generally. Private employers simply did not offer pensions. “Retirement” as we know it—that is, a distinct phase of life devoted to family and to leisure after one’s working years—did not exist. Nor did the concept of unemployment.

		Most people worked on farms or in small shops or mills. As they got older they didn’t stop working, they simply worked a little less. If old age did catch up with them, they turned to their families for food and shelter. The “problem” of old age was in any case not widespread. In 1900, only 4 percent of the population was over sixty-five. Retirement was less one of life’s standard passages, like adolescence or middle age, than it was an infrequent and brief preamble to the grave.

		However, by the early twentieth century, notions of retirement were beginning to evolve. If you want to fix a date, 1907, the year Reuther was born, is as good as any. One reason was that people were living longer. Some of this was because of medical advances, and a good deal was due to the installation of sanitary plumbing and the eradication of unhygienic dwellings (and slums) where people were more likely to spread contagions.

		
			A second factor was industrialization. The man who tended a farm could gracefully age on the job; the factory worker couldn’t. Shop stewards and department managers wanted their graybeards out, to make room for younger blood. The desire to manage its labor force motivated a newly formed rail freight business, American Express, to institute the first corporate pension, in 1875.3 The railroads gradually followed suit. Railroad pensions were similar in spirit to army pensions; the work was exceedingly dangerous, and benefits were largely a reward for risking injury and death.
		

		
			As the “workplace” shifted to the city, companies figured that employees, white-collar workers in particular, would be easier to recruit if they were promised a pension. Also, since employees generally had to serve thirty years to be eligible, they would be more likely to stay on the job. As an executive of the Pennsylvania Railroad reckoned, “We feel sure that the pension system tends to keep our best men.”4 The rails were followed by banks, insurers, utilities—the sorts of companies interested in nurturing a stable and skilled workforce. Also, the tax code was amended so that money put into pension plans was deductible. For all these reasons, by the end of the 1920s a sizable minority of businesses offered plans.
		

		
			This progress, however, accomplished very little for most blue-collar workers. Pensions were created by companies that reckoned it to be in the corporate interest. They were a tool for managing labor, not an entitlement due to labor. Even if some executives chose to award benefits for humanitarian reasons, the decision was theirs. The workers did not have a right to a pension, much less to a broader social security program. But this was Reuther’s ideal.
		

		
			The young Reuther had been schooled on the rights of the workingman, including, especially, the right to a dignified retirement, the way other American boys were schooled in baseball. His father, Valentine, had emigrated to the United States in 1892.5 By then, Germany had already established a state insurance program. Valentine strongly believed in benefits for the masses in America as well. He settled in West Virginia, got a job driving a brewery wagon, and became a labor leader and devotee of the socialist Eugene Debs. Walter and his four siblings grew up in a strict home in which two religions held sway: Lutheranism and trade unionism.
		

		Walter quit school, as was the custom, at fifteen to apprentice in a tool shop. When a mammoth die slipped, he lost a big toe. There is no record that his employer paid the bill, and for the young apprentice to have demanded “insurance” for the accident would have been laughable. In any case, hearing that a craftsman in Detroit could earn a dollar an hour, then a reasonable starting wage, in 1927 he left for the Motor City.

		
			Reuther was hired at Ford’s (such was it known, for the company was identified with its proprietor). It had a huge plant, River Rouge, that functioned as a small city—machine shops, steel and glass mills, metal stamping. An intense, hardworking redhead, Reuther did not go in for drinking or after-hours carousing. Even while holding down a job, he attended high school in his spare time and then enrolled in a local college. Joined by his brother Victor, he also began to frequent left-wing political meetings in Detroit, where the talk centered on unionizing the auto industry. Auto companies paid decent wages by prevailing standards, but job security was woefully lacking. When Ford discontinued the Model T (just as Reuther arrived in Detroit) 100,000 workers were sent packing until its plant could be retooled. The Great Depression saw layoffs on a far larger scale. Jobless men would arrive at the plants at dawn and build bonfires at the gate while desperately waiting for a call to work.6

		
			Reuther was especially aroused by the lack of job security. He campaigned in 1932 for Norman Thomas, the Socialist candidate for president, took photographs of local shantytowns (dubbed “Hoovervilles” after the White House incumbent), and agitated for better working conditions. Then, according to Reuther’s later account, Ford’s fired him for being an activist. Nelson Lichtenstein, Reuther’s best biographer, says he may have simply resigned. In any case, in 1932, he and Ford’s parted.7

		There was no future for an organizer (or for much of anyone) in Detroit just then. Most of the unemployed went on relief. A smaller number, emblematic of the era, hopped freight cars and lived as hobos. Reuther and his brother conceived a far more novel—indeed, remarkable—plan. They resolved to travel the world. This was to be no grand tour of museums and opera houses, but a proletarian journey, via bicycle, of factories and mills. The Reuthers aimed to sample working conditions around the globe, so that they might import the best ideas to America. Crossing the Atlantic by ship, they disembarked in Hamburg early in 1933, just as the Nazi revolution was engulfing their ancestral homeland. The brothers had an idea of linking up with the opposition, and they did make contact with left-wing students as well as with some of their relatives. However, as Hitler’s control was becoming absolute, remaining in Germany seemed futile and they left for Austria and the Netherlands. There they waited until visas arrived for the Soviet Union. By late 1933, Walter and Vic were employed at the giant Gorky auto factory, a Stalinist imitation of the Ford plant at River Rouge.

		
			Conditions were spartan, even though Walter and Vic were housed in the more favorable dorms reserved for foreigners. In terms of efficiency, the plant was light-years behind River Rouge. However, the brothers were infected with Gorky’s pioneering spirit. Walter, who learned passable Russian, published a critique of the plant in a Moscow English-language paper, and judging from their letters home, both Reuthers were smitten with the Soviet experiment. The Russian workers, though poorly paid, had at least minimal job protection and health care. That Stalin was already employing forced labor on a mass scale seems to have escaped their notice. Victor wrote, “We are watching daily socialism being taken down from the books and shelves and put into actual application.”8

		
			After Gorky, they boarded a train for the Far East, where they saw appalling poverty in China and an ominous militarism on the rise in Japan. They returned home, in 1935, after thirty-two months. Irving Howe, the socialist writer who was the first to profile Reuther, said, “History had been thrust into their faces. ”9 But their effect on history was only beginning.
		

		
			In Detroit, the newly formed United Automobile Workers was attempting to organize the auto industry. Reuther threw himself into union work, and quickly became president of the big UAW local on Detroit’s West Side. It was rough going; the auto companies (especially Ford) were adamantly opposed to unions. They hired spies and thugs to intimidate members, and as the Depression still raged workers were naturally afraid to enlist and risk their jobs. Many of the union’s shock troops were communists—who at the time, it should be said, were not quite the pariahs in American life they later became. Reuther was close to the communists and may have briefly been a member.10 However, he resisted the party’s attempt to enforce an ideological line, and as his power in the union rose, he distanced himself.
		

		
			In 1937, the UAW shut down a critical GM plant in Flint. Alfred Sloan, the president of GM, viewed the action as illegal and refused to negotiate. Sloan was a managerial genius who had rescued GM from failure in the 1920s and propelled it into the number one spot, ahead of Ford. He was also very much opposed to organized labor activity. Like most corporate executives of that time, Sloan was ardently opposed to Franklin D. Roosevelt’s New Deal, and especially to FDR’s welfare programs. Unlike most, he had worked behind the scenes to finance the anti-Roosevelt American Liberty League, a racist and anti-Semitic fringe group.11

		
			If Sloan did not want a government welfare state, he certainly did not want a private one imposed on GM by employees. During the Depression, General Motors had continued to pay dividends to its stockholders even while twice cutting its meager wages and laying off half its workforce.12 Sloan saw no reason to apologize. He ran the company for the benefit of the stockholders; he assuredly did not run a welfare agency.
		

		Sloan beseeched the federal government to send in troops to break up the strike. Frances Perkins, the secretary of labor, refused. A passionate New Dealer and a proponent of welfare, Perkins leaned on GM to compromise. Sloan read the tea leaves and agreed to start talking. Henry Ford did not. In the spring of 1937, during a demonstration at River Rouge, he unleashed his goons, who caught up with Reuther on an overpass above the plant and severely beat him. However, the union agitation continued. In 1941, the UAW managed to shut down River Rouge. With the plant surrounded by thousands of striking picketers, Ford capitulated and agreed to government-supervised elections. Thus, by the time of Pearl Harbor, the UAW had been duly elected as the bargaining agent for most American autoworkers.

		
			By now, Reuther, a member of the UAW’s executive board, was very much focused on pensions. The Depression had exposed the plight of the rising number of elderly poor, and America was visited by all manner of political extremists, who stepped up the pressure for various forms of welfare benefits. The oddest of these was an elderly, out-of-work physician and onetime mining speculator in Long Beach, California, a Dr. Francis Townsend. Dr. Townsend wrote to the local newspaper suggesting a fantastic retirement scheme: that the government distribute $200 a month to each American over sixty and pay for it with a sales tax. When recycled through the economy, he argued, these lavish pensions would “abolish unemployment” forever. His proposal was fiscally unworkable, but in rural America it had the lure of an elixir. Millions of Americans joined “Townsend Clubs” and dozens of congressmen lined up in support.13

		Social Security was enacted, in 1935, partly as a response. Roosevelt told Perkins, his labor secretary, “The Congress can’t stand the pressure of the Townsend Plan unless we have a real old-age insurance system, nor can I face the country without one.” But the new program hardly defused the pressure for pensions and other benefits. For one thing, Social Security fell badly short of its planners’ goals—which had been to provide universal, cradle-to-grave protection. New Dealers reluctantly omitted health insurance, which they feared was politically unsalable. Moreover, millions of workers were excluded from the retirement plan. Out of deference to the southern bloc in Congress, agricultural workers, many of whom were black, were deemed ineligible, as were local government workers. Even for those who did participate, benefits were too low to provide true “security.”

		
			Also, from the day that Social Security was passed, conservatives agitated to repeal it. Reuther’s old boss, Henry Ford, fulminated that it would regiment society and diminish Americans’ freedom. Alf Landon, the Republican candidate for president in 1936, labeled it “a cruel hoax.”14

		
			The opposition focused on whether the money would really be there to fund such a large entitlement, and the early experience with private pension plans was not exactly encouraging. Actuarial science was in its early days, and many corporate sponsors of pensions did not bother to fund their plans, or did so only on a halfhearted basis. (They simply paid benefits from general funds.) As business conditions worsened during the 1930s, sponsors came under stress, the railroads in particular. For instance, the Pennsylvania Railroad’s pension expense, only $235,000 in 1900, had swelled to an enormous $8 million in 1931.15 The burden of funding the railroads’ pensions was aggravated by the industry’s decline. Competition from trucking had sapped the railroads’ growth and led to an aging of their labor force. And the rails discovered, to their horror, that unlike wages, pension expenses could not be trimmed with the business cycle. Ultimately, railroad pensions had to be bailed out by Congress.16 This early pension fiasco was one that executives in other industries—autos, steel, and airlines, for example—should have committed to memory.
		

		But no graying was visible in automobiles then. It was a young industry, poised for growth. Reuther spent the war years building a power base in Detroit and struggling with the UAW’s communist faction for control. He also forged ties to Washington. During the war, he made a splashy proposal to convert Detroit into a vast airplane factory; though his plan was impractical, it raised his public profile and established him as a political figure to be reckoned with. The union earned more points by pledging not to strike, and by putting up with wartime wage controls.

		
			By the time Reuther gained unchallenged authority over the UAW, in 1947, the war was over and he had a pent-up list of demands. He also was envisioning a broader social role for the UAW, as an agent for achieving the welfare state that the New Deal had left unfinished. And he wanted it not just for autoworkers but for everyone. As early as 1949, the writer Irving Howe could see that the UAW could become a revolutionary catalyst: “a force molding American life.”17

		
			Pensions and job security were first on Reuther’s agenda, with health care a close second. Sloan recorded his view of these demands in his memoir: “extravagant beyond reason.”18 However, the world was changing. By the war’s end, more than 7 percent of Americans were over sixty-five, nearly double the ratio of 1900. And experts in the new field of demography were forecasting (correctly) that the ratio would virtually double again, to 12 percent, by 1980.19 Retirees as a sociopolitical force were coming of age.
		

		In a curious way, Americans’ first decade of experience with Social Security heightened, rather than alleviated, their concern for the aged. The level of the government benefit was unchanged since the Depression, and its value had been decimated by inflation. The program’s very inadequacy focused attention on the need for private pensions.

		
			Government policy further stimulated the pension bandwagon. The United States levied an excess profits tax on corporations during the war, which sent companies scurrying for the tax shelter offered by retirement plans. Also, the government froze wages while still allowing firms to grant (or increase) noncash benefits. Thus pensions became a way to give somethingto strapped employees. The result was a pension stampede, tripling the number of Americans with coverage to six and a half million, or a sixth of the workforce.20 However, many of these plans—including the one at General Motors—included only salaried (not hourly, or unionized) workers. This seemed patently unfair; what’s more, the government’s tax policy had changed the terms of the debate. If the United States was going to subsidize pensions, Washington was entitled to some say in how they were used. Pensions were now viewed as a benefit to labor; as the pension historian Steven Sass put it, Congress expected a “social return for its tax favors.”21

		Congress had laid the groundwork during the New Deal with legislation establishing the right of workers to form unions and to bargain collectively. The key legislation was the National Labor Relations Act, or Wagner Act, in 1935. Though its effect was muted during the Depression, after the war union membership surged. Starved for wage hikes and squeezed by wartime inflation, the unions erupted after V-J Day with a series of crippling strikes against steel mills, packing plants, shippers, refineries—and General Motors. Unions might have derailed the entire economy, but President Truman intervened and seized the coal mines and the railroads.

		The eruption turned out to be brief. As the cold war escalated, public sentiment turned rightward and less sympathetic to labor. Inflation ebbed, making wage hikes harder to justify. Big Business, as it was known, was dominated by a handful of cartels, and in the late 1940s it took a tough line. Some firms insisted on an outright pay freeze. However, pensions were seen as less inflationary. Reuther and other union leaders were nothing if not opportunistic, and increasingly demanded welfare-type benefits, or what they referred to as social insurance.

		
			Ford Motor was at least mildly receptive. Now led by the founder’s grandson, Henry II, it was eager to soften the hard-edged image of the original Henry. In 1947 the company offered a small pension. But there was a large catch: workers would have to contribute to the plan, and it was packaged with a smaller wage hike (seven cents an hour instead of fifteen cents) than if the UAW opted for a contract with no pension. Reuther, uncharacteristically, was thrown off his game. He asked the members, most of whom did not have high school diplomas, to vote. Perhaps not surprisingly, they opted for the cash-only contract by a big margin—an embarrassment to their leader.22

		
			Reuther suffered a different sort of wound the next year, when gunmen fired through the kitchen window of his Northwest Detroit bungalow, nearly killing him (one bullet struck his chest) and permanently damaging his right arm. The assassination attempt boosted his moral stature just as the pension issue was coming to a head.1

		Ford’s new contract expired in 1949, and this time Reuther demanded a pension that was noncontributory for the workers. Warming the rhetorical flames, he insisted that the UAW would no longer tolerate a “double standard”—pensions for executives but not for men on the line.

		
			Ford responded that if the employees didn’t fund their pension, the company would have to pay for it by raising car prices, which it was unwilling to do. John Bugas, a Ford vice president, sent Reuther a condescending rejection, which he also released to the press. “Old-age security is a highly desirable goal, but it must be paid for,” Bugas said dismissively. “There is no ‘kitty’ from which Ford can draw.” Reuther cheekily retorted that Ford could fund its workers’ pensions “from the same source that is used to finance security for high paid executives.”23

		
			At the UAW convention in Milwaukee that summer, he demanded a $100 a month pension and a hospitalization plan equivalent to 5 percent of payroll. At a time when Social Security provided retirees with on average only $28 a month, this was bold in the extreme. But it was only the beginning of Reuther’s demands. What the union required, he declared to twenty-five hundred cheering delegates, was nothing short of “a full social welfare program”—health care, a pension, death benefits, disability: the works.24 Noting that Ford, as well as Chrysler, had already said no, Reuther sarcastically observed, “Security in your old age . . . is reserved to only the blue bloods. They can have security, but if you live on the wrong side of the railroad tracks you are not entitled to it.” As for GM, its president, Charlie Wilson, stood to get a pension of $25,000 a year (the equivalent of about $250,000 today). Contrasting this with the rank and file, Reuther thundered, “If you make $1.65 an hour they say, ‘You don’t need it [a pension], you are not entitled to it, and we are not going to give it to you.’ We are going to change that in America, and we are going to start in the next couple of weeks.”25

		
			And now Reuther had the political wind at his back. The recent labor laws had significantly enhanced the unions’ power. John L. Lewis’s coal miners successfully struck for pensions after the war. Moreover, government policy, which was looking for a way to reward workers without stoking inflation, increasingly tilted toward pensions. The National Labor Relations Board, a federal agency created during the Depression to, among other things, investigate unfair labor practices, was watching pension negotiations closely. In 1948, in a case involving Inland Steel, the board ruled that companies had to at least bargain on pensions. That was a critical breakthrough. The next year saw dozens of strikes against steelmakers. Trying to avert an economic collapse, President Truman formed a special panel that recommended pensions (but not inflationary wage hikes) for steelworkers. The steel industry rapidly capitulated.26

		
			Perhaps more relevant to the UAW’s impasse with Ford, the auto market was booming. Families migrating to the suburbs were buying their very first cars. Once chosen, their preferred brand could be hard to shake—or so argued Reuther, who had an instinct for the companies’ most tender spot. If Ford was struck, GM would be handed a golden opportunity to win the loyalty of first-time consumers. Record sales had weakened Ford’s appetite for a strike, and the Wagner Act weakened it further. Management now had to play by rules; the days when it could send in goons to crush a few skulls were over. Fortune predicted, “The industry probably cannot stand off for long the auto worker’s drive for security in the form of a pension scheme.”27 Two months after Reuther’s appearance in Milwaukee, Ford agreed to provide the workers with a monthly pension of $100, less whatever a worker stood to receive from Social Security.
		

		
			Reuther actually liked this convoluted structure, theorizing that it would give Ford an incentive “to go down to Washington and fight with us.”28 (The higher the federal benefit, the less that Ford had to chip in.) The unions had been waiting, with growing impatience, for Congress to raise Social Security, and also to pass national health insurance, which Truman had proposed in 1947. For a brief interlude after the war, a federal pension was considered not just probable but “a political certainty.” Even Senator Robert A. Taft, a conservative who had famously opposed New Deal welfare programs, argued that the government had a duty to redress the disadvantage suffered by nonunion labor. “If a steelworker and a miner are to receive [a pension],” the senator reasoned, “why not a molder or a waiter?”29

		Though he bargained for private benefits, Reuther strongly preferred public ones. He had a European notion of labor and industry as economic partners (a notion wholly foreign to Sloan and Wilson at GM). Within the UAW, the benefits section was known as the “social security department,” signaling Reuther’s credo that, ultimately, welfare benefits were the responsibility of government. Corporate pensions were a stopgap.

		
			Proof of Reuther’s socialistic attitude was his frequent demand for higher wages and benefits without any increase in car prices. The latter ran counter to his members’ economic interests (since higher prices would mean more dollars available for autoworkers). But Reuther fancifully included the general public, and especially the workingman, in the UAW’s constituency; he did not want the car-buying public to pay the price for union gains. He frequently argued that labor, management, and the public each had a worthy and defensible stake in corporate institutions— notably in GM—an argument that infuriated Wilson. For one thing, Reuther did not represent car buyers per se. For another, prices were none of the UAW’s business.
		

		GM had been forced to put up with government quotas, price controls, and meddling by the Labor Board during the war and its aftermath; now the company was anxious to return to normalcy, which the executives defined as operating its business with a free hand. Sloan, who had retired from day-to-day management but was still presiding as chairman, feared that expanding the federal welfare state would further, and perhaps irretrievably, entangle his company in the maws of government.

		
			Looking across the Atlantic, welfare states were already emerging in Europe. Between the end of the war and 1948, the British government took over the country’s coal mines, railroads, and gas and electric companies, all with rather little ado. The French leader General Charles de Gaulle nationalized Renault, France’s leading automaker. In speeches and interviews, Wilson, an engineer like Sloan but fifteen years younger and less parochial in his worldview, argued that American industry and labor should work through their issues rather than submit to takeovers by the state—what Wilson termed “the philosophy of class conflict from Europe.” The fear of creeping statism was very real. As Business Week warned, “British socialism seems a closer threat than Russian communism.”30

		
			Strangely, Big Business, which led the attack against expanded government benefits, seemed not to notice that it was the only alternative provider. As Harry Becker, who headed the UAW social security department, wrote, either Congress would deliver on social insurance or it would be “sought from employers across the collective bargaining table.”31 Business was determining who would carry the burden of benefits several generations hence—and it was choosing itself rather than Washington!
		

		The UAW pressed the issue by dabbling with collective, union-run health plans and pensions. In an intriguing case, in the city of Toledo, Ohio, where auto-industry workers labored in hundreds of smaller shops, the UAW local proposed an area-wide “social security plan,” including a pension for every worker. It would be jointly administered—that is, all of the local businesses’ pension contributions would be pooled. At a stroke, this would resolve two major issues. Unlike in a single-company plan, workers could change jobs and keep their pension rights intact. And the risk of pension default was obviously much less when the assets were pooled.

		
			Business liked it no better than it liked Social Security. Red-baiting was becoming a popular sport (Senator Joseph McCarthy was on the brink of celebrity) and any approach with a whiff of collectivism raised the fear of socialism. Toledo executives, led by the publisher of the Toledo Blade, mobilized to stop the pension pool with an all-out newspaper and radio campaign. As the historian Jennifer Klein has written, the attack became vitriolic, culminating in a front-page Blade editorial decrying the “blight” that the pension proposal “casts on this industrial community.”32 Not surprisingly, the plan withered.
		

		However, to marginalize the Toledo plan, companies were forced to grant single-employer pensions, committing them to provide a “defined benefit” (that is, a stipulated monthly sum to retirees for the duration of their lives) regardless of the eventual obligation to the company. While Wilson was pondering this doleful precedent, Reuther played his final card.

		
			Both GM and Chrysler had contracts expiring in 1950, but as it happened, Chrysler’s expired first. Intuitively sensing the potential to divide and conquer, Reuther demanded from the company not just a pension but a contractual promise to fund the pension. Chrysler insisted that the union could rely on its overall corporate good health (an assurance that would seem laughable a generation later). Reuther wisely refused to take Chrysler’s word for it, and the UAW struck. Chrysler still delegated labor relations to an outside law firm, as though negotiating with the UAW were just a detail.33 Perhaps the company doubted that the UAW could enforce a strike over such a technical issue as actuarial soundness. “That was a new expression,” Douglas Fraser, a unionist who had joined the industry as a metal finisher in 1936, admitted.34 The UAW hired actuaries to explain it to the rank and file. The workers stayed out for a hundred days, after which Chrysler surrendered. The crushing loss of business dashed all hopes that Chrysler might overtake Ford as the number two producer.
		

		GM met with the union while Chrysler was suffering through its agony. Further lessening GM’s appetite for confrontation was the fact that it had earned record profits in 1949 and had just declared a stockholder dividend of $190 million—the largest payout ever by an American corporation. GM’s main problem was a lack of enough cars to meet the insatiable appetite for its product, a deficit GM was promising to remedy with “plenty of new cars.” It surely did not want a strike.

		
			The UAW submitted a thirty-seven-page bargaining proposal, illustrated with a drawing of a well-groomed autoworker, in suspenders and necktie, who looked altogether respectable (not the sort who might walk off the job or seize your plant). The brief made a point of noting that its average worker had only seven years’ experience, and only a fifth were over fifty— so few would be drawing pensions anytime soon. As regards health security, the union trenchantly remarked, “Although we in America are foremost in our efforts to analyze and cure disease, we have lagged far behind in organizing ourselves to meet the economic and social costs of medical care.”35

		
			Left unstated was the fact that those young GM workers eventually would age. GM knew that, of course. But they would not age overnight. And Reuther put an enticing carrot on the table—a willingness to sign a five-year deal, thus a respite from labor strife until 1955. To Charlie Wilson, the GM executive, that was too much to resist. Talks proceeded swiftly. Two weeks after the end of the Chrysler strike, GM agreed to a landmark deal: a pension of $125 a month (minus the Social Security benefit) funded by the company, a wage hike with a cost-of-living formula, and hospital and medical insurance at half the cost.
		

		
			
			Fortune billed it “The Treaty of Detroit.” The union had won the basic welfare protections (the pension was equivalent to $1,040 a month in today’s money) that Reuther had craved. What is notable is that American business was so starved for labor peace that it also greeted the “treaty” with enthusiasm. Fortune crowed, “It has been so long since any big U.S. manufacturer could plan with complete confidence in its labor relations that industry has almost forgotten what it felt like.” Sloan emphasized this aspect in his memoir, writing that the accord “represented an effort to introduce an element of reason, and of predictability” into GM’s labor relations.36

		
			But a few voices recognized the danger. Noting the long-term, nearly incalculable nature of pension obligations, the Nation checked its liberal instincts and wondered, “Who knows whether the steel, coal, or any other companies will be able for a long and uninterrupted period of years to continue to pay the agreed amounts into the funds now set up?”37

		
			Peter Drucker, a young management consultant, struck a similarly foreboding note in an article titled “The Mirage of Pensions.”38 He doubted whether any company—even GM—could gauge the strength of its capital structure four decades hence. Drucker was more prescient about GM than were its own executives. The consultant also observed that new pension plans presented a particularly knotty financial problem. In theory, from the day an employee was vested, his employer would make annual contributions to finance his retirement. But a new plan typically endowed all the existing employees—for whom no money had been set aside—with full credit. Therefore, firms faced a catch-up obligation, particularly for employees who were nearing retirement. At Ford Motor, still a privately owned firm, the estimated liability was a staggering $200 million.
		

		
			AFTER THE BREAKTHROUGH in automobiles, numerous other unions won pensions, many of which were similarly linked to Social Security. As Reuther had hoped, in the early 1950s Social Security was repeatedly raised. But with the federal benefit rising, the link became a chain that dragged the company pensions lower—something the unions hadn’t really intended. Thus the UAW demanded an end to the link. Reuther now felt free to seek higher company benefits in addition to whatever was awarded in Washington.
		

		Reuther found clever ways to extract more in every round, both higher levels and new types of benefits. Companies watched their cash wages closely; they found it easier to say yes on items such as pensions, disability, and health care. The UAW exploited this by negotiating wages first; then, as Fraser recalled, “we fit in the programs, pensions, health care.” The seemingly routine process of “fitting in” higher benefits began to build daunting future obligations. But to the companies, pensions seemed painless. The near-term cash expense was small, the day of reckoning distant. The accounting was primitive; a pension sweetener didn’t necessarily “cost” the company in terms of reported profits.

		Also, there were sizable tax advantages to the employee as well as to the employer. A worker was taxed on each dollar
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