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ABSTRACT

Acme National is a small company located 1in the New
York Metropolitan area. From its single facility, Acme
engages in dry and cold warehousing, and real estate.
Serious and continuous labor problems plague Acme on a day
to day basis. These, coupled with severe financial
problems, a paucity of managerial talent, and changes within
each of the three industries that Acme is involved in call
into question the long term viability of the operation.

The tone of the relationship between the teamsters (who
represent most of Acme's employees) and management is
characterised by both parties as being the most hostile in
many years. The union perceives the management as both
inept and wunwilling to fulfill contractual obligations,
while the management perceives the union employees to be
unproductive and wunwilling to participate in the creation
and implementation of solutions to the many problems whose
continued existance would force the company out of business.

The purpose of this paper is to describe some of the
problems currently plaguing the operations of Acme, examine
the probable sources, and suggest some of the potential
solutions. The facts of the case have been altered only to
preserve the companies true identity.

Thesis Supervisor and Title
Thomas Barocci, Assistant Professor, Sloan School Oof
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INTRODUCTION

Acme National is a small company located 1in the New
York Metropolitan area. From its single facility, Acme
engages in dry and cold warehousing, and real estate.
Serious and continuous labor problems plague Acme on a day
to day Dbasis. These, coupled with severe financial
problems, a paucity of managerial télent, and changes within
each of the three industries that Acme is involved in call
into question the long term viability of the operation.

The tone of the relationship betweep the teamsters (who
represent almost all of the employees of the company) and
management 1is characterised by both parties as being the
most hostile 1in many years. The union perceives the
management as both inept and unwilling to fulfill
contractual obligations, while the management perceives the
union employees to be unproductive and unwilling to
participate in the creation and implementation of solutions
to the many problems whose continued existance would force
the company out of business.

The fact that other companies conducting business in
each of Acme's three business areas have remained successful
leads this author to believe that the major causes for this
company's disasterous performance over the past three vyears
are internal.

The real estate market that Acme National participates
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in is a regional market. Commercial occupancy rates that
started declining in 1972 reached a 25 year low by the end
of 1975. This shift impacted upon Acme's operations in two
very important ways. Until 1975, Acme's real estate
operations consisted of the leasing out of approximatly 75%
of the facility that they operate to various tenants.
Because of depressed market conditions that existed, Acme
found itself unable to rent major portions of the facility
at what they <considered to be reasonable rates. Other
realtors were so desperate for tenants that the going rates
for commercial space did not allow Acme to attract new
tenants, and in some cases didn't even allow them to keep
older tenants whose leases were coming up for renewal. The
largest tenant, who had been in the facility for almost 45
years was lured away. This single tenant had provided 30%
of the entire rental revinues. Management refused to rerent
the vacant 500,000 square feet because the long term costs
of entering into a lease at the then current rates seemed
prohibitive. This led to the decision to operate the newly
vacated space as a dry warehouse. In retrospect, this
turned out to be a very difficult course to embark upon
because, during the start up of the new operation, the
company's total revinues were reduced rather substantially
(due to the 1loss of the tenant), and expenses for the

additional labor and equipment increased costs.
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Normally such a move might be financed through
additional debt. Acme is a personal holding (as opposed to
a corpo-ate entity) of a private individual whose major
business 1is real estate in the New York area. Because he
was exp2riencing the same depressed market conditions, but
on a much larger scale, and also due to the generally tight
money market at the time, the option of additional financing
was not open 0 Acme.

The recession of 1974 led to one of the largest drops
in inventories on a national basis during the post war
period. Because much of public warehousing (1) depends on
either overflow from private warehouses or seasonal
products, inventory levels tend to fluctuate much more than
in the private warehouses. This is analagous to the greater
flutuation in spot prices for oil tankers vs. long term

contractual rates.

(1) A public warehouse is distinguished from a private or
dedicated warehouse by the nature of its clientele. It is
not uncommon for a public warehouse to have many thousands
of customers that store freight with them, but at any point
in time »nly a fraction of the accounts would be active. On
the other hand, a private or dedicated warehouse usually
seVices only one client or product line, and many times the
warehouse will be owned or operated by the organisation that
owns the products that are stored within. Additionally,
many dedicated warehouses are not considered profit centers
if they are part of the company that manufactures and
distrikutes the products they are handling. Most large
corporations, and many of the larger supermarket chains have
privatz warehouses exclusivly for their own products- and in
many instances for only a single line of their products.
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General market conditions, and public warehousings'
tradional sensitivity to those conditions did not combine to
Create an ideal setting for the start up of a new dry
warehouse in the New York area. By 1978 the dry warehouse
was still not operating at a profitable level, but as was
suggested earlier, this may have more to do with the overall
problems that are afflicting Acme than specifically with the
dry warehousing industry.

Finally, in late 1974 Acme encountered severe problems
due to unsanitary conditions in the freezers and coolers
resulting in the closing of the refrigerated portion of the
warehouse and quaranteen of affected merchandise by the Food
and Drug Administration. Since 1970, Acme's refrigerated
warehouse has primarily handled large quantities of dairy
products, fresh and frozen fruits, and canned meats. The
majority of these products were imports. Because of the
scarcity of dairy products in this country during 1972 and
1973, the Nixon Administration started relaxing many of the
import qoutas on dairy products. By late 1974 Acme was
literally swamped with so much dairy business (running at
115% of capacity) that the freezers and coolers were
overflowing into the isles and loading docks. Due to the
tremendous activity, people didn't make time to take the

needed sanitary precautions, and so the stage was set for

ther FDA debacle.
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By early 1975, Acme was still reeling from the negative
effects of the shutdown. These included a loss of business,
destruction of a reputation, and lawsuits by old , but angry
customers. To make matters worse, there was a dgrowing
surplus of dairy products within this country, and quotas
were again being raised. Parenthetically, by 1977 the dairy
quotas were back to the levels that they had been preceeding
their relaxation in 1974.

Partially in response to all of these problems, a new
management team was installed during late 1975. Although
during the tenure of the current management revinues have
grown at a healthy rate, costs have unfortunatly grown even
faster resulting in a $1.6 million cash flow loss last year.

The purpose of this paper is to describe some of the
problems currently plaguing the operations of Acme, examine
the probable sources, and suggest some of the potential
solutions. The facts of the case have been altered only to
preserve the company's true identity.

There are three major sections to this paper. At the
outset I position the current operations in an historical
context. This is followed by a description of Acme and its
problems today. Finally, I offer some reasonable solutions
to the many problems plaguing the company.

My focus is on the labor management relationship at

Acme, but the labor problems are so inextricably linked with
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the other problems affecting Acme's operations that an
understanding can only be fostered by including an analysis
of the greater problems affecting the company.

Most of the information about Acme was obtained from
on-site interviews conducted by the author with selected key
actors who are either present ar past employees. Also, many
of the people chronicled in this paper have been personal
acquaintances of the author which has served to enrich the

analysis.
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BACKROUND
a) The Facility

Acme National orerates a waterfront facility located in
the New York Metropolitan region. Able to serVice water,
rail, and other overland forms of transportation, the
facility was one of the largest of 1its type when built
during the early depression years. Large even by today's
standardé, the com)lex is actually ten separate structures
all interconnected by a common enclosed quarter mile long
two lane road. Tie facilicy was designed to handle up to
thirty railcars, three ocean going ships, and eighty tractor
trailers simultaneously. There are approximatly three
million square feet of floor space within the facility, and
almost as many cubic feet of separate freezer and cooler
space. '

Originaliy built as a major facility for a national
railroad, fcme National has been owned by a private
individual for the last twenty years. During the years of
operation Ly the railroad, there were as many as 5000
thousand people employed at the facility. Although Acme
National ncw employs less than 80 people, a large portion of
the faciiity 1is now operated by independant tenants,
bringing the total number of people working in the complex
to just under 600. As the business within the facility

changed, 3o did its appearance. Gone are the luxury and



PAGE 12

specialty shops as well as the restaurants that used to line
the enclosed roadway. In earlier times, the roadway was
always waxed, the paint fresh, and the complex immaculate.
Oceangoing ships that once graced the piers for the loading
and unloading of 1international freight have all but

disappeared due to the trend toward mechanization for which

only the larger port facilities are designed. (2)

b) The Owner

The owner of the facility has spent 1less than one
hundred hours there since he assumed ownership. He has
maintained frequent contact with the managers of Acme, but
his major exposure to the operations comes from the flow of
financial information. Although Acme is only a small part
of the owner's business endeavors, during recent years it
has required a disproportionate amount of his time.

Having been able to build a rather substantial empire
from nothing to one with a combined gross value in excess of
$369 million over a thirty year period, the owner has been

exceptionally successful without ever developing a pool of

(2) Compared with twenty years ago, cargo ship are many
times as large, and sevicing these ships is much more
complicated. Whereas ships used to be unloaded with simple
cranes and lots of labor, now they reguire huge complicated
machines because of the large containers in which much of
the freight is shipped. This type of machinery can only be
housed at the very large waterfront facilities.
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managerial talent- or a respect for traditional management
techniques. Both because of the nature of his primary
business activity (real estate), and the owner's independant
spirit, he has almost singlehandedly built this amalgamation
of enterprises. In his offices (as opposed to those of Acme
or 1its "sister" company-Redbank Warehousing Inc.) where 95%
of all activities are controlled, he retains sole authority
over most major decisions. Having never perceived the need
to build an "organization", the owner runs an office that
has grown tremendously over the years in what, at best,
could be described as a haphazard fashion. Because of the
owner's almost instinctual dislike for formal management
structure, employees working directly for him have expressed
dissatisfaction with what is perceived to be a tremendous
amount of arbitrariness in his decisions. This has often
lead to disillusionment amoung many of his key employees.
On the other hand, for those who have stayed, they have
often times found a large amount of flexibility in their
jobs because the lack of organization is such that, almost
by default, a person can often do what he wants to do. With
the exception of two notable cases, almost all of the
employees that work directly for the owner feel that they
are underpaid and as a result perceive their Jjobs as an

unparralled training opportunity, but not something for the

long term.
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Ken Olsen, President of Digital Equipment Corporation,
has often said that one of the perceived benifits from
selling most of the equity capital in the infant Digital
Equipment Corporation of 1957 was the separation that
occured between ownership and management. The top
management was no longer in the position, after the sale of
most of the equity capital, to regard expenditures as coming
directly from their own pockets. This allowed them to
Oobjectivly assess the value of expenditures on such things
as salaries, perquisites, and facilities.

Although the owner of Acme never even attepted to
foster that kind of separation by delegating major authority
to his employees, he has been extremely successful, from a
financial perspective. What has been lost, however, is the
ability to attract and keep top quality managers. The one
or two notable exceptions to this have been in cases where,
although reporting directly to the owner, the individuals
have 1) maintained physical distance by having their offices
located at the operations for which they were responsible,
2)forced the owner to relinquish some of his authority over
their operations, and 3)maintained a "levered" position by
always having options to work with other organizations-
allowing them to demand what seems reasonable from the

owner, and making it clear that they would leave if certain

conditions were not fulfilled (such as salary).
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The tremendous financial success enjoyed by the owner
has brought much publicity to him and the few associates
with whom he has been involved with over the past years.
Not all of the publicity was flattering, and at best, only a
portion of the negative publicity was undeserved. At the
same time that the press was seeking to sensationalize his
phenominal success, it also sought to uncover various
problems and practices within the empire.

In the same way that television executives are often
still amazed at the public outcry when it became known that
the game shows were rigged in the late fifties, a practice
that was  common knowledge amoung everyone within the
industry, the owner of Acme National has always been
appalled at the bad publicity he received over the years.
The major difference is that the practices that he engaged
in were not universally employed, but rather were performed
only by those  willing to take the inherent risks.
Delinquince in tax payments, negligence in building
maintenance, and reputed ties to the wunderworld were all
claims of the press. Although a number of local and state
government agencies did extensive investigations and never
were able to substantiate any of the claims about ties to
the underworld, the owners strict policy of silence to the
media seemed only tc¢ confirm these allegations in the

public's mind. Because, for a number of reasons, the owner
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has severed ties with his former associates, and at the same
time reduced the number of properties in a move to greatly
upgrade his real estate portfolio, he should receive much
less publicity in the future.

Both the owner's operational style and his publicity
have had tremendous impact on Acme over the years. For the
union, the main impact has been to believe that "the big man
in New York" has lots of money and so he should be able to
afford whatever demands are made. From the point of view of
the top management at Acme, they have in the past been told
to do things that they felt were not in the best 1long term
interests of Acme, but nonetheless, did it because, in the

final analysis, the owner is the boss.

c) The Management

The management that assumed responsibility for Acme
when the present owner bought the facility in the late
fifties made a rather drastic change in the operations.
Rather than retaining operational control over most of the
facility, they subdivided it into many units and leased out
much of the complex to approximatly forty tenants, retaining
only the freezers and coolers to operate themselves.

Five years ago there were four men in top management.
At that time the President had been with Acme for over

fifteen years, and the three Vice Presidents had been with
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the company for an average of well over ten years. One of
the Vice Presidents handled the bulk of the real estate work
(such as leasing) while the other two informally shared
operational control- one specialising in finance and the
other 1in sales. Up until that point the management
perceived themselves to be, and were pecived by the owner,
to be reasonably successful.

From the owners point of view the investment in Acme
had really paid off. Originally purchased for $500,000. in
cash, with the assumption of a $4 million mortgage, the
owner had been able to pull close to $500.000 per year out
until 1971 when he was able to completly refinance the
company. This refinancing netted <close to $5 million in
cash to the owner. He did not feel that the additional
burden of the refinancing would be excessive because the
value of the new total indebtedness was still only 408% of
the $25 million offers that he had been recently receiving
by parties interested in purchasing Acme. From the
management's point of view, they felt the excess burden from
such a large mortgage would be too much to carry with
comfort. This was one of the many 1issues where the
management: really came head to head with the owner.
Although it was just possible at the time to cover all of
the payments of such a mortgage from the approximatly

$3,500,000. in revinues, the management knew that such a
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move signalled a hand to mouth existance for many years to
come. Having debt serVice increase from approximatly 12% to
30% of revinues placed such strains on the finances that
management was forced to cut all expenses and wherever
possible stretch payments of bills. Although it had always
been a company policy set by the owner to delay tax payments
as 1long as possible, by 1972 the company owned more than
four years of ©property taxes to the local government.
Maintenance was reduced even on essential machinery and the
facility fell into an even dgreater state of disrepair.
Under such circumstances the possibility for a healthy
amount of job satisfaction for the employees of Acme was
beginning to recede into the past. The management seems to
have adopted a rather fatalistic attitude. Looking back
over those years, the then Vice President of Finance (who is
no longer with Acme) remembers that management simply got
tired of fighting with the owner over what was best for the
long term prospects of the company. By that point in time
(around late 72) they were beginning to perceive their task
as running the company into the ground at the owner's
request. The owner very clearly did not see the situation
in the same 1light, but by not acknowledging or providing
support for the many pfoblems that the management was
starting to have with the finances, he simply pretended that

management was beginning to lose or had already lost their
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ability to manage effectively.

The spirit of the company seems to have drifted slowly
down hill wuntil 1late 1974 when the freezer operation was
closed by the FDA due to unsanitary conditions. The closing
of the warehouse shattered whatever reputation the warehouse
had been able to maintain. By most accounts, 1974 was a
tough year for the company. In the summer of that year, the
General manager had been fired because he was suspected of
stealing from the company and extracting payments from
drivers who wanted their trucks unloaded. During the early
fall the Vice President in charge of Real Estate had died
from a sudden heart attack. Finally, by the end of the year
the President was fired after it had become apparent to the
owner that he had been drinking excessivly, and had in fact
been an alchoholic for the previous two years.

Ironically, while moral was at a low point, revinues
from the operations rose to an all time high in 1974 of §$4
million. The company did in fact show a rather substantial
profit, and looking back, it is obvious that the profit was
mainly do to the 115% wutilization of the refrigerated

portion of the warehouse. (3)

(3) Because Acme 1is a personal holding rather than a
corporate entity, funds have always been shifted to the
owners other operations so that Acme very rarely posted a
profit- on which income taxes would have to be paid. For
this very reason it was difficult to gain any real insight
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Acme started the new year with only two remaining
executives, a new General Manager who had little liklihood
of working out satisfactorily, and a closed refrigerated
warehousing operation. Feeling that the owner would never
acknowledge his responsibility for the problems plaguing the
company, the Vice President of Finance 1left Acme 1in late
1975 to work with another company in the industry.

Still believing that there was a tremendous amount of
potential for Acme, the owner asked the head of Redbank
Warehousing Inc, another business which he owned, to add
Acme to his other responsibilities. The President of
Redbank was, and 1is, one of the few highly competant
managers who have stayed with the owner for more than a few
years. Over the twelve years that he has run Redbank, the
company has grown from one warehouse to five, increasing
revinues more than six times. Assuming responsibility for a
sinking ship was not an easy decision, but the potential
rewards (both psychic and monetary) seemed to be worth the
risks. Redbank took over Acme in December of 1975. The
Vice President of Sales was asked to remain, while an
employee of Redbank was transferred to Acme to become Vice
President of Operations and Finance. The President of

Redbank became the President of Acme and has since devoted

from past financial data- on those few occasions when it was
able to be located.
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approximatly 40% of his time to that entrprise. Where
previously there had been four top executives of the
company, there were now two full time executives, and one
part time chief executive.

When the new management team took over in late 1975
(including some other people from Redbank as well- such as
one foreman and a part time consultant) they found a sinking
ship. Financially, the company was a disaster. Acme was
strapped with what then appeared to be a ridiculously high
mortgage, lower revinues because of the loss of business
precipitated by the FDA shutdown (the warehouse had soon
reopened but the company lost many old accounts),
tremendously high product <c¢laims relating both to the FDA
debacle and also an increased rate of pilferage amoung the
employees, the prospect of a further revinue loss from the
impending move of a $60,000./month tenant, and finally,
threats of being placed in receivership if back taxes were
not soon repaid. A least with respect to the back taxes, a
plan was worked out with the taxation authorities to stretch
repayment over the next two years, at which point Acme would
be current. But even with such a plan, the yearly payments
came to almost $720,000. When one adds this amount to the
yearly mortgage payments of $1,100,0060., this accounted for
fully 45% of the year's expected revinues. When one adds

the immediate repairs on the neglected physical plant that
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were necessary, and the many other things that management
felt were needed if the operation was ever going to survive,
it is not hard to understand why the operation ran a deficit
of almost $800,000. in fiscal 1976 and an 2ven more
astounding cash flow loss of $1,600 900. in 1977!

As if the financial problems were not enough,
management was strapped with a 1labor <contract that ran
through June of 1978. The actual contract was never signed
by the union, but both parties signed a letter of agfeement
covering most of the provisions in the unsigned contract.
This contract was one of the last things that the previous
management had worked on and in the eyes of the new
management the contract was clearly a "sucker's contract"
meaning that they perceived it to be clearly advantageous to
the union.

The other major problem that management was faced with
was the impending move of the facility's major tenant.
Management didn't feel that they could ever rent the space
given the then <current real estate conditions in the area
for anything close to the amount they had been receiving.
The decision to operate the 500,000 square feet as a dry
warehouse was made, but it was realized that there would be
an immediate 1loss of $60,0800. per month in revinues, and
that these would only be reproduced after an initial start

up period while the space was being filled with merchandise-
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if at all.

By their admission, management may have been a 1little
overly optimistic when they first came in. There have been
SO many problems that the operation has basically been run
on a day to day basis for the past two years. Although the
President has some notions of where he would like to see the
operation in the future, few others in the company have been
able to remove themselves far enough from the day to day

problems to get an overview of where it is that the company

is, or should be going.

d) The Labor Force

With the exception of management, clerical workers, and
the three engineers, all of the employees at Acme are
represented by a local of the International Brotherhood of
Teamsters. While the engineers are members of another
union, the office personel have no union affiliation. The
particular local of the Teamsters represents 20 other Sites,
all within a fifteen mile radius. Because of the varying
size of the other plants under the local's jurisdiction,
Acme's employees account for approximatly 18% of the wunion
membership, and are currently the largest unit within the
local. Since Acme 1is also one of the older companies
represented by the union, it should not be surprising that

many of the officers of the union have been former employees
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of Acme. The current Secretary-Treasurer of the wunion
previously held the position of shop steward at Acme, and
this was also true for his predecessor. (4)

The current shop steward, who is also the header for
the facility, has filled that position for the past eight
years. 1In almost all cases where the management wants to
confront the wunion on an issue of contention, it is this
shop steward along with six other individuals that
collectivly see the management. The six other people
incluse the Secretary-Treasurer of the wunion and the
"committee" of five elected representatives of the union
employees. The union members openly acknowledge that this
system of "seven" was devised as a safeguard against any one
or pair of individuals becomming too powerful. Management
intreprets the existance of the committee of "seven" as
confirmation of their belief that union memebrs don't trust
each other. Any time a grievance 1is aired between

management and the union, it is these seven people who form

(4) As is true in many locals of the Teamsters, the position
of Secretary-Treasurer is the seat of power within the local

union. Although there 1is also a President and Vice
President of the 1local, neither of these two men are
considered principle officers of the union. Additionally,
the Secretary-Treasurer and his secretary are the only paid
full time employees of the local. Should the
Secretary-Treasurer leave his position, it 1is highly

unlikely that he would be succeeded by either the President
or the Vice President, but rather his successor would

probably be one of the more popular shop stewards in the
union.
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the representative body of the union, and it is these seven
people who also bargain for the wunion during contract
negotiations.

Still very much in effect 1is the o0ld practice of
shaping up daily, in which the company specifies before
opening how many people it wants to hire for that day. At
opening time (usually 8:88 A.M.) this number of men is hired
from the group who are present at that time. The hiring is
done on the basis of seniority, with the people having the
most seniority hired first. (5)

Warehousing is one of the few remaining industries
where the practice of shaping can be observed on a daily
basis. Even within the industry, there 1is only a small
percentage of companies which still shape on a daily basis,
and these companies are mostly found on the coasts or near
major waterways. In former vyears the practice was more

popular for two reasons. (6) During earlier years when the

(5) There has been an on-going debate between the union and
the management over the exact order of the seniority list.
Theoretically, the list is constructed on the basis of the
first day of employment at Acme. Management cites a number
of individuals are are misplaced on the union's version of
the 1list, according to management's employment records.
Rather than ever refuting the <charges the union simply
avoids the issue by claiming jurisdiction over the list.

(6) An analysis of structural changes within the industry
performed by 1looking at labor contracts would not fully
reveal the extent to which the practice of shaping has
diminished over the vyears. Rather than changing the
traditional format of labor <contracts which included the
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distribution and communications systems within the world
were less well developed, the ability to schedule business

activity days and months in advance was greatly reduced.

This factor, combined with the greater degree of 1labor
intensity found in almost all phases of the physical
distribution of goods created tremendous variability in the
labor needs of a business. Before the advent of
computerized car control on the rairoads, advanced forms of
communications for ships at sea, and the almost
instantaneous order processing capabilities of the telex,
companies in the industry could only guess within days (and
sometimes weeks) as to the actual time of arrival for goods
shipments. Before the advent of the many forms of
mechanization now employed at different points along the
"distribution system", tremendous quantities of manpower
were required for the handling of freight. The unexpected
early or late arrival of a ship would alter a terminal's
labor needs tremendously. An example will help to
illustrate: 25 years ago a large ship might have had a

capacity of approximatly 5000 tons of freight. Such a ship

shape, managements tended to leave the shape on paper. For
many of those companies that have the shape on paper, it
does not really exist because they are hiring the same exact
work force on a daily basis, and when a specific individual
is absent the company generally will not hire a replacement
for that individual for the day. This is very definatly not
the case at many piers in this country where the labor force
still fluctuates on a daily basis.
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could conceivably carry 75,800 bags of raw coffee. To
unload the ship, reload the coffee onto trucks, unload the
trucks at the warehouse, and finally store the coffee into
the warehouse was an operation that could have conceivably
taken 5809 man hours. (7) By comparison, such a sequence of
operations might require only 1000 hours today.

In a private or dedicated warehouse (unlike Acme which
is a public warehouse) there 1is generally a smaller
fluctuation in 1labor needs, and when and if those
fluctuations occur, they generally are on a seasonal basis
instead of on a daily basis (e.g., a large supermarket
chain's distribution facility would probably have very
little fluctuation in its labor needs, whereas a warehouse
that handled construction materials would probaly have
differing labor needs depending on the season).

At Acme, on the other hand, there is less opportunity
for scheduling the work force weeks in advance. As a public
warehouse that stores over 5008 different products
(including frozen peas, printing presses, photographic
paper, copper 1ingots, bales of spices, and 55 gallon drums

of apple concentrate) it is very hard to project future

(7) This estimate was given by a current employee of Acme
who has worked within the industry for over thirty years.
He cautions that such an estimate might differ by as much

as 25% depending on which major port the example was based
on.
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product mix or activity. From management's point of
view, the shape has two very tangible benifits. Not only
does management have the daily option of how many people it
wants to hire, but it is always assured that it will be able

to hire exactly the number that it wants to on any

particular day. Unfortunatly, the question is not: "What
are the benifits from the shape?" but rather: "Are the
costs too high?" With a shape, if a person only wants to

work a four day week, so be it, he just doesn't shape on the
fifth day. His only loss is that fifth days pay, and 1in
many cases he won't even lose the pay because of the liberal
benifits in the labor contract that might allow him to call
it a sick day or holiday if he so chose. The next time he
wants to work, all he has to do is shape, and if he is high
enough on the seniority list, he 1is wvirtually guaranteed
work on that day. (8)

It is not hard to understand why the companmy would
prefer the same people to perform the same jobs every day.
While working at the same job or location, a person learns
the special handling requirements of products in the area.
He also learns the locations of freight (which are changing

all the time), and in a warehouse that still maintains its

(8) His seniority, as currently defined, is not based on the
ngmber of cumulative hours that he has worked, but on the
first date that he worked for Acme.
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inventory manually, this is very important. Finally, people
naturally tend to become somewhat protective of something
that they feel 1is 1in some way "their own". In the
warehouse, this translates into people making sure "their
freight" is carefully stored, and all accounted for. It has
not been uncommon for employees who feel that they are
responsible for a section of the warehouse, to ba able to
quote daily the exact piece counts for over two hundred
products! By contrast, with a person who is unfamiliar with
the freight he is handling or with a person in a new
location, there tends to be more damaged freight, longer
retreival times for stored freight, and more losses due to
pilferage, and theft.

The union, as well has interest in maintaining the
shape. In the past, a union member has had to work only 24
days in a quarter (out of a potential 65) to be covered by

the union's pension and welfare plans. (9) The wunion has

(9) Two of the issues which are currently confronting the
two parties during the contract negotiations 1is the
eligibility requirements for the pension and welfare plans,
and the actual plans themselves. Management has arbitrarily
made a new cut-off point of 48 days rather than the
historical 24 days as a means reducing absenteeism.
Additionally, the «current pension plan has an unfunded
liability of $22,000,000. that 1is growing at a rate of
almost 10% per year. Management has notified the union that
it no longer wants to participate in the union's pension
plan, but would rather create a new plan that would give
employees a larger pension, vest them in the plan earlier,
and all at a reduced cost! Because of the "higher"
mathematics involved, the union has not believed the
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effectivly had many more dues paying members than it would
have if the shape was replaced with a stable work force.

Over the past six to eight vyears the management has
vacilated between wanting to maintain the shape because of
its inherent flexibilty, and wanting to abolish the shape
because of its perceived high cost. During any discussions
with the union over abolishing the shape, and replacing it
with a guaranteed minmum work force, the two parties have
never been able to agree on the size of the guaranteed
force. 1In essence, Acme would want the guarantee to go both
ways, meaning that Acme would assure x amount of people
employment, but these people would be obligated to show up
for work. In contrast to the present situation, an
employee's absence would be cause for ‘dismissal if it
happened often enough.

Another of the major issues that are currently being
discussed at the contract negotiations 1is at what point
seniority stops. Past practice has been that a person was
both hired and placed in a job on the basis of seniority.
Because the most senior men can bid and get the Jjobs that
they want, it has often times been the case that the person
filling a job is not the most qualified, but rather the one

with the most seniority.

management's claims and still wants to continue with the
present plan.
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Currently there are 11 job classifications, and these
are listed in Article XX of Appendix 1. With the exception
of maintenance men and porters (there are only 4) there are
only four classifications, but for each classification there
is a $.135 per hour differential if the job is performed in
the coolers as opposed to the dry warehouse. These four
jobs are; header, checker, hilo driver, and laborer. The
laborer, for obvious reasons, is the least desired job
amoung the men, and also the lowest paid of the four. (10)
Although the checkers and hilo drivers are paid at the same
rates, their jobs are really quite different in a number of
ways. The best hilo drivers can be four times as productive
as the worst, and their skills can be easily, and quickly
determined. On the other hand, it may not be until weeks
after merchandise 1is checked into or out of the warehouse
that a checker's mistakes will be noticed. Because there is
usually a trucker that also signs the checker's documents,
mistakes that are made in the favor of the warehouse will
usually get noticed by the trucker, but those that are in
the favor of the trucker will not be brought to the checkers
attention (for obvious reasons).

The functions of the header have been changing over the

(18) It should be noted that the difference between the
highest pay category and the lowest is only $.50 per hour,
and when the maintenance men and porters are removed from
the list, this differential narrows to S.240.
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past few years. Originally, the functions of the header
were theoretically similar to those of the current foremen.
Historically, the header for the cold storage operation has
also been the entire facility's shop steward, and this is
still the case. When Acme also was unloading ships from its
piers, there was be an additional and temporary header
assigned to that operation. The header was the valve thru
which management would funnel all instructions to the 1labor
force. The header would assign all of the union employees
to their jobs for the day, and with the General Manager of
the facility, he would plan the upcomming work. Although
the union employees knew and had contact with the General
Manager, they felt that they were primarily responsible to
the header. It would have been a rare occurénce for the
General Manager to order any of the men to do anything. For
all intents and purposes, the header was a manager that
carried a union badge. As a result of this set up, he was
uniquely able to sit on the fence that delineated the union
from the management.

There has been a dramatic shift in this relationship
over the past seven years, and it is only conjecture as to
which of the following factors was the most important for
the shift. In 19780 over 58 of the top 79 men on the
seniority list had worked for the company for over fifteen

years. A substantial portion of those 50 men had been with
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the company for over twenty years. Thirty of these men have
retired since the beginning of this decade, and the
employees that have replaced them are vyounger, more
militant, and less concerned with the commercial success of
Acme. Ten years ago, a majority of the employees would have
been concerned with the unsanitary conditions that existed
in the freezer, and might have, even on their own, taken
steps to clean up the freezers. During the shutdown in
1974, many of the younger employees openly expressed
satisfaction from this disaster, and had they known about
the conditions (which is very probable) they would never
have done any thing to prevent what did, in fact, happen.
Pilferage and theft has grown by a factor of ten 1in as
many years, and this could only happen with collusion £from
the employees. It 1is certainly possible that some of the
foreman are involved with the thefts as well, but even the
Secretary-Treasurer of the union considers this unlikely..
To blame the reduction of productivity and increased
rates of pilferage and theft solely on the changing
composition of the labor force would be naive. Clearly, at
least another major factor is the story which has been told
above. Inadequate machinery, a facility in disrepair, and

many changes in the management all are important factors as

well.

As the changes in the labor force were occuring, the
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header found it increasingly difficult to maintain a
seemingly neutral position because he was also the shop
steward, and therefore the representative of the union
employees' interests. The number of conflicts between the
union and the management were growing, and this caused many
strains between the header and management. Management no
longer felt confortable having the header vested with his
traditional responsibilities. Their response was to start
adding foreman in the warehouse that would now fulfill some
of the functions that the header previously fulfilled. In
1970 there were two managers for the physical complex- one
of which was the General Manager, and the other who was
basically assigned to be a trouble shooter for simple
problems along with part time responsibility for maintaining
the complex's security. Although it is difficult to compare
1970 figures with those of today because Jjob definitions
have changed, and the company is also now operating a dry
warehouse, there are now nine outside foremen or managers vs
the two then, and the labor force has only increased on
average, by 20%.

Rather than leading to increased control, productivity
has declined and claims for damaged or stolen merchandise
have increased (this may be an unfair comparison because

many things have changed along with this shift in managerial
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structure) (11)

The Secretary-Treasurer explains that management 1lost
even more control rather than gaining it by adding managers
for the following reason: Not perceiving the need for
formal organizational structure, the management never
installed a strict chain of command. Although everyone
knows who their immediate boss is, it has been unclear to
them what their relationship with their boss's boss 1is and
this is just as confusing as having no boss at all. This
has lead to many instances where a union employee has been
told to do one thing by the header, and then within the
space of the following hour, two or three managers have come
up to the same employee and told them to do three completly
different things. The Secretary-Treasurer maintains that
such an arraingement simply gives his men the excuse to do
nothing at all. Unfortunatly, the header often sees this
going on, and quite understandibly derives a modicum of
satisfaction from seeing the operation go around in circles.

The fact that the most pivotal union employee, along with a

(11) Productivity measdures have never been used by the
management at Acme, and generally are very difficult to

establish in serVice industries. Because no satisfactory
measure exists, one must rely largly on one's intuition
that is built with experience. For this author, it was

dquite apparent during recent visits to the warehouse that
productivity had declined from visits four years ago because
the same type of railcars were now being unloaded in almost
twice as much time.
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majority of the other union employees, holds such an
attitude may be the most revealing indictment of the current
Crises at Acme. Unless a mutual respect can be fostered
between the two parties, and the tone of relations shifted
from one of hostility to one of co-operation, it is highly
unlikely that Acme will once again become profitable.
Unfortunatly, such a shift 1is only one of a number of
prerequisites that must be filled before there 1is a

turnaround in the operations at Acme.
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THE CURRENT OPERATIONS

In the minds of management, the two most pressing
problem areas are labor relations and the finances. They
realize that it would be to 1little avail to concentrate
their efforts on sales because, until these two problem
areas show improvement, Acme has little to offer customers
in the way of services, and for those accounts that are
active, Acme dosn't have the ability to handle them
profitably. In fact, they don't know which way to turn,
because, given the present state of affairs, the perception
is that any increase 1in activity would lead to increased
losses, but any decrease would lead to a reduced cash flow.
But by maintaining the same level and quality of activities,
the average number of days that bills are past due will
inevitably increase from the already untenable level of 120!

While the degree to which Acme is financially crippled
is known only to top management, the low levels of service
that Acme has been providing and the tremendous quantity of
thefts that have recently surfaced are becomming common
knowledge within the industry. The following examples will
help to illustrate how such knowledge becomes "public"
within a close-knit industry.

For the past seven years, Acme has run a special
operation during Novemeber and December to distribute

turkeys for one of the areas largest supermarket chains.
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Because of the tremendous volume of turkeys that this
particular chain handles for the Thanksgiving and Christmas
seasons, Acme runs a six day a week, twenty four hour a day
distribution operation. This year, by the end of the
Thanksgiving rush, Acme had already sustained losses due to
theft of over 1500 turkeys, or an average of thirty-five
turkeys per man involved in the operation. The account had
already made an irrevocable decision to continue through to
Christmas, and by that time, the losses had increased by
another 30%. Such losses are easily five times the industry
average for such an operation. (12) During the last week of
the Christmas rush, employees were coming to work in states
of such reduced capacity (due to both drugs and alchohol) on
the midnight shift, that trucks were leaving the warehouse
at 11:9006 A.M. instead of the normal 5:00-7:00 A.M. During
one of the 1last nights of the operation, a foreman was
mugged in the freezers, and if the employees had not been so
inebriated, he might have been seriously hurt. Not only was
all of this relayed to the management of the supermarket
chain by their truckmen, but, to add insult to injury, the
chain's distribution department calculated that fully 50% of

the trucks left the warehouse with the wrong orders. Rather

than having 200 18-1b turkeys and 500 15-1b turkeys the

(12) Even at five times the average, one can appreciate the
size of the industry average!
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truck might have been loaded with 790 assorted turkeys. 1In
a number of cases, the total number of turkeys on the trucks
was even incorrect. After four years of what the account
considered declining service, they pledged never to return.
While seeking a new distribution facility for this year's
turkey opveration, the chain inevitably relays these stories
about Acme to its competitors.

Acme has stored the same type of imported hams
continuously for the 1last three years. For reasons that
have to do with Acme's inadequate inventory control methods,
the management will not be able to get an accurate inventory
count of the many hams (spread throughout its twenty-four
freezer rooms) until the stock is completly run down. At
that point it will become clear how many hams have been lost
over that period of time either through misshipments or
theft. Management was recently lead to believe that the
losses will be rather substantial because reports have
filtered in from well conected friends that over ten
restaurants in the New York Metropolitan area have been
offered the hams (for which Acme is the sole warehouse) at
cut rate prices. For obvious reasons, this could only occur
if the hams were stolen from the warehouse.

Finally, on March 15th of this year, a shipment of 5008
cases of stereos were received by the dry section of the

warehouse. By mid April, a potentially very large customer
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had removed all of his merchandise from the warehouse
because in that one month period, 350 master cartons with a

wholesale value of $60,9008. had disappeared! This 1list of

thefts, 1is regrettably, far from inclusive. What makes the
situation especially damaging to the warehouse, 1is that
monthly storage charges are typically .01-.1% of the value
of the stored merchandise. If the company pays claims for
missing merchandise in full, they will potentially have to
store 10,000 of the same items for every one stolen just to

break even, and this is before operating costs are included!

(13)

a) Management Style
The current Vice President of Operations and Finance
continues to be the most visable executive at Acme.
Unfortunatly, in the two and one half vyears since he has
filled that position, he has been unable to generate the
respect of many of the union employees, and at best, his

relationship with the Secretary-Treasurer could be described

(13) Although Acme carries insurance for theft, this
historically has covered only 58% of the claims. Generally,
for small claims the <customers have not sued for the
remaining 58%. For those suits that have been successful,
Acme has had to pay the remaining 50%. Because of the many
thefts in the past years, Acme's insurance company has begun
to countersue Acme for negligence, which means 1in those

cases which are successful, Acme is effectivly responsible
for 100% of the losses.
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as lukewarm and solely on a professional basis. The author
believes that this 1is only partially due to the quite
natural level of conflict inherent in his position. The
Vice President could not be characterized as having either
an affable or outgoing personality. His Pennsylvania
country background has little, if anything, in common with
the 1lives of the union members, or foremen. His style of
dress which often includes saddle shoes and <club ties
reminiscent of the fifties is a constant reminder of this to
the men. In a dozen or more instances where the author was
able to observe the Vive President attempting to "talk shop"
with his subordinates, it was clear that the discussions
rarely broke through a "shell of superficiality".

Perhaps manamements most negative trait is perceived as
a lack of consistency. Over the past two years the author
has seen at least ten incidents where out of desperation (it
was unclear whether management perceived it as such), a new
policy was instituted where the institutional framework for
implementation was never properly created, or, within a
period of days, or weeks at most, the idea was quietly
dropped after much fanfare about its importance. This lack
of consitency creates little incentive for either middle
management or the union employees to follow directions from
"the tower". A few examples should suffice.

Over a period of a vyear, union employees, on an
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increasing basis, engaged in the practice of clocking their
friends in and out of the facility. This was done so that
friends could come in late, leave early, or not show up at
all with out any loss of pay. When the Vice President found
out about this, he was quite predictably incensed. Rather
than assigning certain foremen to keep an eye on the clock,
and also filing a written grievance, the Vice President
simply started going down to the platform at break and
closing time to personally clock the men out. For the three
days that he did that, there was understandably a drop in
the practice. By the next week, however, he was bored with
clocking the men out, and he assumed that the "men had been
taught a 1lesson". Unfortunatly, by the following week, it
was obvious to the author that the practice was once again
in full swing.

Employees were told that if they came in either under
the influence of drugs or alchohol, they would be immediatly
suspended. While the ©practice continues (at least until
recently), few men have been suspended. In every case but
one (where the employee had committed other offences as
well) the union has forced the management, at the threat of
a strike, to reinstate the individuals with back pay. In
one especially notable case, a certain individual was almost
completely incapacitated because of drugs, and he was

directly causing the others on his team to do his work as
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well as theirs. 1In what may be the only instance 1in the
author's experience of the wunion members breaking the
"street code" by complaining about the individual to
management and asking for him to be suspended, the General
Manager refused. Although it is difficult to imagine, the
union member's esteem for management fell to an even lower
depth. At that point, it seemed that all constraints had
been removed from union activities. The appalling display

of a lack of decisiveness allowed management to let a golden

opportunity pass by.

Perhaps one more example will illustrate part of the
problem. One night during the £fall, the warehouse was
working overtime and one of the hilo drivers ran into and
damaged some freight. One familiar with a freight platform
will know of the high speeds that forklifts travel at in
such an operation. From the Vice President's point of view,
he saw this particular driver run into and damage some
freight, and without asking for an explanation he told the
driver to clock out. The Vice President was not in the best
of moods, as 1is often the case when he is out in the
warehouse, and after the beginning of a protest by the
driver, the Vice President made it very clear that he was
uninterested in the drivers explanations, so he personally
clocked the driver out. Apparently, from the driver's point

of view, he could have either run over another worker (who
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was in the wrong place) or run into the freight. Clearly he
made the right choice under the circumstances. Similar
incidents have occured over the tenure of the current Vice
President and collectivly, do not <create an atmosphere
conducive to co-operation. I do not mean to lay all of the
blame on this 1individual for ©poor relations at the
warehouse, but rather simply to illustrate certain

continuing practices which are not very constructive.

b) Contract Negotiations

During the last contract negotiations that occured in
1975, management and the union never reached full agreement
on all of the portions of the contract. The solution to the
impasse was to leave the contract unsigned, and in its
Place, sign a letter of agreement that bound the two parties
to the economic portions of the contract. Reproductions of
these documents can be found in Appendices 1 and 2.

Neither parties have fulfilled all of the <conditions
set forth in the unsigned contract, and management, by its
own admission, has rather creativly interpreted its
obligations impossed by the 1letter of agreement. For
instance, although not specifically spelled out in the
unsigned contract, it has Dbeen past practice (that dates
from a letter in the 60's) that union members would qualify

for contributions to the Union pension and welfare plans in
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any quarter that the employee worked at least 24 days. As
was mentioned above, the management arbitrarily decided to
change this requirement, beginning with all employees
joining the firm in 1976, to 48 days. Management didn't
feel they were going against the contract, because they
interpreted "economic portions" as the dollar amounts, and
not a description of who was eligible to receive those
dollar amounts. There were only three people that were
affected by this rule change, but the Secretary-Treasurer
felt that this would be one of the two major issues during
the current contract negotiations. He felt the other major
issue would be wages. Inspection of the union's preliminary
demands (dated May 1, 1978 and presented as Appendix 4) will
show that wages and benefits were, 1in fact, the major
contractual issues from the union's point of view.
Management has been planning for the current
negotiations since December. 1In a rare display of planning,
management asked the union to be prepared to begin contract
negotiations by early March. In written correspondance
dating back to January, management has repeatedly stated
that it would not participate in the area wide negotiations.
Rather than participating in the Inland Dry and Cold Storage
Warehouse Industry of the Port of New York negotiations, as
it had done in the past, Acme wanted to attepmpt to

negotiate an individual contract. In the past, the only
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difference Dbetween the contracts of the various members of
the area wide negotiations were things that related only to
the various individual members' warehouses (e.g., see
Article XVIII of Appendix 1).

The wunion had verbally agreed to begin early
negotiations, but it was not until May 1, that the union
actually presented its demands. During a one day strike in
early April, the management, the union, and their respective
lawyers drafted a signed statement. As a condition of
ending the strike (which was over the suspension of an
employee) the parties bound themselves to begin negotiations
within a weeks time. Management's proposals (presented as
Appendix 3) were ready the next day. The
Secretary-Treasurer employed such stalling tactics as not
returning calls and pretending to forget that he had
obligated himself to begin negotiations. When the author
interviewed him in mid April, two weeks after negotiations
were to have begun, he still professed to only have a vague
idea about what his proposals would include. Although his
office is located in the Acme complex (the local is a tenant
of Acme's) he said that he still hadn't had a chance to
"talk to the men and see what was on their minds".

Management very clearly perceives the outcome of these
negotiations as crucial to any improvements at Acme.

Although the proposals, as reproduced herein, cover many
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different facets of the operation, they can be divided into
three groups. The first group, which might include such
proposals as 1, 4, 12, 22, and 25 are considered absolutly
essential for a turnaround at Acme. These proposals cover
such issues as a change in the union's jurisdiction over the
tenants' freight platforms and elevators, management's
rights to establish work rules, re-classification of job
descriptions, shift to a permanent work force where
employees are expected to work daily, and the abolishment of
the practice where union employees bid for job assignments
on the basis of seniority. This last proposal does not
affect union employees' rights to be hired on the basis of
seniority, but proposes a change in the way employees are
placed at their jobs once they are hired. Proposals 2, 3,
8, and 15 are issues that management feels strongly about,
but will not "fight to the bitter end" over. These
proposals include changes in new employees' probationary
period, amendment of hiring proceedures, revision of
vacation scheduling, and a shift to a new Pension and
Welfare plan. Finally, proposals such as 7a and c, 16, and
172 and b were literally thrown in as irritants. The Vice
President of Operations felt that the tone of the
negotiations would best be set by originally making some
rediculous demands, so that when management backed down on

demands for reductions in premium pay on the weekends,



PAGE 48

prosed changes in jury duty pay, and sick day policies, the
union would see the management in a light of reconciliation.

Management did not include any wage offers in 1its
proposals because it prefered to confront this issue after
all the others were settled. The union's wage and benefit
demands were the same as those presented to the area wide
negotiations, but the management proposals were all drawn up
without the «consultation of other industry associates.
Although the union demands call for a 40% increase in wages
over the next three years, there is little 1likelihood that
they will get such an increase, or that they reaaly expect
it.

One of the more interesting aspects of the current
negotiations is that management has decided to negotiate the
contract without any outside help. The President of Acme
has delegated most of the work on the negotiations to the
Vice President of Operations and Finance. The President
explains that, with his time constraints, he has had to let
the Vice President "basically go it alone, and learn by his
own mistakes". Here is a man who has only a few years of
warehousing experience and far from a proven track record,
negotiating his first contract with a group of people who
have 1little, 1if any, respect for him, and who also have
twenty years of negotiating experience! And it 1is on the

outcome of this negotiation that Acme's future depends!
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The major proposals from management deal with the
abolishment of the shape- and shift to a permanent labor
force, revision of most job classifications, withdrawal from
the Teamster Pension and Welfare Funds, and abolishment of
the union's jurisdiction over the tenant freight platforms.
(14)

There were two major reasons for management wanting to
abolish the job classification system. Because of the
eleven classifications (see Appendix 1, Article XX) many
employees are paid at different rates for each day of the
week. The processing of such a payroll is very expensive and
complex. More importantly, however, by having all employees
(with the exception of the header and maintenance men) being
hired as "warehousemen", management will gain a tremendous
amount of flexibility. Currently, checkers and hilo drivers
feel free to refuse to touch any merchandise with their
hands. What is rather ironic, is that many of the same
people who refuse to touch the merchandise, are often hired

as laborers. (15)

(14) The charges that tenants must pay for freight handling,
which are in addition to rent, are usually 58% higher than
what the tenant would have to pay his own labor to get the
job done. For prospective tenants this has been a major
deterent.

(15) Paragraph XXIa of the unsigned contract specifically
states that freight handling work can be done by checkers
and hilo drivers- but then again, the contract was unsigned.
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The author has seen a number of instances where a hilo
driver has been driving his machine recklessly, and
merchandise has fallen off. Usually, the driver will refuse
to touch the freight, and a laborer working elsewhere will
have to stop doing whatever it is that he is doing to come
over. This would force a second hilo driver to stop what he
was doing because he would need a laborer. Finally, the
first driver will generally Jjust on his stilled machine
waiting until all of the freight is picked up.

Other times, the author has seen men refuse to work on
a railcar with 1less than a crew of four, consisting of a
checker, 1laborer, and two drivers. The work that 1is
produced by such a tean can usually be reproduced by a pair
of men who do their own checking, and laboring. Because, in
this case, the railcars that are being refered to, are for
tenants, the <checker 1is unessential because the tenant
rechecks the freight anyway. But men will still not work
with out four people. When the union members were asked
"where it was written" that there had to be a team of four,
they said that it was a contractual agreement. Although the
foremen also thought such a rule stemmed from the contract,
scrutiny of the last nine year's of contracts revealed no
such provision.

By the third week in May, the negotiations between the

management and the union {(which included the Vice President
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of Operations, the Vice President of Sales, and the
"committee of seven") had not produced agreement on any of
the subsat<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>