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Tax, Bonds, 
and Videotape 

Rewriting the Script On Shutdowns 

*Greg LeRoy 

Time: September 1986 

PJace: Turtle Creek (PA) High School Auditorium 

Action: United Electrical Workers Local 610 is rallying to stop 
American Standard Corporation from shutting down Westing-
house Air Brake Company and Union Switch & Signal ("Brake 
and Switch"). The hall is packed and loud. 

Close-up: United Steelworkers District 15 Director Lefty Palm 
steps to the podium and gives a powerful speech in support of 
the UE's campaign. In so many words, Palm says: 

"Before anybody tries to shut down any facility in my 
district, we are going to challenge them. We are going 
to do feasibility studies, we are going to try to take it 
away from them, we are going to exhaust every possi
bility to save the jobs." 

Camera focus shift: The crowd roars. Rally organizers backstage 
giving each other "five." 

Making such a speech marked a transformation for District 
Director Palm. Influenced by an earlier campaign by the USWA 
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and the Tri-State Conference on Steel to save the Dorothy 6 blast 
furnace from USX's wrecking ball, Palm and many others in the 
Mon Valley were drawing a line in the sand against shutdowns. 

Labor-community resistance to shutdowns has upset the script 
written by Big Business for American Labor, a script that called 
for unions to passively accept capital flight, community abandon
ment and union-busting. Breaking out of traditional collective 
bargaining "servicing" molds, unions are joining coalitions, mobili
zing their members, employing financial consultants, and deploy
ing novel legal tactics and public relations to stop shutdowns. 

Nearly every major union has sprouted a "Special Projects 
Department," staffed with expert organizers, MBAs, lawyers or 
engineers. Several unions have developed close working relation
ships with non-profit groups doing anti-shutdown work. 

Behind these institutional changes are hundreds of personal 
transformations: UFCW's Wendell Young in Philadelphia, OCAW's 
Connie Malloy in Elkhart, Ind., BCT's Lynn Bell in Queens, 
GCIU's Rod Queen in Sparta, 111., DALU 18650's Tom Stillman 
in Duluth, UAW's Andre Giroux in Woodbury, Conn., IAM's 
Charles Bryan in Miami, SMWIAs Tom Lewiston in Seattle, 
Teamster's Ron Rhone in Oakland, Cal., ACTWU's Mark Pitt in 
Tennessee, OCAW's Esnard Gremillion in Louisiana, UE's Rod 
Poineau in New Bedford, Mass., and UAW's Norm Harper in 
Buffalo. From the bottom up, these union leaders have inspired 
their internationals and changed forever the way U.S. labor 
responds to corporate job destruction. 

Their efforts share three common threads: Early Warning, Social 
Cost Analysis, and An Organizing Model of Unionism (see LRR 
17). Early Warning is the cornerstone of all job-retention work; 
training people at the local level to spot the danger signs of a shut
down is critical to gaining lead time to act. Social Cost Analysis, 
or costing-out a shutdown to taxpayers—in both lost tax revenues 
and higher safety net spending—is a fundamental educational tool 
to link a threatened shutdown to other constituents in the com
munity. The "organizing model" is based on involving the rank 
and file in all aspects of the shutdown fight and building com
munity coalitions to support the campaign. 

MCLR has been actively involved in these developments as the 
publisher of LRR and the Early Warning Manual Against Shut
downs, and as the nation's leading producer of social cost analyses. 
The examples below show the sophisticated strategies that unions 
and FIRR groups are employing to save jobs—your union, too, can 
rewrite the script on attempted plant shutdowns. 
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Erie Forge & Steel is one of the many employee buyouts assisted by the 
USWA. In addition to worker's money and a loan from the plant's former 
owner, Pennsylvania state agencies provided over $2 million in financing. 

W H O O W N S WHAT? W H E N ? W H Y ? 

Unions have proven four axioms: local ownership is safest; 
distant, multi-plant ownership is the most dangerous; changes in 
ownership are cause to mobilize; and aging family owners are very 
fertile ground for job-saving efforts. 

Branch plants of distant, absentee owners are the highest-risk 
for job loss and shutdowns. Bigger in size, they account for most 
factory layoffs; not surprisingly, they remain the toughest kind 
of closure to challenge. Labor has responded by backing state anti
takeover laws to deter corporate raiders (more than 25 states now 
have such laws), and by pressuring cities to take drastic steps 
against runaway shops. 

At least four cities—Pittsburgh, Boston, New Bedford, Mass., 
and Swissvale, Penn— have threatened to use eminent domain to 
seize plants and forcibly transfer a plant to more favorable owners. 
The Pittsburgh and New Bedford threats, against Leaf Candy and 
Gulf + Western, respectively, succeeded. 

Branch plants have also become the targets of employee buyout 
campaigns. The trick is to get a branch plant away from the 
conglomerate parent before the facility has been too severely 
disinvested and mismanaged. For example, UAW Local 1827, 
assisted by the Naugatuck Valley Project (a FIRR affiliate), 
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organized a buyout of Seymour Specialty Wire in Seymour, Conn., 
a 250-worker division of National Distillers. Although the com
pany has suffered ups and downs since the 1984 buyout and 
recently had to be sold to a new owner, the plant stayed in 
Seymour. Similarly GCIU Locals 990M and 383 in Sparta, 111. will 
soon close a majority-ESOP deal to buy Spartan Printing away 
from the infamous LBO firm of Kolbert, Kravis, Roberts. 

By far the most active union in buying out large branch plants 
is the United Steelworkers of America. The USWA now has 54,500 
members employed at 19 majority and 13 minority ESOP com
panies; most are union-initiated buyouts. Among the Steelworker 
ESOPs are some very successful companies and some very large 
bargaining units. Copper Range Company, Republic Container 
Corporation, Republic Storage Systems, McLouth Steel, Erie Forge 
& Steel, Bliss-Salem, Inc. and Republic Engineered Steels are all 
USWA buyouts. 

From the bottom up, these union leaders have inspired 
their internationals and changed forever the way U.S. labor 
responds to corporate job destruction. 

USWA International President Lynn Williams explains the 
union's approach to buyouts: "The truth is, we backed into 
employee ownership because we saw that here was an option 
available that at least could maintain the plant. . . (But) suddenly 
you have an enterprise that functions with real different standards. 
It doesn't have to make as much money. It's not trying to pay 
outlandish (executive) salaries. It's not trying to build an industrial 
empire somewhere else." 

Local ownership is best, and worker ownership is the ultimate 
form of local ownership. Since employee ownership is not always 
possible or desired, some unions have sought to influence the out
come when a plant changes hands. For example, in 1987, UE Local 
277 faced the sale of Morse Cutting Tool in New Bedford, MA. 
There were two bidders: a competitor who would have cherry-
picked the plant and shut it down, and a Scottish company that 
wanted U.S. capacity. Led by a marching bagpipe band, the Union 
convinced a bankruptcy judge that even though the Scottish bid 
was a bit lower, the social cost of a shutdown made the other bid 
inferior. 

A far more ambitious union move was the recent attempt by 
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13 UFCW locals to buy 275 stores employing 25,000 union 
members away from the Acme grocery chain. The effort was led 
by Wendell Young, president of Local 1776 in Philadelphia, a 
veteran of buyouts from A & P. With assistance from American 
Capital Strategies against another bidder, the UFCW locals raised 
around $1 billion in equity and won a membership ratification 
vote of the buyout by an 11-to-l margin. Despite the union's com
plete mobilization, the buyout ultimately stalled because Acme 
wanted a higher price. 

Finally, America's aging post-war generation of entrepreneurs 
is passing on now, and as MCLR demonstrated in a large Chicago 
survey, about two-fifths don't have successors. It's a common 
cause of smaller-plant shutdowns. FIRR groups, other non-profit 
organizations, and several state agencies are now actively pro
moting worker ownership as a solution for such situations. Dozens 
of companies have been saved this way; about half of the new 
ESOPs being formed today are successorship deals. 

For example, the two aging owners of Kestrel Blueprint in 
Bellevue, Wash, fell ill, endangering over 30 jobs. The Seattle 
Worker Center (a FIRR affiliate) and the Washington State 

Workers at Leaf Candy and residents in Chicago's west side neighborhood 
where the plant is located protest the announced closing of the factory. 
Six hundred Leaf workers would be directly affected and nearly 1300 
more workers are estimated to lose their jobs in the "ripple effect" of 
the shutdown. The company was purchased by a Finnish comglomerate 
in 1984. MCLR is working with workers and community members to 
devise alternatives to the closing. 
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Employee Ownership Program helped the owners begin selling 
the business to the workers via an ESOP; new managers were 
recruited and a participation plan developed. The jobs have been 
stabilized. 

MCLR has even spun off a for-profit subsidiary, Chicago Focus, 
to broker aging-owner companies to capable new entrepreneurs. 
Through Chicago Focus, a dislocated Procter & Gamble manager 
bought Service Associated, a thermocouple manufacturer and 
installer, from aging owners and saved 11 jobs. Similar ventures, 
modeled on Chicago Focus, are being created in Brooklyn, Pitts
burgh, and Montreal. 

These efforts are a far cry from just ten years ago when few 
unions had any expertise organizing against hostile takeovers or 
orchestrating worker buyouts. In the early 1980s, several union
ized ESOPs failed causing many unions to sour on the concept. 
But according to a recent survey, there are now at least 200 worker-
owned union shops in the United States, employing 300,000 
people. 

SWEEPING OUT PUBLIC SUBSIDY ABUSE 

Fed up with the city-vs-city "Industrial Sweepstakes" philosophy 
of economic development that enriched so many corporations in 
the 1980s and crippled the tax rolls of so many states, unions and 
citizens are organizing for greater accountability. Increasingly, 
these programs figure (and will figure) in anti-shutdown fights. 

Stung by shutdowns that ran away with such subsidies, several 
states and cities have enacted reforms, usually at union urging. 
The reforms have taken three forms: "clawbacks," "jobs impact 
statements," and legal actions to enforce laws and contracts. 

Clawbacks (in New Haven, Vacaville, Cal., Vermont and Indiana) 
stipulate that if a company getting tax breaks fails to create or 
retain a set number of jobs, then the company must repay a share 
of the tax cut. The monitoring required for compliance makes jobs 
a taxpayers' issue. 

Jobs impact statements, pioneered in St. Paul and Duluth, are 
like environmental impact statements. For any project getting a 
public subsidy, they require a comprehensive analysis of all effects 
on jobs: not only creation and retention, but also destruction (due 
to automation or land redevelopment). Such disclosure enables 
workers to organize to stop or modify the project. 

Legal actions against runaway shops abusing subsidies became 
widespread in the 1980s. Chicago, Duluth, St. Paul, Yonkers, West 
Virginia, and Norwood, Ohio all sued employers who sought to 
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LRR FOCUS: IRS Code 936: The Tax Loophole that Ate Elkhart 

Leaders of OCAW Local 7-515 were uneasy when they learned 
in 1988 that American Home Products, the parent of their White
hall Laboratories plant, was completing a new plant in Guayama, 
Puerto Rico. But AHP reassured the union: even if the new plant 
absorbed some jobs from Elkhart, other work would be brought 
in to make up the loss. With 800 jobs, the plant was Elkhart's third-
largest employer. 

However, by early 1990 contract talks, the company had moved 
several high-volume product lines to Guayama and refused to 
renew Elkhart contract language guaranteeing jobs for the next 
three years. Instead, the company offered one year advance notice 
of permanent closure. OCAW members were angry; the local had 
never struck in 42 years, and its core product lines of Anacin, 
Advil, Dristan and Denorex had always been profitable. 

Thus began a bitter, creative struggle by the OCAW to stop the 
shutdown and to expose IRS Code 936, an obscure tax loophole 
worth $2.6 billion a year to U.S. multinationals. Although the union 
could not stop the shutdown it has launched an unprecedented 
novel legal and legislative effort to win justice from AHP and clean 
up the 936 scandal. 

Code 936, the Possessions Tax Credit, grants U.S. corporations 
a 100% tax credit on all profits made in U.S. possessions, most 
notably Puerto Rico. With Puerto Rico wages about two thirds of 
the mainland, 936 attracts capital-intensive, high-profit rate opera
tions that can most benefit from tax-free profits. The catch is, cor
porations must certify that no mainland jobs are being relocated 
to the island. Companion to 936 are a host of Puerto Rican tax 
exemptions which eliminate nearly all local taxes on the plants 
for 10 to 20 years. Thus, 936 plants pay almost no taxes to anyone, 
contributing little to the long-term educational or physical infra
structure of Puerto Rico. When the local tax holidays expire, the 
plants are often abandoned, leaving behind contaminated hulks. 

In January 1991, OCAW filed a $100 million civil lawsuit (under 
the Racketeer-Influenced and Corrupt Organizations or RICO Act) 
against AHP and three Puerto Rico officials, including Governor 
Rafael Hernandez Colon. A year later, a $1 billion class action suit 
followed, on behalf of the Elkhart workers and workers at another 
AHP plant in Great Valley, Penn. 

The suits have become a high-profile hot potato for the U.S. drug 
industry and the government of Puerto Rico. The Concilio 
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Leading Local 7-515's charge is its dynamic president, Connie Malloy, a 
23-year employee. "American Home's arrogant behavior towards us and 
Elkhart has really angered the whole community/' 

General de Trabajadores, Puerto Rico's largest labor federation, 
has officially endorsed OCAW's effort. 

OCAW has also gathered evidence of other cases of mainland 
job loss to 936 plants. A study it commissioned by the Midwest 
Center for Labor Research detailed 25 such cases totaling almost 
8,000 direct jobs. Congressman Pete Stark of the House Ways and 
Means Committee responded with legislation to amend 936 to 
prevent any future such abuses. 

Besides its legal actions (which also include a WARN suit and 
seven ULP charges), Local 7-515 has aggressively mobilized its 
membership. A shutdown week in the summer of 1991 enabled 
a caravan from Elkhart to picket the homes of AHP officers around 
New York City. Solidarity has been maintained with a related plant 
in Hammonton, NJ, and AHP headquarters in Manhattan have 
been repeatedly flyered with news from Elkhart and Guayama. 
Michael Moore of "Roger and Me" spent a crowd-pleasing day 
in Elkhart, helping Chicago's Labor Beat produce a humorous, 
biting videotape called "Could Be Your Job Next" about the shut
down. OCAW's effort has received massive media coverage, 
including two network TV segments. 
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leave town with taxpayer-subsidized jobs. 
The workers of Directly Affiliated Local Union #18650 AFL-CIO 

in Duluth won a landmark legal victory, using Industrial Revenue 
Bonds abuse as the center point of their anti-shutdown campaign. 
Their employer, Diamond Tool & Horseshoe Company, had been 
bleeding jobs to a plant in the South; only half the number of jobs 
remained in the city. In early 1987, the company demanded a con
tract re-opener with 40% givebacks; the membership voted down 
the concessions and braced for a fight. 

They found their handle with the research assistance of MCLR 
and organizing support of the Minnesota Working Group on 
Economic Dislocation in St. Paul (a FIRR affiliate). MCLR dis
covered that Diamond's parent company, Triangle Corporation, 
had obtained the Duluth company in 1982 in a leveraged buyout. 
In order to make the deal go through, the City of Duluth had 
obliged Triangle with $10 million in Industrial Revenue B o n d s -
half the purchase price. As MCLR's investigation uncovered, the 
IRB contract prohibited Triangle from removing any city-financed 
assets from Duluth during the life of the bonds. In addition, Min
nesota regulations on bonds stated the intentions that IRBs must 
be used to reduce unemployment and enhance tax revenues. 
Clearly, Triangle was violating both the contract and the regs. 

Led by then-president Tom Stillman, DALU #18650 and the 
Duluth Central Labor Body launched an aggressive public cam
paign using rallies, petition drives, and town meetings to pressure 
the City Council to sue Triangle. The City eventually bowed to 
public pressure, launched a lawsuit and won an injunction in 
February 1988 to stop the movement of equipment from the 
Duluth plant. The trial and subsequent decision in the Minnesota 
Supreme Court which prohibited Triangle from moving during the 
life of the bonds, sets a vital precedence for job retention and 
accountability of public development subsidies. 

DALU #18650 saved 235 jobs in Duluth; moreover, unable to 
close the plant Triangle made some modest improvements. 
However, as this issue of LRR goes to press, the Duluth bonds 
have become eligible for buyback, and Triangle may be moving 
to escape its obligations to the city. 

MCLR projects many more such disputes over public subsidy 
abuse. With the "sweepstakes" strategy practiced by most states 
during the 1980s, we estimate that 90% of new plant construc
tion and 50% of existing plant expansions in the decade enjoyed 
one or more public subsidy. As plants close in the 1990s, it is 
inevitable that many will incur taxpayers' wrath and provoke anti-
shutdown fights. 
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Unions have given rise to other accountability projects besides 
laws and lawsuits. From the BASF lockout campaign by OCAW 
in 1984 came the Louisiana Coalition for Tax Justice, now an active 
statewide organization with 600 members, six staff, parish 
chapters, and a track record of exposing how huge corporate tax 
abatements create very few jobs and starve the state's school 
system. In upstate New York, the OCAW-backed Fair Tax Project 
has exposed how the New York Power Authority's $250 million-
a-year giveaway of huge electricity discounts has failed to save 
jobs or promote reinvestment in the Niagara Falls and Buffalo 
areas. In Gloversville, New York, a glovemaking firm abused one 
of the state's Economic Development Zones by busting a small 
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ACTWU bargaining unit and then playing hocus-pocus with 
"new" jobs in the Zone. The Union's Glove Cities Area Joint Board 
responded with a high-profile campaign; the company was decerti
fied of its Zone tax breaks, the first such decert in state history. 
(See also the Calumet Project for Industrial Jobs' public accounta
bility campaign elsewhere in this issue.) 

WINE BARS OR WIDGETS 

Some union shops face shutdowns due to gentrification, 
especially in urban areas near waterfronts. Unions are responding 
by joining forces with community groups and local development 
corporations to win Planned Manufacturing Districts. PMDs are 
zoning ordinances to preserve the manufacturing character of a 
neighborhood. By preventing rapid rezoning of factories into 
condos and malls, PMDs block land speculation and stabilize land 
values. Richard Carlson, of the Shopmen's Local Union 473 of the 
Ironworker's Union, supported the Chicago effort to establish 
PMDs: "I am concerned about preserving industrial land so that 
we are able to retain and expand the local job base," he said. 
"These jobs, which on a relative scale are well-paying, are an 
important resource for the community and the City, a resource 
that we cannot afford to lose." In addition to Chicago, cities now 
boasting PMDs—thanks to labor-community activism—are Seattle, 
Portland, Boston, New York, and Berkeley. 

. . .AND THE PLOT THICKENS 

Unions have used many other strategies to resist shutdowns: 
boycotts, pension fund leverage, Community Reinvestment Act 
bank links, board of director interlocks, consumer alliances, and 
shareholder resolutions. Some have even engaged in aggressive 
labor-management participation programs to prove the value of 
workers' skills and knowledge. Every movie has its own plot. 

But the endings have a lot in common. Union members emerge 
from these struggles with a broader vision of what a union is and 
of what a union can achieve. The evidence is now playing in FIRR 
groups and unions across the country. Transformed by shutdown 
fights, union leaders now play new, larger roles in campaigns for 
tax fairness, international solidarity, economic development, 
environmental protection, vocational education, and worker 
ownership. It's a role worth playing again and again. • 


