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United States Supreme Court Rules That the Federal Arbitration Act Applies to
Pre-dispute Arbitration Agreements in the Employment Context

On March 21, 2001, the Supreme
Court issued an important decision
relating to pre-dispute arbitration
agreements between employers and
employees. In Circuit City Stores, Inc. v.
Adams, 2001 U.S. LEXIS 2459 (March
21, 2001), the Court declared that the
Federal Arbitration Act (FAA) applies
to promises to arbitrate in the
employment context just as it does to
other arbitration agreements. The
Adams decision also reaffirms the
Court's prior decisions regarding the
suitability of employment discrimina-
tion disputes for arbitration: "We have
been clear in rejecting the supposition
that the advantages of the arbitration
process somehow disappear when
transferred to the employment con-
text."  Adams thus is important to all
employers who have adopted or are
contemplating adopting pre-dispute
arbitration programs.

The Federal Arbitration Act
The FAA, 9 U.S.C. § 1-9, provides a
federal forum for the enforcement of
private arbitration agreements. It was
enacted in 1925 to "reverse the long-
standing judicial hostility to arbitra-
tion agreements that had existed at
English common law and had been
adopted by American courts, and to
place arbitration agreements upon the
same footing as other contracts."
Gilmer v. Interstate/Johnson Lane Corp.,

500 U.S. 20, 24, 111 S. Ct. 1647, 1651
(1991). Arbitration provides a less-
expensive, speedy mechanism for res-
olution of conflicts. Following the
passage of the FAA, arbitration provi-
sions became a fixture in business
agreements of all types. Recognizing
that the benefits of arbitration made
perfect sense for resolution of
employment disputes, employers have
been instituting pre-dispute arbitra-
tion programs for the past several
years.

The Lawsuit and Supreme
Court Decision
Adams signed an arbitration agree-
ment with Circuit City at the time he
was hired. Two years later, he sued in
California state court, alleging dis-
crimination and related claims.
Circuit City responded by filing suit in
federal district court to obtain an
order requiring arbitration of the dis-
pute. The federal trial court issued
the order, and Adams appealed. The
Ninth Circuit reversed the order to
arbitrate, holding that, since the arbi-
tration agreement at issue was part of
an employment agreement, the FAA
did not control. The Ninth Circuit
relied on Section 1 of the FAA, which
makes the Act inapplicable to arbitra-
tion agreements in "contracts of
employment of seamen, railroad
employees, or any other class of
workers engaged in foreign or inter-

state commerce."  The Supreme
Court, in reversing the Ninth Circuit,
held that only transportation workers
– persons who actually move goods in
foreign or interstate commerce – are
excluded from the FAA's coverage.

Implications
Adams strengthens the employer's
ability to enforce, and the legitimacy
of, properly crafted pre-dispute arbitra-
tion agreements in the employment
context in general. However, whether a
particular agreement will be enforceable
can depend, for example, on whether
it is found to meet minimum fairness
standards under federal law, or
whether it is unconscionable, which is a
question of state law. For example,
last summer, the California Supreme
Court ruled that to be enforceable in
California, pre-dispute arbitration
agreements must provide for a neutral
arbitrator, a mutual promise to arbi-
trate, full remedies, discovery, a writ-
ten decision, and no burdensome
costs to the employee. Other courts
around the country have adopted sim-
ilar rules.

To discuss the parameters of an enforceable
arbitration agreement in your jurisdiction,
we encourage you to contact the Paul
Hastings attorney with whom you work or :

Nancy Abell in our Los Angeles office at
(213) 683-6000 or via e-mail at 
nancyabell@paulhastings.com; Stephen

Paul, Hastings, Janofsky & Walker LLP



Berry in our Orange County office at
(714) 668-6200 or via e-mail at 
stephenberry@paulhastings.com; Paul
Cane in our San Francisco office at 
(415) 835-1600 or via e-mail at
paulcane@paulhastings.com; Neal

Mollen in our Washington, D.C. office at
(202) 508-9700 or via e-mail at 
nealmollen@paulhastings.com; Ronnie
Kreissman in our New York office at
(212) 318-6000 or via e-mail at 
ronaldkreissman@paulhastings.com;

Leslie Dent in our Atlanta office at 
(404) 815-2400 or via e-mail at
lesliedent@paulhastings.com; or Mary
Dollarhide in our Stamford office at
(203) 961-7400 or via e-mail at 
marydollarhide@paulhastings.com.
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