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I. PRESIDENTIAL ADDRESS

Democracy and Industrial Relations
Paula B. Voos

Rutgers University

Introduction

Political democracy is thriving in the world. Think about the changes that
have occurred in Korea, Poland, Greece, Portugal, Spain, and Taiwan. Of
course, democracy is not an all-or-nothing matter. But clearly many nations
have moved in a democratic direction. Democracy in the workplace is also
being met with renewed interest. Even the Academy of Management has
devoted a recent meeting to democracy.

At this conference, we have devoted numerous sessions to the relationship
between industrial relations and democracy. Workplace governance, employee
involvement, and corporate governance have been discussed, along with is-
sues of social capital, and its creation.1 Here I want to highlight the relation-
ship between labor unions and democracy.

My central thesis is that labor unions make a crucial contribution to polit-
ical democracy. Labor unions play a vital role in making the United States and
other nations more democratic than they otherwise would be. My fear is that
today America is drifting in a less and less democratic direction in part because
of the current weakness of the American labor movement. Unions are essen-
tial vehicles of democracy in contemporary societies, and when they are weak
democracy suffers.

Democracy may be doing well in the world, but it is not doing so well in
the United States. There has been a marked decline in voting in the United
States, a key form of democratic participation. Today only a little more than
half of the eligible voters go to the polls in Presidential elections—and in lo-
cal races perhaps a quarter of eligible voters often decide who is mayor or
whether a bond proposal has passed.2 Income is correlated with voting, and

Author’s address: Rutgers University, Department of Labor Studies, 50 Labor Center Way,
New Brunswick, NJ 08903-8553
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also with other forms of political participation—from attending a school board
meeting to asking others to vote for a candidate (Conway 2000).3 Not surpris-
ingly, income is also highly correlated with making political donations, and
political donations have become a more and more important form of political
participation in the United States (Verba et al. 1995). One consequence of
current low voting participation rates in the United States is an electorate that
has a higher than average income, and a different set of economic interests
and concerns, from the population as a whole—reinforcing a conservative tilt
to current electoral politics (Wattenberg 2002).4 All this matters. It has seri-
ous consequences for economic policy, for social safety nets and public ser-
vices, and for the laws that govern the workplace, including labor law itself.
Why? Because when citizens do not vote, politicians do not need to address
their concerns.

Let me begin by talking about how labor unions relate to electoral poli-
tics. I will try to be non-partisan, in the tradition of the IRRA, but please be
tolerant of the fact that I’m quite opinionated. Portions of my talk will surely
annoy some of you. I hope that you can still hear my central message because
support for democracy is truly a non-partisan matter. As Churchill once said,
“Democracy is the worst form of government except for all those others that
have been tried” (1947).5

Unions and Political Democracy

How do unions relate to electoral politics? Unions encourage their mem-
bers, other working people, and their families to vote and to participate in
politics in a variety of ways. Unions register voters and fund organizations that
register minorities. Unions disseminate information about the economic po-
sitions of candidates. Unions mobilize members and staff to assist friendly
candidates. Local union activity provides members with political experience
and the confidence needed to be effective political participants. Unions have,
in recent years, reinstituted efforts to get members to run for office.

As a result of all this, union members and their families are more likely to
vote than others (Schur 2003). In the last Presidential election, about a quar-
ter of all voters came from union households.6 Freeman (2003), based on his
analysis of National Elections Studies data, reports that union members are
more likely to make political donations, to attempt to influence the vote of
others, and to report attending political meetings or rallies.

Political scientists have found there to be a higher voting rate and a more
representative electorate in those states in which there is higher union mem-
bership, other things being equal. Voting has declined more drastically in those
states in which union membership has fallen most sharply since the mid-sev-
enties (Radcliff and Davis 2000). Internationally, the same thing is true. Po-
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litical participation in the form of voting has declined more significantly in
those advanced industrial nations in which there has been a precipitous de-
cline in union membership than in those nations in which unions have re-
mained strong (Gray and Caul [2000] consider the period since 1950; Rad-
cliff and Davis [2000] consider a later period).7

Voting is only one part of the story. Unions also increase democracy by
acting as an organized “interest group” between elections. They represent the
views of working families in the legislature, before public agencies, and in a
variety of interactions with the media intended to spread labor’s perspective
to the general public. They help enforce laws benefiting workers through law-
suits and briefs on issues before the courts.

In the 1950s, industrial relations scholars writing about democracy made
several points that remain valid today.8 Employees have unique concerns, and
their interests are different from those of corporations. The open expression
of the distinct interests of employees through independent labor organizations
is an important foundation of a plural, democratic society (Kerr 1958). It is
precisely for this reason that the United States promoted legislation in both
Germany and Japan after World War II that provided a legal foundation for
an independent labor movement in those countries as part of the post-war
democratization process. Julius Getman and Ray Marshall (2003) note that the
same reasoning should be applied to Iraq, Afghanistan, and other nations in
which democracy needs to be fostered today. If this reasoning is true for oth-
er nations, it is also valid for the United States.

What are the purposes of union political activity? The media sometimes
denigrate unions as a “special interest” group—that is, as a group that promotes
the interests of their members over the general public interest. Unions do
sometimes act as special interest groups, for example, the Steelworkers lobby
for policies benefiting the American steel industry.

What is notable about the public policies advocated by American unions,
however, is how often they reflect the interests of a broad swath of Americans.
In fact, the economic and public policies that benefit union members typical-
ly coincide with the policies that benefit wide sections of society. These are
public policies that promote full employment, rising wage and living standards,
social insurance for those who cannot work, access to good quality health in-
surance, excellent public education, safe streets and workplaces, full equality
for all citizens, and so forth. A current example would be the considerable
effort unions have made to protect overtime pay.

Unions, Workplace Democracy, and Political Democracy

What about the workplace itself?
Unions also play an important role in enhancing industrial democracy in
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those workplaces where they represent employees. A web of complex rules
governs all workplaces—but only in unionized workplaces do employees have
an effective way to change workplace governance through periodic negotia-
tion (Dunlop 1958). Unions, as long as they are internally democratic, are
vehicles of representative democracy in the workplace for this reason alone.

Unions also contribute to workplace democracy by increasing individual
liberty on the job.9 In union workplaces, employees cannot be disciplined or
discharged for speaking their mind or for talking to other employees about
common workplace concerns—whereas in some nonunion workplaces, indi-
viduals can be discharged for doing something as minor as comparing their
paycheck with that of a coworker. Union workers are simply freer as individ-
uals to speak up on the job.

Freeman and Medoff (1979) have talked about the two faces of unionism,
with the political, or “voice,” face of labor organization standing in contrast to
the economic, or “monopoly,” face. Some have oversimplified this idea until it
appears to be something like the good and the bad side of labor organization—
unions are good when they voice the concerns of members and enhance de-
mocracy in the workplace and bad when they raise employee compensation,
because the latter disadvantages consumers and business organizations. This
argument concludes that public policy should encourage the exercise of voice
in the workplace while it simultaneously limits unions’ economic power. That
argument is a flawed understanding of the concept of two faces. The two faces
of unionism are really two sides of the same coin: they are inseparable.

Why? Because effective voice requires power. In contemporary market-
based societies, working people are largely a dominated group. Only by em-
powering themselves through united, common activity in a labor organization
can working people effect change—either in the workplace or in the society
as a whole. Power is not given by the powerful—it must be created by the
initially powerless through a successful challenge to existing situations of sub-
ordination. And once power is created through collective action, employees
will use it to express their own needs and interests, including their own eco-
nomic interests.

Members want unions to raise wages, raise benefits, enhance leisure, en-
sure income security—and all the other actions that some decry as unions
exercising a “monopoly.” In fact, inequality of income and wealth has been
growing in the United States over the past thirty years; these trends are due
to declining labor organization as well as to other factors. Today, working fam-
ilies are not receiving a fair share of the fruits of their labor—it is mistaken to
decry their legitimate economic demand for more equity.

A balanced distribution of income is important for effective political de-
mocracy. Societies in which there are enormous disparities of income and
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wealth are societies with great social distinctions between families. These are
unequal societies full of powerless, politically-unrepresented people. Social
distinctions between people are muted in societies with a relatively greater
income equality. Social mobility is more possible in these societies, and polit-
ical democracy is more likely to flourish.

Thus, the labor movement, through its successful efforts to raise wages and
benefits for its members, contributes to democracy in the wider society. It is
the major institutional counterforce to widening economic and social inequal-
ity. Unions raise the earnings of the lowest paid members in the establishments
where they represent workers (Mishel and Walters 2003). In the wider soci-
ety, unions champion minimum wages, overtime pay, universal health care cov-
erage, a strengthened social security system, and other programs that reduce
socioeconomic inequality. The economic and political aspects of unionism are
two sides of the same coin.

The bottom line is that it is a good thing that unions raise their members’
wages—the problem is not that there is too much “monopoly unionism” in the
United States today but that there is far too little, especially among the low
wage retail and service workforce.

Policy Implications

What are the policy implications of all this?
One implication is that labor law reform that would make it easy to form

or join a union needs to be a priority for all who value democracy. The prob-
lem is that labor law reform is not likely to be enacted until there is a signifi-
cant expansion of democracy in the United States—and low levels of union-
ization in parts of the country make that difficult. States with small populations
have disproportionate representation in the United States Senate, and the
labor movement is especially weak in the southern and mountain states that
hold effective veto power over legislation in that body. Senate rules on end-
ing debate and bringing proposed legislation to a vote have been particularly
important in blocking changes that would make it easier to organize.10 Labor
law reform came close to passing in the Carter Administration but was defeated
by a cloture vote. Even though a clear majority of fifty-nine senators support-
ed reform, this was just short of the sixty votes needed to end debate (Dark
1999).11 Informal vote tallies that promised a similar situation stopped labor
law reform before it got seriously under way during the Clinton Administra-
tion in the early 1990s.12

In order to change this situation, labor needs to recast itself as a truly na-
tional movement—and gain strength in those parts of the nation in which it is
currently weak. The growing importance of Latino and other immigrant groups
in the southern and mountain states—and the efforts that labor is making to
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organize these workers both politically and for purposes of collective bargain-
ing—are particularly hopeful developments. Labor movements in European
countries developed a strong political dimension precisely because they need-
ed to bring political rights to large portions of the population; the American
labor movement now needs to act as a similar agent of democratization in the
United States. Organizing and political action cannot be seen as alternatives
by labor—they need to go hand in hand.

Conclusion

Let me conclude by recognizing the difficulties of the current situation.
Today the United States is in a perverse equilibrium with considerably less

democracy in fact than in the theory espoused in our political ideals. Democ-
racy is distorted in part because the labor movement is weak and hence many
people do not vote. Democracy is also distorted because of institutional as-
pects of our system—from Senate rules to the Electoral College itself. It is
hard for workers to organize under the present law and hard to change labor
law because democracy is distorted.

Nonetheless, I am fundamentally optimistic when I step back and look at
history. Over time, democracy has grown, developed, and become more in-
clusive both in the United States and elsewhere. Universal male suffrage was
an achievement of the eighteenth century in the United States, women’s suf-
frage an achievement of the early twentieth century, and the actual ability (as
opposed to the theoretical right) of African Americans to vote was expanded
significantly in the 1960s. Indeed, the rights of all workers have expanded
dramatically in the United States from the repressive environment of the nine-
teenth century.

Americans of all parties subscribe to democratic ideals. The issue of de-
mocracy in our nation needs to be put on the political agenda. Consequently,
it is important that industrial relations scholars continue to produce research
relevant to making both the workplace and society more democratic. It is
equally important that practitioners continue to experiment with ways to make
our democratic ideals real. I hope this conference contributes to the exchange
of ideas that is central to advancing democracy.

Notes
1. See Putnam (2000) for the seminal work on social capital.

2. In the November 2003 elections for the New Jersey legislature, only 31 percent of reg-
istered voters and 26 percent of all eligible voters cast ballots; in that same election in New
York City, 13 percent of the registered voters cast a ballot on whether or not the city charter
should be amended to eliminate political party primaries (McIntire, November 6, 2003). On
November 10, 2003, the Associated Press reported that five states have eliminated presi-
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dential primaries because only about 20 percent of all voters cast ballots in these elections,
and they entail considerable costs for financially-pressed states (Tanner 2003). See the U.S.
Census Bureau, February 2002, for information on who votes in presidential elections.

3. About 10 percent of all Americans report that they gave money to an individual candi-
date or to a political party (see data from the National Elections Studies at http://
www.umich.edu/~nes/nesguide). Less than 1 percent of all adults in the United States make
political donations of two hundred dollars or more (the level of donations that need to be
itemized on personal taxes). The Political Action Committees of labor unions broaden the
base of political donations substantially, even though corporate contributions to candidates
totalled approximately twelve times the amount of union donations in 2002 (AFL-CIO 2003).

4. Verba, Schlozman, and Brady (1995) demonstrate that this conservative tilt is even
greater with regard to political donations.

5. Amartya Sen (1999) argues that democracy has intrinsic importance to promoting
participation and freedom in human life, instrumental importance in keeping government
responsible and accountable, and constructive importance in forming values. He points out,
“Political rights, including freedom of expression and discussion, are not only pivotal in in-
ducing social responses to economic needs, they are also crucial in the conceptualization
of economic needs themselves.” Rodrik (1999) provides evidence regarding the instrumental
value of democracy in responding to economic crisis.

6. Freeman finds that part of the difference is due to socioeconomic factors that differ-
entiate union members.

7. In discussing this phenomenon, political scientists Benjamin Radcliff and Patricia Davis
point out that not only do labor organizations mobilize their own members to vote by pro-
viding them with information about candidates and key issues in an election, but also that
unions influence the entire political discussion in a way that makes politics more relevant
to working families (2000). Candidates address issues important to working families, both
union and nonunion, because the candidates are courting the endorsements of unions or
because they fear their active opposition. Our current labor movement plays the important
institutional role of putting members’ issues on the table. A more powerful labor movement
could bring more issues to the political agenda that matter to working families, thereby
motivating increased political participation.

8. There has been an explosion in the number of organizations concerned with race,
gender, environmental, and other issues since the 1960s in the United States, making our
politics more plural than ever before. Still employees need political representation as em-
ployees.

9. Elaine Bernard (1998) has written eloquently about the relationship between democ-
racy in the workplace and democracy in the wider society with a focus on the essential rights
of freedom of speech, freedom of association, freedom of assembly, and equality under the
law—the very rights that are absent when employees are not organized.

10. The largest states (containing 50 percent of the U.S. population) elect only 18 per-
cent of all U.S. Senators (Matthews 2001).

11. Reform had already passed the House with close to a one hundred vote margin; that
vote was a more accurate reflection of public opinion at the time.

12. At present, labor breathes easier because the power of less-than-majority voting blocs
in the U.S. Senate allows labor and its allies to challenge changes in the law that would hurt
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workers or unions themselves. Nonetheless, in the long run it is imperative to modify leg-
islative rules to decrease the power of such voting blocs in the Senate.
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II. INDUSTRIAL DEMOCRACY
AND POLITICAL PARTICIPATION

High Involvement Work Systems
and Political Efficacy:

A Tale of Two Departments
Lisa Schur, Adrienne Eaton, and Saul Rubinstein

Rutgers University

Abstract

Carole Pateman argues that democratic participation in the
workplace can increase workers’ feelings of political efficacy and
political participation. We explore this issue by looking at the imple-
mentation of a high involvement work system (HIWS), using both
cross-sectional and longitudinal comparisons. Political efficacy did
not change overall, but increased in one department where the
HIWS was strongly supported and very successful, and decreased
in another department characterized by bad labor-management re-
lations and little management support. The results suggest that so-
cial connections, a sense that one’s work is meaningful, and positive
labor-management relations can increase workers’ feelings of polit-
ical efficacy.

Does industrial democracy encourage political democracy? The political
theorist Carole Pateman raised this question over thirty years ago but the
question has taken on new salience given the continuing decline in voter turn-
out and other forms of political and civic participation in the United States
(Conway 2000; Putnam 2000). While this decline has led to a number of pro-
posals and policy initiatives, little attention has been paid to the political im-
plications of what goes on in the workplace.

Author’s address: Department of Labor Studies and Employment Relations, Rutgers Uni-
versity, 50 Labor Center Way, New Brunswick, NJ 08901
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Pateman argued that traditional, autocratic workplaces reduce employees’
feelings of political efficacy—the belief that they are competent to take part
in politics or that the political system is responsive to their interests. Since
Pateman wrote her book in 1970 many companies have experimented with
ways to increase employee involvement, both direct (or on-line) forms embed-
ded in the organization of work itself and indirect (or off-line) forms like la-
bor-management committees. The effects of employee involvement on em-
ployee and firm outcomes have received substantial attention, but little
attention has been paid to how it may affect feelings of efficacy and participa-
tion outside the workplace.1

This study uses new data to examine workers’ feelings of political efficacy
following the implementation of a high involvement work system (HIWS) at
a major pharmaceutical company. One unique aspect of this study is that
workers filled out surveys both before and after the implementation of the
HIWS, providing panel as well as cross-sectional data. In addition, the HIWS
was implemented at three different work sites and among three different oc-
cupational groups. Variation across these work sites and groups provides in-
sights into the factors that can affect the success of HIWS and its influence
on feelings of political efficacy.

Literature Review

Schlozman et al. (1999) and Schur (2003) analyze nationally representa-
tive data sets and find that civic skills developed at work (through such activ-
ities as leading meetings and participating in decision making) are linked to
greater political involvement. Madsen finds similar results, although he claims
that Pateman’s hypothesis only fully applies to workers with a “collectivistic”
orientation (Madsen 1997, 387). A longitudinal study by Karasek (1978) found
that workers who enjoyed increased freedom in decision making on the job
became more politically active outside of work, while those who lost decision-
making authority on the job became more politically passive outside of work.
Clearly, the relationship between workplace decision making and political
participation is not a simple one, and depends in part on the types of partici-
pation being considered. Directly participating in workplace decisions seems
to have positive effects on forms of political participation other than voting
(specifically campaign work and involvement in community projects); in con-
trast, voter turnout is not related to most measures of workplace decision
making and appears to be depressed by working in an economically troubled
cooperative (Arrighi and Maume 1994, 154; Greenberg et al. 1994, 317–21;
Sobel 1993, 348).

Pateman argues that political efficacy is a key mediator between industri-
al democracy and political participation. Through participation in workplace
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decisions with their fellow workers, individuals increase their sense of personal
and political efficacy which, in turn, leads them to be more politically engaged
and active in the broader community outside the workplace. Political efficacy
is generally divided into internal political efficacy (the belief that one is well
qualified to participate in politics) and external political efficacy (the belief that
the political system is responsive to one’s interests). While many studies have
supported the idea that both types of political efficacy are important predic-
tors of political participation (Conway 2000, 59–61; Schur 2003), only a few
studies have focused specifically on the influence that workplace decision
making may have on feelings of political efficacy.

Greenberg, Grunberg, and Daniel (1994) find that direct face-to-face
participation in workplace decisions, but not representative participation, is
associated with a greater sense of internal political efficacy. Elden (1981) finds
that semiautonomous work groups are linked to a greater sense of political
efficacy, while structures that simply make workers more satisfied with their
jobs but do not increase their autonomy are not associated with a greater sense
of political efficacy. A study by Peterson (1992) finds that respondents who
reported greater participation in workplace decision making also reported
higher levels of political efficacy and involvement in political activities. Sev-
eral earlier studies from the 1960s and 1970s also found a connection between
control over workplace decisions and feelings of personal and political effica-
cy (summarized in Elden 1981, 53–54).

Data

The data come from surveys of employees involved in a new HIWS at a
large pharmaceutical company in New Jersey. The goal of this project was to
improve productivity and quality while enhancing employment security and
earnings. Rutgers faculty have helped organize shop-floor and department
level labor-management teams responsible for planning, decision making,
problem solving, information sharing, and system administration since 1998.
The high involvement work system has been implemented in all areas of the
company across four New Jersey locations in which employees are represent-
ed by a union. The units include maintenance, manufacturing and packag-
ing, veterinary sciences, analytical R&D, and laboratory services. The teams
received training in planning, problem solving, group decision making,
conflict resolution, workplace diversity, data analysis, meeting skills and lead-
ership, and team dynamics. Teams met off-line for an average of one hour
several times per month and worked on the problems they selected with the
support and guidance of the labor-management leadership committee in their
department. While there have been some efforts to create on-line teams of
employees who would work together to accomplish their day-to-day work
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tasks, thus far the majority of employees have been involved only in off-line
team problem-solving activity.

In each department, the first set of employee surveys was administered
to employees at the beginning of the training, and the second set was distrib-
uted approximately one year after the high involvement system had been in
effect. To date, 417 employees have filled out the first survey in eleven depart-
ments, and 163 have filled out the second survey in six departments.

This exploratory analysis presents cross-sectional regressions based on the
first round of surveys, and longitudinal comparisons of departments that com-
pleted both rounds of surveys. It should be noted that individual responses
cannot be matched between the first and second sets, but changes in average
scores among the department can be examined to see what variables are as-
sociated with changes in political efficacy.

Political efficacy is measured using respondents’ level of agreement with
two statements: “I can influence decisions that affect my community” and “By
working together, people in my community can influence decisions that affect
the community.” Answers are given on a scale of one to five, from “strongly
disagree” to “strongly agree.” Both questions combine the concepts of inter-
nal and external political efficacy, since a positive answer indicates both per-
ceived competence to participate in politics and the perception that the po-
litical system is responsive.

Results

Repeating the approach used in many prior studies, Table 1 reports results
of cross-sectional regressions that relate political efficacy to attitudes towards
work and the workplace environment. The first three predictors are built on
work alienation scales from Mottaz (1981) that measure control and autono-
my (the degree of perceived control in planning and performing one’s daily
tasks at work), embeddedness (the perceived importance of one’s work and
how it fits into the organization), and intrinsic rewards (the extent to which
one’s work is interesting, challenging, and a source of personal fulfillment).
While one might expect control and autonomy to be associated with political
efficacy, neither this measure nor intrinsic rewards is a significant predictor.
Those who report a greater sense of embeddedness, however, are significant-
ly more likely to report that by working together people can influence com-
munity decisions. This result suggests that perceiving a sense of connection
between your work and that of your co-workers may be key to perceiving that
as a group you can work with others to make a difference.

Regressions 2 and 4 add three variables of interest: a labor-management
relations index (summing twenty-three five-point items), a satisfaction index
(summing eight five-point items), and an item measuring the frequency of
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interaction with co-workers in company- or union-sponsored events (on a scale
of one to five). Workers who interact frequently with their co-workers are
significantly more likely to report that people can influence the community,
while those who report more positive labor-management relations are more
likely to report that “I can influence decisions that affect my community.” One
interpretation is that having good connections with one’s co-workers—reflect-
ing stronger social capital—is important for a sense that people can work to-
gether effectively. In contrast, the sense that one can personally make a dif-
ference may depend very much on having a climate where labor and
management listen to each other and cooperate so that individual suggestions
are more likely to be acted upon.

These cross-sectional results are of course subject to concerns about cau-
sality—the relationships may reflect, for example, other unmeasured aspects
of individual personalities or job characteristics. Those who feel more effica-
cious may simply have more positive views of labor-management relations. To
explore this, we present comparisons between the responses to the two sets
of surveys from six departments. Examining changes over time controls for any
fixed attributes of the people or jobs, and provides insights into whether
changes in the workplace are associated with changes in perceived efficacy.

The panel results, presented in Table 2, show that overall efficacy levels
did not change significantly between the first and second sets of surveys. A
different picture emerges, however, when looking at individual departments.
Average efficacy scores changed significantly in two departments. There was
a strong increase in the perception that “I can influence the community”
among the laboratory technicians at Site A and a decrease in the perception
that “People can influence the community” among the veterinary science
employees at Site C. Consistent with results from the cross-sectional analy-
sis, the laboratory technicians also reported significant improvement in labor-
management relations, suggesting that a positive labor relations climate may
help enhance feelings of individual efficacy. In addition, the laboratory tech-
nicians reported improvements in several other measures: interactions with
co-workers, cooperation across departments, and satisfaction. Finally, they
were significantly more likely to say that “I can influence the department.” This
is consistent with Pateman’s argument that there are strong connections be-
tween increases in workplace efficacy and political efficacy.

In many respects the veterinary science department at Site C provides an
opposite picture. In addition to the decline in political efficacy, there was a
decrease in embeddedness—the sense that employees’ work is meaningful and
connected to that of their co-workers. This finding is consistent with the rela-
tionship found in the cross-sectional analysis. In addition, workers perceived
significantly worse labor-management relations, less cooperation across depart-
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ments, and lower levels of satisfaction, in addition to a decreased sense that
people can influence the department.

Why was there such a striking difference between these two departments?
Much can be explained by workplace culture, management attitudes, and the
circumstances in which the HIWS was implemented.

At Site A, the HIWS was fully supported by the laboratory technicians, the
managers, and the union. The manager of the department, who had been a
worker himself, trusted the employees. He encouraged innovation and was
willing to delegate authority. Workers responded enthusiastically and the teams
used their greater decision making power to take several initiatives. For ex-
ample, one team created a computer lab to help other employees develop and
strengthen their computer skills.

Site C was a newly opened work site. The veterinary science department
was staffed in part by company employees whose manufacturing jobs had been
discontinued and who were allowed to bid for new jobs at this site. Many of
them resented having to work as animal handlers, as well as the increased
commuter time. There was also division in the department between younger
workers who chose to be animal handlers and the older workers who were
forced to do this job in order to remain employed. To make matters worse,
the department managers did not appear to appreciate the difficulties expe-
rienced by the older workers or to embrace the principles of HIWS. Instead
of delegating authority and empowering employees, they tried to control the
workforce and remained inflexible. For example, the managers blocked the
efforts of employees who tried to work together in designing more flexible
schedules, which could easily explain decreases in the belief that people could
influence the department and the community. In short, differences in the his-
tories of these two departments and the ways in which HIWS was implement-
ed can help explain the divergent results in feelings of political efficacy.

Conclusion

This study on the effects of a HIWS does not provide a simple answer to
the question of whether employee involvement encourages political democ-
racy. While individual control over daily work is not connected to political
efficacy, both the cross-sectional and panel results indicate that a greater sense
of embeddedness—the feeling that one’s work is meaningful and connects to
the work of others—increases the belief that people can work together to in-
fluence their workplaces and communities. Both sets of results also suggest
that a climate of labor-management cooperation and trust may help increase
a sense of political efficacy, while mistrust and a deteriorating labor-manage-
ment relationship may have negative effects.
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These findings indicate that social connections at work play an important
role in shaping workers’ views of political participation. This makes sense giv-
en that making a difference in the political system requires working with other
people. The factors related to political efficacy in this study are similar to most
definitions of social capital, a construct of increasing interest in the social
sciences. This study suggests that when HIWS is done well it may increase
workers’ social capital which, in turn, may increase their feelings of political
efficacy.

This is a rich area for further study, especially if it includes measures of
political involvement that examine connections among HIWS, social capital,
political efficacy, and civic and political participation. Such research could help
answer the important question of if, and how, industrial democracy can en-
courage political democracy.

Note
1. Whether or not these management-initiated forms of employee involvement consti-

tute actual industrial democracy is a different question (see for example Schurman and Eaton
1996).
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III. LABOR OVER-SUPPLY

Overemployed Workers in
the U.S. Labor Market

Lonnie Golden
Penn State University

Abstract

The article estimates the current rate and distribution of “over-
employment”—workers expressing a willingness to decrease hours
of work at their job even if it means lower income. I explore the
theoretical causes determining the level and trend of overemploy-
ment and consider measurement issues. The May 2001 Current
Population Survey (CPS) Supplement indicates an overemployment
rate under 7 percent among full-time workers. However, the rate is
measurably higher among women, whites, parents of young children,
workers with long workweeks, occupational classifications like man-
agers/administrators, scientists, engineers, and some technicians, and
in industries such as health care, utilities, and transportation. I then
draw implications for refining Fair Labor Standards Act reforms.

Introduction: Sources of Overemployment in the Labor Market

Much of the research and policy discussion in the U.S. concerning trends
in working hours and regulation occurs without much reference to how many
and which specific types of workers tend to be overemployed, defined as work-
ing beyond their preferred number of hours. While such preferences are not
observable, restrictions on individuals’ choice of hours of work are viewed as
a central feature of the labor market (Kaufman 1999; Altonji and Oldham
2003). Most models recognize that workers often face binding constraints
imposed by employers who set fixed or minimum shift lengths (Gunderson
and Weiemair 1988; Contensou and Vranceanu 2000) and an under-provision
of short-hour jobs (Rebitzer and Taylor 1995). Labor market institutions, such

Author’s address: Penn State University, Abington College, Abington, PA 19001
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as the fixed cost of employee benefits, non-compliance with Fair Labor Stan-
dard Act (FLSA) overtime regulations, and weakening of labor unions, less-
en restraints on the hours demanded per worker (see Belman and Belzer 1998;
Hamermesh and Trejo 2000; Altman and Golden 2004).

Measuring Overemployment

Overemployment exists when there are workers employed who are will-
ing but unable to reduce their hours of paid work at their current (or a com-
parable) job even if they are prepared to accept proportionately lower current
or future income. Estimates of the aggregate level of overemployment vary
by the type of sample and instrument, since these estimates are highly sensi-
tive to survey question wording and the options that are presented. The pref-
erence for fewer hours depends on the implicit assumptions provoked about
the foregone income, the dimensions of hours reduced, and the type of time-
off gains realized. When questions include an option of obtaining higher in-
come via more hours of work, such as in the May 1985 Current Population
and General Social Survey, estimates of overemployment are as low as 6 to 10
percent (Lang and Kahn 2001; Reynolds 2003), but also up to 30 percent
(Heldrich Center for Workforce Development 1999). If respondents are pre-
sented exclusively with options for reducing hours and pay, the proportion of
workers that would give up at least one half day’s pay for at least one half day
of work less per week (or more free time or family time) ranges from 28 to
over 50 percent (Jacobs and Gerson 2001; Feather and Shaw 2000; Schor 1995,
2001; Friedman and Casner-Lotto 2003).

The May 2001 Current Population Survey (CPS) Supplement, for the first
time since 1985, queried if individuals, “given the choice, (would) opt for more
income and more hours, less income and fewer hours, or the same income
and hours?” Table 1 shows an overemployment rate no higher than the 1985
estimate of 7.6 percent (Shank 1986). There are several reasons why the rate
might remain stable. The May 2001 survey was during a recession and 1985
was a period of expansion. In addition, preferred hours may become endog-
enous. Overemployed workers may upwardly adjust their target income (Alt-
man 2001; Altman and Golden 2004), under loss aversion (Dunn 1996), shift-
ing preferences toward more time-saving, purchased goods and services
(Rothschild 1982). Moreover, the climate of rising earnings inequality moti-
vates workers to longer hours as a signaling tactic (Landers et al. 1996; East-
man 1998; Bluestone and Rose 1998; Bell 2000; Brett and Stroh 2003) and
positional consumption (Schor 1995). Workplace amenities, rewards, or flex-
ibility diminish resistance to longer hours (Kaufman 1999; Golden 2003).



LABOR OVER-SUPPLY 21

Hypotheses

A worker is overemployed if actual hours (h) exceed desired hours (h*) at
their current wage and job:

h* < h

This gap may occur if some employers are not induced to adjust h downward
toward h*. If,

λ (h – h*)θ given λ > 0; θ > 1

the gap can persist so long as any of these six conditions exist:

1. the administrative costs (λ) to constantly adjust h toward each employee’s
h* are large;
2. the size of the gap between h and h* is not overly large;
3. long-term risks on the organization of overemployment are small or dis-
counted (τ is one);
4. employees lack bargaining leverage in the workplace to impose adverse
cost consequences (e.g., absences, tardiness, turnover, or reduced average
hourly labor productivity) on employers;
5. employees are induced to discount the cumulative, long-term conse-
quences of overwork;
6. it is less costly for firms to induce employees to adjust h* upward than
to reduce actual hours.

Overemployment is hypothesized to be more prevalent among workers:

• who have personal characteristics associated with lower h*, such as parents
with children at home;

• with spouses present in the household (see Clarkberg and Moen 2001);
• at jobs whose hours are relatively longer (for either cyclical or structural

reasons);
• with bargaining leverage insufficient to adjust their own hours downward

when h* shifts;
• in occupations and industries with insufficient job autonomy to exert con-

trol over hours; and
• in industries where the added wage cost of overtime is negligible, such as

salaried jobs.
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Data, Model, and Estimation Results

From the May 2001 CPS sample (over fifty-seven thousand respondents),
Tables 1 and 2 display overemployment rates by fifty-two (and forty-six de-
tailed) occupations and industries that are above the overall average of 6.3
percent. Whether an individual reports being willing to reduce hours and in-
come would depend on a worker’s personal (β) as well as job (δ) characteris-
tics, including work hours or shifts, occupation and industry employed in, self-
employment or union membership status, and flexibility of their job. The
likelihood an individual (i) responds affirmatively to the option of reducing
both hours and income is the respective vectors of estimated coefficients, X
and Y:

OVER i = α + Xiβ + Yiδ + ε

The model is estimated using probit analysis. The dependent variable is
bivariate, taking on a value of one if an employed individual reports a prefer-
ence for fewer hours and less income. The coefficients are derivatives of the
probit estimates, representing the marginal probabilities that an individual
possessing a given personal or job characteristic is overemployed.

The estimation results in Table 3 show that female workers are more at risk
of being overemployed than their male counterparts. Conversely, African Amer-
ican workers are significantly less likely to be overemployed. This finding prob-
ably owes to the lower average wage rates of these workers. Being married raises
the likelihood of overemployment, relative to the (omitted) reference group
of single workers. Having children in the household (relative to having either
no or fully grown children) displays nuanced effects. When the youngest child
in the household is younger than three years old, this raises the likelihood of
feeling overemployed. Having preschool children aged three through five has
a somewhat weaker effect than the presence of younger children. When the
youngest child present reaches the age of fourteen, the effect of having chil-
dren is reversed. This finding suggests that when children are young there is a
greater demand for time, but as the child ages, there is a gradual shift toward
the desire for more income when the children are teenagers.

Full-time workers have a progressively higher likelihood of being overem-
ployed the longer are their usual hours. Working from forty-one to forty-nine
hours raises the probability of overemployment considerably, relative to those
working thirty-five to thirty-nine hours per week (the reference group). Work-
ing fifty or more hours per week raises the probability of overemployment still
further. Part-time workers (thirty-four or fewer hours) are less apt to be over-
employed. Being a union member neither increases nor decreases the chances
of overemployment. Being self-employed, perhaps surprisingly, heightens the



TABLE 1
Occupations with More than Average

Overemployment of the Full-Time Employed

Occupational Classification % Rate

Other administrative & managerial 8.7
Management related 8.6
Engineers 8.2
Math and computer scientists 7.6
Natural scientists 10.2
Health diagnosing 12.2
Health assessment 11.9
Teachers, college 9.8
Teachers, except college 7.8
Lawyers and judges 9.2
Other professional specialty 6.8
Health technicians 9.1
Technicians, except health 7.8
Sales representatives, finance, business 6.6
Supervisors sales 8.1
Computer equipment operators 8.1
Secretaries and typists 7.8
Financial records processing 7.3
Mail and message distribution 6.6
Other administrative support 7.1

TABLE 2
Industries with Above Average Overemployment of

Full-Time Employees

Industry % Rate

Manufacturing—machinery, non-electric 6.7
Manufacturing—professional and photo 8.3
Manufacturing—toys and sporting goods 11.0
Manufacturing—miscellaneous 6.8
Manufacturing—textile mill products 6.6
Manufacturing—paper and allied products 8.5
Manufacturing—printing and publishing 7.1
Manufacturing—chemicals and allied 7.1
Communications 7.3
Utilities and sanitary services 9.9
Wholesale trade 6.6
Banking and other finance 6.9
Insurance and real estate 7.7
Hospitals 10.6
Health services, non-hospital 8.1
Educational services 8.0
Other professional services 7.6
Forestry and fisheries 9.9
Administrative human resources 6.3
Other public administration 7.5
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probability of willingness to trade income for more time. Workers who have
some ability to vary their daily and ending times of work have a somewhat
reduced likelihood of overemployment if they have informal arrangements as
such (Golden 2003), but, also, surprisingly, have a heightened probability of
being overemployed if they have formal flextime scheduling. This result sug-
gests that formal flexibility of scheduling (or doing work at home) exacerbates
rather than curbs interference of work with family or personal time.

Many of the major occupational classifications enhancing overemployment
fall in the managerial and professional groups, including engineers, health di-
agnosticians, natural scientists, math/computer scientists, health assessment and
treatment professionals, private-sector managers and administrators, lawyers/
judges and management-related occupations. Two categories of technician jobs
and other administrative support areas have significantly higher levels of over-
employment. Several blue collar occupations, notably construction trades and
laborers, fabricator/assembler, and service jobs such as personal, health, or food
service occupations, are less likely to experience overemployment.

Some industries heighten the likelihood of overemployment, especially
public utilities and hospitals, as well as communications and transportation and,
to a weaker extent, wholesale trade and medical services other than hospitals.
These results are not surprising given the incidence of mandatory overtime
work (involving high profile labor disputes) in these sectors. On the other hand,
being employed in social services, construction, agriculture, private household,
justice/public order, or stone/glass manufacturing significantly reduces the
likelihood of overemployment. Either hours in these sectors are more respon-
sive to workers’ preferences for shorter hours, or workers in these sectors are
less apt to prefer shorter than actual hours.

Implications for Working Time Policy

Overemployment occurs among a non-trivial proportion of the employed,
especially among certain jobs, sectors, and workers. In the United States, the
only institutional restraint on hours of work is the FLSA overtime regulations,
which apply to those workers who are not exempt due to having primarily
managerial, administrative, or professional duties (Appelbaum et al. 2001). If
a genuine goal of legislative or regulatory reform is to curb the incidence,
duration, and effects of overemployment, the empirical results suggest that
this would be accomplished by more precisely targeting the types of workers
and jobs more prone to overemployment. Currently pending FLSA “reforms”
such as compensatory (comp) time legislation are thus mistargeted. Not sur-
prisingly, by over a three to one ratio, workers paid hourly and covered by the
FLSA would prefer pay over time-off as compensation for overtime work
(Friedman and Casner-Lotto 2003). Rather, FLSA coverage ought be extended
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to employees in white collar, salaried occupations, particularly in industries
where overemployment is most concentrated, such as telecommunications,
hospitals, and transportation, and to workers at vulnerable points of their life
cycle when non-market work time becomes most valuable, such as when a
worker has a child younger than three years old.
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Abstract

For the past seven years, the authors of this paper have been
conducting research on the use of Alternative Dispute Resolution
(ADR) (particularly in employment disputes) by major U.S. corpo-
rations (Lipsky and Seeber 1998a, 1998b, 2000). In our research we
discovered that an increasing number of American corporations are
moving beyond ADR to the adoption of so-called “integrated conflict
management systems” (Lipsky and Seeber 1998a; Gosline et al.
2001). Although considerable research on the operation of various
ADR procedures exists, very little has been done on the formation
of conflict management strategies, including the use of conflict
management systems (Ury et al. 1988; Costantino and Merchant
1996; Stitt 1998; Colvin 1999). In this paper we examine: a) the con-
cept of an integrated conflict management system, b) the conflict
management strategies used by American corporations, and finally
c) the factors that account for the evolution of corporate conflict
management strategies from traditional approaches (including heavy
dependence on litigation) to the widespread adoption of various
ADR techniques and finally on to the adoption of full-blown conflict
management systems by a vanguard of U.S. organizations. In our
discussion we draw heavily on interviews we conducted with top
managers and corporate lawyers in more than fifty corporations
across the United States.
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Methodology and Data

This article is based on data the authors have gathered from two separate
but related research efforts. First, in the spring of 1997, we surveyed the gen-
eral counsel or chief litigators of the Fortune 1000 companies on topics relat-
ed to Alternative Dispute Resolution (ADR) (Lipsky and Seeber 1998a). This
survey and two others remain the only source of empirical data on ADR us-
age by U.S. corporations (DeLoitte Touche Tohmatsu International 1993;
American Arbitration Association 2003). The objective of the survey was to
obtain comprehensive information about each corporation’s use of ADR.

The empirical results from that survey were the springboard that led to
the next phase of our research. The survey results underscored our realiza-
tion that a number of corporations had moved beyond the use of ADR tech-
niques and toward a more proactive, strategic approach to conflict manage-
ment. This realization motivated us to undertake case studies of workplace
dispute resolution and conflict management systems in a large sample of or-
ganizations. Over the course of 1999 to 2002, we visited and conducted inter-
views at more than fifty corporations across the United States. The organiza-
tions we studied cover a broad spectrum of industries and represent a
cross-section of approaches and philosophies to ADR and conflict management
(Lipsky et al. 2003). All of the organizations we have studied are large by al-
most any standard, and accordingly their experience with conflict management
systems does not necessarily represent the experience of medium-size and
small employers. For each of the firms we visited, we tried to schedule inter-
views with corporate CEOs, CFOs, general counsel, human resource execu-
tives, and managers at corporate headquarters or one or more of their sites.
In only a couple of cases did we succeed in interviewing the CEO of the firm;
usually we were able to interview a handful of top human resource executives
and in-house attorneys. We also compiled dossiers on each company we stud-
ied, consisting of annual reports, financial statements, press releases, and the
like. In the end, we built a detailed understanding of the experiences of well
over fifty large organizations with ADR and conflict management systems.

Inclination to Change

Organizations do not set a process of wholesale shift to new systems in
motion unless there is substantial dissatisfaction with the old; that is the case
with dispute resolution. A number of different trends have converged to pro-
duce motivation for corporations to change from conventional methods of
dispute resolution to the use of ADR and, beyond ADR, to the adoption of
conflict management systems.

First, the traditional approaches of organizations to disputes have been
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largely reactive, reflecting compliance with systems imposed on the organi-
zations by outside institutions. Disputes with consumers, governmental agen-
cies, and other organizations have generally been resolved either in the courts
or in other public forums established for that purpose. The dissatisfaction with
these public forums, which has been growing for some time, reached a crisis
point in the last ten years. Litigation is seen as time-consuming and costly. It
is also often viewed as producing results unacceptable to either party to the
dispute. Organizations view compliance with court-ordered settlements with
barely concealed hostility. In sum, the courts and administrative agencies set
up to resolve disputes are viewed with antipathy—if not hostility—by nearly
everyone involved, except members of the legal profession, who are an inte-
gral part of the system (Olson 1991; Garry 1997; Dunworth and Rogers 1996).

A second trend in U.S. corporate life has been the long-term decline in
the labor movement and thus in the use of collective bargaining and its at-
tendant processes to resolve employee complaints. Collective bargaining as
an institution reached its high-water mark in the 1950s, and since that time,
the labor movement has been on a steady decline to its current status, with
less than ten percent of workers now represented by unions (U.S. Bureau
of Labor Statistics 2001). Collective bargaining provided explicit channels
for the resolution of employee-employer disputes. Strikes were the means
by which collective interest disputes were resolved and, while never viewed
as positive, they were effective for that purpose. Collective bargaining nearly
always established elaborate grievance systems, usually culminating in a bind-
ing arbitration procedure for the final resolution of disputes of rights (Volz
and Goggin 1997).

U.S. corporations never embraced collective bargaining and tried to limit
its influence by fighting the existence of unions wherever they emerged. Some
corporate leaders held the naïve view that when unions did not exist, conflict
would disappear. More sophisticated corporations recognized that workplaces
produce conflict and that if unions and collective bargaining were not the
vehicle for dispute resolution, another means would have to be substituted.
Elaborate human resource systems designed to surface and channel employ-
ee dissatisfaction generally did not produce an effective substitute for this
important function of unionism. Minor conflicts with employees often did not
surface at all, and those that did came through unwanted, expensive litigation
under the ever-growing system of individual legal rights in the workplace. Thus,
employers in the 1990s found themselves facing the Hobson’s choice of unions
they did not want or alternative but ineffective means of dealing with employee
conflict (Lipsky et al. 2003, 301–9).

A third source of dissatisfaction came from the changes made by organi-
zations to deal with the increased competition from globalization and dereg-



WORKPLACE DISPUTE RESOLUTION SYSTEMS 33

ulation in the latter part of the twentieth century. Especially at a time when
organizations were being forced to reinvent themselves, organizational effec-
tiveness was critically dependent upon a committed, well-trained, and well-
organized workforce. Efficient workforces offered a potential competitive
advantage. Conflicts that remained unresolved or that did not surface in a
productive fashion severely compromised organizational effectiveness and the
quality of the good or service produced (Lipsky et al. 2003, 54–58).

Although conflict was seen as a natural outgrowth of contemporary orga-
nizational life, turnover of employees due to conflicts was viewed as an un-
productive waste of talent and organizational resources. A smooth-function-
ing organization demanded a smooth-functioning system of dispute resolution.
Yet many businesses found themselves without such a system even after they
had made the other organizational adjustments necessary for survival (this and
other observations we make in this section are based upon our interviews with
corporate managers and attorneys).

The total effect of these forces of dissatisfaction was a powerful motivation
for organizational change. Faced with the realization that conflict is inevitable,
and left without effective means of dealing with that conflict, one business af-
ter another attempted to create a new system of dispute resolution. Many went
well beyond that, however, into a new realm of conflict management.

Litigation, Dispute, and Conflict Management

The terms “dispute management” and “conflict management” are often
used interchangeably. The lawyers we interviewed sometimes told us that they
engage in ADR routinely, by trying to negotiate rather than litigate in appro-
priate cases. This occurs post-filing, however, and rarely involves trying to
resolve disputes before they become litigation, much less trying to prevent
conflicts from even becoming disputes.

Conceptually, we believe that conflict management is much more compre-
hensive than dispute management. At the root of this concept is a distinction
between conflicts and disputes. Conflicts can be seen as nearly any organiza-
tional friction that produces a mismatch in expectations of the proper course
of action for an employee or a group of employees. Conflicts do not always
lead to disputes—sometimes they are ignored, sometimes suppressed, and
sometimes deemed unimportant enough to be left alone. Disputes, on the
other hand, are a subset of the conflicts that require resolution, activated by
the filing of a grievance, a lawsuit against an organization, or even a simple
written complaint (Bacharach and Lawler 1980).

Accepting this distinction between conflicts and disputes allows the argu-
ment to progress naturally to a divergence in the attempt to manage both
events. The management of disputes, which after all represent only the tip of
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the iceberg of conflict, is a significantly less complex problem. To manage dis-
putes successfully, the organization need only maneuver the dispute into a
forum most to its advantage to attain lower costs (transactional and outcome),
a quicker speed of resolution, or simply a higher probability of a better out-
come. Such activities would be seen as effective management of disputes.
Thus, much of what we see of dispute management looks like forum shopping.

Organizations that desire to manage conflict must go well beyond this
smaller set of processes and into more facets of organizational life, encompass-
ing a much wider range of questions, the involvement of more parts of the
organization, and a more complex system. The goals of a conflict management
system are broader and more numerous. Conflict management systems at-
tempt to channel conflict in productive directions, for example, not just to
manage their resolution. Conflict management systems spread the responsi-
bility for conflict and its resolution to the lowest levels of the organization. Thus
they require more training in order to be more widespread. They seek to trans-
form the organization, not just implement a set of processes. Because of their
complexity and the potential rewards they offer an organization, conflict man-
agement systems are a much more fruitful arena for inquiry and exploration.
Dispute management is always more complex than litigation management, and
conflict management more complicated yet (Lipsky et al. 2003, 8–19).

Conflict Management Systems

The study of conflict management systems requires a comparison of mul-
tiple features. Systems differ on many important dimensions, each contain-
ing the potential to lead to unique outcomes. There are variations in the pro-
cess of the design of a system, for example: Who is involved? How is the system
created? How is the system implemented? These design features are not trivial
because the values implicit in the design process are often eventually reflect-
ed in the system itself. Next, conflict management systems vary in the way they
are structured: Who controls the system? Is the system centralized or decen-
tralized? What are the goals of the system? Who is responsible?

Systems also vary in the procedures they employ for conflict resolution.
In our field research we have investigated systems that include ombudsper-
sons, peer-review panels, facilitated discussions, mediation, arbitration, and
multiple variations on these basic procedures. The choice of procedures can
reflect the values underlying the system itself. Some conflict management
systems place value on participation in the conflict resolution process, some
on having any disputes that occur be resolved as quickly as possible, some value
simply surfacing conflict. The solutions created to reach these fundamental
goals will be reflected in the procedures utilized within the system.

It is also important to identify and analyze the participants in the conflict
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management system. One simple distinction is the amount the system relies
on outsiders—neutrals and consultants, for example—to feed and maintain
it. But it is important to go beyond the use of outsiders and into the organiza-
tion itself. The extent to which line managers are involved and responsible for
resolving conflict is an important distinction between systems. Finally, since
(as one of our colleagues has repeatedly told us) “we are what we measure,” it
is important to analyze what is judged to be critically important by an organi-
zation by looking at the features of the system they choose to measure and
evaluate success.

There is no general agreement on the precise definition of a conflict man-
agement system, even among experts. Clearly, though, an authentic system is
not merely a practice, a procedure, or a policy. It is something more encom-
passing, which may incorporate all three—practice, procedure, and policy. Our
understanding of systems is rooted in the classic works on the system concept
(for example, see Von Bertalanffy 1976). We prefer the conflict management
system definition contained in the ACR report (Gosline et al. 2001).

ADR and conflict management systems seem to have arisen largely as a
response to changes—some long-term and some short-term—in the organi-
zational environment that made their use an effective alternative to conven-
tional litigation. These environmental changes were filtered through a set of
the organizations’ motivations, resulting in some organizations’ choice of a
conflict management strategy.

Three Strategies of Conflict Management

The dependant variable in our model—the organization’s choice of conflict
management strategy—is divided into three categories: contend, settle, and
prevent. These categories are obviously somewhat arbitrary. In truth, organi-
zational strategy ranges across a spectrum, and grouping large numbers of
organizations in a particular category may blur important differences across
organizations within that category. To some degree each organization we have
studied had its own unique conflict management strategy, tailored to fit its own
objectives and circumstances. Yet we defend our three-part categorization
because we believe it captures the most fundamental differences in organiza-
tional strategy that we observed in our research (Lipsky et al. 2003, 117–19).

In the contend category we include those organizations that clearly pre-
fer litigation to ADR. These are organizations that never or rarely use any ADR
technique to resolve a dispute. They reject the use of ADR as a matter of or-
ganizational policy, although occasionally some of them will accept the use of
mediation or arbitration in a particular dispute.

In the settle category, we include a majority of the major corporations in
the United States. Again, we recognize that there are critical differences in
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organizational strategy across this large group of companies, but in general
these corporations, and most large organizations, use ADR either as a matter
of policy or on an ad hoc basis in a variety of different types of disputes.

In the prevent category we include organizations that apparently use ADR
in all types of disputes as a matter of policy. In this category are the organiza-
tions that have developed conflict management systems; that is, they do not
merely use a particular dispute resolution technique as a matter of practice
or even policy, but have instead developed a comprehensive set of policies
designed to prevent (if possible) or to manage conflict (Lipsky et al. 2003).

The Operation of the Model

We believe an organization’s choice of conflict management strategy is a
function of two types of factors: environmental and organizational. In the
environmental category we hypothesize that several exogenous variables in-
fluence the organization’s choice of strategy. For example, we hypothesize that
market factors influence the organization’s choice: corporations operating in
more competitive, global markets tend to rely on ADR more heavily than do
organizations in less competitive markets. The underlying logic supporting this
proposition is straightforward. Corporations in competitive markets need to
be more diligent about controlling and reducing their costs, and ADR is a
means of controlling and reducing the costs of dispute resolution. Corpora-
tions in less competitive markets have less need to be concerned with the costs
of litigation (Lipsky et al. 2003, 123–24).

Our model postulates that these environmental variables operate through
a set of organizational motivations. We hypothesize, for example, that an or-
ganization that has experienced a “precipitating event,” such as a major mul-
timillion dollar lawsuit, is more likely to rely on ADR than one that has not.
Exogenous environmental factors may be necessary conditions for an organi-
zation to adopt a pro-ADR policy, but they are not sufficient conditions. The
growth of government regulation, for example, might cause a company to adopt
pro-ADR policies, but the influence of this environmental factor is filtered
through organizational factors such as culture and management commitment.
As another example of how our model operates, we hypothesize that an orga-
nization that both operates in a competitive market and has been a defendant
in a major lawsuit is much more likely to have a pro-ADR policy than an or-
ganization that operates in a competitive market but has not experienced that
type of “precipitating event.” Thus, it is the interaction of environmental and
organizational (or exogenous and endogenous) variables in our model that
influences an organization’s choice of strategy (Lipsky et al. 2003, 124).

The model does not suggest that environmental factors invariably lead to
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a particular conflict management strategy. Many organizations experienced
rising litigation costs in the 1970s and 1980s, but not all responded to that factor
by adopting pro-ADR policies. An organization that faces an escalation in lit-
igation costs presumably considers how it might reduce or minimize those
costs. It might choose ADR as a cost-saving measure. Or it might respond in
a different fashion, such as by seeking other means of more efficiently man-
aging litigation. Indeed, if the organization has reason to believe the rise of
litigation costs is a transient phenomenon, it may decide to do nothing in re-
sponse. How an organization makes decisions in the face of changing environ-
mental conditions is a complex phenomenon. Clearly, organizational culture
plays a critical role, but culture is an amorphous term requiring definition. The
culture of an organization reflects the values, experiences, and belief struc-
tures of the organization’s decision makers (Lipsky et al. 2003, 124–25; and
Gosline et al. 2001, 20–21).

Similar organizations faced with a common set of environmental chal-
lenges might choose very different conflict management strategies and, in
fact, this is the situation we observed in our research. One of the companies
in our study (PECO Energy), for example, had adopted a sophisticated
conflict management system, whereas most other utility companies had not.
After PECO merged with the Unicom Corporation, headquartered in Illi-
nois, to form the Exelon Corporation, it discovered that managers at Uni-
com resisted the adoption of the conflict management system favored by
PECO managers. The two utilities were similar, if not identical, in most char-
acteristics, but one strongly favored a prevent strategy and the other did not
(Lipsky et al. 2003, 125).

Another company in our study, Halliburton (and its construction subsid-
iary, Kellogg, Brown, and Root), pioneered the use of mandatory pre-dispute
arbitration agreements in employment, but most other companies in the con-
struction business have not. The Zachry Construction Company, a large con-
tractor also headquartered in Texas, has consciously considered Kellogg,
Brown, and Root’s approach and decided not to adopt it. Conversations one
of the authors had with Zachry managers revealed that they were not only
aware of Halliburton’s approach but had tracked Halliburton’s experience with
it carefully. Zachry had consciously chosen the contend strategy but was con-
tinually benchmarking its key competitors, including Halliburton, and was
prepared to consider an alternative conflict management strategy under the
right circumstances. In sum, the decision to adopt a particular conflict man-
agement strategy is strongly influenced by environmental factors, but the or-
ganization’s actual choice of strategy is ultimately determined by organizational
motivations.
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Some Correlates of the Choice of Strategy

In our 1997 survey of corporate counsels, we asked a series of questions
regarding how the respondents would characterize their organizations’ conflict
management strategies. On the basis of their responses, we were able to group
the corporations into the contend, settle, and prevent categories. The propor-
tions listed, which must be considered rough estimates subject to the caveats
previously discussed, are constantly shifting. Presumably, though, the num-
ber of corporations in the contend category is shrinking and the number in
the prevent category is growing, but this is by no means certain. We estimate,
nevertheless, that in 1997 about 9 percent of the major U.S. corporations stud-
ied rejected ADR and elected to be in the contend category; 74 percent fit in
the broad settle category; and 17 percent strongly favored ADR, had some
form of a system, and accordingly belonged in the prevent category (Lipsky
et al. 2003, 126).

After we grouped the corporations in our sample into the three conflict
management strategies, we were able to perform some simple analyses to
determine the correlates of the organization’s choice of strategy. Although we
had not collected sufficient data in our survey to do a test of the model, we
had collected enough on the basic characteristics of the corporations in our
sample to perform a few elementary tests.

The corporations’ choice of conflict management strategy was highly cor-
related with size, as measured by either revenue or number of employees.
Corporations in the prevent category tended to be significantly larger than
corporations in the contend category (albeit all corporations in the Fortune
1000 have revenues greater than a billion dollars), and corporations in the settle
category tended to fall in the middle range.

We used a measure of industry concentration as a proxy for market pres-
sure, and it proved to be related to the corporation’s choice of strategy. Cor-
porations in less concentrated industries, which presumably face greater mar-
ket pressure, tended to choose the prevent (or system) strategy, while
corporations in more concentrated industries, facing less market pressure,
tended to choose the contend (or traditional litigation) strategy. Corporations
in the settle category once again tended to fall in the middle.

Finally, we found a pattern between choice of strategy and the industry in
which the corporation operated (specifically, the two-digit SIC industry in
which the corporation conducted its primary business). Corporations choos-
ing the prevent strategy tended, for example, to cluster in financial services,
insurance, construction, and non-durable manufacturing. As the PECO and
Halliburton examples suggest, the variance within an industry can be very
great. Construction, for instance, is clustered in both the contend and prevent
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categories, because there are corporations, such as Halliburton and Zachry,
in the construction industry that fall at either end of the spectrum (Lipsky et
al. 2003, 127–28).

Conclusions

Our research demonstrates that nearly all major U.S. corporations have
some experience with the basic ADR processes of arbitration and mediation.
A much smaller number of companies, however, have had extensive experi-
ence with ADR or have tried to use it as a general mechanism for dispute
resolution. Our findings show that in most U.S. corporations mediation, arbi-
tration, and other ADR processes are not yet institutionalized. In general,
parties are reluctant to agree in advance to mediate and make that decision
on a case-by-case basis. Arbitration, although less widely used, is almost al-
ways agreed to in advance.

A relatively small proportion of corporations have adopted an authentic
conflict management system. The emergence of conflict management systems
in U.S. corporations is such a recent phenomenon it is difficult, if not impos-
sible, to gauge the success of such initiatives. Our respondents at these cor-
porations told us that to date their experience had been favorable, by which
they usually meant that participants in these systems (managers, employees,
customers, suppliers, and so forth) said they had satisfactory experiences us-
ing these systems. The respondents also reported that most complaints had
been resolved early in the procedures and few had ended up being resolved
by outside neutrals. Contrary to the expectations of some skeptics, making
elaborate procedures available for employees and others does not promote the
filing of complaints. On the other hand, we have not been able to quantify the
costs and benefits of using systems and cannot provide bottom-line measures
of the effectiveness of the systems strategy.

Finally, it is highly significant that no company or organization that has
adopted a workplace conflict management system has, to the best of our knowl-
edge, abandoned that system in favor of more traditional methods of manag-
ing conflict. The long-term trend toward the privatization of dispute resolu-
tion is a social and cultural reality. Given that trend, conflict management by
organizations will merely systematize the privatization under a new regime.
Contemporary trends seem almost overwhelmingly to favor the continued
creation of conflict management systems. It seems unlikely that reversal of
those trends will occur in the foreseeable future.
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Abstract

This paper examines the labor relations practices of American,
British, and German companies in the German quick food service
sectors. This includes multinational corporations (MNCs) such as
Burger King and McDonald’s, Whitbread subsidiaries Maredo and
Churrasco, and German competitors such as Nordsee, Dinea, and
Blockhaus. Focusing on unionization and employee representation,
the findings suggest that MNCs in this sector are increasingly pro-
moting anti-union employment practices across national borders and
that national competitors are increasingly emulating this approach.
This trend is arguably leading to a convergence of employment prac-
tices around a “five-lane low road” of increased standardization,
union exclusion, low trust, low skills, and low pay. While some might
argue this “low road” signals the beginning of the end for national
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industrial relations systems, we argue that it merely confirms the
continuing variation within national industrial relations systems and
highlights the importance of sectoral characteristics and organiza-
tional contingencies in understanding cross-border MNC behavior.

The quick food service sector is frequently overlooked in terms of serious
industrial relations research, yet it is a vast and expanding industry in which
multinational corporations (MNCs) are highly active and influential. Indeed,
a large proportion of new jobs created in the United States and in other in-
dustrialized countries are to be found in this sector. In terms of job creation
in the United States in 2000 for example, the top five occupations for those
aged eighteen to twenty-four were, in descending order: cashier, waiter, cook,
sales worker, and stock handler (Schmitt 2001). There seems little doubt that
U.S. chains are still the main drivers in this sector; internationally, in 2001, the
top ten U.S. chains1 alone had a combined turnover of almost $100 billion and
operated over 107,000 units worldwide, employing around five million work-
ers (Foodservice 2002b). This paper therefore tries to address this situation
by examining the activities of American, British, and German companies in
the German quick food service sector. The study therefore includes compa-
nies such as the American-owned Burger King,2 McDonald’s, KFC, and Piz-
za Hut; the German subsidiaries of the British Whitbread company, Churrasco
and Maredo; and the German companies Nordsee, Blockhaus, and Dinea.

Convergence, Divergence, and National Industrial
Relations Systems

The early convergence thesis suggested that industrial societies would
become increasingly similar to one another (Kerr et al. 1973). The logical
outcome of this argument was that this increasing similarity would eventually
erode the distinct nature of national industrial relations systems. Although this
early thesis became discredited in the late 1970s, it did not stop later research,
which claimed to find a more subtle form of market-driven convergence of-
fering a “one best way” model for work practices often associated with “Ja-
panization.” One well-known example of this type was that of lean production
(Womack et al. 1990); however, this argument also faced criticism for its meth-
odological and conceptual weakness (Williams et al. 1992; Elger and Smith
1994). Nevertheless, more recent studies, which focus on sector and compa-
ny-specific factors, still claim to have found evidence of convergence around
such issues as functional flexibility (Mueller 1992) and “JIT” (Frenkel 1994).

There are of course a number of long-standing arguments that take the
opposing view and assume that employment relations practices are shaped by
locally isomorphic factors (Rosenzweig and Nohria 1994). These arguments
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emphasize the continuing divergence of national systems—the continuing
importance of the national web of institutions within which all firms are said
to be embedded. These arguments include the work on societal effects (Mau-
rice et al. 1986), and more recently on business systems (Whitley 1999) and
“varieties of capitalism.”

On paper at least, the German industrial relations system provides employ-
ees considerable rights to independent representation through industry-lev-
el collective bargaining arrangements, works councils or workers committees,
and trade union representation rights (Jacobi et al. 1998). In theory at least,
these institutions could place considerable constraints on management in
terms of how they can manage their employees (Marginson and Sisson 1994;
Ferner and Edwards 1995). However, the main weakness of these divergence
theories is that they tend to neglect variation within national systems and par-
ticularly sectoral and company-specific characteristics, as recent studies ac-
knowledge (see for example Ortiz 2002). In addition, Marginson and Sisson
(1994) also suggest that MNCs may increasingly question their involvement
in national systems of industrial relations and develop their own organization-
based employment systems. Similarly, Coller and Marginson (1998) argue that
a greater range of management decisions affecting the interests of nonmana-
gerial employees are being taken beyond the scope of national jurisdictions,
achieved through “channels of influence” in MNCs. What evidence of con-
vergence or divergence can there be found in studies already undertaken in
this sector?

The Case of the Quick Food Service Sector

Although some U.S. companies have promoted welfare capitalism and
most have promoted some variant of human resource management techniques,
many U.S. companies remain avowedly nonunion (Kochan and Weinstein
1994; Towers 1997; Human Rights Watch 2000), and in many cases promote
a “three-lane low road” of low trust, low skills, and low wages (Milkman 1998).
In the U.S., Canadian, and British quick food industries, U.S. multinational
chains still dominate. Furthermore, in all these countries, even amongst Ca-
nadian and British competitors, the sector is predominantly nonunion and anti-
union activity is rife. In most cases trade unions have been unable to gain rec-
ognition at all and, in the remainder, unions have only been able to establish
collective agreements that cover one restaurant at a time and which invari-
ably last for just a few months (Leidner 2002; Reiter 2002; Royle 2002). In
terms of unionization, levels of pay, trust, skills, and the standardization of work
organization, these studies suggest a considerable degree of convergence in
employment practices across national borders in this sector. However, the
German system of industrial relations would appear to present MNCs and
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national competitors with a much more formidable challenge in terms of well-
organized trade unions and a highly juridified system of labor relations com-
pared to that found in the United States, Canada, or the United Kingdom (Ja-
cobi et al. 1998). Similar outcomes among the United Kingdom, United States,
and Canada may therefore reflect a lack of cultural distance (Ferner 1997); a
more convincing argument for “convergence” would therefore have to include
countries with very different systems of industrial relations such as Germany.

This study therefore raises a number of questions. Firstly, what kinds of
employment practices will U.S. and non-U.S. quick food service companies
adopt in the more regulated German market? How effectively can unions and
employees mobilize their power resources, which are rooted in statutory
mechanisms of employee representation (for example German works coun-
cils), when faced with MNCs that tend to adopt nonunion employment prac-
tices in their home and similarly less-regulated countries? What similarities
and differences are evident in the activities of MNCs and their large national
competitors? What implications do the findings have for the divergence ver-
sus convergence debate and our understanding of the home country, host
country, and sectoral influences on MNC employment practices? Finally, what
are the implications for the future of national industrial relations systems?

Low Road Convergence

As we have already suggested, much of the more recent evidence for con-
vergence across borders is often focused around “one best way” employment
practices (Mueller 1992; Frenkel 1994), and is often seen as driven by em-
ployers’ use of “coercive comparisons,” where MNCs can enforce their em-
ployment practices by threatening to withdraw or divert investment from one
country to another (Ferner and Edwards 1995; Coller and Marginson 1998).
However, such coercive comparisons are of little relevance in the quick food
sector or other low-wage service sectors (Erickson et al. 2002), because labor
cannot be outsourced abroad or outsourced to other wage areas as it may in
manufacturing.

Nevertheless, the findings from this study do suggest a convergence of
employment practices within one sector around a five-lane low road of increas-
ing rationalization and standardization, union exclusion, low wages, low trust,
and low skills, creating formidable obstacles for independent employee rep-
resentation. It appears that an increasing number of companies in the fast food
service sector are changing their forms of work organization to become more
like the “traditional” fast food operators, in other words, offering more stan-
dardized and restricted menus; tighter portion controls and controls of ingre-
dients; employing a larger proportion of unskilled, young, and “acquiescent”
workers; and adopting increasingly anti-union employment practices.
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While it may be tempting to claim therefore that this is the beginning of
the end for national industrial relations systems, we argue that in fact this low
road convergence merely restates the continuing variation within national
industrial relations systems (Locke 1995) and emphasizes the importance of
sectoral characteristics in understanding MNC behavior, a point which recent
studies are either implicitly (Barton and Turnbull 2002) or explicitly (Ortiz
2002; Colling and Clark 2002) beginning to address. As Ferner (1997) also
argues, the salience of country of origin features is likely to be influenced by
sectoral factors, with globalized industries likely to be more subject to pres-
sures to converge around the practices of dominant firms. In this sector Amer-
ican MNCs appear to have a strong influence in determining the “one best
way” model of conducting business in this sector. It is then this sectoral logic
which appears to be dominating the agenda of both MNCs and their large
national competitors.

Research Issues

The findings in this paper are drawn from a larger study covering a large
number of Eastern and Western European countries, including the United
Kingdom, Germany, Denmark, France, Ireland, Italy, Spain, Czech Repub-
lic, Poland, and Russia, funded by the Nottingham Trent University’s Research
Enhancement Fund. The study now spans a period of eight years and has
utilized a variety of research methods including, for example, a period of par-
ticipant observation, the distribution of questionnaires, a large number of
qualitative interviews, and documentary analysis. The bulk of the data for this
paper draws on around thirty face-to-face interviews in Germany together with
a number of telephone interviews, e-mail exchanges, and an analysis of docu-
mentary materials. The interviews have included trade unions, trade union
federations, international trade union organizations, senior management in
German companies, restaurant management, franchise operators, and a large
number of employees, including works councilors and trade union represen-
tatives in workplaces.

Defining the Sector

The companies selected for this study are both MNCs and their large
national competitors, particularly those that appear to be competing with each
other for market share in the “quick” end of the food service sector. Howev-
er, there may be some problem in trying to determine which companies should
be included in a sector and which should not. The term “quick food service”
encapsulates a wide variety of different operations. The evidence from this
study suggests that many of the product offerings, service, and mode of oper-
ation of fast food, travel catering, retail catering, leisure catering, and in some
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cases even full service restaurants are becoming increasingly standardized or
perhaps “McDonaldized” (Ritzer 1993) in the search for greater efficiencies
and better profitability. These labels may not therefore be all that helpful in
practice. Although some of the operators under consideration in this paper
would often be referred to as fast food restaurants, some may focus less on
takeaway, e.g., Pizza Hut, and some may be strongly rooted in another sector,
for example, Dinea (department store catering). In addition there has been
huge growth in coffee and sandwich chains in recent years, all of which are
competing with fast food products. This means that not only is it becoming
more difficult to distinguish between differing operations, but in some cases,
it may be more difficult to decide in which sector a company should be locat-
ed. We have therefore taken a fairly broad-brush approach. Following the
definition put forward by Hollingsworth et al. (1994), we would include any
companies that have products which actually and potentially compete with one
another.

The German Food Service Sector

The one hundred largest companies in the broader German food service
sector spent approximately £4800 million in 1999 on turnover. Companies
described as purely fast food (that is excluding airport catering, trains, motor-
ways, retail catering, full service restaurants, and leisure catering) accounted
for almost half of this turnover, with the largest twenty-seven fast food com-
panies accounting for £2200 million (Foodservice 2000). The seven largest
quick service food employers in Germany in order of sales are McDonald’s,
Burger King, Nordsee, Tricon (Pizza Hut and KFC), Esso, Kamps, and
Kochlöffel. McDonald’s took the lion’s share of turnover of all these compa-
nies in 1999 with just over £1400 million. Table 1 provides details of the main
operators in the German markets in order of turnover. The U.S. market for

TABLE 1
Operators’ Turnover and Number of Outlets 1999 (US$ millions)

Turnover
Company US$ millions (1999) Outlets (1999)

McDonald’s 2202 1008
Burger King 273 223
Nordsee 240 302
Dinea 234 290
Pizza Hut/KFC 110 113
Whitbread (Churrasco/Maredo) 103 69
Blockhaus 76 39
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quick food is considerably more saturated than the European market, and
there is therefore still considerable potential for expansion in Europe. Inter-
national operators have also increasingly adopted local snacks as part of their
product offerings, and changes in employment patterns have reduced the
length of traditional lunch breaks, further enhancing the demand for quick
food service.

The German Sector: Employer Associations and Employee
Representation

Employer organization in the broader German quick food service sector
is dynamic, with some employers moving from a refusal to negotiate with
unions at all, to membership in different employers’ associations at different
times, and, in some cases, adopting company-level agreements. Most of the
American MNCs including McDonald’s, Burger King, and PepsiCo/Tricon are
members of the German fast-food employers federation Bundesverband der
Systemgastronomie (BdS). McDonald’s, like the other U.S. quick food com-
panies, had originally tried to operate without unions and collective agree-
ments. However, after eighteen years of increasing bad publicity, McDonald’s
established the BdS in the late 1980s. The BdS also includes Häagen-Dazs and
Train-Catering (a subsidiary of Mitropa). Indeed Mitropa (railway catering)
is a good example of changing employer affiliations—it was sold off by Ger-
man railways (Deutche Bahn), then became a member of the BdS. However,
when Mitropa was taken back into Deutche Bahn ownership, it then left the
BdS in 1997 and now has a company-level agreement with the NGG (the hotel,
food, and restaurant workers’ union). The large national food retailer Dinea
was a member of the Hauptverband des Deutschen Einzelhandels (HDE),
but in 2000 Dinea became part of another employers’ association recently
established by its parent company Metro. Some others like Churrasco, Maredo
(Whitbread), Wienerwald, and Blockhaus have signed national agreements
with the German Hotel, Guest House, and Restaurant Federation
(DEHOGA) since 1997. The remainder either sign regional collective agree-
ments with DEHOGA or are not members of any employer federation and
sign company-level agreements, like Mitropa and Nordsee. Most employees
in the fast food sector are represented by the NGG, but Nordsee workers are
represented both by what used to be DAG (salaried and white collar work-
ers’ union) but is now part of the much larger VER.DI (united service work-
ers’ union, formed in 2002) and the NGG.

The establishment of the BdS did not herald a more pro-union or coop-
erative stance amongst its U.S. members. This fact probably reflects the in-
fluence of the McDonald’s Corporation, which, according to NGG officials,
continues to have a major influence on BdS policy. The BdS has had an in-
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creasing influence over the way in which bargaining relationships have de-
veloped across a large part of this sector. Indeed there have been a number
of instances where companies have threatened to pull out of DEHOGA or
company-level agreements to join the BdS if they did not get what they want-
ed in bargaining rounds.

Works councils have traditionally been seen as a way for German unions
to enter workplaces and increase union membership (Sadowski et al. 1995).
Since its creation in 1989, the BdS has frequently been involved in both the
promotion and execution of many of the works council avoidance strategies
at McDonald’s (Royle 2000), and this union avoidance approach appears to
be escalating. In 1999, the BdS threatened to “de-recognize” the NGG as a
bargaining partner if the NGG did not accept a pay offer of 1.5 percent per
year (for three years) and would instead negotiate solely with a small trade
union called Ganymed. This union falls under the umbrella of a union with a
Nazi history, the German Association of Commercial and Industrial Employ-
ees (DHV). The DHV is affiliated to the Christian Federation of Trade Unions
(CGB), which in 1998 had just over three hundred thousand members (Wad-
dington and Hoffman 2000). NGG officials state that Ganymed is a yellow
union, simply established to make deals with employers at the expense of
workers. It only has around fifteen hundred members and is administered by
a staff of five in an office in Bonn. The NGG organized workers to demon-
strate outside BdS restaurants and the BdS dropped its threat. However, dur-
ing the 2002 bargaining rounds, the BdS once again refused to negotiate with
the NGG. Following the German government’s pension reforms of 2001
(EIRR 2001a), the NGG had proposed that in addition to a 5 percent pay raise
to correct the continuing low level of pay in this sector,3 the BdS should es-
tablish an occupational pension to try to make up for the eventual shortfall in
the value of the state retirement pension. Although similar arrangements al-
ready exist with DEHOGA and other companies in the food service sector,
and the NGG was offering a reduction in holiday pay entitlements to help pay
for the scheme and to only cover workers employed for 12 months or more
with the plan, the BdS refused to negotiate. In April 2002, the BdS announced
that it was de-recognizing the NGG and would establish an agreement with
Ganymed. This story may not be an example of the increasing decentraliza-
tion of collective bargaining typifying the German system at present (EIRR
2002), but it does suggest an increasingly nonunion approach in this German
sector. As we suggest above, there appears to be a trend of increasing anti-
unionism at McDonald’s and in the BdS employers’ association, but what about
the other U.S. companies under the BdS umbrella and some of their British
and German competitors?
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Burger King

Burger King did, until recently, have a Stadtbetriebsrat representing a
number of company-owned restaurants in Berlin, plus about six works coun-
cils in the rest of Germany, representing individual restaurants. The Berlin
Stadtbetriebsrat had nine members with one employee paid to work full-time
on works council business. However, Burger King franchise restaurants are
not covered by this works council and, according to works councillors, the
Stadtbetriebsrat had been under constant threat from Burger King manage-
ment. Indeed Berlin works councillors suggest that the only reason that they
had this works council is because when it was established in the 1980s, man-
agement were not well versed in German labor law and employees were able
to take management by surprise. After the retirement of one long-serving
works councillor, the company took the opportunity to try to remove the works
council. An election was held and the restaurant manager was quickly voted
in as chairman; he was also a DAG union member. The works council term of
office later came to an end and a new works council election had to be held.
The new chairman tried to influence the vote by falsifying election papers and
producing more votes than there were employees in the store. The NGG
appealed against the result to the labor court and the election was declared
invalid. The results of the new election are not known, but in the period from
1999 to 2002 all the remaining Burger King works councils outside Berlin have
been closed.

Whitbread

Industrial relations in most German-owned firms appear to be somewhat
less antagonistic; in most cases the large national players have by and large
accepted both the role of trade unions and works councils. For example, the
NGG enjoyed good relations with Maredo while it was under German own-
ership and before it was taken over by the (British) Whitbread group. Since
the takeover, relations with management at both Maredo and Whitbread’s
other subsidiary, Churrasco, have been difficult. For example, despite having
a very active company-level works council at Churrasco, union officials sug-
gest that they have had to fight over every point of law to achieve anything for
their members since the takeover. In addition, workers report that manage-
ment are increasingly trying to remove experienced, usually unionized (and
more expensive), employees as part of an attempt to standardize work orga-
nization and product offerings.
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Nordsee

The British/Dutch MNC Unilever-owned Nordsee has been well known
in Germany for its quick food seafood products for thirty years. However, in
1995 it was taken over by the German APAX group (who also own a third of
Tank and Raststatten). Works councillors state that Nordsee’s long relation-
ship with the food processing giant Unilever meant that it enjoyed a high lev-
el of union organization, good relations with management, and good collec-
tive agreements. APAX began restructuring Nordsee to bring it more into line
with other fast food operations. First, it was announced that the workforce
would now have new titles (more or less the same as at McDonald’s: store
manager, assistant managers, the equivalent of floor managers, and lower or-
ders similar to McDonald’s crew who make up the majority of the workforce).
Second, that there would need to be a new collective agreement with new pay
groupings and that performance-related pay would be introduced. Initially
APAX threatened to join the BdS which management suggested would
“strengthen their hand at the bargaining table.” However, in the end this was
not necessary; the works councillors, now separated from their source of or-
ganizational strength as part of the larger Unilever group, could do little to
stop the changes, though they did manage to negotiate some seniority for older
workers (some of whom had been employed there for fifteen or twenty years).
The basic pay for new employees fell to just a few pence more per hour than
they would get at McDonald’s. By 2000, many of the old Unilever restaurant
management had left, performance appraisal was introduced, and pressure was
put on older (usually unionized and more expensive) workers to leave, with
the result that many long-term workers have now left the company. In the last
few years Nordsee has dabbled with McDonald’s style drive-ins and opened
a large number of smaller outlets; many of them are small snack shops selling
Nordsee sandwiches and salads in train stations and airports. APAX is operat-
ing these new formats of Nordsee outlets under a separate limited company,
and this company has joined the fast food employers section of DEHOGA and
negotiated a separate collective agreement for these workers, with pay on a
par with that at McDonald’s.

There are approximately twelve large works councils representing all
Nordsee workers in the 350 or so restaurants. These are organized on the ba-
sis of twelve districts in three regions—north, middle, and south Germany. The
original Unilever management at Nordsee appear to have decided early on to
take a strategic and pragmatic approach to works councils. Rather than wait-
ing for workers and unions to request their own structure, they proposed the
current structure in which they voluntarily allowed some works council mem-
bers to be paid to work full-time (freigestellt) on works council business. This
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structure has not yet been altered under the new APAX management. In the-
ory, the unions and workers could argue for another structure based around
the regional areas and not the smaller districts, which could provide them with
a larger number of freigestellt workers, but have not done so. It seems likely
that APAX management are well aware of this and have perhaps decided not
to propose any changes, in case a more onerous works council structure is
imposed upon them through a labor court decision. At the same time, works
councillors report that although the company has not directly tried to obstruct
works council business, it has recently been showing signs of impatience with
works councillors, and relations are not as cooperative as they used to be un-
der Unilever. Of more concern is the fact that union numbers are dwindling
as more long-term employees leave the company. In the new-format outlets,
workers are all fresh recruits with no Nordsee tradition; furthermore, the small
numbers employed in the snack shops make it very difficult to establish works
councils. The NGG and councillors at the old Nordsee outlets have tried three
or four times to establish works councils at the new outlets, but have not had
any success.

Dinea and Blockhaus

Dinea, a large retail company, has a number of in-store fast food catering
operations. According to NGG officials, there is a strong system of over one
hundred works councils and a very effective company-level works council.
However, the management at Dinea may have more in common with those
at Nordsee and do not have the same kind of fast food heritage as manage-
ment at McDonald’s or Burger King. However, German companies, such as
the steakhouse chain Blockhaus, have adopted anti-union strategies and have
actively avoided and undermined works councils since they set up in business
in the 1990s.

Discussion and Conclusions

Fast food employers in the American, British, and Canadian fast food sec-
tors have had little difficulty in operating without trade unions (Leidner 2002;
Reiter 2002; Royle 2002); and, in Germany, U.S. quick food service compa-
nies are also pursuing aggressive nonunion policies. McDonald’s, Burger King,
KFC, and Pizza Hut had eventually given in to public pressure to accept col-
lective bargaining in the late 1980s, but in 2002 under the auspices of their
employers’ federation the BdS, they have withdrawn from collective bargain-
ing with the NGG and gone with a yellow union. This suggests that the conflicts
of the early and mid-1980s, which resulted in the establishment of the BdS
and the first collective agreements (Royle 2000), were purely a result of con-
cerns about the public image of these companies and had little to do with any
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real desire to adapt to the German system, or to accept unions as a pluralist
principle. These companies continue to avoid or undermine statutory works
councils, and frequently violate existing collective agreements in a number of
areas such as: appropriate wage grouping; miscalculation of pay; entitlements
to holiday pay and sick pay; and inadequate notice of shift changes. With just
a small number of works councils in these companies, there is no way to stop
such violations or to assert the information, consultation, or co-determination
rights for the majority of employees. Employees in this sector are often un-
aware of their rights to various allowance or pay structures unless they are
brought to their attention and are otherwise dependent on the goodwill of
management. Although the German government strengthened some aspects
of the works council legislation in 2001 (EIRR 2001b), works councillors and
NGG officials state that the new legislation has not affected the overall situa-
tion in this sector, despite reducing works council election periods. While trying
to support the small number of works councils that do exist, the NGG is cur-
rently targeting BdS employers with pamphlets addressed to their customers
and employees, and trying to organize worker protests in order to bring the
BdS back to the table.

In the case of German companies like Dinea, things have remained posi-
tive as far as unions and workers’ representation rights are concerned. Al-
though competing in the quick food service sector, Dinea is still operated by
a company in the retail sector and this appears to explain their employment
practices. However, the influence of sectoral factors may be beginning to
change the situation at Nordsee. Nordsee was sold by the British/Dutch own-
ership (Unilever) to the German APAX group in 1995 and by 1997 was be-
ginning to adopt a more standardized system of work organization, introduce
performance related pay, and remove experienced (and often unionized)
workers. In addition, management appears to be becoming less cooperative
with works councils; works councillors describe management as increasingly
impatient when it comes to works council business. Perhaps of even greater
concern for unions is that in addition to some new German companies in this
sector (e.g., Blockhaus) adopting a nonunion approach from the outset, oth-
er German companies like Churrasco and Maredo, which had operated more
as traditional full-service restaurants with a union-inclusive approach under
German ownership, were restructured to operate more as fast food chains with
a union-exclusive approach under British Whitbread ownership.

The findings suggest that in this sector MNCs can transfer their manage-
ment practices across borders, imposing their “employer-based employment
systems” (Marginson and Sisson 1994) with little regard for national institu-
tional arrangements. Indeed, it appears that MNCs are doing so with such
success in this sector that national competitors are beginning to emulate them.
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In the United States, Canada, United Kingdom, and Germany, American,
British, and German enterprises are increasingly adopting anti-union policies.

International comparisons of this kind could be accused of being mislead-
ing in that they may not adequately contextualize the differences in national
systems. In other words, in other sectors where employers have more scope to
search for flexibilities within differing national industrial relations systems, they
could negotiate variations in the organization of work; the introduction of new
compensation schemes; changes in skill patterns, training, and careers; and
changes in job mobility and employment security (Locke and Thelen 1995).
However, we argue that in this sector, the highly standardized system of work
organization, low skill requirements, and an acquiescent workforce (Royle 2000)
leave few outlets for variation in national regulatory regimes.

While other studies emphasize the continuing divergence of employment
practices, in other (often higher-skilled) sectors like auto manufacture (Ortiz
2002), engineering (Colling and Clark 2002), and dock workers (Barton and
Turnbull 2002) this study suggests a convergence of employment practices
across countries in the quick food service sector. The low level of skill require-
ment and high level of acquiescence to managerial prerogative among the
workforce combined with little or no tradition of unionism or representation
provide the way for a “five-lane low road”: standardization of work organiza-
tion, union exclusion, low skills, low trust, and low pay. However, we do not
interpret these findings as signaling the end of national industrial relations
systems, but as re-emphasizing the continuing diversity within national sys-
tems (Locke 1995). Other commentators monitoring the state of the German
industrial relations system, for example, argue that despite some changes with-
in the system, German firms in other sectors are still strongly embedded in
the German system and that the system remains intact (Kurdelbusch 2002;
Lane 2000). In a similar vein, Roche (2000) also argues that national systems
are likely to become increasingly attenuated by sectoral characteristics and or-
ganizational contingencies. In other words, it is a range of sector specific fac-
tors—the nature of sectoral product markets, the composition of capital within
sectors, pre-existing levels of unionization, and the traditions of representa-
tion—that are likely to shape social regimes along either union-inclusive or
union-exclusive lines (Roche 2000). This study does not therefore necessarily
mean the end of the national industrial relations systems.

Finally, the findings also suggest that the national regulatory regimes of
mainland Europe, largely established in the post-war period up until the mid-
1970s, and largely with traditional manufacturing jobs in mind, seem ill-
equipped to deal with the employment regimes in this kind of sector, where
work is being increasingly standardized and rationalized, and low-skilled, tem-
porary and part-time work, and acquiescent workers are the norm.
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Notes
1. In order of turnover: McDonald’s, Burger King, KFC, Pizza Hut, Wendy’s, Subway,

Taco Bell, Domino’s Pizza, Applebee’s, Dairy Queen.

2. The Burger King brand became American owned once again when it was sold to a U.S.
investment group led by Texas Pacific in the autumn of 2002 (Foodservice 2002a).

3. In comparison with similar skills and jobs with similar work intensity in other sectors,
pay for the majority of fast food employees is low. Indeed, according to the NGG’s calcula-
tions 80 percent of workers in the BdS companies would be better off living on social secu-
rity benefits. NGG officials argue that the German taxpayer is effectively subsidizing these
employees, because they earn so little that they are entitled to social security payments (see
also Royle [2000] for a comparison of McDonald’s pay rates across Europe).
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Utilization of Contingent Workers
and Firm Performance

Paula Alexander Becker
Stillman School of Business

Abstract

The nature of the employment relationship between employers
and employees is undergoing transformation in the new economy.
Approximately 30 percent of the civilian workforce works in “non-
standard” work arrangements, including agency temporary workers,
direct-hire temporary workers, on-call workers, leased employees,
contract company workers, independent contractors, self-employed
workers, and regular part-time workers.1 Workers employed in these
non-standard work arrangements are referred to as contingent work-
ers. Employers have various reasons for utilizing contingent work-
ers, ranging from cost control and flexibility in staffing to screening
for qualified direct hires or finding specialized talent.2 This phenom-
enon is the focus of a number of studies, and conditions under which
externalization of employment occurs have been identified.3 The
question arises whether the utilization of contingent workers affects
firm performance.

Research Methodology

The American Management Association (AMA) conducted a survey of its
member organizations in June 1999 regarding the utilization of contingent
workers. The questionnaire included information on firm size, whether the
firm was engaged in manufacturing, extent of unionization, and percent of the
workforce that is contingent, as well as questions relating to the reasons for
using contingent workers, the departments in which the contingent workers
are used, and the type of contingent worker employed. Over 1,200 human re-
source managers of the AMA member organizations responded to the survey.
This analysis was conducted among the publicly traded firms that responded
to the Contingent Worker Survey.4

Firm performance was measured in terms of traditional financial analy-
sis: earnings per share (EPS), dividends per share (DPS), and price-earnings

Author’s address: Stillman School of Business, Seton Hall University, South Orange, New
Jersey 07079
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ratio (P/E ratio). The null hypothesis, that there are no differences among firms
that use more contingent workers compared to firms that use fewer contin-
gent workers, was tested using two-tailed statistical tests, since this author felt
that there was no compelling theory to predict the direction of observed dif-
ferences in financial performance.

Results

Utilization of contingent workers IS related to firm performance. Firms
with a higher utilization of contingent workers (equal to or more than 10 per-
cent of their workforce) had significantly higher price-earnings ratios in 1999
than firms with a lower utilization of contingent workers (less than 10 percent
of their workforce). Firms with a lower utilization of contingent workers (less
than 10 percent of their workforce) had significantly lower price-earnings ra-
tios in 1999 than firms with a higher utilization of contingent workers (10
percent or more of their workforce). There are no differences in either EPS
or DPS between firms with a higher utilization of contingent workers com-
pared to firms with a lower utilization of contingent workers. See Table 1.

Cost as a reason for using contingent workers. Companies for which cost
reduction was a more important motivation for using contingent workers had
significantly lower P/E ratios in 1999 and distribute significantly higher DPS
compared to firms for which cost reduction is less important. See Table 2.

Firms that cited payroll cost reduction as a very important or somewhat

TABLE 1
Utilization of Contingent Workers and Firm Performance

t-Test for Equality of Means

Sig. Mean
Mean t df (2–tailed) Difference

P/E Ratio
 10% contingent workers 19.0297 –2.271 151 .027a –7.3765
 10% contingent workers 26.4062

EPS
 10% contingent workers .7667 –104 159 .918 –5.4133E–02
 10% contingent workers .8208

DPS
 10% contingent workers .4495 1.271 159 .205 .1121
 10% contingent workers .3374

aequal variances not assumed
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important reason for using contingent workers had significantly lower P/E ra-
tios than firms that state that payroll cost reduction is not at all important. This
result is particularly significant for non-manufacturing firms. See Table 3.

Companies that cited healthcare cost reduction as a very important or
somewhat important factor had significantly lower P/E ratios in 1999 compared
to firms that stated that healthcare cost reduction is not at all important. This
difference is greater among non-manufacturing firms and among companies
whose contingent workforce is composed of more than 10 percent of its total
workforce. See Table 4. Furthermore, companies that stated that healthcare
cost reduction is very important or somewhat important had significantly high-
er DPS in 1999 compared to firms that stated that healthcare cost reduction
is not at all important.

TABLE 2
Cost Control as a Reason for Using Contingent Workers

t-Test for Equality of Means

Sig. Mean
Mean t df (2–tailed) Difference

P/E Ratio
Cost Control important 19.1428 –1.855 125 .069a –5.3614
Cost Control not important 24.5042

EPS
Cost Control important 1.0572 –104 134 .292 .5889
Cost Control not important .4683

DPS
Cost Control important .4919 1.271 134 .023 .1975
Cost Control not important .2944

Regression
Dependent Variable: Price-Earnings Ratio

Model Sum of Squares df Mean Square F Sig.

1 Regression 1827.026 1 148.911 5.680 .020
Residual 19943.172 62 269.325
Total 21770.198 63

Model Summary

Adjusted Std. Error
Model R R Squared R Squared of the Estimate

1 .290b .084 .069 17.9350

aequal variances not assumed
bpredictors: (Constant), Q3A7
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Firms that stated that pension cost reduction is very important or somewhat
important had higher DPS than companies that stated that pension cost reduc-
tion is not at all important, but there were no significant differences in P/E ra-
tios or earnings per share among firms that stated that pension cost reduction
was an important motivation for using contingent workers. See Table 5.

The question arises whether firms that invoke cost reduction as a reason
for using contingent workers are in worse “financial health” than firms for
which cost reduction is not an important reason for using contingent work-
ers. To test this hypothesis, firms were compared on measures of firm finan-
cial health, independent of the outcomes measures for firm financial perfor-
mance, for the periods 1997, 1999, 2001, and 2002, that is, periods before and
after, as well as during, the time reference period for the utilization of contin-
gent workers. The measures of firm financial health included cash flow from
operations relative to common shares outstanding; total debt relative to com-
mon shares outstanding; extraordinary items; extraordinary items and discon-
tinued operations; Earnings Before Interest, Taxes, and Depreciation Annu-
al (EBITDA),5 beta calculated on a calendar year basis; and Z scores, a

TABLE 3
Payroll Reduction as a Reason for Using Contingent Workers and Price-Earnings Ratio

ANOVA
Dependent Variable: Price-Earnings Ratio

Type III Mean
Source Sum of Square df Square F Sig.

Corrected Model 3229.572 3 1076.524 4.227 .007
Intercept 58130.189 1 58130.189 228.272 .000
Manufacturing 2495.457 1 2495.457 9.799 .002
Reason: Payroll Cost 1068.365 1 1068.365 4.195 .043
Manufacturing * Payroll Cost 1197.301 1 1197.301 4.702 .032
Error 30813.041 121 254.653
Total 92329.785 125
Corrected Total 34042.613 124

*R Squared = .095 (Adjusted R Squared = .072)

Estimated Marginal Means
Manufacturing * Reason: Payroll Cost Reduction

Dependent Variable: Price-Earnings Ratio

Manufacturing Reason: Payroll Cost Reduction Mean Std. Error

Non-Manufacturing Not Important 35.372 4.265
Important 22.088 2.778

Manufacturing Not Important 18.679 2.913
Important 19.057 2.303



TABLE 4
Healthcare Cost Reduction as a Reason for Using Contingent Workers

and Price-Earnings Ratio

ANOVA
Dependent Variable: Price-Earnings Ratio

Type III Mean
Source Sum of Squares df Square F Sig.

Corrected Model 3422.425 3 1140.808 4.454 .005
Intercept 59884.805 1 59884.805 233.789 .000
Manufacturing 1805.612 1 1805.612 7.049 .009
Reason: Healthcare Cost 1424.827 1 1424.827 5.562 .020
Manufacturing *

Healthcare Cost 1076.273 1 1076.273 4.202 .043
Error 30225.629 118 256.149
Total 90915.788 122
Corrected Total 33648.044 121

*R Squared = .102 (Adjusted R Squared = .079)

Estimated Marginal Means
Manufacturing * Reason: Healthcare Cost Reduction

Dependent Variable:  Price-Earnings Ratio

Manufacturing Reason: Healthcare Cost Reduction Mean Std. Error

Non-Manufacturing Not Important 33.538 3.579
Important 20.310 3.080

Manufacturing Not Important 19.420 2.531
Important 18.494 2.705

Estimated Marginal Means
Utilization * Reason: Healthcare Cost Reduction

Dependent Variable: Price-Earnings Ratio

Utilization of
Contingent Workers Reason: Healthcare Cost Reduction Mean Std. Error

≤ 10% Workforce Not Important 20.433 2.194
Important 17.704 2.434

≥ 10% Workforce Not Important 44.417 4.807
Important 21.777 2.981
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predictor of bankruptcy.6 Comparisons were made between companies for
which cost control, including payroll cost reduction, healthcare cost reduction,
and pension cost reduction, was an important reason for using contingent
workers and firms for which cost control was not an important reason for us-
ing contingent workers. For the years 1997, 1999, or 2001, there were no
significant differences in cash flow from operations relative to common shares
outstanding between companies for whom cost control was important com-
pared to companies for which cost control was not important; but in 2002 the
companies for which cost control was important had higher cash flow from op-
erations relative to shares outstanding (ANOVA p ≤ .035). For the years 1997,
1999, 2001, or 2002, there were no significant differences in total debt rela-
tive to common shares outstanding between companies for whom cost con-

TABLE 5
Pension Cost Reduction as a Reason for Using Contingent Workers

ANOVA
Dependent Variables:  Price-Earnings Ratio, EPS, DPS

Sum of Mean
Squares df Square F Sig.

P/E Ratio Between Groups 297.822 2 148.911 .553 .557
Within Groups 33934.920 126 269.325
Total 34232.742 128

EPS Between Groups 27.036 2 13.518 1.298 .277
Within Groups 1406.271 135 10.417
Total 1433.307 137

DPS Between Groups 3.687 2 1.844 7.695 .001
Within Groups 32.344 135 .240
Total 36.032 137

Mean, Pension Cost Reduction, and Price-Earnings Ratio, EPS, DPS

Pension Cost Reduction Mean

P/E Ratio Very important 21.6694
Somewhat important 19.0388
Not at all important 22.6419

EPS Very important 1.7150
Somewhat important 1.1761
Not at all important .4801

DPS Very important .781
Somewhat important .5022
Not at all important .2911
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trol was important compared to companies for which cost control was not
important, using analysis of variance; but in 1997 the companies for which
payroll cost reduction was important had higher total debt relative to shares
outstanding (t test p ≤ .007), and the companies for which healthcare cost
reduction was important had higher total debt relative to shares outstanding
in 1997 (t test p ≤ .026). There were no significant differences for extraordi-
nary items or extraordinary items including discontinued operations between
companies for which cost reduction was an important reason for using con-
tingent workers compared to companies for which cost reduction was unim-
portant in any period. There were no significant differences in any year in
EBITDAM, Earnings Before Interest, Taxes, and Depreciation on an Annu-
al Basis, between companies for which cost reduction was an important rea-
son for using contingent workers compared to companies for which reduction
was not important. For the years 1997 and 1999 there were no significant dif-
ferences in beta between companies for which cost reduction was important
compared to companies for which cost reduction was not an important rea-
son for using contingent workers. But in the years 2001 and 2002, companies
for which cost reduction was an important reason for using contingent work-
ers had lower betas (p ≤ .05 and p ≤ .02, respectively). A Z score analysis
showed that companies for which cost reduction was not an important reason
for using contingent workers had significantly higher Z scores than companies
for which cost reduction was important for all years.7 Moreover, companies
for which cost reduction was not an important reason for using contingent
workers had Z scores that were significantly higher than 3.0 for all years 1997,
1999, 2001, 2002, 2003. In addition, companies for which cost reduction was
an important reason for using contingent workers had Z scores in 2002 and
2003 that are not significantly different from a Z score of 1.81 and that are
significantly lower than a Z score of 3.0. It is not likely that cost control rea-
sons are directly related to company poor financial health several years later,
but rather that the managerial decision-making processes themselves are caus-
ally related to a poorer long-term consequence. Overall there are no signifi-
cant differences between firms in “financial health” that would be predictive
of differences in firm performance.

Finding specialized talent as a reason for using contingent workers. Firms
that stated that finding specialized talent is very important had higher P/E
ratios than companies that stated that finding specialized talent is somewhat
important or not at all important. Furthermore, firms that stated that finding
specialized talent is very important or somewhat important give higher DPS
than companies that stated that finding specialized talent is not at all impor-
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tant. These results suggest that firms that use contingent workers for strate-
gic reasons relating to the acquisition of human capital gain a competitive
advantage. See Table 6.

The temp to perm track: screening for qualified direct hires as a reason for
using contingent workers. Companies that stated that screening for qualified
direct hires is very important or somewhat important had significantly lower
P/E ratios in 1999 compared to firms that stated that screening for qualified
direct hires is not at all important. In addition, companies that stated that
screening for qualified direct hires is very important or somewhat important
distributed significantly more DPS in 1999 compared to firms that stated that
screening for qualified direct hires is not at all important. These results sug-
gest that more effective firms have other mechanisms for hiring qualified
employees than converting temps to permanent employees. See Table 7.

TABLE 6
Finding Specialized Talent as a Reason for Using Contingent Workers

ANOVA
Dependent Variables:  Price-Earnings Ratio and DPS

Sum of Mean
Squares df Square F Sig.

P/E Ratio Between Groups 22902.616 2 1101.308 4.431 .014
Within Groups 33307.441 134 248.563
Total 35510.057 136

DPS Between Groups 1.06 2 .753 3,189 .044
Within Groups 33.533 142 .236
Total 35.039 144

Mean, Finding Specialized Talent and Price-Earnings Ratio and DPS

Finding Specialized Talent Mean

P/E Ratio Very important 25.9416
Somewhat important 16.8364
Not at all important 20.8487

DPS Very important .4315
Somewhat important .4745
Not at all important .2424
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Earnings per share. Earnings per share, an outcomes variable, was not
significantly related to the independent variables measured in the question-
naire.

Dividends per share. Distribution of quarterly dividends (dividends per
share) is generally higher among firms with lower P/E ratios. This suggests that
distribution of dividends is used as a means of holding investors. If a firm has
a lower P/E ratio, it tends to offer higher dividends instead. This finding may
indicate the strategic use of dividends distributions by firms with lower P/E
ratios; namely, in order to serve as an attractive opportunity for investors, those
firms with lower P/E ratios distribute more dividends than firms that are more
attractive investments in terms of their price-earnings ratios.

TABLE 7
Screening for Direct Hires as a Reason for Using Contingent Workers

ANOVA
Dependent Variables:  DPS and Price-Earnings Ratio

Sum of Mean
Squares df Square F Sig.

DPS Between Groups 1.506 2 .753 3.189 .044
Within Groups 33.533 142 .236
Total 35.039 144

Type III Mean
Source Sum of Squares df Square F Sig.

Corrected Model 3706.096 3 1235.365 4.915 .003
Intercept 51313.289 1 51313.289 204.166 .000
Use of Contingent Workers 2007.389 1 2007.689 7.988 .005
Reason: Screening 2061.623 1 2061.623 8.203 .005
Contingent  * Screening 367.499 1 367.499 1.462 .229
Error 31667.705 126 251.331
Total 97569.020 130
Corrected Total 35373.801 129
*R Squared = .105 (Adjusted R Squared = .083)

Mean, Screening for Direct Hires and Price-Earnings Ratio and DPS

Screening for Direct Hires Mean

P/E Ratio Very important or somewhat important 19.7108
Not at all important 26.5045

DPS Very important .3766
Somewhat important .4592
Not at all important .1984
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Unionization. Unionized firms have lower price-earnings ratios and pay
higher dividends per share than nonunionized firms. See Table 8.

Manufacturing. Manufacturing firms had significantly lower price-earn-
ings ratios in 1999 than nonmanufacturing firms and paid higher dividends
than nonmanufacturing firms. See Table 9.

Discussion and Conclusions

This analysis relates the utilization of contingent workers to firm financial
performance among publicly traded companies that participated in the AMA
1999 Survey on Contingent Workers, concluding that greater utilization of con-
tingent workers is related to better firm performance, particularly P/E ratios.
Relatively few investigations relate firm performance to the utilization of con-
tingent workers. However, Nayar and Willinger (2001) recently examined the
relationship between firm performance and increasing use of contingent work-
ers. Their study shows that firms that increased their use of contingent work-
ers have higher stock return measures than firms that do not use more than
10 percent contingent workers.8 Their study used a different time period
(1978–1991), a different group of companies or databases, and different mea-
sures of firm performance. Their conclusion, that increased reliance on con-
tingent labor increases firm profitability, however, is consistent with the find-
ings of this study.

Shulamit Kahn, at Boston University, and her colleagues have also investi-
gated the relationship between the utilization of contingent workers and firm
financial performance. Although they interpret their findings as “mixed,” 9 firms
that used more contingent workers had higher EPS and higher stock prices than

TABLE 8
Firm Performance of Unionized and Nonunionized Firms

t-test for Equality of Means

Mean
Mean t df Sig. Square

P/E Ratio Nonunion 23.0224 2.246 158 .026 5.3521
Union Firms 17.6703

EPS Nonunion .6651 –.895 164 .372 –.4245
Union Firms 1.0896

DPS Nonunion .2802 –3.552 164 .001 –.2840
Union Firms .5642
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firms that used a lower percentage of contingent workers (Kahn et al. 2001).
In a follow-up study, Kahn (2000) found that greater utilization of contingent
workers was related to higher firm productivity.10 The work of Professors Na-
yar, Willinger, Kahn, and Kahn’s colleagues concurs with the results reported
herein.11 The convergence of these four different studies provides confidence
in the conclusion that companies that use more contingent workers have bet-
ter financial performance than firms that use fewer contingent workers.

Factors relating to use of temporary workers have been identified by Da-
vis-Blake and Uzzi (1993). Davis-Blake and Uzzi found that independent con-
tractors12 were used in jobs requiring “firm-specific or complex technical skills,”
whereas (other) temporary workers were used in situations where there were
“variations in employment needs,” requiring flexibility in employment on the
part of the firm. Kahn (2000, 242) also found that the human resource manag-
ers interviewed in her study appreciate the flexibility that the utilization of temp
workers provides to a company. The use of contingent workers, both as inde-
pendent contractors and other temporary workers, provides a firm with the
ability to meet variations in employment needs, without incurring higher fixed
costs associated with regular employees, thereby adjusting to variations in the
firm’s market and creating a competitive advantage to such firms. Matusik and
Hill (1998) theorize about the reasons that a competitive advantage might be
created by firms’ use of contingent workers. Their rationale, that contingent
workers bring more up-to-date market-based knowledge to the firms employ-
ing them, comport with our finding that it is particularly the strategic use of
contingent workers that is related to more effective firm performance.

Cost cutting as a reason for the use of contingent workers was not related
to better firm performance in this study.13 Indeed the human resource man-
agers interviewed by Kahn (2000) acknowledge that the costs of using contin-
gent workers may be the same as, or greater than, the costs of regular employ-
ees. Although firms may not pay their contingent workers medical or pension
benefits, temp agencies supplying the contingent workers charge a fee that may
be equal to, or greater than, the costs of the benefits. This study found that firms
that state the reasons for their use of contingent workers is to lower costs, pay-
roll and healthcare costs in particular, have lower P/E ratios. On the other hand,
firms that use contingent workers for the purpose of finding specialized talent,
a strategic approach to the use of contingent workers, have higher P/E ratios.
The utilization of contingent workers likely creates a competitive advantage
between firms; hence industry-wide measures might mask differences in com-
petitive advantage between firms within the same industry.

Given the positive effects of the utilization of contingent workers on firm
performance, it is unlikely that this trend will be reversed. Therefore, the
negative effects of contingent work should be managed.14 Specifically, poli-
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cies and programs for contingent workers whereby benefits and pensions ad-
here to the individual worker and are portable across employers or even agen-
cies that place temporary workers should be developed, with a particular
emphasis toward “low end” contingent workers.15

In conclusion, the strategic use of contingent workers is associated with
better firm performance, whereas cost cutting approaches to the use of con-
tingent workers is not associated with firm competitive advantage. Since many
contingent workers are relatively disadvantaged in terms of access to health-
care and pension benefits, policies and programs should be developed to ad-
dress these relative disadvantages, rather than attempt to reverse the trend
toward the increased utilization of contingent workers.
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Notes
1. The number of jobs in the temporary-help supply industry rose 577 percent, while the

total number of jobs rose 44 percent between 1982 and 1998 (U.S. General Accounting
Office 2000).

2. See for example American Management Association 1999.

3. See, for example, U.S. Department of Labor, Bureau of Labor Statistics 1995; Wash-
ington Senate Democratic Caucus 1999; U.S. Department of Labor, Bureau of Labor Sta-
tistics 2001; and Carre et al. 2000.

4. Of the 1,248 employers responding to the AMA survey, 220 were publicly traded com-
panies.

5. The COMPUSTAT definition of EBITDA is:

Mnemonic Concept Calculation Units

Annual EBITDAM EBITDA/SALE*100 Percentage
Quarterly EBITDAMQ @VALUE(OIBDPQ/SALEQ,

(OIBDPQ/SALEQ)[-1])*100 Percentage
12 Month Moving EBITDAM12 @VALUE(OIBD12/SALE12,

(OIBD12/SALE12)[-1])*100 Percentage

The annual concept is Earnings Before Interest, Taxes, and Depreciation Annual, Quarterly,
or twelve-month moving, divided by Sales ↔ Net. This total is then multiplied by 100.

The quarterly concept is Operating Income Before Depreciation divided by Sales ↔ Net
↔ Quarterly. This total is then multiplied by 100. If no value is available for the current
quarter, the value for the previous quarter will be calculated.

The 12 Month Moving concept is Operating Income Before Depreciation 12MM divid-
ed by Sales ↔ Net ↔ 12MM. This total is then multiplied by 100. If no value is available
for the current quarter, the value for the previous quarter will be calculated.
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6. Z score is a bankruptcy prediction model developed by Edward Altman at New York
University. Data were obtained from Standard and Poor’s COMPUSTAT database, which
defines Z score as:

Mnemonic ZSCORE Concept Calculation

1.2*(WCAP/AT) + 1.4*(RE/AT) + 3.3*(EBIT/AT) +
.6*(@VALUE(PRCCF*CSHO,CEQ) + PSTK)/(AT – CEQ – PSTK) + .999*(SALE/AT).

If a value less than 1.81 is returned, then there is a high probability of bankruptcy. If a val-
ue greater than 3.0 is returned, then there is a low probability of bankruptcy. This item is
designed to forecast failure in the short-term (up to two years).

7. A higher Z score indicates a lower likelihood of bankruptcy.

8. Nayar and Willinger define the use of contingent workers by a notation in the COM-
PUSTAT database at note 25 that “a firm has 10 percent or more seasonal or part-time
workers in that particular fiscal year” (2001, 666). They measured profitability in terms of
stock returns comparing “buy-and-hold excess returns in a 250–day period subsequent to
the fiscal year in which the reliance on contingent labor is revealed . . . [with] a prior 250–
day period” (2001, 678). Buy-and-hold excess returns are defined on pp. 673–74.

9. Kahn, in a more intensive case study of two companies in the South, found that in the
textile industry the companies that had made “sudden, radical shifts” to the use of temp work-
ers had declining financial performance, or financial performance that was no different, in
comparison with control companies that had not made such shifts to temp workers (2000,
235–36). She interprets the case studies to indicate that her findings reveal a mixed rela-
tionship between the use of contingent workers and firm financial performance. However,
extraneous variables at work in the single company that made the “sudden, radical” shift to
the use of contingent workers and that subsequently experienced a significant decline in
financial performance may also have accounted for the decline in its financial performance;
for instance, the shift in employment policy may have been triggered by a need for sudden
cost reductions, which factor also accounted for the reduction in financial performance. As
discussed infra, cost as a motivator in the utilization of contingent workers was not related
to better financial performance in the present study.

10. In the same study, Kahn (2000, 256–57) found that the use of independent contractors,
but not other categories of temporary workers, was negatively related to firm profitability;
however, change in the use of independent contractors between 1995 and 1997 and change
in profits between 1995 and 1997 were unrelated. Moreover, her study was based on indus-
try-wide measures. Thus, differences between companies that are more or less competitive
based on firm management practices may be masked by the level of measurement.

11. The author feels that the findings reported herein are particularly robust since two-
tailed tests of statistical significance were used. See supra, the section on research method-
ology.

12. Independent contractors were included in the definition of contingent workers in the
AMA Survey used in this study.

13. Similarly, control of labor costs by downsizing is negatively related to stock price. See
Worrel, Davidson, and Sharma (1991), who found that downsizing by itself was related to
declines, rather than increases, in stock price. Casio, Young, and Morris (1997) examined
the effect of employment downsizing on stock price for the period 1980–1994; they con-
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cluded that employment downsizing alone, in the absence of asset re-structuring, was re-
lated to lower average return on stock price compared to stable employers in the short run,
but related to better returns in the years following the downsizing.

14. The U. S. General Accounting Office (2000) study of contingent workers notes that
medical benefits and pensions are significantly lower for temporary workers other than in-
dependent contractors.

15. Many temp agencies offer benefits packages to the temporary workers, which the
agencies contract out. However temporary workers sometimes rotate between and among
temp agencies, often at the suggestion of the temp agency client organizations where the
temps work so that portability of benefits is still important for agency temp workers.
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VI. INDUSTRIAL RELATIONS
AND DEMOCRACY IN ASIA

Political and Workplace Democracy
in Taiwan
Joseph S. Lee

National Central University

Introduction

Taiwan has enjoyed enormous success in economic development over a
period now spanning more than half a century, which is internationally rec-
ognized as the “Taiwanese economic miracle.” This economic miracle has led
to another phenomenon that is becoming increasingly recognized as “Taiwan’s
political miracle,” due largely to the extraordinary transformation of Taiwan
over a period of less than two decades from an authoritarian state to an open
and democratic society.

For scholars of industrial relations, there are many intriguing questions
arising out of this political democratization, such as what role was played by
unions during Taiwan’s move towards political democracy and what impact
political democracy has had on Taiwan’s industrial relations system. We there-
fore begin this paper with a discussion of the role that unions have played in
Taiwan’s move towards political democracy, followed by a brief examination
of the impact that such political democracy has had on Taiwan’s overall labor
movement and on industrial relations as a whole.

The Contributions of Trade Unions to Taiwan’s Move
towards Political Democracy

As noted by Cheng (2001), amongst others, one of the unique character-
istics of the process of democratization in Taiwan was the gradual nature of

Author’s address: National Central University, Chung Li, Taiwan 32054
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the transition. Many scholars believe that a gradual transition is the most ap-
propriate way of moving from authoritarian governance to democratic gover-
nance, rather than attempting to make great strides towards democracy, since
gradual steps can undoubtedly assure a smooth and successful transition.
Cheng (2001) cited Spain, Portugal, South Korea, the Philippines, and some
of the Latin American countries as examples of countries where attempts to
move towards democracy in great strides had led to political turmoil, social
unrest, and most of all, unnecessary interruption to the economic growth of
these countries. Cheng also pointed out that with a high rate of economic
growth during the process of political transition, a country can enhance its
chances of a successful transition (2001, 128–29). Taiwan is a prime example
of a gradual move towards democracy and at the same time maintains a high
rate of growth during its transition towards democracy. Indeed, the island’s
economy was booming during the late 1980s and through the 1990s, the time
of Taiwan’s gradual shift towards democratization, and the island even man-
aged to escape the ravages of the 1997 Asian financial crisis. Taiwan’s trade
unions have clearly made important contributions to the island’s success in its
gradual transition towards political democracy. This is partly as a result of the
support by the unions for many different opposition parties, as opposed to
providing support for one particular party en bloc. Such widely dispersed sup-
port meant that it was virtually impossible for any one party to make any at-
tempts towards a rapid and major push for democracy, which naturally led to
only gradual changes in the move towards political democracy. The shift in the
support of the island’s independent trade unions also had an important con-
tribution to the change in the ruling party in the 2000 presidential election.

The inability of the unions to unite and support any one particular oppo-
sition party stemmed from the lifting of martial law in 1987, when different
opposition parties were beginning to form and candidates were in need of the
votes and support of union members in order to get elected to legislative ap-
pointments and positions in public office. Workers, and particularly organized
unions, are important sources of votes and support; therefore, despite the fact
that immediately after the lifting of martial law most unions were still under
the control of the ruling party, the newly-formed opposition parties were overt-
ly seizing every opportunity to work closely with them.

One particularly important opportunity for parties to gain the support of
workers and unions that arose was the government’s demonstrated gross in-
eptitude in its attempts to enforce the 1984 Fair Labor Standards Law (FLSL).
Opposition parties began working closely with groups of workers encourag-
ing them to form independent unions and to fight for the rights that were
supposedly guaranteed under the FLSL. They ensured that workers became
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better informed and educated about these rights, and helped them to pursue
the benefits enshrined within the FLSL; consequently, there was a significant
increase in the number of work stoppages between 1988 and 1990.

It seemed perfectly logical that workers would put their support behind
whichever political party was prepared to help them, and it was through such
logical thinking and actions that the support of unions and workers became
widely spread across many different political parties, as opposed to being con-
centrated within one particular party. As a result, no one political party had
sufficient power to push for rapid democracy. From the perspective of the
ruling KMT party, which was faced with the increasing demands for change
by both workers and opposition parties, in order to remain in power, it had
no alternative but to take effective steps to meet some of these demands. Such
interactions between workers, independent unions, various opposition parties,
and the ruling party ensured that Taiwan was automatically put on a gradual
course and not a big push towards democracy.

As for bringing the DPP into power, during the 2000 election, the DPP’s
presidential candidate, Chen Shui-bian, had made several campaign promis-
es that if he was elected he would promote industrial democracy, including
expanding codetermination, eliminating the “one workplace, one union” pro-
vision that existed under the Trade Union Law, legalizing multiple unions and
federations, reexamining the policy of privatization of public enterprises, im-
mediately creating one hundred thousand jobs for the unemployed, and
amending the three major labor laws with the overall aim of making them more
favorable to workers. The unions in Taiwan were thereby led to believe that
the DPP was indeed a great friend of the workers, and hence, all of the island’s
independent unions campaigned hard for the DPP’s success in the presiden-
tial election.

The Impact of Political Democracy on the
Labor Movement in Taiwan

The Development of Independent Unions

The development of the independent unions can be divided into two dis-
tinct periods, the development of local independent unions during the early
period from 1987 to 1997, and the subsequent development of permanent
independent unions and nationwide federations during the period from 1997
to the present time.

The development of local independent unions: 1987–1997. Frustrated by
the ineffectiveness of the government-controlled unions, and despite the fact
that legitimate unions already existed within their workplaces, once martial
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law had been lifted, certain groups of workers decided to form their own in-
dependent unions. Although the formation of such unions was illegal under
the Trade Union Law, the government did not take any action to remove them,
since it feared that this might trigger a more militant labor movement.

Most of the independent unions developed during this period had a num-
ber of common characteristics; they were workplace based, oriented on local
issues, self-reliant, and ad hoc in nature, and since they were often formed to
deal with a particular issue that had been encountered, such as disputes over
year-end bonuses, pay increases, or the unfair treatment of employees due to
their union activities, they were usually dissolved once they had accomplished
their aims. Only employees within the workplace involved were admitted into
these unions, and they were totally reliant upon their own efforts to resolve
their problems, seeking no external help. Only on very rare occasions would
these unions become involved in mass demonstrations on the streets in an
effort to catch the attention of the public. The tactics that were commonly
adopted by these independent unions included slowdowns, short-term work
stoppages, or “collective vacations,” whereby large numbers of employees
would simultaneously take time off work leading to significant pressure on their
employers.

The independent unions formed between 1995 and 1996 were concerned
with different issues than those that had been formed between 1987 and 1995.
The major issues in the later years were job security (layoffs in particular),
severance pay, pensions, and the right to work; this was essentially because
Taiwan had found itself in a brief period of recession in 1995 and large num-
bers of workers were being laid off. However, at the same time, labor-inten-
sive plants were beginning to relocate their production facilities abroad, mainly
to Southeast Asian countries and to mainland China, in search of lower land
and labor costs; thus any actions these unions took against their employers only
resulted in accelerating their move abroad. As a result, despite the fact that
the unions formed during this period included some affiliated with publicly-
owned long distance bus companies, none of which could move abroad, most
of these independent unions failed to accomplish any of their goals. The trans-
port unions were, however, similarly powerless because when the drivers and
conductors decided to strike for overtime pay or for shorter working hours,
the government responded by deregulating their bus routes. As the publicly-
owned bus companies were facing increasing competition from a growing
number of private companies, their independent unions instantly lost any
bargaining power that they might once have had.

The development of permanent independent unions and national federa-
tions: 1997 to present. Faced with such unfavorable economic conditions, the
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development of these independent unions dwindled noticeably for a while;
however, given the government’s announcement in 1996 of a five-year plan for
the privatization of all public enterprises, considerable alarm was raised
amongst workers in these public enterprises, which in turn led to another
round of independent union development. However, this time, the indepen-
dent unions did not necessarily arise as rivals to the existing unions in their
workplaces, and on many occasions, the old unions were in fact transformed
into independent unions through free elections of their own chosen leaders.
The Taiwan Federation of Railroad Workers Unions, the Federation of Post-
al Workers Unions, the China Telephone and Telegraph Workers Union, the
Taiwan Power Workers Union, the Taiwan Petroleum Workers Union, and the
Taiwan Highway Workers Union all provide examples of members success-
fully electing their own candidates to union office, and thereby successfully
transforming themselves into independent unions.

As more of the existing unions gained independent status, there was a move
to split with the CFL to form their own independent federation. As a result,
in March 1998, five large unions from the public enterprises announced that
they would leave the CFL and form the Taiwan Confederation of Trade Unions
(TCTU); this was soon followed by the formation of other federations by
groups of independent unions.

By 2003, in addition to the existing CFL and TCTU, a total of four other
union federations had been formed in Taiwan: the Chinese General Federa-
tion of Workers’ Unions (CGFWU), the National Trade Union Confederation
(NTUC), the Chinese General Labour League (CGLL), and the Republic of
China Federation of Craft Workers Unions (FCWU). Of these, the CFL and
the TCTU are the largest and the most influential federations.

Although the number of union members has been declining in recent
years, one should not jump to any conclusion of the declining influence of
Taiwanese unions. On the contrary, union influence is increasing and not de-
creasing. Indeed, the increasing influence of the unions in recent years is ev-
idenced by the rapid rise in the number of grievances. Council of Labor Af-
fairs (COLA) records show that in 1997 the total number of labor disputes
stood at just 2,600 cases, but by 2002, this had risen to 6,701 cases. Further-
more, there was also a marked increase in the number of issues that were being
raised in each case. It is also clear that the composition of labor disputes has
been rapidly shifting from the former concentration on retirement benefits,
industrial accidents, and resultant claims for compensation, and more towards
contract termination and wage-related issues, such as dismissal pay and wage
arrears.
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Increased Union Participation in Public Policy

The inroads into the political arena that the opposition parties have made
have also had a demonstrative effect on the unions. Having seen what the
opposition parties were able to achieve by putting pressure on the ruling par-
ty, which ultimately led to changes in the ruling party’s course of action, or
which led to the opposition parties being allowed to participate in certain
public policy decision-making processes, unions soon desired similar privileges.
Although the unions have had very little success in terms of becoming involved
in public policy decision-making processes, there have nevertheless been sev-
eral events that could have long lasting effects on the changing practices of
industrial relations in the future.

One obvious example was the national collective bargaining on issues re-
lating to the adjustment of the minimum wage that took place between em-
ployers and union representatives in 1997. Each year the government decides
on the magnitude of the minimum wage adjustment, and without exception,
the unions and management have consistently been dissatisfied with the gov-
ernment’s final decision. The unions usually consider the adjustment to be
insufficient, whereas management conversely considers the same adjustment
to be too high.

In 1997, the Commissioner of the COLA announced the decision of the
government that union and management representatives would be allowed to
negotiate, and to come to a mutually acceptable agreement, on the magnitude
of the minimum wage adjustment for the current year. It was the government’s
hope that such a move could satisfy both the unions and management alike,
and reduce the level of government involvement in labor management affairs.

The Commissioner appointed the CFL to represent the unions, and the
Chinese Industrial Association (CIA) to represent all employers. After lengthy
negotiations, the CFL and CIA came to the following five-point agreement:
(i) for members of the CIA, the wage increase was to be at least 3 percent for
all workers; (ii) there would be no adjustment of the minimum wage rate for
the current year; (iii) the agreement would come into effect on August 1, 1997,
with the duration of the agreement being one year; (iv) the CIA would be
responsible for the enforcement of the agreement; and (v) the agreement
would have to be ratified by members of both the CFL and the CIA before
coming into effect.

This was the first national union and management collective agreement,
and there was a general expectation by all the parties involved that such a
model could be used to resolve other important union and management dis-
putes. Unfortunately, when the agreement was submitted to the CIA for ratifi-
cation, the members voted against the proposals on the basis that if some
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members failed to comply with the agreement, the Association could face
numerous law suits; thus, an attempt to achieve the island’s first national col-
lective negotiation agreement ended in failure.

In 1998, the COLA Commissioner made a second attempt to bring togeth-
er the unions and management to negotiate the minimum wage adjustment
for that year; however when some independent unions challenged the legiti-
macy of the CFL in its supposed representation of all workers, the negotia-
tions ended abruptly. Since the DDP took office in 2000, there have been no
attempts made by the new government to carry out any adjustment to the
minimum wage rate, and there have been no further attempts by the COLA
to engage the unions and management in nationwide negotiations.

One other occasion when union members were allowed to participate in
national policy decision making was their participation in the 2001 National
Development Conference. High ranking government officials, union leaders,
management, and academicians were invited to this conference with the aim
of discussing the future of Taiwan’s overall political, social, and economic de-
velopment. There was some degree of success on this occasion, because Pres-
ident Chen subsequently ordered the implementation of many of the conclu-
sions drawn from the discussions.

Increased Workplace Democracy

The FLSL stipulates that all enterprises must establish labor-management
committees for the purpose of providing unions and management, or employ-
ees and management representatives, with a platform for the discussion of
matters relating to workers’ immediate benefits. However, few employers
complied with this provision. In 1987 only 460 labor-management commit-
tees registered with the COLA, and indeed, up until the early 1990s, most
companies were simply ignoring this provision (Lee 2000). Nevertheless, as
Taiwan becomes more democratized, more workers are demanding that their
employers form the requisite labor-management committees so that they can
enjoy the right to participate in the management decision-making processes.
Thus between 1997 and 2002, the number of labor-management committees
in Taiwan has almost tripled, from 1,013 committees in 1997 to 2,701 com-
mittees in 2002.

Furthermore, along with the rise in the number of labor-management com-
mittees in recent years, there has been a corresponding rise in the share of
these committees within the private sector; slightly more than half of all la-
bor-management committees were found in the private sector in 1992, but by
2002, this figure had risen to 77 percent.



INDUSTRIAL RELATIONS AND DEMOCRACY IN ASIA 79

Increased Industrial Democracy through the Appointment of Union
Leaders as Board Directors

In accordance with a law enacted on June 30, 1990, union officials would
be allowed to serve as members of the board of directors of their own compa-
nies; and indeed, in 2001, the Taiwan Petroleum union appointed three union
officials to the Board of Directors of China Petroleum Company, whilst the
National Federation of Bank Employees Union also appointed a union offi-
cial to the Board of Directors of Taipei Bank. There are no official figures on
the number of union officials currently serving on boards of directors, and
indeed, it is most people’s belief that this is only a beginning. However, it has
been pointed out by many that up to this point, such union directors have not
been very helpful to the workers they represent, largely because most of them
do not yet have experience at board level and are consequently still at the learn-
ing stage.

Increased Union Democracy

Although the Trade Union Law has always required unions to re-elect their
leaders periodically, most of these leaders were traditionally nominated by the
ruling party and not by workers. Today, unions are increasingly selecting their
own leaders through periodic elections, and, in fact, unlike the old days, many
incumbent union leaders today do not want to serve a second term because
of the difficulties involved in satisfying the wishes of the diversified union
members.

The Future Effects of Political Democracy on Workplace Democracy
in Taiwan

Questions remain as to what the future holds with regard to the ongoing
democratization of Taiwan’s political system and its effects on Taiwan’s labor
movement and workplace democracy. The answers to these questions remain
uncertain, since political democratization has thus far shown itself to be a two-
edged sword for the labor movement in Taiwan. On the one hand, it has had
a positive and demonstrative effect on the labor movement. Workers have
learned to fight for more favorable legislative measures as well as the benefits
that are supposedly guaranteed under the existing labor laws. Political democ-
ratization has also had a positive effect on workplace democracy.

However, political democratization has also had negative impacts on the
labor movement in Taiwan, largely because it has led to the significant length-
ening and increasing complexity of the public policy decision-making process;
thus, it has affected the efficiency of the government, the rate of economic
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growth, and led to higher unemployment, which clearly have some adverse
effects on both union strength and workplace democracy.

A further negative effect of political democratization on workplace democ-
racy is the campaign tactics adopted by the DPP, with the emphasis being
placed upon ethnic issues. During the 2000 presidential election, and in their
preparations for the forthcoming 2004 presidential elections, the DPP cam-
paigners have continually tended to place emphasis on the differences between
mainlanders (those who followed the Nationalist government to Taiwan in 1945
and their children who were actually born in Taiwan) and native Taiwanese
(those who came to Taiwan before 1945). They argue that since many of the
leaders in the KMT originate from mainland China, they therefore represent
“foreign rulers,” whereas the senior figures in the DPP are all “native” Taiwan-
ese. Thus, the argument goes, all native Taiwanese should vote for the DPP,
the “true representatives” of the island’s people.

Such campaign tactics not only split the KMT but also the solidity of the
labor movement, and therefore these tactics have a negative effect on the la-
bor movement as a whole. Voters have recently started to voice their dislike
of this type of campaigning tactic, and if such tactics prove to be ineffective
in the 2004 presidential election, then the next stage of the process towards
political democratization in Taiwan will clearly continue to have very positive
effects on both the labor movement in Taiwan, as well as workplace democ-
racy in general.
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Abstract

The case of Philippine seafarers illustrates the tensions between
globalization, national labor regulatory policies, and industrial de-
mocracy. Filipinos have the largest share in the global labor market
for seafarers, and their terms and conditions of work are in the twi-
light zone of global shipping and national labor regulation. While
circumstances in global shipping and the International Transport
Workers Federation (ITF), the International Maritime Organization
(IMO), and International Labor Organization (ILO) influence terms
and conditions of employment, national labor laws prevail. Typical-
ly, Filipino seafarers work alongside mostly European officers and
other multinational crew, in a ship flying a flag of convenience, most
probably owned by Western or Japanese capital. National labor reg-
ulations provide both protection from and exposure to the vagaries
of industry competition. The fiction and realities of industrial rela-
tions in the Philippine seafaring industry are indicators of the hur-
dles facing industrial democracy in a transient workplace such as a
foreign owned global ship with a multinational crew.

Introduction

The case of Philippine seafarers illustrates the hopes and tensions between
globalization, national labor regulatory policies, and industrial democracy.
Filipino seafarers are highly valued in their contribution to the Philippine
economy—dollar remittances are reserves against balance-of-payments
deficits, i.e., to pay off the huge foreign debt of £50 billion. Official records
show there were 209,953 Filipino seafarers in the global labor market in 2002.
The seafarers are a significant group among Philippine workers overseas, es-
timated at 7 million, in some 146 countries all over the world but mostly in
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the Middle East. Filipinos overseas are 10 percent of the Philippine popula-
tion and about 20 percent of the workforce. According to official records, 4.2
million Filipinos are classified as overseas contract workers (OCWs) who work
on fixed terms of six months to two years (DOLE 2003).

Seafarers’ estimated remittances of $1.99 billion represent about 31 per-
cent of the $6.4 billion total remittances from all Filipinos working overseas.
With exports in 2002 valued at $34 billion, overseas workers’ earnings were
worth some 19 percent of all export earnings. The earnings of seafarers alone
are equivalent to 6 percent of the value of the country’s exports (POEA 2003).

The Philippines continues to be the largest supplier of seafarers—both
officers and ratings—with a 28.1 percent share according to results from the
SIRC 2003 global crew survey. This share is consistent with the findings of the
SIRC 2000 (Lane et al. 2002) survey showing the Philippines as supplying 28.5
percent of the total population of seafarers aboard ships engaged in interna-
tional trade. In the SIRC 2003 sample, Russia (6.8 percent) and Ukraine (6.3
percent of the sample) are next to the Philippines as seafarer supply countries,
but the combined share of the other two countries in the top three is slightly
less than half that of the Philippines. Other important seafarer supply coun-
tries include China, India, Indonesia, Poland, Greece, and Turkey.

The Philippines has a labor surplus economy, with a population of 81
million and a workforce of 33.6 million (NSO 2003). A relatively high annu-
al population growth of 2.3 percent between 1980 and 2000 has added a size-
able surplus of young job seekers every year. Open unemployment remains
high (10.6 percent in January 2003). In addition, underemployment—offi-
cially defined as “those who are employed but still looking for work” is 16.1
percent. While the Philippine GDP rose by 4.6 percent and GNP by 5.2
percent, payments for the US$50 billion foreign debt and the perennial $138
million deficit of imports over exports continue to burden the economy (NSO
2003). Dollar remittances from seafarers and other workers overseas allevi-
ate these deficits.

Philippine Industrial Relations and Tripartism

Philippine trade unionism is about one hundred years old. The first Phil-
ippine trade union—a pioneer in East Asia—the Union Obrera Democrati-
ca was established in 1902. It was led by Isabelo delos Reyes, fresh from being
imprisoned with unionists in Spain, and was formed as part of the national
liberation struggle against Spanish, and later American, colonialism. The his-
torical legacy of political unionism continues to influence the organizers and
leaders of the various workers movements in the Philippines. It is generally
acknowledged that the mobilization of organized workers through the unions
had a very significant role in the peaceful removal of President Ferdinand
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E. Marcos in 1986 (people power revolution in EDSA I) and President Jo-
seph Estrada in 2000 (EDSA II).

There are variations in the estimates of the number of union members.
Official statistics (DOLE 2003) report 3.9 million union members in 11,601
unions, but there are overlaps in reported membership by local unions and
their federations. Other estimates indicate only 1.4 million union members
(Fashoyin 2002), or even lower, with a minimum of 350,000 to a maximum of
600,000 (Traub-Merz 2002). Union density is about 14 percent of wage em-
ployment, and collective bargaining covers 36 percent of union members.
There is a consensus among observers that union membership is declining
(Traub-Merz 2002; Bacungan and Ofreneo 2002). There is no single national
trade union center—there are 9 labor centers, 166 federations, 7,349 inde-
pendent unions, 9 workers associations, and 794 public sector unions. The
Philippine labor movement is highly politicized and divided along ideological
or partisan lines. A spectrum of trade union colors may be advantageous for
freedom of choice, but divided organizations can also be exploited. There are
several trade-union based political parties, in competition for limited elector-
al seats reserved for party-list seats in the lower house of congress in the na-
tional elections. A minority of seven party-list legislators from the trade unions
pales in comparison to a total of 250 legislators in the Lower House. Minority
labor representation in congress means that favorable labor law reforms can-
not be conceived as a priority in the legislative agenda. Workers strikes, dem-
onstrations, rallies, and other militant forms of concerted action are used in-
stead to attract attention to labor issues.

Current law on Philippine industrial relations revolves around a Labor
Code enacted in 1974 through a decree of President Ferdinand E. Marcos
during the country’s dark period of dictatorship. Another complication in the
Philippine model of collective bargaining is the replication of what was intro-
duced in the United States in 1935, the National Labor Relations Act (known
as the Wagner Act) and the Labor Management Relations Act (known as the
Taft-Hartley Act, 1947). The Labor Code’s title says “A decree . . . to afford
protection to labor, promote employment and human resource development
and ensure industrial peace based on social justice.” The labor code consoli-
dates all laws and statutes on workers protection, including labor standards
on working hours and pay, which were hard-won gains by labor struggles in
previous decades. Thus, Article 4 of the code declares that “all doubts in the
implementation and interpretation of the . . . Code . . . shall be resolved in
favor of labor.” Bacungan and Ofreneo (2002) pointed out that “uneven ac-
cumulation and industrialization . . . to encourage foreign investment and
develop export oriented industries, and an open economy” defined the devel-
opment of labor law and industrial relations in the Philippines.
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Nevertheless, the labor decree, even as a martial law instrument, had
strong provisions on industrial democracy. Article 211 of the Labor Code for
instance declares as state policy “to ensure the participation of workers in
decision and policy-making processes affecting their rights, duties and wel-
fare.” The same article also aims “to promote free trade unionism as an instru-
ment for the enhancement of democracy and the promotion of social justice
and development.” This law encourages “a truly democratic method of regu-
lating the relations between the employers and their employees, by means of
agreements freely entered through collective bargaining.” Article 275 of the
same labor code also declares “tripartism as state policy . . . [wherein] work-
ers and employers shall be represented in decision and policy-making.” The
Philippine Department of Labor and Employment (2003) reports among its
major projects “round table discussions and tripartite meetings and conferenc-
es with representatives from government, labor and management sectors . . .
to encourage the participation of workers and employers in policy-making
bodies of the government, promote industrial peace based on justice and to
align labor and social relations with priorities.”

Industrial Relations in the Philippine Seafaring Industry

Philippine labor laws were designed for land-based workers. There is a
great degree of selectivity in applying labor laws to seafarers, who are on fixed
term contracts. Filipino seafarers have freedom of association, and could
choose to be union members and be covered by collective agreements. Be-
yond this façade, industrial democracy aboard a ship plying international wa-
ters could be but fiction: union stewards on board ships are a rarity, and sea-
farers could not recall any union election to elect officers. Concerted action
through strikes is extremely difficult, a rarity on board ships.

The shipping industry is a fascinating phenomenon of globalization, since
it is in the margin of state regulations. The maritime industry has a highly glob-
alized labor market. Ship operators employ labor easily from anywhere in the
world, with crew joining ships in designated ports. Greek owners can register
their ship and fly the flag of Liberia (and thereby follow the employment and
labor laws of that country). The ship could then be chartered by a Chinese
company in Hong Kong, and recruit Philippine seafarers and officers from
India or Malaysia for a six-month contract aboard. In Manila’s Rizal Park, now
famous as a street labor market for seafarers, hundreds of unemployed men
out of sea duty sign up with crewing agents who circulate around with urgent
crewing demands all over the world. Rizal Park serves as an informal labor
market information channel, an open “hiring hall” for job auctions. Seafarers
spend for their own pre-sail medical checkup, passport, and qualification pa-
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pers. Some even agree to monthly deductions from crewing agents for “cash
advances” that are not actually received, but are in reality kickbacks.

Seafarers’ employment is contractual and temporary, with most seafarers
being employed on board for six to nine months. They spend about the same
period, more or less, in unsure job search (more details about Philippine sea-
farers can be found in Amante 2003). With temporary employment contracts,
seafarers and their unions are at an immense disadvantage in negotiating for
better terms and pay. There are six seafarer unions in the Philippines, with a
combined membership of 80,000 (or 38 percent of the 209,953 seafarers in
2002). The Associated Marine Officers and Seamen’s Union of the Philippines
(AMOSUP), with 55,000 members and an ITF-affiliate, is recognized as the
biggest and most influential seafarer union. Gregorio Oca, AMOSUP presi-
dent, has maintained his leadership of the union since he first organized
AMOSUP in 1960. AMOSUP is represented in various policy-making bodies
with government and industry and in seafarer-related conferences in the ILO
and the IMO. Figure 1 illustrates the trilateral employment relationship be-
tween seafarers, their crewing agents, shipping employers, and the Philippine
State, through the Philippine Overseas Employment Administration (POEA)
as regulator.

Employment of Filipino seafarers is done through 417 recruiting agents
(crewing or manning agency) employed by foreign shipowners. Unions, how-
ever, can facilitate employment of seafarers through the “hiring hall.” The
AMOSUP brochure says for instance that the union “has a placement office

FIGURE 1.
Trilateral Employment Relations of Philippine Seafarers in the Global Labor Market
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to deploy union members to shipping and manning agencies requesting for
qualified seafarers.” In this case, the union becomes an agent of the employ-
er—a conflict of interest—but labor disputes in this regard are unknown. The
POEA is empowered by law to accredit crewing agents; there is a watchlist of
both crewing agents and seafarers who have been charged with violations of
labor laws. The foreign principal pays seafarers’ wages, and the local manning
office gets a lump sum from the shipowner to pay these wages. The decision
to hire a seafarer and how much to pay him depends on such factors as the
amount of the package required for a multinational crew complement, the
costs of the voyage, and the expected income.

Philippine labor laws, specifically the Migrant Workers Act of 1995 (Re-
public Act 8042), regulate the trilateral employment relationship with respect
to the engagement of the seafarer. The POEA is the specific agency tasked to
implement the Standard Employment Contract (SEC) for seafarers, as re-
quired by law. The SEC reflects the Philippines’ ratification of a number of
ILO conventions on seafarers’ working conditions and employment. In case
of disputes, the Philippines’ National Labor Relations Commission (NLRC)
“shall acquire original and exclusive jurisdiction” to hear and decide cases.
Employer principals (the shipowners) and the crewing agency have joint lia-
bilities to pay for claims filed by seafarers. Labor disputes involving seafarers
and their employers are quite numerous in the Philippines, mainly on illegal
dismissals from employment, and compensation for injuries and death. Su-
preme Court decisions have established precedent jurisprudence on the pro-
tection of their welfare and the enforcement of Philippine labor laws.

Seafarer Labor Regulation and Global Governance

The case of Philippine seafarers illustrates the tensions between global-
ization, national labor regulatory policies, and industrial democracy. The terms
and conditions of employment of Filipino seafarers serving in global ships are
determined heavily by circumstances in world shipping, the negotiating
strength of the ITF, and the effective enforcement of IMO and ILO conven-
tions as reflected in the collective bargaining agreements. The ILO’s recom-
mended basic minimum wage for able seamen (AB), for instance, was US$435
in 2000 (ILO 2002). The monthly benchmark pay for seafarers (AB position)
is currently $1,350. This rate applies to all seafarers covered by agreements
between shipping employers and unions affiliated with the ITF. The Interna-
tional Bargaining Forum (IBF) forum includes: ITF representatives; the In-
ternational Mariners’ Management Association of Japan (IMMAJ); the Inter-
national Maritime Employers’ Committee (IMEC); and the Danish
Shipowners’ Association (DSA). The decision to suspend implementation of
the new benchmark wage was prompted by a resolution filed by Captain Gre-
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gorio S. Oca, president of the ITF affiliate AMOSUP, which called for a tem-
porary freeze of the scheduled increase. Oca said that a further increase in
the wage of Filipino seafarers would render Philippine labor more expensive
and less competitive in relation to seafarers from other Asian countries. A $50
increase would price Filipino seafarers out of the market. He stressed that he
prefers security of employment for Filipino seafarers than the increase.

Some shipping companies provide reasonable working conditions for their
crew as they sail from port to port, including working hours, overtime pay,
health and safety, food and accommodation on board, and training. However,
many shipping firms, especially from various flags of convenience, scrimp on
wages, food, medical care, and safety standards. For thousands of seafarers,
“life at sea is modern slavery and their workplace is a slave ship,” according to
the International Commission on Shipping (ICONS 2000).

The IMO’s convention on maritime education and training tightened sea-
farer qualifications through a convention on Standards of Training, Certifica-
tion, and Watchkeeping (STCW ’95), and ninety-eight maritime schools and
training centers in the Philippines are in the IMO “white” list. Substandard
schools, however, still flood the country with unemployed seafarer graduates.
The IMO held other conventions to safeguard the sea environment. The ILO
has rules regarding fair pay, working hours, and adequate food and accommo-
dation for sailors. Another convention consolidating seafarer labor standards
is due for approval by the ILO General Assembly in 2005. But neither the IMO
nor the ILO has enforcement powers on shipping firms. It is left to individual
member states and the relevant authorities to apply and enforce their own laws
on shipping and seafarers. State authorities inspect ships as they enter their
ports, ensure that the seafarers recruited are qualified and competent for ship
duty, apply fines for violators, make arrests, detain ships, or file complaints in
court. When a ship is registered in a foreign land, owned by a citizen of a dif-
ferent nationality, and with foreign officers and crew, local authorities may not
see any benefit in fighting a shipowner in court (ICONS 2000).

Conclusions

The fiction and realities of industrial relations in the Philippine seafaring
industry are indicators of the hurdles facing industrial democracy in a tran-
sient workplace such as foreign owned global ships with multinational crew.
The determination of standards on education and training, working hours,
employment, and pay shows the subordination of national labor regulations
to the demands of the global maritime labor market. International organiza-
tions of both shipping employers (International Shipping Federation, the
IMEC, the national shipping registers, etc.) and trade unions (ITF) play a
significant role in determining terms and conditions of employment of not only
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Filipinos, but also of all the other global seafarers. Collective bargaining is
highly globalized, as shown by the case of the frozen benchmark pay rate for
seafarers and the forthcoming consolidation of maritime labor standards in the
ILO. In a sense, Filipino seafarers sink or swim in the rough seas of the high-
ly globalized maritime industry. Unfortunately, globalized industrial democ-
racy for Filipino seafarers, however imaginary, may be the exception, rather
than the rule in Philippine industrial relations. The standard Philippine sea-
farer employment contract gives jurisdiction over labor disputes to the Na-
tional Labor Relations Commission. ITF pay rates are not applied uniformly
to all seafarers: the federation’s Philippine affiliates (AMOSUP and PSU) have
lower pay scales. Philippine seafarers are indeed in the twilight zone of na-
tional labor laws and global shipping.
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AND LABOR

Mandated Codetermination
and Firm Performance:

The Productivity Effects of
German Works Councils Revisited

Bernd Frick
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Introduction

The recent political debate about the latest reform of the German “Works
Constitution Act” has led to an unprecedented increase in the public interest
regarding the relative impact of alternative forms of worker participation on
firm performance. Moreover, the academic discussion by labor and person-
nel economists has been spurred by a number of different, though closely
related developments:

• The increasing globalization of product and labor markets has led to a re-
surgence in academic interests regarding the German system of industrial
relations. On the one hand it has been argued that the German system may
have to surrender to the pressures of competition. On the other hand, it has
been argued that specific German idiosyncrasies (like the influence of large
banks and the existence of mandated works councils) may be a source of
competitive advantage that is unlikely to be eradicated by globalization.
Although most of the arguments discussed in this context are well known,
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it is interesting to see how the formerly incompatible theoretical positions
seem to have converged recently.

• The availability of several large and representative firm panels has fostered
empirical analyses that have been impossible to conduct before. These data
sets have been widely used to document the influence of mandated works
councils on various dimensions of firm performance. However, the main
finding of most of the available research—that, other things equal, the ex-
istence of a works council has no pronounced influence on the performance
of firms (positive effects on labor productivity and personnel turnover are
compensated by a negative influence on profits)—is problematic for at least
one reason: most authors concentrate their attention on investments in
physical capital, thereby neglecting investments in human and organizational
capital which, in turn, may be of paramount importance for the works coun-
cils. Thus, the findings presented so far may lead to inadequate policy im-
plications.

The following contribution to the growing body of literature has three
different goals. First, I want to review the theoretical arguments that have been
raised in the more recent discussion. In this context I show that the formerly
incompatible positions have converged to a considerable degree. Second, I
look at the impact of works councils on firms’ investments in human and or-
ganizational capital and then present different production function estimates
that have been augmented by, inter alia, a works council dummy. I conclude
with a summary of the main findings and some implications for further re-
search.

Works Councils: Welfare Reducing Cartels or Efficiency
Enhancing Institutions?

Assuming that ownership accompanied by secure property rights is the
most effective institution for providing individuals with incentives to create,
maintain, and improve assets, it is argued that it is also essential that the re-
sidual rights of control, i.e., the rights to make any decisions concerning an
asset’s use, are exclusively controlled by a single party. The economic impor-
tance of residual control follows from the difficulty of writing contracts that
specify all the control rights. This, however, implies that the parties to a con-
tract are able to foresee all future developments and can write down and en-
force a complete contract—one that specifies what each party has to do in every
relevant eventuality at every future date and how the resulting income in each
such event should be divided. However, complete contracts are generally
impossible for transactions of any significant complexity that occur over a
period of more than just a few days (Milgrom and Roberts 1992, 288–89).
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Consequently, arrangements that leave all control rights—that are not other-
wise assigned—to a single party (eliminating the need to negotiate and reach
agreement for every unanticipated development) may result in significant cost
advantages. While the notion of ownership as residual control is relatively clear
for a simple asset, it gets increasingly fuzzy when applied to a (large) firm.
Decisions by the owner or the management may be especially controversial
when not only the physical capital of the firm but also the human capital of
the firm (employees) is affected.

Jensen and Meckling (1979), for example, suggest that when the party
having residual control rights is also entitled to receive the residual returns,
then the residual decisions made tend to be efficient ones. More specifically,
they argue that in a firm, where the workers receive contractually agreed upon
fixed wages in exchange for the effort they supply, the residual claimant will,
just by pursuing his own interests and maximizing his returns, make efficient
decisions. Under these assumptions, a redistribution of control rights will
necessarily lead to an inefficient resource allocation, because those who bear
the residual risks are not the only party to decide on the use of the firm’s as-
sets. These arguments, in turn, form the basis of their market-oriented case
against mandated codetermination published more than twenty years ago: “If
codetermination is beneficial to both stockholders and labor, why do we need
laws which force firms to engage in it? Surely, they would do so voluntarily.
The fact that stockholders must be forced by law to accept codetermination
is the best evidence we have that they are adversely affected by it” (Jensen and
Meckling 1979, 474).

More recently, this orthodox position has been challenged by a number
of economists, be they proponents or critics of property rights theory. First, it
has been argued that decisions made by the residual claimant may not always
be efficient: if only part of the costs of a decision accrue to the party making
the decision, then that party will find it in its interest to ignore some of the
external effects, sometimes leading to inefficient decisions. If, for example,
efficient production requires that workers invest in firm-specific skills, then
institutions that protect their investments make them more likely to invest in
acquiring those skills. According to Furubotn (1988, 167), “Workers who un-
dertake durable reliance investments commit themselves to the firm for some
time into the future and are, therefore, vulnerable. The distribution of the
firm’s quasi-rents and the value of the labor assets can be affected by the be-
havior of other members of the coalition. Hence, the possibility exists that
worker-investors, if unprotected by institutional or contractual safeguards, may
be exploited and suffer serious economic injury.” Thus, if workers are not
protected by institutional or contractual safeguards against the opportunistic
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behavior of other members of the coalition, they will either be unwilling to
invest in the acquisition of firm specific skills or may risk serious economic loss
in the case of dismissal. In a situation, where not all of the coalition-specific
resources are owned by a single party, codetermination is likely to be a gover-
nance structure that is capable of dealing with maximizing agents with conflict-
ing interests. However, irrespective of this generally favorable view of volun-
tary codetermination, legal intervention by the state is unequivocally rejected
(Furubotn 1988, 178).

Second, the Jensen-Meckling argument has recently been challenged by,
among others, Freeman and Lazear (1995), who argue that codetermination
is likely to be underprovided by the market. Cooperative solutions to the pris-
oner’s dilemma are assumed not to occur as long as there is no exogenous
regulation by some third party. However, although mandated works councils
have the potential to foster an increase in the joint surplus, firms are most likely
to oppose them, according to Freeman and Lazear (1995, 29), because “insti-
tutions that give workers power in enterprises affect the distribution as well
as amount of joint surplus. The greater the power of works councils, the greater
will be workers’ share of the economic rent. If councils increase the rent go-
ing to workers by more than they increase total rent, firms will oppose them.
It is better to have a quarter slice of a 12-inch pie than an eighth slice of a 16-
inch pie.” Given these seemingly incompatible positions, theory offers no
definitive guidance as to the likely effects of mandated codetermination. The
beneficial and detrimental effects must be demonstrated empirically. The
following section discusses some recent evidence.

Codetermination, Organizational Capital, and
Economic Performance

Until recently, the number of studies analyzing the influence of works
councils on firm performance was rather low and their quality tended to be
poor. With the availability of different firm panels, the situation has changed
quite dramatically; the number of studies has been—and still is—increasing
rapidly, and the more recent studies suffer less from methodological problems
than the ones that had been published up to the mid- and late 1990s.1 The
more recent studies have used a variety of measures, including productivity
levels and growth, financial performance and profitability, investment in re-
search and development, and job generation. Summarizing these studies, it
appears that works councils seem to have no clear cut consequences for firm
performance. On the one hand, the presence of a works council has—other
things being equal—a significantly positive influence on labor productivity, but
a significantly negative influence on labor costs and profitability. On the oth-
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er hand, works councils seem to have no influence on investment behavior or
on innovations (neither on product nor on process innovations) (Addison et
al. 2001; Jirjahn 2003; and Dilger 2002).

These findings are neither compatible with the notion of works councils
as “rent-seekers” that tend to ignore the interests of owners and managers nor
with the argument that firms would benefit from the existence of a legally
mandated plant-level representation. Given these results, it is worth extend-
ing the analysis of the impact of works councils to some “intangible assets”
that—although of paramount importance for the short- and the medium-term
performance of the firm—are very often neglected by economists: the credi-
bility of long-term career promises, the readiness to finance and to participate
in further training, and the acceptance of organizational change.

Works Councils and Personnel Turnover

In order to maximize worker effort, loyalty, and motivation, firms usually
implement specific incentive mechanisms to avoid opportunistic behavior.
Since the deposition of bonds or “entrance fees” is neither feasible nor legal-
ly enforceable, workers are initially paid less than their marginal product, but
eventually are paid a wage exceeding their marginal product. Over the expect-
ed tenure with the firm, workers receive an expected present value of com-
pensation equal to the present value of their productivity (Lazear 1981). How-
ever, once a worker has posted a bond in the form of a wage below his
productivity, the firm has a strong incentive to label him a “shirker” and to claim
his bond. When workers are uncertain of the trustworthiness of firms, they
are unlikely to be willing to post such bonds. In this context, a works council
may serve as a credible institution that can be relied upon by both parties to
determine whether a worker has shirked.

Using different representative samples of large numbers of private sector
firms in (East and West) Germany, Frick (1996); Frick and Möller (2003);
Dilger (2002); and Addison, Schnabel, and Wagner (2001) find that firms with
a works council have significantly lower dismissal and quit rates than obser-
vationally similar firms without plant-level interest representation. Addition-
al estimates reveal that works councils neither oppose dismissals in shrinking
firms nor inhibit hirings in growing firms. Moreover, works councils seem to
exert no influence on the structure of the dismissed worker population, sug-
gesting that the interests of the firm are usually taken into account by the
workers’ representatives (who are often said to unequivocally favor the inter-
ests of older workers with long tenure and poorer opportunities in the exter-
nal labor market).
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Works Councils and Training Expenditures

Depending on the transferability of the acquired skills, training increases
a worker’s productivity roughly to the same extent in his current firm only or
in a number of alternative employment relationships. Depending on the type
of human capital acquired, the party that has to amortize the initial training
costs (or the larger share thereof) may incur serious economic losses, which,
if anticipated would cause the party not to invest at all (Gerlach and Jirjahn
2001). Thus, a hold-up problem arises when one party can ex post expropri-
ate parts of the surplus of a specific investment undertaken by the other par-
ty, thus causing disincentives for investing in specific human capital. More-
over, there exists a serious poaching problem; irrespective of the transferability
of general skills, many firms invest in the training of their workers. This be-
havior is due to information asymmetries resulting from the deficiencies of
imperfect labor markets. In this case, firms may withhold investments because
they fear that other firms may try to hire their trained workers without incur-
ring any training costs themselves.

Irrespective of the specific sharing rule according to which the training costs
have to be borne by employer and employee, a works council can monitor both
parties’ potentially opportunistic behavior. Moreover, the poaching problem can
be mitigated. Using a representative panel of firms located in Lower Saxony,
Gerlach and Jirjahn (2001) show that the presence of a works council has a
significant positive influence on the probability that firms invest in the train-
ing of their respective workforces as well as on the training expenditures per
employee. Thus, the positive impact of works councils on further training is in
accordance with the hypothesis that mandated codetermination promotes co-
operative and trustful industrial relations, which alleviate many of the market
failure problems resulting from employer-provided further training.

Works Councils and Organizational Flexibility

Using data from a representative longitudinal survey of engineering firms,
Dilger (2002) analyzes the influence of works councils on working-time ar-
rangements. The data used in this study are novel insofar as they not only al-
low a distinction between firms that have a works council and those that do
not but also permit a closer characterization of the works council as viewed
by the respective firm’s management. Dilger finds that only two out of five
“types” of works councils are beneficial to the firm with regard to the intro-
duction of flexible working-time arrangements. While works councils that are
considered to be a “tough” or a “cooperative” partner seem to foster such ar-
rangements, this is not the case when they are “antagonistic,” “disinterested,”
or when they are not involved by management in the decision-making pro-
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cess. Thus, although works councils may be seen as an institution that reduc-
es the firm’s external flexibility (however, the empirical findings quoted above
do not seem to support that assumption), they apparently increase internal
flexibility by promoting the introduction of working time arrangements that
deviate from “standard” working hours among their constituents.

Moreover, a study by Frick (2002)—also using the above mentioned pan-
el from the machine tool industry—finds that it is not the presence of a works
council per se that influences the adoption of high performance work prac-
tices but its “level of activities”—measured by the number of firm-level agree-
ments concluded during the last three years—and the “type” of the works
council as viewed by the management of the firm. In firms with an “antago-
nistic” works council, the number of high performance work practices is higher
than in otherwise similar firms that have either a “disinterested” or even an
“excluded” works council. Looking at the performance effects of such prac-
tices, it becomes apparent why the works councils often reject their introduc-
tion: other things being equal, the adoption of these practices increases ex-
pected as well as actually realized firm performance (measured by changes in
product demand, in sales, and in profitability), but at the same time they re-
duce the demand for labor. This means that firms do indeed benefit from such
practices—but very often at the expense of their workers.

Works Councils and Firm Performance

The fact that works councils can—under specific circumstances—act as
an institution to reduce the probability of opportunistic behavior is only a
necessary but not a sufficient condition to document their efficiency. In or-
der to be able to refute the assumption that works councils lead to an inefficient
allocation of resources, it is indispensable to document, inter alia, a positive
influence of mandated workers’ representation on labor productivity. Due to
data limitations, very few of the available studies have been able to control for
the capital stock of the companies in the samples used and were, therefore,
unable to rule out the possibility that it is capital intensity rather than the pres-
ence of a works council that fosters the economic performance. One of the
first papers to overcome this methodological problem is Frick and Möller’s
(2003) who used two different waves (1998 and 2000) from the largest firm
panel currently available in Germany, the IAB Panel, with information from
some four thousand firms in East as well as in West Germany. Assuming that
financial means that have recently been invested to replace used capital goods
are highly correlated with the capital stock, the authors estimate different types
of production functions (Cobb-Douglas, CES, and Translog) with value add-
ed as the dependent variable. Apart from information on capital and workers
employed, the production function estimates include a wide range of variables
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identified as (potential) determinants of firm performance, such as the per-
centage of women and part-time workers, product and process innovations,
exports, training intensity, product market competition, quality of technical
equipment, R&D expenditures, etc.

The estimates reveal that—other things being equal—the presence of a
works council has a positive and statistically significant influence on the eco-
nomic performance of German firms (measured by value added). The respec-
tive coefficients of the works council dummy indicate that these effects are
rather large and that they differ significantly between industry and service
sectors. The values of the coefficients obtained indicate that in 1998 in West
German firms the presence of a works council increases labor productivity by
about 25 percent, while in East German firms the respective figure is about
30 percent. Repeating the estimates with data from the year 2000 confirms
the initial findings. It is worth mentioning, however, that the positive impact
of works councils on labor productivity seems to be much more pronounced
in the service sector. Distinguishing between manufacturing and service firms,
it appears that the point estimate for service firms in East Germany is twice
the size of that for manufacturing firms. For West German firms, the works
council dummy is even insignificant for manufacturing firms but highly signifi-
cant for service firms. Moreover, collective bargaining coverage combined with
the presence of a works councils has no impact in industry but leads to a low-
er labor productivity in the service industry in both parts of the country.

Summary and Implications

Based on “modern” concepts of the firm (emphasizing the importance of
bounded rationality and opportunistic behavior), the perception of mandat-
ed workers’ representation has changed considerably during the 1990s. To the
extent that a credible works council can convince the firm’s workforce to ac-
cept the implementation of measures that seem to violate their expectations,
mandated codetermination is likely to overcome the problems inherent in a
“prisoner’s dilemma” situation, where credible commitments are impossible
to be made without the support of an exogenously implemented institution,
whose task is to monitor the behavior of the contracting parties.

The most important empirical findings can be summarized as follows. First,
a review of the literature on the influence of works councils on investments
in intangible assets (such as personnel turnover, organizational change, and
further training) suggests that concentrating on investments in physical capi-
tal, on productivity, profitability, investments, and some other easy to measure
indicators of firm performance may lead to a considerable underestimation
of the positive effects of mandated works councils. Second, the presence of a
works council has a positive and statistically significant influence on the eco-
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nomic performance of German firms. The respective coefficients indicate that
these effects are rather large and that they differ significantly between indus-
try and service sectors.

The major shortcomings of the available evidence are obvious. We do not
yet know whether the productivity increase induced by mandated works coun-
cils is large enough to compensate firms for the associated increase in labor
costs. Moreover, we cannot yet reject the hypothesis that the productivity in-
creases associated with mandated works councils may be the result of some
omitted variables, such as an especially competent management. However, the
size and the significance of the works council dummy in a number of studies
using different data sets and different model specifications make this argument
less convincing. Moreover, given the plausibility of the theoretical arguments
suggesting a positive influence of works councils on firm productivity, there
are few reasons to expect that including measures of management quality
would yield results significantly different from the ones summarized above.

Note
1. For an overview of recent studies see Addison et al. (2001). Studies that have been

published prior to 1996 are summarized by Frick and Sadowski (1995).
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DISCUSSION

The Relationship between Finance,
Corporate Governance, and Labor:

An International Perspective
Jacques Rojot

University of Paris

These four very important papers raise fundamental issues : do we really
matter, as a field of research and policy? Do industrial relations and human
resource management have any impact on the management of firms? In a
nutshell, one could say that these papers bring good news and bad news. The
good news is that, yes industrial relations or employee relations matter for
managerial outcomes. The bad news is that we do not yet know exactly how
or why. The papers illustrate why this is the case, presenting four increasing
levels of complexity.

The Grahl and Teague paper tackles an issue raised already several years
ago by Dan Mitchell. What are the consequences of the European monetary
union and the subsequent national loss of control on monetary and most of
budgetary policy for industrial relations? This paper shows that the impact of
the European Union on the welfare state and corporatist policies was in each
case an adaptation to the new constraints in order to maintain competitiveness.

This result raises two questions. Can the moderation in pay levels and the
streamlining of the welfare state go on for much longer without high levels of
conflict, especially in some countries marked by a past history of bitter social
conflict? On the other hand, will there really be a Europeanization of collec-
tive bargaining? The paper itself acknowledges that real and formal European-
level collective bargaining is out of the question. It offers, however, some in-
dicators towards a climate which could lead to such a scenario. Indeed, some

Author’s address: Director of Management, Sorbonne, 20 Rue Lacapede, 75005 Paris,
France
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authors have pointed to the appearance of so-called “arms-length” bargain-
ing. However, even this remote possibility is unlikely. It is assumed by sup-
porters that more contacts between European unions within the European
Union institutional framework will quasi-automatically drive towards first in-
formal, then formal, coordination and cooperation. But it is quite possible that
the opposite will happen. There is as much room for conflict as for coopera-
tion when you bring together individuals and organizations that have little in
common and conflictual agendas in terms of goals and power.

Besides, the paper presents a first level of complexity for the analysis of
comparative trends and outcomes. It underlines that, within the same or lit-
tle changing institutional frameworks, completely new policies can develop.
In this case, it is within the unmodified corporatist institutions that employer
driven policies appeared.

The Frick paper adds a new level of complexity with a form vs. substance
argument. This paper demonstrates that the same legal and institutional form,
works councils, can recover various degrees of substance. The puzzling large
difference between the manufacturing and service sectors when the link be-
tween increased efficiency and the presence of a works council is considered
is then explained. Within the service sector, given the prevalence of the di-
rect contact between employee and customer, compared with the manufac-
turing sector, the willful cooperation of the employee with company policies
is of foremost importance. It is often impossible to order, buy, or control this
cooperation. To obtain it voluntarily, management might be helped by the
existence of a cooperative institution like a works council.

The Black, Gospel, and Pendleton paper again adds a new level of com-
plexity. This paper illustrates the impact of opposing trends issuing from any
given institutional arrangement, with the example of two or more variables
having contradictory effects at the same time, which can result in pushing the
outcome to one side or another depending on circumstances or time. Here,
an equity wage impacts both the larger industrial relations issues of financial
participation and methods of payment of wages. It may produce different
outcomes, because, on the one hand it shifts part of the labor costs to employ-
ees, but on the other hand, it gives them added power influence over wage
levels as shareholders. An example of the unforeseeable impact of mediating
and intervening variables within causal relationships is provided by sharehold-
er-oriented financial variables that should drive towards an outsider regime,
resulting in low job tenure and high turnover. However, these variables may
have their effect mediated by another concurrent shareholder value such as
the absence of a national health insurance coverage system, which may de-
crease turnover, or at the least voluntary resignation because employees who
quit are not sure to find the same firm-based health coverage again.
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The Jacoby, Nason, and Saguchi paper adds the final layer of complexity.
This paper illustrates the dialectic of symbol vs. action. In agreement with neo-
institutionalist theory, some firms may ceremonially adopt some institutional
features that characterize the firm as “good,” independently of the effective-
ness of these measures (or lack thereof), and go on conducting business as
needed, without any regard to these adopted institutional features in practice.
This could be explained by the absence of a link between the adoption of share-
holder values and the power of human resource management in corporations.
Good governance is being adopted, not necessarily practiced. Conversely, in
corporations that have chosen the quite different strategy of including the
human resource manager as a business partner in the top management team,
in charge of jointly creating value, the power goes to human resource man-
agement.

In conclusion, one could wonder if the “variety of capitalism” theory is itself
sufficiently varied. Based on the results of the papers, the theory seems too
limited. For instance, isn’t there room for other models between the stake-
holder and the shareholder model? A “Colbertist” model, characterized by
narrow links between the state and business, comes to mind. Such a model
could hold somewhat true for Russia, France, and, to some extent, Japan.
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VIII. WORKERS’ DEMOCRATIC RIGHTS
IN THE GLOBAL WORKPLACE:
PIPE DREAMS OR MISSION TO MARS?

The Role of National Governments
in International Labor Standards

Anil Verma
University of Toronto

Sarosh Kuruvilla
Cornell University

Introduction

The debate around international labor standards appears to be stymied by
the lack of progress on several key fronts. The failure of the last WTO round
and the lack of consensus on social dimensions of the Free Trade of the Amer-
icas Agreement (FTAA) have further signaled the need for making progress
on the question of improving labor standards internationally. In this paper, we
consider one of the most important stumbling blocks: the role of national
governments (and by extension, sub-national governments such as state or
provincial governments). Recent debates and developments surrounding in-
ternational labor standards raise the question of the role of national govern-
ments in this process. A number of private developments such as corporate
codes of conduct, international standards such as the SA8000 promoted by
Social Accountability International, and various certification schemes (e.g., the
Fair Labor Association [FLA]) and reporting schemes (e.g., Global Report-
ing Initiative) suggest a somewhat limited role for national and sub-national
governments. Even trade treaties, bilateral and multinational, to which national
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governments are signatories tend to limit national sovereignty in significant
ways. These developments require us to re-visit the role of national govern-
ments in the process of developing an international regime for labor regula-
tion. What role, beyond the traditional role of governance and enforcement,
could or should national governments play in international attempts to improve
labor standards? We need to keep in mind that to begin with, the debate on
labor standards started because of the failure of national governments to fulfill
their traditional roles. Hence, it is appropriate to ask what else can national
governments do to achieve better labor standards?

We briefly examine the context for national government participation in
two areas. The first hurdle is the North-South divide on the issue of interna-
tional labor standards. Although there are some differences within the North
and South camps, most large players on the two sides see the labor standards
issue differently. Until we find a way to bring the interests of industrialized
and developing countries closer together, the role of national governments will
not become clearer or more constructive. The second issue is that of regula-
tory reach within various segments of the workforce. We argue that national
(and sub-national) governments have a potential reach that far exceeds the
reach of international agencies or private initiatives. To solve these problems
and to maximize impact, we argue, national governments need to add an ac-
tivist role to their traditional role of regulation and governance.

Current Initiatives and National Governments

A brief review of several current initiatives shows that each of the existing
approaches has certain limitations in terms of making a significant impact on
labor standards. This analysis points to a possible new role for national gov-
ernments in improving the effectiveness of current efforts.

As one of the most prominent current initiatives, the International Labour
Organization’s (ILO) core labor standards—a set of conventions that encom-
pass five basic principles—are a significant step towards engaging national gov-
ernments (ILO 1999). By establishing and promoting these standards, the ILO
has set a process in motion that could, by degrees, lead to better labor stan-
dards globally. However, the ILO’s effective reach ends with adoption of these
labor conventions. The implementation of these conventions is left up to each
national government. At the global level, the ILO does not have the resources
to monitor and enforce standards. To be effective, this approach requires
worldwide action by national and sub-national governments. Within their tra-
ditional role of regulation and governance, national governments cannot re-
spond quickly and adequately enough to the challenge thrown to them by the
ILO. In addition, history has shown that many national governments have
failed to implement or enforce existing labor legislation in their countries.
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Yet another approach to national government involvement can be seen in
the various regional initiatives such as the NAFTA labor side agreement, the
North American Agreement on Labor Cooperation (NAALC), accompanying
NAFTA. After nearly ten years of the agreement being in effect, it is safe to
conclude that NAALC has not had a huge impact on labor conditions in the
member countries. Critics point to its narrow scope and limited powers to
argue that this approach, while useful in educating the parties and publiciz-
ing the violations, is unlikely to make an appreciable impact on a large scale
(EPI 2001; Compa 1999). On the other hand, through the basic principle of
harmonization of labor legislation, one can make an argument that labor stan-
dards and labor conditions have gradually improved in many countries.

Private initiatives such as corporate codes of conduct have made some
progress in improving labor standards, but their reach is limited and it is un-
clear if they can make a significant impact without the help of national gov-
ernments. These efforts are likely to benefit only a small segment of the tar-
get workforce (OECD 2000a, 2000b; Scherrer and Greven 2001). Corporate
codes have made some progress within the niche of internationally traded
consumer goods. Codes were first established in consumer goods sectors such
as toys, clothing, shoes, and rugs. The U.S.-based FLA; the Ethical Trading
Initiative (ETI), a UK-based group; and the Clean Clothes Campaign (CCC),
another European initiative, are all examples of corporate codes in the con-
sumer goods industry.

The success of corporate codes is premised on a robust consumer prefer-
ence in high-income countries for “ethically made” goods. They will succeed
as long as consumers are willing to pay a premium to ensure that the goods
they buy are not made in sweatshops (Blank and Freeman 1994; Freeman
1994, 1998) or if they are unwilling to buy brands that do not follow basic la-
bor standards. Thus, the impact of corporate codes may be ascribed at least
in part to the presence of two factors: consumer goods and consumer prefer-
ence. In the absence of these constraints, there would be little or no pressure
to improve labor standards. This pressure can arguably be attributed as the
basis for most corporate code movements such as the FLA, the CCC, and the
ETI. It is not clear what will happen if this consumer preference diminishes
or disappears over time. What we do know is that corporate codes have dif-
fused much more slowly in industry sectors whose goods are not sold directly
to the consuming public. Thus, if corporate codes have to be extended to non-
consumer sectors, we would need to find other drivers to play the role that
consumer preference plays in the consumer goods sector. This is one area in
which national governments could play a bigger role.
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Engaging National Governments

One hurdle to better engagement of national governments in issues of
trade and labor standards is the emergence of an unfortunate divide between
rich and poor countries. The industrialized countries insist that they are tak-
ing the moral high ground when they push for higher labor standards for
workers. Lower standards, it is argued, create an unfair advantage in trade.
The developing countries find the insistence on better labor standards to be
largely a form of protectionism at work. Their position is supported by some
empirical research that does not find a relationship between lower labor stan-
dards and competitive advantage in the marketplace (Raynauld and Vidal 1998;
Gunderson 1998; Campbell and Sengenberger 1994).

Labor standards initiatives will have to bridge this divide if they are to help
a large number of workers around the world. New regulations need to be seen
as friendly to the interests of both developing and industrialized countries. To
accomplish this feat, the movement for better labor standards will have to shed
its profile as an initiative originating in high-wage countries and exported to
low-wage countries. As long as new regulations are seen as “external” initia-
tives, there will be resistance within developing countries to adopting them.
What is needed is a process that will bring the issue of better labor standards
into the internal debates within each country. In order for that to happen,
national governments need to be engaged and their engagement needs to go
beyond their traditional roles.

Looking Ahead: A New Role for National Governments

The foregoing discussion highlights several weaknesses in our current
approaches to international labor standards. While the search for better solu-
tions will continue in all directions, we consider here the role of national gov-
ernments, given the enormous potential for making an impact. The primary
role of national governments is regulation and governance. In the area of la-
bor standards, this role takes the form of enacting legislation and monitoring
and enforcing standards. The system that comes out of this role of the gov-
ernment can be referred to as the national system of labor standards (NSLS).
It is in the exercise of this role that many national governments have been
unable to fulfill their mandate for a variety of reasons.

In the search for solutions, it has been suggested that we blend “hard”
regulation (i.e., the system of laws, monitoring, and enforcement) with “soft”
regulation (i.e., creating change through education, awareness, and moral
suasion), with the intention of reshaping market forces and embedding them
into a regulatory framework that protects core labor rights (Stone 1999). We
argue that while governments need to keep pushing in the area of better leg-
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islation and enforcement, this formal “hard law” approach alone will not be
enough to make progress in the near term. To improve labor standards, na-
tional governments can develop an activist program to engage employers,
unions, and community groups in a dialogue over labor standards. This will
develop a momentum around private initiatives and help create the climate
for more rapid social and political change. While a “soft law” approach has not
always attracted support from all advocates of labor standards, we view this
role of national governments as the missing link between the current private
initiatives on the one hand and the future “hard law” regimes that are expect-
ed to take shape globally on the other hand.

Moreover, to bridge the North-South divide, it is vitally important to in-
ternalize the labor standards debate at the national level within each country.
This approach would address some of the key problems of making progress
in the past. In many ways, the UN’s Global Compact is a similar idea at the
international level.1 This process, if begun at the global level, could cut across
all industry sectors. The hope behind the Global Compact is that the largest
corporations’ voluntary compliance would lead to a snowball effect in which
other companies, including suppliers, would follow. This expectation is not
entirely unrealistic, if the largest five hundred firms were to comply. These
firms would become eager, in turn, to see that the others comply with similar
standards. It would be in their self-interest as well others’ to see the standards
extended as far and wide as possible.

In our view, at the national level, each government would initiate a pro-
cess similar to the Global Compact at the national level.2 The process could
be initiated at a meeting of business, labor, and government leaders at the
national level. The parties would be charged with developing a set of standards
for firms for both their domestic and international operations. These standards
would establish a “floor” below which the signatories would undertake not to
operate. Given that most of the participating firms may already be above the
floor, it would not be costly for them to agree to a minimum standard. If the
experience of other industry groups is indicative, it would be possible to ar-
rive at a set of standards to which the largest five hundred firms could agree.

The national pattern could be replicated within various industry sectors.
Initially, we see the process involving the largest businesses because they would
have the resources to commit to this process. However, over time it can be
gradually extended in stages to their own suppliers and other smaller firms that
did not participate at the initial stages.

There are several advantages of repeating this process at the national lev-
el. A national-level adoption of core labor standards through a voluntary ef-
fort would cover a much larger segment of the domestic formal sector than
under any other private initiative. The international private efforts can con-
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tinue because they would have synergy with the transnational movement.
Together, they would greatly expand the reach of corporate codes of conduct
as we now know them today.

Furthermore, the activist role of national governments could help move
attention away from the North-South controversies. The unproductive divide
between rich and poor nations would likely abate because all governments
would participate, not just the rich or just the poor ones. When the labor stan-
dards debate becomes more prominent domestically, it is less likely to be seen
as an external imposition by developing countries. If the process is still debat-
able, it would be debated by the labor, management, and government sectors
within each country. Our proposition is that if more countries, both rich and
poor, adopted an activist government role, the process would appear more
equitable to everyone.

The activist process could begin with any of the three actors. However, its
best advocate is the government. By urging for better labor standards, gov-
ernments can appear to be leading the way. National governments can lead
the way for businesses and labor to follow. As more national governments sign
on to this process, it will be easier for additional governments to persuade their
firms and unions to join in the process.

The approach suggested here is not without its problems. A few key issues
need to be addressed here. First, what is necessary to prod national govern-
ments (which have not been too effective at implementing protective labor
legislation) to take on this new activist role? Second, what mechanism or in-
centives can the national government use (beyond moral suasion) to encour-
age large employers to adopt the kinds of standards and practices that we are
suggesting? Third, what mechanisms will there be to ensure that large em-
ployers who agree to adopt these standards are actually practicing them? Fi-
nally, this paper is essentially suggesting a trickle down effect from large em-
ployers to smaller and medium size employers. There are obvious obstacles
to such trickle down processes. Is there a way for governments to encourage
smaller employers to adopt these practices as well?

One option, for a government wanting to be seen as more “activist,” is
perhaps to provide a tax incentive—for example, a percentage reduction of
business or corporate taxes for those firms who adopt and comply with such
practices. This is likely to increase adoption, as the cost of adopting core la-
bor standards may not be as high as the reduction in taxes.

Notes
1. Of the nine principles, two concern human rights, four address labor issues, and the

remaining three relate to environmental issues. The four labor principles are drawn from
the ILO’s Fundamental Principles of Rights at Work. They are the right to freedom of as-
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sociation and the elimination of forced labor, child labor, and discrimination in employment.
The Secretary-General, Kofi Annan, challenged world business leaders to voluntarily sign
the UN’s Global Compact, which requires signatories to comply with the nine principles,
including the four concerning labor (Ruggie 2000; Courchene 2001).

2. This discussion builds on an earlier articulation of this issue in Verma (forthcoming).
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IX. HISPANIC EMPLOYMENT
AND EARNINGS

Out of the Barrio: Do Young
Hispanics Benefit from Residential

Job Training Programs?
Alfonso Flores-Lagunes, Arturo Gonzalez,

and Todd Neumann
University of Arizona

Abstract

A four-year longitudinal study, the National Job Corps Study
(NJCS) was a randomized experiment in which over fifteen thou-
sand Job Corps eligible applicants were randomized into treatment
and control groups. Job Corps was found to have positive impacts
in the weekly earnings of whites and others forty-eight months af-
ter randomization, but not for Hispanics. We argue that one reason
for this finding is that the NJCS did not create comparable treatment
and control groups for Hispanics. Given the failure of randomiza-
tion for Hispanics, we employ non-experimental estimators to ex-
amine the programmatic outcome of Hispanics. Our findings sug-
gest that the lack of programmatic gain is due to the large and
unusual earnings by Hispanic controls.

Introduction

During the late 1990s, the Department of Labor sponsored the National
Job Corps Study (NJCS) to assess the effectiveness and social value of Job
Corps. Eligible Job Corps applicants were assigned to a treatment or control
group, where the former could enroll in Job Corps, and the latter were de-
nied enrollment for thee years. Overall, the NJCS report found that program

Author’s address: University of Arizona, Department of Economics, Tucson, AZ 85721
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participants earned 12 percent more than control-group members during the
forty-eight-month follow-up survey (Burghardt et al. 2001). At the same time,
however, the NJCS revealed that Hispanics that undertook Job Corps train-
ing did not have higher earnings than the Hispanic control group, a finding
that could not be explained by differences in characteristics, education and
training, length of program enrollment, or quality of Job Corps centers.

The objective of this paper is to provide possible explanations to these
findings. In particular, we argue that the NJCS randomization, which was
applied to the whole sample, did not create comparable treatment and con-
trol groups for Hispanics, and thus the Hispanic control group is not a valid
counterfactual to compare the outcomes of Hispanics that completed Job
Corps training. In such a case, non-experimental methods are appropriate for
evaluating the programmatic outcome for Hispanics. When we apply differ-
ent non-experimental estimators to the NJCS data we find smaller estimated
negative effects than the original experimentally estimated impacts for His-
panics, although our estimated effects are still negative and statistically insig-
nificant. We report evidence that the Hispanic control group is not a valid
counterfactual, but we are not able to distinguish the reason why no program-
matic effects are found for Hispanics with the current available data.

Job Corps Program and the National Job Corps Study

The purpose of Job Corps is to provide low-skilled and less-educated young
people with marketable skills to enhance their labor market outcomes by of-
fering academic, vocational, and social skills training in over 115 residential
and training centers. Nearly seventy thousand new students participate every
year at a cost of about $1 billion. Students are selected based on several crite-
ria, including age (between sixteen and twenty-four years old), poverty status,
residence in a disruptive environment such as neighborhoods with low socio-
economic characteristics, not on parole, being a high school dropout or in need
of additional training or education, and citizen or permanent resident (U.S.
Department of Labor 1999; Schochet et al. 2001).

From a national pool of over 80,000 Job Corps–eligible young persons,
15,386 were selected for the National Job Corps Study (NJCS) in the mid-
1990s. The experimental study assigned 61 percent of the selected Job Corps–
eligible young persons to the treatment group and 39 percent were assigned
to the control group. The control group were not permitted to enroll in Job
Corps for three years after randomization, yet they were not prevented from
enrolling in other training programs. In order to assess the effects of Job Corps,
both the control and treatment groups were tracked with a series of interviews
immediately after randomization, with more interviews twelve, thirty, and
forty-eight months after randomization.
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Some Features of the NJCS Data

One of the main reasons why social experiments are employed is the no-
tion that, because of randomization, the treatment and control groups are sta-
tistically identical, and this allows direct comparisons between both groups.
Of the initial intake sample of 15,386, 11,313 members completed the final
forty-eight-month follow-up survey. We include those persons with a complete
baseline survey and who provided income information during the forty-eight-
month follow-up survey in our working sample. A table with the main vari-
ables of interest in this study by ethnic origin and randomization outcome, and
the z-statistic of the test of equality of means within ethnic group are avail-
able from us upon request. Here, we summarize some of the salient features.

Given the opportunity to enroll in Job Corps, 73 percent of those in the
treatment group did so, while a small percentage of the control group, 4.4
percent, also undertook Job Corps services. Tests of difference in means show
that for the whole sample, randomization was successful in producing a com-
parable control group. However, the Hispanic treatment and control groups
show significant differences at baseline in the mean number of children, mean
age of oldest child, and the proportion of them living in a PMSA (this is the
only demographic group with a statistically significant difference in this vari-
able). Also, the Hispanic controls have a unique education and training out-
come that distinguishes them from other groups. First, Hispanic controls with
a high school diploma account for 26.6 percent of all persons who attained a
high school diploma or GED, the highest percentage among all groups. Sec-
ond, while 72.5 percent of Hispanic control group members took some form
of training or education program, a greater percentage of Hispanic control
group members (18 percent) completed a vocational program than of whites
(13.4 percent) and others (15.2 percent).

To consider further differences between the control and treatment group
members, Figures 1 and 2 show the growth in earnings over the sixteen-quarter
period for each of the demographic groups split by individuals receiving and
not receiving any training (including Job Corps), and by whether they were
assigned to the control or treatment group. Within individuals receiving train-
ing (Figures 1A and 2A), whites show higher earnings in all quarters, followed
by Hispanics and others. For some reason, earnings for treated Hispanics in
the treatment group stagnate, while the earnings of those treated in the con-
trol group keep growing over those final quarters. Undoubtedly, this differ-
ence contributes to the negative estimate of the effect of the program.

In Figure 2B, Hispanics in the control group not receiving training show
surprising growth in earnings in the first twelve quarters that allows them to
overtake the level of earnings of whites for a few quarters (Hispanics do not
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earn more than whites in any other subgroup in any other quarter). While the
earnings growth for this Hispanic subgroup also stagnates, the previous high
growth allows them to finish with higher earnings than whites in this subgroup,
and comparable to the earnings of whites who receive training. It is interest-
ing to note that Hispanics show the highest earnings growth within those re-
ceiving training in the treatment group (13.82 percent) and within those re-
ceiving training in the control group (9.24 percent). Additionally, Hispanics
not receiving training in the control group have high earnings growth (8.14
percent), which is significantly higher than the growth of any other group not
receiving training, either in the control or treatment group, by over 1.5 per-
centage points. There is, therefore, some evidence that the Hispanic control
group that does not receive training is somewhat different from whites and
others in the same category.

Insights from Non-experimental Estimators

Since individuals in the control group have access to alternative programs,
and a large number of individuals indeed enrolled in them, we can define the
following two parameters that can be estimated under some assumptions. The
first one is the (average) treatment effect of Job Corps relative to other train-
ing programs available to eligible applicants, known as the effect of the pro-
gram (Heckman et al. 2000). The second parameter is the effect of training
relative to no training at all, called the effect of training (Heckman et al. 2000).

The assumption that the control and treatment groups are comparable is
not valid under certain situations. As the data show, just over 27 percent of
those randomized into training never actually enroll in Job Corps, while slightly
less than 72 percent of those in the control group enroll in substitute train-
ing. It is possible that those that enroll are somehow different than non-en-
rollees. If we are interested in evaluating the effect of training and relax the
assumption that the training inside and outside Job Corps provides the same
mean benefits, then randomization no longer yields comparable treatment and
control groups, and non-experimental methods are necessary to obtain esti-
mates of the benefits of any training. Additionally, as mentioned above, given
that randomization was used for the whole sample and not applied specifical-
ly to the different demographic subgroups, then randomization does not guar-
antee that the treatment and control groups by race are comparable. This
might be particularly true for Hispanics, as they represent the smallest group
(compared to whites and others), and since they are more likely to be geo-
graphically concentrated: 44 percent of Hispanics, in contrast to 35.8 percent
of others and 15.6 percent of whites, live in a PMSA.

As a reference, using an experimental estimator similar to the one em-
ployed in the original NJCS study (which adjusts for enrollment in Job Corps
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by treatment and control group members) shows that the impact on wages in
quarter sixteen on those that completed Job Corps is as follows: treated His-
panics earned a statistically insignificant $15 less per week relative to their
control group, while whites and others earned a statistically significant $46 and
$22 more, respectively (all income is in 1995 dollars). These estimates are sim-
ilar to the ones reported in the NJCS study.

We report in Table 1 the estimated effects of Job Corps and any training
on weekly earnings in quarter sixteen using the following non-experimental es-
timators: differences-in-differences (DID), sample selection (SS), and match-
ing estimator (ME). Given the DID estimates, we infer that the effect of time-
invariant differences in covariates and unobserved traits fails to explain the
observed lack of an effect of Job Corps on Hispanics, while the DID estimates
of the effect of training Hispanics are positive but statistically insignificant.

We employ the widely used sample selection (SS) model by Heckman
(1979), using randomization into the experimental treatment group as an ex-
clusion restriction. A salient feature of the SS results is the evidence of selec-
tion into training based on unobservable characteristics: the selection variable
(λ) is statistically significant in most cases. There is evidence of negative se-
lection for whites and others, suggesting that the unobserved factors that in-
fluence the probability of receiving training are negatively correlated with the
unobserved factors influencing earnings or the probability of working. Inter-
estingly, the results for Hispanics suggest a positive relationship between the
unobservable characteristics in the selection into training equation and those
in the outcome equation. These findings suggest that what motivated Hispanics
to enroll in Job Corps and any training was different from what motivated other
ethnic groups.

The ME we employ is the bias-corrected simple matching estimator of
Abadie and Imbens (2002). This matching estimator is easy to implement, and
has desirable large-sample properties and good finite-sample properties com-
pared to other matching estimators available.1 The ME interestingly shows for
Hispanics that the estimated effect of Job Corps is positive while the effect of
any training is negative, although both are statistically insignificant.

Further Analysis of the Hispanic Subsample

Hispanic Controls versus Non-Hispanic Trained Groups

To address our suspicion that the Hispanic control group might be differ-
ent from the other demographic control groups, we undertake the experiment
of matching individuals in the Hispanic treatment group with individuals in
the control group of a different race. Conversely, we match non-Hispanic in-
dividuals who received training with Hispanic individuals who did not. The
results of this experiment are in the first four columns of Table 2.
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Taken together, these results seem to indicate that Hispanics receiving
training (Job Corps or any type) compare favorably with non-Hispanics not
receiving it, whereas when non-Hispanics receiving training are compared to
Hispanics not receiving it, the previously estimated positive effects shrink
dramatically and sometimes become statistically insignificant. We regard these
results as further supporting evidence for the hypothesis that the Hispanic
subgroup, especially those not receiving any training, is particularly unique in
various unobserved ways that make it a very suspect control group.

Evidence from a Control Group Drawn from the 2000 Census

We further experiment with an alternative control group of Hispanics
constructed from Census 2000 data, again using the ME. Even though we take
particular care in drawing a comparison group with similar characteristics as
the eligible applicants to Job Corps, the use of such a control group is disput-
able. However, it is possible that, if the Hispanic control group members ex-
hibit implausibly high outcomes, the comparison with this more representa-
tive alternative control group should circumvent this problem. The results in
the last two columns of Table 2 show that the estimated effect using the Cen-
sus data as a control group is large and statistically significant. While this sug-
gests that Hispanic individuals in the treatment group are clearly better off
than those in the Census control group, we hesitate to attribute this exclusively
to the effect of training and regard these results as suggestive only.

Some Potential Explanations for the Lack of Programmatic
Effects on Hispanics

We consider two possible explanations to the lack of effects in earnings
of Job Corps and training on Hispanics: sample attrition and geographic mis-
match. Unreported figures of the change in samples for each ethnic group
due to attrition reveal that the change in sample sizes is not uniform across
ethnic groups: whites and others have a dropoff in sample size of between
16.9 to 18.5 percent, while for Hispanics the decline is 21.5 percent. The
other overall pattern is that the reduction in sample size is greatest with
program-group members, 22.5 versus 18.7 percent for control-group mem-
bers, respectively.

A consistent pattern with the Hispanic sample is the extent to which they
reside in large cities. Among the non-treated, 47.7 percent of Hispanics, 35.8
of others, and 14.3 percent of whites reside in a PMSA. This characteristic may
play a significant role in the findings above. Heckman, Ichimura, Smith, and
Todd (1998) stress the importance of comparing individuals in the same geo-
graphic locations to control for potential differences in the local labor mar-
kets. We believe this is a potentially important factor to control for given the
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documented differences in the Hispanic subpopulations. In an unreported
table available upon request, we demonstrate that treated Hispanics living in
PMSAs average $36.3 less per week than non-treated Hispanics. This effect
exists only among Hispanics, as treated and non-treated whites and others have
statistically equal earnings in PMSAs. We are in the process of obtaining the
restricted-use data to address its potential effect in the estimated impacts.

Conclusions

Our findings shed some light on the NCJS study’s results for the Hispanic
subsample. While in many cases the non-experimental estimators we employ
find zero or negative effects of Job Corps for Hispanics, our examination of
the data shows that Hispanics exhibit some unique characteristics, especially
among the nontrained control group. A more detailed analysis of the possible
explanations for this finding will be addressed in the future.

We suspect that the Hispanic control group, especially the untrained, pose
problems when used as a comparison group, and it is this group that is partly
responsible for these outcomes. We find that the programmatic effects of treat-
ed Hispanics improve when compared to non-Hispanics not treated, while the
effects of treated non-Hispanics decrease substantially and sometimes become
insignificant when they are compared to nontreated Hispanics. These results
hold even when including only whites in the non-Hispanic group, who tradi-
tionally have higher earnings than Hispanics.

We also compare treated Hispanics to an ad hoc control group construct-
ed following Job Corps eligibility guidelines from the 2000 Census, finding that
treated Hispanics fare extremely well compared to the Census control group,
which we regard as additional evidence that the Hispanic control group is
somehow odd. We believe that the reason why randomization did not yield
comparable Hispanic treatment and control groups is that it was applied to
the whole sample and not to the different subpopulations of interest, such as
Hispanics. In this respect, this study raises some concerns that policy makers
and social experiments should keep in mind.

Across the estimates we obtain in this paper with different methodologies,
we still find that Job Corps appears to have insignificant effects on Hispanics.
Our ultimate goal, which we have not accomplished here, is to find explana-
tions for this result. It remains possible that Job Corps training for Hispanic
youth is no more effective than substitute training programs. However, in our
view, the most important issue that needs to be considered is the impact that
local labor markets in large metropolitan areas have on Hispanic youth.
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Note
1. Abadie and Imbens (2002) provide some Monte Carlo evidence about the finite-sam-

ple properties of the bias-corrected estimator.
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X. CENTRAL EUROPEAN IR
UPON ENTRY INTO THE EU

Evolution of Social Dialogue
in Poland

Juliusz Gardawski
Warsaw School of Economics

Citizen and social dialogue has a relatively long history in Poland, starting
from quasi-dialogue between Edward Gierek and the Szczecin shipyard work-
ers during the 1970–1971 crisis. Later, there was a big debate between the
Party leadership and the representation of the society in the August of 1980,
and, after seven dark years of martial law, the Round Table talks in 1989. Af-
ter the collapse of authoritarian socialism in 1989, there was a break in dia-
logue at the nation level, which lasted almost three years (1989–1992). This
break was due to the fact that “Solidarity,” a large Polish union, became, for
some time, the one and only master of the situation after the triumphant vic-
tory over authoritarian socialism and the bloodless revolution (Ost 2001, 89).

The concept of social dialogue is understood as the whole of reciprocal
relations between trade unions and employer organizations (autonomic dia-
logue), or between the two social partners and the government (tripartite di-
alogue). Citizen dialogue comprises the government’s forms of communicat-
ing with NGOs (Principles of social dialogue 2002).

The emergence of the Tripartite Commission for Social and Economic
Affairs in Poland was connected with a wave of social conflicts in the early
1990s. During that period, there were many strikes related to, among others,
privatization, that made the government fix the rules for further transforma-
tion of the sector of state-run enterprises. The government assumed that state-
run enterprises were ineffective and ought to be privatized as soon as possi-
ble. This move was resented by various groups of employees. In 1993,
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employees wanted their enterprises to remain state owned (59.1 percent), or
to be converted into employee-owned companies (28.7 percent). Only 10.7
percent consented to the purchase of their enterprise with private capital
(Gardawski and Żukowski 1994, 51). The government recognized the need to
reach a compromise between the aims of economic reform, and the fears and
aspirations of workers. It must be added that “Solidarity” leaders on a plant
level accepted the ideas of privatization of state-run enterprises to a greater
extent than the other groups of employees did.

In this atmosphere, in July of 1992, the government addressed trade unions
and the Confederation of Polish Employers (KPP), the only existing large
employer-organization, with a proposal to hold negotiations on the national
level in order to reach a pact concerning the future of state-run enterprises,
group layoffs, etc. According to the essence of this contract, the principles of
the most important legislative acts governing the situation of state-run enter-
prises and their employees were to be agreed on through negotiations with
social partners. This was in regards to the process and instruments of privati-
zation as well as social issues. From among trade unions, nine organizations
joined the negotiations (“Solidarity,” OPZZ, and seven more minor trade
unions). Negotiating this difficult pact took a relatively short time, a little more
than half a year, and in February of 1993 the pact was signed. When it came
time to sign the pact, however, it turned out that “Solidarity” did not agree to
sign with OPZZ. As a result, the pact was signed three separate times—once
with “Solidarity,” once with OPZZ, and once with the seven other participat-
ing trade unions. Looking back, this pact is seen as a big achievement of the
social dialogue in Poland. However, it must be remembered that this pact was
a case of bipartite negotiations between the government and state-run enter-
prise managers subordinate to the government, with members of KPP on one
side and trade unions representing employees on the other side. According
to those who participated in these negotiations, they were characterized by a
relatively high level of professionalism. It is thought today that this profession-
alism is what prevented the negotiations from being excessively influenced by
politics.

The Tripartite Commission for Social and Economic Affairs was to be a
consultative body, and its decisions were to be non-binding guidelines for fu-
ture actions. In accordance with the primary regulations from 1994, the Com-
mission was to monitor the economic processes, assess the mechanisms applied
in social-economic policy, and formulate opinions and conclusions to be applied
in various aspects of the State policy. Researchers studying the activities of the
Tripartite Commission have, however, pointed out that despite the fact that the
Commission and its members could not force the government to do anything
and that the group of social partners present was not representative enough,
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subsequent governments tried very hard to obtain the Commission’s acceptance
of their decisions in order to give them social legitimacy.

According to analysts, the main problem with the Tripartite Commission
at this stage was that it was not really representative, especially of private sec-
tor employers. The Tripartite Commission was not representative for three
reasons: no representatives of local structures were present, the trade unions
and employer organizations included in the Commission did not represent the
full spectrum of employees’ and employers’ interests, and the trade union and
employer representations within the Commission were unable to effectively
influence the behavior of the groups they represented.

The political climate changed at the end of 1996. Kazimierz Frieske, who
studied the activities of the Commission at the end of the 1990s and sat in on
its sessions, claims that at this time the unions remained the political base of
both the governing coalition and of its political opponents. Thus, the Tripar-
tite Commission became an element of the political system (Frieske and
Machol-Zajda 1999)—the union organization that was part of the governing
coalition at any given moment did not take the opinions of the other trade
unions in the Tripartite Commission into account. This induced the other
unions to leave the Commission, making the Commission’s work difficult or
even impossible. “Solidarity” and OPZZ periodically shifted between the rul-
ing coalition and the opposition, and these periodic shifts often paralyzed the
activities of the Commission.

Despite the lack of agreement, the Commission and its teams continued.
Trade union leaders when asked (at the time the Commission’s activity was
stopped) whether it was worthwhile to participate in the sessions, answered
that it was more important to participate in the legislative process than to reach
agreements. Draft acts prepared by the government, provided that they con-
cerned broadly understood issues related to employees, were discussed at the
Tripartite Commission sessions, and any given party could have a bigger im-
pact on these drafts there than in the usual course of consulting social part-
ners. On the other hand, the work on the draft Act on the Tripartite Commis-
sion was especially intense. All the partners wanted to strengthen the
institution by regulating its activity by an Act of Parliament (unlike the present
situation when it was regulated by the resolution of the Council of Ministers).
Two issues were addressed in order to resolve the disagreement over this Act—
the criterion of representativeness of the partners and the mitigation of the
requirement, according to which rendering opinions required the consent of
all the organizations participating in the Commission. Finally, two similar drafts
were prepared: one by the government and the other by the members of Par-
liament. The Parliament passed the Act on the Tripartite Commission on July
6, 2001.
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To sum up, the period 1994–2001 can be divided into two periods: 1994–
1997, when the Tripartite Commission turned out to be an active institution,
able to unanimously fix the level of economic indices. These positive years of
activity were related to Jerzy Bączkowski—deputy minister and subsequent-
ly minister—who chaired the Commission. He treated the work of the Com-
mission as a social mission, and the partners felt that they were participating
in an institution important for social order and system transformation. The
death of Mr. Bączkowski coincided with an increasing influence of politics on
the work of the Commission. It ceased to be a place of social dialogue where
opinions were rendered, and instead became a forum where political and ideo-
logical disputes took place. This dispute separated left-wing OPZZ—connected
to the “post-communist” Democratic Left Alliance—from right-wing “Solidar-
ity.” It was this experience of dispute that Barbara Gąciarz and Wlodzimierz
Pańków (2001) based their extremely critical dialogue assessment on. They
enumerated, inter alia, the following causes of weakening social dialogue af-
ter 1996: voluntarism of the State authorities in the process of carrying out
system and branch reforms, subordinating the trade union activities to the main
political forces, lack of maturity and organizational underdevelopment of
employer representations, weak institutionalization, personalization (excessive
participation of individual representatives instead of institutional ones), the
phenomenon of the dialogue being only apparent, making the dialogue ideo-
logical, narrowing the dialogue to secondary issues, and the lack of backroom
experts and intellectuals.

New Situation from 2001 Onwards

Four events that took place in 2001 significantly influenced the situation
of the Tripartite Commission. The first was the termination of the trade unions’
active involvement in political issues, which raised hopes for their increased
identification with the activities of the Commission. After the last parliamen-
tary elections (September 2001), trade unions no longer have representatives
in parliament (there are nineteen trade unionists from OPZZ who are mem-
bers of parliament, but they do not act as a separate group and do not repre-
sent trade unions’ interest).

Trade union involvement in politics did not yield the expected results—it
prevented neither the weakening of the trade unions nor the deterioration of
the working conditions of employees. The phenomena of weakening trade
unions have been examined since the mid-1990s (Gardawski et al. 1998; Gar-
dawski 2001). In my opinion, the reason trade unions in Poland became weak
was not only their involvement in politics but also the specific problem of
“pluralism creating conflicts,” which emerged due to a number of factors
(Gardawski 2003). Moreover, trade unions found that the erosion of the trade
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union movement in Poland was mainly due to the subordination of their in-
terests to those of political parties. Some “Solidarity” leaders were especially
aware of this. Before the 2001 elections, both “Solidarity” and OPZZ an-
nounced that they would change their methods of exerting influence on po-
litical issues. This naturally pushed the trade union organizations towards uti-
lizing the Tripartite Commission.

The new Act introduced a criterion of representativeness to the partners
and made it difficult to prevent new participants from joining the Tripartite
Commission. It also extended social dialogue by enabling it on the voivodship
level.

Another change was the acceptance of the post of the Labor Minister and
the chairman of the Tripartite Commission by Professor Jerzy Hausner, an
excellent negotiator. Professor Hausner had in the past been involved in in-
troducing new pension schemes and was also a theoretician of social dialogue.
Undoubtedly, he is a champion of developing social dialogue, but on various
occasions he has said that dialogue may make governing the country more
difficult (Hausner 1995). From the very beginning, Hausner has been seen
as a strong participant in the dialogue who in some situations has been able
to make his opinion heard. The personality of the chairman has always had a
great impact on the functionality of this social dialogue, and this continues to
be the case at present.

Finally, very serious budget problems are the last important fact influenc-
ing the functioning of social dialogue; these problems have caused the gov-
ernment to look for ways to cut social funds.

Starting Point of the New Tripartite Commission

The new legal situation of the Tripartite Commission entailed very impor-
tant changes. Introducing the criterion of representativeness (three hundred
thousand members in the case of trade unions, or that number of employees
in the case of employer organizations) opened doors for possible new social
partners. Three organizations grouping private employers, the Polish Confed-
eration of Private Employers (PKPP), the Business Center Club (BCC), and
the Polish Craft Association (ZRP), aspired to participate in the Commission.
A newly organized trade union federation—“Trade Unions Forum” (Forum)—
also had the same aspirations. The Forum was based on some small trade
unions who participated in the former Tripartite Commission but were de-
prived of the right to participate independently due to a small number of
members. Those trade unions joined with other small trade unions (some of
them belonged to OPZZ in the 1990s) to gain access to the Commission.

I want to stress, however, that the addition of new participants to the Com-
mission exposed some limitations about the way the Commission worked in
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particular and about Polish social dialogue in general. Before 2001, when some
employer organizations wanted to participate in the Commission, their appli-
cations were turned down and a reference to the future Act was made (they
were told “you will participate, after the new Act has come into force and the
representativeness criteria have been fixed”). It must be added, however, that
in accordance with the resolution of the Council of Ministers from 1994 it
would have been possible for these employer organizations to participate in
the Commission provided that all the existing members agreed to it. KPP
closed the doors for PKPP. When the Act came into force, the old social part-
ners, except for “Solidarity,” were in fact opposed to the idea of enlarging the
Commission (despite their previous promises). Moreover, when the PKPP
proved its representativeness in court and became a member of the Commis-
sion, it tried to block the access of the next candidate, the Business Center
Club (BCC). A similar case occurred when OPZZ tried to deny Forum access
to the Commission by using methods that were not fair. OPZZ leaders even
managed to have the Act amended. These activities indicated that unfavor-
able phenomena—such as the instrumentality examined before—persisted on
the Commission; from the point of view of particular partners, participation
in the dialogue was related only to their own, narrowly understood interest,
and agreements between partners were only a tactic (“exchange of favors”).
If trade union activists came to terms with employers, as a rule they did so only
to obtain some concessions from the government. There were very few excep-
tions. Participation in the Commission makes the organization more attrac-
tive, as it enables it to lobby the interests of their own members more effec-
tively. Moreover, it ensures access to the highest levels of the executive power
and allows an organization to realize the interests of its own constituency as
well as those of the elite running the organization—and last but not the least,
individual interests of those participating in the Commission. All in all, a strong
will to monopolize participation in the Commission may be viewed as a lack
of readiness for a wide social dialogue.

This short summary of social attitudes towards organizations may be com-
pleted by two optimistic facts for the dialogue. Firstly, according to CBOS
surveys, most adult Poles found trade unions weak, but more than a half of
the inhabitants of Poland believe that trade unions should have a bigger im-
pact on governing the country (e.g., in 2001, some 65 percent of people asked
gave this answer). Secondly, approximately 70 percent of the citizens of Po-
land declared constantly in the period 1994–2001 that all important decisions
should be jointly considered by the government, trade unions, and employ-
ers (Gąciarz and Pańków 2001, 9). The CBOS studies from 2003 mentioned
above found that the term “Tripartite Commission” evokes decidedly positive
associations, although little was known about its activity.
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Social Partners

The main problem with employer organizations is the complexity of inter-
ests they represent. On the one hand they want to be—and in reality very often
are—representatives of big environments of entrepreneurs. Assuming this
role, in the present situation they are becoming a natural ally of the govern-
ment side because they advocate cutting public expenses and reform of the
State finances. They are ready to look for savings in public expenses; they are
elaborating appropriate plans and proposals. At the same time, they are aim-
ing at cutting taxes for entrepreneurs, arguing that such a cut will increase the
chances for quicker economic growth. Here, they are also backed by the gov-
ernment, which shares their reasoning.

On the other hand employer organizations are lobbying groups. Their
existence depends on entrepreneurs (especially big ones) who expect protec-
tion of their group interests. This is why sometimes when an employer orga-
nization starts lobbying, it obstructs solutions of the Tripartite Commission that
are unfavorable for a capital group or a branch of industry.

It seems that the most important and difficult challenge for the employer
organizations is keeping the shaky balance between a given segment of the
employer class and lobbying or even lobbying concerning big, individual com-
panies. Long term social dialogue requires that this balance is kept and lob-
bying is conducted in compliance with some rules.

The situation of trade unions is generally even more difficult than that of
employer organizations. As Jonathan Stein wrote referring to Claus Offe: “the
impact of neocorporatist depoliticization is asymmetrical with respect to dif-
ferent types of organized interest. By inducing working-class organizations to
moderate their demands and behave more ‘responsibly,’ neocorporatism re-
strains union power far more than is the case of employers associations, whose
power does not reside in organization” (Stein 2001, 68; Offe 1981).

The situation of trade unions in Poland is additionally complicated due to
the fact that the government must stimulate economic growth, which entails
some social costs to be incurred by the working class. It is a question of limit-
ing social funds and supporting employers’ aspirations for the government.
Employers want to achieve some deregulation of labor relations by introduc-
ing flexible forms of employment, etc. This goal is the reason the trade unions
participating in the Tripartite Commission (especially “Solidarity”) are in a very
delicate situation.

In respect to the government side, it must be said that the chairman of the
Tripartite Commission, Minister Jerzy Hausner, initially headed the Ministry
of Labor and subsequently took the post of the Labor and Economy Minister
(after the Ministry of Labor was merged with the Ministry of Economy), as
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well as the post of the deputy Prime Minister. The scope of his duties encom-
passes all socioeconomic problems of Poland. This position enabled him a
comprehensive management on all issues, entering into the Commission scope
of work. He gave the Tripartite Commission his own style of work. Taking into
account the complex budget situation of Poland and the necessity of reviving
the economy, he proposed social partners to reach a new social pact. Negoti-
ations lasted almost all of the year 2003. Although the intended aim has not
been reached so far, a new form of dialogue was shaped while working on this
issue.

From “Pact” to “Agreement”

In February 2003, the Minister of Labor proposed a draft “Pact for Labor
and Development” to representatives of trade unions and employers at a ses-
sion of the Tripartite Commission. The aim was to come up with a complex
solution to address many of the problems currently facing the country. Nego-
tiations commenced over a comprehensive agreement involving all Tripartite
Commission participants. The chair of “Solidarity” signed a preliminary dec-
laration of willingness to commence negotiations, without first consulting the
“Solidarity’s” National Commission (KK “Solidarity”). This move brought sharp
criticism from the KK “Solidarity,” and the chair was forced to abandon the
negotiations. “Solidarity’s” withdrawal was apparently related to its general
antipathy towards the current left-wing coalition. “Solidarity” was not con-
vinced as to the government’s motivations and intentions, and it was reluctant
to offer it any legitimacy by agreeing to a “Pact” with its representatives. A
major role in this development was also, it appears, played by internal divi-
sions within “Solidarity” and the weakness of its leadership. However, through-
out this turbulent period, “Solidarity” continued its involvement in the other
work of the Tripartite Commission and in its “problem teams,” declaring that
it supported social dialogue as such and did not want to leave the Commis-
sion.

The government, the employer organizations, and the two other trade
unions represented on the Commission—OPZZ and Forum—were still all
interested in negotiating the basic social and economic issues falling within
the ambit of the proposed Pact. Accordingly, it was proposed that, rather than
discussing a pact, work should be focused instead on a “Social Agreement”
whose scope coincided exactly with that of the former proposed pact. After
this semantic adjustment, NSZZ “Solidarity” agreed to join the negotiations,
which duly commenced in May 2003 and were pursued intensively for sever-
al months.

On September 2003, two trade unions (OPZZ and Forum) and all the
employer organizations reached an agreement. This agreement was accept-
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ed by the government and was considered an important foundation for a full-
er social agreement in the future. Under the September agreement, the trade
unions involved acceded to a proposal from the employer organizations where-
by private enterprise owners should be taxed at a flat rate of 19 percent (rath-
er than progressively) while employees would continue to pay taxes on the pro-
gressive scale of 19 percent, 30 percent, and 40 percent. This tax reduction
marks a very important development for the small and medium-sized enter-
prise (SME) sector. In exchange for their agreement to this solution, the unions
insisted on two important concessions—an increase in the minimum wage and
a wage increase for the public sector exceeding the inflation rate. NSZZ “Sol-
idarity,” however, did not sign this agreement.

KK “Solidarity,” although it has not announced this decision in public, has
decided that it will reduce its involvement in work of the Tripartite Commis-
sion to a bare minimum without actually leaving it. NSZZ “Solidarity” gave
some direct reasons for its refusal to sign the preliminary agreement and for
its withdrawal from negotiations over other issues covered by the envisaged
“Social Agreement.” The most important fact, however, was a new strike threat
in the country (partly directed by “Solidarity” itself), and it was not a good
moment for this trade union to sign an agreement within the Tripartite Com-
mission. For the first time in those negotiations, there appeared a sharp dis-
tance between “Solidarity” on the one hand and all the other partners on the
other hand. Moreover the attitude presented by “Solidarity” was very difficult
for the government to accept: it wants to use privileges from sitting in on the
Tripartite Commission, but it also wants to retain the right to organize strikes
and it does not accept any limitations in this matter. It was an important lim-
itation of the principles of social dialogue and also of the Act on the Tripartite
Commission from June 2001, which aims at the “aspiration to achieve and
keeping social peace.”

The attitude presented by “Solidarity” created a dilemma for the govern-
ment and the social partners. It was an important challenge for the government:
should negotiations go on in the name of social dialogue, which is of the utmost
value, when one of the trade unions uses direct strike pressure? It questions the
very idea of social dialogue. The other trade unions and employer organizations
were faced with an equally important challenge. According to some signals from
high government officials, the government would not get involved in dialogue
under strike blackmail. The government would not breach the Act on the Tri-
partite Commission, but it would give it as little attention as possible.

During the next two months talks were held, but when the accepted time
period finished it turned out that it was not possible to sign the “agreement”
because “Solidarity” did not accept it. In December 2003, a plenary session
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of the Tripartite Commission was held during which Minister Jerzy Hausner
officially declared the failure of negotiations concerning the “Social Agree-
ment.” Hausner indicated that “Solidarity” was the organization that was to
the greatest extent responsible for the failure of negotiations: “social dialogue
held within the Tripartite Commission continues and yields some effects, but
it can be easily seen that some organizations represented in the Commission
put more energy in protests than in negotiations. When the idea of the social
pact was turned down due to the attitude of ‘Solidarity,’ I said on behalf of the
government that eventually some decisions will have to be taken, and a choice
between protests and talks, the street and dialogue be made. But in the past
months we were practically ‘between’—on the one hand we held talks, on the
other hand new demonstrations and strikes were being prepared.”

“Solidarity” leaders, in turn, on various occasions explained why they re-
sented signing the Agreement with the government. Their complaints boil
down to one thing: they do not have enough trust in the government because
they think that the government does not control the situation in the country
to a satisfactory degree and is manipulated by informal groups that do harm
to the Polish working class. Moreover, they believe that the government has
chosen a policy that is too liberal and represents employers’ interests. The
apparently leftist character of this government is underlined. However, this
does not change the fact that “Solidarity” still wants to use privileges it has
because of participating in the Commission (for example, lobbying for some
industrial centers).

For the first time in the ten-year history of the Tripartite Commission, there
is a relatively constant, institutionalized dialogue between trade unions and
employer organizations (real autonomous bipartite dialogue). The strategy
taken by “Solidarity”—avoiding binding agreement, negotiating minor issues,
and directing strikes—was not accepted by the other trade unions. Moreover,
social partners realized the dilemma: real dialogue and using its privileges or
formal dialogue that will yield very little. Partners also realized that they were
able to talk to each other, reach compromises, and come to relatively impor-
tant agreements. They realized that in the case of the institutionalization of
such a dialogue, the government side would be willing to back proposals, as
long as they did not weaken the financial situation of the country (obviously).

Thus, the ambitious plan advocated by Minister Hausner did not lead to
the intended purpose, which was to sign the “great” Pact, nor did it result in
a “Social Agreement.” It did, however, create opportunity for solid institution-
alization of two-sided social dialogue. This, in turn, may create opportunity
to complete the parliamentary democracy with a consensus democracy, in
which a greater part of society than now will participate.
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Abstract

This paper presents evidence of both countercyclical and secu-
lar decline in the union membership wage premium in the United
States and the United Kingdom over the last couple of decades. The
premium has fallen for most groups of workers, the main exception
being public sector workers in the United States. By the beginning
of the 21st century, the premium remained substantial in the Unit-
ed States, but there was no premium for many workers in the Unit-
ed Kingdom. Industry, state, and occupation-level analyses for the
United States identify upward as well as downward movement in the
premium characterized by regression to the mean.

Declining union density in the United States and the United Kingdom has
prompted some commentators to wonder whether unions matter anymore.
In particular, there has been speculation that the intensification of competi-
tion since the 1980s, coupled with a diminution of union bargaining strength,
has prevented unions from obtaining the sort of wage premium they have
achieved in the past. It is evident that unions are not as central to the econo-
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my as they used to be, but union decline is not apparent everywhere: many
employers continue to contend with strong unions, raising important questions
about union effects in those sectors.

In his definitive empirical work, H. Gregg Lewis (1986) found that the
overall impact of unions in the U.S. economy was approximately 15 percent
and showed relatively little variation across years—varying between 12 per-
cent and 19 percent between 1967 and 1979. Subsequent work confirmed
constancy of the differential until the 1990s. For example, Hirsch and his co-
authors have produced a series of papers estimating changes in the differen-
tial over time and concluded there has been some decline in the premium in
recent years (Hirsch and Macpherson 2002).

Countercyclical movement in the union wage premium may occur when
unions can protect their members from the downward wage pressures when
workers in general face unfavorable market conditions (Freeman and Med-
off 1984). The length of union contracts relative to nonunion ones might also
mean union wages are less responsive to the cycle. Empirical evidence sug-
gests pro-cyclical movement in union wages in the 1970s (Grant 2001). Look-
ing at a longer time frame through 1999, Bratsberg and Ragan (2002) find clear
evidence of a countercyclical union wage premium. Cost-of-living-adjustment
(COLA) clauses in union contracts that increase union wages in response to
increases in the consumer price level should reduce countercyclical movement
in the premium.

In the United Kingdom there is a growing belief that the union wage pre-
mium may be falling. This fact would be consistent with evidence pointing to
diminishing union influence over pay setting. Evidence indicates a narrowing
in the scope of bargaining (Brown et al. 1998); union pay settlements at the
end of the 1990s were no greater than nonunion settlements (Forth and Mill-
ward 2000) and—even where managers say employees have their pay set
through workplace-level or organization-level collective bargaining—union
representatives and officials are either not involved or are only consulted in a
minority of cases (Millward et al. 2001). And yet unions continue to narrow
pay differentials across gender, ethnicity, health, and occupation (Metcalf et
al. 2001), perhaps suggesting that those unions that have survived are the stron-
ger and, as such, better able to command a wage premium (thus raising the
“batting average” of unions).

The consensus in the earlier literature is that the mean union wage gap
was approximately 10 percent, the gap remaining roughly constant between
1970 and 1995 (Blanchflower 1999). However, while the union effect was
persisting, the premium declined for some workers (Blanchflower 1999). The
picture emerging from research through to 1998 and 1999 is suggestive of a
more widespread decline in the premium. For instance, Machin (2001) finds
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a wage gain for people moving into union jobs in the early 1990s, but this had
disappeared by the late 1990s.

Trends in the Union Wage Premium in the United States

Table 1 presents estimates of the wage gap using separate log hourly earn-
ings equations for each of the years from 1973 to 1981 using the National
Bureau of Economic Research’s (NBER) May Earnings Supplements to the
Current Population Survey (CPS) and for the years since then using data from
the NBER’s Matched Outgoing Rotation Group (MORG) files of the CPS.

TABLE 1
Union Wage Gap Estimates for the United States,

1973–2002 (%)

All Sectors Private Sector

1973 14.1 12.7
1974 14.6 13.8
1975 15.1 14.3
1976 15.5 14.6
1977 19.0 18.3
1978 18.8 18.6
1979 16.6 16.3
1980 17.7 17.0
1981 16.1 16.3
1983 19.5 21.2
1984 20.4 22.4
1985 19.2 21.0
1986 18.8 20.1
1987 18.5 20.0
1988 18.4 19.1
1989 17.8 19.2
1990 17.1 17.6
1991 16.1 16.6
1992 17.9 19.2
1993 18.5 19.6
1994 18.5 18.2
1995 17.4 18.0
1996 17.4 18.4
1997 17.4 17.7
1998 15.8 16.1
1999 16.0 16.9
2000 13.4 14.3
2001 14.1 15.1
2002 16.5 18.6
1973–2002 average 17.1 17.6
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The time series properties of the whole economy and private sector se-
ries are essentially the same. The wage gap averages 17–18 percent over the
period and is similar in size in the private sector as it is in the economy as a
whole. What is notable is the high differential in the early to mid-1980s and a
slight decline thereafter, which gathers pace after 1995, with the series pick-
ing up again as the economy started to turn down in 2000.

Estimating union wage gaps for subgroups of private sector employees
since the mid-1970s we find no group of workers in the private sector sample
has experienced a substantial increase in their union premium. Also, with the
exception of the manual/nonmanual gap, those with the highest premiums in
the 1970s saw the biggest falls, so there has been some convergence in the wage
gaps. Nevertheless, the wage premium is 10 percent or more for most. The
situation is different for public sector workers. Between the two periods 1983
to 1988 and 1996 to 2001, the public sector premium rose from 13.3 percent
to 14.5 percent. Over the same period the private sector premium fell from
21.5 percent to 17 percent.

Industries

We used our data to estimate separate results for forty-four two-digit in-
dustries for 1983 to 1988 and 1996 to 2001. In contrast to the analysis by worker
characteristics, which reveal near universal decline in the premium—at least
in the private sector—we found that the wage gap rose in seventeen indus-
tries and declined in twenty-seven. The decline in the wage gap for the whole
economy is due to the fact that the industries experiencing a decline in their
wage gap make up a higher percentage of all employees than those experienc-
ing a widening gap.

To explore these changes in the private sector industry union wage pre-
mium over time, we ran panel fixed effects estimates (Blanchflower and Bry-
son, forthcoming) estimating the impact of the lagged premium, lagged un-
employment, and a time trend on the level of the industry-level wage premium.
In the unweighted analyses, the lagged premium is positively and significant-
ly associated with the level of the premium the following year indicating re-
gression to the mean. Unemployment and the time trend are not significant.
However, once the regression is weighted by the number of observations in
the industry, the first-stage regression lagged unemployment is positive and
significant, indicating countercyclical movement in the premium; and there
is a negative time trend indicating secular decline in the premium. More de-
tailed analysis of industry-level influences on the premium confirm Bratsberg
and Ragan’s (2002) earlier findings that the unemployment rate, deregulation
in communications, and import penetration in both durables and nondurables
have positive impacts on the premium. However, in contrast to their findings,
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our preferred model specifications indicate no significant impact of COLAs,
inflation, or other industry deregulations.

States

A similar procedure was adopted to estimate state-level premia over time
for the fifty states plus Washington, D.C. Between the periods 1983 to 1988
and 1996 to 2001, the mean state union wage gap fell from 23.4 percent to
17.2 percent. The premium fell in all but five states. Controlling for state fixed
effects with fifty state dummies, we find that with an unweighted regression
the lagged premium is positive and significant, as it was at industry level. Again,
as in the case of industry-level analysis, the effect is apparent when weighting
the regression. The positive, significant effect of lagged state-level unemploy-
ment confirms the countercyclical nature of the premium—the effect is ap-
parent whether the regression is weighted or not. There is also evidence of a
secular decline in the state-level premium but only where the regression is
unweighted.

Occupations

Similar analyses at occupation level show clear evidence of regression to
the mean, with the lagged premium positive and significant, as well as evidence
of a secular decline in the premium. A significant countercyclical effect is
evident when the regression is weighted but not in the unweighted regression.

Trends in the Union Wage Premium in the United Kingdom

Table 2 presents the union membership wage premium over the period
1985 to 2002. Column 1 estimates the premium for the United Kingdom since
1993 using the Labour Force Survey (LFS), while column 2 estimates the
premium for Britain since 1985 using the British Social Attitudes Surveys
(BSAS). Both series are based on standard specifications for each separate year.
In identifying the union effect over time, we make what we think is the rea-
sonable assumption that any bias in our estimates arising through unobserved
heterogeneity is constant over time.

The LFS estimates tend to be above the BSAS estimates, but in both se-
ries there has been a decline in the log hourly union wage premium since 1994
(with the BSAS estimate for 1997 as an outlier). Although the premium re-
mains roughly 10 percent in the 2000 LFS, it falls to a statistically insignifi-
cant 5 percent in BSAS 2000 and falls even further in 2001. However, it re-
covers to a statistically significant 6.4 percent in 2002 as unemployment rises,
further evidence of countercyclical movement in the premium.

When we run LFS analyses for different types of workers, we find that, in
1993, only one group of employees (the highly educated) had a premium well
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below 10 percent. In 2000, all but three out of the seventeen types of work-
ers had a premium below 10 percent. Results are similar when using BSAS
data. In 1993 to 1995, only two types of workers (non-manuals and the highly
qualified) had a union premium of less than 10 percent. By 1999 to 2001, elev-
en types of workers had a premium of less than 10 percent. For five types of
workers (men, younger workers, those in the private sector, non-manuals, and
the highly educated) the membership premium was no longer statistically
significant.

Conclusions

The union membership wage premium has been higher in the United
States than in the United Kingdom in the last couple of decades. In both coun-
tries the premium was untrended in the years up to the mid-1990s, but it has
fallen since then. Much of this is due to countercyclical movement and thus,
as we might expect, the premium rose with unemployment in both countries
in 2001 and 2002 after a number of years of decline. However, we also find
clear evidence in the United States of a secular decline in the premium. Even
so, in 2002, the premium in the U.S. economy was 16.5 percent, just a little
below the 17.1 percent average for the period 1973 to 2002. In the private
sector, the 2002 premium was 1 percentage point above the average of 17.6
percent for the period. In the United Kingdom, on the other hand, there are

TABLE 2
Time-Series Estimates of Union Wage Premium (%),

United Kingdom and Britain

LFS BSAS

1985 3.5
1986 11.1
1987 7.9
1989 6.3
1990 6.3
1991 4.8
1993 14.9 11.4
1994 17.5 13.7
1995 14.6 13.1
1996 14.8 7.3
1997 11.4 17.7
1998 12.2 11.0
1999 10.2 9.5
2000 10.3 5.0
2001 4.4
2002 6.4
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real questions as to whether there is a significant union wage premium for
workers at the beginning of the 21st century.

What are the implications for trade unions? The size of the premium in
the United States might suggest that the benefits of membership, net of dues
and other costs, remain sizeable. So why has density been declining in the
private sector? One possibility is that the premium comes at the cost of union
jobs—evidence for the United States and the United Kingdom shows union-
ized establishments grow at a slower rate than nonunionized establishments.
Unionized companies face greater competition from nonunion employers at
a time when increasing price competitiveness means employers are less able
to pass the costs of the premium on to the consumer. Declining union densi-
ty, by increasing employers’ opportunities to substitute nonunion products for
union products, fueled this process. So too did rising import penetration: if
imports are nonunion goods, regardless of U.S. union density, they increase
the opportunity for nonunion competition. These pressures have increased the
employment price of any union wage premium. A second possibility—not
inconsistent with the first—is that the costs of membership have risen, most
notably through increasing employer opposition to union organizing (Kleiner
2002). That opposition may even be fuelled, in part, by the size of the wage
premium if employers view it as the price tag attached to successful union
organizing campaigns. Either way, it is clear that unions’ relative success in
the bargaining arena is not going to bring about a reversal in union fortunes.
In the United Kingdom, the problem is that unions are struggling to procure
any premium for members. At a time when the new cohort of employers has
turned away from unions (Bryson et al. 2004), raising the costs of employees
joining unions, this dip in the premium means a further reduction in the net
benefits of membership, making it increasingly difficult for unions to recruit
new members.
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Abstract

The year-to-year variability of unskilled workers’ earnings in-
creased over the period from the 1970s to the early 1990s. More-
over, much of the increase in earnings instability occurred in the
1980s, despite the long economic expansion that took place during
the same period. The decline in average job tenure among less-
skilled workers and wage instability (rather than hours instability)
seem to have contributed to these results. The implication is that
recent economic growth has failed to reduce earnings instability and,
consequently, the design of income maintenance policies is better
served by explicitly addressing access to capital markets and tenure
instability (or job retention capacity) among the poor.

Introduction

This paper is concerned with earnings instability among less-skilled work-
ers.1 The study is based on data from the Panel Study of Income Dynamics
(PSID), and examines the dynamics of unskilled workers’ earnings over the
1970s, the 1980s, and the early 1990s by focusing on changes in the covari-
ance structure of earnings. Annual earnings are decomposed into permanent
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and transitory components, and the implied covariances are evaluated over the
period to see if the year-to-year variability of earnings has changed over time.

A study of earnings instability is important for several reasons. First, most
explanations for the changing distribution of income associate the changes with
increases in permanent differentials among individuals such as the increase
in the returns to education. However, changes in the annual variance also come
from increases in the instability of earnings, and the cause of this increase must
be sought in other factors as well. Suggested explanations point to the impor-
tance of institutional factors such as de-unionization. Second, transitory shocks
can be welfare reducing, particularly for individuals with limited access to
capital markets. Zeldes (1989) examined consumption and liquidity constraints
facing a sample of families selected from the PSID and found evidence that
is generally supportive of the notion that individuals are unable to smooth
consumption over the life cycle. Finally, a study of instability informs the de-
sign of income maintenance policies that could be strengthened by programs
to ease access to capital markets as well.

The rest of the paper is divided in the following order. The next section
describes the data. The third section outlines the methods used to construct
the covariance matrix and to estimate the parameters of the model. Results
from the descriptive and parametric analyses of the earnings data are presented
in the fourth section. The roles of job, hours, and wage instability are also
examined in this section, and the conclusions are given in the last section.

Longitudinal Data

In this paper, twenty-four years of survey data from PSID that span the
period from 1970 to 1993 are used to examine the changes in the covariance
structure of unskilled earnings. The study is restricted to a sample of annual
earnings for male household heads, who have reported nonzero earnings, are
between the ages of eighteen and sixty, and whose level of education is not
more than twelve years. The focus on positive and male earnings minimizes
the confounding effects of entry and exit in the labor market on the transito-
ry variance of earnings. Although the PSID provides complete longitudinal
history of earnings, it contains relatively little information on individuals who
are not heads of households, limiting the scope of the sample to only heads of
households. The choice of the entry age to the sample seems to be appropri-
ate for this group of workers because, presumably for individuals who are no
longer going to school, entry to the labor market takes place at an earlier age
than for others.

These restrictions produced a balanced panel of 479 individuals and a to-
tal of 11,496 person-year observations that are used in the construction of the
empirical covariance matrix.2 In line with previous work, all of the analysis is
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conducted using residuals from a first-stage regression of the log of annual
earnings on a quartic in age. All usable data are appropriately deflated to 1992
dollars.3

Econometric Specifications

The aim in this section is to present a parsimonious model for the autoco-
variance structure of earnings. The methods employed to construct and esti-
mate the covariance matrix are those suggested by Abowd and Card (1989).
In the first stage, the parameters β and the residuals yit of the log of earnings
<Y*it>, for the ith individual observed at time t are estimated with OLS, where,

(1) LogY*it = f(Xit, β) + yit, and f (·) is a polynomial in age or experience.

The basis for the decomposition of earnings is the traditional error compo-
nents model. The earnings residuals, yit, are decomposed into an individual
component, α i, and a white noise transitory error term, νit, where

(2) yit = α i + νit.

Under the assumption of uncorrelated error components and serially uncor-
related transitory components,

(3) Var (yit) = σ 2
α + σ 2

ν , and

(4) Cov (yit ,yis) = σ 2
α.

Baker and Solon (1998), among others, have stressed that the simple error
components model above has to be general enough to allow for some patterns
in the earnings data. These patterns include, for example, serially correlated
transitory components that fade within one or two years, a non-mean-revert-
ing permanent component, a heterogeneous growth factor, and time-varying
loading factors that capture the secular trend in the earnings components.

These extensions are well justified in the context of investigating trends
in overall inequality and particularly in analyzing the role of individual heter-
ogeneity in shaping lifetime inequality among individuals in all skill and gen-
der groups. The present study, however, focuses on a less heterogeneous and
smaller group of the population than used in previous analyses and it empha-
sizes the evolution of the transitory variance component of the earnings of
unskilled workers. Furthermore, the restrictions on the sample and the bal-
anced nature of the panel resulted in a limited number of usable data points
for the construction of the empirical covariance matrix. Instead, a stripped-
down version of the models of covariance structures that is capable of account-
ing for the time variation and serial correlation in the variance components is
developed below and used in the rest of the analysis.
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Consider, for example, a model of transitory earnings that follows a low-
order ARMA process and a random individual effect for the permanent com-
ponent, i.e.,

(5) yit = ptα i + ftνit

(6) νit = ρνit–1 + εit

where pt and ft represent, respectively, the scale factors on the permanent and
the transitory components, and the transitory component follows an AR(1)
process with coefficient ρ and innovations that are uncorrelated across time.
The scale factors allow the transitory and permanent components of earnings
to vary over time. Assume also,

(7) E(α i) = E(νit) = E(εit) = 0, and

(8) E(α iνit).

Equations (5) and (6) imply a covariance matrix Φ(b) with typical diagonal el-
ement given by

(9) var(yit) = p2
t σ

2
α + f 2

t(σ
2
ε / (1–ρ2)), and typical off-diagonal element 

 given by

(10) cov(yit , yi, t–k) = pt pt–kσ
2
α + ft ft–k(ρ

kσ 2
ε / (1–ρ2)), t  k, and b is a vector of

the parameters to be estimated. The basic unit of data analysis is a vector of
the individual residuals, denoted ỹi where ỹi = [ ỹi1, ỹi2, . . ., ỹiT]' which has di-
mension equal to the length of each panel, T, ỹit = LogY*it – f (Xit, β̂), and β̂ is
the least squares estimator of β. The empirical covariance matrix Ĉ  is con-
structed as the outer product of these individual vectors,

(11) Ĉ = (1/N)Σ
i
( ỹiỹi),

where N is the total number of units in the data. There are a total of 300 dis-
tinct moments in Ĉ  from the current sample. Following the recommendations
of Altonji and Segal (1996) and the practices of similar studies in this area, the
model parameters are estimated by using the equally weighted minimum dis-
tance (EWMD) estimator.

The Covariance Structure of the Earnings Panel

Descriptive Analysis of Earnings Data

The model in (2) implies that the variances and covariances in the data can
be used to approximate the permanent and transitory variances of earnings.
For example, the difference between the variance and the covariance estima-
tors for each time period, i.e., the difference between the estimates for (3) and
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(4), can be used to estimate the transitory variance. In this case, changes in
the stability of earnings can be approximated by changes in the difference
between the estimated variances and covariances.

These covariances are summarized for different lag orders in Figure 1.
Generally, the variances and covariances tend to rise over time. There is a clear
indication of a growing gap between the variances and the corresponding co-
variances especially during the later years of the sample. Because this gap can
be viewed as an approximate measure of the transitory variance there is graph-
ical evidence that earnings instability has increased during the more recent years
of the sample. Moreover, earnings became more unstable throughout the 1980s
despite the long economic expansion during the decade, exhibiting a marked
departure from the general cyclical trend in those variances.

The covariances from the error components model in (2) can also be cast
in a simple regression framework. The distinct second moment estimates in
Ĉ  are stacked in a vector m and can be viewed as related to a lower dimen-
sional vector of population moments in f(b) through the model m = f(b) + ε,
where ε is a vector of sampling errors and we wish to estimate the parameter
vector b. Assuming for the moment that f(b) is linear in b, the model becomes
m = Xb + ε, where the “explanatory” variables in X consist of an intercept term
and a diagonal dummy variable, D. The diagonal dummy equals 1 if the cor-
responding element in m is a variance (i.e., if it falls on the main diagonal of
C) and 0 if not, thus capturing the difference between the variances and co-
variances. The intercept term is therefore an estimate of the permanent vari-
ance, and the coefficient on D is an estimate of the transitory variance.

Figure 1. Sample Covariances at Selected Lag Lengths. From top line, respectively, are
variances, and covariances at lags 4, 10, and more than 10. The covariances at lag i are cal-
culated by averaging the first i covariances. The vertical difference between variances and
covariances is an approximation of the transitory variances.
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The results of this approximation are in the four columns of Table 1. The
second column shows how the intercept term and the slope coefficients have
trended over time by including a time trend and an interaction between the
time trend and the diagonal dummy. The numbers indicate that the transito-
ry variance trended at 0.0047 per year throughout the sample period.

The last two columns of Table 1 show that the transitory variance declined
over the first sample period and exhibits a large growth in the second period,
indicating once again a marked increase in earnings instability during the ex-
pansionary years of the 1980s.

The “Embellished” Error Components Model

As alluded to above, the simple decompositions above have many limita-
tions. The sample variances and covariances in Table 2, for instance, indicate
the presence of a long declining tail that tends to asymptote, mimicking an
autoregressive process. In this section, time-specific factor loadings are also
included on the permanent and the transitory components of earnings.

The estimation results from equations (5) and (6) are shown in Table 3.
For comparison purposes, Column 2 presents estimates from fitting the earn-
ings dynamics model with no calendar time effects but one with an individual
effect and an AR(1) transitory term. All estimates are significant and there is
evidence of a strong permanent individual component of earnings as well as a
serially correlated transitory component that exhibits a degree of persistence.

Column 3 indicates that the transitory component still exhibits similar
variance but one with a stronger indication of serial correlation. The year-
specific factor loadings are reported in the second and fifth blocks of twenty-
three rows, where, for identification purposes the estimates on p69 and f69 are
set to equal one.

During the pre-1980 period, the factor loadings on the transitory compo-
nent appear to be countercyclical, which is not the case for the post-1980
period. During the pre-1980 expansionary years of 1970 to 1973 and 1975 to

TABLE 1
Descriptive Covariance Regressions: D= Diagonal Dummy, T = Time Trend

Coefficient 1969–92(I) 1969–92(II) 1969–79 1980–92

Intercept 0.18(0.003) 0.27(0.005) 0.28(0.02) 0.33(0.008)
D 0.20(0.012) 0.08(0.02) 0.20(0.03) –0.004(0.019)
T –0.0005(0.00003) –0.0029(0.0006) –0.002(0.0001)
DT 0.0047(0.001) –0.019(0.003) 0.015(0.0021)

R2 Adj. 0.049 0.47 0.85 0.85

Note: Standard errors are in parentheses.
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1980, for example, the estimates on the transitory factor loadings appear to
have consistently declined and become statistically insignificant during most
of the 1975 to 1980 period. The parameter estimates exceed the zero statisti-
cal thresholds only in four out of the eleven years considered. By contrast, the
1982 to 1990 expansion produced a series of statistically significant and rising
estimates on the factor loadings. In other words, estimates of the factor load-
ings trended upward despite the long expansion that took place during the
post-1980 period, suggesting once again a rising instability of low-skilled work-
ers’ earnings during the period that spans the decade of high economic growth.

Although the focus here is on the transitory variance, it is instructive to
note the parameter estimates for the permanent factor. The estimates show
that permanent differentials started to increase in the early 1970s. The increase
in the permanent variance is an indication of increases in within-group ine-

TABLE 2
Pooled Covariances and Correlations
of Log Annual (Residual) Earnings:

1969–92 (by lag order)

Lag Covariance Correlation

0 0.38 1.00
1 0.27 0.72
2 0.24 0.64
3 0.22 0.59
4 0.21 0.56
5 0.19 0.52
6 0.18 0.49
7 0.17 0.46
8 0.16 0.44
9 0.16 0.43
10 0.15 0.41
11 0.15 0.39
12 0.14 0.38
13 0.14 0.38
14 0.14 0.36
15 0.14 0.35
16 0.13 0.34
17 0.13 0.32
18 0.13 0.31
19 0.13 0.30
20 0.13 0.28
21 0.12 0.26
22 0.12 0.23
23 0.12 0.23



TABLE 3
Error Components Models for Log Annual Earnings, Annual Hours, and Hourly Earnings

Annual Earnings Annual Hours Hourly Earnings

Random Effect pt(Random Effect) pt(Random Effect) pt(Random Effect)
Parameter + AR(1) + ftAR(1) + ftAR(1) + ftAR(1)

σ2
a 0.18(0.0059)* 0.14(0.0048)* 0.02(0.007)* 0.109(0.005)*

p69  = 1
p70 0.92(0.0051)* 1.002(0.0068)* 0.93(0.005)*

p71 1.03(0.0050)* 1.15(0.00611)* 1.01(0.004)*

p72 0.95(0.0053)* 1.06(0.0067)* 0.99(0.005)*

p73 0.94(0.0055)* 0.89(0.0082)* 0.97(0.005)*

p74 0.86(0.0059)* 0.92(0.0083)* 0.98(0.0056)*

p75 0.94(0.0055)* 1.22(0.0064)* 1.02(0.0054)*

p76 1.05(0.0056)* 1.17(0.0068)* 1.08(0.0052)*

p77 1.07(0.0058)* 1.02(0.0082)* 1.11(0.0053)*

p78 1.04(0.0061)* 1.22(0.0071)* 1.07(0.0057)*

p79 1.12(0.0061)* 1.21(0.0075)* 1.11(0.0058)*

p80 1.22(0.0061)* 1.15(0.0082)* 1.13(0.0059)*

p81 1.30(0.0062)* 1.37(0.0072)* 1.15(0.006)*

p82 1.37(0.0064)* 1.43(0.0073)* 1.17(0.0062)*

p83 1.55(0.0063)* 1.23(0.0088)* 1.18(0.0065)*

p84 1.60(0.0066)* 1.19(0.0097)* 1.23(0.0067)*

p85 1.56(0.0071)* 1.37(0.0090)* 1.25(0.0070)*

p86 1.54(0.0077)* 1.36(0.0098)* 1.23(0.0076)*

p87 1.57(0.0084)* 1.37(0.0107)* 1.21(0.0085)*

p88 1.62(0.0092)* 1.52(0.0108)* 1.19(0.0096)*

p89 1.46(0.011)* 1.44(0.0131)* 1.17(0.011)*

p90 1.50(0.013)* 1.21(0.019)* 1.22(0.013)*

p91 1.67(0.017)* 1.39(0.0233)* 1.17(0.019)*

ρ 0.53(0.108)* 0.61(0.016)* 0.49(0.03)* 0.63(0.012)*

σ2
ε 0.12(0.0501)* 0.10(0.007)* 0.05(0.005)* 0.077(0.0054)*

p69  = 1
f70 0.81(0.072)* 0.99(.09)* 0.60(0.129)*

f71 0.77(0.074)* 0.97(0.10)* 0.92(0.089)*

f72 0.50(0.105)* 0.68(0.12)* 0.26(0.29)
f73 0.21(0.241) 0.45(0.16)* 0.22(0.34)
f74 –0.02(2.84) 0.67(0.12)* –0.02(3.77)
f75 0.40(0.127)* 0.77(0.11)* 0.25(0.30)
f76 0.05(1.07) 0.51(0.15)* 0.39(0.20)
f77 0.08(0.60) –0.12(0.59) –0.01(6.43)
f78 0.02(2.12) 0.82(0.11)* 0.63(0.123)*

f79 0.004(12.2) 0.72(0.12)* 0.56(0.14)*

f80 –0.02(2.12) 0.0003(26.09) 0.002(40.8)
f81 0.32(0.16)* 0.38(0.19)* 0.44(0.17)*

f82 –0.10(0.48) 0.81(0.11)* 0.61(0.13)*
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TABLE 3 CONT.
Error Components Models for Log Annual Earnings, Annual Hours, and Hourly Earnings

Annual Earnings Annual Hours Hourly Earnings

Random Effect pt(Random Effect) pt(Random Effect) pt(Random Effect)
Parameter + AR(1) + ftAR(1) + ftAR(1) + ftAR(1)

σ2
a 0.18(0.0059)* 0.14(0.0048)* 0.02(0.007)* 0.109(0.005)*

f83 0.56(0.09)* 0.94(0.10)* 0.45(0.17)*

f84 0.34(0.15)* 0.65(0.13)* 0.85(0.09)*

f85 0.25(0.20) 0.48(0.16)* 0.04(1.88)
f86 0.41(0.13)* 0.56(0.14)* 0.11(0.72)
f87 0.31(0.16)* –0.0001(74.73) 0.02(4.39)
f88 0.51(0.10)* 0.66(0.13)* 0.61(0.13)*

f89 0.33(0.16)* 0.14(0.53) 0.21(0.38)
f90 0.30(0.19) 0.30(0.26) 0.55(0.16)*

f91 0.55(0.12)* 0.38(0.23) 1.07(0.09)*

Notes: Estimated models are

(1) Random Effect + AR(1): {     yit = α + νit      } and
νit = ρνit–1 + εit

(2) pt (Random Effect) + ftAR(1): {  yit = ptαi + ftνit  }.
νit = ρνit–1 + εit

The dependent variables for each column are the covariances of Annual Earnings, Annual Hours,
and Hourly Earnings, respectively.

Asymptotic Standard errors are in parentheses.

* Indicates estimates that are statistically significant at the 5 percent level.

quality that precedes overall inequality by several years. From a separate data
set, Katz and Murphy (1992) find that the rise in U.S. within-group inequali-
ty began in 1973, several years before most measures of between-group ine-
quality began to rise. The results from PSID in this paper are therefore con-
sistent with Katz and Murphy’s observations from other samples.

Variations in Annual Hours of Work

To examine relative changes in hours and hourly earnings, annual earn-
ings are decomposed into annual hours and average hourly earnings, and the
covariance structures from the previous sections are imposed separately on
hours and earnings. The dependent variables in these models are now aver-
age annual hours of work and hourly earnings.

The results from fitting the simple descriptive regressions on annual hours
and wages are given in Table 4. All estimates are statistically significant, and
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the estimate on the diagonal dummy indicates that hourly earnings appear to
be more unstable than annual hours. The estimates from fitting the covariance
structures implied by equations (5) and (6) are reported in the last two columns
of Table 3. The estimates on the transitory variance components in Table 3 are
displayed graphically in Figures 2 and 3 for hourly earnings and annual hours,
respectively. The figures indicate that the transitory variance component of
annual hours tends to remain high throughout the sample period. This is es-
pecially true when one considers the recessionary years of the early and mid-

Figure 2. Transitory Variances of Hourly Earnings. Variances are calculated using the re-
gression estimates for the scale parameters, the correlation coefficient, and the variance
estimate for the transitory innovations and are based on equation 9 in the text, i.e.,

Var(νit) = f̂ 2
t  ———

σ̂2
ε

1 –  ρ̂2

TABLE 4
Descriptive Regressions for the Sample Covariances of Log

Annual Hours and Hourly Earnings

Coefficient Annual Hours Hourly Earnings

Intercept 0.03(0.001) 0.14(0.002)
D 0.10(0.004) 0.15(0.009)

adj. R2 0.66 0.50

Note: Standard errors are in parentheses. D = diagonal dummy.
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1970s and the early 1980s. A different picture emerges when we consider the
time profile of transitory variances of hourly earnings. Higher variances become
more frequent, particularly after the late 1970s, suggesting that wage variabil-
ity, as opposed to hours variability, may have been the primary force behind
the post-1980 earnings instability reported in the previous section.

Job Turnover

Another potential explanation for secular changes in transitory variances
is the trend in job turnover rates. Documenting changes in job turnover rates,
however, has become a controversial exercise. Studies based on the PSID and
the Current Population Survey generally yield conflicting evidence on the
trends in job stability. However, there is at least consistent evidence in most
data of increased job turnover among the unskilled during the post-1980 pe-
riod.

To assess the role of job instability, this section compares variance param-
eter estimates for “job stayers,” defined as individuals who stayed with the
present employer for more than the average tenure in the sample, and “job
changers,” those who stayed with their present employer for less than the same
average. The estimates in Table 5 are obtained from running a regression of
the type in Table 1 separately for the two groups.

Figure 3. Transitory Variances of Annual Hours. See Figure 2 for explanations.
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The numbers indicate that while the estimates for the permanent variance
components are virtually identical, the estimate for the transitory variance for
job changers is substantially larger than the same for job stayers. In other
words, while tenure differences, as to be expected, are not important in ex-
plaining permanent differences among workers, the increased tenure insta-
bility of the 1980s and the early 1990s has accounted for part of the correspond-
ing earnings instability of less-skilled workers.

Conclusions

The findings above suggest that earnings became increasingly unstable in
the second half of the sample period. Indeed, instability appears to have di-
minished during the early 1970s, suggesting that declining stability of earn-
ings is presumably caused by changes that may have occurred during the 1980s.
Moreover, periods of economic expansion that occurred during the 1970s tend
to reduce the instability of earnings, consistent with what is expected. By con-
trast, earnings instability trended upward during the 1980s despite one of the
longest peacetime expansions on record.

Studies have suggested that the high growth years of the 1980s failed to
offset the incidence of high poverty unlike similar expansions during the pre-
vious decades. The present study is yet another indication of fundamental

TABLE 5
Regression Estimates of Transitory

and Permanent Variances for the Earnings of
“Job Stayers” (Tenure > Average Tenure) and
“Job Changers” (Tenure < Average Tenure)

Job Stayers

Variable Coefficient

Intercept 0.030(0.0005)
D 0.024(0.002)

adj. R2 0.34

Job Changers

Variable Coefficient

Intercept 0.032(0.0007)
D 0.037(0.002)

adj. R2 0.43

Note: Samples are constructed from the PSID on
the basis of the individual’s reported tenure with
the present employer.
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changes of the low-wage labor market of the 1980s and 1990s that may have
transformed the dynamics of poverty as well as pay instability.

The results in this paper also suggest that tenure instability and limited
access to credit and capital markets are issues that need to be taken into ac-
count in the design of effective income maintenance policies. While the above
findings point to the need for further research to assess the determinants of
instability, they are also suggestive of an important area that seems to have been
overlooked in the design of policies as well as academic research.

Notes
1. Throughout the paper less-skilled workers are defined as individuals with no more than

a high school education.

2. An obvious shortcoming of using a fully balanced panel as in the present paper is the
inability to separate age effects from time effects. The results in this paper should be inter-
preted with this caution in mind. However, if age effects are primarily reflected in annual
hours of work rather than hourly earnings, then separating the variance of annual earnings
into the variances of annual hours and hourly earnings could provide an indirect but impre-
cise means to evaluate age and time effects. As the analysis in the next sections shows, the
instability of hourly earnings mimics that of annual earnings, suggesting that perhaps age
effects were not crucial in explaining the observed patterns in annual earnings instability.

3. Attrition in the PSID has been significant—reaching about 50 percent by 1988. Moffitt
and Gottschalk (1995), among others, noted that the attrition has been mainly related to
observables, and the sample weights have been adjusted to reflect this, considerably mini-
mizing the bias in the selection.
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Abstract

Using data from a nationally representative survey (1998 RE-
PONSE survey), we examine the relationship between unions and
workplace financial performance in the French context. In accor-
dance with the literature based on previous surveys in the United
Kingdom (WIRS) or Australia (AWIRS), the paper uses a subjective
measure of workplace performance provided by the French mana-
gerial respondents. Union presence was found to have no impact on
workplace performance. Furthermore no significant union rent was
evident even when the workplace faced few or no competitors in
their main product market. The earlier U.S. and UK literature found
unions had a negative impact on workplace financial performance.
Our results are quite different and reflect the particular French in-
dustrial relations context. This may be symptomatic of the general
decline in union strength since the early 1970s and the weakness of
collective bargaining at the workplace level in France.

Since the early 1980s, collective bargaining has been experiencing a rapid
development at the workplace level in France. At this level, collective bargain-
ing appears to influence a wide range of workplace outcomes such as employ-
ment, training, and participatory programs. However, at the same time, we can
notice a continuous drop in union membership and a loss of union influence
in France since the 1970s. This paradox is very surprising since a growth of
collective bargaining in the workplace has been accompanied by the growth
of union power in several other countries (Groux 1994). The “union crisis”—
often mentioned in French publications (Mouriaux 1998; Amadieu 1999)—
leads to the question of the union’s impact on workplace performance.
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There currently exists a large body of literature dealing with the impact
of unions on firm performance in the United States and in Great Britain (see
Metcalf [2003] for a recent review). Unfortunately, this question has never
been clearly answered in the French context. To date, little empirical research
has been undertaken on the link between unions and workplace performance
in France. The only existing study using French data has found no association
between union presence and firm financial performance in the automotive
equipment industry (Mathieu-Morvan 2001) while most of the U.S. and British
studies have argued that the presence of unions has a negative impact on es-
tablishment or firm-level financial performance (Hirsch and Addison 1986;
Metcalf 2003).

Extending this perspective to the French context provides an opportuni-
ty to more fully explore the basic question of whether and how unions con-
tribute to the performance of firms. Thus, the purpose of this study is to as-
sess how unions influence the workplace performance in the French context
using a survey that was conducted under the auspices of the French Ministry
of Labor in 1998.

This paper is organized in the following manner: previous research is pre-
sented in the first section, methodology is discussed in the next section, the
third section summarizes the main results, and conclusions and implications
are drawn in the fourth section.

Theoretical Background and Existing Evidence

According to the neoclassical economists, the impact of unions on firm
financial performance stems from their ability to extract rent in the form of
higher wages (Booth 1995). One of the most well established effects of unions
is the ability to increase wages above competitive levels (Lewis 1986). These
high wages can have a detrimental impact on firm profits if unions do not have
any other positive effects to compensate for firms’ higher expenditures on
wages (Hirsch 1991). Union impact on financial performance depends on the
scale of potential rents, which is related to the market structure facing the firm,
and also dependent on firm-specific advantages like R&D or advertising. Firms
with a competitive advantage or those evolving in a less competitive market
are more able to earn monopoly profits. Thus, unions will more easily obtain
higher wages for workers (Hirsch and Addison 1986). Unions’ bargaining
power and, in particular, ability to mobilize workers on wage grievances make
it possible for unions to change wage levels.

Finally, this economic approach is based on the idea that the relationship
between unions and employers is a zero-sum game, in which gains obtained
by one party are the exact compensation of losses suffered by the other party
(Walton and MacKersie 1965). However, there is a theory to indicate that
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union presence can have a positive effect on productivity and this effect would
balance the negative impact of unions on wages. This conceptual framework
is the so-called “two faces” view of unionism (Freeman and Medoff 1984): the
monopoly face and the collective voice/institutional response face. The col-
lective voice and institutional response (CV/IR) model draws on the exit-voice
dichotomy of Hirschman (1970). By providing workers with a means of ex-
pressing discontent at the workplace, unions can reduce the extent to which
resignations and absenteeism lead to a sub-optimal degree of labor turnover.
By presenting unions as an alternative to resignation and apathy, Harvard
scholars deliver an argument in favor of union representation. High labor turn-
over can reduce productivity in a workplace through a direct loss of firm-
specific training. According to Freeman and Medoff (1984), unions can also
enhance productivity by improving communication between workers and
management. The opening of communication channels between management
and workers can result in integrative rather than distributive bargaining.
Unions may provide additional information to a firm about the preferences
of employees, thus permitting the firm to choose a better mix among working
conditions, workplace rules, and wage levels. The opening of these channels
can result in a more satisfied, cooperative, and productive workforce. In ad-
dition, unions may be responsible for a “shock effect.” Unions can induce
managers to alter methods of production and adopt more efficient personnel
policies (Freeman and Medoff 1984).

There have been a number of empirical studies on the relationship be-
tween unions and productivity. Doucouliagos and Laroche (2003) provide a
meta-analysis on seventy-three existing studies on unions and productivity.
Their results suggest that “if all of the available evidence is pooled together,
measures of central tendency indicate a near zero association between unions
and productivity. However, there exist country and industry specific associa-
tions between unions and productivity.” In these conditions, it is theoretically
difficult to predict the impact of unions on firm financial performance. When
unions use their bargaining power in order to obtain higher wages at the ex-
pense of the firm, it reduces profits. However, by giving a voice to the un-
satisfied workers, unions can improve worker motivation and, therefore, im-
prove labor productivity (Freeman and Medoff 1984). Thus, this higher level
of labor productivity may compensate union rents obtained by collective bar-
gaining.

Some of the extensive literature on the impact of union presence on work-
place performance is summarized in Table 1. The summary of the literature
indicates a wide range of financial performance measurements, units of obser-
vation (country, sector, firm, establishment, etc.), and period considered. A large
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majority of Anglo-Saxon studies conclude that unions have negative effects on
financial performance, whatever the methodology adopted. It seems that work-
place economic performance does differ with the market the workplace oper-
ates in, and with the interaction of unions with other employment practices.

Turning to France, there are at least three reasons to believe that the ef-
fectiveness of voice provision by French unions is weak. First, since unions
have a small number of members,1 union activity within the workplace is likely
to be weak. Second, the union voice is fragmented at the workplace level be-
cause of multiple-union representation on site and because each union com-
petes for the same employees with the same preferences and job attributes.
Third, a further concern in France is the incidence of the labor law and pub-
lic policy within the industrial relations system. Incentives for unions to act in
close accord with the needs and preferences of the workers they represent are
weakened further by the law, which states that collective agreements can be
applied at the workplace if only one union signs the agreement, even if this
union represents a minority of workers.

There are good reasons to believe that the effectiveness of the union voice
is weak in many French workplaces, and hence the positive effects of unions
observed in the United States are far less obvious in France. Several empirical
studies in the French context showed that the impact of French unions on pro-
ductivity is weak and that the union wage effect is difficult to assess (Coutrot
1996; Laroche 2002). The only concrete results have come from a recent study
(Mathieu-Morvan 2001), which suggests a nonsignificant effect of unions on
financial performance for workplaces. Moreover, the author found no signifi-
cant union impact was evident even when the establishment faced few or no
competitors in their main product market or when the establishment invested
in R&D. Finally, it appears that these first results in the French context can-
not lead to definitive findings and must be validated otherwise, considering the
nature of the sample and the existence of several methodological limits.

Finally, the main research questions that we wish to address in this study
are:

• Does the presence of unions have an effect (positive or negative) on work-
place performance in France?

• Does the presence of unions have a more pronounced effect on workplace
performance when the workplace faces few or no competitors in its main
product market, as in the U.S. context?
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Methods

Sample and Data Collection

The data used are derived from the 1998 Relations Professionnelles et
Négociations d’Entreprises (REPONSE) Survey,2 a nationally representative
survey of workplaces with twenty or more employees, covering all sectors of
the French economy. This is the second survey in a series; the first was con-
ducted in 1992. Interviews were carried out with the most senior manager
responsible for employee relations in 2,978 French workplaces. The
REPONSE survey collected information from managers and from union rep-
resentatives. This survey contains a lot of information on the establishments,
their organizations, workplace practices, and the environment in which they
operate. The survey gathered objective and perceptual data on union presence
and perceptual indicators of workplace performance. For some measures, such
as workplace performance, respondents were asked to provide their percep-
tions on Likert-type scales. For other measures, such as establishment size,
informants provided factual data.

Measures

Dependent variable. In this study, the unit of analysis was the establish-
ment rather than the firm. Consequently, the use of objective financial mea-
sures of performance was not possible, and we used a qualitative assessment
of workplace performance. While the use of perceptual measures of perfor-
mance is open to criticism, such measures are often the only ones available at
the establishment level and have been used in a large number of other stud-
ies in the United States, United Kingdom (Machin and Stewart 1990, 1996),
or in Australia (Drago and Wooden 1992). Cooke (1992) has argued that the
use of perceptual measures permits the comparison across establishments in
a variety of industries and that informed managers should be able to provide
reasonable approximations of workplace performance within a restricted re-
sponse range. In addition, some research has found measures of perceived
workplace performance to correlate positively with objective measures of firm
performance (Laroche 2002).3 The dependent variable was constructed from
one item assessing respondents’ perceptions of their workplace’s performance
over the past three years relative to that of other establishments in the same
industry. Responses are coded along a five point ordinal scale, from “a lot better
than average” to “a lot below average.”

Table 2 lists the percentage distribution across the relative performance
categories of the workplaces included in the different sectors of the French
economy. A greater percentage of the workplaces reported that their relative
performance was above average than the percentage that reported that their
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performance was below average. Finally, respondents have a tendency to view
their workplace performance as better than average. We can also notice that
there is little difference in the reporting of workplace performance by sector.

Primary independent variables. The major objective of this study was to
examine whether union presence was associated with workplace performance.
In order to test this relationship, different approaches to measuring union
presence were used. Table A1 in the appendix includes information on the
union presence measures included in our empirical models. Although we were
constrained by the questions contained in the REPONSE survey, we sought
to use as wide a variety of union presence indicators as was possible.

In line with U.S. studies, these indicators include especially union pres-
ence and union density. First, we measured union presence using a variable
that captures the presence of a “union delegate” (délégué syndical) at the
workplace (see Table A1). Second, we measured the extensiveness of union-
ization at the establishment. The variable included, labeled union density, is
simply the proportion of the workforce unionized and can be considered as a
proxy of union strength. Aside from variables describing union presence or
union density, numerous variables measuring aspects of union activity within
the workplace were considered as proxies of union voice. First, because of
separate and competing unions in France, an attempt is made to allow for
different stances taken by French unions on workplace performance. A vari-

TABLE 2
Union Presence and Workplace Financial Performance by Sector

A lot Better A lot
better  than than About Below below

average average average average average Total

Whole Economy

All 2.9% 26.3% 51.1% 17.7% 1.8% 2,452
Unionized 2.9% 24.6% 49.9% 19.9% 2.7% 1,497
Nonunionized 3.0% 29.0% 53.1% 14.3% 0.5% 955

Private Sector

All 2.8% 26.9% 51.8% 16.9% 1.6% 2,364
Unionized 2.7% 25.4% 50.8% 18.8% 2.3% 1,415
Nonunionized 3.0% 29.2% 53.2% 14.0% 0.5% 949

Manufacturing Sector

All 2.0% 23.1% 50.9% 22.1% 2.0% 1,010
Unionized 1.8% 21.7% 50.1% 24.0% 2.5% 733
Nonunionized 2.6% 26.7% 53.1% 17.0% 0.7% 277
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able for each representative union is also used and is based on the union’s
majority in the establishment. A second variable, “multiple union,” is based
on whether there are at least two different unions in the workplace.

Control variables. It is important to investigate workplace characteristics
in order to be able to understand the link between unions and performance.
Our models include several control variables to capture other factors that are
related to both union presence and workplace performance.4 Because of dif-
ferences in external and internal environment, we included a dummy variable
that indicates whether the establishment belongs to the public or private sec-
tor. In order to reduce the influence of the size of the workplace and other scale
effects, we included several dichotomous variables to indicate the number of
employees in the workplace. We also include the age of the establishment to
capture any maturation effects. Another control variable that we used was the
existence of a holding. Establishments that are single independent entities will
be less able to capture rents than those that are part of large organizations. The
quality of the industrial relations climate can also be directly correlated with
the workplace performance. Belman (1992, 45) argues that “the relationship
between unions and firm performance may be influenced by the industrial re-
lations climate . . . and the consequent attitudes of labor and management af-
fect firm performance.” A number of additional variables entered the estimates
as control variables such as the percentage of female workers, the percentage
of part-time workers, and if the respondent is an HR manager. The importance
of market power in relation to union effects on workplace performance has al-
ready been made clear. The REPONSE survey includes a range of market status
measures. These include measures of the market share for the main product
or service of the workplace, the geography of the market—local, regional, na-
tional, or international, and whether the current state of the market for the main
product or service is growing, mature, or declining (see Table A1). Identifica-
tion of union effects across these different market conditions is also an element
of the following analysis. Finally, we include sixteen dummy variables repre-
senting industries (NAF 16) to capture any other industry characteristics asso-
ciated with performance perceptions.

Analysis and Results

The workplace financial performance variable is a dichotomous indicator,
hence a binary logit model is used. Logistic regression analysis has been used
previously in the study of union effects by Drago and Wooden (1992). As the
simplest probability model, our binary logit models have only two categories
in the response variable—workplace financial performance is better or a lot
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better than average and workplace financial performance is below or a lot
below average. Finally, significant positive coefficients indicate variables as-
sociated with better financial performance.

The basic results for union presence models are reported in Table 3. The
predictive power of the equations is relatively good.5 Turning to the estimates
parameters and looking first at the non-industrial relations influences on work-

TABLE 3
Union Effects on Workplace Financial Performance

Whole Private Manufacturing
Economy Sector Sector

Union Presence –0.089 (0.5) –0.105 (0.7) –0.169 (0.6)
500 or more employees –0.097 (0.3) –0.181 (0.9) –0.026 (0.0)
Percentage Female 0.013 (0.1) 0.001 (0.0) 0.088 (0.2)
Percentage Part-time –0.092 (0.4) –0.089 (0.4) –0.242 (1.3)
Holding 0.104 (0.7) 0.048 (0.1)
Public Sector –1.029 (6.3)**

Establishment Age: base category is less than 9 years
10–19 years 0.233 (2.6) 0.214 (1.7) 0.071 (0.1)
20 or more years 0.181 (1.5) 0.152 (1.1) –0.130 (0.2)

Respondent is HR Manager –0.163 (1.5) –0.185 (1.8) –0.212 (1.2)
Industrial relations climate 0.357 (4.1)** 0.378 (4.4)** 0.198 (0.6)
HRM Score 0.100 (20.4)*** 0.097 (18.6)*** 0.056 (2.4)

Market Share: base category is 3–24%
Market Share <3% –0.225 (1.8) –0.224 (1.8) –0.321 (1.6)
Market Share 25–49% 0.039 (0.1) 0.054 (0.1) 0.114 (0.3)
Market Share >50% 0.319 (4.3)** 0.362 (5.4)** 0.096 (0.1)

Market Horizon: base category is national market
Local market –0.091 (0.2) –0.111 (0.3) 0.315 (0.3)
Regional market 0.152 (0.7) 0.125 (0.4) –0.101 (0.1)
International market –0.018 (0.0) –0.002 (0.0) –0.079 (0.1)

Value of Sales: base category is stable
Rising 0.759 (32.4)*** 0.763 (31.9)*** 0.723 (11.0)***
Falling –0.042 (0.0) –0.042 (0.1) –0.531 (2.5)

Observations 1,779 1,717 773
–2 Log Likelihood 1,989.78 1,937.89 814.42

Chi-square in parentheses. In all models, 16 industry dummies are included (NAF 16). Full
specifications of this and other models are available from the author.

* Statistically significant at 10% level.

** Statistically significant at 5% level.

*** Statistically significant at 1% level.
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place financial performance, HRM score and a rising value of sales are both
significant at the 1 percent level and positively linked to workplace perfor-
mance (see Table A1). The value of sales result is as expected, while the HRM
score effect is consistent with the argument that HRM practices have a posi-
tive impact on firm performance (Huselid 1995) or that profitable firms are
more willing to implement HRM practices. Also significant (at the 5 percent
level) is the fact that the establishment is in the public sector and that the es-
tablishment’s market share is over 50 percent. The negative effect of being
in the public sector probably reflects the difficulty of assessing performance
in a noncompetitive market, and the positive effect of market share is as pre-
dicted. Since this latter variable indicates high levels of market share, it was
expected to be positively associated with workplace performance. Finally, a
cooperative industrial relations environment would appear to be important for
workplace performance (at the 10 percent level).

The detailed analyses of the impact of unionism on workplace financial
performance across the three sectors are available from the author. The pres-
ence of a union delegate is not associated with the likelihood that an estab-
lishment has a financial performance “a lot better than average” (see Table 3).
This result suggests that the presence of unions in a workplace is not associ-
ated with financial performance.

The distinction between single and multiple unionism is shown to be not
important in explaining the likelihood of having a performance “a lot better
than average.” Once again, this could reflect the absence of links between
unions and workplace performance. In general, the results suggest that union
presence is not associated with perceptions of performance. In each case, a
union presence dummy variable yields a negative, but not significant, co-
efficient. This is in line with the Mathieu-Morvan (2001) analysis of French
industrial relations and suggests that the absence of union effects identified
recently in the automotive equipment industry holds true in other French
industries.

Finally, an additional analysis was undertaken of the impact of unionism
when the establishment faced few or no competitors in their main product
market.6 Again, we find that union presence in conjunction with market share
has no impact on workplace performance, a result that contrasts with that
suggested in previous studies (Karier 1985, 1988; Machin and Stewart 1990,
1996). These results suggest that there is no relationship between unions and
workplace performance even if the product market is in a bad or unpredict-
able state.
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Discussion and Conclusion

Based on a sample of French establishments, this study investigated the
association between union presence and workplace financial performance. Our
results do not support arguments and previous results suggesting that unions
reduce firm profits (Freeman 1983; Voos and Mishel 1986a, 1986b). Howev-
er, these results should be interpreted cautiously, given the limitations inher-
ent in this study. First, the REPONSE data required us to rely on perceptual
measures of workplace performance. The use of perceptual measures of firm
performance is regularly used in research, and results are generally consistent
with the findings of studies that used objective performance measures. Sec-
ond, another limitation is the use of cross-sectional data. Whether unions pre-
dict the workplace performance is a question that could be more conclusive-
ly answered with longitudinal designs. Within the limitations outlined above,
this study supports arguments that French unions had no influence on work-
place financial performance.

Beyond the study of the union impact on the French workplace perfor-
mance, these results invite a reflection on collective bargaining at the work-
place level in France. In the Anglo-Saxon countries and in Northern Europe,
collective agreements fix wage levels, seniority rules, promotions, layoffs, and
more. In France, collective bargaining is more focused on exchanging points
of view with no influence on managerial decisions rather than on obtaining a
contractual agreement between the parties. The weakness of union presence
in the workplace and the existence of multiple unions often lead to a unilater-
al managerial decision. The absence of strong unions that encourage worker
involvement explains the lack of counterproposition. Moreover, it appears that
some managers are tempted to get around some unions while giving the pri-
ority to discussions with more cooperative unions (Andolfatto and Labbé 2000).
Most industrial relations specialists in France agree that the improvement of
collective bargaining is linked to better union recognition. If it seems neces-
sary to reduce government intervention and to encourage the creation of work
rules between unions and employers at the workplace, it is also important to
guarantee all the conditions of a balanced negotiation. Union autonomy in the
workplace is a crucial issue that the actors in French industrial relations must
address.

Notes
1. The unionization rate in France is about 8 percent in the whole economy, with approx-

imately 5 percent unionization in the private sector and 12 percent unionization in the public
sector.
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2. REPONSE is the equivalent of the Workplace Industrial Relations Survey (WIRS) in
Great Britain.

3. Diagnostic tests have indicated that the subjective measure of financial performance
used in the REPONSE survey is a satisfactory indicator of accounting and financial perfor-
mance at the workplace level (Laroche 2002).

4. Details on the method of construction of variables included in the equations are pre-
sented in Table A1 in the appendix.

5. Likelihood ratio statistics indicate that all our models fit the data significantly better
than models with the intercept only.

6. Full specifications for these models are available from the author.
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APPENDIX TABLE 1
Definitions of Variables

Variable name Definition

‘1’ if financial performance of establishment compared with
other establishment in the same industry was better or a
lot better than average; otherwise ‘0.’

‘1’ if at least one “union delegate” at workplace; otherwise ‘0.’
Three dichotomous variables to measure union density at

workplace. One takes the value of ‘1’ for weak density
(otherwise ‘0’), the second takes the value of ‘1’ for
medium density (otherwise ‘0’), and the third takes the
value of ‘1’ for strong density (otherwise ‘0’).

‘1’ if two or more unions at workplace; otherwise ‘0.’
Six dichotomous variables to identify union. One takes the

value of ‘1’ for CGT (otherwise ‘0’), the second takes the
value of ‘1’ for CFDT (otherwise ‘0’), the third takes the
value of ‘1’ for CFTC (otherwise ‘0’), the fourth takes the
value of ‘1’ for CGC (otherwise ‘0’), the fifth takes the
value of ‘1’ for FO (otherwise ‘0’), and the sixth takes the
value of ‘1’ for other unions (otherwise ‘0’).

‘1’ if the establishment employs 500 or more employees;
otherwise ‘0.’ The base category is less than 500
employees.

The percentage of an establishment’s total workforce
defined as female.

The percentage of an establishment’s total workforce
defined as part-time.

‘1’ if the establishment is a part of a holding; otherwise ‘0.’
‘1’ if the establishment is in the public sector; otherwise ‘0.’
Three dichotomous variables to measure the length of time

that the establishment has been operating. One takes the
value ‘1’ for less than 9 years (otherwise ‘0’), the second
takes the value ‘1’ for 10–19 years (otherwise ‘0’), and the
third takes the value ‘1’ for more than 20 years (otherwise
‘0’). The base category (b.c.) is less than 9 years.

Dependent variable
Workplace financial

performance

Independent variables
Union presence
Union density

Multiple union
Unions identity

Establishment size

Percentage female

Percentage part-time

Holding
Public sector
Establishment age



APPENDIX TABLE 1 CONT.
Definitions of Variables

Variable name Definition

Respondent is HR
manager

Industrial relations
climate

HRM score

Market share

Market horizon

Value of sales

‘1’ if respondent is HR manager; otherwise ‘0.’

‘1’ if the establishment has a “good” industrial relations
climate; otherwise ‘0.’ The IR climate is defined as ‘good’
if the respondent considers the relationship between
union and management at the workplace as ‘good.’

This variable was constructed by counting the number of
HRM practices existing in a workplace. It consists of the
following 13 variables: merit increase for workers; merit
increase for managers; performance bonus for workers;
performance bonus for managers; training plan for
workers; training plan for managers; performance
appraisal for workers; performance appraisal for
managers; autonomous work teams; suggestion boxes;
quality circles; project teams; and information sharing.
Values for this variable range from 0 to 13.

Four dichotomous variables to measure the market share.
One takes the value ‘1’ for less than 3% (otherwise ‘0’),
the second takes the value ‘1’ for 3–24% (otherwise ‘0’),
the third takes the value ‘1’ for 25–49% (otherwise ‘0’),
and the fourth takes the value ‘1’ for more than 50%
(otherwise ‘0’). The b.c. is 3–24%.

Four dichotomous variables. One takes the value ‘1’ if the
market for the establishment’s product or service is
primarily local (otherwise ‘0’), the second takes the value
‘1’ for regional market (otherwise ‘0’), the third takes the
value ‘1’ for national market (otherwise ‘0’), and the
fourth takes the value ‘1’ for international market
(otherwise ‘0’). The base category is national.

Three dichotomous variables. One takes the value of ‘1’ for
falling (otherwise ‘0’), the second takes the value of ‘1’ for
stable (otherwise ‘0’), and the third takes the value of ‘1’
for rising. The base category is stable.
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Abstract

To respond to competition emanating from globalization, many
firms have adopted work innovations that are related to human re-
source management (job analysis, employment tests, performance
appraisals, and internal promotions), high performance work systems
(total quality management, quality circles, job rotation, and teams),
training, and employee involvement (information sharing, attitude
surveys, worker-management committees, and grievance proce-
dures) (Huselid 1995; MacDuffie 1995; Osterman 1994; Kaufman
1991). Research has shown that work innovations have a positive
impact on firm performance (Ichniowski et al. 1996). Our objective
is to examine the impacts of the presence of a union on the adop-
tion of work innovations and firm performance as well as the impacts
of work innovations on firm performance. Our data are taken from
a national survey conducted in 1995 in Jamaica. The results of a
structural equation model (SEM) show that unions are neither an
impediment nor an encouragement to work innovations and firm
performance. Our data also show that work innovations are not a
determinant of firm performance. Based on these results, we argue
that unions cannot be demonized for impeding work innovations and
firm performance. Work innovations, in addition, may not have uni-
versal applicability (Osterman 1994).

Author’s address: Department of Management, College of Business Administration, San
Diego State University, 5500 Campanile Drive, San Diego, CA 92182
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Theory and Research

An Orthodox View

Unions are conventionally viewed as a source of inefficiency because they
create a monopoly (Hirsch and Addison 1986). Unions, from an allocative
efficiency perspective, do not allow the market to determine the equilibrium
for the supply of and demand for labor. They impose a wage rate that can re-
sult in the misallocation of resources away from high-quality workers and cap-
ital toward workers who perform at a sub-optimum level. Estimates of efficien-
cy loss are very modest (Harberger 1954; Rees 1963; DeFina 1983). Rees
(1963), for example, estimates that the output loss for 1957 in the United States
was 0.14 percent of the GNP. Such estimates, though, do not include unem-
ployment effects and the cost of creating and maintaining a cartel (Hirsch and
Addison 1986).

In terms of technical efficiency, unions, it is alleged, impose restrictive
practices. Restrictive practices can be imbedded in the “rule book” and can
include the inflexible deployment of workers and the rate of work (Rees 1963;
Flanders 1964). On the face, it seems as though these imbedded restrictions
can lower productivity, but empirical evidence is scarce. Using the number
of pages in a collective agreement as a proxy for restrictions, Ichniowski (1984)
shows that productivity is inversely related to the number of work rules. Hirsch
and Addison (1986) caution that such a lower level of productivity can be
ameliorated if “rules” reduce the likelihood of a strike.

The final argument in favor of the negative impacts of unions relates to
outputs and strikes. An average strike impedes productivity growth by 0.5
percentage point (Maki 1983). Neumann and Reder (1984), however, show
that struck firms substitute production over time and non-struck firms pick
up the slack, thereby reducing the effects of a strike on aggregate outputs.
Without adjusting production substitution, therefore, it is very difficult to
conclude that strikes impede productivity or performance.

H1a: Unionized firms are likely to perform worse than nonunionized firms.

H1b: Unionized firms are likely to have a lower level of work innovations
than nonunionized firms.

An Alternative View

A whole new school of thought has emerged to show the positive impacts
of unions. The exit-voice paradigm provides the foundation for this school of
thought (Hirschman 1970), but it is Freeman and Medoff (1984) who are cred-
ited with popularizing this view. Union-induced improvements can be sum-
marized into the following categories: X-efficiency and shock effects, collec-
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tive voice, and idiosyncratic exchange (Hirsch and Addison 1986). X-efficien-
cy exists in a workplace when capital and labor are not utilized to their full po-
tential (Leibenstein 1966). The motivation of workers and organizational struc-
ture underlie X-efficiency. Unions can provide a source of motivation and can
“shock” management into better organizational structure. The shock effect is
only possible, however, if X-efficiency existed before the union enters into the
picture (Hirsch and Addison 1986).

The concept of collective voice has emerged as the main argument in fa-
vor of union-induced improvements (Freeman 1976; Freeman and Medoff
1984). Workers get entrenched in their jobs and the workplace and this makes
quitting very difficult. They then seek to improve their lives by voicing their
views, which contributes to the prosperity of the firm. Looked at differently,
workers’ job security and livelihood are tied to their work and, as such, they
make decisions that are consistent with the long-term prosperity of the firm.
Voice can lead to autonomy, which can induce productivity. The union collects
the common voice of the workforce, monitors individual effort, and enables
the best utilization of limited resources. These potential gains are entirely
contingent on management’s response to collectivization and the union’s views
on work reorganization (Hirsch and Addison 1986).

Workers who have skills that cannot be easily transferred have an incen-
tive to participate in the governance of the firm (Williamson et al. 1975). One
immediate goal is to make the employment relationship regulated. Instead of
the owner, the union monitors the managers of the firm. Such monitoring can
lead managers to do a better job (Kuhn 1985). This is a very optimistic view
since the union can also use such power to extract rents from the owner of
the firm (Hirsch and Addison 1986).

H1c: Unionized firms are likely to perform better than nonunionized firms.

H1d: Unionized firms are likely to have a higher level of work innovations
than nonunionized firms.

Work Innovations and Firm Performance

Theories of economics have been used to explain a positive relationship
between work innovations and firm performance. From a human capital per-
spective (Becker 1964), investments in knowledge, skills, and abilities will yield
higher productivity and better firm performance (Youndt et al. 1996). Ichniow-
ski et al. (1996) proposed that focusing on work innovations helps to remove
inefficiencies from the workplace and employees then respond with a greater
degree of motivation and job satisfaction, which results in better performance.
It is, however, the resource-based view that has been used the most to explain
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a positive relationship between work innovations and firm performance
(Wright and McMahan 1992). Organizational economists (Ricardo 1817;
Schumpter 1934) have argued that it is the internal resources of an organiza-
tion that form the basis of sustainable competitive advantage. Barney (1991)
argued that the acquisition, development, and retention of human resources
are important sources of competitive advantage. One root cause of such com-
petitive advantage (with respect to work innovations) is inimitability, which is
linked to the concepts of unique historical conditions, causal ambiguity, and
social complexity (Wright et al. 1994). Each organization follows a unique path
to its current state and the development of work innovations, provides its own
explanation for the development of work innovations, and contains the social
relationships that contribute to functionality (Pfeffer 1994). A large body of
evidence supports a positive relationship between work innovations and firm
performance (see Huselid 1995).

H2: Firms with higher levels of work innovations are likely to perform
better than those with lower levels of work innovations.

Methods

The data for this paper are taken from a study designed to measure the
adoption, diffusion, and impacts of work innovations in Jamaica. The study is
the first of its kind to be conducted in that country. Hence, its design and
administration received extensive support. The Workforce Development
Consortium (a body jointly established by the Private Sector Organization of
Jamaica and the Jamaican Confederation of Trade Unions) provided financial
and administrative support. This included convening a group of top human
resource management professionals drawn from the Jamaican Employers
Federation and from academia to constitute an oversight committee to mon-
itor the administration to ensure that the instrument was relevant to the Ja-
maican context and to improve the likely response rate.

Establishments were selected from a master list provided by the Statisti-
cal Institute of Jamaica. The list contained 2,196 establishments. After exclud-
ing not-for-profit and public sector establishments, the result was a sampling
frame of 1,726 establishments. A non-proportional random sample of 562
establishments was selected. Two hundred one usable responses were returned
(the response rate was 36 percent). This high level of response reflects the
strategy to split the questionnaire into two parts. The first part contained ques-
tions that were deemed in the pre-test as “easy to answer” and could be gath-
ered through a mailed survey. Questions with respect to work innovations, on
the other hand, were classified as “difficult to understand.” For these ques-
tions, a trained interviewer conducted the survey.
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In the mailed part of the questionnaire, respondents were asked to report
on firm performance. Seven perceptual measures of firm performance were
gathered (1 = much worse and 5 = much better). Respondents were asked a
slightly modified version of the question used earlier in the United States
National Organizational Survey (Kallenberg and Moody 1996; Delaney and
Huselid 1996): “Compared to other organizations in [NAME SECTOR], how
would you rate [NAME ESTABLISHMENT’S] performance over the last 5
years in terms of [READ LIST].” The “sector” refers to the particular indus-
trial sector in which the business falls, the “establishment” refers to the par-
ticular establishment sampled, and the “list” refers to one of seven dimensions
of firm performance. The seven performance measures are marketing
(MKTPERF), sales (SALPERF), profitability (PROPERF), market-share
(SHRPERF), quality of output (QUAPERF), customer satisfaction
(CUSPERF), and relations between workers and managers (RELPERF). As
can be seen, these outcomes reflect dimensions of the balance scorecard (Kap-
lan and Norton 2001).

The obvious limitation of perceptual measures is their subjectivity. How-
ever, Delaney and Huselid (1996), who also used perceptual measures, pointed
out that it is not unprecedented to use such measures and cite studies that have
found moderate to strong positive correlation between objective and percep-
tual measures of firm performance. The most compelling argument for their
use in our context, however, is the unavailability of an alternative. Even though
the JNSWP included items seeking to measure actual performance, respon-
dents were either unwilling or unable to provide such information. The op-
tion of searching the annual reports of publicly traded “single-establishment”
corporations was foreclosed because of the fact that only a small percentage
of the sampled establishments fell into this category. Finally, in the case of a
number of subsidiaries or branches of larger corporations, no independent data
were available on performance.

Thirteen work innovations are gathered from the literature (MacDuffie
1995; Bassi 1995; Pfeffer 1994; Ichniowski et al. 1995; Lawler et al. 1992;
Arthur 1994; Osterman 1994). In the face-to-face interview, the respondents
were asked to report what percentage of nonmanagerial employees have jobs
that are subject to a formal job analysis process (ANALYSIS); are administered
a formal employment test (besides being required to fill out an application)
prior to hiring (EMPTEST); received formal performance appraisal
(APPRAISE); in non-entry level jobs were recruited from within the organi-
zation (PROMOWITH); participate in Total Quality Management (TQM, ISO
9000, or similar quality oriented programs) (TQM); participate in quality cir-
cles or productivity councils (QC); participate in job enrichment, job enlarge-
ment, or job rotation programs (JOB); participate in autonomous or semi-



LABOR ECONOMICS/LABOR MARKETS AND HUMAN RESOURCES 175

autonomous work teams (TEAMS); are regularly included in information shar-
ing programs (e.g., a newsletter, regular meetings) (INFOSHARE); are
regularly asked to complete attitude surveys (ATTITUDE); participate in con-
sultative or co-decision-making worker-management committees (WM-
COMM); and have access to formal grievance procedure or complaint reso-
lution system (GRIEVANCE). The final innovation, training, is captured by
asking the following question: about how much money was spent on training
during the last twelve month period (TRAIN)?

Unionization is defined and measured as a dummy variable. Respondents
were asked to indicate if their establishment was organized by one or more
trade unions (1 = Yes and 0 = No).

Results

Table 1 shows the mean, standard deviation, and correlation of firm per-
formance and work innovations. Average firm performance is highest for
CUSPERF and lowest for PROPERF. Average adoption of work innovations
was highest for INFOSHARE and lowest for QC. On average, firms spent just
over J$1 million on training. The results show that the seven measures of firm
performance are positively correlated with each other at p < .05. Several of
the work innovations variables are also correlated (e.g., ANALYSIS,
EMPTEST, APPRAISE, TRAIN, TQM, QC, JOB, TEAMS, INFOSHARE,
WMCOMM, and GRIEVANCE). MKTPERF is positively correlated with
ANALYSIS (r = .16, p < .05), TQM (r = .26, p < .05), and ATTITUDE (r =
.20, p < .05). SALPERF is positively correlated with TQM (r = .16, p < .05).
QUAPERF is positively correlated with TQM (r = .17, p < .05). CUSPERF
is positively correlated with TQM (r = .21, p < .05) and QC (r = .19, p < .05),
and negatively correlated with GRIEVANCE (r=-.18, p < .05). Results of
correlation analysis, therefore, show that firm performance is positively relat-
ed to ANALYSIS, ATTITUDE, TQM, and QC.

Table 2 shows results of the ANOVA of firm performance by union status.
Almost 40 percent of the firms were unionized. However, the mean levels of
firm performance for unionized and nonunionized firms are not statistically
different at p < .05. The results of ANOVA, as such, do not support that unions
impede firm performance.

In Table 3, we report the means of the thirteen work innovations by union
status. None of the differences between the unionized and nonunionized firms
is statistically significant at p < .05. ANOVA results, therefore, do not support
the assertion that unions are an impediment to work innovations.

The preceding analyses, however, have two limitations. First, as we have
seen in Table 1, the individual measures of firm performance and work inno-
vations are correlated with each other, sometimes at very high levels. Second,
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in Table 1, we treat work innovations as exogenously determined. To address
these methodological concerns, we estimate a SEM (Byrne 2001). Firm per-
formance is treated as an unobserved variable composed of MKTPERF, SALP-
ERF, PROPERF, SHRPERF, QUAPERF, CUSPERF, and RELPERF. Work
innovations are also considered to be an unobserved variable that is made up
of ANALYSIS, EMPTEST, APPRAISE, PROMOWITH, TRAIN, TQM, QC,
JOB, TEAMS, INFOSHARE, ATTITUDE, WMCOMM, and GRIEVANCE.
Union status is considered as an observed variable. The structural component

TABLE 3
ANOVA of Work Innovations by Union Status

Firm Union Status

Performance No Yes F-Value

ANALYSIS 38.85 41 0.11
EMPTEST 41.72 51.56 2.46
APPRAISE 55.81 61.5 0.8
PROMOWITH 36.54 36.51 0.01
TRAIN 1098594 896432 0.23
TQM 29.01 33.84 0.69
QC 16.48 13.83 0.41
JOB 26.28 24.34 0.15
TEAMS 35.38 31.49 0.48
INFOSHARE 73.62 78.72 0.83
ATTITUDE 25 17.25 2.15
WMCOMM 24.09 20.01 0.71
GRIEVANCE 69.54 69.16 0.01

Note: N = 201.

TABLE 2
ANOVA of Firm Performance by Union Status

Firm Union Status

Performance No Yes F-Value

MKTPERF 4.01 3.79 2
SALPERF 3.78 3.89 0.62
PROPERF 3.34 3.43 0.42
SHRPERF 3.61 3.62 0.01
QUAPERF 4.34 4.24 0.68
CUSPERF 4.32 4.29 0.04
RELPERF 4.26 4.25 0.01

Note: N = 201.
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accounts for the relationship between union status and firm performance,
union status and work innovations, and work innovations and firm perfor-
mance.

The results of the SEM are reported in Figure 1. While the fit of the model
is adequate (χ2 = 320.14, DF = 187, and P = .001), none of the structural co-
efficients (standardized) is statistically significant at p < .05. Results of the
SEM, therefore, show that unions do not impede work innovations and firm
performance. Our results also indicate that work innovations do not determine
firm performance.

Conclusion

None of the hypotheses (H1a, H1b, H1c, H1d, and H2) received support
from the data we collected in Jamaica. We conclude, as such, that unioniza-
tion has no effect on work innovations and firm performance. Neither the
orthodox view (Hirsch and Addison 1986; Harberger 1954; Rees 1963; De-
Fina 1983; Flanders 1964; Ichniowski 1984; Maki 1983; Neumann and Red-
er 1984) nor the emerging view with respect to collective voice (Hirschman
1970; Freeman and Medoff 1984; Hirsch and Addison 1986; Leibenstein 1966;
Freeman 1976; Williamson et al. 1975; Kuhn 1985) is supported by the data
from Jamaica. Work innovations, in addition, do not determine firm perfor-
mance as past research has indicated (Becker 1964; Youndt et al. 1996; Ich-
niowski et al. 1996; Wright and McMahan 1992; Ricardo 1817; Schumpter
1934; Barney 1991; Wright et al. 1994; Pfeffer 1994; Huselid 1995).

The competing effects of a union could be the explanation for our finding
of a statistically insignificant relationship between union status and firm per-
formance and union status and work innovations. However, work innovations

FIGURE 1
Results of the SEM Unionization, Work Innovations, and Firm Performance

X2 = 320.14, DF = 187, P = .001, GFI = .87, and RMSEA = .06

Work 
Innovations.02 (.24) .16 (1.56)

–.01 (–.14)

Unionized
Firms

Firm
Performance
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based on theory and past research should have positively affected firm per-
formance. We offer methodological explanations for the difference. Our mea-
sures of firm performance and work innovations are not exactly the same as
past research. Past research focused on productivity and profitability (e.g.,
Huselid 1995) and selected work innovations (e.g., employee participation
[Osterman 1994]). We used self-reported measures reflecting elements of the
balance scorecard (Kaplan and Norton 2001) and a list of work innovations
based on past research (MacDuffie 1995; Bassi 1995; Pfeffer 1994; Ichniow-
ski et al. 1995; Lawler et al. 1992; Arthur 1994; Osterman 1994). Our analytic
technique, the SEM, is also different from past research. At a minimum, there-
fore, the hypothesized positive relationship between work innovations and firm
performance is not robust across different definitions and specification.

Given the pervasive role of unions in a developing economy (Kuruvilla and
Mundell 1999), it is surprising that unionization would have no impact on work
innovations and firm performance. This is encouraging news for advocates of
unions. Often branded as the bastion of inefficiency and a source of corpo-
rate downfall, we find no evidence of the ill effects of unions on work innova-
tions and firm performance. At worst, they have no effect on the adoption of
work innovations and the performance of the firm. But this is not the final
word. We sincerely hope that our study will inspire more research on the ef-
fects of unionization on work innovations and firm performance in the devel-
oping world. Unions play an important role in the growth of such economies
(Adams et al. 1999). It would be a real loss to relegate unions to the “inefficien-
cy basket” without understanding their real effects on work innovations and
firm performance.
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Abstract

Until the 1997 foreign currency crisis, unions in Korea worked
to increase wages and to improve benefits, because job security was
implicitly guaranteed by the patriarchal culture of Korean firms. Af-
ter the crisis, the firms strongly demanded layoffs to overcome their
financial difficulties by reducing labor costs and increasing labor flex-
ibility. This paper analyzes the unions’ response during the four-
month period right after the crisis. Firms with unions used pseudo-
voluntary retirement programs more frequently than firms without
unions. There was no difference between unionized and nonunion-
ized firms in the use of layoffs, however. Unions influenced the down-
sizing process by participating in decision-making procedures.

Introduction

The foreign currency crisis of November 1997 severely affected the lives
of Koreans, especially those of Korean workers. Before the crisis, while in the
process of negotiation with management, Korean workers demanded higher
wages and better benefits; they did not, as a rule, demand guarantees of job
security because that was already a given. Unfortunately, the crisis fundamen-
tally changed this practice. With the onset of the crisis, firms argued that it was
inevitable to layoff workers to save companies facing serious financial difficul-
ties. To respond to this argument, unions had to have a new strategy to protect
workers’ jobs. Did they have a new strategy prepared shortly after the crisis?
If so, what was it? These are the main issues to be discussed in this paper.

The second question about the unions’ roles during and after the finan-
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cial crisis deals with the process of downsizing. A union might be effective in
managing the downsizing process even though it might not be effective in
preventing layoffs. For example, unionized firms might use alternatives to
avoid layoffs such as reductions in working hours, wage freezes, and “pseu-
do-voluntary retirement (PVR)” with lucrative severance pay.1

A Brief History of Recent Industrial Relations in Korea

Industrial relations in Korea prior to 1987 can be described as “con-
trolled” or as “state corporatism.” In this period of employer-dominated in-
dustrial relations, the labor movement, at least in terms of trade unions, was
extremely limited because of the growth policies of the government. In ad-
dition, social conditions, in which the supply of labor far exceeded the de-
mand, played a significant role. As a consequence, industrial relations de-
veloped in an “employer-dominant and employee-submissive” form (Kim
1999, 3; KOILAF 1998).

Industrial relations in Korea, however, experienced a major change with
the Declaration of Democratization on June 29, 1987. After the “June 29”
declaration, the labor movement was revitalized. For the first time, workers
were granted meaningful rights: to bargain over wages and to strike without
the threat of government oppression (Bognanno 1988). Before 1987, the num-
ber of labor disputes averaged 200 a year; in 1987, the number totaled 3,749.
Because of changes in union organizing, the number of union members leaped
from 1.04 million in 1986 to 1.93 million in 1990 (KOILAF 1998, 5).

During the first half of the 1990s, the industrial relations climate appeared
calm. However, labor-related issues such as the mounting pressure to allow
the unionization of the public sector, the right to collective bargaining for
teachers, and the recognition of the Korean Confederation of Trade Unions
(KCTU) plagued the government. KCTU was the increasingly effective rival
of the Federation of Korean Trade Union’’(FKTU). In May 1996, both the
FKTU and the KCTU were invited, along with business and public interest
representatives, as participants to the Presidential Commission on Industrial
Relations Reform (PCIRR) (Park 1999, 215).

Charged with evaluating Korea’s industrial relations institutions, the
PCIRR recommended that attention be paid to the following major issues: (1)
the organization of “multiple” trade unions should be allowed; (2) unions
should be granted the same rights as the industry to participate in political
action; (3) a tripartite Labor Relations Commission, independent of the Min-
istry of Labor, should be created; and (4) the Labor Standards Act should be
changed. These recommendations were all realized, although the enforcement
of laws regarding the organization of multiple trade unions was postponed. In
addition, a flexible working hours system was installed that reduced employ-
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er overtime payrolls. Finally, employee layoffs were newly enacted and to be
applied in two years of legal delay. In November 1997, everything changed.
Beginning with the Hanbo and Kia bankruptcies, a financial crisis was precip-
itated that led to a sharp downturn in the economy. At that point, the govern-
ment negotiated with the IMF for $58.3 billion in relief funding. Loan condi-
tions included tight macroeconomic policies and structural adjustments, such
as greater labor flexibility, corporate reform, increased transparency, restruc-
turing of the banking industry, and the creation of stronger financial report-
ing systems.

Labor flexibility was considered essential to attract foreign capital, which
was key to easing corporate restructuring and the private sector’s crushing debt
burden. In January 1998, president-elect Kim formed another Tripartite Com-
mission, including representatives of labor, management, and the ruling party
to discuss ways to overcome the crisis. The Commission worked to figure out
a stable solution to the crisis (Haggard 2000, 104). This situation raised ques-
tions about whether the unions’ position against layoffs due to the nationwide
financial crisis was counterproductive or even unpatriotic. Labor representa-
tives grudgingly agreed to accelerate the pace of mass layoffs. In February 1998,
the Labor Standards Act was amended to incorporate this concession.

Job Security in Korean Industrial Relations

As mentioned earlier, job security was not the major issue in Korean in-
dustrial relations until the 1997 crisis. Under the patriarchal culture of Kore-
an firms, job security was a basic condition of employment and was integral
to an “implied” social contract. At banks and big businesses in Korea, where
the Japanese practices of lifetime employment and the seniority system had
been inherited, mass layoff was unthinkable until the financial crisis occurred
(Kim 1999, 14).

Korean cultural practices regarding job security became an issue as eco-
nomic development slowed down in the 1990s. Uh mentioned two employ-
ment security problems from a macroeconomic perspective: frequent labor
turnover among blue collar workers and emerging employment security prob-
lems (Uh 1993, 51). Companies were confronted with aging workers and in-
creasing labor costs because no company-driven retirement system was en-
acted. They tried to solve the problem of aged workers by actively using PVR
with severance pay incentives. The number of workers who voluntarily retired,
however, was far less than expected.

After the crisis, companies strongly demanded massive layoffs. Unions
needed to protect their members from these layoffs but were without experi-
ence. Social consent, however, on overcoming the financial crisis as smoothly
and as quickly as possible was so strong that unions faced constraints against
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moving towards job security independently. Concessions became common in
collective bargaining. To avoid layoffs, unions suggested wage freezes, wage
cuts, working-hour reductions, and hiring freezes.

At the national level, employees aggressively protested against massive
layoffs. On July 20, 1998, the workers at Hyundai Motor Company went on
strike. This dispute was regarded by the Korean labor movement as a defin-
ing moment in the struggle against the restructuring of work by the Korean
government and as an important incident in the struggle to reject layoffs as a
tool to adjust employment (Neary 2000, 1). The strike began when the com-
pany attempted to reduce the workforce by ten thousand. The company
claimed the reduction was a necessary step to avoid global overproduction and
economic difficulties. After a thirty-seven-day strike, the company and the
union agreed to dismiss 277 workers with consolation bonuses and to have over
one thousand workers leave for eighteen months of unpaid vacation, with re-
training provided during the leave.

As seen in Table 1, employment adjustment has become a common prac-
tice since the crisis. Before the crisis, about one third of surveyed firms ad-
justed their employment level (see the first column of the table). This prac-
tice increased sharply in the four-month period right after the crisis and in the
next seven-month period. This means the firms harshly adjusted the employ-
ment levels after the crisis using PVR, layoffs, and other tactics.

The most basic role of the union is to give job opportunity and job protec-
tion (Belous 1989). This role has not been questioned for a long time, although
this role has been weakened over the last couple of decades. For example,
technology workers in Silicon Valley, who have been reluctant to join unions,
were recently unionized even though they knew unions couldn’t prevent lay-
offs with collective bargaining agreements. They instead opted to have their
salaries cut or working hours reduced as an alternative to layoffs (Dash 2001).

Before the crisis, only a small portion of Korean collective agreements
explicitly mentioned the layoff of workers. In 1987, the layoff was an agenda
of labor-management committees only in nine out of fifty-seven collective
agreements (KLI 1989, 139). In 1989, only 48 unions out of the 797 in Korea,
or 6 percent, mentioned that job security was one of the major issues that
unions should focus on in the future while 283 unions, or 47.9 percent, men-
tioned wage increases as a major issue (Park and Park 1990, 169).

Another survey showed that layoff clauses were mentioned in 49 percent
of a sample of 834 collective agreements that covered 824,000 union mem-
bers in April 1989 (Yoon et al. 1990, 112). Most of the contracts, however, did
not specify the difference between disciplinary termination and layoffs caused
by the firm’s bad economic performance. Only 24.4 percent of contracts had
clauses about the union’s involvement in employment adjustment.



186 IRRA 56TH ANNUAL PROCEEDINGS

In December 1996, the conditions for lawful layoffs in the Labor Standards
Act were specified (revised in March 1997), and a period of two years was set
for their implementation. After the financial crisis at the end of 1997, howev-
er, the law was revised again so as to be effective immediately, with broader
scope given to companies planning layoffs. The courts began to interpret trans-
fers, mergers, and acquisitions as urgent management need for layoffs. With

TABLE 1
Sequential Change in Employment Adjustment: 1997–1998

Survey Period

I II III
(1997.1– (1998.1– (1998.4–

Employment Adjustment 1997.11) 1998.3) 1998.10)

Reduction of Working Hours 60 (20.0) 110 (36.7) 199 (56.1)
Reduction of overtime hours 18 (  6.0) 52 (17.3) 82 (23.1)
Reduction of regular working hours 4 (  1.3) 13 (  4.3) 22 (  6.2)
Increase of holidays 27 (  9.0) 29 (  9.7) 58 (16.3)
Increase of paid vacations 41 (13.7) 94 (31.3) 169 (47.6)
Reduction of production schedule 4 (  1.3) 8 (  2.7) 26 (  7.3)
Temporary plant closures — 3 (  1.0) 16 (  4.5)

Reduction in Number of Workers 59 (19.7) 131 (43.7) 247 (69.6)
Replace with temporary workers 7 (  2.3) 15 (  5.0) 56 (15.8)
Recruiting freeze 45 (15.0) 116 (38.7) 199 (56.1)
Reduce temporary workers 11 (  3.7) 38 (12.7) 62 (17.5)
Pseudo-voluntary retirement program 17 (  5.7) 24 (  8.0) 83 (23.4)
Layoffs 21 (  7.0) 52 (17.3) 87 (24.5)

Functional Adjustment 38 (12.7) 73 (24.3) 106 (29.9)
On-leave for training and education 5 (  1.7) 12 (  4.0) 32 (  9.0)
Transfer to other function or location 31 (10.3) 60 (20.0) 83 (23.4)
Transfer to other firms 1 (  0.3)  2 (  0.7) 11 (  3.1)
Transfer to sister companies 7 (  2.3) 13 (  4.3) 31 (  8.7)

Wage Adjustment 32 (10.7) 116 (38.7) 280 (78.9)
Wage freeze 20 (  6.7) 75 (25.0) 217 (61.1)
Wage cut 18 (  6.0) 86 (28.7) 205 (57.7)
Reduction of incentives 1 (  0.3) 10 (  3.3) 42 (11.8)
Changes in pay system — — 168 (47.3)

Number of Firms Adjusting
Employment Level 97 (32.3) 181 (60.3) 304 (85.6)

Number of Firms Surveyed 300 (100.0) 355 (100.0) 355 (100.0)

Unit: Number of firms (percentage).

Source: Choi, K-S, and K-Y Lee. 1998. Surveys on Employment Adjustment. Seoul: KLI.
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the Great Compromise of the Tripartite Committee, unions indirectly accept-
ed layoffs into the Korean industrial relations system.

After the crisis, union actions were not so speedy. In the analysis of the
1998 collective agreement done by the Korean Council of Trade Unions, only
8.5 percent of agreements explicitly mentioned the joint committee on job
security. Fourteen percent of agreements required union consent to layoffs
while twenty-two percent required consultation with unions on layoffs.

In previous studies the union’s role in employment security is framed by
several different arguments. One side argues that the union works to slow
the downsizing process while the other side argues that the union speeds up
the downsizing process because unions in the United States prefer to have
workers laid off rather than have them face any reduction of working hours
(Burgess 1988; Hamermesh 1993; Medoff 1979).2 A study using Korean data
showed that unions were somewhat effective in reducing the ratio of laid-
off workers to the total number of workers, although the effect was not strong
in a statistical sense with 1998 and 1999 data (Lee et al. 2001). Meanwhile,
the other study using 1998–99 data from Kwangju mentioned that the union
was not an effective device to protect workers in the downsizing process
(Kang and Hong 2001, 241). Methods used to respond to employment ad-
justment in Korea include job security clauses in labor contracts and union
consultation rights with management at the labor-management council (Yoon
1996, 42).

Unions, however, may be effective at protecting workers at firm-level ne-
gotiation on layoffs although unions accept the layoffs at the national level.
Unions may protect workers in the process of employment adjustment. For
example, the union may be an effective tool in revealing that the company’s
financial situation makes layoffs avoidable. Firms should persuade the unions
about the necessity of layoffs before they execute them. The union may ask
the firm to run a program of voluntary retirement first. Outplacement pro-
grams and lucrative severance incentives can be another option the union could
offer. Under these circumstances the union has at least tried to do something
for those about to lose their jobs, which is more than what would have been
achieved without the union.

Now, the questions to be answered in the following empirical analysis sec-
tion are whether the union protected the workers from being retired by PVR
and layoffs, and whether the union alleviated the effect of being laid off with
employee support programs, including severance pay, outplacement programs,
and so on.
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Data Description and Empirical Analysis Results

The data used for the empirical analysis was collected in March 1998 by
the Korea Labor Institute. Three hundred companies were surveyed. The
basic statistics for the sample are presented in Table 2.

Among the firms in the sample, 8 percent used PVR between December
1997 and March 1998. Firms with unions used PVR more frequently than
those without unions: 1.9 percent of firms without unions used PVR compared

TABLE 2
Variable Definitions and Means

Mean

No
Variable Definition Total Union Union t-stat P*

ExpProf98 Expected Profits in 1998 (mil. won)** 1,421 284 2,780 2.36 0.02
ExpSal98 Expected Sales in 1998 (mil. won) 47,417 17,046 82,534 3.44 0.00
Profit97 Profits in 1997 (mil. won) 889 412 1,442 0.91 0.36
Sale97 Sales in 1997 (mil. won) 42,776 13,029 76,324 3.90 0.00
PVR Dummy for Pseudo-Voluntary Retirement 0.08 0.019 0.145 4.10 0.00
Layoff Dummy for Layoffs 0.17 0.167 0.179 0.26 0.79
ChanSale Expected Change in Sales 8.30 7.76 8.93 0.16 0.82
ChanProfit Expected Change in Operating Profits 14.40 –45.56 23.81 1.40 0.16
IndDum1 Heavy Manufacturing 0.24 0.2 0.29 1.81 0.07
IndDum2 Light Manufacturing 0.35 0.38 0.31 –1.28 0.20
IndDum3 Electricity, Gas, and Water 0.03 0.03 0.02 –0.62 0.54
IndDum4 Construction 0.07 0.08 0.06 –0.97 0.33
IndDum5 Wholesale, Retail, and Food 0.10 0.12 0.09 –0.75 0.45
IndDum6 Transportation and Communications 0.05 0.06 0.05 –0.38 0.70
IndDum7 Banking and Real Estate 0.07 0.03 0.10 2.49 0.01
IndDum8 Others 0.09 0.10 0.08 –0.42 0.67
SizeD1 Less than 100 0.26 0.45 0.06 –8.74 0.00
SizeD2 Between 100 and 300 0.27 0.35 0.18 –3.36 0.00
SizeD3 Between 300 and 499 0.13 0.08 0.18 2.67 0.01
SizeD4 Between 500 and 999 0.15 0.06 0.24 4.41 0.00
SizeD5 Greater than 999 0.20 0.06 0.34 6.67 0.00
Subcont Dummy for Subcontracting 0.02 0.01 0.03 0.91 0.37
PlantClo Dummy for Plant Closure 0.01 0 0.02 1.80 0.07
ReducLane Dummy for Production Lane Reduction 0.03 0.01 0.05 1.80 0.07
Spinoff Dummy for Spinoff 0.01 0.01 0.01 –0.52 0.60
UnionD Union Dummy 0.48 0 1 — —

Observation 300 155 145 — —

* p-value is based on two-tail test.
** The foreign exchange rate used here is 951 won for a dollar in 1997 and 1,401 won in 1998 (KLI
2001, 139).
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to 14.5 percent of firms with unions. For the same time period, unions did not
make a significant difference in the practice of layoffs. Seventeen percent of
workers were laid off; 16.7 percent of firms without unions and 17.9 percent
of firms with unions used this tactic.

The Unions’ Influence on Selecting Employment Adjustment Methods

To respond to the financial crisis, companies adopted many employment
adjustment methods, from working-hour reduction and wage freezes to PVR
and layoffs. Table 3 shows the distribution of methods used to respond to the
crisis. Paid holidays, wage freezes, wage cuts, and transfers were among the
most common methods used to adjust employment levels. To see the effect
of the unions in selecting employment adjustment methods, a t-test was used.
Paid holidays, full-time training, transfers, and voluntary retirement were used
more frequently in unionized firms than in nonunionized firms.

The first question to determine the union’s role is whether it has an in-
fluence in employment-related issues. Here, we focus on only two methods,
voluntary retirement and layoffs, both of which severely affect workers’ lives.3

Probit analysis is used because the dependent variable is a binary choice vari-
able. To control for the firm’s characteristics, the firm’s financial condition, and
industry, firm size variables are included. Table 4 shows a union’s effect on the
use of PVR by the firm. To control for the effect of restructuring, three mod-

TABLE 3
Employment Adjustment Methods Used to Respond to the Crisis

No
Methods Total Union Union t-test P

Reduction in Overtime Hours 0.17 0.15 0.20 1.18 0.24
Reduction in Working Hours 0.04 0.05 0.04 –0.16 0.87
Alternate Day Off 0.10 0.08 0.12 1.17 0.24
Use of Paid Holidays 0.31 0.26 0.37 2.14 0.03
Temporary Company Closing 0.03 0.02 0.03 0.81 0.42
Temporary Leave 0.01 0.01 0.01 –0.52 0.60
Change in Wage System 0.03 0.04 0.03 –0.53 0.59
Wage Freeze 0.25 0.26 0.23 –0.60 0.55
Wage Cut 0.29 0.30 0.27 –0.65 0.51
Use of Temporary Workers 0.05 0.05 0.06 0.40 0.69
Full-time Training 0.04 0.01 0.07 2.49 0.01
Transfer 0.20 0.15 0.26 2.32 0.02
Dispatch to Other Companies 0.01 0.00 0.01 1.47 0.14
Sent to Sister Companies 0.04 0.04 0.05 0.41 0.69
PVR 0.08 0.02 0.14 4.10 0.00
Layoffs 0.17 0.17 0.18 0.26 0.79



190 IRRA 56TH ANNUAL PROCEEDINGS

els were set up. In Model 1, all three restructuring variables were included in
the model. Model 2 dropped all the restructuring variables. In Model 3, only
one variable, subcontracting, was included. Contrary to the hypothesis that the
union would reduce the probability that the firm would choose the PVR as a
way of adjusting employment level, the union positively affected the proba-
bility that the firm would choose the PVR.

Table 5 shows a union’s effect on layoffs. The dependent variable is whether
or not a firm laid off its workers. In Model 1, both the subcontracting and
reduction in production line variables were included. In Models 2 and 3, each
variable was included but not both. The results show that presence of a union
was not a factor in the layoff decision although the union dummy has a nega-
tive sign.

It is possible that the companies did not differentiate between PVR and
layoff in their restructuring process to survive after the crisis. If this is the case,
PVR and layoff can be regarded as one event, employment reduction. As
mentioned earlier, twenty-four companies practiced PVR and fifty-two compa-
nies laid off workers. Ten companies practiced both PVR and layoffs. Unfor-
tunately, the union dummy was not a significant variable in a regression equa-
tion where employment reduction is a dependent variable.4 The regression
results above imply that the union might prefer PVR to layoffs in negotiation
of restructuring with the management although the union could not avoid the
employment adjustment.

TABLE 4
Probit Analysis on the Effect of Unions on PVR

Independent Model 1 Model 2 Model 3

Variables B SE B SE B SE

ChangeProfit –0.004  (0.004) –0.005  (0.004) –0.004  (0.004)
ChangeSale 0.0002  (0.000) 0.0003  (0.000) 0.0002  (0.000)
Subcontract 1.674  (0.929)* — 0.889  (0.460)*

ReducLane 0.538  (0.649) — —
Spinoff 0.981  (1.160) — —
Union Dummy 0.977  (0.435)** 0.969  (0.423)** 0.925  (0.425)**

Constant –7.088  (0.561)*** –7.064  (0.630)*** –7.027  (0.551)***

Log likelihood –42.237 –45.5991 –43.8649
Number of Obs. 236 238 238

Dependent Variable: Dummy for PVR.

Notes: 1. Statistically significant at each level: * for 0.1, ** for 0.05, and *** for 0.01.

2. Three industry dummy variables and four size dummy variables are included in the re-
gression but not presented here.
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The Unions’ Influence on the Downsizing Process

The above discussion on the union’s role in the employment adjustment
process implies that the union was not effective in protecting workers’ rights
after the November 1997 crisis. Instead, unions influenced firms’ choice of
PVR as an adjustment method. But is that the whole story? Table 6 shows that
the union had a voice on the issue of employment adjustment. For PVR, the
union had a right to agree on or at least to consult on the program before the
downsizing program was initiated, although the sample size is not large enough
to draw a statistically valid conclusion. For layoffs, it is clear that the union had

TABLE 5
Probit Analysis on the Effect of Unions on Layoffs

Independent Model 1 Model 2 Model 3

Variables B SE B SE B SE

ChangeProfit –0.006  (0.0037)* –0.006  (0.0036)* –0.006  (0.0036)*

ChangeSale 0.0000  (0.0003) 0.0001  (0.0003) 0.0001  (0.0003)
Subcontract 0.847  (0.7997) 0.162  (0.3887)
ReducLane 0.307  (0.5246)
Union Dummy –0.118  (0.2662) –0.133  (0.2653) –0.140  (0.2659)
Constant –6.617  (0.4405)*** –6.658  (0.4383)*** –6.652  (0.4385)***

Log likelihood –101.1417 –102.66494 –102.5793
Number of Obs. 220 225 225

Dependent Variable: Dummy for Layoffs.

Notes: 1. Statistically significant at each level: * for 0.1, ** for 0.05, and *** for 0.01.

2. Three industry dummy variables and four size dummy variables are included in the re-
gression but not presented here.

TABLE 6
The Unions’ Voice on Employment Adjustment Decisions.

PVR Layoffs

No Union Union Total No Union Union Total

Agreement Before Action 0(  0.0)  7(38.9)  7(33.3)  1(  3.8)  7(26.9)  8(15.4)
Consultation Before Action 3(100.0)  6(33.3)  9(42.9) 11(42.3)  7(26.9) 18(34.6)
Information Before Action 0(  0.0)  0(  0.0)  0(  0.0)  6(23.1)  2(  7.7)  8(15.4)
Information After Action 0(  0.0)  1(  5.5)  1(  4.8)  2(  7.7)  2(  7.7)  4(  7.7)
Unilateral Decision by Firm 0(  0.0)  2(11.1)  2(  9.5)  5(19.2)  7(26.9) 12(23.1)
Not Mentioned 0(  0.0)  2(11.1)  2(  9.5)  1(  3.8)  1(  3.8)  2(  3.8)

Total 3(100.0) 18(100) 21(100) 26(100) 26(100) 52(100)

Unit: Number of firms (%).
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a strong influence: only one firm without a union was required to agree with
the workers before the action was taken, while seven firms with unions were
required to agree on the layoff before taking any action.

A similar effect of the unions on severance incentive pay (except legally
required retirement pay) in PVR can be considered. The average severance
incentive pay was 11.5 months’ worth of wages.5 Firms without unions paid
only twenty months of salary as a maximum severance payment, while firms
with unions paid up to forty-eight months of salary. These statistics, however,
have a limitation in interpretation because of the small number of cases for
the No Union category.

Implications

There are some implications from the empirical results above. First, we
may tentatively conclude that Korean unions were not effective in avoiding
layoffs right after the crisis despite many union protests at both national and
regional levels. This conclusion should be further analyzed for confirmation
with data from a longer period after the crisis.

Second, unions had voices in the downsizing process. Unionized firms
preferred PVR to layoffs. It was a necessary process for firms with unions to
bargain with the unions for agreement on employment adjustment while it was
not necessary for firms without unions. The unions’ negotiation with firms
resulted in possibly better severance pay packages under the PVR. A maxi-
mum of four years’ worth of wages were offered to retirees in unionized firms
while a maximum of two years were offered in nonunionized firms.

Third, we may expect different results with more recent data, because
unions have now had enough time to respond to firms’ demands for downsiz-
ing. For example, an explicit clause on layoff policy can be added to collec-
tive agreements. After experiencing the layoffs of their workers, unions may
be able to show that companies were wrong to argue that downsizing was an
effective tool to save companies or increase productivity.
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Notes
1. The term “pseudo” is added to “voluntary retirement” because there was often a non-

voluntary aspect to voluntary retirement programs in Korea right after the 1997 crisis. In
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practice, a company commonly asked certain workers to apply for the program and leave
the company although it looked like the program was open to all workers.

2. See Cameron (1994), Cascio (1993), Marks (1993), Freeman (1994), Heenan (1989),
and Pfeffer (1998) for the effect of downsizing, including layoffs and voluntary retirement,
on workers, unions, and companies.

3. The regression analysis for fourteen other employment adjustment methods includ-
ing reduction in working hours and wage freezes were done with the same independent
variables presented in Table 4. The effects of unions was not statistically significant except
the positive effect on the transfer to other companies and the recruiting freeze.

4. The regression results of the union dummy variable on employment reduction do not
show any statistical significance with different regression equations.

5. This average is for the period between January 1997 and March 1998. See page 25 of
Choi and Lee (1998).
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XIII. POSTER SESSION

The Impact of U.S. Unions on Productivity:
A Bootstrap Meta-analysis

Christos Doucouliagos
Deakin University

Patrice Laroche
Université Nancy 2

The relationship between unions and labor productivity has attracted con-
siderable attention from scholars in industrial relations and economics. De-
spite a voluminous literature, there is continuing controversy regarding the
impact of unions on productivity. Empirical studies are divided approximate-
ly equally between positive and negative union-productivity effects. Hence,
generalizations from the available evidence are not obvious using traditional
literature reviews. Accordingly, the approach adopted in this paper is to use
meta-analysis to draw inferences from the diversity of results and to detect
possible regularities in the association between unions and productivity. Re-
sampling methods are used to calculate confidence limits in a meta-analysis
of the association between unions and productivity for the population of U.S.
studies. The available evidence points to a positive and statistically significant
association between unions and productivity in the U.S. manufacturing and
education sectors, of around 10 and 7 percent, respectively.

An Analysis of Contingency Theory as a
Determinant of Union Decline

Steven Lance Popejoy
Central Missouri State University

This paper looks at the decline of unionism in the United States in the
context of structural contingency theory, proposing that some of the variation
is due to a mismatch of structure between labor and management. Using a
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historical survey approach, the basic structure of the union movement is in-
vestigated at different points in history. By illuminating dramatic environmen-
tal changes, it is shown that basic union structure was altered following such
changes, explaining the transition from guilds to craft unionism to industrial
unionism. Discussion of current environmental changes associated with glob-
alization and flexible specialization emphasize that the organizational struc-
ture of unions no longer matches that of management, and may in part explain
the difficulties experienced by the union movement in the past several decades.

World Survey of Nurses’ Unions
and Associations: Results and Analysis

Paul F. Clark and Darlene Clark
Penn State University

This paper presents the results of a world survey of nurses’ unions and
associations that gathered information about the employment-related priori-
ties and problems of registered nurses (RNs) around the world and the strat-
egies nurses’ unions and associations are employing to address these priori-
ties and problems.

The analysis of the 105 responses received from organizations in 76 dif-
ferent countries suggests that, despite differences in economics, politics, cul-
tures, and healthcare systems across countries, RNs around the world have
similar priorities and face similar problems in the workplace. Among the most
common problems cited were a shortage of nurses, understaffing, safety and
health problems, and mandatory overtime.

Balancing Efficiency, Equity, and Voice Through
Employee Empowerment Unionism

John W. Budd
University of Minnesota

Employee voice should be a fundamental objective of the employment
relationship, equally important to efficiency and equity. Moreover, efficiency,
equity, and voice should be balanced because there is no hierarchy between
the conflicting human rights of property and labor. A model of employee
empowerment unionism is proposed to balance all three goals: efficiency,
equity, and voice. The basic feature of employee empowerment unionism is
that individual employees are empowered to make decisions within a union-
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negotiated framework that provides minimum standards, procedural safe-
guards, and institutional support. Diverse examples of employee empower-
ment unionism include a high-performance work model (Saturn), and mod-
els of individual responsibility for wages (Hollywood unions) and grievances
(Harvard Union of Clerical and Technical Workers).

Labor Arbitration Is a Matter
of Contract . . . Or Is It?

Rebecca Bernhard
Oppenheimer, Wolff, & Donnelly LLP

This article examines whether traditional contract law should apply to
collective bargaining agreements. Beginning with the ambiguity of the notion
that collective bargaining agreements are contracts but should not be held to
traditional contract principles, I explore the rationales for each position, com-
paring them to traditional theories of contract. Analyzing the impact of past
practice and federal labor law on the interpretation of collective bargaining
agreements, I discuss whether these factors produce labor common law signifi-
cantly different from contract common law. Finally, I discuss whether a tradi-
tional contract analysis of collective bargaining agreements is appropriate in
the era of modern labor relations.

Partnerships Between Community-Based
Organizations and Construction Trades Unions

Helena Worthen
University of Illinois at Urbana-Champaign

Community-based organizations (CBOs) and building-trades unions are
establishing partnerships that set up pre-apprenticeship programs through
which women and minorities access apprenticeship programs. Negotiating the
legal and financial structures that stabilize these partnerships stretches the
capacities of both unions and CBOs. Building on the conference held at the
U.C. Berkeley Labor Center in March 2003 that brought labor and commu-
nity partners together, this paper gives examples of partnerships and the chal-
lenges facing partners. It raises the question of whether these forms of “com-
munity unionism” or “social movement unionism” foreshadow more broadly
applicable strategies that link training and organizing.
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Organizational Impact of
Work-Life Practices

Karen S. Markel
Oakland University

Organizations worldwide are adopting work-life practices (e.g., telecom-
muting, altered work schedules, leave policies, and dependent care). There
has been research examining employee experiences of these practices, but
their impact on the organization has been ignored. These practices are likely
to have an effect on the management of workers—specifically, on their admin-
istrative and staffing functions. The findings from interviews with organiza-
tional managers and employee focus groups from twenty-eight companies in
seven countries revealed that work-life practices do impact an organization’s
administrative and staffing activities. This research also revealed an unantici-
pated consequence on management: the negative impact that work-life leave
practices has on coworkers.

The Rise and Fall of Employee
Involvement Practices in

Manufacturing Establishments
Wei Chi

Kansas State University

Morris M. Kleiner
University of Minnesota

Richard B. Freeman
Harvard University

Using the National Bureau of Economic Research Human Resources Pol-
icies (HRM) survey, we obtained 10-year-long panel data of employee involve-
ment (EI), compensation, human resources, and other business practices and
strategies from fifty manufacturing establishments. We investigated the diffu-
sion and structure of EI programs in these establishments and the linkage be-
tween EI and other business practices and strategies. Our findings indicate that
the diffusion of EI programs has not been continuous. There were waves of
adopting EI programs followed by terminating EI. We found that certain pro-
grams, such as job rotation, suggestion system, and job redesign, are more likely
to be adopted and continuously used than other programs, and that there were
also programs that have been used much less often, such as employee repre-
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sentation on the board. More importantly certain programs are as likely to be
terminated as adopted, and include quality circles and Total Quality Manage-
ment. There were also bundles of programs that are likely to be used together,
such as job rotation, suggestion systems, and joint-labor management commit-
tees, which suggest that they are complements. Finally, we found that the lev-
el of EI significantly correlates with compensation incentives, business strate-
gies, management style, and union coverage in the establishment.

Social Networking for Employment
Purposes Among Mexican
Undocumented Immigrants

Catalina Amuedo-Dorantes
San Diego State University

Kusum Mundra
San Diego State University

Social networks assist immigrants in forging new contacts and finding
employment opportunities. This is especially the case among undocumented
immigrants, who are more likely to rely on these networks given their higher
deportation and income risk exposure. We use data from the Mexican Migra-
tion Project to examine the impact of social networks on Mexican undocument-
ed immigrants’ employment and earnings. We estimate the decision to migrate
and work in the United States using a bivariate probit model. The predictions
from this model are subsequently used to examine immigrants’ earnings. Only
weak networks improve the employability and earnings of Mexican undocu-
mented immigrants.

Profit Sharing and Firm Innovation Performance:
An Empirical Investigation of the High-Tech

Industry in Taiwan

Mei-Ling Wang
Aletheia University

Nien-Chi Liu
National Central University

This study uses the resource-based view of the firm and agency theory to
examine the relationship between profit sharing plans and innovation in 278
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high-technology firms. With firm size, innovation effort, and other factors
controlled, stock bonus payment had negative lagged effects on innovation as
measured by number of patents, and then led to positive lagged effects on
innovation.

Do High Involvement Work Practices Make
Workers Work Harder, Smarter, and/or Nicer?

Haejin Kim
California State University—Dominguez Hills

Do high involvement work practices lead to discretionary work efforts?
What are the combined effects of high involvement work practices and tem-
porary employment practices on the perceived quality of care? These are two
major questions for this study, which used a survey of 376 nurses in New Jer-
sey hospitals. First, discretionary work efforts were conceptualized as having
three different factors: working harder, working smarter, and working nicer
efforts among nurses. The factor analysis of eighteen question items showed
results similar to the three preconceived factors. Next, while high involvement
work practices, especially participation and incentive components, increased
the effort to work smarter, they didn’t make nurses work harder or nicer. Last,
while high involvement work practices increased the quality of care among
nurses, temporary employment practices generally reduced the perceived
quality of care. However, the mediation effects of the discretionary work ef-
fort were weak, with only a partial mediation of working harder between tem-
porary nurse ration and quality of care.

Organizing Home Health Care Workers:
A Case Study in Social Movement Unionism

Patrice M. Mareschal
Rutgers University at Camden

This paper examines efforts to extend collective bargaining rights to home
health care workers in New Jersey. Evidence of the growth in labor demand
and the decrease in labor supply for home health care workers is reviewed.
The current state of affairs has lead to a decline in the quality of home health
care for consumers. In response, home health care workers have framed their
claims as “public needs” and have attempted to build a broad coalition of
unions, community organizations, and consumer advocacy groups. This coa-
lition has produced the Quality Home Care Act (QHCA), which is under con-
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sideration in New Jersey. The QHCA is discussed and contrasted with Cali-
fornia’s Public Authority model.

Variation Among Regions of
Unfair Labor Practice Charges:

How Much and Why?
Michele M. Hoyman

University of North Carolina, Chapel Hill

Diane Schmidt
California State University, Chico

This paper examines internal and external influences on the filing and dis-
position of unfair labor charges (ULP) filed in the National Labor Relations
Board’s regional offices from 1964 to 1997. Using a 2 percent random sample
of ULP charges, we investigated the possible effects of political culture, as
measured by 14B status, manufacturing density, and relative labor-manufac-
turer strength, on the filing and disposition of ULP charges. We also exam-
ined merit and productivity measures as indicators of internal organizational
influences on case disposition in regional offices. Our findings indicate that
political culture seems to influence the filing and disposition of cases across
administrative regions. In addition, our results suggest that while merit and
productivity measures do not seem to be influenced by political culture gen-
erally, they are influenced by who files the charges. Charges filed by employ-
ers were more likely to be found meritorious where the political culture sup-
ported them.
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Expert Judgment in the
Mediation of Collective
Bargaining Disputes

Anthony Zumbolo
New York State Public Employment Relations Board and

State University of New York, Albany

Negotiations, conflict, and the resolution of both are studied from a vari-
ety of behavioral and social science perspectives. Generally, each branch of
learning examines these topics using tools developed by and for researchers
who share a similar viewpoint. It is infrequent that we find the methodolo-
gies that are the common means of inquiry in one field adopted for use in
another. The practice of negotiation and mediation is not often studied in “real-
time” either, usually reenactments or simulations are evaluated. This project
strives to overcome both of these limitations, spanning disciplines and bridg-
ing the worlds of theory and practice.

Often the “art” of negotiating and mediating is described through anec-
dotal recounting of how particular situations are resolved. Other inquiries, e.g.,
game theory, take a more systematic approach and describe the “science” of
reaching agreement. This study attempts to displace, to some degree, the “art”
versus “science” debate in favor of a more robust “art and science” evaluation
of negotiation and mediation, as suggested by Howard Raiffa (1982). This is
achieved by applying scientific methods derived from social judgment theo-
ry’s examination of the cognitive and judgmental features of the decision-
making process to active mediation cases (Mumpower et al. 1988).

Besides possessing good interpersonal communication skills, negotiators
and mediators must be adroit at interpersonal learning, that is, at gaining
knowledge from each other. The capacity to determine the degree to which
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particular items are important to each of the parties in negotiations is critical
to good interpersonal learning. The essential elements of this investigation are
to ascertain how good the participants in bargaining and mediation are at learn-
ing from each other what will resolve the conflict and to determine if they can
arrive at likely settlement terms by using judgment theory’s analytical tech-
niques. The fact that data were collected from the participants during the
actual mediation of the negotiations makes this study unique.

“Listening with the third ear” is essential for a mediator to uncover the
critical elements of a dispute (Kressel 1972). Judgment theory’s emphasis on
the cognitive faculties connected with decision making can help determine if
the mediator’s third ear is well tuned. Studying mediation from this perspec-
tive calls for an examination of the extent to which mediators are affected by
cognitive limitations. Mediators experience the same cognitive failings as other
decision makers. Mediators have their own unique perceptions or mind-set
and their capacity for managing information is limited. The mediator’s gener-
al perception of how to handle disputes, how they should be resolved, what is
important, and what is trivial, all influence what she hears and how she inter-
prets what is received.

Once the mediator filters what he is told by the parties so that it meshes
with his view of the world, he begins to make decisions about what to do with
the information. At this point, just like the negotiators, the mediator is sus-
ceptible to many cognitive failings. Nonetheless, given these cognitive short-
comings, the sine qua non of effective mediation is the mediator’s suggesting
of alternatives for breaking deadlocks (Newman 1985). Mediators develop
these important suggestions by making judgments about the true positions of
the parties. Mediators are not insulated from cognitive foibles, and since
mediator judgments concerning suggestions are essential to the resolution of
disputes, it is salient to have a notion concerning the impact of these limita-
tions on mediators.

What does a mediator bring to a dispute that helps lead to resolution? An
experienced mediator may select from a number of roles, strategies, and tac-
tics to assist in resolving impasses (e.g., Kagel and Kelly 1989; Kolb 1983;
Maggiolo 1985). A taxonomy of mediator roles is introduced to help answer
this question; the examples are reality messenger, outside reinforcer, and in-
terpersonal learning expert.

The mediator’s ability to listen with the third ear is critical to the inter-
personal learning expert. In this role, the mediator develops a better under-
standing than the negotiators of what is important to each side. The expert
then shines a light on or leads the parties to the resolution that she identifies.
This study focuses not only on how well the negotiators understand each
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other but also the degree to which the mediator fulfills the role of interper-
sonal learning expert.

Knowing what is important to whom, i.e., interpersonal learning, is funda-
mental to identifying settlement terms. Therefore, efforts were made to select
impasses for examination where the mediator would embrace the “settlement
identification model” of intervention. The guiding precept for the “settlement
identification model” is that the mediator develops a notion of what is accept-
able to the parties. He must strive to identify likely terms of agreement.

The mediator must learn from someone what will resolve the conflict. In
the typical collective bargaining setting there are many people from whom
the mediator learns, e.g., negotiating committee members, public officials,
and the media. Not all the potential sources of knowledge can participate in
this study, hence, limited sources are engaged. The advocates for the parties
at impasse are participants in this research, and it is assumed they adequate-
ly represent what is important to their clients. This includes incorporating
elements such as political forces, economic factors, efficiency concerns, eq-
uity considerations, and so forth. The mediator, the advocate for the public
employer, and the chief spokesperson for the employee organization partic-
ipated directly in this research by making judgments about the acceptability
of potential contract terms.

Methods

After a specific impasse was selected, multiple hypothetical settlements
were produced for evaluation by the mediator, the union negotiator, and the
management representative. Each of these hypothetical settlements consist-
ed of a package of three or five issues that were separately resolved either in
favor of one of the parties’ positions or at specified intermediate points in the
range between proposals. The participants rated the acceptability of the po-
tential contract to each party on a scale of 1 to 20, with 20 being most accept-
able. The mediator, the union negotiator, and the management representa-
tive also evaluated each of the package settlements based on their assessment
of the likelihood that the terms would resolve the dispute.

The potential contracts were presented to the mediator and negotiators
after the completion of the second mediation session. Data were gathered at
this point in the process to ensure that the raters would have adequate time
and involvement with each other to formulate judgments about the others’
value models. This was particularly important for the mediators because they
did not have the benefit of being involved in the direct negotiations.
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Results

Responses in the judgment exercises were examined along six dimensions.
First, attention was focused on the respondent’s ability to understand what was
acceptable to the employer and the union. Participant assessment of how ac-
ceptable each potential contract was to the union and the employer was com-
pared to the negotiator’s own rating of acceptability. Next, the union and
management negotiators’ judgment policies were externalized. These policies
displayed the calculated function forms and weights placed on each issue by
the representatives. Third, the participants’ accuracy in predicting how the
management and union negotiators assigned their weights was examined. The
participant’s ability to correctly rate contract terms that presented anchor and
key values was the fourth area of inquiry. The fifth area of investigation involved
predicting contract settlement terms. Finally, the predicted settlement was
compared with the contract terms that were approved by the parties.

Participant success at predicting the acceptability of contract terms to the
negotiators was the critical element of this analysis. Examination of correla-
tion coefficients and the frequency distributions of prediction errors for the
participants’ acceptability ratings were the key measures for assessing such
success. Results revealed that some mediators, employers, and union negoti-
ators were better than others at understanding the parties’ preferred contracts.
From the correlation coefficient and frequency distribution analyses, the
mediators proved to be no better at predicting acceptability of contract terms
than the negotiators. This suggests that in the impasses examined, the medi-
ator did not hold any privileged status with regard to interpersonal learning.

The judgment policies that negotiators and mediators rely on in assessing
the acceptability of contract terms are composed of the weights and function
forms they attach to each issue. The weights quantify the level of importance
each issue carries for the evaluator and the function form indicates if they
prefer more or less of the item. All participants accurately identified the ap-
propriate function forms for both the management and union advocates. In
most instances, the weights derived from the rating exercise indicated that the
participants had a fairly good understanding of how important each issue was
in relation to all of those in dispute.

Several key indicator package contracts were offered to evaluate the ac-
ceptability of traditional or common negotiation resolution strategies. Prima-
rily, the key contracts depicted classic compromising and logrolling or horse-
trading. The classic compromise offered a “half-a-loaf” on each issue. For
example, the wage adjustment that was presented was midway between the
parties’ positions. In the logrolling key contracts, issue for issue trade-offs were
developed where each party found nearly one half of its proposals and one half
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of their counterpart’s positions included in the potential settlement. These
frequently invoked “what if” potential contracts did not prove to be any more
acceptable to the participants than other package proposals.

The economic technique of determining an efficient frontier was used to
evaluate how good the participants were at predicting settlement terms. This
type of analysis is useful here because it addresses the adequacy of interper-
sonal learning. Do the participants know enough about each other to recog-
nize contract terms that are legitimate contenders, those that the parties might
actually consider for settlement? Correlation coefficients do not necessarily
tell us this. A substantial correlation coefficient can be based on the ability to
recognize potential contract terms that the parties clearly would not accept.
However, the hypothetical contracts that fall on the efficient frontier should
offer terms that the participants believe have some degree of acceptability,
thereby moderating the potential correlation coefficient misrepresentation.

Plotting and examining the joint distribution of the parties’ preference
ratings for each hypothetical contract depicted the actual or “true” efficient
frontier of settlement possibilities in each case. To assess interpersonal learn-
ing, the predictions that the negotiators made regarding the acceptability of
the potential contracts to their counterparts were also charted, yielding the
perceived efficient frontier. The potential contracts that fell on both efficient
frontiers were compared to the ratings they received from the mediator. What
emerged was one hypothetical contract for each case that was the predicted
settlement derived from the analysis of the judgment exercise.

The predicted settlements were compared to the actual settlements even-
tually reached by the parties. Although each issue was not resolved exactly as
predicted in the judgment exercises, the actual settlements were quite simi-
lar to those that were derived. To get a better picture of where the final set-
tlements landed in relation to the potential contracts on the true efficient fron-
tier, an estimate of the negotiators’ eventual settlement ratings was calculated
from their judgment policies. The estimates were computed by multiplying
the derived judgment model weights by the final settlement values for each
issue. In each case, the final settlement lies on or just inside the efficient fron-
tier for potential contracts. The proximity of the final settlements to the ana-
lytically estimated efficient frontier validates the estimated judgment model
and settlement space.

Conclusion

This study supports the notion that during negotiation and mediation the
principal advocates and the mediator generally do a good job of learning what
will resolve an impasse. Most parties understood their counterparts quite well.
From the analysis, it is clear that the mediator was not much better than the
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negotiators at predicting the acceptability of particular contract terms. How-
ever, even when the parties understood each other better than the mediator
understood either of them, the mediator was still able to join with the negoti-
ators in identifying the most likely settlement terms.

The efficient frontier analyses showed that the participants’ impressions
of what would settle the impasses were fairly accurate. They identified hypo-
thetical contracts that might resolve the negotiations. When those potential
contracts were compared to the actual settlement terms reached by the par-
ties, they were not exactly the same but quite similar.

The evidence from this study supports the proposition that conflict, as
indicated by an impasse in negotiations, can exist even where there is good
interpersonal learning by the negotiators. In these situations, the parties may
need the mediator to act as a reality messenger, outside reinforcer, or for her
to take on some role other than that of interpersonal learning expert.
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XV. IRRA ANNUAL REPORTS

IRRA Executive Board Meeting
Saturday, June 14, 2003
Radisson Hotel, Superior Room, Rosemont, IL

President Voos called the meeting to order at 12:17 p.m. Board members
present included past president John Burton; president elect Marlene Hey-
ser; secretary-treasurer Peter Feuille; and members Nancy Biagini, Jackie
Blanchard, Joel Cutcher-Gershenfeld, Ann Frost, Cindy Gramm, Andy Levin,
Wilma Liebman, Tia Schneider Denenberg, and Art Schwartz. Also present
were Paula Wells and Suzi Millas of the national office. Past president Don
O’Brien was an invited guest. Absent were board members Ronald E. Black-
well; Daniel Cornfield; Sanford Jacoby; Dennis W. Rocheleau; John C. Trues-
dale; Adrienne Eaton, editor in chief; and Lavonne Ritter, national chapter
advisory chair.

Approval of Minutes—The minutes from the Washington, D.C., meeting,
January 2, 2003, were reviewed. Marlene Heyser moved to approve the min-
utes, Cindy Gramm seconded the motion, and the motion was unanimously
approved.

Committee and Officer Reports

Report of the Finance & Membership Committee—Don O’Brien, mem-
ber of the Finance and Membership Committee, Special Strategic Member-
ship Committee, and past IRRA president, addressed the board on behalf of
Greg Woodhead, chair of the Finance & Membership Committee. O’Brien
reported receiving news of $10,000 in sponsorship monies soon to come from
the General Electric Fund (Foundation) to support the publication of Perspec-
tives on Work. He also reported that Tom Kochan spoke with FMCS Direc-
tor Peter Hurtgen who verbally approved $25,000 in grant funding in both
2003 and 2004, as requested by the IRRA. O’Brien thanked Lavonne Ritter
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for her efforts to get the support of FMCS and Tom Kochan for his contact
with Director Hurtgen. O’Brien also thanked Dennis Rocheleau for his sup-
port in obtaining the GE grant support.

In order to secure continuing grant funding for IRRA operations, a new
Foundations Relations Committee has been established. It is being chaired
by Hoyt Wheeler. O’Brien also pointed out that dues revenue was again pro-
jected to fall below the budgeted amount for this year, indicating a need to
work harder to increase national membership or to raise funds in other ways.
He discussed there was not much room for reduction of expenses in the cur-
rent budget and that the board should be concerned with this matter.

Report of the Secretary-Treasurer & Executive Director—Paula Wells
reported on current and recent promotional efforts, including

• a new IRRA library subscription brochure, revised 2003 membership and
2004 organizational brochures, and increased number and frequency of
mailings and e-mail contacts since last fall. She reported the association
gained library subscriptions and revenues partly due to the promotion of
library online access to IRRA publications.

• half-price memberships have not provided any significant incentive for new
members to join; the volume of new IRRA members has continued to de-
cline and only 6% of half-price members renewed the following year. She
recommended half-priced membership promotions be discontinued as a
regular offering for new members except for limited times or events.

• with the advice and direction of Finance and Membership Committee Chair
Greg Woodhead, the board members would be contacted soon by the na-
tional office to help recruit new members in a one-on-one capacity.

• the possible creation of a new membership type called “dual membership”
allowing the option for members to pay for and join a local chapter at the
same time they joined the national. Chapters would have the option to par-
ticipate; it would not be mandatory. Wells recommended the board turn it
over to the National Chapter Advisory Committee (NCAC) for consider-
ation. A report on interest from the chapters was requested in January 2004.
A pilot program involving a few of the more organized chapters was sug-
gested.

• the national office will begin a program of contacting new members to en-
courage them to participate in association activities by sending short e-mails
in conjunction with new-member materials.

Wells discussed the proposed membership dues structure for 2004. The
board had voted in January to increase regular member dues to $95 and had
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asked Wells to recommend changes to the remaining membership types. Wells
proposed raising contributing members to $200, emeritus to $55, and insti-
tutional subscribers to $175. Student and additional family member dues
would remain unchanged. She also recommended discontinuing half-price
new membership offers except for special limited time frames. The board
voted to accept those changes to the 2004 dues structure.

Other ideas to be considered in the future included developing a labor-
management partnership rate for dues with a discounted rate for joint mem-
bership, and targeting top management and administrators as potential mem-
bers. The issue of declining student membership was discussed, and ideas such
as focusing on master’s or undergraduate students, law, labor, and economics
students; developing a conversion dues structure for recent graduates; or hold-
ing collective bargaining training were all put forward for consideration.

Report of the Special Strategic Membership Committee—President Voos
asked for clarification regarding action items that would require a vote or ap-
proval by the board. Past President John Burton provided a set of recommen-
dations and background information, including recommendations made by
Hoyt Wheeler and Joel Cutcher-Gershenfeld on changing the name of the
organization and adding industry and occupational sections. Member Andy
Levin stated that he and other labor colleagues not present preferred an ini-
tial draft of one recommendation made to the committee, which suggested
revising the association’s current stated focus away from human resources
management. Joel Cutcher-Gershenfeld noted that the IRRA exists at the
intersection of interests in labor, management, neutral, and academic fields,
and suggested that the language in the association’s mission should continue
to reflect the existence of this union.

After further discussion, it was determined the association would contin-
ue to remain broadly representative across the industrial relations field when
describing its focus without amending the wording of the current constitution.

The issue of the possible name change for the association was discussed.
Burton described the process whereby eight names were developed and then
ranked by the committee, with the top two choices listed for the board. Bur-
ton acknowledged that Ron Blackwell suggested the name Work and Employ-
ment Association, which was amended to Work and Employment Relations
Association and was the first choice of the SSMC members. The second choice
of the SSMC was the Labor and Employment Research Association. The his-
tory of the association’s name was discussed and the two names were consid-
ered. The second name, Labor and Employment Research Association, was
amended to Labor and Employment Relations Association. A straw poll was
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taken by the board, and there was general agreement that LERA would be
recommended to the members as the new name of the association.

Wells pointed out that the process of changing the constitution, in which
the name of the association is included, requires board approval and a follow-
up vote of the membership for amendment. It was determined there was a
need for background information, to be presented to the membership before
any vote could be taken. A committee made up of Burton, Cutcher-Gershen-
feld, Levine, and Schwartz would develop the wording for the reason behind
the name change. The executive board endorsed the following procedure with
respect to the proposed name change: First, the proposed change would be
announced in the September 2003 IRRA Newsletter (which we are doing with
this article), with comments solicited (please send them to the national office).
Second, the local chapters of the IRRA would be asked to consider the pro-
posal during fall 2003 and transmit their views to Lavonne Ritter, chair of the
Chapter Advisory Committee. Local chapters would not need to change their
own names—or may change their names at a later time. Third, the proposed
name and comments would be discussed at the January 2004 meetings of the
executive board and the general membership meeting. Finally, The proposed
name change would then be submitted to the membership for a mail vote in
spring 2004.

The basic structure of the association, with local chapters and interest
sections, was discussed, but with increased emphasis on the sections and pos-
sibly adding industry or occupations councils (at the suggestion of Joel Cutcher-
Gershenfeld). Joel described the basics of the plan as adding a third structur-
al dimension to the association, including persons within a specific industry
or occupational group. Advantages included 1) annual meeting benefit—if a
panel existed at the meeting, it would draw those persons to the association;
and 2) Sloan has funded 19 industry centers (aerospace, airline, trucking, etc.),
and a partnership between those industries, Sloan, and the IRRA could be in-
vestigated (with possible funding from Sloan).

A core group and defined leadership for each council would be determined
and given an industry designation upon meeting certain criteria. Concern for
the IRRA administration and the need for funding for the project were em-
phasized. Joel supported this need and described his interaction with Sloan
regarding the matter. The issue of exercising caution regarding the promis-
ing of slots at the annual meeting to specific groups was mentioned, and the
use of pre- or postconference days for such sessions was discussed, as well as
dues structure for the industry councils.

The forming of alliances with other organizations was mentioned and
briefly discussed. The importance of the uniqueness of the association and the
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ramifications of alliances with other groups (possibly taking away from our
autonomy) were mentioned.

The recommendation to continue producing the current IRRA publica-
tions was discussed. Funding for the Perspectives on Work from the FMCS
was mentioned. The IRRA News was discussed, and the brief online survey
administered in early June was mentioned. Based on board approval, if the
IRRA News service was to continue, external funding would be pursued in
order to support Bill Canak and the service. This was considered in relation-
ship to other publications, for example, Perspectives on Work, edited by
Charles Whalen, who would perform a comparable amount of work but who
has only received a modest reimbursement for some travel expenses.

The association dues structure was discussed, and possibilities such as
salary based tiers, solicitation of funds for lifetime members, the development
and undertaking of a fundraising event among members, past officers, etc.,
and the restructuring of dues to a 12-month membership were explored (pos-
sibly starting in January 2004).

It was also suggested that the membership be surveyed every other year
regarding the relative value of benefits. The recommendation to establish five
committees to undertake the before mentioned strategies was discussed. These
included the Foundations Committee (exists), Sections Coordination Com-
mittee, Organizational Alliance Committee, Development (Fundraising)
Committee, and National Policy and Practitioners Forum Committee. It was
recommended that board members should serve on these committees. The
structure of these committees as ad hoc was emphasized, as well as strongly
linking the Finance & Membership Committee to these committees. It was
recommended that non-elected executive board candidates would be excel-
lent members for these committees, broadening the reach of the association.

The need for transparency in the association’s structure and presentation,
and the need to be open to all types of members within our committees and
subcommittees were mentioned, as well as the idea of systematically engag-
ing poster session participants to serve on a committee in order to bring oth-
ers into the association, especially younger people. The suggestion was also
made that board members could serve as “receptionists” for the individual
sessions at the annual meeting, greeting attendees, tracking time, and even
promoting IRRA membership among attendees; and President Voos indicat-
ed she would follow-up on the idea.

Report of the Fundraising Committee—John Burton indicated that this
committee’s name had been revised to the IRRA Foundations Relations Com-
mittee, via Hoyt Wheeler’s suggestion. The focus of the committee was to build
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sustaining contacts with foundations and secure long-term funding in order
to stabilize the association.

Report of the 56th Annual Meeting Program Committee—President Voos
briefly discussed the program and thanked the program committee for their
work. She asked that members review Attachment B describing the theme of
the meeting, events, and listing sessions and their tracks, titles, and chairs.

Report of the Editorial Committee—President Voos reported on behalf of
Chair Adrienne Eaton that the committee had received the revisions to the
proposal and had approved the 2005 volume proposal from John Budd. The
volume’s topic was on ethics in employment.

New Business

No new business was discussed.

Old Business

National Policy Forum (NPF)—President Elect Marlene Heyser report-
ed she and Don O’Brien had received a preliminary positive response from a
few people inside FMCS regarding the idea of holding an IRRA Policy Fo-
rum or spring meeting inside or adjacent to the FMCS labor conference in
Chicago this next spring, June 2–4, 2004. The FMCS meeting is held every
other year. Heyser cautioned that this was a preliminary response only and
added that a committee needed to be formed to further look into the willing-
ness of FMCS to hold a joint conference, to develop a format for these meet-
ings, and determine a program. Heyser suggested on alternate years, the as-
sociation could hold its own meeting in D.C., similar to the National Policy
Forum format. Heyser planned to work with Don O’Brien, Paula Voos, and
John Burton on the idea.

The board reviewed the NPF history and proposed budget, and discussed
past problems and future issues. The implications for the national staff, i.e.,
the need to add back one half-time staff member in order to undertake add-
ing this meeting to the workload, were discussed. Other ideas mentioned in-
cluded

• holding the meeting on Saturday to allow for lower airfares for participants
• holding off-year meetings in Washington, D.C., to keep the focus of the NPF

on policy issues
• including research panels and industry-focused sessions to demonstrate the

association’s involvement in these areas
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• honoring someone of esteem at the meeting to draw attendees
• holding the meeting in the early fall so as not to conflict with the annual

meeting preparation and the timing of major membership promotions un-
dertaken by the national staff

• President Voos stated that holding the meeting with FMCS would need to
be fully explored, and a business plan and program would need to be de-
veloped and approved by the board this fall if the association would be hold-
ing a meeting in spring 2004.

Adjournment—President Voos adjourned the meeting at 3:12 p.m. The
next IRRA Executive Board meeting is scheduled to convene on January 2,
2004, at the Holiday Inn on the Bay, San Diego, CA.

IRRA Executive Board Meeting
January 2, 2004
East Coast Room, Holiday Inn on the Bay,
San Diego, CA

Call to Order—Paula Voos called the meeting to order. She introduced
Gail Pesyna of the Alfred P. Sloan Foundation. Gail briefly discussed the grant
provided by the Foundation to the IRRA for the purpose of starting up in-
dustry councils within the association and encouraged the board to think boldly
in its use.

Present at the meeting were board members Nancy Biagini, Jackie Blan-
chard, John Burton (past president), Dan Cornfield, Joel Cutcher-Gershen-
feld, Tia Schneider Denenberg, Adrienne Eaton, Peter Feuille (secretary-trea-
surer), Ann Frost, Cindy Gramm, Marlene Heyser (president elect), Sanford
Jacoby, Andy Levin, Wilma Liebman, Lavonne Ritter (NCAC), Dennis Roch-
eleau, Art Schwartz, Stephen Sleigh (president elect-elect), John Truesdale,
and Paula Voos. Also in attendance were committee chairs Cheryl Maranto
(Education), Hoyt Wheeler (Sections and Councils), and David Lewin (Nom-
inating); new board members Peter Berg, Amy Dean, Anthony Oliver, and
Robert Taylor; and national office staff members Suzi Millas and Paula Wells.

Paula Voos welcomed the new board members and thanked and recog-
nized those board members who will be ending their terms following the con-
ference, including Ron Blackwell, Tia Denenberg, Cindy Gramm, and Den-
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nis Rocheleau. Marlene Heyser then thanked Paula Voos for her service and
presented a token of the board’s appreciation.

Approval of Minutes—President Voos asked for approval of the minutes
of the June 14, 2003, board meeting held in Chicago, IL. John Burton moved
to accept and all members were in agreement to approve.

Committee and Officer Reports

Nominating Committee—David Lewin, chair, reported the slate of can-
didates on behalf of members of the Nominating Committee. The 2003 com-
mittee included Ruth Milkman, Iain Gold, Ralph Craviso, Dale Belman, Bon-
nie Castrey, and John Burton. Lewin announced David Lipsky as unanimous
selection as president elect for 2005. The slate of nominees was discussed. Tia
Denenberg made a motion to accept the slate as proposed by the committee,
Nancy Biagini seconded, and the motion was unanimously passed by the board.

Foundations Committee—Chair Joel Cutcher-Gershenfeld listed the ros-
ter of the committee and reported on the issues discussed in the meeting, in-
cluding the Sloan Foundation Grant; a list of foundations that Hoyt Wheeler
had constructed that might be targeted for smaller, more focused funding
requests; and the idea that the committee might expand to include creating
links to other associations with IRRA such as the ACR, PERB, FMCS, LEL
of the Bar, NBER, EPI, and many others. Joel suggested liaisons from the
IRRA be designated by the president to deal with these specific associations.
The need for an appropriate structure for the committee and liaisons idea was
further discussed when Voos asked the board for feedback. Jacoby mentioned
the need to prioritize which outside organizations the IRRA should partner
with, and that this might need to be dealt with separately from the Founda-
tions Committee. The board delayed further discussion on such linkages pend-
ing recommendations from the Foundations Committee on whether to break
this out for another committee.

Sections and Councils Committee—Hoyt Wheeler stated that the commit-
tee meeting included many representatives from the IRRA sections as well
as the entire committee. He provided documentation to the board regarding
the purpose and structure of the sections and industry councils. He asked that
the board consider approval of the ideas and recommendations within the
documentation, including the issuance of a charter to be granted by the board
for 5 years with organizational structure of the councils at their discretion but
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with tripartite leadership and balance, and that councils operate under a con-
sensual basis. Councils would not be allowed to participate in lobbying with-
out consensus of the members and approval from the IRRA board. Burton
pointed out the issue of lobbying on the part of the councils could place our
nonprofit status at risk, and the question of the legitimacy of this activity re-
quired further discussion at a later time.

The issue of the charter period was further discussed and amended to 2
years. Other changes to the documentation included the provision for revo-
cation of a charter, as well as removal of the wording “partisan basis” from the
documentation, as well as the requirement of council members to be nation-
al association members. Voos asked for a motion to accept, Lavonne Ritter
moved to accept the new document regarding the purpose of the IRRA In-
dustry Councils, and the motion was unanimously approved.

Wheeler also asked for approval to continue with existing interest sections
(grandfathered in with a 2-year charter) and to require new sections to have
at least 10 members with an initial 2-year charter; to provide documentation
regarding their structure; to elect officers every 3 years; to report to the board
or one of the official committees on their structure and governance; and that
they may or may not collect dues. Lavonne Ritter moved to accept the pro-
posal and the motion was passed.

Development Committee—This report was not made due to David Lipsky’s
absence.

Report of the Secretary/Treasurer, Finance and Membership Committee,
and Executive Director—Peter Feuille mentioned the report provided to the
board prior to the meeting, pointing out the slight increase in membership,
but that this was not a large enough increase and that the association needed
to continue building membership. Regarding the budget, he discussed the
revised budget, including the deficits in 2002 and 2003. Feuille asked for ap-
proval of the 2004 budget proposed in the report reflecting the addition of
another staff member to the national office, funded by the Sloan Grant and
turnaround to the bottom line. The Finance and Membership Committee ap-
proved the budget and asked for board approval. Lavonne Ritter moved to
approve and the 2004 budget was unanimously approved.

Feuille also reported on the recommendation by the Finance and Mem-
bership Committee to continue or maintain the 2004 dues rates for the year
2005. John Truesdale moved to approve and the motion was unanimously
passed. Peter thanked Paula Wells and Joel for their work to obtain the Sloan
Funding, and he emphasized the need to continue to look for other means of
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funding. Voos emphasized that board members should also be financially sup-
portive of the association.

NCAC Committee—Lavonne reported that the NCAC would make rec-
ommendations on two topics. The first was the name change. The consensus
of the committee was to support the idea of the name change but in the con-
text of the comprehensive change efforts purported by the SSMC—that is,
that the board continue to aggressively address systemic changes needed to
revitalize the organization. Chapter liaisons would work to disseminate perti-
nent information and work toward this goal.

The second recommendation was the dual membership. The proposal for
dual membership included the national office promoting and processing chap-
ter memberships to all national association members and prospect lists and
collecting a small fee from the chapter for each new member passed along.
The NCAC recommends the collection of data regarding other associations
with a similar dues structure by a new committee or subcommittee, and that
possibly some of the larger, more successful chapters be involved in this pro-
cess and provide information regarding perceived benefits or added value for
the chapters. Whatever action would be taken should not result in the decrease
in revenues for any chapter.

Education Committee—Cheryl Maranto reported that the committee sug-
gested the addition of a practitioner-based award in the area of teaching ex-
cellence, and that the committee would look to Sue Schurman and Pat
Greenfield for guidance. Board members generally expressed support for the
idea.

Editorial Committee—Adrienne Eaton reported that the committee dis-
cussed a proposal for the 2006 Research Volume, and that the proposal was
rejected. The committee discussed the idea of David Lewin editing the 2006
volume and Eaton said they would be receiving a proposal from him in the fu-
ture with a recommendation to come up to the board in June or next January.

The length of the Annual Proceedings was discussed while the current
session structure at the annual meetings was to be maintained, only 4 papers
per symposium would be published; symposium organizers would be respon-
sible for determining which papers would be presented. Eaton mentioned that
discussant comments would continue to be published.

Policy Forum 2004—Marlene Heyser reported the NPF would be held
in conjunction with the FMCS National Labor-Management Conference, June
2–4, 2004, at the Grand Hyatt Regency in downtown Chicago. The program
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will feature 6 IRRA Industry Council workshops and the IRRA will sponsor
the Thursday morning breakfast. The next meeting of the executive board will
be held Tuesday, June 1, 2004, at the Hyatt.

Program Committee 57th Annual Meeting—Marlene Heyser reported that
the Program Committee vice chairs would be Bonnie Castrey and Bruce Kauf-
man. The topic of the number of papers to be presented was discussed with
emphasis on decreasing the number of papers per session. Submissions must
be received by the end of January 2004 for review by the committee. The
meeting location in Philadelphia should provide a larger venue for preconfer-
ence meetings and sessions. In addition the meeting would be held the sec-
ond week of January, the 6–9 and that could increase attendance.

New Business

2003 Awards Report—Paula Wells reported on the awards to be present-
ed at the general membership meeting on Sunday, January 4, 2004.

Special Strategic Membership Committee—The IRRA to LERA name
change was discussed in relationship to declining membership in the nation-
al association. John Burton provided a history of the SSMC and the commit-
tee’s past activities, including the development of ad hoc committees currently
in existence, including the Development, Sections and Councils, and Foun-
dations Relations Committees.

Burton pointed out to new board members that the name change had been
deliberated for many years, with many recommendations, and the general
consensus has been that the name IRRA does not appropriately describe the
depth and activities of the association and actually creates a misconception
among many people regarding the nature of the association. The name La-
bor and Employment Relations Association was accepted by the board, for
recommendation to the general membership, in June 2003. Feedback since
then from the membership had been mixed, some positive and some nega-
tive. Burton said the name change would be further discussed at the general
membership meeting on Sunday and, as planned, would go to the entire mem-
bership for a vote in the summer.

Hudson Valley Chapter Meeting/New York AFL-CIO Response—Voos
reported on a controversy that arose earlier in the year when several labor
members expressed concern about an HV chapter’s monthly meeting guest
speaker. Voos asked NCAC Chair Lavonne Ritter for comment. Ritter stated
that the NCAC was only an advisory committee, not a regulatory committee,
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and that the committee could deliberate and provide advice to chapters on
specific issues such as balance in programming. She stated the NCAC could
develop and recommend guidelines on chapter programming but that pro-
gramming controversies should be referred back to the individual chapter’s
programming committee for action.

Steve Sleigh, who had spoken to one of the concerned parties regarding
the matter expressed that the party was worried that the lack of guidelines in
relationship to chapters could be detrimental to the national IRRA. Some
board members agreed the NCAC was in a good position to provide advice
to chapters, others suggested that the NCAC should be careful to make sure
they were only providing guidelines to chapters. Tia Denenberg moved that
the matter be turned over to the NCAC for further review and that they look
into the development of programming guidelines for chapters. All board
members voted in the affirmative.

Other Business—The board went into executive session to discuss the
national staff annual reviews.

Adjournment—President Voos adjourned the meeting at 10:40 p.m. The
next meeting of the executive board is scheduled for June 1, 2004, at the Hyatt
Regency in downtown Chicago.

IRRA General Membership Meeting
January 4, 2004
Pacific D, Holiday Inn on the Bay, San Diego, CA

Call to Order—Paula Voos called the meeting to order and welcomed new
members. Saul Rubinstein invited all those in attendance to attend the industry
sessions to be held Monday, January 5, to be followed by a luncheon with Sen.
Jon Corzine of New Jersey as speaker.

Report of the Nominating Committee—Voos announced that the board had
approved the nominee of the IRRA Nominating Committee for president elect
in 2005 and that the nominee was David Lipsky, Cornell University. Lipsky’s
name will be placed on the ballot in spring 2004.

Report of the Finance and Membership Committee—Pete Feuille report-
ed that membership was slightly up for this year and stated that the organiza-
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tion needed to continue to work toward increasing membership. He report-
ed that membership dues would be $95 for 2004 and 2005 for regular mem-
bers. Contributing membership dues increased to $200, but most other dues
categories remained the same. He reminded the group of the last year’s
deficits, and reported that a substantial grant was to be received from the Sloan
Foundation and would reduce the association’s deficit.

Industry Councils Initiative and announcement of new IRRA committees—
Paula Voos explained the new Industries Councils Initiative to be developed
over the next three years with the Sloan Grant. She also announced the cre-
ation of three new ad hoc committees based on the recommendation of the
Special Strategic Membership Committee: Development, chaired by David
Lipsky; Foundations Relations, chaired by Joel Cutcher-Gershenfeld; and
Sections and Councils Coordinating, chaired by Hoyt Wheeler.

Best Dissertation Awards Presentation—John Burton, chair of the Best
Dissertation Awards Committee presented the Best Dissertation Award and
honorable mention certificates to the 2003 honorees. The winner of the Best
Dissertation Award for 2003 was Anthony Zumbolo. Honorable mention was
given to Elizabeth Craig, Lydia Fraile, and Haejin Kim.

Excellence in Education Awards—Rachel Hendrickson, chair of the Ex-
cellence in Education Awards Committee, presented an award for 2003 to
Kenneth Dau Schmidt. Also receiving an award but not in attendance was
Stephen Ashby.

Outstanding Young Scholar & Practitioner Awards—Paula Voos report-
ed that the executive board was considering naming an Outstanding Young
Scholar-Practitioner Award in the name of the late Susan Eaton, or possibly
naming another award or honor in her name. Harry Katz, chair of the IRRA
Awards Committee described and presented the 2003 awards. He presented
the 2003 Young Scholar Award to Frits Pil, in the international category; in-
dividual Outstanding Young Scholar awards to Alexander Colvin and John
Logan in the domestic categories; and the 2003 Outstanding Young Practitio-
ner Award to John Amman for his contributions to the industrial relations
profession.

IRRA Chapter Awards—Lavonne Ritter, chair of the NCAC, described
the purpose of the chapter awards and presented the Chapter Star Award to
the Alabama Chapter. She then presented Outstanding Chapter Awards to the
Chicago, Orange County, and Washington, D.C. Chapters. She acknowledged
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those chapters who had won Chapter Merit Awards in 2003, including Arizo-
na, Gateway (St. Louis), Hawaii, Hudson Valley NY, New Brunswick, San
Diego, TERRA (Tennessee), West Central FL (Tampa) and Wisconsin. These
were presented earlier in the day at the chapter representatives meeting. She
thanked all of the chapters for their continued efforts.

Lifetime Achievement Award—Paula Voos announced that the late Clark
Kerr, IRRA president, 1954, was named as the IRRA Lifetime Achievement
Award winner for 2003, and presented the award posthumously.

National Policy Forum—The next IRRA National Policy Forum will be
held in conjunction with the FMCS National Labor-Management Conference
at the Hyatt Regency in downtown Chicago, June 2–4, 2004, with focus on
industries councils and featuring an IRRA-sponsored breakfast on June 3,
2004.

IRRA 57th Annual Meeting—The next annual meeting would be held in
Philadelphia, PA, January 6–9, 2005. Session proposals would be due January
10, 2004.

Old Business—Regarding the name change, Paula Voos announced the
impending vote by mail on the proposed new name for the association, to be
changed from IRRA to LERA, or Labor and Employment Relations Associa-
tion. John Burton described the background regarding the name change, in-
cluding declining membership. The association had introduced the Perspec-
tives on Work magazine and National Policy Forum in the attempt to attract
practitioners to the association, and that the introduction of the industry coun-
cils to the association and the idea of the name change were just a part of the
process to rejuvenate the association. He described the wide scope of inter-
ests of the association and that many people associate the term industrial re-
lations with the manufacturing industry, and the limitations that term creat-
ed for the association. He stated that a written ballot would be sent to IRRA
members for a vote on the name change in spring 2004 and asked for com-
ments from the floor. Lavonne Ritter, chair of NCAC, added that the local
chapters would not be required to change chapter names.

Request for New Business or comments from the floor—Paula Voos re-
quested new business from the floor. Joel Cutcher-Gershenfeld described the
industry councils to be developed with the support, via funding, from the Sloan
Foundation. He reported that the grant totaled $387K.
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Adjournment—Paula Voos announced that Marlene Heyser would serve
as the IRRA president for 2004 and welcomed her to the office by turning over
the gavel. Heyser thanked her and the group and expressed her excitement
in taking over the position. Heyser adjourned the meeting at 7:05 p.m. The
next IRRA general membership meeting will be held January 8, 2005, at the
Wyndham Hotel at Franklin Plaza in Philadelphia, PA.
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IRRA CHAPTERS

For contact information on a chapter in your area, visit the IRRA Web site
at www.irra.uiuc.edu.

ALABAMA
Alabama

ALASKA
Alaska (Anchorage)

ARIZONA
Arizona (Phoenix/Tucson)

CALIFORNIA
Central (Fresno)
Gold Rush (Oakland/San Jose)
Inland Empire (Riverside/San Bernardino)
Northern (Sacramento)
Orange County (Anaheim)
San Diego
San Francisco
Southern (Los Angeles)

COLORADO
Rocky Mountain (Denver)

CONNECTICUT
Connecticut Valley (Hartford/New Britain)
Southwestern

DISTRICT OF COLUMBIA
Washington, D.C.

FLORIDA
Central Florida (Orlando)
West Central Florida (Tampa/Clearwater)

GEORGIA
Atlanta

HAWAII
Hawaii (Honolulu)

ILLINOIS
Central
Chicago
LIRA (University of Illinois)

INDIANA
Delaware County (Muncie)

IOWA
Iowa

MARYLAND
Maryland (Baltimore)

MASSACHUSETTS
Boston

MICHIGAN
Detroit
Mid-Michigan (Lansing)
Southwestern (Kalamazoo)
West (Grand Rapids)

MISSOURI
Gateway (St. Louis)
Greater Kansas City

NEVADA
Southern (Las Vegas)

NEW JERSEY
New Jersey

NEW YORK
Central New York (Syracuse)
Hudson Valley
Long Island
New York Capital (Albany)
New York City
Western (Buffalo)

OHIO
Central (Columbus)
Greater Cincinnati
Northeast (Cleveland)
Southwestern (Dayton)

OKLAHOMA
Greater Oklahoma (Oklahoma City/Tulsa)

OREGON
Oregon (Portland)

PENNSYLVANIA
Central (Harrisburg)
Northeast (Bethlehem)
Philadelphia
Southwestern (Pittsburgh)

RHODE ISLAND
Greater Rhode Island

SOUTH CAROLINA/NORTH CAROLINA
South Atlantic (Columbia/Charlotte)

TENNESSEE
Tennessee Employment Relations
Research Association (TERRA)

TEXAS
Alamo
Greater Houston
North (Dallas)

WASHINGTON
Inland Empire (Spokane)
Northwest (Seattle)

WEST VIRGINIA
West Virginia (Morgantown)

WISCONSIN
Wisconsin (Milwaukee)

CANADA
British Columbia (Vancouver)
Hamilton District (Ontario)

FRANCE
Paris



IRRA Organizational Memberships

The IRRA provides a unique forum where representatives of all stake-
holders in the employment relationship and their views are welcome.

We invite your organization to become a member of our prestigious, vi-
brant association. The Industrial Relations Research Association (IRRA) is the
professional membership association and learned society of persons interest-
ed in the field of industrial relations. Formed more than fifty years ago, the
IRRA brings together representatives of labor, management, government,
academics, advocates, and neutrals to share ideas and learn about new devel-
opments, issues, and practices in the field. Members share their knowledge
and insights through IRRA publications, meetings, and IRRA listservs. In
addition, the IRRA provides a network of 50 chapters where professionals meet
locally to discuss issues and share information.

The purpose of the IRRA is to encourage research and to foster discus-
sion of issues affecting today’s workplace and workers. To that end, the IRRA
publishes an array of information, including research papers and commentary
presented at association meetings; the acclaimed practitioner-oriented mag-
azine, Perspectives on Work; a printed and online membership directory;
quarterly newsletters; and an annual research volume. Recent research vol-
umes include Theoretical Perspectives on Work and the Employment Relation-
ship, Bruce E. Kaufman, editor; Labor-Management Relations in Government
Employment, David Lipsky and Jonathan Brock, editors; Collective Bargain-
ing in the Private Sector, Paul F. Clark, John T. Delaney, and Ann C. Frost,
editors; and The Future of the Safety Net: Social Insurance and Employee
Benefits, Sheldon Friedman and David Jacobs, editors. Other member pub-
lications and services include online IR/HR degree programs listings, an on-
line library, job announcements, calls and announcements, competitions and
awards for students and practicing professionals, and much more.

IRRA is a non-profit, 501(c)(3) organization governed by an elected exec-
utive board composed of representatives of the various constituencies within
the association.

Organizational memberships are available on an annual or sustaining ba-
sis and include individual memberships for organization designees, a wealth
of IRRA research and information, and numerous professional opportunities.
Organizational members receive all IRRA publications and services. Your
support and participation will help the association continue its vital mission
of shaping the workplace of the future. For more information, contact the
IRRA National Office, 504 East Armory Ave., Room 121, Champaign, IL
61820. Visit the IRRA on the Web at www.irra.uiuc.edu.






