1

Introduction and Summary

This book examines the economic effects of unions and collective bar-
gaining. Although the study is based on a large and detailed literature
survey (covering more than 1,000 primary and secondary studies), it
cannot claim to be conclusive. The main contribution is to take stock of
existing knowledge, thereby paving the way for more innovative future
research on the link between labor standards, collective bargaining, and
economic performance. The specific findings of our study are summa-
rized in this chapter, which also offers some additional remarks on what
can be learned from our reading of the literature.

Governments around the world and international organizations such
as the Organisation for Economic Co-operation and Development
(OECD) and the World Bank (World Bank, 1995) have in recent years
become aware that labor standards are a potentially important determi-
nant of economic performance. By labor standards we mean the rules
that govern working conditions and industrial relations. The precise link
between labor standards and economic performance is as yet not clear
and many controversies remain, but the fact is that labor standards now
appear on the international agenda and are likely to stay there for a
foreseeable future.

One of the driving forces behind the current interest in labor stan-
dards around the world is the expansion of international trade and the
liberalization of financial markets—sometimes known as globalization—
that has occurred during the past decades. As globalization proceeds,
differences in labor standards between countries and regions arguably
become more important than they used to be. This is not only because
such differences might give a cost advantage in internationally traded
goods to countries with low standards, but also because new technology
enables labor services to be directly subcontracted to workers in
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low-standard countries. For example, a number of data entry procedures
are performed in the Caribbean for U.S.-based companies and are trans-
mitted to them electronically. Another example is the work carried out
by skilled Indian engineers who receive initial drawings from American
companies by satellite and send the final products back to the United
States in the same way. Thus, labor standards can no longer be the con-
cern only of individual governments but must also become a concern of
the international community. The need for international engagement is
also highlighted by the fact that individual countries often have very
different views on what constitute proper labor standards and what the
consequences of adopting them might be. One view holds that labor regu-
lation reduces economic efficiency and growth, and as this is more im-
portant for countries with a high incidence of poverty, this view is often
held by developing countries (Herzenberg 1990). Another view often
found among industrial countries is that differences in labor regulation
tend to discriminate against those countries that have higher standards
and greater respect for workers’ rights. The United States, for example,
regards violations of basic workers’ rights and minimum labor standards
as unfair trade practices. It has adopted legislation to this effect (such as
the Omnibus Trade and Competitiveness Act of 1988) that restricts trade
and investment guarantees in countries that either do not enforce or vio-
late labor rights and standards (Perez-Lopez 1988, 1990).

The International Labour Organisation (ILO) defines five core labor
standards: (a) the prohibition of slavery and compulsory labor, (b) the
elimination of discrimination, (c) the prohibition of exploitative child
labor, (d) freedom of association (the right of workers to form unions of
their own choice and of employers to form employers” organizations),
and (e) the right to collective bargaining (the right of unions and em-
ployers’ organizations to negotiate work conditions on behalf of work-
ers and employers, respectively).

Among these standards, the right to collective bargaining and the
right to freedom of association probably give rise to the most contro-
versy, and they are the focus of this book. A recent OECD study (OECD
1996) has revealed significant differences in the extent to which these
two standards are “guaranteed by law and practice” across a large sample
of developing and industrial countries. The study divides countries into
four groups as shown in table 1-1. The countries in group 1 are those
that permit freedom of association and collective bargaining, and in-
clude almost all the OECD countries. The countries in groups 2 and 3
place some restrictions on workers’ rights, while the countries in group
4 seriously suppress these rights.

The classification in table 1-1 points to enormous differences around
the world, not only in workers’ rights but also in the organization and
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Table 1-1. Labor Standards in Selected Countries, 1970-94
Group
number Definition Countries
Group 1 Freedom of association, on All OECD countries, except
the whole, is guaranteed by the Republic of Korea,
law and practice. Mexico, and Turkey. In
addition, Bahamas,
Barbados, Israel, Malta, and
Suriname.
Group 2 Some restrictions exist, but Argentina, Brazil, Chile,
it is possible to establish Ecuador, Ethiopia, Fiji, Hong
independent workers’ Kong, India, Jamaica,
organizations and union Mexico, Niger, Papua New
confederations. Guinea, Peru, South Africa,
Reptblica Bolivariana de
Venezuela, and Zambia.
Group 3 Restrictions on freedom of Algeria, Bangladesh, Bolivia,
association are significant, Taiwan (China), Colombia,
that is, stringent registration Ghana, Guatemala,
requirements exist, and Honduras, Kenya, Mali,
political interference or acts Malaysia, Morocco, Nigeria,
of antiunion discrimination Pakistan, Philippines, Sri
make it very difficult to Lanka, Thailand, Tunisia,
form independent workers’ Turkey, and Zimbabwe.
organizations or union
confederations.
Group 4 Freedom of association is Cameroon, China, Egypt,

practically nonexistent.

Indonesia, Iran, Kuwait,
Syria, and Tanzania.

Source: OECD (1996).

conduct of industrial relations more generally. A casual look at the table
moreover suggests huge differences in the standard of living particu-
larly between the countries in group 1 and 4, and not surprisingly OECD
(1996) does find a positive correlation between GDP per capita and com-
pliance with the two labor standards. Although it is clear that this can-
not be ascribed to differences in workers’ rights alone, it does raise an
interesting and very important question: what is the link between labor
standards and economic performance?

The purpose of this book is to investigate this question. To this end,
we ask what can be learned from existing economic literature about the
economic consequences of adopting or enforcing the two labor standards.
It turns out that very little systematic evidence exists on this question.



4 UnNioNs AND COLLECTIVE BARGAINING: EcoONOoMIC EFFECTS IN A GLOBAL ENVIRONMENT

This is partly due to the fact that it is very hard to isolate the contribution
of these labor standards from other determinants of economic performance
in cross-country studies and partly due the fact that it is hard to measure
differences in labor standards across time and space. Some progress has,
however, been made, and we examine the evidence in chapter 2. The re-
mainder of the book focuses on two more specific questions: what is the
impact on the economic well-being of individual workers and the perfor-
mance of firms of basing industrial relations on collective bargaining be-
tween unions and employers rather than relying on individual contracting
(question A) and what is the impact on the macroeconomy of adopting
different institutional approaches to collective bargaining (question B). It
is our hope that answering questions A and B will improve our under-
standing of the merits of the two underlying labor standards, and pro-
vide a starting point for future research aimed directly at clarifying the
link between labor standards and economic performance.

Questions A and B have been thoroughly researched by economists,
industrial relations scholars, and political scientists, and there exists a
vast literature on the subject. In chapter 3, we briefly discuss the rel-
evant theoretical literature related to unions, employers’ organizations,
and collective bargaining. This provides the theoretical background for
what follows in chapters 4 and 5. In chapter 4, we examine what
microeconometric studies of union behavior and collective bargaining
at the firm and industry level can tell us about question A. In chapter 5,
we change the focus and examine how different systems of collective
bargaining affect macroeconomic performance (question B).

The Findings of the Book

The rest of this chapter is devoted to a summary of our findings. We
begin with three general observations:

1. Comparative studies reveal little systematic difference in eco-
nomic performance between countries that enforce the two rel-
evant labor standards and countries that do not. This is partly a
reflection of the difficulties of isolating the effects of labor stan-
dards from other determinants of economic performance, and
suggests that the impact of labor standards perhaps best can be
analyzed on a case-by-case basis.

2. The microeconomic consequences of collective bargaining are
context—specific, and although unions in both industrial and de-
veloping countries are successful in securing a wage markup for
their members and other workers covered by collective agree-
ments, no general conclusions about the net costs (or benefits) of
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unions can be reached. Depending on the economic, institutional,
and political environment in which unions and employers inter-
act, collective bargaining as opposed to individual contracting
can contribute negatively or positively to the economic perfor-
mance of firms and to the well-being of workers.

3. The macroeconomic impact of collective bargaining is hard to
disentangle from other determinants of economic performance.
While the available evidence from comparative studies of the
OECD countries is fragile, two general features should be em-
phasized. First, the impact of collective bargaining on various
aspects of macroeconomic performance depends on the economic,
legal, and political environment in which collective bargaining
takes place and can vary over time. Second, important
complementarities exist between key aspects of the bargaining
system. Therefore, the impact of individual aspects such as union
density or centralization of bargaining cannot be assessed in iso-
lation. It is the package of institutions that matters.

We elaborate on these themes in the following two sections where
we attempt to summarize in more detail the specific findings related to
questions A and B.

Findings Regarding Question A (Microeconomic Effects)

The human rights argument in support of workers’ rights is compel-
ling. But from an economic point of view the key questions are: What
are the costs and benefits of unions? Is collective bargaining a useful
institution that contributes to the achievement of desirable economic
outcomes at the firm and/or sector level, or is it another labor market
distortion that prevents the market from doing its job?

The existence of unions arises from the asymmetry in contracting be-
tween individual workers and employers, the concern for basic workers’
rights, and the different perceptions about the merits of employment rela-
tions governed by individual contracts or collective agreements. Textbook
reasoning suggests that the alternative to a unionized labor market is one
characterized by the atomistic, perfectly competitive structure that en-
sures that individual workers choose whether or not to work by compar-
ing the given perfectly competitive wage with the marginal utility of
nonmarket activity. However, the reality facing policymakers is far less
clear-cut than this suggests. First, the “removal” of unions may not reveal
an underlying perfectly competitive situation in the labor market; instead,
it may expose market imperfections on the labor demand side in the form
of monopsony, that is, a situation in which there is only one buyer of the



6 UnNioNs AND COLLECTIVE BARGAINING: EcoONOoMIC EFFECTS IN A GLOBAL ENVIRONMENT

relevant labor services. Alternatively, firms in some industries may vol-
untarily pay workers more than the going market rate to motivate ex-
isting workers or to attract new ones. Hence, policy decisions whose central
objective is the “return” to a perfectly competitive labor market (with all
its well-known potential benefits) can succeed only if they are accompa-
nied by policies designed to free up the demand side of the market. In-
deed, the presence of unions in such circumstances may offer a second-best
alternative to free competition. In this case, the countervailing influence
of unions may result in a set of outcomes closer to the competitive equi-
librium than those that would result from competition on the supply side
of the labor market and monopsony on the demand side. The removal of
unions may also reveal imperfections on the supply side of the labor mar-
ket unrelated to unionism. For example, workers with specific skills or
those protected by high turnover costs can gain “insider power,” which
can be used to raise wages above the competitive level. Moreover, the
potential benefits (referred to as participatory benefits) associated with
the presence of unions in the form of “voice” (empowerment) as opposed
to “exit” (separation) effects should be counted against the costs (in the
form of welfare losses due to misallocation effects). We see that theoreti-
cal reasoning does not allow us to reach unambiguous conclusions about
the net benefits (or cost) of unions. Whether collective bargaining contrib-
utes to the achievement of desirable economic outcomes or it prevents the
market from doing its job is, at the end of the day, an empirical question.

To evaluate the costs and benefits of unions empirically, we need, in
principle, to know how the labor market would work in their absence.
The counterfactual is, of course, never observable in reality, nor can it, as
argued above, be deduced from theory. Therefore, evaluations of the costs
and benefits of unions must necessarily be based on a comparison of eco-
nomic outcomes in those sectors of the economy that are unionized with
those that are not, rather than comparing outcomes in currently union-
ized sectors with the likely outcomes if those sectors had not been union-
ized. In practice, this is done by estimating a union/nonunion differential
or markup from individual worker or establishment data. The union/
nonunion differential is the difference between the target variable (wages,
employment growth, productivity, and so on) in an average unionized
firm (for a unionized worker) and an average nonunionized firm (for a
nonunionized worker). Much of the empirical evidence on union/non-
union markups comes from the United States and the United Kingdom,
but studies from other industrial countries as well as from some develop-
ing countries do exist, and are included in our survey.

We summarize the findings in 23 separate points. To aid exposition,
we have grouped the findings into several related subject areas, preceded
by an explanatory statement and a judgment about the robustness of the
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particular findings. The first group of findings relates to the wage markup;
these results are very robust.

1. Union members and other workers covered by collective agree-
ments in industrial as well as in developing countries do, on av-
erage, get a wage markup over their nonunionized (or uncovered)
counterparts.

2. The markup is somewhat larger in the United States (15 percent)
than in most other industrial countries (5 to 10 percent). In devel-
oping and middle-income countries, the markup can be higher
or lower. For example, it appears high in Ghana, Malaysia, Mexico,
and South Africa but relatively low in the Republic of Korea (in
1988, before the expansion of unionism).

3. Unions compress the wage distribution. In particular, the wage
differentials between skilled and unskilled workers and the pri-
vate return to education are reduced when unions are present.

4. One, albeit incomplete, way to assess the adverse effects of unions
is to evaluate the welfare loss that the wage markup creates through
the misallocation of resources in the whole economy. In general,
these effects have been found to be small and of comparable mag-
nitude to the deadweight loss arising from monopolies in product
markets—no more than 0.2 to 0.5 percent of gross domestic prod-
uct (GDP). However, even these low estimates may overstate the
allocative loss of unions because they do not take full account of
the unions’ potential effects on the productivity of their members
(see points 21-23). On the other hand, they do not include all the
potential costs of unions, such as the adverse impact that unions
may have on firms’ investment behavior, so the estimates may
understate the allocative loss of unionism (see point 20).

The size of the wage markup depends on a variety of worker and
workplace characteristics. These include the following:

5. There is no significant difference between the wage markup for
female workers and that for male workers in the United States
and Australia. In some other countries such as Germany, Japan,
Mexico, South Africa, and, perhaps, the United Kingdom, how-
ever, unionized women workers have a greater pay advantage
over their nonunionized counterparts than unionized men.

6. There is some evidence from Canada and Malaysia to suggest
that unions contribute to a reduction in the overall gender pay
gap. British studies on the subject are inconclusive.

7. In the United States and the United Kingdom, unionized non-
white workers tend to get a higher wage markup than white
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workers, although the U.S. evidence is mixed. In South Africa,
“black” unions are associated with a smaller markup than “white”
unions. In Mexico and Canada, unions have been found to re-
duce the discrimination against indigenous people.

The wage markup tends to be higher in the private sector than in
the public sector in industrial countries.

The markup also depends on the economic environment in which
unions and firms operate.

9.

The impact of competitive conditions at the product market on
the wage markup is not clear-cut and depends on how the com-
petitiveness of the product market is measured. When firm-
specific indicators of the competitive environment are used,
unions are more successful in establishing a high wage markup
if the relevant firms operate under less competitive conditions
in the product market. This is not the case if industry concen-
tration ratios are used as an indicator of product market com-
petition. Arguably firm-specific indicators of competition are
preferable to industry-wide indicators and so, on balance, prod-
uct market competition seems to prevent unions from establish-
ing a high wage markup.

Finally, the size of the wage markup also depends on the specific
aspects of how collective bargaining is organized, and from the evidence
it is possible to identify particular aspects of industrial relations that
add to the markup.

10.

11.

12.

13.

Industries with high overall union density tend to have a higher
wage markup.

Although in some countries, such as Malaysia and the United
States, industry-level collective bargaining is associated with a
higher markup than firm-level bargaining, this is not so in other
countries. For example, recent studies from the United Kingdom
fail to find a difference.

Multiunionism at the firm level (when different unions compete
to recruit or organize the same workers) does not lead to a higher
markup per se. However, evidence from the United Kingdom
shows that the markup is high in multiunion firms that negotiate
separately with each union.

Pre-entry closed shops (union membership is a prerequisite to
obtain employment) but not post-entry closed shops (union mem-
bership is required after hiring) are associated with an additional
wage markup. Again, this evidence comes from the United King-
dom only.
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The union impact on aspects of economic performance other than
wages is less well understood. Although a number of conclusions can be
drawn with some certainty, most should be treated as tentative. The most
robust results relate to hours worked, job mobility, and profitability.

14.

15.

16.

Voluntary job turnover is lower and job tenure longer in union-
ized firms. The evidence on this finding from Australia, Japan,
Malaysia, the United Kingdom, and the United States seems quite
robust. On the other hand, layoffs, particularly temporary lay-
offs, are more frequent in unionized firms than in nonunionized
ones.

Net company profits (price-cost ratios, Tobin’s g, subjective prof-
itability assessments, and the like) tend to be lower in unionized
firms than in similar nonunionized firms (in Japan, the United
Kingdom, and the United States). There seems to be a relatively
large negative impact on profitability in firms that have product
market power.

Hours worked is lower among unionized than nonunionized
workers. This is true for both total and normal hours. In addi-
tion, unionized workers are more likely to get paid for the over-
time work that they do.

The evidence concerning employment-related benefits, spending on
research and development (R&D) and physical investment, and employ-
ment growth is less robust, but the following could be noted.

17.

18.

19.

20.

Fringe benefits are more commonly found among unionized
workers than among nonunionized ones (in Australia, Japan, Ma-
laysia, the United Kingdom, and the United States ). Benefits can
include severance pay, paid holidays, paid sick leave, pension
plans, and so on. At the same time, there is evidence that part of
the wage markup is compensation for an inflexible and struc-
tured work environment.

Employment growth can be slower in unionized than in
nonunionized firms (as suggested by evidence from Canada, Ja-
maica, Malaysia, the United Kingdom, and the United States),
but the evidence is not particularly strong, and the observed dif-
ferences most likely represent situations of disequilibrium.
Although spending on R&D tends to be lower in unionized than
in nonunionized firms, unionized firms seem to adopt new tech-
nology as fast as nonunionized ones (in Canada, Malaysia, the
United Kingdom, and the United States).

The investment rate (physical capital) tends to be lower in union-
ized than in nonunionized firms with otherwise similar
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characteristics (in the United Kingdom and the United States).
The adverse impact seems to be relatively larger when firms op-
erate in competitive product markets, although only one study
(from the United Kingdom) has addressed this issue directly.

The least robust results relate to productivity, training, and pay systems.

21. The impact of unions on productivity levels (in terms of both la-
bor productivity and total factor productivity) is empirically in-
determinate. Some studies suggest a positive impact, but others
imply a negative impact or no impact at all. For example, unions
appear to have a negative impact on productivity levels in the
United Kingdom but a positive impact in Malaysia. In the United
States, there is no discernible impact, on average, but there is con-
siderable variation across industries. Industries operating in com-
petitive product markets and firms with “high quality” industrial
relations (as measured by grievances among workers, strikes, and
the like) have, on average, high productivity.

22. The relationship between unions and productivity growth is not
clear either. In the United States, the union/nonunion differen-
tial is found to be negative or insignificant. In the United King-
dom, some studies suggest that the weakening of British unions
is one factor explaining the high productivity growth in the United
Kingdom in the 1980s.

23. Unionized workers tend to receive more training than their
nonunionized counterparts, especially company-related training.

Overall, these findings show that the extent to which particular costs
prevail or particular benefits materialize depends on the economic en-
vironment in which unions and employers operate, as well as the way
in which collective bargaining is organized. It is of primary interest to
note that specific aspects of the economic and institutional environment,
such as product market competition, absence of pre-entry closed shops
and so on, can help to minimize the net costs or maximize the net ben-
efits of unions. In devising union regulations, policymakers must recog-
nize this fact and seek to remove the costs of unions while at the same
time retaining their benefits.

Findings Regarding Question B (Macroeconomic Effects)

The impact of collective bargaining on macroeconomic performance
can best be assessed through comparative studies where the perfor-
mance of countries with (very) different bargaining systems is system-
atically compared. Most studies look at the economic performance of
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the OECD countries during the period from 1960 to 1998, and ask how
the framework of collective bargaining affects a large number of mac-
roeconomic performance indicators (such as unemployment and in-
flation) and labor market flexibility indicators (such as real wage
flexibility) in an environment in which workers’ rights can be taken as
granted. The importance of collective bargaining as opposed to other
ways of organizing contracting in the labor market can be measured
by union density (the proportion of workers who are union members)
and bargaining coverage (the proportion of the work force that is cov-
ered by a collective agreement). With respect to these indicators of col-
lective bargaining, we find:

1. Union density per se has a very weak association, or perhaps no
association, with economic performance indicators such as the
unemployment rate, inflation, the employment rate, real compen-
sation growth, labor supply, adjustment speed to wage shocks,
real wage flexibility, and labor and total factor productivity. There
is, however, one significant exception: union density correlates
negatively with labor earnings inequality and wage dispersion.

2. Bargaining coverage tends to be associated with higher real wage
growth (with no impact on productivity growth), lower employ-
ment rates, higher unemployment rates, and higher inflation. As
with union density, bargaining coverage correlates negatively with
labor earnings inequality and wage dispersion.

Collective bargaining is potentially a powerful means to facilitate
bargaining coordination; that is, the extent of coordination between unions
and employers’ organizations in wage setting and other aspects of in-
dustrial relations (for example, working conditions, holidays and leave
provisions and so on). Six different aspects of bargaining coordination
can be identified: union centralization, union concentration, employer
centralization, level of collective bargaining, informal coordination, and
corporatism. Bargaining coordination is increasingly seen as an influen-
tial determinant of labor market and macroeconomic performance. For
example, the Japanese system of wage setting is decentralized (firm-
based) but coordinated in the sense that it follows company rules based
on seniority (hence, they are transparent) rather than individual con-
tracting. In this system, workers are not paid wages equal to their indi-
vidual reservation wage (that is, the wage level below which the worker
will not supply his or her labor), as would have been the case under
individual contracting, but this difference does not adversely affect effi-
ciency. The Netherlands and Germany also have coordinated systems
through strong employer organizations, coordination among giant com-
panies or across industries, and coordination among unions. In France
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the government provides coordination in the form of public services,
utilities, and large nationalized industries. In Italy, there is informal
employer coordination (via the big firms and regional employers’ asso-
ciations) and between some union confederations. Finally, Sweden has
a centralized employers’ organization as well as centralized union con-
federations. The comparative literature focuses on two hypothesizes
about the relationship between bargaining coordination and economic
performance:

Hypothesis 1. Coordinated collective bargaining leads to better
economic outcomes compared to semicoordinated collective bar-
gaining, which, in turn, performs better than uncoordinated col-
lective bargaining.

Hypothesis 2. (The hump hypothesis) Semicoordinated collec-
tive bargaining leads to worse economic outcomes than both co-
ordinated and uncoordinated collective bargaining.

The evidence suggests that bargaining coordination did have a ben-
eficial impact on macroeconomic performance in the 1970s and 1980s,
but the evidence is fragile and in the 1990s the impact seemed to disap-
pear for most indicators. More specifically, we find:

3. Countries with highly coordinated collective bargaining tend to
be associated with lower and less persistent unemployment, less
earnings inequality and wage dispersion, and fewer and shorter
strikes compared to countries with semicoordinated (for example,
industry-level bargaining) or uncoordinated (for example, firm-
level bargaining or individual contracting) collective bargaining.
In terms of productivity growth and real wage flexibility, coun-
tries with highly coordinated collective bargaining tend to per-
form slightly better than countries with semicoordinated collective
bargaining but may not perform differently than countries with
uncoordinated collective bargaining. This lends some support to
hypothesis 1, but only for the 1970s and 1980s. For most economic
indicators, the differences disappear in the 1990s. Two exceptions
are earnings inequality and wage dispersion. These indicators
are comparatively low in countries with highly coordinated col-
lective bargaining throughout the whole period.

4. Although countries with either uncoordinated or coordinated
collective bargaining tend to be associated with lower and less
persistent unemployment and higher productivity growth than
semicoordinated collective bargaining during the period 1960 to
1990, the evidence in favor of the hump hypothesis is, in general,
very weak, particularly for the 1990s.
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5. In terms of inflation and the employment rate, there seems to be
little difference between coordinated, semicoordinated, and un-
coordinated collective bargaining.

These conclusions refer to one dimension of industrial relations and
take other dimensions as given (either by controlling for them or by
inappropriately ignoring them). This ignores the possibility of
complementarities between union density/bargaining coverage and
bargaining coordination. Such complementarities are important for the
impact of collective bargaining on economic performance, and it can
therefore be misleading to focus on one particular aspect in isolation. In
particular, the following fact should be emphasized:

6. High union density and bargaining coverage do not contribute
to poor unemployment performance so long as they are comple-
mented by high bargaining coordination (particularly among
employers).

Bargaining coordination is related to a number of different aspects
of industrial relations, such as the centralization of collective bargain-
ing, corporatism, informal coordination between employers or unions,
and so on. As far as different types of coordination are concerned, the
following points can be emphasized:

7. Informal coordination of wage bargaining (informal consultations
between firms and /or unions or pattern bargaining) tends to miti-
gate the potential disadvantage (in terms of relative high unem-
ployment) associated with semicoordinated (such as industry-level)
wage bargaining, and can arise in countries with relatively low
union density and bargaining coverage.

8. Coordination among employers tends to be more important in
producing low unemployment than coordination among employ-
ees. This suggests that employers’ organizations are more effec-
tive in controlling wage drift than union confederations.

9. Countries that have competing unions (multiunionism) and many
different union confederations tend to perform worse (in terms
of unemployment and inflation) than other countries.

10. The effects of coordination can be compromised or accentuated
depending on the political orientation of the government. “Good”
economic outcomes (in terms of economic growth) can arise ei-
ther when strong, centralized unions are paired with a strong left-
wing government or when weak, decentralized unions are paired
with a right-wing government. A mismatch (weak unions paired
with a strong left-wing government or strong unions paired with
a right-wing government) can lead to poor economic outcomes.
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This concludes the long list of specific macroeconomic findings.
Although some patterns emerge, we feel that the evidence is too weak
and fragile to warrant grand generalizations about the performance of
specific labor market institutions. Instead, we want to stress that the
relationship between collective bargaining and economic performance
cannot be fully understood unless the general economic and political
environment in which bargaining takes place is taken into account.
One should therefore be careful not to infer that institutional forms
that work well in one environment would also work well in other—
often very different—environments. With this caveat in mind, the syn-
thesis of the literature embodied in our list of findings can provide a
useful starting point for more specific studies of labor market reform.

Labor Standards in a Global Environment

Assessing the economic effects of unions and collective bargaining is as
important as it is difficult. A compelling argument is that workers should
have a fair share of the benefits associated with economic growth, and
when output falls, they should not be penalized for crises for which
they are not responsible. The best way for governments and the interna-
tional community to protect workers” interests and their families” wel-
fare may be to promote economic efficiency and mechanisms that ensure
a fair distribution of efficiency gains. The involvement of social partners
may be a prerequisite for designing and implementing policies that re-
flect the preferences of society at large.

However, systems of coordination are neither easily replicable nor
necessarily a panacea. The degree and kind of coordination at the la-
bor market achieved in each case are country specific in terms of eco-
nomic conditions and institutional and cultural characteristics. In most
countries where coordination exists, it evolved gradually through piece-
meal legislation over decades rather than as a massive policy inter-
vention at a specific point in time. Although some policies may have
created insiders and outsiders in the labor market, policies usually
blend social concerns with the economic realities of the time. Of course,
labor regulation introduced at a time when particular circumstances
prevailed should be reconsidered when economic conditions change.
Most of the countries with coordinated systems, especially in Europe,
are in the process of changing, partly because of increasing exposure
to external competition and partly because of the decline in manufac-
turing, where collective bargaining is more common than in white-
collar sectors.

By extension, assessing the economic impact of core labor standards
that relate to unions and collective bargaining is important for the
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international community, which is concerned with the effects of labor regu-
lations on international trade. However, it is also important to know the
economic effects of labor standards on individual countries. If freedom of
association and the right to collective bargaining can be shown to have
positive economic effects for the countries concerned, this will dissipate
some of the heat in the “North-South” debate around the notion that when
labor rights and labor standards differ between countries, such differences
can give an “unfair” cost advantage in internationally traded goods to
those countries that have lower standards.

Although some of the studies discussed in chapters 4 and 5 came
from developing countries, most are from industrial countries. This raises
the question of whether our conclusions are relevant to developing coun-
tries. One of the key findings of our survey is that the impact of unions
and collective bargaining at both the microeconomic and the macroeco-
nomic levels is context specific. The economic, legal, and political envi-
ronment differs in many respects between the average industrial country
and a typical developing or middle-income country. Most industrial
countries have stable, liberal democracies and respect the two relevant
labor standards in law and practice. This is not the case in many devel-
oping and middle-income countries. Nelson (1991) has pointed out that
the type of political regime—ranging from democracy to dictatorship—
significantly affects the way in which industrial relations develop. The
same is true for the economic environment. The economic impact of
unions in an environment of ill-designed labor and product markets in
which rent seeking is profitable is very different from the economic im-
pact of unions in a well-designed environment. To illustrate, in many
developing countries, unions with close ties to the government have
played an important role in sustaining import substitution policies.
Krueger (1993: 86-87), for instance, writes:

Because domestic private sector industry was protected by import
prohibitions and licensing, most firms had considerable monopoly power.
Labor unions, whose bargaining power had been strengthened by be-
nevolent social guardian governments, were able to negotiate with pri-
vate sector firms whose incentive to resist wage increases, given their
monopoly position, was relatively weak. Although employment in the
private sector industry grew very slowly, ..., those fortunate enough to
have employment in the private sector industries became yet another
group supporting economic policies [i.e. import substitution policies].

Moreover, in many developing countries, unions are concentrated in
the formal sector, and in the public sector. The concentration of unions in
the public sector makes them a powerful pressure group that can be a
significant obstacle to structural reforms (see, for example, Freeman 1993a).
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The relationship between social partners, however, need not always
be a simple one. Some political scientists have made attempts to quan-
tify the effects and have looked at the interaction between the strength
of labor, party control, and economic outcomes. The argument here is
that labor market parties, particularly unions, expect the government to
deliver certain welfare goods and policies in exchange for wage mod-
eration and peace in the labor market.

There can be many scenarios of such arrangements. For example, if
unions are powerful and the government is left-wing, economic perfor-
mance can be predicted to be “good.” This is because the pursuit of
welfare policies by left-wing parties is likely to lead to voluntary wage
moderation. Moreover, if unions organize the majority of workers, they
are less likely to engage in wasteful rent-seeking, since unionized work-
ers would themselves bear most of the costs associated with these ac-
tivities. Alternatively, if unions are politically weak and the government
is right-wing, “good” economic performance can also be expected. This
is because unions are restricted in their wage demands by competitive
pressure from product markets that are left unregulated by the right-
wing government.

In contrast, “bad” economic performance can result when there is a
mismatch between the power of the labor movement and the political
orientation of the government. If, for instance, a right-wing government
coexists with powerful unions, the unions are unlikely to restrict their
wage demands voluntarily because the government cannot be expected
to deliver any welfare goods in return. Likewise, a left-wing govern-
ment coexisting with weak unions cannot count on any voluntary wage
moderation because individual unions are likely to pursue their own
interests (wage pressure) without taking into account the economy-wide
consequences of their actions. These scenarios of the political orienta-
tion of the government and the organizational power of unions (“the
Garrett and Lange hypothesis of coherence”) find some empirical sup-
port in a sample of OECD countries.

These considerations imply that one should be careful to draw policy
conclusions for developing and middle-income countries directly from
the OECD evidence. In particular, the discussion of bargaining coordi-
nation may be largely irrelevant at the current state for many develop-
ing and middle-income countries in which union density is low, unions
are concentrated in the public sector, and the legal framework of indus-
trial relations is only partially designed. Nevertheless, bargaining coor-
dination can become increasingly an issue as industrial relations develop
and unionization is extended to more sectors.



