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1. Introduction

THE IDEA THAT labor unions, or, more
accurately, collective bargaining sys-

tems, can influence macroeconomic out-
comes has had a persistent but varied life
over the past fifty years. Early in the
postwar period, John Hicks (1955) noted
the existence of a “Labour Standard,” in
which “ . . . monetary policy adjusts to
the equilibrium level of money wages so
as to make it conform to the actual
level,” (p. 391) rather than the other way
around. Belief in union influence on in-
flation also informed postwar applica-
tions of income policies in virtually all
Western countries, but neither Hicks’ ar-
gument nor the subsequent policy appli-
cations considered how the strikingly
different collective bargaining systems
around the world might produce differ-
ent macroeconomic outcomes. Indeed,
countries representing virtually the en-
tire spectrum of collective bargaining
systems were sufficiently concerned
about the effects of labor market institu-

tions on macroeconomic outcomes to ex-
periment with some variety of incomes
policy. Yet the subsequent failure of in-
comes policies to alter macroeconomic
outcomes for any sustained period
seemed independent of institutional
structure (Flanagan, David Soskice, and
Lloyd Ulman 1983).

The aftermath of the supply shocks of
the 1970s brought increased interest in
understanding the relationship between
specific features of collective bargain-
ing systems and macroeconomic adjust-
ment. Countries varied in both their
economic adjustments to the supply
shocks and in the structure of their col-
lective bargaining institutions. As con-
ventional macroeconomic models of wage
and price behavior failed to explain the
international variations in post-oil-shock
macroeconomic adjustments, social sci-
entists began to examine the impact of
alternative institutional structures on
economic performance and initially
concluded that so-called “corporatist”
collective bargaining arrangements (fur-
ther defined in section 3) produced
superior macroeconomic outcomes.

This research has produced little clo-
sure on the subject, however. Indeed,
most of the initial correlations have
turned out to be remarkably fragile.
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The objective of this essay is to examine
findings and uncertainties about how
collective bargaining systems influence
macroeconomic outcomes, including in-
flation, unemployment, the aggregate
real wage level, the adjustment of real
wages in the face of unemployment, and
pay dispersion, indicating both the suc-
cesses and failures of the literature to
date.2 The essay will draw on the post-
war evidence from advanced industrial-
ized economies of Western Europe,
North America, Japan, Australia and
New Zealand.

Section 2 provides a brief introduc-
tion to the varieties of institutional
structures that accompany collective
bargaining in industrialized nations,
while Section 3 compares the main
theoretical ideas that guide research
into the relationship between collective
bargaining systems and economic per-
formance with postwar experience in in-
dustrialized countries. Subsequent sec-
tions explore some apparent reasons for
the fragile empirical results, and the
paper concludes with a discussion of
research and policy implications.

2. Collective Bargaining Systems

While labor unions and collective
bargaining are among the institutional
constants of economic life, the charac-
teristics of collective bargaining systems
vary substantially among countries. Ta-
ble 1 provides data on the salient fea-
tures of collective bargaining systems
for a sample of industrialized countries
around 1980—about the time of the
second oil shock, whose aftermath
stimulated the search for a connection
between collective bargaining structure
and macroeconomic performance—and
the early 1990s, the latest data avail-
able. The discussion in this section ad-

dresses the nature of bargaining system
characteristics. Section 5 addresses
changes over time.

Columns 1 and 2 present data on the
scope of union membership and collec-
tive bargaining. Most economists are fa-
miliar with the concept of union den-
sity—the percent of wage and salary
workers who are union members—
shown in column 1.3 Even among indus-
trialized countries, unionization varies
widely, with the highest density rates
(in Scandinavian countries) reaching
several times the lowest density rates
(in the United States and France).

Fewer economists realize that the
percent of wage and salary workers cov-
ered by the terms of collective bargain-
ing agreements typically exceeds union
membership. This distinction is crucial
in continental European countries.
France, with the lowest density rate but
the highest coverage rate among the
countries in Table 1, is an extreme ex-
ample, but North American countries,
where membership and coverage are
virtually synonymous, are at the other
extreme. Some employers more or less
automatically extend terms of a collec-
tive bargaining agreement to nonunion
employees in a plant. (This practice
accounts for the modest gap between
coverage and membership in North
America.) The much larger differences
observed in continental European coun-
tries are rooted in statutes and practices
providing for the extension of collective
bargaining agreements to employees
and employers who would be regarded
as nonunion in other institutional set-
tings. In some European countries, an
official collective bargaining agreement
must cover a certain percent of employ-
ees in a sector before legal extension
can occur; in others, statutes permit

2 For an evaluation of the relationship between
labor market institutions and microeconomic
outcomes, see Francine Blau and Kahn forthcoming.

3 The data generally exclude self-employed,
retired, and unemployed union members.
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extension to economically similar work-
ers who have no bargaining repre-
sentative.4 In addition, members of em-
ployer associations generally must
honor wage agreements negotiated by
the association irrespective of their
union status. As is apparent in Table 1,
these extension mechanisms greatly en-
large the influence of collective bar-

gaining agreements. At the same time,
they may lower official union member-
ship by encouraging free-rider behavior
by workers, and raise membership in
employer associations as nonunion firms
seek to influence the terms of wage
agreements that they will have to
accept.

Parallel measures for the employer
side of the collective bargaining rela-
tionship are rare in most countries. Of-
ficial statistical agencies generally do
not survey employers about their par-
ticipation in collective bargaining, their
membership in employer associations,

TABLE 1
CHARACTERISTICS OF INDUSTRIAL RELATIONS SYSTEMS, CIRCA 1980

Union Density
(percent)

Union Coverage
(percent)

Bargaining Level
(scale)

1980 1994 1980 1994 1980 1994

Australia 48 35 88 80 2+ 1.5
Austria 56 42 98 98 2+ 2+ 
Belgium 56 54 90 90 2+ 2+ 
Canada 36 38 37 36 1  1  
Denmark 76 76 69 69 2+ 2  
Finland 70 81 95 95 2.5 2+ 
France 18  9 85 95 2  2  
Germany 36 29 91 92 2  2  
Italy 49 39 85 82 2– 2  
Japan 31 24 28 21 1  1  
Netherlands 35 26 76 81 2  2  
New Zealand 56 30 67 31 2  1  
Norway 57 58 75 74 2  2+ 
Sweden 80 91 86 89 3  2  
Switzerland 31 27 53 50 2  2  
United Kingdom 50 34 70 47 2  1.5
United States 22 16 26 18 1  1  

Sources: Union density, union coverage, bargaining level, bargaining coordination: OECD 1997, p. 71.
 Federation involvement, government involvement: Golden, Lange, and Wallerstein 1997.
 Works Councils: Slomp 1995, p. 294.
Notes: Union Density = Proportion of wage and salary workers who are union menbers.
 Union Coverage = Proportion of wage and salary workers covered by terms of a collective bargaining agreement.
 Coverage data for 1980 were not available for Austria, Belgium, Denmark, New Zealand, Norway, Sweden and
 Switzerland. For these countries, coverage data for 1990 appear in the 1980 column.
 Bargaining Level: (1) Plant-level bargaining; (2) Industry level bargaining; (3) Centralized bargaining.
 Bargaining Coordination: Range is from uncoordinated bargaining (=1) to highly coordinated bargaining (=3).
 Federation Involvement: Union and/or employer federations are: (1) Uninvolved in setting wages in any of the
 subsequent ways; (2) Participate in formulation of wage demands for all affiliates; (3) Negotiate non-wage benefits;

4 According to OECD 1994a, “pervasive” legal
extension occurs in Australia, Austria, and France,
and “limited” extension occurs in Finland, Ger-
many, the Netherlands, and Switzerland. The in-
clusion of Australia refers to the extension of arbi-
tration awards to workers who are not a direct
party to a particular arbitration proceeding.
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or the extent to which pay and other
employment practices are determined
by collective bargaining negotiations in
which they do not participate. For most
countries, we therefore have no clear
idea of the exact number or proportion
of firms operating on a completely non-
union basis (although it seems reason-
able to assume that most workers who are
not covered by a collective bargaining
agreement work in a nonunion firm).

The arrangements for the conduct of
collective bargaining also vary widely
among countries. Bargaining structure
refers to the level at which collective

bargaining occurs (column 3 in Table 1,
in which the lowest numbers represent
the most decentralized bargaining
structures). In decentralized collective
bargaining systems (typical of North
America and Japan throughout the pe-
riod), most negotiations occur between
an employer and representatives of em-
ployees in a company or plant. (The im-
portance of company-level, nonunion
pay decisions in these countries pro-
vides further decentralization of wage
determination.) Intermediate level bar-
gaining, common in continental Eu-
rope, involves negotiations between an

TABLE 1 (Cont.)

Bargaining
Coordination

Federation
Involvement

Government
Involvement

Works
Council

1980 1994 1977– 80 1990– 92 1977– 80 1990– 92

Australia 2+ 1.5 6 6 10 10
Austria 3  3  2 2  6  6
Belgium 2  2  2 3  4  4
Canada 1  1  1 1  2  2  0
Denmark 2.5 2+ 5 1  11  5 80
Finland 2+ 2+ 7 7  8  8
France 2– 2  3 3 3, 5  3 75
Germany 3  3  1 1  3  3 60
Italy 1.5 2.5 4 1  3 3, 7
Japan 3  3  2 2  4  4  0
Netherlands 2  2  2 2  6  6 45
New Zealand 1.5 1  10 10
Norway 2.5 2.5 8 8  9  5
Sweden 2.5 2  8 7  5  8  0
Switzerland 2+ 2+ 1 1  3  3
United Kingdom 1.5 1  1 1 2, 11  2  0
United States 1  1  1 1  2  2  0

(4) Negotiate a part of the wage agreement (e.g., cost-of-living adjustment); (5) Represent  affiliates in mediation
with centralized ratification; (6) Represent affiliates in arbitration; (7) Negotiate national wage agreement without
peace obligation; (8) Negotiate national wage agreement with peace obligation.
 Government Involvement: Government: (1) Uninvolved in wage setting; (2) Establishes minimum wage(s);
(3) Extends collective agreements; (4) Provides economic forecasts to bargaining partners; (5) Recommends wage
guidelines or norms; (6) Negotiates wage guidelines with unions; (7) Imposes cost-of-living adjustment; (8) Formal
tripartite agreement for national wage schedule without sanctions; (9) Same with sanctions; (10) Arbitrator imposes
wage schedules without sanctions on unions; (11) Imposes national wage schedule with sanctions; (12) Imposes
wage freeze and prohibits supplementary local bargaining.
 Works Councils: Percent of firms with a works council.
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industry-wide union and an industry
employers’ association to establish a
floor under working conditions in a par-
ticular industry. Centralized bargaining
(common at times in Scandinavian
countries) involves negotiations be-
tween nationwide labor and employer
federations to establish a national floor
for wages and possibly other working
conditions.5  Labor federations may not
be comprehensive. (In Scandinavia,
unions of blue collar, white collar, and
professional workers affiliate with
separate federations, for example).

Australia and New Zealand present
unusual cases in that wage determina-
tion was conducted through quasi-judi-
cial arbitration procedures for much of
this century. Under an arbitration sys-
tem, unions and employers litigate wage
claims before a labor court, which is-
sues “awards” establishing minimum
wages for an occupation. Awards typi-
cally apply beyond the immediate juris-
diction of a union and are frequently
the basis for general revisions of the
wage structure (through subsequent ar-
bitration claims) to preserve occupa-
tional wage differentials—an objective
of the labor courts. Negotiations be-
tween labor and management can occur
to establish wage rates above the mini-
mum set in the award (Pencavel 1999).
Wage determination in these systems
has both centralized (arbitration
awards) and intermediate (industry bar-
gaining) components. In 1991, New
Zealand abandoned its arbitration sys-
tem and shifted to a radically decentral-
ized approach to pay determination, a
change that is discussed further in sec-
tions 3 and 5. Australia revised but did

not abandon its arbitration system
during the 1990s.

Irrespective of their level of collec-
tive bargaining negotiations, countries
also differ in the extent to which labor
negotiations are coordinated. Even in
decentralized bargaining systems, com-
mon contract expiration dates and fed-
eration or government influence on
wage norms may achieve highly co-
ordinated wage settlements. Column
4 provides an index of bargaining
coordination (with 3 indicating high
coordination), while columns 5 and 6
indicate the nature of federation and
government involvement in wage
bargaining.

Unions do not provide the only form
of collective representation at the en-
terprise level. Since World War II, sev-
eral European countries have passed
statutes providing for the establishment
of works councils in plants exceeding
some employment threshold. Although
the works councils have the potential to
compete with union representation,
they are generally limited to issues not
covered in collective bargaining agree-
ments. Unions may not be too confident
of this distinction, as union members
appear to capture a significant majority
of the works council seats. Companies
are generally required to provide works
councils with information about the
economic conditions at the enterprise
and to consult or accept advice from
works councils on dismissals and other
human resource management issues. In
some countries the councils may have
joint decision-making rights on some
personnel issues (Hans Slomp 1995).
Column 7 of Table 1 provides data on
the prevalence of works councils.

3. Theoretical Links

Students of labor markets agree more
readily on the defining characteristics

5 Sector-based unions and employer organiza-
tions generally affiliate with national federations,
which coordinate legislative objectives and, in
some countries, economic objectives. Outside of
Scandinavia, national federations have rarely been
directly involved in collective bargaining.
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of collective bargaining systems re-
ported in section 2 than on the relation-
ship between these characteristics and
the behavior of real wages, unemploy-
ment and inflation. This section reviews
the main efforts by economists and po-
litical scientists to link elements of the
collective bargaining system with mac-
roeconomic performance. As will be-
come apparent, these efforts betray
considerable uncertainty about the
relationship between many of these
measures and the central concept of
bargaining power.

During the early postwar period, na-
tional governments sought to minimize
the inflation that accompanied periods
of relatively low unemployment. The
use of national incomes policies noted
in the introduction rested on the as-
sumption that union bargaining power
could be an ongoing source of inflation-
ary pressure. This view was quickly
challenged on the grounds that a
change in the degree of monopoly
power in a market would produce a
once-and-for-all increase in the relevant
price, not ongoing inflationary pressure.
Unions could therefore be a source of
inflation only if union power continually
increased. At the time, however, the
policy challenge facing most industrial-
ized countries was to prevent the out-
break of inflationary pressures in a re-
gime of relatively stable union density
and coverage. Without a clear indica-
tion of increasing bargaining power, the
institutional basis for incomes policy
seemed weak. The challenge was coun-
tered with the argument that unions
could be guilty of at least contributory
negligence to the extent that govern-
ments accommodated negotiated wage
increases—the previously cited “Labour
Standard” characterization of labor mar-
kets advanced by Hicks. An important
contribution of this early debate was to
signal the link between government ac-

tions and the impact of the collective
bargaining system.

In the wake of the supply shocks of
the 1970s, which increased both infla-
tion and unemployment, the measure of
macroeconomic performance stressed
by economists shifted from these tar-
gets to the flexibility of aggregate real
wage adjustments in the face of aggre-
gate demand shifts. (Political scientists
and others continued to stress inflation
and unemployment as performance
measures, rather than the intervening
adjustment processes.)

3.1 The Corporatist Hypothesis

An early perspective on the links be-
tween institutions and macroeconomic
outcomes came from political scientists
who argued that “corporatist” institu-
tional arrangements, which facilitate
bargaining between labor, management,
and the government, produce lower in-
flation and unemployment. Such institu-
tional arrangements purportedly pro-
duce implicit or explicit “social
contracts” in which unions restrain
wage demands in exchange for policy
concessions from the government.

Corporatism is an inherently multidi-
mensional concept, for which precise
definitions are elusive. Some propo-
nents focus on process and stress the
active participation of organized inter-
est groups in the policy formation pro-
cess through formal or informal bar-
gaining with the government (Gerhard
Lehmbruch 1984). Others stress the in-
stitutional prerequisites for such par-
ticipation—notably the presence of cen-
tralized, monopolistic union federations
and employer associations, as well as
centralized collective bargaining ar-
rangements (Schmitter 1981). The abil-
ity of the various interest organizations
to deliver on their promises receives
much less attention but is captured
by Colin Crouch’s observation that
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“corporatism places enormous reliance
on the capacity of organizations to regu-
late their members” (Crouch 1985,
p. 138). Discussions of corporatism are
rather brief about the micro-foundations
of decision-making within interest or-
ganizations and the government, effec-
tively assuming identical preferences
among all members or an absence of
democratic processes for resolving in-
ternal conflicts.6 As a result, the corpo-
ratist literature lacks precision on the
process and outcome of bargaining
among interest groups.

If the links between some of the di-
mensions of corporatism and macro-
economic performance seem obscure, it
is because political scientists initially
developed the concept to explore an en-
tirely different issue—the role of inter-
est group intermediation in the political
process—and the arguments were never
developed formally. For this purpose,
researchers would aggregate certain in-
stitutional features of labor markets and
governments into overall indexes of cor-
poratism, and rank sample countries by
their index score. These indexes were
later borrowed with little amendment
by social scientists attempting to test
the corporatist hypothesis.

Empirical testing. Early empirical
testing of the corporatist hypothesis
consists of little more than simple cor-
relations between indexes of corpora-
tism (or the elements of such indexes)
and one or more measures of macro-
economic performance, such as infla-
tion, unemployment, or the Okun mis-
ery index (the sum of the inflation and
unemployment rates) across 14 to 17
(depending on the study) industrialized
countries. Crouch (1985) compared the
correlation between economic perfor-

mance and union density for a group of
corporatist countries with a group of
noncorporatist countries, and found
that while the relationship between per-
formance and union density was weak,
average economic performance was su-
perior in the corporatist countries (as a
group). The measures of economic per-
formance were inflation in the mid-
1970s, the misery index in the mid-
1970s, and the increase in inflation
from the mid-1960s to the mid-1970s.
In a more extensive analysis of data for
the 1960s, 1970s, and 1980s, overall
union density was not significantly cor-
related with either the inflation rate,
the unemployment rate or the misery
index, but there were significant corre-
lations between these measures of eco-
nomic performance and an index of
corporatism based on the authority
of the dominant union federation in
each country over its member unions
(Crouch 1990).7 Close inspection of the
results reveal two patterns that appear
in other studies. First, the strength of
the correlations varies by decade, with
the weakest results in the 1960s, the
strongest in the 1970s, and intermedi-
ate in the 1980s. Second, the correla-
tions are quite sensitive to the exact list
of industrialized countries included in
the study. The addition or subtraction
of data for Spain and Switzerland had
dramatic effects on the strength of the
correlations.

Ezio Tarantelli (1986) regressed the
misery index on a multidimensional in-
dex of corporatism that included the
neocooption of trade unions (roughly,
the degree of ideological and political
consensus between unions and govern-
ments, the centralization of collective

6 Alternatively, the institutions themselves
might reflect some underlying social consensus
that was the ultimate determinant of performance
(see section 5).

7 Note that this index of “centralization,” which
is due to Visser (1987), refers to centralization
of authority within the union movement, not the
centralized bargaining arrangements discussed in
section 3.2.
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bargaining, and the regulation of indus-
trial conflict). In each of the three time
periods studied, 1968–73, 1974–79, and
1980–83, here is a negative cross-country
relationship between the corporatism
and misery indexes. The relationship
shifts over time to the disadvantage of
the least corporatist countries. That is,
by the early 1980s differences on the
corporatism index were associated with
larger differences in economic perfor-
mance than in the 1960s. Michael Bruno
and Jeffrey Sachs (1985) report similar
results using an index of corporatism
they attribute to Crouch.

Even when such correlations emerge,
they are difficult to interpret, because it
is not clear which dimensions of the cor-
poratist indexes provide the statistical
action. There have been a few efforts to
study the influence of individual ele-
ments of the broad corporatism indexes
separately, however. Miriam Golden
(1993) correlated measures of union mo-
nopoly (the number of national labor or-
ganizations involved in the wage-setting
process) and union centralization (the
degree of internal authority exercised
by labor federations over their member
unions) with measures of both the aver-
age level of economic performance in
1974–85 and the change in the perfor-
mance from a period one decade ear-
lier. Two measures of each institutional
variable are drawn from the earlier cor-
poratism literature. While union mo-
nopoly appears to be more correlated
with economic performance than union
centralization, the more striking result
is that the institutional measures drawn
from one source produce some significant
correlations, while the measures of the
same concepts drawn from the other
source do not! Differences in country
rankings produced by nuances of defini-
tion appear to have a lethal effect
on correlations between institutional
structure and performance.

Clearly, the notion of corporatism
suffers from uncertain theoretical foun-
dations and a lack of attention to the
micro-foundations of the economic and
social processes that purportedly pro-
duce superior economic outcomes. Em-
pirical support for the hypothesis is
equally shaky. These significant defi-
ciencies notwithstanding, reformula-
tions of the hypothesis focusing on
complementarities between specific
government and labor market institu-
tions may have promise, as discussed
further in section 6.

3.2 Bargaining Structure

In contrast to the political science lit-
erature, research in economics on the
relationship between institutional struc-
ture and economic performance did
not rest on the outcome of unspecified
bargaining processes between unions
and governments. Indeed, governments
largely disappear from the story. In-
stead, the economics literature focused
almost exclusively on bargaining struc-
ture as the key institutional feature, and
developed formal analyses of links be-
tween bargaining level and certain di-
mensions of macroeconomic perfor-
mance based on the self-interest of
unions and employers and the outcomes
of union-employer bargaining processes.

Early analyses assumed fully-union-
ized, closed economies with employers
who maximize profit and unions that
maximize a utility function including
the real wage and employment levels of
union members. These analyses predict
that relatively centralized collective
bargaining arrangements will yield
lower real wages and unemployment, on
the grounds that central union federa-
tions will internalize externalities that
would be ignored by negotiators in de-
centralized bargaining structures. In
formulating wage demands under de-
centralized bargaining, for example,
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each union tends to consider only the
interests of its members and to ignore
the effect of the resulting price in-
creases (for the output of the union’s
members) on other worker groups. The
real wage gains of each union’s mem-
bers are accompanied by real wage
losses for workers who are represented
by other unions. In contrast, centralized
bargaining arrangements should create
the incentives and means to internalize
the externality by pursuing more mod-
erate wage demands.8 For a given de-
gree of labor market pressure, this line
of reasoning predicted a negative rela-
tionship between the real wage level
and the degree of centralization of col-
lective bargaining when different unions
represent work groups that are comple-
ments in production.9 More centralized
collective bargaining arrangements pro-
duce lower unemployment rates, ceteris
paribus.

Missing from the externality analyses,
however, was a consideration of the re-
lation between bargaining structure and
bargaining power. The tradeoff between
the real wage level and employment in
the union utility function and in the la-
bor demand curve provides a basis for
discussing union bargaining power, with
greater union power associated with
less elastic demand for the services of
union members. Combining both the
externality and bargaining power argu-
ments, some economists postulated a
“hump-shaped” relationship between
bargaining structure and the real wage
level in closed economies, with indus-
try-level bargaining arrangements (such
as are found in many continental Euro-
pean countries) yielding the highest
real wages and hence the highest unem-
ployment rates, ceteris paribus (Lars
Calmfors and John Driffill 1988).

The crux of the argument rests on the
effect of a negotiated nominal wage in-
crease on the real consumption wage (an
element of the union’s objective func-
tion) and the real product wage (which
influences the firm’s employment deci-
sions). In a closed economy, the effect of
negotiated wage increases on consumer
prices varies directly with the scope of
the bargaining unit. For a given nomi-
nal wage increase, the increase in the
real consumption wage should be larg-
est in decentralized bargaining units.
But an employer’s ability to pass on the
wage increase by charging higher prices
is greater under industry bargaining
(where all close substitutes are subject
to an industry-wide wage increase) than
under company-level bargaining (where
they are not). Employer resistance
should therefore be greatest in decen-
tralized bargaining arrangements. Un-
der centralized bargaining, no relative
price can change, and the profit and
employment effects are the same as
under decentralized bargaining.

8 Price spillovers are only one externality that
may be internalized under centralized bargaining.
Others include input price externalities (when
wage increases in one bargaining unit raise the
price of inputs to other sectors, reducing output
and employment there); fiscal externalities (when
wage increases in one unit reduce employment
and the tax base, requiring tax increases else-
where); and unemployment externalities (when
unemployment resulting from wage increases in
one sector make it more difficult for all workers to
find a job). For further detail see the important
surveys by Calmfors (1993) and Moene, Waller-
stein, and Michael Hoel (1993) and the references
therein.

9 In centralized bargaining, the labor federation
then internalizes the fact that higher wages for
one union will reduce the demand for the mem-
bers of other unions. When different unions rep-
resent work groups that are substitutes, however, a
wage increase for one union raises the demand for
members of other unions. Employment is redis-
tributed within the bargaining unit rather than
lost, so wage pressure increases. In contrast, with
decentralized bargaining, a wage increase by one
union reduces the demand for its members, while
increasing the demand for substitutes represented
by other unions—a consideration that would tend
to moderate wage pressure (Henrik Horn and
Asher Wolinsky 1988). Union jurisdictions there-
fore influence the exact relationship between bar-
gaining structure and macroeconomic outcomes.
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Two lines of attack have been mounted
against the hump-shaped hypothesis.
One objection is that the predictions do
not apply when the assumptions of a
closed economy and complete bargain-
ing coverage are dropped. Assuming an
open economy changes the analysis in
two ways. First, domestic firms now
compete with foreign firms for sales in
domestic markets. Second, consumer
prices, but not producer prices, now in-
clude the prices of imports. To the ex-
tent that foreign goods are substitutes,
it will become more difficult for domes-
tic firms to pass on pay increases to
consumers. Import competition in-
creases the elasticity of demand facing
employers in industry-wide bargaining
units and circumscribes their ability to
pass on wage increases into prices. The
higher risk of employment loss in the
face of international competition should
also mitigate union wage demands.

At the same time, the incentives for
wage restraint are weaker under cen-
tralized bargaining in an open than in a
closed economy. Even if all employers
attempt to pass on the wage increase,
the weight of import prices will keep
the increase in consumption prices be-
low the increase in producer prices.
Therefore, the real consumption wage
will rise despite little or no increase in
the real product wage and hence little
or no employment reduction. The im-
portant conclusion from this analysis is
that with economic integration, eco-
nomic performance becomes more or
less independent of bargaining struc-
ture (Jean-Pierre Danthine and Jennifer
Hunt 1994).

This analysis also illuminates the
question of how bargaining structure
and economic performance are linked
in countries with significant nonunion
sectors. Although the presence of a
nonunion sector is assumed away by the
bargaining structure literature, which

has emerged from countries with very
high union membership or coverage
rates, this issue is relevant for most
non-European industrialized countries
as well as the United Kingdom. The
role of the nonunion sector in such
economies is in effect the same as the
role of other countries in the analysis of
the effects of economic integration
above. That is, the more important the
nonunion sector, the weaker are the
links between bargaining structure and
the real wage and employment levels.

The second line of attack criticized
analyses of the relationship between the
level of collective bargaining and macro-
economic performance on the grounds
that the key determinant of institutional
influence is bargaining coordination
among key players (Soskice 1990). Bar-
gaining level may provide an imperfect
guide to the degree of bargaining co-
ordination in decentralized systems in
which employers and unions are able to
establish a pattern settlement that is ac-
cepted at most companies.10 Moreover,
all centralized bargaining systems in-
cluded decentralized bargaining ar-
rangements. (See section 4.2 for de-
tails.) In each case, bargaining level is
then the form but not the substance of
the bargaining system. The crux of this
critique is that empirical work stem-
ming from the bargaining level litera-
ture misclassifies (as decentralized)
those countries with company-level ne-
gotiations in which bargaining outcomes
are in fact highly coordinated across
bargaining pairs. With proper reclassifi-
cation, a negative relationship between
coordination and the real wage level
and unemployment is predicted.

In contrast to the corporatist litera-
ture, analyses of bargaining structure

10 In Japan, for example, thousands of enter-
prise settlements are highly coordinated every
spring, thereby permitting highly flexible wage
responses.
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and economic performance generally
assign governments a passive role in the
bargaining process. Certain Scandina-
vian models of union behavior provide
an important exception to this rule,
however, and reach conclusions that dif-
fer strikingly from corporatist argu-
ments. One way in which (usually left-
of-center) governments may appeal to
labor constituencies is by increasing
public employment to offset distur-
bances that drive employment below a
target level. Such accommodation poli-
cies effectively lower the elasticity of la-
bor demand facing a centralized union,
inducing a higher real wage in equilib-
rium (Calmfors 1982; Calmfors and
Horn 1985). The effect of bargaining
structure on real wages is thus contin-
gent on government policy, but in a way
that is the reverse of the corporatist ar-
guments advanced earlier. These mod-
els also rationalize the long-term growth
of public employment in such countries
and the resort to devaluations rather
than politically costly nonaccommodation
policies.

To summarize the theoretical litera-
ture, in a closed, fully-unionized econ-
omy, the level of bargaining influences
the real wage level through (1) its ef-
fects on the externalities of the collec-
tive bargaining process and (2) its con-
tribution to relative bargaining power.
The hypothesis of a negative relation-
ship between bargaining level and the
equilibrium level of unemployment re-
flects emphasis on the former factor,
while the hypothesis of a hump-shaped
relationship reflects additional consid-
eration of bargaining power. The key
disagreement between the hypotheses
is over the effects of decentralized
bargaining: Under the “monotonic”
hypothesis, decentralized bargaining
yields the highest wage pressure, while
under the hump-shaped hypothesis, de-
centralized bargaining may yield the

best outcome. In sufficiently open or
sufficiently nonunion economies, how-
ever, the theory predicts that real wage
and equilibrium unemployment levels
will be independent of bargaining
structure.

Empirical testing. Broadly speaking,
empirical analyses have tested for rela-
tionships between bargaining level and
either (1) levels of unemployment and
real wages11 or (2) econometric coeffi-
cients describing the responsiveness of
an economic system to a disequilibrium.
Comparatively firm theoretical founda-
tions notwithstanding, empirical work
on bargaining structure and equilibrium
unemployment often shares the infor-
mality of tests of the corporatist hy-
pothesis, relying on simple correlations
between real wage levels or unemploy-
ment rates and measures of bargaining
centralization. An influential early study
relied on such correlations to argue that
highly unionized countries with central-
ized bargaining were likely to produce
real wage moderation (Bruno and Sachs
1985). In a recent reexamination of the
monotonic hypothesis, however, the
OECD found no significant cross- 
country rank correlations in 1980, 1990,
or 1994 between measures of bargain-
ing centralization or coordination and
national inflation, unemployment, em-
ployment and real earnings growth
rates, except for a significant negative
correlation between the institutional
variables and the employment rate in
1994 (OECD 1997, chap. 3).

In their examination of the relation-
ship between bargaining structure and
economic performance, Calmfors and
Driffill (C&D hereafter) (1988) claimed

11 Empirical studies often include performance
measures, such as inflation, that are not directly
implied by the theory. Calmfors and Driffil (1988)
included the Okun misery index as a perfor-
mance measure on the grounds that it offered a
“crude” control for national variations in demand
management policy.
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support for their “hump-shaped” hy-
pothesis. Their empirical findings were
subsequently challenged on at least two
grounds. First, the findings did not ap-
pear robust to modest changes in the
time periods covered by the data
(OECD 1988). Second, Soskice (1991)
argued that their categorization of
bargaining structures was inaccurate
for two (out of seventeen) countries, Ja-
pan and Switzerland, and that when
these countries were treated properly,
the data supported a linear rather than
a nonlinear relationship between bar-
gaining structure and performance.
Even if one accepts the C&D ranking,
however, empirical support for the
hump-shaped hypothesis has also evapo-
rated. After using “a wide variety of in-
dicators of economic performance and
new data on the centralization and co-
ordination of collective bargaining,” a
recent OECD study concluded that
there is no evidence to support the
C&D hypothesis in the 1990s (OECD
1997, chap. 3).

A more ambitious approach to analyz-
ing the impact of the collective bargain-
ing system on macroeconomic outcomes
is to estimate a structural model of the
wage and price determination process
using both time-series and cross-section
data and to explain international differ-
ences in the parameters of the model
by labor market institutions. Richard
Layard, Stephen Nickell, and Richard
Jackman (1991) adopt this approach in
their study of medium-term unemploy-
ment differentials among nineteen in-
dustrialized countries during 1983–88.
After estimating the structural model,
they relate a variety of institutional vari-
ables suggested by the earlier literature
(including the C&D index of the cen-
tralization of bargaining, the Tarantelli
index of corporatism, indexes of union
and employer coordination suggested
by Soskice’s critique of C&D, and mea-

sures of strike activity) to the parameter
describing the responsiveness of wages
to unemployment.

Although the sample size limits the
number of potential institutional fea-
tures that can be evaluated in a single
regression equation, the results indicate
that employer and union coordination
are more consistently significant than
the index of centralized bargaining and
particularly the broader index of corpo-
ratism. International differences in union
density were not significantly related to
the parameter differences, a result that
echoes earlier work by Crouch. This
study was probably the most compre-
hensive effort to evaluate institutional
impact. Yet, when this regression was run
on 1993 data, the signs on the bargain-
ing coordination variables reversed, and
the statistical significance disappeared
(Anders Forslund and Alan Krueger 1994).
A later study by Nickell and Layard re-
gresses measures of unemployment on
the change in the inflation rate and a
variety of institutional indexes for twenty
industrialized countries using averages
for 1983–88 and 1989–94, and a dummy
variable to distinguish between the aver-
age unemployment rate in the two peri-
ods (Nickell and Layard 1999). Taken at
face value, the results indicate that
higher union density and coverage raise
unemployment, while union and em-
ployer coordination lower it,12 but the
reduced-form approach obscures the
exact mechanisms at work and fails to
test for the possibility of changes in in-
stitutional impact over time suggested

12 A similarly-structured OECD study for 1985–
95 uses the GDP gap rather than the inflation rate
as a control for demand policy and finds high bar-
gaining centralization and coordination associated
with lower unemployment (Jorgen Elmeskov, John
Martin, and Stefano Scarpetta 1998). The collec-
tive bargaining variables in this study incorpo- 
rate institutional changes over the period, but
there is no test for changes in institutional
influence over time.
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by studies by Forslund and Krueger and
others.

In summary, the theoretical work of
the past decade predicts that any rela-
tionship between bargaining structure
and macroeconomic outcomes is contin-
gent on the particular economic or po-
litical environment of a country and the
technical relationship between different
groups of unionized employees. By im-
plication, the results of studies of the
effect of individual collective bargain-
ing institutions on economic outcomes
are unlikely to be robust to changes in
the economic and political environ-
ment; even a stable set of institutions
can produce different results under dif-
ferent conditions. Failures to account
for such complementarities, as well as
methodological issues addressed in sec-
tions 4 and 5 may explain the difficulty
in finding durable empirical support for
the main hypotheses.

3.3 Bargaining Synchronization

Virtually all collective bargaining
agreements establish a path of nominal
wages, leaving real wages to be deter-
mined by economic developments dur-
ing the subsequent contract period.
Longer contract periods economize on
negotiating costs but leave workers vul-
nerable to the consequences of unfore-
seen economic developments. The ac-
tual duration of labor agreements varies
within and between countries.

The intuition that long-term con-
tracts will provide a more sluggish ad-
justment of nominal wages to a change
in prices is weakened by the presence
of indexation clauses. Actual indexation
clauses limit the adjustment of wages to
prices in two respects, however: (1) in-
dexation rarely provides complete pro-
tection against price increases; and (2)
indexation is often asymmetrical, accom-
modating only upward wage adjustments.
Moreover, deferred pay increases often

introduce considerable wage inertia into
long-term agreements.

Whether short-duration contracts
provide greater flexibility depends on the
synchronization of collective bargain-
ing. With staggered contract expiration
dates, individual unions will be reluc-
tant to adjust wages completely to lower
prices, for their members will suffer a
relative and real wage loss as workers in
other unions continue to receive pre-
viously determined wages. The most in-
dividual unions can initiate is a slow
partial adjustment of wages to a new
equilibrium (John Taylor 1980; Jackman
1985). Until the equilibrium is reached,
real wages and unemployment will be
relatively high. The exact speed will de-
pend on the relative importance of wages
and employment to the union. Synchro-
nization of collective bargaining would
eliminate this potential source of unem-
ployment. Staggered long-term con-
tracts with incomplete indexation ap-
pear to provide the worst arrangement.
Inertia from deferred pay increase pro-
duces long lags between decisions to
negotiate more moderate wage packages
and aggregate union wage moderation.13

Is the synchronization issue separable
from bargaining structure? On its face,
centralized bargaining might appear
to provide automatic synchronization,
while decentralized bargaining provided
considerable opportunity for staggered
collective bargaining. As noted in sec-
tion 3.2, however, centralized bargain-
ing systems include decentralized, non-
synchronized pay determination, and
some countries with decentralized bar-
gaining achieve highly synchronized pay
determination through pattern bargain-
ing. Clearly, the concepts of bargaining

13 During the 1980s, cost-of-living adjustments in
U.S. collective bargaining agreements accounted
for about 21 percent of union wage changes in an
average year, while deferred increases averaged 52
percent.
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structure and bargaining synchronization
are not perfectly correlated.14

The relationship between bargaining
synchronization and macroeconomic
performance has received less attention
than other features of the collective
bargaining system. This may be because
the notable variability in the responsive-
ness of nominal wages to a given degree
of unemployment from period to period
within countries is hard to square with
the synchronization story. An effort to
explain international differences in
nominal wage inertia during the 1980s
with institutional features was not suc-
cessful in general and bargaining struc-
ture in particular appeared to have no
influence (Layard, Nickell, and Jackman
1991).

3.4 Institutional Wage Compression 
   and Growth

The search for correlations between
economic outcomes and industrial rela-
tions institutions has produced one du-
rable relationship. Wage dispersion is
negatively correlated with the centrali-
zation of collective bargaining across
countries, although the relationship
weakened somewhat by the 1990s
(OECD 1997, Table 3.5). In contrast to
the earlier focus on short-term macro-
economic adjustments, this correlation
may reveal links between institutional
structure and long-term growth. Two
questions merit investigation: (1) Can
the correlation be attributed to institu-
tional influence? (2) If causality runs
from institutional structure to wage dis-
persion, what are the consequences for
long-term growth?

Many centralized bargaining systems

appear to provide relatively high pay in-
creases for the lowest-paid union mem-
bers while restraining the potential
wage gains of the most powerful unions
of skilled workers,15  but distinguishing
the relative effects of market and insti-
tutional influences on wage inequality
can be more art than science. During
the 1980s, pay dispersions generally
widened as the relative demand for
skilled workers increased in countries
with very different institutional struc-
tures. Yet, there was comparatively lit-
tle growth of wage inequality in coun-
tries with centralized bargaining during
the 1980s and 1990s (Peter Gottschalk
and Timothy Smeeding 1997), and in-
equality grew more in countries in
which bargaining decentralized (OECD
1997). Nonetheless, there is no way
to parse out statistically the precise
influence of market and institutional
influences on the changing prices.16

Country-specific studies of changes
in wage inequality over time periods in
which institutional arrangements are
changing can offer reasonably convinc-
ing, if statistically imprecise, evidence
of the influence of industrial relations
institutions on pay dispersion. Sweden,
New Zealand, and Norway provide in-
teresting histories in this regard. Swe-
den developed centralized bargaining
by labor and employer federations in
the mid-1950s, but moved to more de-
centralized arrangements in 1984. In a

14 Nor do the two literatures offer identical pre-
dictions about the consequences of decentralized
bargaining. While the hump-shaped hypothesis as-
sociates decentralized bargaining with favorable
macroeconomic outcomes, the synchronization
hypothesis predicts unfavorable unemployment
experience.

15 The move to centralized bargaining in Swe-
den in the mid-1950s occurred because both the
employer federation and the union federation
wished to restrain the bargaining power of the
metalworkers union, albeit for different reasons.
Formal efforts to expand union utility functions to
include pay dispersion in addition to real wages
and employment focus on workers’ desire for
income insurance (Jonas Agell and Kjell-Erik
Lommerud 1992).

16 The challenge of relating skill dispersion to
pay dispersion is not helped by recent OECD
findings that schooling is a poor proxy for literacy
and perhaps other dimensions of skill (OECD
1995b).
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striking correspondence, wage disper-
sions narrowed dramatically in the for-
mer period and widened following
1984. While there is evidence that
changes in the relative demand and sup-
ply of schooling may account for much
of the change in the distribution of
white-collar wages during these periods
(Per-Anders Edin and Bertil Holmlund
1995), the implementation and (post-
1984) relaxation of a “solidarity wage
policy” by the blue-collar labor federa-
tion appears to be an important in-
fluence on changing blue-collar wage
dispersion. The decentralization of
collective bargaining in New Zealand
following legislative changes in 1991
(Tim Maloney and John Savage 1996)
was also accompanied by increasing pay
dispersion. Increasing inequality pre-
ceded the legal changes, however, and
the exact contribution of changing labor
market institutions to growing dispersion
remains uncertain (Sylvia Dixon 1998).

In Norway, similar increases in the
demand for skilled labor were accompa-
nied by increased centralization of bar-
gaining in the late 1980s (in contrast to
institutional developments in Sweden).
The Norwegian pay structure narrowed
as the centralized bargaining structure
was reestablished in Norway, and as pay
dispersions widened in Sweden with the
decentralization of bargaining (Kahn
1998).

Given that country-specific evidence
indicates that bargaining level influ-
ences wage inequality, what is the re 
lationship between inequality and
growth? To the extent that institutional
influence narrows skill differentials, the
consequent disincentives to invest in
human capital should retard growth. To
the extent that reduced pay dispersion
reflects the implementation of “equal
pay for equal work” policies (elimina-
tion of inter-plant and inter-industry
wage differentials for a given skill),

however, productivity growth may be
enhanced. When plant-level produc-
tivity varies with the age of a plant’s
capital stock, a centralized bargaining
system that implements a uniform job
wage at all workplaces will raise produc-
tivity growth by accelerating job de-
struction in relatively inefficient plants
and job creation in new, efficient
plants. When wages vary with plant effi-
ciency (e.g., under decentralized bar-
gaining), this process is attenuated,
leaving an older capital stock and
slower productivity growth (Karl Moene
and Michael Wallerstein 1997).

Recent evidence for Sweden supports
both of these mechanisms. The original
“solidarity wage policy” of Swedish
unions sought equal pay for equal work
by reducing pay differentials between
industries and firms for workers doing
the same job. Beginning in the late
1960s, however, the implementation of
the policy evolved into a compression of
differentials by gender, age, and skill. A
recent study of Swedish productivity in-
dicates that after controlling for other
influences, the “equal pay for equal
work” phase of the solidarity wage pol-
icy was associated with higher produc-
tivity, while the later “equal pay for un-
equal work” phase of the policy reduced
productivity (Douglas Hibbs and Ha° ken
Locking 1995).

4. Specification and Measurement Issues

A singular feature of the empirical lit-
erature reviewed in section 3 is the fra-
gility of empirical relationships be-
tween collective bargaining systems and
economic performance (excepting wage
inequality). If the empirical results can
be taken at face value, whatever rela-
tionship may have existed between in-
stitutional structure and macro-
economic outcomes in the late 1970s
and early 1980s disappeared by the
1990s. This section and the next discuss
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methodological issues that influence the
interpretation of the empirical analyses.

4.1 Specification Issues

Many of the efforts to find empirical
links between institutional structure
and macroeconomic outcomes omit key
explanatory variables. There is a large
literature on the determinants of infla-
tion, unemployment and other mea-
sures of macroeconomic performance
that fails to test for the influence of la-
bor market institutions. The design of
many empirical studies reviewed in sec-
tion 3 implies the opposite extreme—
that macroeconomic performance de-
pends only on institutional structure.
Convincing investigations of the effect
of institutions on inflation and unem-
ployment require controls for the aggre-
gate demand and supply balance or
measures of the government’s policy
stance. As the Scandinavian models of
trade union behavior discussed earlier
imply, the government policy stance
may be correlated with institutional
structure and behavior.

A second specification error is the
confusion of bargaining structure with
union span of control in product mar-
kets. The theory quite clearly predicts
that institutional impact should vary
with the scope of international trade
and the nonunion sector. In contrast,
the structure of empirical tests assumes
a sample of closed and fully unionized
economies, a dubious characterization
of many countries even in the early
1980s. With the actual variability of
openness and the scope of the nonunion
sector across the sample countries, it is
difficult to know what to make of the
reported correlations. The failure of
empirical studies to account for growth
of trade and nonunion work in many
countries since 1980 may account for
the failure to identify properly-measured
relationships that may exist.

4.2 Measurement of Institutional 
   Structure

Union Membership. Union density,
the ratio of union members to em-
ployed wage and salary workers, is
probably the most commonly used mea-
sure of union strength in empirical
work.17 It is variously used as an indica-
tor of (a) the scope of union influence
and (b) union bargaining power, but it
is an inadequate measure of either
concept.

The distinction between union mem-
bership and union coverage drawn in
section 2 indicates one reason why den-
sity is an unreliable measure of union
scope. Even in countries where legal ex-
tension of collective bargaining cover-
age does not exist, however, union in-
fluence will less visibly exceed union
membership to the extent that some
nonunion employers adopt wages, bene-
fits and perhaps other features of union
contracts in an effort to convince their
employees that unions have little to of-
fer. Such “threat effects” of unions on
nonunion employers who wish to avoid
the transactions costs of dealing with
unions are believed to be particularly
important in North America (Pencavel
1991, pp. 172–80).

Even if union density measured the
scope of union influence accurately, it
would not be a reliable guide to union
wage pressure. Micro studies show a
wide dispersion of union relative wage
effects by industry and occupation (H.
Gregg Lewis 1986). There has been no
significant research effort directed at
explaining this dispersion, but it is
surely related to variations in bargain-
ing power attributable to such factors as

17 Sources for union membership data include
household surveys, establishment surveys, and the
internal records of labor unions. For a thorough
review of the many problems of enumerating the
number of union members and a discussion of
general conventions, see OECD 1991.
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different elasticities of labor demand,
different forms of employer organiza-
tion, and different degrees of govern-
ment protection in different industries
and occupations.

As measures of the economic
strength of labor organizations, union
density and coverage rates share the in-
terpretive problem confronting concen-
tration ratios as measures of industry
power—they do not capture the eco-
nomic determinants of market power.
For some countries (e.g., Canada, New
Zealand, the United Kingdom, and the
United States), union bargaining power
may be constrained by a significant non-
union sector in which pay and benefits
tend to be determined by market forces.
In countries with a significant external
sector, world prices tend to provide a
similar constraint. The wage pressure
associated with a given union density
rate may depend on the distribution of
membership between the exposed (ex-
port) and sheltered (domestic) sectors
of the economy. Crouch (1990) offers
the hypothesis that labor movements
dominated by exposed-sector unions
produce less wage pressure, for exam-
ple. More generally, union wage effects
depend on the number of competitors
in the relevant product markets (Mark
Stewart 1990).

In conclusion, the factors that deter-
mine the actual bargaining power as-
sociated with a given degree of union
representation vary sufficiently across
countries that union density rates (or
related substitutes like coverage rates)
provide an unreliable guide to institutional
wage pressure.

Bargaining Structure and Coordi- 
nation. Although the key theoretical ar-
guments about the relationship between
macroeconomic performance and bar-
gaining structure or coordination per-
tain to the effects of centralized, inter-
mediate, and decentralized bargaining,

the usual empirical practice is to rank
15–18 industrialized countries by their
degree of bargaining centralization and
include the rank of a country as the in-
dependent variable representing institu-
tional structure. This procedure not
only raises the disputes about ranking
noted in section 3, but also imposes
the unwarranted assumption that equal
differences in ranking denote equal
differences in structure.18 

On the other hand, countries cannot
be neatly categorized into centralized,
intermediate (industry-level), and de-
centralized bargaining arrangements, as
implied by the theoretical arguments.
In fact, as centralized bargaining is
often more form than substance, the
practical issue is: “At how many levels
will collective bargaining occur?” In
centralized bargaining systems, inter-
mediate (industry) and/or local (com-
pany or plant) bargaining typically de-
velops over the “implementation” of the
central agreement. Local bargaining can
also develop in industry-level bargaining
arrangements. The lower bargaining tiers
rarely restrict themselves to mechani-
cally distributing centrally-determined
increases. They also exercise their bar-
gaining power to raise wages above
centrally-determined levels.

The multiple tiers of bargaining,
along with the ability of individual com-
panies to pay more than is required by
the central frame agreement19 result in

18 After observing that the widely used Calmfors
and Driffil ranking assigns the same ranking dis-
tance between Canada and the United States (1
and 2) and France and New Zealand (7 and 8),
one economist inquired “In what sense is this
meaningful when the collective bargaining systems
of France and New Zealand are so fundamentally
dissimilar while those of the U.S. and Canada
overlap so much?” (Pencavel 1999).

19 To the extent that central agreements are set
to permit the survival of less efficient enterprises,
more efficient companies may be willing to pay
higher wages to attract higher quality workers or
to pursue efficiency wage policies.
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a phenomenon that is virtually unknown
in countries with decentralized wage
determination—wage drift. Wage drift
is the difference between actual earn-
ings increases and the increases re-
quired by (central) collective bargaining
agreements. Wage drift is far from triv-
ial in centralized bargaining systems,
ranging from 30 to 60 percent of total
earnings increases in Scandinavian
countries, for example (Flanagan 1990).
For much of the postwar period, there
has been a largely unresolved debate
over whether wage drift predominantly
reflects the influence of market forces
or local bargaining. Empirically, drift is
highly correlated with job vacancies,
unemployment, and other measures of
labor market pressure, and some em-
ployers pay more than contractual
wages in response to market pressures.
On the other hand, wage drift has also
been analyzed successfully within the
framework of bargaining models, al-
though the independent variables fre-
quently overlap those used in market-
based analyses (Steiner Holden 1990).

Whatever the exact sources of wage
drift, to the extent that lower levels of
the union structure and/or employers
are opposed to either the pay increases
or pay structures established in central
negotiations, wage drift provides a way
to offset the objectives of central nego-
tiators. On the other hand, if central ne-
gotiators accurately anticipate future
wage drift, the “official” negotiations
may dominate aggregate wage behavior.
The extent to which central negotiators
can anticipate future wage drift in offi-
cial negotiations then becomes crucial
for assessing the superiority of central-
ized bargaining for macroeconomic
outcomes.

Analyses of Scandinavian data domi-
nate the empirical work on interactions
between wage drift and negotiated
wages in centralized bargaining struc-

tures. An analysis of a very detailed mi-
cro data set for Sweden found that wage
drift was accurately anticipated by cen-
tral negotiators, so that wage inflation
was driven by the central negotiating
process (Hibbs and Locking 1996). This
study also found that the growth of both
negotiated wages and wage drift were
influenced by the efforts of central ne-
gotiators to implement pay compression
policies. The egalitarian objectives of
central union federations were at war
with their wage restraint objectives. A
study of the Swedish wood industry
found a somewhat weaker role for cen-
tral negotiations in that wage drift com-
pensated incompletely for contractual
wage increases (Holmlund and Per
Skedinger 1990) and an analysis of Nor-
wegian data found drift relatively unre-
sponsive to variations in centralized
wage increases (Holden 1990). In short,
the evidence to date indicates that (1)
lower tiers of bargaining may weaken
but do not completely offset the ability
of central federations to influence over-
all wage growth, and (2) the pursuit of
egalitarian objectives may undermine
macroeconomic objectives.

A more subtle and frequently over-
looked issue concerns the effect of bar-
gaining level on the scope of collective
bargaining agreements. Central agree-
ments tend to be skimpy. When bar-
gainers must negotiate a set of issues
that are common to all covered places
of employment, work rules, safety, tech-
nical change, and other issues that tend
to be unique to individual workplaces
are unlikely to receive much attention.
This too explains the presence of multi-
ple levels of bargaining in purportedly
centralized systems. Lower levels of
bargaining emerge not only to imple-
ment (and possibly add to) the wage
provisions of a frame agreement, but
also to address pressing issues on which
the central agreement is mute. To the
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extent that these issues involve flexibil-
ity of assignment and other factors in-
fluencing productivity, the overall ef-
fect on labor costs may not be superior
under centralized bargaining. Works
councils may also address plant-level
issues ignored by union contracts.

In conclusion, the importance of mul-
tiple levels of bargaining that emerge in
apparently centralized bargaining sys-
tems is that the lower levels of bargain-
ing are unlikely to internalize the ex-
ternalities of their actions—the key
benefit claimed for centralized bargain-
ing. While local unions or works coun-
cils often lack the right to support their
demands with work stoppages, central
federations of unions and employers
nonetheless have no effective way of re-
quiring such internalization. In prac-
tice, therefore, this argument for the
superiority of centralized systems is
significantly weakened, unless central
negotiators accurately anticipate the
amount of wage drift.

4.3 Measures of Corporatism

Early corporatist ideas were devel-
oped to explore interactions between
interest groups and governments rather
than to examine how interest groups
might permanently alter the economic
processes determining inflation and un-
employment. Early corporatist “theory”
therefore failed to provide any secure
guide to the measurement of institu-
tional influence on macroeconomic out-
comes and was none too precise in the
guidance offered political scientists:
Arend Lijphart and Markus Crepaz
(1991, p. 238) identify twelve corporat-
ism indexes that emerged between 1976
and 1986 and which purport to summa-
rize characteristics of collective bar-
gaining and political institutions exist-
ing at various times between the 1950s
and the 1970s.

The measures of corporatism have

been constructed from a bewildering
array of individual variables that are
believed to bear some relationship to
the general dimensions of corporatism
reviewed in section 3. Corporatism
indexes are constructed by aggregating
information on bargaining structure,
the centralization of authority within
the labor movement, concentration of
union and employer organizations, union
membership, dispute settlement pro-
cedures, union density, etc. in vary-
ing combinations and with different
weights.20 In all of these efforts, the in-
stitutional features of unions generally
receive more attention than the features
of employers.

Differences in construction notwith-
standing, the various corporatism in-
dexes are highly correlated. Correlation
coefficients between the most com-
monly adopted indexes range from .7 to
.9 (Coen Teulings and Joop Hartog
1998, Table 1.1; OECD 1997, Table
3.3). As a practical matter, the various
measures of corporatism generally agree
on the identity of countries at the ex-
tremes of the measures. Austria and the
Scandinavian countries rank high, while
Canada, the United States, and the
United Kingdom rank low on virtually all
formulations of corporatism. The dis-
agreement over rankings are for some
countries in the middle range, notably
Japan, Switzerland, and the Netherlands.

If differently constructed measures of
corporatism are so highly correlated,
what are the key institutional features
producing the macroeconomic out-
comes postulated by the corporatist hy-
pothesis? The focus on a single aggre-
gated measure may obscure the exact

20 For a discussion of the nuances of different
corporatism indexes, see Teulings and Hartog
(1998, chap. 1). Following a different strategy
Golden, Peter Lange, and Wallerstein (1997) have
constructed a valuable international data base with
time series of several characteristics of industrial
relations systems.
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effect of common institutional features
producing the correlation and at the
same time may suggest an influence on
economic outcomes for some elements
of the index that have no influence at
all. In this view, correlations with an ag-
gregate index are less informative than
identifying how specific institutional
features embedded in the index relate
to macroeconomic performance. This is
the approach taken in most economic
research, which isolated one theoreti-
cally tractable element of corporatism
indexes, bargaining structure, for
systematic investigation.

Alternatively, the correlations be-
tween the various indexes may reflect
underlying social norms. Where coop-
erative norms exist, they produce insti-
tutions that will support cooperation, al-
though the exact list of institutions may
vary from country to country. In this
view, the various institutions that com-
prise corporatism indexes are merely
symptoms of an underlying predis-
position toward cooperation, a topic
explored more fully in the next section.

5. Endogeneity of Industrial 
Relations Institutions

Most theoretical and empirical analy-
ses of links between industrial relations
institutions and macroeconomic perfor-
mance assume that the institutions are
exogenous and unchanged over time.
These assumptions are implicit in a ten-
dency to relate economic outcomes to
institutional structures measured in ear-
lier periods and an infrequent use of
time series data to test hypotheses.

In fact, there have been significant
changes in collective bargaining institu-
tions in industrialized countries over
the past 15–20 years (see Table 1).
Union density rates have declined out-
side of Canada and the Scandinavian
countries since 1980. For most other

countries, the decline was between five
and ten percentage points, but quite
dramatic declines occurred in the
United Kingdom, (where the density
rate declined from 50 percent in 1980
to 34 percent in 1994) and in New Zea-
land (where unionization dropped from
56 to 30 percent over the same period).
Union coverage rates changed much less.

Decentralization of many bargaining
structures constitutes a second notable
change (Katz 1993; Hartog and Theeu-
wes 1993; Iversen and Pontusson 1998).
Decentralization occurred at both ex-
tremes of bargaining structures, as
some Scandinavian countries aban-
doned official centralized bargaining ar-
rangements, and some industry-wide
and other multi-employer arrangements
in the United States and elsewhere gave
way to additional company- and plant-
level bargaining. The longstanding arbi-
tration arrangements in New Zealand
gave way to a system of individual em-
ployment contracts in 1991. Even when
official bargaining structures appeared
to remain in place, as in Germany, em-
ployer participation in industry-wide
bargaining arrangements declined
(Thelen 1998). The decentralization of
bargaining has been supplemented in
countries such as New Zealand, the
United Kingdom, and the United States
by the growth in nonunion employment
noted in the previous paragraph.

The fact that collective bargaining in-
stitutions are not frozen over time has
several consequences for studies of the
relationship between these institutions
and macroeconomic performance. In
fact, many cross-section studies adopt a
rather casual approach to matching the
time periods in which the dependent
and independent variables are mea-
sured. Gaps of 10–20 years between the
measurements of macroeconomic per-
formance and collective bargaining
institutions can introduce serious
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measurement error, given the recent
environment of institutional change.

Whether there are further conse-
quences to the institutional change re-
corded in Table 1 depends on whether
the changes can be viewed as exogenous
or endogenous. Studies that take advan-
tage of time-series variation in the data
may take advantage of more degrees of
freedom than are available to cross-
country studies. If recent changes in
collective bargaining institutions can be
viewed as exogenous, time-series stud-
ies should confirm cross-section results
unless the latter have been misspeci-
fied. If the institutional changes are en-
dogenous, the results are subject to
simultaneous equations bias.

The exact reasons for these institu-
tional changes remain the subject of
some professional debate, but the main
forces are clear enough. To retain
power, a union must be able to coordi-
nate wage and employment policy over
the relevant product market (Melvin
Reder and Ulman 1993). Economic, po-
litical, and legal developments that limit
their span of control over the product
market effectively reduce their power.
Some losses of union power have re-
sulted from largely exogenous forces,
such as the broadening of product mar-
kets via economic integration and other
reductions in trade barriers. With in-
creased competition from outside the
domain of traditional collective bargain-
ing agreements, broad bargaining struc-
tures no longer took labor costs out of
competition, and companies sought
unique plant-level solutions to new
competitive threats.

Other changes may be interpreted as
reactions against the adverse economic
consequences of institutional frame-
works for wage determination, however.
Notable among these changes are the
removal of either direct government
protections of union power (by chang-

ing the legal framework of collective
bargaining as in New Zealand and the
United Kingdom) or indirect protec-
tions (by deregulating industries with
competitive market structures). In Swe-
den and to some extent Germany, em-
ployers have instigated institutional
changes as old arrangements delivered
inefficient cost levels or structures. The
key point is that the failure of some in-
stitutional arrangements to deliver ac-
ceptable economic performance con-
tributed to a search for alternative
structures. It is revealing that in the
current economic environment, rela-
tively centralized bargaining structures
appear to be associated with relatively
high transactions costs.21 Since all stud-
ies treat institutions as exogenous, one
cannot rule out simultaneous equations
bias.

A far more provocative question is
how country variations in institutional
structure, like those reported in Table
1, arise in the first place. A tendency to
view such variations as the outcomes
of historical accidents has produced lit-
tle research on this question. But if col-
lective bargaining institutions simply
mirror underlying social norms, there is
no normative role for this line of re-
search. Empirical relationships between
institutions and outcomes are artifacts
of underlying social norms, which are
unlikely to be viable policy targets.

In a rare effort to link industrial rela-
tions institutions back to fundamental
social norms, Coen Teulings and Joop
Hartog (1998, chap. 3) relate two in-
dexes of corporatism (those used by
Bruno and Sachs and by Calmfors and
Driffill) to indexes of social norms de-
veloped by Hofstede (1980). Hofstede
identified four dimensions of cultural
variation from survey responses from

21 Developments in Norway constitute a rare
exception (Kahn 1998).
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individuals in fifty countries: masculin-
ity, power distance, individualism, and
uncertainty avoidance.22 Looking across
countries, Hartog and Teulings find evi-
dence that the corporatism rankings
tend to be inversely related to mascu-
linity and power distance. That is, cor-
poratist arrangements are more likely to
be found in societies in which equality
and quality of life are valued highly.
This is consistent with the one robust
empirical correlation in this literature—
between centralized bargaining and pay
equality. The links between these
norms and macroeconomic performance
measures are less obvious.

To date, the literature on changing
collective bargaining institutions and on
the influence of institutional structure
on macroeconomic performance have
proceeded on separate tracks. The fact
that collective bargaining institutions
have been changing can introduce suffi-
cient measurement error into studies
that assume that institutions are frozen
to produce the appearance of fragile re-
lationships between institutions and
outcomes when in fact the relationships
still exist. A more fundamental question
is why the institutional features of col-
lective bargaining are changing in the
first place and in particular whether the
changes reflect the accumulated trans-
actions costs of prior institutions in a
new economic environment or changes
in underlying social norms.

6. Research and Policy Implications

This essay has reviewed the theoret-
ical and empirical issues that arise in at-
tempting to determine whether collec-
tive bargaining institutions influence

macroeconomic performance. Taken at
face value, evidence developed over the
past fifteen years indicates that a rela-
tionship between structure and perfor-
mance probably existed in the late
1970s and early 1980s, but that relation-
ship had disappeared by the 1990s and
may not have existed in the 1960s. It is
instructive to consider how future re-
search might clarify and explain any
trends in institutional influence that
may exist.

The corporatist tradition rests on the
assertion that interactions between la-
bor market and government institutions
influence macroeconomic performance,
but the literature contains too little
theory to provide a reliable guide to
measurement.23 A rehabilitation of the
corporatist approach requires specific
hypotheses about the nature and out-
comes of such interactions based on
specific institutional objective func-
tions. Some contrasts may illustrate the
additional clarity this research direction
might produce. A frequent corporatist
theme holds that union wage restraint is
more likely in economies with central-
ized bargaining and left-wing govern-
ments, because the latter are more
likely to deliver policy outcomes pre-
ferred by labor (Crouch 1990; Garrett
1998; Paloheimo 1990). Yet, the explicit
modeling of the interaction of central-
ized bargaining with an accommodative
fiscal policy (reviewed in section 3) pre-
dicts higher, not lower, real wages.
Clearly, the exact nature and conse-
quences of government policy conces-
sions must be modeled before the mac-
roeconomic effects can be deduced, and
the fiscal policy example cautions that
governments may have few, if any, free
lunches to trade for wage restraint.

22 According to Hofstede, masculine societies
put a relatively strong value on achievement over
social relations and the quality of life; power dis-
tance measures tolerance for inequality in society;
individualism measures a preference for individual
over collective activity; and uncertainty avoidance
measures tolerance for risk.

23 As a result, the corporatist literature provides
no guide to interpreting the changing relationship
between institutional structure and economic
outcomes.
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Shifting to a different government in-
stitution, the corporatist literature has
at times included assertions that the
combined announcement of restrictive
monetary policy by a central bank and
moderate wage growth by a central la-
bor federation lower inflationary expec-
tations below those in decentralized
collective bargaining systems (Tarantelli
1986). A more recent contribution rea-
sons that an independent central bank
will only achieve low inflation and un-
employment in economies with central-
ized bargaining. Central negotiators
know that their decisions can influence
the price level and hence central bank
action. In decentralized bargaining sys-
tems, central bank threats will be less
likely to produce wage restraint, be-
cause individual unions are caught in a
prisoner’s dilemma (Hall and Franzese
1998).24 More testable formulations of
the corporatist hypothesis should postu-
late complementarities between collec-
tive bargaining institutions and both
monetary and fiscal policy institutions.

In contrast to the corporatist litera-
ture, the bargaining structure literature
provides an increasingly clear guide to
measurement, but the guidance has not
been followed. In particular, the theory
stresses that the effects of bargaining
structure depend on the importance of
foreign trade or nonunion activity in an
economy, and therefore points empiri-
cal research toward exploring the effect
of complementarities between the eco-
nomic environment and institutional
structure on macroeconomic outcomes,
rather than the past focus on the effect
of individual institutions. Research that
follows this guidance may also elucidate
the apparent changing relationship be-
tween collective bargaining institutions

and economic outcomes, given the
growing importance of international
trade and nonunion work in most
industrial economies.

In short, this review finds that pre-
dictions about the relationship between
institutional structure and macroeconomic
outcomes are far more conditional than
most studies acknowledge, and further
progress requires a research approach
with targeted hypotheses addressing
specific complementarities. Greater ex-
ploitation of the institutional variation
available from time-series variation in
the data presented by distinctive
changes in labor market institutions in
several countries during the period
under review also seems desirable.

Many indicators of institutional struc-
ture used in the empirical research do
not measure the concepts stressed by
theory. Union density captures neither
the scope nor the intensity of union in-
fluence and union coverage does not
capture bargaining power. Indexes of
corporatism obscure more information
than they reveal, and should be sup-
planted by explicit modeling of and
tests for institutional interactions.25 Fi-
nally, given the many ambiguities in
measures of bargaining centralization
(and the weight of the empirical evi-
dence), measures of bargaining coordin-
ation seem preferable to measures of
bargaining level.

Most research reviewed above has
been cautious about drawing policy im-
plications, given that some of the most
durable and productive institutional ar-
rangements seem to have emerged from
rather special historical circumstances,
and some of the most notable effects on
economic performance appear to result
from the interdependence of rather

24 Although the authors stress centralization of
bargaining, the hypothesis in fact requires co-
ordinated bargaining. The discussion in section 4
is relevant.

25 It is revealing that the more precise specifica-
tions of interactions between collective bargaining
and government institutions use few if any of the
elements used to construct indexes of corporatism.
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distinctive national institutions. (Austria
provides an example.) To the extent
that national institutions reflect under-
lying norms of behavior, efforts to
transplant institutions to countries with
different underlying norms seem un-
promising. Nonetheless, experience in
New Zealand, the United Kingdom, and
continental Europe indicates that
changes in the legal environment can
produce changes in bargaining arrange-
ments. Viewing the literature as a
whole, however, the stronger reasons
for caution in the area of policy appear
to be (1) the current uncertainty about
the effects of most bargaining institu-
tions on most outcomes other than pay
dispersion, and (2) the prospect that
particular combinations of institutions
may be more important than individual
arrangements.
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