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WHAT DO UNIONS DO? by RICHARD B. FREEMAN
and JAMES L. MEDOFF

EDITOR’S INTRODUCTION by JOHN F. BURTON, JR.*

OR several reasons, What Do Unions Do?'

by Richard B. Freeman and James L.
Medoff is the most significant book on the
topic in recent years. The theses are pro-
vocative, including a number favorable to
unions. The authors are prominent, as
members of the Harvard Economics
Department. The arguments have been
previewed elsewhere, such as in the 1979
article in The Public Interest on “The Two
Faces of Unionmism.” And the current pres-
cntation is accessible to a general audience.
The result is a book that has been praised
by scholars such as John Kenneth Galbraith
and John T. Dunlop and reviewed in pop-
ular media such as The New York Times and
Business Week. These tactors explain our
special treatment of the book: a brief sum-
mary followed by a series of comments by
prominent scholars.

The central message of Freeman and
Medoff (F&M) is that there are two faces
to unions—one with largely undesirable
consequences for society and one with
largely beneficial results—and the empiri-
cal evidence demonstrates that the bene-

*Tohn F. Burton, Jr., is a Professor at the New York
State School of Industrial and Labor Relations, Cor-
nell University, and Associate Editor of the Industrial
and Labor Relations Review.

'"New York: Basic Books, 1984. x, 293 pp. $22.95.

ficial face predommates. The undesirable
side of unions is the monopoly face, which
cnables unions to raisc wages above the
competitive level. The desirable side is the
collective voice-institutional response face,
which enables unions to channel worker
discontent into improved workplace con-
ditions. The empirical evidence consists of
new sets of data on workers, firms, and
other actors in the industrial relations sys-
tem that the authors, their students and
colleagues, and other scholars have ana-
lyzed during the last decade.

One example of the empirical analysis
concerns the union impact on relative
wages. F & M conclude that union workers
earned about 30 percent more than com-
parable nonunion workers in 1980, the
largest such advantage since the depression
and one that could not be sustained in the
1980s, as witness the negotiated give-backs
in recent years. The monopoly face of
unions stresses the loss of economic effi-
ciency resulting from such union wage
advantages, but F & M find the loss in 1980
was only 0.2 percent of GNP. Moreover,
F & M also note the salubrious conse-
quences of the union relative wage impact,
such as substantially reducing the inequal-
ity of wages among the overall workforce
by about 3 percent.

The main thrust of the F & M analysis is
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to move beyond the union influence on
wages into such topics as the union impact
on fringe benefits, turnover, and produc-
tivity. Here their analysis draws on the the-
ory underlying the collective voice-
institutional response face of unions. They
argue that workers have two basic mecha-
nisms to deal with job dissatisfaction: by
quitting the firm (exit) or by working
through a union to change the job condi-
tions (voice). The two methods lead to dif-
ferent consequences in the labor market.
Thus, in determining the mix of wages and
fringe benehits in the compensation pack-
age, the exit solution will favor the younger,
more mobile workers while the voice solu-
tion will favor the older workers more
interested in fringes. The data support this
difference, since unionized firms typically
devote a larger fraction of compensation
to fringe benefits.

F & M also use the exit-voice dichotomy
to help analyze the union impact on pro-
ductivity. The collective voice approach
stresses that unions can induce employers
to provide more rational management and
that both the higher wages and improved
personnel policies resulting from union
pressure can reduce turnover, which will
translate into higher productivity. ¥ & M
marshal evidence to demonstrate that col-
lective bargaining does lead to lower quit
rates and thus higher productivity. The
other productivity-enhancing features of
unions are also analyzed in a series of
empirical studies, which indicate that gen-
erally (but not 111varlably) productivity is
higher in unionized than in nonunionized
firms.

Although the influence of unions on wage
inequality and productivity may be bene-
ficial to society, there is a rub for employ-

COMMENTS

Comment by Orley Ashenfelter®

The response of the popular press to
What Do Unions Do? has been only just short

*Orley Ashenfelter is Professor and Director,
Industrial Relations Section, Princeton University. He
would like to thank Katherine Bagin for her assistance.

ers, namely, unionized firms earn lower
profits than other comparable firms. This
1s onec reason cmployers have become
increasingly aggressive in dealing with
unions during recent decades. I & M assert
that as much as one-half of the decline in
union election success In organizing cam-
paigns can be traced to unfair labor prac-
tices by employers. The result has been a
slow strangulation of private-sector unions:
membership as a percent of private non-
agricultural workers dropped from 34 per-
cent in 1956 to 24 percent in 1980.
Morcover, the union share is projected to
tall to 10 percent of the labor force unless
unions improve their organizing record.
For F & M, the declining share of orga-
nized workers 1s unfortunate because of the
generally beneficial effects of unions on
efficiency, income distribution, and social
organization (including the promotion of
desirable general social legislation). To
reverse the decline in union strength, F & M
suggest that unions need to increase their
Organlzmg efforts and that employers and
unions must improve their bargaining
solutions—including limiting the union
wage premium, which reached extremely
high levels by 1980. The primary solution
to reversing the union fortunes, however,
is a substantial revision in current labor law
to limit the power of management to oppose
unionization.

This summary of a 16 chapter book nec-
essarily slights some of its themes, but
should provide a sufficient backdrop for
the comments of the authors in our sym-
posium. We express our appreciation to
these critics, to Professors Freeman and
MedofT for their book and their response,
and to Professor Larry Mishel of the ILR
School for suggesting this symposium.

by REVIEWERS

of breathtaking. True, the reviews in the
Los Angeles Times and Time were superticial,
and the reviews in The New York Times (there
were two!) were enthusiastic but took the
authors io task for failure to discuss the
unmeasurable (such as “the degree to which
union opposition to government wage
guidelines makes it difficult to stabilize
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prices”). The big surprises, however, were
the careful and generally favorable reviews
in those bastions of capitalisin, Fortune and
Business Week. To be sure, the latter review
contrasted the ¥ & M book with a strong
“theoretical” antidote book that argues the
proposition that unions should not exist in
a free economy. Business Week recom-
mended reading that theoretical work,
apparently to stiffen the backbones of any
managers who might be swayed by the
F & M evidence, and then proceeded to
observe that the “theory” did not predict
anything and that, unlike F & M, its author
did not provide any evidence either.

No doubt one reason for the popularity
of the F &M book is its accessibility.
Although many industrial relations spe-
cialists will no doubt think of it as a quan-
titative and updated version of Bok and
Dunlop’s Labor and the American Communaty,
I think the authors are more deeply
indebted to Lewis’s Unionwsm and Relative
Wages in the United Siates. The difference is
all too apparent, however. Lewis’s book was
read by at most a handful of other scholars,
whereas F & M’s book made T#me magazine,

In my view, we are all indebted to F & M
for putting this provocative and intrinsi-
cally interesting literature on the quanti-
tative impact of unions into a form that is

both comprehensive and accessible to our

students. As a consequence, we may see
more quantitative research on trade unions
in areas still in need of it

We are also indebted to the authors for
opcrlmg up the andlysls of several new top-
ics. In some cases, as in assessing the union
effect on fringe benefits, they accomplish
this mainly by applying the energy, for
which they are famous, to data unavailable
when Lewis first studied the subject. Their
studlies of the union impact on quits, pro-
ductivity, and profits are, on the other hand,
piloneering.

What, then, are we to make of these stud-
ies? First, there are studies of the differ-
ences between the wage rates of union and
nonunion workers with the same measur-
able characteristics. A now considerable
uniformity of empirical estimates indicates
a union wage advantage of from 10 to 30
percent that varics over time and across
age, race, gender, and occupation groups.

Generally speaking, union wage rates tend
to be smoothed relative o any of these
characteristics, so that skill differentals, for
example, are smaller in the union than in
the nonunion sector.

So far, I think there would be little dis-
agreement among empirical scholars
studying this phenomenon. But what inter-
pretation are we to give it? F & M wish to
draw two further inferences. Iirst, they
argue that these union-nonunion wage dif-
terences are monopoly wage gains and
amount to an arbitrary, but pethdps nor-
matively desirable, redistribution of income
by nonmarket methods. Second, a monop-
oly wage gain that is unaccompanied by an
cxplicitly efficient and enforceable employ-
ment bargain implies economic ineffi-
ciency in the allocation of labor. The
inefficiency arises because employers adjust
to the monopoly wage advantage by hiring
too few workers in the union sector and
o0 Mmany in the nonunion sector to maxi-
mize the gross national product. The
authors estimate this “social cost of monop-
oly wage gains” at around $5 to $10 billion
in 1980. Fortune magazine remarked
approvingly that F & M “gain much cred-
ihility by instantly conceding certain major
points in the anti-union case.”

The key part of this “social-cost” calcu-
lation rests on the assumption that the union
wage effect causes labor to be reallocated
from the union to the nonunion sector, an
assumption that is by no means logically
necessary in conventional bargaining
models. Indeed, if unions and employers
struck efficient bargains, as is typically
envisioned in a bilateral monopoly, work-
crs would achieve their wage gains without
producing social costs.” [tis most important
to recognize, however, that this “social cost”
proposition may be subjected to empirical
testing. If there is a social cost to monopoly
wage gains, it must be the case that increases
or decreases in union wage gains are asso-
ciated with decreases or increases in the
relative employment of union workers.
Unfortunately, ¥ & M swallow the social-
cost argument hook, line, and sinker, with-

*T'his point is claborated in Ashentelter and Brown
{1983). In such models, unions only rediswibute
mncome,
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out any of the Cmpirical testing necessary
for its acceptance.” We can only hope that
they will turn their talents to the necessary
empirical work in [uture efforts.

An important research question that has
not been so well documented empirically is
the impact of unions on productivity. As
with the study of the union impact on wages,
there are many obstacles to inference about
this controversial topic. The main differ-
ence between the two subjects is that far
fewer data have been brought to bear on
the study of productivity. It seems reason-
able, therefore, to wonder whether a con-
sensus of the studies a decade from now
will be consistent with F & M’s contention
that unions raise productivity.

A glance at Table 11-1 in What Do Unions
Do? (p. 165) makes it clear that only one
study drives the F & M generalization
regarding productivity. Studies of specilic
industries show both positive and negative

cffects of unions on the productivity of

firms. The only broadly based study is
Brown and Medoff’s 1978 paper that ana-
lyzes data on manufacturing industries
aggregated by state. In reading that paper,
I was struck by the fact that when the
authors do not assume that capital-labor
ratios are the same in union and nonunion
plants (within state-industry groups), they
estimate the productivity etfect of unions
at zero. In other words, the point estimate
of the union productivity effect in the most
general model fitted to the data is negligible.
Brown and Medot!f, and now Freeman
and Medoff, reject this result because the
implied productivity effect of unions is
imprecisely estimated in the general model
and does not lead to statistically significant
results. This is not a tenable methodolog-
ical position, as F & M indicate in their cri-
tique (p. 237) of the Getman, Goldberg, and
Herman study of deceptive and illegal
management campaign tactics in union
elections. To paraphrase them, a finding
that the results are not statistically signifi-
cant means only that the “true effect can-
not be estimated with great precision.” Until

*I'he most direct evidence on this issue does not
provide much support for a strong employment et fect
of union wagce gains, but very little evidence on this
issue is available. Sce Pencavel and Hartsog (1984).

James Medoft,

better evidence is available, it may be more
reasonable to conclude that unions have
little or no effect on productivity.

Finally, the most important new results
in the F & M book are also among the most
convincing. These are the apparently
uncontroverted studies indicating that quit
rates are lower among union workers than
AINOoNg nonunion wo1kels comparable in
skills and wage rates. This is the key finding
to support the value of F & M’s voice—
institutional response model of unionisim.
If the advent of unionism meant solely an
increase in wages, then quit rates would be
unrclated 1o union status once wage rates
are controlled. Establishing the relation-
ship between unionism and quit rates pro-
vides F & M the ingenious key to measuring
the value (“social benefit”) of the voice role
unions apparently play.

Perhaps one of the reasons for the pop-
ular success of this book is the public belief
that unions do, after all, do some good; that
they represent a misunderstood attempt to
reach partially efficient agreements in a
complex environment; that they do this
primarily at the expense of the profts of
firms in highly monopolized industries; and
that the pendulum of public policy has
swung too far in the anu-union direction.
[f so, the public will have read the message
of this book correctly. For academics,
bringing so much empirical work to bear
on an important topic ought to be reward
enough.

Comment by Barry T. Hursch*

Wiat Do Unions Do? summanizes nearly
a decade of research by Richard Freeman,
and their students. The
book is well written and ¢asily accessible to
students and an interested gencral audi-
ence. It unquestionably will receive wide
attention and influence public und schol-
arly opmion. Although the authors® dis-
passionate statistical analysis of unionism
contrasts nmrkedly with the smplmngly
emotional reaction of many to labor unions,
open-minded readers cannot help but be

#Barry L. Hirsch is a Professor in the Department
of Economics, University of North Carolina at
Greenshoro.
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influenced by the book. The appearance of
this volume also provides the profession
with a convenient summary of important
literature, previously available only through
a large number of published articles and
working papers. The book is not a perfect
substitute for the original research papers,
but it does manage to synthesize seemingly
disparate topics into a coherent whole.

The publication of What Do Unions Do?
makes this a particularly appropriate time
to evaluate the contribution of the F & M
research program. Much of the book pro-
vides statistical evidence that is now famil-
iar and widely accepted by labor economists.
Rather than commenting on each of the
book’s many topics, I will summarize what
I believe are the major contributions and
shortcomings of the broader body of lit-
erature. Although this review will accen-
tuate what I see as unresolved problems in
F & M’s research, I should state at the out-
set that I greatly admire their work.

At least three major research contribu-
tions have emanated from the F & M
research program. First is their develop-
ment of a reasonable a priori case for eco-
nomically efficient unionism. Where the
workplace is characterized by public goods
(for example, such shared working condi-
rions as job safety and work pace) and the
reluctance of many workers to reveal their
true preferences, the labor market’s reli-
ance on the preferences of marginal work-
ers and exit behavior can produce an
inefhicient outcome. By contrast, collective
voice and the representation of median
preferences under unionism may produce
a more efficient outcome. Although I have
little problem with these basic arguments
of the authors, I wish they had provided a
more detailed conceptual development of
the conditions under which collective voice
does improve efhciency within the firm;
some discussion of the possibility for effec-
tive voice and efficient managerial struc-
tures in a nonunion environment (with and
without the threat of unionism); and an
explicit analysis of the median-voter and
principal-agent models as they apply to
trade unions. (For an attempt along these
lines, see Faith and Reid, 1983.)

A second contribution of the F& M
research program has been to apply stan-

dard microeconomic theory and econo-
metric techniques to topics that have been
almost exclusively the bailiwick of an indus-
trial relations literature not known for its
methodological rigor. Their research has
brought about the beginnings of a synthesis
of economics and industrial relations and,
equally important, has stimulated a rapidly
glowmg body of complementary research
in the two fields. The third and possibly
most important contribution of their
research is the rather massive statistical evi-
dence the authors have brought to bear on
the various dimensions of labor union
activity. Simply put, our knowledge of
unions and the labor market is far greater
as a result of their efforts than it was a
decade ago. Moreover, their careful pres-
entation and analysis of data has now
become the norm for research on this
subject.

Central to F & M’s analysis of unionism
is their evidence on productivity and eco-
nomic performance. They recognize that
“what unions do to productivity is probably
the most controversial and least widely
accepted result in this book” (p. 180), and
they then proceed to provide a nondog-
matic and carefully hedged discussion of
that finding. Despite their careful discus-
sion, however, I find their evidence, inter-
pretation, and conclusions regarding union
effects on economic performance to remain
the maost questionable part of their research.
It is this topic on which I have chosen to
focus."

F & M conclude that “productivity is gen-
erally higher in unionized establishments
than in otherwise comparable establish-
ments that are nonunion, but that the rela-
tionship is far from immutable and has
notable exceptions” (p. 180). 1 doubt
whether even their economy-wide gener-
alization holds. They summanze industry-
by-state evidence for manufacturing, show-
ing 10 to 31 percent union productivity
effects in 1972 and 1977. But such large
productivity effects are inconsistent with
evidence on lower profits under unionism,
despite their argument to the contrary

*Addison and Hirsch (1984) provide a fuller dis-
cussion of several of the points raised below.
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{(p. 184). For example, Brown and Medof(

estimate a productivity effect of over 20
percent along with a union wage effect of
24 percent. The Census of Manufactures
measure of labor’s share of value added is
.53 (Brown and Medoff, 1978: 367); thus,
per-unit costs would increase by about 13
percent (.53 times 24) with no productivity
effect. Combining the estimated produc-
tivity and factor-cost efects, per-unit costs
clearly should decrease, while profits seem-
ingly would increase (although, as Clark
[1985] shows, one cannot directly infer
changes in profit rates from changes in unit
costs). Yet the existing studlies reviewed by
F & M show that unions unambiguously
decrease profit rates by significant amounts.

Further doubt arises when one considers
Clark’s (1985) finding of a small negative
union productivity effect for a sample of
large product-line businesses in manufac-
turing and Warren’s (1984) estimate of a
large negative union coefficient in an econ-
omy-wide, annual time-series estimation of
the Brown and Medoff equation. Based on
this evidence and that on union wage and
profit effects, I would conclude that overall
union productivity effects are at best only
moderately positive.

Likewise, one is not encouraged by the
numerous studies finding residual total
factor productivity growth to be signifi-
cantly lower over time the higher the level
of unionism and by one study suggesting
that productivity growth is negatively
related to changes in, and the level of,
unionism.” The finding of slower produc-
tivity growth in industrics with high or
growing union coverage casts some doubt
on the robustness of the production-
function studies, although unionism can
logically increase factor productivity while
decreasing productivity growth (Hirsch and
Link, 1984). Moreover, slower growth in
unionized settings may result, in part, from
industry life-cycle effects or, over the long

SFollowing Terleckyj (1984) numerous studies have
found productivity growth to be negatively related to
the level of unionism (Bozeman and Link, 1983, pro-
vide a complete list of references). Hirsch and Link
(1984) relate U.S. productivity growth to the level of
and changes in unionism, while Maki (1983) provides
similar evidence for Canada.

run, from firms’ responses to decreased
profit expectations.

It is not surprising that estimates of union
productivity effects vary enormously by
industry. The number of relevant studies
is still quite limited, but two patterns are
discernible. First, productivity cffects are
largest in those industries where union wage
effects are largest. For example, large union
wage and productivity effects are found in
construction (Allen, 1983 and 1984; Man-
delstamm, 1965); small to moderate union
effects are found in cement (Clark, 1980a
and 1980b); while in industries showing no
evidence of union wage effects zero or neg-
ative productivity effects are found
(Ehrenberg, Sherman, and Schwarz, 1983,
for public librarics; and Pencavel, 1977, for
British coalfields.)"

A second and related pattern is that union
productivity effects appear to be largest
where competitive pressures are most
intense. For example, (Clark 1980b) finds
the largest productivity effect in the South-
west, where nonunion competition is most
extensive, while Mandelstamm (1965)
identifies competition from contractors in
nearby Detroit as a chief source of the
greater efficiency in highly unionized Ann
Arbor than in less unionized Bay City,
Michigan.” Further evidence of this second
pattern is the finding of no union produc-
tivity effects in the relatively noncompeti-
tive hospital industry (Sloan and Adamache,
1984) or among regulators in the public
sector (Noam, 1983), even in the face of
positive union wage effects in both cases.

I have dealt at some length with the evi-
dence on productivity because 1 believe it
crucially atfects one’s evaluation of F & M’s
voice-response paradigm. I agree whole-
heartedly with the authors that “unionism
per se is neither a plus nor a minus to pro-
ductivity” (p. 179). Nonetheless, my inter-
pretation of the evidence is that it is not so
much union voice that makes possible posi-

°It would be interesting to know if the change in
U.S. coal from large negative union productivity effects
has been accompanied by a similar change in the union
wage eftect and, if so, where cause and cftect lie.

7Foll()wing the reasoning above, the large union-
nonunion productivity differential in construction can
be viewed as a response to both a large union wage
effect and a rapidly growing nonunion sector.
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tive productivity effects, apart from what
I believe are meodest contributions from
reduced turnover and grievance proce-
dures. Rather, it 1s the expectation of lower
profits resulting from higher union wages
and benefits that makes it necessary for
firms n relatuvely competitive environ-
ments to increase monitoring, improve
managerial structures, and the like (in other
words, the traditional “shock” effect of
unions).

Whether one believes unionisnt in those
settings is beneficial to the economy
depends crucially on one’s assumptions. To
the extent that one believes that slack {or
“Xinefficiency”) and long-run rents accru-
ing to capital are widely prevalent in the
U.S. economy, the union effect may be
largely benign. I suspect, however, that the
significant union effect on profitability,
even if restricted to firms with some market
power, is likely to decrease long-run invest-
ment in long-lived capital and research and
development, and to decrease long-run
productivity growth. (Hirsch and Connolly
[1984] find, for example, that unionism
lowers the markei valuation of R and D
mvestments and decreases firms’ R and D
intensity.) Welfare losses associated with
such effects are likely to be larger than the
modest static etficiency losses resulting from
union wagcincreascs. Questionsconcerning
the long-run dynamic effects of union rent-
seeking clearly warrant continued study.

Even with these reservations, I must con-
clude that the F & M research program has
significantly enhanced our knowledge and
understanding of unionism. Although final
evaluation of this literature must await fur-
ther study, I suspect that most of the find-
ings and conclusions in What Do Unions Do?
will stand the test of time.

Comment by David B. Lipsky*

In What Do Unions Do?, F & M gather
together an impressive amount of evidence
showing that unions are on net beneficial
for society. This bock will not end the
dcbate over whether unions are good or

*David B. Lipsky is a Professor at the New York
State School of Industrial and Labor Relations, Cor-
nell University.

bad for society, but it represents a mile-
stone that will surely influence the course
of the debate 1n the future.

As almost all readers of the Review must
now know, F & M believe that unions have
two “faces.” At one and the same time, the
authors maintam, unions exercise monop-

y power and serve as a mechanism that
provides workers with “collective voice.” On
the basis of their findings, the authors judge
the deleterious consequences of union
moenopoly power to be outweighed by the
beneficial effects of collective voice, thereby
tlppmq the social balance sheet in favor of
unions. For many neoclassical economists,
this assessment has been a hard nut to swal-
low. But for many of us in the industrial
relations tradition, F & M’s findings have
complemented our own research. Modern
industrial relations scholars, heirs of the
Webbs, Commons, and Perlman tradition,
have not been uncritical of unions but have
concluded that, at their best, unions make
a positive contribution to the general wel-
fare. Orthodox economists, on the other
hand, have not often given industrial rela-
tions scholars a respectful healmg By
speaking to their fellow economists in their
own language, Freeman and Medoff have
provided those of us in industrial relations
with the effective “voice” we have all too
often lacked with the economics profession.

F & M’s methodology is a familiar one to
social scientists. In most of the chapters of
this book, the authors consider the effect
of uniomsm on some “outcome,” such as
the wages of union members, the wages of
nonunion workers, fringe benehts wage
differentials, quits and l:tyoffs productiv-
ity, and profits. Each outcome measure is
used as the dependent variable iir a regres-
sion model that includes some measure of
unionism. One’s faith in the validity of the
authors’ conclusions 1s, in most cases, bult-
tressed by the thoroughness of their tests,
the breadth of their choice of samples and
model specifications, and their willingness
to acknowledge anomalous lindings. For
many of the outcome measures, particu-
larly wages, fringes, and turnover, the find-
ings are very robust and can hardly be
doubted. In other cases, such as produc-
tivity and profits, their findings are much
more tenuous and require further testing.
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There is no gainsaying the power of
F & M’s methodology, but most social sci-
entists also recognize its limitations. I need
not spell out all of them here, but I would
like to make note ot a few I find particularly
troublesome. Essentially, I & M arrive at
their conclusions by comparing union
workers with nonunion workers, or union-
ized establishments with nonunion estab-
lishments. Unionism in their scheme of
analysis remains an abstraction: one union
is like every other union, one collective bar-
gaining relationship like all the rest. Even
industrial relations scholars (including this
reviewer) have frequently relied on the
same approach, and fellow sinners should
be reluctant to cast stones. But it would
certainly advance our understanding of
what unions do if we moved away from
undifferentiated measures of unionism ancl
began to incorporate, into our statistical
analysis, measures that capture the various
forms in which umonism and collective
bargaining appear. The authors devote a
scant three pages to the structure of col-
lective bargaining, for example, but it is
likely that bargaining structures have an
independent influence on outcomes. Only
a handful of data-based studies have exam-
ined that influence.

Indeed, F & M’s approach fails to account

for the influence on ocutcomes of a host of

factors that industrial relations scholars
believe to be important, such as the history
of the parties and their relationships; the
customs and traditions of the work site; the
personalities, attitudes, and leadership skills
of the actors; the negotiating strategies and
tactics uscd by the partics; the degree of
inter- and intra-organizational conflict; and
the availability of various dispute resolu-
tion procedures. Because industrial rela-
tions scholars have recognized that these
factors have an independent effect on bar-
gaining outcomes, they have increasingly
moved away from models that assume out-
comes are a function simply of’ exogenous
economic and demographic vatiables and
toward more complex models often based
on a systems paradigm. Although systems
mocdlels have their own problems, itis worth
pondering whether we can really under-
stand what unions do if we ignore orga-
nizational and behavioral factors that are

an important source of variation in
oulcomes.

Another himitation is the highly static
nature of F & M’s analysis, which relies
heavily on cross-sectional testing of data sets
assembled in the 1960s and 1970s. The
authors’ findings may tell usless about what
unions currently do than about what unions
did during an era that is now history. F & M
use the most suitable data sets available to
them, but the issue is whether a snapshot
of union effects in the 1960s and 1970s
remains an accurate picture ol the conse-
quences of unionism in the 1980s. Many
industrial relations scholars believe that
collective bargaining has recently been
moving through a period of historic trans-
formation in the United States.” By con-
trast, F & M dismiss the 1dea that we have
entered a new era in industrial relations,
arguing that the recent wave of conces-
sionary agreements has merely served to
return union wage premiums to more nor-
mal levels.

I believe that the signs of major change
are too abundant to be ignored. One sign
is the precipitous drop of union member-
ship in many sectors of the economy. F & M
do examine the “slow strangulation of
private-sector unions,” noting that the con-
tinuation of current trends portends a
“clisastrous decline” m the level of union-
ization to a bare 10 percent of the non-
agricultural labor force betore the end of
the century. The authors attribute the
drastic contraction of the labor movement
primarily to legal and illegal management
opposition, which they say has increased by
“leaps and bounds,” and to the ineffective-
ness ol government policies designed to
regulate such conduct. They minimize the
responsibility of the unions for their own
misfortunes, perhaps because union
organizing cfforts are so difficult to
quantify.

They largely ignore the cffects of
heightened mternational competition,
technological change, government dere-
gulation, and a conservative political cli-
mate on union organizing and labor

“For two recent articles that make this case, see
Strauss (1984) and Kochan, McKersie, and Cappelli
(198:0).
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relations. 'They also seem impervious to the
fact that collective bargaining has become
substantially more decentralized in the wake
of the collapse of industrywide agree-
ments, the abandonment of pattern bar-
gaining, the movemernt to two-tiered wage
contracts, and other structural changes. If,
in fact, we have moved nto a new era, the
kind of static analysis used by F & M pro-
vides us with only a limited understanding
of the dynamic forces now reshaping
American labor relations. The larger ques-
tion is whether an enfeebled union move-
ment can have the same influence in the
future as it had in the past.

The collective voice—institutional response
model represents a useful framework for
understanding certain aspects of unionism,
but 1t does not constitute a full-blown the-
ory of union behavior and effects. It rests
heavily on the assumption that nonunion
employers respond to the needs of the mar-
ginal worker—younger, more mobile
employees—while union employers are
torced to consider the needs of the infra-
marginal, median worker—more senior,
less mobile employees. “In a unionized set-
ting . . . the union takes account of all work-
ers in determining its demands at the

bargaining table, so that the desires of

workers who are highly unlikely to leave
the enterprise are also represented,”
according to the authors. But they merely
assert rather than demonstrate this view.
Its validity depends on whether the median-
voter model represents an accurate depic-

tion of the internal political process of

unions. F & M ignore ample evidence in
the industrial relations literature that some
unions—many fear too large a number—
fail to measure up to the democratic model
and are instead dominated by an oligarchic
leadership or an entrenched bureaucracy.

F & M do examine some indicators of
union democracy and conclude that there
“is a great deal of democracy . . . through-
out the labor movement, particularly at
the local union Jevel.” But their case is not
particularly persuasive, resting on imper-
fect indicia such as union constitutional
provision, membership attitudes, the turn-
over of union leaders, charges of improper
conduct brought under the Landrum-
Griffin Act, and a limited number of casc

studies conducted by other scholars. The
authors simply do not confront this impor-
tant issue with the same care and diligence
they use in their analysis of unions’ eco-
nomic effects. But if unions are not the
democracies I' & M believe them to be, their
contention that collective voice “funda-
mentally alters the operation of a labor
market and, hence, the nature of the labor
contract,” producing more socially optimal
outcomes, fails to have credibility.

The authors are surprisingly uncritical
ol the view that unions do have a monopoly
face. To them, whether unions are pri-
marily monopolistic or primarily voice
institutions is entirely an empirical ques-
tion. In my judgment, however, the uulity
of considering unions as monopolies is more
than an empirical question: it i1s a critical
conceptual and theoretical issue. At best,
the monopoly model of unions is a useful
metaphor; at worst, it is an utter distortion
of the nature of unionism.

Clearly, unions are not fterally mono-
polies: to cite only a few of the weli-known
flaws of the monopoly model, unions can-
not be monopolies because they do not
actually sell the services of their members;
they are not profit maximizers (nor is it
cvident that they engage in any form of
maximizing behavior); they lack meaning-
ful cost functions; they do not (in the
absence of the closed shop) control the sup-
ply of labor; and as F & M themselves
emphasize, they adhere to the precept of
the standard wage rather than engaging in
price (wage) discrimination, as true moi-
opolies do.” By uncritically accepting the
theoretical possibility that unions’ monop-
oly effects may, under some circumstances,
outweigh their voice effects, F & M actually
grant that the weight of empirical evidence
may yet prove them wrong. This stance
should give pause to union advocates who
have greeted their research with unquali-
fied praise.

On the other hand, the authors are so
intent on making the best possible case for
the social utility of unionism that even the
most ardent union supporters ought to

“For a criticism of the monopoly view of unionism,
see Mishel (N.d.).
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blanch a bit at their efforts. In examining
unions’ economic effects, they rest their case
on a thorough analysis of masses of data;
but in dealing with such issues as union
democracy, corruption, and political influ-
ence, the authors too often rely on incom-
plete or imperfect evidence. They conclude,
for example that “the amount of union
corruption is no more than, and probably
less than, business corruption,” basing this
conclusion largely on Department of Labor
reports on criminal convictions under the
Landrum-Griffin Act and the Hobbes Act,

clearly imperfect indices of the extent of

union crime. F & M are probably right
about union corruption, but one wishes they
had based their argument on sturdier
evidence.

1 also wish that such an important book
contained more graceful prose and that the
editors had corrected the numerous typo-
graphical errors that assault the reader’s
eyce. (To note only two examples, Daniel
Mitchell’s important book is consistently
called Union Wages and Inflation, rather than
Unions, Wages, and Inflation, and this jour-
nal is sometimes cited as the Industrial Labor
Relations Review.) Nevertheless, What do
Unions Do? should be required reading for
all students of labor economics and indus-
trial relations. By providing readers with

the most comprehensive survey to date of

empirical evidence on unions’ economic
effects, it serves as an effective antidote to
the view that unions have only harmful
consequences. At the same time, its
dependence on static economic models and
methods reminds us that we need more
comprehensive, integrated theories iIf we
are ever to understand what unions actually
do.

Comment by Daniel J. B. Mitchell*

What Do Unions Do? 1s a landmark in social
science research. F & M have culled con-

clusions about unions from a vast array of

data sets, surveys, and articles and
expressed them in a fashion accessible to

*Daniel J. B. Mitchell is the Director of the Institute
of Industrial Relations, and Professor in the Graduate
School of Management at the University of California
at Los Angeles.

most readers. It is hard to imagine any
course in labor economics that would not
include readings from this book. Because
the authors’ contribution is so obvious, 1
will concentrate on the few deficiencies and
omissions in the volume,

One deficiency is a lack of analysis ol
bargaining. The outcomes of that process
are analyzed, but the process itself is barely
mentioned. Strikes are discussed only to
show that their social cost is low. Yet the
threat of a strike is precisely what extracts
the various concessions from management
that F & M document. Since bargaining is
neglected, management motives—other
than merely wanting to pay less—are also
neglected. Related to this omission is the
neglect of determinants of wage-change.

If there is a secret villain in the F & M
study, it is the old Gregg Lewis approach
in Unionism and Relative Wages in the United
States (1963). Although F & M politely refer
to Lewis’s book as “influential” (p. 44), they
view his wage-centered “monopoly” model
as excessively narrow. Yet there is more life
in the traditional model than F & M believe,
if that model is expanded to include bar-
gaining strategy and some of the authors’
own insights. One can agree with the need
to avoid a narrow focus, without having to
jump to F & M’s “voice” model, which ulti-
mately adds little to their analysis."”

The traditional model, when combined
with the median-voter approach favored
by F & M, explains much of what they
observe. Since unions possess the strike
threat, they can extract concessions from
management. And, since unions are con-
trolled by senior workers, they ult the pay
package toward those workers. There is no
need for a voice model to explain the bias
toward tenure-related fringes found by
F & M.

The authors stress the importance of the
noncompensation aspects of unionized
workplaces, such as workrules and partic-

"I this review, I substitute the phrase “traditional
model” for “monopoly model” to avoid the pejorative
connotation of the latter. The pretier term “wage
improvement” model could just as well have been used.
I follow ¥ & M’s use of the term “voice” with its nor-
mative implication. (Who would want to be accused
of stifling someone’s voice?) The more negative term
“vested influence” could have been substituted.
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ularly industrial jurisprudence via griev-
ance and arbitration mechanisms. But these
characteristics can be explained without
invoking the concept of voice. As in any
system of price controls, the rules needed
to prevent chiseling proliferate. Under rent
controls, for example, landlords will
attempt evasions such as reducing building
maintenance or converting to condomi-
niums, and controllers must create elabo-
rate regulations to limit such evasions.
Similarly, unions that succeed in raising
wages attempt to prevent employer chis-
eling by pressing for limits on such actions
as subcontracting, supervisors’ perform-
ance of bargaining-unit work, the award-
ing of promotions and work assignmenis,
and the introduction of new technology.
Since I & M ignore this aspect ot work-
place rules, they consider those rules to be
rare mefﬁuenues. These restrictions, how-
ever, may well be “second best” efficiency
enhancers. They render the union wage
advantage mainly a matter of income redis-
tribution and limit artificially induced
substitutions.

Also, rules proliferate, so some interpre-
tive mechanism is needed to handle dis-
putes. Here there is also a strategic interest.
Strikes are costly, and managers want long-
term, enforceable contracts with limits on
the right to strike. In return, the price they
pay to the union is a mechanism for resolv-
ing contract-interpretarion disputes. Arbi-
tration meets the needs of both parties.

Bureaucracy and formality may also con-
tribute to the outcomes that F & M attrib-
ute to the union provision of voice. For
example, many nonunion government
employees are covered by “unioncsque”
practices, such as seniority in layoffs and
advancement and formalized gllevlmce
procedures, and the progressive, nonunion
firms surveyed by Foulkes (1980) are large
and have centralized personnel burcaucra-
cies, And, as noted above, formality 1s nec-
essary in the union sector under the
traditional model if employer chiseling is
to be prevented.

Of course, large, nonunion employers do
not necessarily require bureaucratic per-
sonnel systems in the absence of the union
threat. Jacoby’s historical studies (N.d.)
indicate that such firms created thenr per-

sonnel departiments and gave them cen-
tralized control only when the union threat
was strongest. The point remains that the
concept of voice adds no special insights to
the story.

F & M’s analysis of efficiency also suffers
from their stress on voice. They usefully
point out that productivity in the union sec-
tor is higher than in the nonunion, But is
that fact the result of voice? At times, the
authors seem to say that heeding the tastes
of senior workers is automatically efficient
(as opposed te “faur”); but, since those
workers are less mobile than others, the
presumption should run the other way.

F & M imply that nonunion employers
want to make implicit contracts favoring
seniors, but they cannot do so without
unions because workers need protection
from retaliation to voice their preferences.
It that 1s the case, nonunion employers
ought to be imploring Congress to set up
mandatory neutral labor courts and works
councils—with high penalties for employer
retaliation—to help them effect such
implicit contracts. Such behavior has yet to
be observed.

I'& M downgrade the evidence of
Foulkes and other researchers who have
investigated the practices of progressive,
nonunion firms, some of which match union
wages. That evidence undermines the
argument that it is the profit-reducing effect
of union wage pressure that causes employ-
ers to ignorc the productivity gains result-
ing [rom unionmsm. Claims made by such
employers that they gain managerial flex-
ibility by remaining nonunion should not
be lightly dismmssed.

F & M arguec that management exagger-
ates gains from flexibility because “pro-
duction lines are machine-run” (p. 173). Yet
F & M attribute productivity gains {rom
voice to “more rational, professional man-
agement” (p. 163). They cannot have it both
ways. One can only note (mischievously)
that had the National Science Foundation
allocated its funds by seniority rather than
discretion, this book, given the age of the
authors relative to the median age of the
profession, would never have been written!
More seriously, if managers say discretion
is valuable, there is no more reason to doubt
them than there is to doubt the various
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value—by F & M.

The argument for greater productivity
from voice stems from a small number of
studies. Several of these are based on value-
added comparisons, which the authors
acknowledge are upward biased. Those
based on physical output are not conclu-
sive: two regarding cement plants show mild
productivity gains; and one regarding coal
mining shows gains in one year followed
by a string of losses. A construction study
shows large gains in an industry in which
an inherently large volume of employee
turnover makes the voice model a dubious
explanation.

As F & M note, survey data indicate that
union workers are more dissatisfied with
their jobs than their nonunion counter-
parts. They explain this puzzle as a byprod-
uct of the adversial environment created
by bargaining, which weakens their case for
added producuvity from voice. The authors
paint a rather dismal picture of disgruntled
unionists who neverthless cling to their jobs
because they believe that the alternatives
are even worse. The evidence 1s too con-
tradictory to warrant more than a timid
conclusion of “more rescarch is needed”;
it simply does not support the voice-
productivity connection.

Ultimately, F & M’s supposed productiv-
ity gains from voice stem largely from the
degree of lower turnover in umon [irms.
They find that these gains roughly offset
the monopoly loss caused by the union wage
effect. Had they remembered to subtract
from their model the cost of working time
lost to strikes, the rough offset would prob-
ably have turned into a slight net social cost,
using a strict economic calculus.'' But strict
calculus 1s not behind F & M’s policy
conclusions.

Imagine that the authors, after carefully
analyzing Italian railway timetables, with

"1 & M put the monopoly cost of unions at 0.2 1o
0.4 percent of GNP (p. 57) and the gains from voice-

related turnover reduction at 4.2 10 0.3 pereent of

GNP (p. 110). Henee, the two influences cancel. They
note later i the book that strikes amount to about
0.2 percent of working time (p. 217), but they do not
weigh this third effect, with appropriate downward
adjustments for substitution and similar offscts, against
the others.

elaborate controls for changes in rolling
stock and with surveys of passengers and
crew members, were able to determine that
Mussolini did make the trains run on time.
1t is doubtful they would advocate fascism
on that basis. Similarly, their support for
labor law reform is not really based on effi-
ciency. In the final analysis, F & M believe
that employecs should have more (union)
voice, even 1If some social costs are entalled—
a respectable position that ought not be
macde contingent on further scrutiny of the
cement industry.

F & M also leave some important ques-
tions hanging. There is reference in the
volume to the wave of union wage conces-
sions that began in 1979. The section
devoted to this topic (pp. 55-57) has the
earmarks of a last-minute addition, how-
ever; and, as already noted, wage-change
determination is a deudedly overlooked
topic of the study.” The authors fail to
note that unions could add efficiency to
gain-sharing and profit-sharing plans—
which have been features of some promi-
nent concessions—by monitoring the inter-
nal employer data on which these
contingency arrangements are based.
(Nonunion workers must rely on employer
interpretations of profitability under such
plans.)

With hindsight, the authors note that the
widening of the union-nonunion wage dif-
ferental in the [970s contributed to the
concessions and the perilous conditions of
several industries. This precursor to con-
cessionary bargaining raises important
questions about how well the parties to bar-
gaining—given the adversarial nature of
their encounters—deal with long-run eco-
nomics. Interestingly, it is precisely the sen-

"“For example, I & M discuss wage escalators very

superficially, even though they are an important dis-
tinguishing characteristic of the union sector. (Very
few nonunion workers are covered by escalators.y On
page 54, they cite a manutacturing study indicating
that unmon workers received about the same wage
increases whether or not they had escalator coverage.
BLS data indicate that for the private secior as a whole,
escalated contracts provided significantly larger wage
gains than nonescalated contracts, until the pattern
reversed during the dramatic reductions of CPLinfla-
tion in the carly 1980s. Thus, F & M’s casual accept-
ance of escalator neutrality is open 1o question.
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ior workers so prominent in the voice model
who have to be concerned with the long
term.

F & M project for the future a steady-
state unionization rate of 10 percent, if the
organizing trends of the early 1980s con-
tinue (p. 242). They note heightened man-
agement resistance Lo unionization, much
of which they attribute to widening union-
nonunion wage differendals. Their prox-
ies for management resistance, taken from
NLRB data, show a decided upward turn
in 1970, following a period of rising strike
activity and contract-ratification rejections.
Thereafter, the indexes rise rapidly during
a decade in which FMCS data indicate rapid
growth in gricvance rates."®

The evidence suggests that the overall
climate in the union scctor (not just wage
determination) contributes to the responses
of nonunion employers faced with organ-
izing drives. Unions therefore face a
dilemma. Poor relations with uniomzed
firms create negative externalities for the
labor movement as a whole, but the nature
of externalities is that they are ignored by
the parties who create them.

Voice models are not much help in
explaining the pattern of union organizing
efforts. But the traditional model—with its
familiar “taking wages out of competition”
incentive—predicts that organizing will tend
to be confined to the sectors that are already
partially organized. Analysis of NLRB data
supports this prediction. In 1980, for
example, the one-third of industries under
NLRB jurisdiction that exhibited the least
organizing contained almost two-thirds of
employment and disproportionately high
numbers of female and white-collar work-
ers."* Unions are staying on familiar ground

"*The annual reports of the Federal Mediation and
Conciliation Service indicate that requests for panels
of arbitrators almost tripled between fiscal years 1970
and 1980. These requests are mainly for grievance
arbitration. F & M cite a report that 28 percent of
union members filed a grievance over a two-year period
as an example of union democracy (p. 208), but they
do not draw inferences from this rate for the state of
workplace industrial relations in the late 1970s.

"Using data from the 1980 annual report of the
NLRB, I ranked industries by the proportion of
employees who were offered the opportunity to vote

and are thereby avoiding the expanding
sectors of the labor market.

Finally, since I & M’s data predict con-
tinuing union slippage, one is forced to ask
whether their 10 pereent unionization rate
would be a sufficient incentive to maintain
progressive personnel policies in large,
nonunion farms. If not, will workers ulti-
mately seek pohtical solutions o problems
they cannot solve through collective bar-
gaining? What will happen to a society that
allows its workplace safety valve to be shut
oft? What Do Unions Do? 1s a fascinating
study because it raises these provocative and
profound questions far beyond the usual
concerns of labor economists.

Comment by Melvin W. Reder®

Like its subject, this book has (at least)
two taces. One is a popular summary of
what the authors believe to be known about
the measurable concomitants of unionism.
The other visage is that of an “anti-
antiunion” tract that earns the dust jacket
praise of the Secretary-Treasurer of the
AFL-CI10O, Thomas R. Donohuc. Such
duality of purpose results in an irrepres-
sible conflict of intellectual interest.

This conflict will probably not affect sales
adversely. Those who concur in the mes-
sage of the tract will rejoice in the support
seemingly afforded by truly unrelated sta-
tistics, while those who dissent will have to
contend with a very influential book. That
the book will be influential can be predicted
from 1its lively popular style and the authors’
willingness to provide easy answers to hard
questions. Whatever they may think of the
tract, those who seek a handbook on the

in a union representation election. I omitted the pub-
lic sector Postal Service, construction (since elections
are not much used in that industry because of loose
employee-employer attachments), and transportation
industries (because of data problems related to the
Railway Labor Act). There were 30 remaining indus-
tries. The text refers to the bottom ten. It might be
noted that the proportion of elections won by unions
is higher in this sector than others, suggesting unions
require better odds before they will venture off unfa-
miliar turf. Generally, white-collar win rates for unions
have been higher than for other workers by a sub-
stantial margin, ancther confirmation of this tendency.

*Melvin W. Reder is a Professor in the Graduate
School of Business, University of Chicago.
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cconomic consequences of unionism will
add to royalties, because of the authors’
temporary monopoly of the subject. 1 sus-
pect that many instructors will, like me,
assign the book and punctuate the lectures
with caveats.

Serious though it is, the tension between
advocacy and analysis concerns me less than
the numerous leaps from the perception of
association to the attribution of causality.
Variations in hourly compensation, worker
productivity, the ratio of fringe benefits to
cash payments, and so on are properly
found to have been associated with the
presence or intensity of unionization. But
often the arrow of causality runs from these
other phenomena to the incidence of
unionization, as well as in the opposite
direction. This is because unionism and its
many correlates interact in a complex net-
work of relationships from which infer-
ences of cause and effect can be drawn only
with great difficulty.

In contemporary economics, the only
widely accepted procedure for drawing
inferences, such as those of F & M on the
empirical effect—or lack of it—of union-
ism on other variables, is to estimate a mulu-
equation model in which unionism and its
associated variables are embedded, and
then to infer the effects of variations in
measured degrecs of unionism on other
variables of interest (such as wage rates and
worker productivity) from the appropriate
paramecter estimates. Among other
requirements, setting up such a modetl
demands careful specification of whether
the unionism variable is exogenous or
endogenous and, if the latter, how it is to

be explained.It is no reproach to F & M
that they have not undertaken this task.
Despite substantial recent increments to the
relevant data stock, as well as improve-
ments in economic theory and econometric
techniques, the state of the art is far from
equal to such an undertaking, and proba-
bly will continue to be so for a long time
to come.

In the meantime, there 1s room for one
or more interpretive essays on what the
accumulating body of empirical informa-
tion implies. Subject to quarrels over
important matters of detail, this book could
be interpreted as such an essay. But, if that

were the authors’ intent, cven in part, they
have seriously misled their readers by per-
sistently blurring the distinction between
interesting speculation and econometric
estimation.

So much for methodological complaint.
The substance of F & M’s argument is that
unionism has two faces: (1} a monopoly face
associated with resource misallocation and
restrictive work rules that are inimical to
worker productivity, that cause higher
product prices, and that reduce output and
union employment; and (2)a voice face
associated with collective action by workers
to tilt company policies in directions favor-
able to long-service employees and toward
deferred benefits as distinguished from
benefits paid currently. F & M contend that
the adverse effects of monopoly are out-
weighed by the benelits associated with
voice. Subject to appropriate adjustments
in the details of the argument, I consider
their discussion to be one ol several pos-
sible interpretations of the recent history
of umonism in the United States.

A major defect of their account is the
inadequate attention paid to the adverse
effects of unionism on the welfare of non-
union workers. If unionism does increase
the real income of union members as F & M
allege, then either nonunion workers
believe that the costs of unionization exceed
the value of the advantages it confers or
they have been excluded from unions, or
both. For the sake of brevity, I will con-
centrate on the second possibility. Unions
exclude workers by insisting upon terms of
employment that set unit labor costs above
those at which all those willing to work on
union terms will be hired, and they con-
comitantly ration scarce employment
opportunities by seniority rules.

Disproportionately, the workers who are
thereby excluded from jobs are would-be
immigrants prevented from entering the
country or actual immigrants compelled to
work as “illegals”; teenagers; members of
cthnic minorities; and part-time household
workers. The employment opportunities
of these groups are further inhibited by
union-supported legislation on behalf of
minimum wages, school-leaving regula-
tions, and other labor market restrictions.

The effect of unionism on the earnings,
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employment, and labor-force status of these
groups, especially immigrants, is at least as
important as the effects that F & M explic-
itly consider."” Granted, these effects are
not so readily summarized as the union-
nonunion differentials on which F & M
focus. Nonetheless, ease of measurement
is not the sole or even the primary criterion
for choosing the instruments with which to
appraisc an important institution like
urionisi. Contrary to F & M, I do not think
that what unions do, and have done, can
be adequately judged without explicit con-
sideration of the legislated impediments to
the functioning of labor markets that have
been strongly supported by unions as a prop
for their bargaining policies.

A further difficulty: ¥ & M argue as
though the only critics of the monopoly
face of unionism have been (slightly cari-
catured but still recognizable) neoclassical
economists. They ignore the long history
of protest over the restrictionist policies and
practices of the AFL by, for example, the
Knights of Labor, the IWW, the CIO, and
the early civil rights movement. Put dif-
ferently, what unions do is not only a mat-
ter of how they have aftected the U.S.
economy through collective bargaining, but
also how they have contributed to the struc-
turing of both the U.S. and the world econ-
omy (through restrictions on both trade and
immigration} by exercise of their political
influence.'

F & M briefly address these issues in chapter 5
(“Labor’s Elite: The Effect of Unionism on Wage Ine-
quality™) and chapter 10 (“What Unionism Does to
Nonorganized Labor”). For lack of space, 1 cannot
discuss these chapters in detail. Neither chapter, how-
ever, speaks to the concerns raised here, and the
measurements presented in these chapters are
misleading.

"*To hold the labor movement solely responsible for
U.S. policies on international trade and immigration
would, of course, be incorrect. Nevertheless, U.S.

To summarize, F & M have written a
defensc brief on behalf of labor unions.
The brief is in the nature of a rebuttal to
charges that the monopolistic practices of
unions reduce real output, worker pro-
ductivity, and employment and increase
imequality in the distribution of labor earn-
ings. Although I am not persuaded that
these charges are true, I consider the
authors’ rebuital to be both unsuccessful
and unnecessary. To establish either the
rebuttal or the original accusation would
require a far more detailed model of the
functioning of the U.S. economy than it will
be possible to devise, let alone estimate, in
the foreseeable future. But in basing their
defense of union institutions upon an una-
voidably inadequate econometric analysis
of their directly measurable effects, F & M
have missed an opportunity to develop a
case for the “redeeming social value” of
unionism.

Such a case might well be based on the
importance to a free socicty of having terms
of employment—including working con-
ditions—responsive to the “voice” of
incumbent job holders. F & M are to be
praised for importing Albert Hirschman’s
exit-voice antinomy to the analysis of union
behavior. Nevertheless, they have not
attempted to develop and adapt these con-
cepts to make them useful in analyzing the
specific characteristics of unions. The actual,
and even more the potential, effect of union
voice operates not only through worker
morale, turnover, and productivity, but also
through the social choice mechanisms
operative in a society. The great omission
of this book lies in its failure to consider
what unions sometimes do to the sociopol-
itical climate of a nation.

unions have played a significant role in determining
these policies—and they continue to do so. Moreover,
the behavior of U.S. unions toward immigration is
very similar to that of unions in other developed
countries.
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REPLY by RICHARD B. FREEMAN and JAMES .. MEDOFF*

What Do Unions Do? sought to organize
recent empirical analyses of the effects of
unionism on major economic and political
outcomes in the United States and to spark
additional research on often neglected
aspects of the institution. In any volume of
this scope, one makes numerous decisions
and provides many interpretations that can
and invariably do draw critical comment
from those who would weigh and evaluate
cvidence differently. We appreciate the
opportunity given us by the editors of ILRR
to respond to the comments contained in
the Review, as well as those given elsewhere.
We will focus on the points raised by Ash-
enfelter, Hirsch, Lipsky, and Mitchell,
dealing not with areas of agreement or
praise (which we appreciate) but with areas
of disagreement and misinterpretation that
offer opportunity for advancing knowl-
edge. As Reder’s comment deals not with
the empirical evaluation we wrote but with
a political apologia that we did not write,
impugning our scholarly motivation and
honesty, it 15 best dealt with outside the
scholarly literature."”

Broadly put, the serious commentary on
the book raises substantive issues 1egax ding
methodology. specific findings and choice
of topics, and our overall theme about the
two faces of unionism. We deal with these
in turn,

¥Richard B. Freeman is Professor of Economics at
Harvard University and Director of Labor Research
at the National Bureau of Economic Research. James 1.
Medofi is a member of the faculty at Tlarvard Uni-
versity and Research Associate at the National Bureau
of Economic Research.

""Lest the reader regard our summary dismissal ol
Reder’s review unfair, we note: his castigation of our
book for being endorsed by the Secretary-Treasurer
of the AFL-CIO, as if that 1s somehow a sin, while
ignoring the endorsement also on the dust jacket by
the head of a major business group, The Committec
for Economic Development; his clanm that he will cor-
rect our errors in his class without specilying them:
his claim that our major Lailure is to ignore what unions
“soamelines” o w0 the body politic, again without spe-
cifing what he has in mind; and his bold assertion thai
current methodology calls for complete “true” models,
without specifying them. We find it impossible o cteal
with these comments in a scholarly context.

Methodology

Our primary methodological thrust, and
that of the dozens of other researchers
whose work we cite or build on, has been
to contrast the level of certain criucal eco-
nomic variables between union and non-
union settings, controlling for other factors
that affect the variables of concern and are
correlated with unionization. Fully aware
that no one knows the “true” structural
model of the economy, we sought to gather
diverse pieces of statistical evidence to cast
light on the effects of unionism, using lon-
gitudinal (before and after) as well as cross-
section data to separate causal relationships
from spurious associations. In contrast to
many econometricians who have used bet-
ter data and more refined technique to
address more esoteric and less answerable

questions, we sought to make a collage of

data on issues that matter to the general
economist and the public at large. Even
Griliches (1984) seems to concur with our
views of how the new wealth of micro data
should be approached:

We should be using the newly available data scts
to help us find out what is actually going on in
the economy and in the sectors that we are ana-
lyzing without trying to force our puny models
on them. The real challenge is to try o stay
open, to learn from the data, but also, at the
same time, not drown in the individual detail.
We have 1o keep looking for the forest among
all these trees (p. 74).

The view of social science underlying our
methodology is not unique to us: it was put
torth elegantly by Feldstein (1982) in his
1980 Fischer-Schultz lecture:

As a practical matter, we often nced ditferent
studics o learn about ditferent aspects ot any
problem. The idea of estimating a single com-
plete model that tells about all the parameters
of interest and tests all implicit restrictions is
generally not feasible with the available data.
Instead, judgements must be formed by study-
mg the results of several studies, each of which
focuses on part of the problem and makes [alse
assumptions about other parts {p. 830).

By taking such an approach, we are led
naturally to broad genemliézations_ regard-

age Publicatiohs, Inc.
is collaborating with JSTOR to digitize, preserve, and extend access to
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ing union cffects, subsuming into residuals
much variation that occurs across specific
cases. Lipsky raises several problems with
this procedure and offers some sugges-
tions for ways to improve upon it. We agree
that our understanding of what unions do
would improve if we “began to incorporate,
into our statistical analysis, measures that
capture the various forms in which union
collective bargaining appears,” particularly
the structure of collective bargaining; our
cxperiments with the percentage orga-
nized in an industry or area is an admit-
tedly small step in that direction (Freeman
and Medoff, 1981 and 1984). We also agree
with Lipsky that our work has given short
shrift to “organizational and behavioral
factors that are an important source of var-
lation in outcome,” and look forward to
detailed studies of particular unions, sec-
tors, and systems that yield substantive con-
clusions about variation. Our colleague
John Dunlop has made a similar point to
us with the forcefulness for which he is
famed. While we certainly recognize in What
Do Unions Do? that different unions do dif-
ferent things in different settings,"" our
atternpts to explain this variation are one
beginning.

Specific Findings

Clearly, the specific finding on which
reviewers express greatest skepticism is the
alleged overall higher productivity of union
than of nonunion work places. As we wrote
in our book:

Our “answer” to the debate over what unions
do to productivity is probably the most contro-
versial and least widely accepted result in this
book. Some cavil at the finding because of a
strong prior belief that the higher productivity
of unionized sectors is, in fact, the result of the
substitution of capital for labor or the hiring of
“better” workers, which have not been correctly
taken into account in the union productivity
studies. Others criticize because they believe that
higher productivity implies lower costs in the
union setting (which it does not), making man-
agerial opposition to unionism difficult to
understand. Yet others find the result troubling

"*See, for example, our discussions of wages, quit
rates, productivity, and profitability in chapters 3, 6,
11, and 12, respectively.

because of counter examples known to them
personally. While the new work deals with these
problems, at least in part, the contoversy is
unlikely to disappear. Age-old debates do not
often end with a bang, even with computerized
evidence (p. 80).

We believe that studies of particular sec-
tors, with if possible output measured in
physical units, offer the best chance for
pinning down the union productivity effect.
Whether, in a decade or so, the evidence
will be more consistent with the view that
on net unions have no impact on produc-
tivity, as Ashenfelter suggests, or that they
are indeed associated with higher produc-
tivity (balancing out higher wages to permit
union firms to compete even if they lack
“rents” to cover the higher wages) is clearly
a matter of speculation. We agree with
Hirsch that the issue may depend on the
structure of markets in which unions are
found, with productivity effects more likely
1o be positive where wages are high and
competition strong. We believe that when
we began our inquiry, most economists
would have predicted negative union pro-
ductivity effects in the vast majority of set-
tings. At the least, our econometric research
on the impact of unionization on produc-
tivity has shifted many “priors” to be more
consistent with the voluminous case work
of Slichter, Healy, and Livernash (1960).

Hirsch also emphasizes the impact of col-
lective bargaining on the growth of pro-
ductivity, citing results showing a negative
relationship between unionism and pro-
ductivity growth. As indicated in the book,
we believe this to be a relatively unexplored
subject that 15 of major importance both
theoretically and empirically. After all, even
small effects on growth rates are likely to
outweigh static welfare triangles in almost
any social-welfare calculation. Our assess-
ment of the productivity-growth research
as inconclusive remains. The Hirsch and
Link findings cited by Hirsch lend addi-
tional weight to the belief that unions
adversely affect productivity growth. Our
most recent analysis of this question reveals
no relation between unionization and pro-
ductivity growth using Census of Manu-
factures data, and a positive relation using
Natiortal Income and Product data {pri-
marily because services have had low pro-
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ductivity growth and have been relatively
nonunion), lending weight to our conclu-
sion that the evidence is mixed."" We eagerly
await more evidence and better models of
what unions do to productivity growth.

A related issue pertains to the union-
nonunion differental in managerial flexi-
bility. Mitchell accuses us of “downgrad-
ing” the evidence of Foulkes and others on
this matter. Far trom it. Chapter 10 gives
quite good play to Foulke’s valuable inves-
tigations. The reason we believe produc-
tivity losses from lost flexibility are
exaggerated by managers is not that “pro-
duction lines are machine-run,” but rather
that substitution parameters that measure
flexibility are second order parameters in pro-
duction functions, so that considerable dif-
terences in the parameters between union
and nonunion firms are possible without
causing sizeable productivity differences.”
Indicative of the attention we give to flex-
ibility per se is our effort (the first, to our
knowledge) to estimate elasticities of sub-
stitution in union and nonunion settings
(Freeman and Medoff, 1982: 220-33).
Flexibility is important, but not in produc-
tivity comparisons.

In addition to describing their disagree-
ment with certain sections of the book, the
commentators note several subjects on
which they wish we had donc more. Here,
we have only the defense of finite life. In
writing a book on such a vast topic as trade
unionism, one must give short shrift to some
topics or end up like Sisyphus, never com-
pleting the task. We admit to sins of omis-
sion on the dynamics of wage negotiations,
internal union behavior, detailed treat-
ment of the most recent developments in
collective bargaining, strikes, and, of course,
the public sector—a sufficiently dithcult
terrain to merit quite a different analytical
treatment.”’

"We have worked with Linda Bell and Wayne Gray
on this topic,

2n technical parlance, if we have a general pro-
duction function, the first-order Taylor series expan-
sion terms do not include the clasticity of substtution.
It enters with the second-order terms.

The National Bureau of Economic Research is
currently engaged in a research project focusing on
public sector unions.

General Theme

In one sense, our overall theme that
unions should be viewed in terms of their
monopoly and voice-responsc impacts on
the economy appears to have been accepted
by most reviewers of our work here and
elsewhere. Whether we have properly
weighed the costs of the monopoly face
against the benefits of the voice face is,
however, obviously a point of contention.

At one stage we envisaged a Denison-
type “sources of growth” accounting table
to summarize the pluses and minuses of
unionism, but in the end we shied away
from that, belicving that our knowledge was
insufficient to sustain such a procedure.
Ashentelter properly notes that, by failing
to examine in depth the hypothesis that
unions may simply be enforcing efficient
contracts, we have not dealt sufficiently with
the monopoly costs of unionism. Mitchell
and Lipsky also feel that we have perhaps
been too ready to criticize unions as
monopoly institutions. Hirsch calls for “a
more detailed conceptual development of
the conditions under which collective voice
does improve efficiency within the firm.”
We concur with comments of this nature,
which underscore the need for more evi-
dence. When this information appears, we
will amend our calculations where
necessary.

Conclusion

In an article one tries to sustain at least
one point, leaving numerous issues for
other researchers or for future research.
In a book one is obligated to be more ency-
clopedic: one tries to sustain a theme along
many dimensions, fully cognizant that one’s
knowledge and the available evidence are
greater on some matters than on others,
We are grateful to the reviewers of What
Do Unions Do? for highlighting those parts
of our work, and that of our colleagues
elsewhere, that need buttressing and pos-
sibly amending. As research follows the
patterns suggested by Ashenfelter, Hirsch,
Lipsky, and Mitchell, we will all enjoy the
benefits of increased knowledge and deeper
understanding. If this rescarch forces us to
make more changes in our assessment of
unions than we currently believe are likely,
we will not be displeased.
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