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Productivity unaffected by 
ownership?

• Alchian and Demsetz claim that without a 
supervisor, workers have no incentives not p ,
to shirk. 

Prisoner dilemma: it is better for all workers if– Prisoner dilemma: it is better for all workers if 
all work hard, but each worker’s preferred 
strategy is shirkingstrategy is shirking. 

• But repeated interaction may give 
cooperation

• Fear of retaliation / hope of reciprocity



Craig and Pencavel (1992)Craig and Pencavel (1992)

• Empirical analysis of plywood industry in the US. 
– Firms operating in same industry, same region, same 

period of time.
– P. 1103: “… these firms face  virtually the same economic environment 

so that differences in outcome are more likely to reflect differences in 
firm’s objectives. This common economic environment is described by 
the prices of major inputs and of output, each firm being characterized 
as a price-taker in these markets”. 

– Co-existence of coops and conventional firms
producing the same goods, over a long period of time, 
with similar production technologywith similar production technology

– Can examine the effects of property-rights structure 
on firm behavioron firm behavior



Craig and Pencavel (1992)Craig and Pencavel (1992)

• Coop features: 
– Ownership and employment is fused

E l h l– Equal hourly pay
– Each member typically one share, and one vote
– Less supervisors per shiftLess supervisors per shift

• "We need more foremen because, in the old days, the shareholders 
supervised themselves.... They cared for the machinery, kept their areas 
picked up, helped break up production bottlenecks all by themselves. That's p p, p p p y
not true anymore. We've got to pretty much keep on them all of the time" 
(Greenberg, 1986 p. 44). 



Response to change in pricesResponse to change in prices

• Dependent variable: 
– Average hourly earnings
– Annual hours per worker
– Employment
– Output

• Independent variables:
– Firm fixed effects
– Output price, p
– Input price, r (price of logs)

• OLS estimates obtained in separate regression for type of firms• OLS estimates obtained in separate regression for type of firms



Response to change in pricesResponse to change in prices
1. Traditional firms (with or without unions) respond 

differently to increase in input price (or negative 
shock in demand) compared to coopshock in demand), compared to coop. 
• Coop : wages down, hours & employment unchanged
• Other: wages unchanged, hours & employment downg g , p y



Response to change in pricesResponse to change in prices
Traditional firms (with or without unions) respond 
differently to increase in input price (or negative 
shock in demand) compared to coopshock in demand), compared to coop. 
• Coop : wages down, hours & employment unchanged
• Other: wages unchanged, hours & employment downg g , p y

(but large standard errors…)



Productivity?Productivity?

• There is also some evidence that coops
are undervalued to capitalist firms.p

• Craig and Pencavel have in more recent
papers offered more evidence suggestingpapers offered more evidence suggesting 
that coops are more productive than

fconventional firms.
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The Equality MultiplierThe Equality Multiplier
• Why do countries cluster around different societal

models? 
Scandinavian model– Scandinavian model

– Continental model
– Anglo-Saxon modelg





The Equality MultiplierThe Equality Multiplier
• Why do countries cluster around different societal

models? 
Scandinavian model– Scandinavian model

– Continental model
– Anglo-Saxon modelg

• Barth and Moene (2009) offer a theoretical framework
focusing on complementarities between institutions

• Wage determination
• Welfare spending

C l ti• Cumulative process

• Empirics from OECD countries and the US



Equality magnifying curveEquality magnifying curve

• Interests of voters shaped by pre-tax
distribution of wages. g

• Gj : Welfare generosity of country jGj : Welfare generosity of country j
• Ij: Wage inequality of country j
• Zj: Ruling political party, income level, globalization +++

L i i di ib i• Lower income ineq. more redistribution
– Mechanism: for given income level, less g ,

inequality imply that a majority of voters
become richer. Demand more insurance from 
the welfare state. 





Wage equalizing curveWage equalizing curve

• Welfare generosity strengthens weak
groups in labor market. g p

• Gj : Welfare generosity of country j
• Ij: Wage inequality of country j
• yj: Wage setting system, union density, income level +++

• Stronger welfare state less inequality
– Mechanism: improve outside option



Bargaining institutionsBargaining institutions

• Coordination in wage setting: some wages
are taken out of local competition and p
decided on in a system of collective
decision makingdecision making. 

• Unions have fairness norms
• Level of coordination decides where

norms are appliednorms are applied
– Within firms

Withi i d t– Within industry
– Nationally





The equality multiplierThe equality multiplier

• Equality magnifying curve:
• Wage equalizing curve:Wage equalizing curve: 
• Mutual feedbacks between

• Wage settlements
• Welfare state adjustments

P liti l i l ilib i• Political economical equilibrium: 



EmpiricsEmpirics



IdentificationIdentification

• Heterogeneity across countriesHeterogeneity across countries
• Classic identification problem: Simultaneity
• B&M approach

– Fixed country effectsFixed country effects
• Identification obtained from within country variation

over time. 
– Need exogenous factors included in each of

the two equations to identify the otherthe two equations to identify the other



IdentificationIdentification

• Need variable in Zj that only affects generosity (but not 
wage inequality directly): Political color of government

• Need variable in Yj that only affects inequality (but not 
generosity directly): Level of wage coordination

• Instrument wage inequality: 
– Bargaining institutions

• Bargaining coordination, share of workers in conflict

– Workforce compositionWorkforce composition
• Share of pop with tertiary education, employment rate.

• Instrument welfare generosity: 
– Right wing government
– Trend variable



DataData

• Dep. Variables: 
– Wage inequality: ratio of 9th to 1st decile ofg q y

gross hourly earnings
– Welfare generosity: generosity of incomeWelfare generosity: generosity of income

support in the case of illness, unemployment
and disability (incl Old age)and disability (incl. Old age). 





DataData

• Key indep. Var: 
– Bargaining coordination (average over 10 last g g ( g

years)
Bargaining coordinationBargaining coordination

– Right government – indicator variable =1 if
right has a majority in parliament (average
over last five years). 







Table 1Table 1

• 3SLS
– Combination of 2SLS
– Seemingly unrelated

regressions (SUR)
• Account for correlation in errors

across the two equations.

356 t• 356 country-years
– 18 countries
– 27 years



Table 1Table 1
I t t l l l t• Instruments are clearly relevant. 

– F = 22 (generosity)
– F = 48 (inequality)

• Less generosity
– Over time
– With right wing cabinetWith right wing cabinet

• Less inequality
– More centralized bargaining
– With less workers in conflict
– Higher pct of pop. With tertiary educ. 
– Lower pct of pop employedLower pct of pop employed



Table 1Table 1

These are the main 
coefficients of interest

- Equality magnifier
- Wage Equalizer



Table 2: Equality magnifyerTable 2: Equality magnifyer
• Baseline (IV1)
• Effect on welfare

it f igenerosity of incr. 
Inequality. 

-0 63 wage dispersion-0.63   wage dispersion
incr with one percent, 
generosity reduced with
0 6 percent0.6 percent. 

• Sargan test, p=0.1 to 
p=0 2p 0.2

• Alternative sets of
instruments (IV2, IV3).instruments (IV2, IV3). 



Table 3:subamplesTable 3:subamples



Table 4: Wage equalizingTable 4: Wage equalizing
• Baseline (IV1)
• Effect on inequality of incr. 

W lf itWelfare generosity. 
-0.51   welfare generosity incr

with one percent, waget o e pe ce t, age
dispersion reduced with 0.5 
percent. 

Alt ti t f i t t• Alternative sets of instruments 
(IV2, IV3). 

• Sargan test p=0 65• Sargan test, p=0.65
• Similar effect with using only

right gov As instrumentright gov. As instrument.



Table 5: subsamplesTable 5: subsamples



• Wage equalizing effect is identifyed
through potential exogenous variation in g p g
welfare generosity driven by: 

Political turnover– Political turnover 
– Time trend common in all countries

• Identifying assumption? 
• Likely to hold?Likely to hold? 



Potential problems and a solutionPotential problems and a solution

• Political turnover may impact omitted
factors associated with wage inequality. g q y

• Or maybe political turnover is a function of
wage inequality?wage inequality?

• Discontinuity at 50 percent threshold may
offer some test of this

• Idea ala: LeeMorettiButler (QJE2004)• Idea ala: LeeMorettiButler (QJE2004)
» http://www.mitpressjournals.org/doi/abs/10.1162/0033553041502153



RDD (detour)RDD    (detour)



RDD (detour)RDD    (detour)





Estimating the Equality 
Multiplier

• The point estimates from Table 1, give us 
an equality multiplier of 1.52. q y p

• An initial effect is magnified by 52 percent. 
E ff t f i ht i– E.g. effect of right wing gov.: 

• Initial effect: 2.6% reduction in generosity. 
• With multiplier: 4% reduction in generosity. 

– E.g. drop in coordination index by 4 levels
• Initial effect: 8.3% increase in wage inequality
• With multiplier: 12.6% increase in wage inequality



Inequality at the bottomInequality at the bottom

• Equality magnifying effect, theory: 
– Welfare state generosity improve outsideg y p

option of less vulnerable groups demand
higher pay. g p y

• Clearly mechanism more relevant for ineq. 
at the bottom than at the topat the bottom than at the top. 

• Is it also in the data? (if not worrysome)( y )



• Wage equalizing effect of welfare 
generosity at the bottomgenerosity at the bottom

• Not at the top



SummarySummary

• Equality can multiply due to 
complementarities between wage p g
determination and welfare spending.

Equality magnifying effect– Equality magnifying effect
– Wage equalizing effect

• Can account for substantial fraction of 
variation between 
– Scandinavian model
– Continental model
– Anglo-Saxon model


