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Abstract

The impact of unions on firm performance has been the subject of debate and controversy
in most industrialized countries, particularly in the United States and the United
Kingdom. The purpose of this chapter is to review and assess the scope and limitations of
the economic analysis of unions as well as the controversies surrounding the conclusions
of existing empirical research. Although it is difficult to draw firm and general
conclusions on the effects of unions on firm performance, the existing results lead us to
consider unions not solely in terms of their costs for the company. Empirical results
suggest that unionism is often associated with higher productivity but this relationship
might vary across industries, institutional contexts and over time. Estimates of the causal
mechanisms through which unions affect productivity allow a better understanding of the
effects of unions. The literature on the effect of unions on productivity recognizes that
part of this effect may work through reducing employee turnover and other mechanisms,
such as technological and organizational innovations, which are essential factors of
productivity growth. Recent studies dealing with the effects of unions on firm profits
support Freeman and Medoff’s (1984) conclusion that unionization is associated with
lower profitability. Finally, union activities, especially collective bargaining, trade off
some economic efficiency for greater justice in workplaces and reduced inequalities.
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performance
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Introduction

Since the publication of What Do Unions Do? by Richard B. Freeman and James L.
Medoff in 1984, research examining the effects of labor unions on firm performance has
received increasing attention, reviving the old debate on the economic consequences of
unionism. In their book, the two Harvard economists highlighted the crucial role of unions in
improving working conditions, increasing productivity and reducing wage inequalities,
challenging the traditional economic analysis of unions. Until then, the work of economists
had focused exclusively on the effect of union monopoly on wages. In demonstrating the
inefficiencies of wage increases obtained by unions through collective bargaining, the
orthodox economic analysis made a negative assessment of the role of unionism in society.
By contrast, Freeman and Medoff (1984) suggested that unionism can also have beneficial
effects for workers, firms, and the economy.

The purpose of this contribution is to shed light on the debates on the economic
effects of labor unions, through a retrospective reading of existing research. After a brief
review of the economic analysis of unions, the results of empirical studies dealing with the
effects of unions on productivity, high-performance work practices, and firm profit will be

discussed.

1. Theoretical considerations

There are two views about the economic effect of labor unions, which are basically
contradictory. One is that unions can improve working conditions like wages, health and
safety, job security, and workers’ workload, but are likely to be detrimental to the firm. The
other is that unions can increase productivity, even after taking into account the economic
response of firms when confronted with demands for higher wages. The latter view considers

unions as institutions that raise the efficiency of firm production through various means.

1.1. The orthodox view of unions as monopolies

The standard view of labor unions is that they are organizations whose purpose is to
improve the working conditions of their members, especially by raising wages and/or
reducing workload. Hence, there is an important body of literature documenting the impact of

unions on wage levels and wage inequality—see Bryson (2007) and Brandl and Laroche



(2021) for a recent review. All of this literature focuses on finding an answer to the question
of the ability of unions to raise wages above competitive levels. The orthodox analysis of
unions assumes that the union evolves in an economy with perfectly competitive product and
labor markets. Thus, it is conventional to view unions as monopolies that impose allocative
costs by distorting the wage structure. Orthodox theory postulates that union wage effects
cause a misallocation of resources, redirecting higher-qualified workers and capital from
higher to lower marginal product uses (Hirsch and Addison, 1986). Consequently, there will
be inefficiencies in production and consumption due to the union-wage premium. An
important issue in the economic literature is the precise magnitude of output loss. Rees (1963)
suggests a 15 percent union relative wage effect, which caused an output loss for the 1957 US
economy of only 0.14 percent of GNP. DeFina (1983) arrives at a higher estimate of output
loss resulting from the union-wage premium. However, these studies ignore any
unemployment effects of unionism arising from wage rigidities or from workers’ queuing for
union jobs. Moreover, it is difficult to know the exact proportion of the union wage premium
that is true rent because it is possible that the additional earnings of union members are
obtained by transferring purchasing power from the rest of the economy.

The orthodox theory suggests that restrictive union work rules—such as those
governing work flexibility or seniority—are potentially a much greater source of output loss
than their relative wage effects. Indeed, unions can have a direct negative impact on
productivity by restricting managerial discretion. For example, unions may force firms to
adopt inefficient personnel hiring and firing practices. Legal restrictions on lay-offs and
closed-shop arrangements impact on efficient factor usage and hence productivity. Unions can
also favor restrictive work practices, curbing the pace of work, hours of work, and skill
formation. They can also obstruct the introduction of new technology.

Productivity can also be affected by strike action, through lost working days, as well
as the non-cooperative behavior that precedes or follows strikes (see Flaherty, 1987). The
possibility that unionism affects productivity through the exercise of industrial action has
been rather neglected in the economic literature. However, there is evidence to suggest that
strikes have no discernible effect on labor productivity (Neumann & Reder, 1984; Dickerson
et al., 1997). More recent studies even suggest that through the threat of strike action, unions
can help to restrain managerial authority and ensure fairness and justice in the workplace
(Tanguy, 2013). The cathartic aspect of strikes—which provide a mechanism through which
the collective voice can assist parties in rectifying faults in the workplace—may be

considered a means to improve productivity (Drinkwater & Ingram, 2005; Antcliff &



Saundry, 2009). Interestingly, studies examining the stock market’s responsiveness to strikes
find that strikes have large and negative effects on stock value (Dinardo and Hallock, 2002).

Another dimension is unfavorable effects on R&D spending and tangible and
intangible investments. Union rent-seeking acts as a tax on the return on investment and limits
innovative and investment activities (see Connolly et al., 1986; and Hirsch and Link, 1987).
These can have a detrimental impact on the dynamic path of productivity.

The monopoly face of unionism suggests that unions will raise wages above
competitive levels, impose restrictive work practices, and possibly entail industrial action,
which will increase labor costs for unionized firms (see Table 1 for a synthesis). In the end,
the conventional union monopoly model still requires systematic testing and clarification.
This is needed even more because a large number of studies indicate that the allocative costs
of unions might in practice be offset by a positive union productivity differential, as suggested
by Freeman and Medoff (1984).

1.2. Unions as a collective voice and institutional response

The other aspect of unions is the collective voice and institutional response face (CV/IR)
emphasized by Freeman and Medoff (1984). The CV/IR model draws on the exit-voice
dichotomy of Hirschman (1970). This approach is grounded in the public goods nature of the
workplace. Freeman and Medoff argue that the public good dimension of the workplace
requires collective organization. In this framework, “voluntary quits become the labor market
expression of exit and unions become the institution for the expression of (collective) voice”
(Turnbull, 1991, p. 137). By providing workers with a means of expressing discontent in the
workplace, unions can reduce the extent to which exit and absenteeism lead to an excessively
high degree of labor turnover. By considering unions as an alternative to resignation and
apathy, scholars delivered an argument in favor of union representation. This channel is
important because high labor turnover can reduce productivity in a workplace through the
direct loss of firm-specific training.

According to Freeman and Medoff (1984), unions can also enhance productivity by
improving communication between workers and management. The opening of
communication channels between management and workers can result in integrative rather
than distributive bargaining. Unions can provide the firm with additional information about
employees’ preferences, enabling the firm to choose a better mix between working conditions,

workplace rules, and wage levels. These can result in a more satisfied, cooperative and



productive workforce. Union activities can also improve workers’ morale and motivation. The
potentially arbitrary nature of decisions about promotions or layoffs can be reduced by the
presence of unions. Consequently, the employee is more likely to see the employer as fair.
Unions can also be responsible for a shock effect. They can induce managers to alter
methods of production and adopt more efficient personnel policies (Slichter et al., 1960). The
union can be also seen as a mechanism that enforces implicit agreements between firms and
workers — in other words, as a substitute for legal contractual enforcement — and can be
used to promote more efficient practices (Hogan, 2001). This approach predicts that
unionization is most likely to be observed in workplaces where employees await promised

compensation for significant firm-specific investment. In sum, unions can play an important

and significant role as commitment devices (Eguchi, 2002).

Table 1. Two views of trade unionism

Issue: Economic efficiency Economic equity (for whom) Social nature of the
View: (what and how) organization
Monopoly Unions raise wages above  Unions increase income Unions ration places
unionism competitive levels, which inequality by raising the discriminatorily
leads to too little labor wages of highly skilled
relative to capital in workers Unions (individually or
unionized firms collectively) fight for
Unions create horizontal their own special interest
Unions work rules reduce inequities by creating in the political arena
productivity differentials between
comparable workers Union monopoly power
Unions lower firm output breeds corrupt and
through frequent strikes nondemocratic elements
Collective Unions have some positive  Unions’ standard rate policies  Unions are political

voice/institutional
response

effects on productivity—
reducing quit rates, by
inducing management to
alter methods of

production and adopt more

efficient policies, and by
improving morale and
cooperation among
workers

reduce inequality among
organized workers in a given
company or a given industry

Union rules limit the scope
for arbitrary actions
concerning the promotion,
layoff, recall, etc., of
individuals

Unionism fundamentally
alters the distribution of
power between marginal
(typically junior) and infra-
marginal (generally senior)
employees, causing union
firms to select different
compensation packages and
personnel practices than
nonunion firms

institutions representing
the will of their members

Unions represent the
political interests of
lower income and
disadvantaged persons

Source: Freeman and Medoff (1979, p. 10)



However, the two faces of trade unionism are not incompatible. Hirsch (1997, p. 37)
notes that: “The monopoly and collective voice faces of unionism operate side-by-side, with
the importance of each being very much determined by the legal and economic environment
in which unions and firms operate.” Recent studies have shown that specific circumstances
determine whether the voice or monopoly face of unions dominates. Aidt and Sena (2005)
indicate that unions operating in an environment of intense product market competition are
mainly engaged in rent creation. Furthermore, labor market deregulation induces unions to
focus more on rent extraction. They suggest that the economic and regulatory environment is
an important determinant of the effects of unions and that the differences in this environment
can explain differences in union behavior across time and space.

Whether unions enhance or retard productivity depends heavily on the industrial
relations climate. Freeman and Medoff (1984, p. 165) state that the quality of industrial
relations in a workplace ultimately plays a key role in either raising or reducing productivity.
They argue that “If industrial relations are good, with management and unions working
together (...), productivity is likely to be higher under unionism. If industrial relations are
poor (...), productivity is likely to be lower under unionism.” In environments where there is
low trust between employers and workers, and where workers are largely excluded from
decisions affecting them, there will be little incentive for employees to work hard. In contrast,
in environments where there is high trust, where employees and their unions are integrated
into the decision process, and in which the parties accept the legitimacy of one another’s
goals, productivity gains and cost reduction can be realized through collective bargaining. In
sum, the industrial relations climate will be a critical determinant of firm performance
(Belman, 1992).

Finally, the routes by which unions and collective bargaining affect productivity are
numerous and complex (see Table 1). Whether or not unionism affects productivity is an

empirical question.

2. Unions and productivity: A review of four decades of empirical research

Considerable research has been devoted to the effect of labor unions on productivity.
This issue has been particularly addressed by economists in the United States. Recent studies
show that this relationship varies across countries, and that such variation can be attributed to
differences in important labor relations characteristics (Doucouliagos et al., 2017; Jirjahn,
2016).



2.1. Empirical evidence and implications

The pioneering study on the effect of unionism on labor productivity is that of Brown and
Medoff (1978), who estimate a Cobb-Douglas production function using a sample of 341 US
manufacturing firms. By controlling a number of factors, Brown and Medoff (1978) obtain
estimates of a positive and statistically significant effect of unions on productivity of more
than 20 percent. However, one of the main limitations of this study remains the use of value
added per employee as a measure of labor productivity. As Freeman and Medoff (1984) note,
productivity gaps between unionized and non-unionized sectors can result from a favorable
price effect in some monopoly sectors of the U.S. economy. Other studies for the U.S. show
that unions can have both a negative and a positive influence on productivity, and that their
influence varies from one industry to another (Hirsch, 1991; Doucouliagos & Laroche,
2003a). For example, Doucouliagos et al. (2017) indicate that the effects of unions on
productivity is positive in education, construction, and nursing but negligible elsewhere.
Finally, due to their contrasting results and methodological limitations, the results of these

cross-sectoral studies must be interpreted with caution.

As a result, research has been developed using data from establishments within the same
industry (e.g. Clark, 1984; Allen, 1986, 1988; for a review, see Doucouliagos & Laroche,
2003a). The effect of unions on productivity has been studied, for example, in the
construction, hospital and banking, real estate, coal mining and the public sector in the United
States. Despite contradictory results, several lessons can be drawn from all these studies.
First, the union effect on productivity tends to be greater in industries where unions achieve
higher wage gains, as one might anticipate if unions are successful in bargaining over firm
rents. Second, the positive effect of unions on productivity seems to be greater when there is
strong competitive pressure, partly explaining the rather positive effect of union presence in
the private sector. Indeed, firms in competitive environments are more sensitive to the shock
effect of unionism. Moreover, competitive pressures ensure that in the long run, firms must

increase productivity in order to survive (Addison & Hirsch, 1989).

The results presented by Freeman and Medoff (1984) on the effects of unions on productivity
were the subject of considerable controversy as soon as they were published. In his critical
review of Freeman and Medoff’s book, Ashenfelter (1985, p. 247) warns at the outset against
any hasty conclusion: “Until further empirical evidence is available, it may be more
reasonable to conclude that unions have little or no effect on productivity.” Freeman (2005, p.
657) himself admitted a few years later that the effects of unions on productivity were much

more modest than they had described in their book, explaining their results by methodological



biases and by the reality of “interactions between trade unions and management that may
differ between sectors, companies and even between establishments within the same

company.”

Studies published over the past thirty years have recently been reviewed by Doucouliagos,
Freeman and Laroche (2017), whose meta-analyses make it possible to assess the average
effect of unions on productivity (see Table 2). The authors indicate that the wide diversity of
findings regarding the impact of unionism on productivity do not allow a definitive position:
in particular, the effect of unions on productivity depends on the period under consideration,
the industry, and the nature of the social climate prevailing not only in each country, but also
in each firm. In addition, the methods of data collection, the multiple productivity indicators
used and the econometric treatments adopted are confusing and explain the lack of consensus
on the effect of unions on labor productivity. For instance, the restrictive nature of the Cobb-
Douglas specification and the imposition of constant returns to scale may be problematic (see
Booth, 1995). Physical measures of output are preferable to value added measures, and there
is some debate about the relative merits of using a dummy variable to denote union presence
as opposed to, say, using union density. Doucouliagos and Laroche (2003a) indicate that the
way unionization is measured does not appear to make any difference to the estimated effects.
However, studies measuring output as value added report lower productivity effects. A similar
effect emerges with respect to studies that use time series data. There are a large number of
other potential moderator variables. For example, theory identifies that factors such as closed
shop arrangements, recognition of unions by firms, existence of participatory mechanisms, the
existence of multi-unionism, competitive pressures, establishment size and industrial relations

climate, are important in moderating the impact of unions on productivity.

The importance of the labor relations climate has been reflected in a number of studies
(for a review, see Belman, 1992). Measures of the industrial relations climate were positively
associated with both better industrial relations outcomes and better economic performance.
For example, Addison and Teixeira (2017, p. 1) indicate that “good industrial relations
appears key to strike reduction, independent of workplace representation.” Blanchard and
Philippon (2004) provide evidence that the quality of labor relations — especially the level of
trust between labor and management—matters in the determination of certain indicators of
economic performance. They suggest that most of the reduction in the rate of unemployment
in the Netherlands is due to the attitudes of the unions. They also observe a strong positive
correlation between unionization rate and the level of trust in labor relations. This directly
contradicts the common idea that anything that strengthens employees’ bargaining power, in
particular higher rates of unionization, should be negatively perceived by employers and

8



increase their distrust vis-a-vis workers. This representation is similar to the idea conveyed by
Freeman and Medoff (1984) that unions could improve the quality of labor relations by
fostering voice rather than exit.

Another body of literature has shown that what unions can actually do depends on the
institutional environment in which they operate (Blanchflower & Freeman, 1992). These
studies examine cross-national differences in union outcomes and are particularly interested
in the institutions that enable and constrain union efforts to improve working conditions such
as collective bargaining structures and welfare state configurations. Some studies reexamine
the effects of unions on productivity across countries and in particular investigate the
interactions between macro-level institutions and unions in order to better understand the

relationship between unions and labor productivity.

Table 2. Synthesis of the results of meta-analyses devoted to
the economic effects of trade unions

Freeman & Medoff
(1984)

Published meta-analyses

Doucouliagos, Freeman
& Laroche (2017)

Level of labor productivity

Labor productivity gains

16 estimates from 8
studies
Positive correlation

5 estimates from 3 studies.

No correlation

D&L (2003a): 73 estimates
from 73 studies
Positive correlation for the
U.S.; negative for the UK and
Japan

D&L (2003b): 29 estimates

from 26 studies. Negative

correlation for the U.S., no
correlation elsewhere.

710 estimates from 111
studies
Industry sector: no
correlations for the U.S.,
negative correlation for the
UK and positive for emerging
countries. Other sectors:
positive correlation for
construction and education
268 estimates from 42
studies. No correlation

Profits

Investment in physical capital

Innovation and R&D

5 estimates from 4 studies.

Negative correlation

Negative correlation

Negative correlation

D&L (2009): 532 estimates
from 45 studies. Negative
correlation
D&L (2003c): 11 estimates
from 11 studies. Negative
correlation
D&L (2013): 208 estimates
from 25 studies. Negative
correlation

478 estimates from 44
studies. Negative correlation

343 estimates from 20
studies. Negative correlation

Turnover

Salary

Job satisfaction

18 estimates from 9
studies. Negative
correlation

Positive correlation

Negative correlation

Cotton & Tuttle (1986): 10
studies and Heavey et al.
(2013): 31 studies. Negative
correlation
Jarrell & Stanley (1990) 152
estimates from 114 studies.
Positive correlation
Premack (1984): 10 studies.
Negative correlation

235 estimates from 59
studies. No correlation

Source: Doucouliagos, Freeman, & Laroche (2017, p. 148).



2.2. Country differences in union-productivity effects

The majority of studies have examined the relationship between unions and productivity
in the U.S. context but a smaller number look at country differences. In the United Kingdom,
most empirical research agrees that unionization has a negative effect on productivity but this
research is far from robust (Wadhwani, 1990; Denny, 1997; Metcalf, 2003). Unionism in
Britain does not necessarily hinder productivity growth. For example, Haskel (2005) finds a
positive and significant relationship between productivity and union recognition. However,
these results must be interpreted with caution, given the cross-sectional nature of the data. In
fact, it appears that employee perception of managerial responsiveness to worker voice leads
to superior productivity in the UK (Bryson et al., 2006). In France, the research of Coutrot
(1996) and Laroche (2004) also shows contrasting results. Coutrot (1996) finds that firms
with at least one union delegate in the workplace are more productive than others. He notes
that this overall positive effect on productivity results from both a positive voice effect on
labor productivity and lower capital efficiency. Based on matched employer-employee data,
Laroche (2004) partially confirms these results in the French context. Unionization is
positively correlated with labor productivity, but only where there is more than one union
delegate in the workplace. In Norway, Barth et al. (2017) identify a positive causal impact of
union density on productivity. They explain this causal relationship by a voice effect. Trade
union agreements have a profound influence on work organization and policies at the
workplace level and could thus raise productivity. Using data on samples of manufacturing
workplaces in Germany, Jirjahn and Kraft (2007) provide evidence that there is no uniform
relationship between wage dispersion and productivity. They make the assumption that
productivity-enhancing effects of wage dispersion will be stronger in firms not covered by a
collective bargaining agreement. Their results suggest that the effect of wage dispersion on

productivity depends on the industrial relations regime.

For Asia, Lu et al. (2010) indicate that there is a positive and significant relationship
between unions and labor productivity in China’s private companies. Their findings suggest
that unions in China promote workers’ interests just as unions do in other economies. These
results are consistent with those obtained by Fang et al. (2019) on the productivity
performance of multinational enterprises. Using data on more than 4,000 Japanese firms in
both manufacturing and non-manufacturing firms, Morikawa (2010) shows that the presence
of labor unions has statistically and significantly positive effects on firm productivity,

especially in firms where there is close cooperation between management and unions.
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Notably, the specific features of certain countries, especially differences in unionization
and bargaining coverage, can shape the relationship between unions and productivity. Recent
studies dealing with the economic impact of unions try to disentangle the relationship
between the level of collective bargaining and firm productivity. For example, Andreasson
(2014) examines the effect of decentralized wage bargaining on the structure of wages and
firm productivity in Sweden. His results indicate that the level at which bargaining takes place
influences both wages level and firm performance. In particular, he finds a positive
relationship between the degree of decentralization at the firm level and labor productivity.
Using Belgian linked employer-employee panel data, Garnero et al. (2005) indicate that firm-
level agreements benefit both employers and employees through higher productivity and
wages without being detrimental to profits. In the same vein, Lamarche (2013) has examined
the effect of industry-wide practices on productivity in Argentina. He finds that union
practices around technology acquisition have a negative impact on productivity. However,
negotiations between firms and unions at lower organizational levels do not appear to restrict
economic efficiency. Productivity seems to improve in an economy that promotes policies

that weaken industry-wide collective bargaining.

Finally, empirical results suggest that unionism is often associated with higher
productivity but this relationship might vary across industries, within institutional contexts,
and over time. Estimates of the causal mechanisms through which unions affect productivity
allow a better understanding of the effects of unions.

3. The main mechanisms through which unions affect productivity

The literature on the effect of unions on productivity recognizes that part of this effect
may work through reducing employee turnover and other mechanisms, such as technological
and organizational innovations, which are essential factors of productivity growth. The
sources of productivity improvement have been the topic of several studies dealing with the

indirect effects of unions on labor productivity.
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3.1. Unions and physical and intangible capital investment

Physical and intangible capital® are essential to the production process and fundamental
determinants of labor productivity. The influence of unions on physical and intangible capital

investments is ambiguous as there can be opposing effects.

In the traditional economic model of the firm, unions raise wages above the market-
determined level, which acts as a tax on labor. This induces substitution effects between
capital and labor that can stimulate investment in unionized firms. At the same time, the
higher labor cost due to collective bargaining has a scale effect on the amount produced. By
making production more expensive, higher wages lower the scale of production and reduce
investment. Furthermore, in a union rent-seeking model, the union wage premium captures
some of the firm’s quasi-rents from capital investments, and acts like a tax on capital. Long-
lived assets are vulnerable to rent expropriation by unions and workers. In contrast to
predictions of adverse investment effects, Freeman and Medoff (1984) point out that
unionized firms can have a more productive working environment, with the retention of
higher skilled workers, mechanisms for voicing worker grievances, and improved
communication channels that can induce additional investment. Using a larger database than
Doucouliagos and Laroche (2003c, 2013), Doucouliagos et al. (2017) indicate that unions
have a modest negative effect on investment in physical capital. They also indicate that
unionization is associated with a seven percent reduction in investment in intangible capital,
which is of practical economic significance. Doucouliagos et al. (2017) draw several

conclusions from their meta-analyses of unions and investments.

First, the available evidence indicates that unions are associated with lower
investment—in both physical and intangible capital—a result consistent with the tax on
capital and union rent-seeking monopoly face of union behavior. For example, Bradley et al.
(2016) examine the causal effect of unionization on firm innovation, using a regression
discontinuity design that relies on exogenous variation generated by union elections in the
U.S. context. They find that patent counts decline significantly after firms elect to unionize.
Passing a union election leads to an 8.7 percent decline in patent counts. In the same vein,
using manufacturing data in a set of OECD countries during the period 1980-2000, Cardullo
et al. (2015) find that union power reduces investment per worker, in particular in sunk capital
intensive industries. They show that the underlying hold-up problem is especially exacerbated

when strikes are not regulated after a collective contract is signed and there is no arbitration.

2 Intangible capital is an asset with no physical substance, in contrast to physical capital, like machinery or
buildings. Examples of intangible capital are patents, copyright, franchises, trademarks, and so on.
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Second, there are country differences in the association between unionization and
investment, driven largely by the degree of labor market regulation, with more regulated labor
markets seeming to experience less union resistance to technology. In an attempt to resolve
theoretical ambiguity, Menezes-Filho et al. (2003) survey the micro-economic literature on
the effects of unions on innovation, R&D and technical diffusion. They indicate that U.S.
results find consistently strong and significant negative effects of unions on R&D. In contrast,
European studies generally do not reveal negative impacts of unions on R&D (for a UK study,
see Menezes-Filho et al., 1998a, 1998b). Moreover, there is no consensus on the effects of
unions on technological diffusion, innovation and thus productivity growth even in the U.S.
studies. These cross-country differences in the impact of unions on R&D represent genuine
institutional differences in union attitudes and ability to bargain between countries. In fact,
while the U.S. evidence points to adverse effects of collective bargaining on innovation,
other-country experience suggests that certain industrial relations contexts or broader
regulatory rules, might tip the balance in favor of unions. For instance, Schnabel & Wagner
(1992a, 1992b, 1994) and Addison et al. (2017) provide some weak evidence that German
collective bargaining inhibits innovation but conversely also suggest that collective
bargaining might actually foster innovative activity. Indeed collective bargaining at sectoral
level in conjunction with works councils is advantageous to innovation. In the same vein, in a
recent study on the effect of unions on innovation in Italy, Berton et al. (2018) suggest that
unionized firms have a higher and significant probability of filing patents than their non-
unionized competitors. Their results indicate that unionization does not inhibit innovation and

that the effect is far more significant in Italy than in the rest of Europe.

Using cross-country firm-level data from 23 emerging and developing countries, Balsmeier
(2017) finds a negative association between unionization and firm investment in R&D. This
relationship is particularly pronounced when unions are protected by strong collective
relations laws, supporting the idea that strong unions “tax” the returns on successful
innovations. Bryson and Dale-Olsen (2020) find that union bargaining in Norway and Britain
is positively associated with product innovations in both countries. Local union bargaining is
also positively related to process innovation. Several other studies have examined how and to
what extent unions affect firm innovation in Chile (Cabaleiro & Gutérriez, 2019), Korea (Cho
et al., 2017) or China (Fang and Ge, 2012). They find that unions do not negatively affect

product and process innovation and can encourage firm innovation and R&D investment.

Third, the association between unionization and investment has declined over time.
This may be due to legal and political changes during recent years. For instance, Menezes-
Filho (1997) interprets this trend in the UK as reflecting the fact that during the 1980s
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managers in unionized firms were able to introduce organizational change that had been
resisted by unions in the past. This was mainly due to the unfavorable legislative environment
under Margaret Thatcher’s Tory government.

Finally, the association of unionism with reduced investment is far from being robust
in the literature. The implications for efficiency remain a matter of debate but, in any case,

this is not the only channel through which unions can affect labor productivity.

3.2. Unions and employee behavior

The link between unionization and labor productivity has also been explored indirectly,
through labor behavior channels. Doucouliagos et al. (2017) present a summary of the main
meta-analyses on the effects of unions on job satisfaction, turnover, and organizational
commitment (see Table 2). This synthesis shows that unionization is negatively related to job
satisfaction “but is far from being conclusive” (Laroche, 2016), particularly because most
studies failed to account for selection processes that generate the negative correlation
observed in empirical studies—the selection of less satisfied workers into unionization and
the unions’ ability to organize in workplaces with poor working conditions. After taking into
account this endogeneity issue, Blanchflower and Bryson (2020) find evidence of a positive
relationship between unions and job satisfaction as well as with other aspects of workers’

well-being.

On the other hand, unionization can be associated with lower turnover rates (Heavey et al.,
2013), confirming the idea that union action can contribute to employee productivity by
encouraging the expression of discontent. Moreover, unions can also affect productivity
through the organizational commitment of workers to their firm. Organizational commitment
is the relative degree to which an employee identifies with a particular organization. Meta-
analyses conducted by Mathieu and Zajac (1990) and Jaramillo et al. (2005) report a positive
correlation between organizational commitment and job performance. Several studies have
examined the relationship between the commitment of workers to unions and their
commitment to organizations. Mathieu and Zajac (1990) report a positive correlation between
union commitment and organizational commitment. In sum, the available evidence suggests
that unionization reduces turnover, and that union commitment is positively related to
organizational commitment, which should contribute to productivity, while having little direct
effect on job satisfaction. We can also conclude that employee turnover is a channel through
which unions can improve firm performance and would balance in part the tangible and

intangible effects of unionization that harm firm performance.
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However, all these results must be interpreted with caution given the existence of
certain methodological biases. Productivity gaps can result from labor force characteristics
and it is difficult to control all the effects related to individuals’ characteristics. In addition,
most of the estimated effects are based on correlations that do not reflect causation. In some
cases, panel data and/or instrumental variables allow for a stronger causal interpretation of

results, but most of the evidence does not do much probing for causal links.

4. Unions and profits: Beyond contexts, converging results

According to Freeman and Medoff (1984), unions compensate for wage increases by
improving labor productivity. Suppose, however, that this effect does not fully compensate
for wage increases. Who will then finance the wage differential? For economists, if
companies can afford to pass on the increase in labor costs to prices, they will maintain their
profits. However, consumption will fall and, as a result, employment in the unionized sector
will decline. Employees who have lost their jobs will have no choice but to work in the non-
union sector (where wages are lower) or to remain unemployed. Under these conditions, the
wage premium obtained in the unionized sector is financed by both consumers and/or
employees working in the non-unionized sector. However, as a general rule, firms cannot pass
on the wage increase in prices, especially in very competitive markets. The company then
absorbs part of the wage increase by reducing its profits. This is why economists assume a
negative relationship between unions and firm profits.

The effect of unions on profits is said to be linked, on the one hand, to the potential for
a possible rent — itself linked to the firm’s competitive environment — and, on the other hand,
to unions’ bargaining power (Booth, 1995). Firms with a competitive advantage in their
market or a monopoly situation could more easily satisfy union wage demands without
threatening their sustainability (Hirsch & Addison, 1986). Economists therefore hypothesize
that the influence of unions on profits is more pronounced for firms facing low competition.
Ultimately, the relationship between unions and profits can be analyzed from two
perspectives: the union effect on wages and the union effect on labor productivity. Hence, if
the level of productivity is higher in unionized firms, this should compensate for the higher
level of wages observed in those firms. In the end, it is theoretically difficult to predict the
effects of unions on firm profits, and existing research considers the net effect of unions on
profits to be an empirical issue.

Studies on the effects of unions on profits are less controversial than studies dealing

with the effects of unions on productivity. However, there is more and more research that
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questions the negative impact of unionization on profits (Batt & Welbourne, 2002; Dinardo &
Lee, 2004; Gittell et al., 2004; Bryson et al., 2011). These results can be explained by the fact
that union bargaining power is limited in a highly competitive market and so the effects of
unions on wages are also likely to be limited. In addition, unions provide a mechanism for
employee voice that constrains short-term managerial decision-making, and supports longer-
term investment in human capital and possibly the adoption of high-performance work

systems.

4.1. Unions and profits: Results from studies in the U.S. context

The first significant study on the union/profits relationship, using sectoral data, is that
of Freeman (1983). The author finds a negative impact of unionism on profits during the
period 1958-1976. According to Freeman (1983), unions reduce the price-cost margin by 13
percent to 19 percent in the U.S. manufacturing industry. However, this reduction in profits is
restricted almost entirely to highly concentrated industries. Karier’s study (1985) confirms
these results in the U.S. context using 1972 state-by-manufacturing industry data. These
results support the belief that unions act as a distortionary tax on firm rents rather than a
neutral lump-sum tax (Hirsch & Addison, 1986). According to Freeman and Medoff (1984),
“the impact of trade unions is to reduce high levels of profitability in highly concentrated
industries to levels closer to normal competitive conditions.” The convergence of all these
results obtained from U.S. industry makes it difficult to argue against the negative impact of
unions on firm financial performance. This would explain the hostile attitude of American

business leaders toward unions.

A second category of studies focuses directly on firm data, providing more in-depth analyses
of how unions affect profits. The methodological approach is broadly identical to that adopted
by the sectoral studies, in that it compares unionized and non-unionized firms. It requires the
introduction of control variables in the estimates to allow reasoning on a comparable basis. In
the United States, Clark (1984) conducted one of the first significant studies based on an
analysis of more than 250 firms over a ten-year period (1970-80). The author reports that
unions reduce firm profits by 19 percent relative to the sample mean (by 4.1 percentage
points). For firms with low market shares, unions reduce profits by 40 percent relative to the
sample mean of 11.1 percent (by 4.7 percentage points). No change is discernible in the case
of firms with high market share. Further research has been conducted in the U.S. context. The
results obtained by these studies conclude that the presence of unions has a negative effect on

firm profitability. This research indicates that the degree of concentration in the sector, the
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firm’s market power or investments in intangible assets, are likely to generate rents that

unions can capture.

The stock market is another source of information on the effects of unionism on profitability.
The methodology used by these studies is event study design. This investigates the effects of
labor relations on shareholder wealth by examining what happens to stock prices when
unexpected labor relations information is provided to investors. Since changes in stock prices
reflect the changes in expected future profits, prices changes associated with labor relations
events can be interpreted as an estimate of the effect of the event on the future profits of the
firm. Ruback and Zimmerman (1984) produced the first study using this methodology, and
examine the impact of newly organized workers on firm value by analyzing stock price
changes during union representation election drives. They observed that shareholder equity
declined by 1.86 percent overall during the period beginning 24 months before the petition
date to 24 months after certification. This decline remains modest, even if it masks significant
disparities, since out of the 253 companies on New York Stock Exchange (NYSE), abnormal
returns range from a 39 percent decline in shareholder equity to a 42 percent increase.
Investors seem to react according to the economic and institutional context of the elections.
Another study by Abowd (1989) confirms this adjustment of shareholder wealth. Based on
4,212 collective agreements signed between 1976 and 1982, he indicates a strong relationship
between the level of wage increases and the depreciation suffered by shareholders. Overall,
the available results still leave an impression of great uncertainty. Trade unions are possible
pension collectors, but they are not systematically sanctioned by the markets, which can
promote the signing of agreements or the holding of elections. There is no evidence today that
markets are not aware of the need to balance the mutual interests of capital and labor, a

balance that unions can sometimes promote.

4.2. Cross-national differences

Consistent with the evidence reported in the U.S. context, empirical studies conducted in
other countries report a negative relationship between unionization and firm profits in general.
In the United Kingdom, Machin (1991) shows that unionized firms have a 1.7 percent lower
financial performance than non-unionized firms. This gap could result from the wage
increases that unions are able to achieve through collective bargaining. Machin and Stewart
produced two further British studies (1990, 1996). The 1996 study has the particularity of

using a qualitative measure of performance estimated by managers themselves. Machin and
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Stewart report a negative effect of unions only when there are closed shops, which force the
hiring of unionized workers, and when the firm has some market power. The first study
specifically devoted to the effects of unions on profits in France was published by Laroche
(2004). The results reveal that there is no significant relationship between unionization and
firm profits in France. The strong specificity of industrial relations—in particular the
weakness of trade union representation in the private sector—could explain this absence of a
relationship in the French context.

In general, unions make it possible to redistribute part of the company’s rent from its
investments or its market position to workers, to the detriment of shareholders (Laroche &
Wechtler, 2008; Doucouliagos & Laroche, 2009; Bryson et al., 2011). However, more recent
studies reveal more contrasting results. In the United Kingdom, Menezes-Filho (1997) reveals
that the union impact on profits was negative in the early 1980s but has been less and less
significant in recent years. Several British studies confirm this trend (Wilkinson, 2001;
Addison & Belfield, 2001; Bryson & Wilkinson, 2002). This trend can be explained by the
anti-union legislation led by the Thatcher government in the 1980s. It seems that the
weakening of trade unionism during this period has particularly affected the bargaining power

of trade unions and, consequently, their influence on firm performance.

In China, Lu et al. (2009) find no effects of unions on firm profits. These results in the
Chinese context are consistent with those of Ge (2007). However, the mechanism through
which Chinese unions affect economic outcomes is not clear and requires further

investigation.

Several conclusions can be offered in the light of the profit studies. First, while some positive
union productivity effects are possible, they are not sufficient to offset the increase in costs
from union wage increases and possible increases in capital stocks (Freeman & Medoff,
1984). Second, the routes through which unions capture rents and the effects of reduced
profits on long-run productivity are not firmly established. As Hirsch and Addison (1986, p.
214) point out, “if unions capture rents associated with concentration, this should be
manifested in larger union-nonunion compensation (wages plus fringes) differentials among
workers in more concentrated industries. But the evidence is that the compensation
differential is no greater in highly concentrated industries. (...) The need for further evidence

in this area is obvious.”.

Finally, and relatedly, future research must address more adequately the statistical problems
arising from the simultaneous determination of unionism and union effects on the workplace

and on working conditions and productivity. In fact, a number of issues restrict the scope of
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these results. The first is the choice between cross-sectional or longitudinal data. Few
researchers have been interested in analyzing the relationship between unions and profits in a
temporal dimension to clarify the causal links between the two. Much more information is
required on profit and growth effects. The assumption that unions are more likely to set up in
firms where they can benefit from large rents has only been addressed by a few researchers
(Hirsch, 1991; Voos & Mishel, 1986; Hirsch & Connolly, 1987). This endogeneity issue,
which arises as a result of reverse causality and/or unobserved variables, leads us to interpret
with caution most of the results of existing studies. Indeed, Voos and Mishel (1986) find a
much stronger negative effect on profits when unionization is considered an exogenous
variable. The negative union impact is therefore underestimated in most empirical studies
(Hirsch & Connolly, 1987). Another limitation of empirical studies is the heterogeneity of the
samples selected by the researchers, which requires the introduction of control variables in
order to work on comparable data. Specification errors can occur if the models tested do not
take into account variables that may co-vary with performance; these often include industry
sector, firm size, R&D spending, advertising investment, and so on. Although no single study
is totally convincing, the knowledge provided by these studies indicates that unions have a

negative influence on firm profits, particularly in the U.S. context.

Although the evidence points to a direct negative relationship between unionization and
profitability, some studies examine the indirect effects of unionization on managerial
practices that are presumed to affect firm profits. Scholars from the HRM field provide more
and more evidence showing that unions can play an important role in fostering high-

performance work practices (HPWP) in the workplace.

5. Unions and high-performance work practices (HPWP)

Slichter et al. (1960) provided evidence that unions can also influence organizational
arrangements at work. In recent years, more and more studies have tried to disentangle the
relationship between unions and firm performance by examining the effects of unions on the
adoption of so-called high-performance work practices (HPWP) or high-performance work
systems (HPWS), on the basis that these practices improve firm performance (e.g. Combs et
al., 2006). Although no universally accepted definition of HPWP or HPWS can be found in
the literature, they commonly refer to sets of HRM and organizational practices that target
blue-collar employees, translating into alternative job design and formal participatory

practices, as well as high-commitment practices including financial participation and training
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(Godard, 2004). Numerous denominations have been used in past literature, such as high
involvement, high commitment, or, more temperately, HRM practices (see e.g. Pil &
MacDuffie, 1996; Wood & de Menezes, 2008; Wood & Wall, 2007). We refer to high
performance because other terminologies do not rely explicitly on the assumed link between a
“particular configuration of management practices” and firm’s performance (Bryson et al.,
2005). Yet, this assumed link has been argued to be pivotal in qualifying such systems and
their implications for employment relations in the workplace (Delaney & Godard, 2001).

One of the fundamental premises of the high-performance approach is that workers possess
exclusive knowledge on how to enhance their individual productivity and may, under certain
circumstances, choose to implement this knowledge. This process has been referred to as the
achievement of effective discretionary effort. According to the abilities, motivation,
opportunities (AMO) framework, HRM practices can trigger this discretionary effort: HPWS
provide workers with “appropriate motivation,” “opportunity to participate in substantive
shop-floor decisions,” and ensure that workers also “have the necessary skills to make their
effort meaningful” (Appelbaum et al.,, 2000, pp. 26-27). This mostly—although not
exhaustively—translates into supporting practices that provide workers with individual voice,
participation in decision-making, empowerment, work enrichment, broader job definition, and

extended autonomy.

5.1. Unions and the adoption of high performance work practices (HPWP): some theoretical

considerations

The exit/voice and strategic choice perspectives offer insights into both the mechanisms and
consequences of the influence of unions on HPWS. However, conflicting views can still be
found. These opposing views are strengthened by empirical evidence that the influence of

unions on HPWS is mixed and is subject to pronounced context-related variety.

In general terms, the use of HPWS necessitates overcoming three types of barriers (Gill,
2009): a resistance barrier (management may be reluctant to abandon some power), a cost
barrier related to their implementation and support, and a workers’ engagement and
commitment barrier. Reflections on HPWS and their implications for unions include attempts
to describe theoretically and support empirically potential for competition, complementarity,

or incompatibility between them.
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A first, direct form of competition between HRM practices and unions draws on the idea that
there is a potential conflict of interests between unions and HPWS. Such organizational
devices could contribute to the transformation of industrial relations in the workplace,
especially as they provide direct and individual voice mechanisms for employees (Kochan et
al., 1986), which may ultimately lead to bypassing unions (i.e., substitution between unions
and HPWS), the loss of the desire for unionization from employees, or employers’ deliberate
avoidance of unions (Belfield & Heywood, 2004; Fiorito, 2001; Kochan et al., 1986).

Second, interactions between union and non-union representation are not obvious (e.g.
Kaufman & Taras, 2010): where institutional settings allow it, competition can occur between
union and non-union representatives, with two possible outcomes. Unity of interests translates
into non-union employment relations support of HPWS and can deplete the interest in
unionization. Conversely, dual channel representation consists of union/non-union
employment relations complementarity, and could overcompensate the costs associated with
representation via the improvement of communication flows in the workplace (Freeman &
Lazear, 1995).

Another source of competition can be found between workers’ organizational and union
commitments. As deliberate strategic options that rely on workers’ commitment to the
organization, HPWS may challenge a union’s position: “[t]he key issue then becomes the
compatibility of the goals and values of the company and the union” (Guest, 1995, p. 113).
This is especially problematic in circumstances linking HRM strategy to market-driven, cost-

reduction oriented business strategies.

This academic debate also opened the way to a renewal of the assessment of the role of
unions in HRM-related decision-making, and their influence on HPWS. Indeed, possible
complementarity arises as the influence of HPWS on organizational performance appears to
be “mediated” by individual workers’ responses (Macky & Boxall, 2007). Some suggest that

this mediation can be enabled, or even reinforced, by employment relations.

From the exit/voice perspective, it is possible to argue that a union presence may pressure
management to introduce more efficient HRM practices in order to reduce the costs associated
with the union’s impact on work rules. As HPWS are supposedly related to greater levels of
individual and organizational performance, union pressure may ultimately lead to their use.
Simultaneously, the collective voice/institutional response dynamics can draw on workers’
preferences and lead to the implementation of practices that will act as incentives for workers
to resort to the discretionary effort described in the AMO model (Addison, 2005; Verma,

2005). This is because union activities (the so-called collective voice) provide management
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with information on workers’ preferences that outperform individual voice. This has
consequences for HPWP and employee involvement programs. Indeed, such practices carry
sources of empowerment as they allow workers to influence the way work is organized and
realized according to their preferences. Consequently, union activities can support the
adoption and implementation of HPWP and HPWS (Kaufman, 2004).

Opposing views (e.g. Huselid & Rau, 1997) suggest that unions have a negative impact on the
adoption of HPWS because they have incompatible objectives. First, union preferences
usually favor the limitation of managerial discretion, organizational flexibility, and
performance-related rewards, all of which are the principal components of HPWS. Second,
the negotiating power of unions can discourage management from using HPWS, as it could
modify the balance of HPWS-related gains in favor of workers. Third, as described above,

HPWS can be used to bypass unions.

Discussing the implications of HPWS for unions, Godard (2004, pp. 360-3) notes three
additional reasons why union involvement in such systems could be detrimental. First, the
labor-management partnership can be seen as incompatible with union representation and
deter employees support, because its reliance on cooperation with management does not fit
with some employees’ preference for adversarial, defensive unions. This can lead to the loss
of the desire to unionize (e.g. Fiorito, 2001), and hostility toward those favorable to unions.
Second, inequality in the balance of power between union and management may lead to
unbalanced partnership and cooperation. This makes the possibility of labor-management
cooperation to provide actual opportunities for the union to participate in decision-making
questionable. Third, time can influence the balance of power, and make the reverse of a more

adversarial role a relevant option.

5.2. Examining the empirical relationship between unions and HPWP

There are broadly two categories of empirical studies that can be distinguished in the
literature: those that examine the role of unions in the adoption of high-performance work
practices and those examining the interaction effect of unions and high-performance work

practices on firm performance.

Several studies suggest a negative relationship between unions and HPWP (Delaney &
Huselid, 1996; Osterman, 1994). However, this finding is explained by the fact that HPWP
are more likely to be implemented in new establishments where there is no union. Other
studies indicate a more complex relationship. Machin and Wood (2005) suggest that there is

no systematic evidence that unions resisted innovative HR practices in the UK. In the same
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vein, Gill (2009) demonstrates that unions that have a cooperative relationship with
management can play a role in overcoming barriers to the adoption of practices linked to firm
performance. Unions have the unique advantage of delivering independent voice that cannot

be substituted by management, ensuring that workers benefit from HPWP adoption.

In accordance with the curvilinear model of the impact of union power on the adoption of
HRM innovations described by Kizilos and Reshef (1997), Laroche (2002) finds that the
presence of unions does not prevent the use of flexible practices in the French context. He
suggests that when the level of unionization is low, innovation is seen as a threat to the
union’s influence and leads to union opposition. Conversely, in highly unionized workplaces,
unions have the legitimacy and ability to voice workers’ concerns and to counteract
management attempts to use HRM reforms to undermine the union. As a result, unions are
likely to be more supportive of HRM innovations. Similarly, Laroche and Salesina (2017),
examining the validity of the substitution hypothesis in France, conclude that there is no
direct substitution effect between unions and HRM innovations. It seems that the best
performing workplaces are those with both HPWP and unions. In many ways, the driver of
positive results in such studies is the voice effect of unionization. Workers appear more likely
to cooperate when they feel a part of participative work arrangements (Freeman & Medoff,
1984). Since a substantial majority of research suggests a positive relationship between
HPWP and firm performance (for a meta-analysis, see Combs et al., 2006), this relation may
be indirectly affected by unionization. However, very few studies have examined the
relationship between unions and the adoption of HPWS and little discussion is offered on the

interaction between unionization, HPWP and firm performance.

The few studies that have examined the interaction effects of unions and HPWP report
that cooperative relations between unions and employers could magnify the effects of HPWP.
For example, Black and Lynch (2001) suggest that, in the U.S. context, the best performance
results occur in workplaces with HPWP and union representation. In another study, Black and
Lynch (2004) find that firms that re-engineer their workplaces to incorporate more high-
performance practices experience higher productivity and pay higher wages. In the same vein,
Cooke (1994) provides evidence indicating that employee participation programs contribute
substantially more to performance in unionized than in non-union firms in the U.S. A similar
conclusion is drawn by Metcalf (2003) and Bryson et al. (2005) in the UK context, suggesting
consistent cross-national patterns. Some studies indicate that unions foster a more formalized
approach to HRM (see Ng & Maki, 1994) but according to others, the impact of unions does
not appear to be large. More research is needed to capture the indirect effect of unions on firm
performance through high-performance work practices.
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Summary

This review of the main studies dealing with the relationship between unionism, collective
bargaining and firm performance shows that the situation remains unclear. The results of
existing studies show that the effects of unionism on firm performance are very mixed. These
effects vary significantly across industries, within countries, over time and between
institutional contexts. In addition, unions are themselves extremely diverse organizations,
both in terms of their objectives and their ability to act within the workplace. The fact that the
economic analysis examines only a partial aspect of unionism reduces the scope of existing
academic work and suggests several avenues of investigation for future research. For
example, Doucouliagos et al. (2017) call for the scope of union research to extend to more
countries, sectors, and time periods, historical as well contemporary. This would enable
researchers to discover much more about the causes and moderating factors of the differences
observed in previous empirical studies—for instance, why estimated union effects on
productivity are negative in the UK and why they are positive in certain sectors in the U.S.
More studies of union effects in various other contexts are clearly needed to give a complete
picture of union impact. A second challenge for future research is to expand analysis of
collective voice beyond the unions/collective bargaining versus non-union management
decision-making dichotomy, which is specified in most countries’ labor law, to the changing
work arrangements and channels through which workers seek to affect workplace outcomes.
A third challenge is to obtain better estimates of the extent to which changes in unionism
affect union outcomes when unionism is endogenously affected by the outcome variable.
Finally, estimates of the impact of unions and collective bargaining on firm performance are
necessary but far from sufficient for societal assessment of unions and policies toward them.
The social context in which unions do what they do matters. In a time of high and rising
inequality, union activities almost invariably trade off some economic efficiency for greater
justice in the workplace and reduced inequalities. This means that the existing studies that
provided the evidence base for this chapter are only one part of a decision system. They must

also be evaluated relative to workers’ and employers’ social preferences and utility functions.
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