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Cyclicality of Wages and Union Power

Annaïg Morina,1

aDepartment of Economics, Copenhagen Business School, Porcelaenshaven 16A,

Frederiksberg, Denmark.

Abstract

This paper examines how trade unions shape the volatility of wages over the
business cycle. I present a dynamic stochastic model of the labor market
that integrates two main features: search frictions and trade unions. Because
of search frictions, each job match yields an economic surplus that is shared
between the worker and the �rm. Therefore, I can decompose the volatility of
wages into two components: the volatility of the match surplus and the volatility
of the worker share of the surplus. Starting from the unions' objective function,
I show that under collective wage bargaining, the worker share is endogenous
and counter-cyclical. Consequently, when the economy is hit by a shock, the
dynamics of the worker share partially counteract the dynamics of the match
surplus, and this mechanism delivers endogenous wage rigidity. The model thus
o�ers new insights into two business cycle features: the union wage premium
�uctuates counter-cyclically, and employment is more cyclical but less persistent
when wages are collectively bargained.
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1. Introduction

The role of trade unions is to protect the rights and interests of their members
through representation within �rms. Trade unions negotiate with employers on
behalf of workers for better wages and working conditions; therefore, through
their direct participation in the wage determination process, trade unions a�ect

1Email: amo.eco@cbs.dk. Web: www.annaig.com. I am grateful to Alberto Alesina,
Christian Bauer, Tito Boeri, Mickael Burda, Vincenzo Cuciniello, Szabolcs Deák, Matthias
Doepke, Maja Ferjancic, Christian Haefke, Claudio Lucifora, Nicola Pavoni, Salvador
Ortigueira, Alain Sand, Martin Schneider, Antonella Trigari, Francesco Zanetti, and seminar
participants at Bocconi university, GATE-Lyon II University, the 2010 European Workshop
in Macroeconomics, WIEM 2010, AFSE 2010, ISNE 2010, ASSET 2010, RES 2011, IAB
Workshop 2011, EEA 2011, and 2016 Africa Meeting of the Econometric Society for their very
useful comments. Additionally, I thank the Department of Economics at Bocconi University
and the Department of Economics at Lyon II University for their support while I was working
on earlier versions of this paper. This research did not receive any speci�c grant from funding
agencies in the public, commercial, or not-for-pro�t sectors.

Preprint submitted to Elsevier June 2, 2017



Download English Version:

https://daneshyari.com/en/article/5102037

Download Persian Version:

https://daneshyari.com/article/5102037

Daneshyari.com

https://daneshyari.com/en/article/5102037
https://daneshyari.com/article/5102037
https://daneshyari.com

