Institut flir Arbeitsmarkt-
und Berufsforschung

Die Forschungseinrichtung der . .

Bundesagentur fiir Arbeit

|IAB-Bibliothek

Die Buchreihe des Instituts flir Arbeitsmarkt- und Berufsforschung

Essays on Wage Formation
and Globalization

Andreas Hauptmann

Dissertationen ‘ wbyv



Institut flir Arbeitsmarkt-
und Berufsforschung A .
Die Forschungseinrichtung der

Bundesagentur fiir Arbeit . .

|IAB-Bibliothek s

Die Buchreihe des Instituts flir Arbeitsmarkt- und Berufsforschung

Essays on Wage Formation
and Globalization

Andreas Hauptmann

Dissertationen ‘ wbv



Bibliografische Information der Deutschen Nationalbibliothek

Die Deutsche Nationalbibliothek verzeichnet diese Publikation in der Deutschen
Nationalbibliografie; detaillierte bibliografische Daten sind im Internet tiber
http://dnb.ddb.de abrufbar.

Dissertation zur Erlangung des Grades eines Doktors

der wirtschaftlichen Staatswissenschaften

(Dr. rer. pol.)

des Fachbereichs Rechts- und Wirtschaftswissenschaften

der Johannes Gutenberg-Universitat Mainz
vorgelegt von
Dipl.-Volksw. Andreas Hauptmann

in Mainz
im Jahre 2015

Erstgutachter: Prof. Dr. Klaus Walde
Zweitgutachter: Prof. Dr. Herbert Briicker
Tag der miindlichen Priifung: 24. Juli 2015

Herausgeber der Reihe IAB-Bibliothek: Institut flir Arbeitsmarkt- und Berufsforschung der
Bundesagentur fiir Arbeit (IAB), Regensburger StraBe 104, 90478 Niirnberg, Telefon (09 11) 179-0
B Redaktion: Martina Dorsch, Institut fiir Arbeitsmarkt- und Berufsforschung der Bundesagentur
fiir Arbeit, 90327 Niirnberg, Telefon (09 11) 179-32 06, E-Mail: martina.dorsch@iab.de
B Gesamtherstellung: W. Bertelsmann Verlag, Bielefeld (wbv.de) B Rechte: Kein Teil dieses
Werkes darf ohne vorherige Genehmigung des IAB in irgendeiner Form (unter Verwendung elektro-
nischer Systeme oder als Ausdruck, Fotokopie oder Nutzung eines anderen Vervielfaltigungsverfahrens)
liber den persdnlichen Gebrauch hinaus verarbeitet oder verbreitet werden.

© 2015 Institut fiir Arbeitsmarkt- und Berufsforschung, Niirnberg/
W. Bertelsmann Verlag GmbH & Co.KG, Bielefeld

In der ,IAB-Bibliothek" werden umfangreiche Einzelarbeiten aus dem IAB oder im Auftrag des IAB oder
der BA durchgefiihrte Untersuchungen verdffentlicht. Beitrdge, die mit dem Namen des Verfassers ge-
kennzeichnet sind, geben nicht unbedingt die Meinung des IAB bzw. der Bundesagentur fiir Arbeit wieder.

ISBN 978-3-7639-4099-8 (Print)
ISBN 978-3-7639-4100-1 (E-Book)
Best.-Nr. 300891 www.iabshop.de www.iab.de



Contents

List of Tables ...... rereer e —————— 5
List of Figures ...... 7
Acknowledgments S 9
Chapter 1

Introduction 1
Chapter 2

Endogenous wage regime selection: A general equilibrium model ......ccccuu... 17
2.1 INTrOAUCTION oottt 19
2.2 Collective bargaining regimes in GErMany.......coenmeeseeesmeessmsesseeenns 23
2.3 The MOEL ..ot 29
2.4 Partial @qUIlIBIIUM ...t 34
2.5 General eQUIlTDIUM ... et seeesseeesseeeesseeese 46
2.6 DiscuSSioN Of the rESUILS ... reeereeeeeteeereeeseeees e eeessess s eesseeanas 52
2.7 CONCIUSTON ettt 54
APPENTIX cevrreerreeerreeseeesseeseeessecsssesssessssessseesssessssesssess s sss s ss e bssessssesssassssesssessssasssssssnsans 56
2.A Detailed derivations of Section 2.3................ 56
2.B Detailed derivations of Section 2.4...... 58
2.C Detailed derivations of Section 2.5 60
Chapter 3

Collective bargaining in exporting firms...... 63
3.1 INEFOAUCTION ot 65
3.2 DAt oot 67
3.3 EMPIrical Strategy ..o ceereereceseeeseeeseessessseessessse e seesssessse s 70
3.4 REQIESSION FESUILS wuveereereerecrseaseisseesesseesssesse s s ssessssssesssssssssssssessnsssnsans 73
3.5 CONCIUSION ottt ss s 79
AAPPENAIX cerrrerreeemreesseeesseeesseesssessseesssessseesssessssesssesssesssessssessssesssessssesssesssessssessssssssassssssssesess 80

IAB-Bibliothek 356 3



Contents

3.A Details on the calculation of profitability measures ... 80
3.B SUMMATY SEATISTICS crvvureereesreeesresseeeseessssssseesssessssssssssssssssssssssssssssssssssssssnees 84
3.C Further results and robustness Checks .........neeeneernrerseeesersseenns 87
3.D Detailed regression output tables .......reenmeeneeeseessreesseessessseenns 97
Chapter 4

International trade and the fair wage premium ..... 101
4.1 LR To (D Tq Ao TSP 103
4.2 Econometric specification and data ......coeeneeseeenneceseeesseeeseeeseeenns 105
43 M@IN FESUILS oot eeemeceseesseeemseesseesseeesseesseeessessneens 106
4.4 Conclusion 108
APPENTIX ceverreruseeruseesseesssseessssessssesssssesssssesssse e sssse s s s 109
4.A Detailed estimation results of Table 4.7 ..o 109
Chapter 5

Wages, competitiveness and exports 113
5.1 [NErOAUCTION oottt 15
5.2 Data and first descriptives ............. n7
5.3 EMPirical Strategy ..c.oceeeeeereerseesseeessesssessseesssesssesssessseeenens 120
5.4 Results 123
5.5 CONCIUSION corteereteeereeereeseeeseeesee e seees e esseeeneees 134
APPENTIX cevrrrerreeerreeseeesreeseessseesssesssessssesssessssesssesssess s sssass e s e bssass s sssassssesssessssasssessssnsans 135
5.A IAB establiShment Panel ...t seeeseeesseeesneenae 135
Chapter 6

Concluding remarks rerrrmrms 137
Bibliography 141
Kurzlebenslauf .......... 148
Abstract eeressrsesann————— 149
Kurzfassung 151

4 IAB-Bibliothek 356



List of Tables

2.1

3.1

3.2

3.3

3A1
3.A2
3.B1
3.B.2
3.B3
3.C1
3.C2
3.C3
3.C4
3.C5
3.C6
3.C7

3.C8

3.C9

3.D.1
3.D.2
3.D3
3.D.4
4.1

4.2

4.A1
4.A.2

Benchmark parameter values.......cccoomeeeneen.

The export wage-premium and the role of TFP
Role of collective agreements.......oceeereeernnee

Does more export reduce WageS?........weeeeemreesreesseeessesssesssessssessssesens

FELSDV results

Production function estimates ...........

Summary statistics

Total factor productivity distribution by export status

Is TFP Pareto distributed?.

The export wage-premium and the role of TFP

Subsample of blue-collar workers ...

Subsample of white-collar workers ..

Firm- vs. industry-level agreements, firm-level openness ...............

Firm- vs. industry-level agreements, industry-level openness.........

(Un)weighted reSUILS ..vuveeeeeevereereereeeeseesseeseesseeneens

The export wage-premium and the role
of TFP by bargaining regime (I)...

The export wage-premium and the role

of TFP by bargaining regime (11)..

The export wage-premium and the role
of TFP by bargaining regime (1) ..

Detailed output to Table 3.1

Detailed output to Table 3.2, upper panel

Detailed output to Table 3.2, lower panel

Detailed output to Table 3.3

Summary statistics-estimation sample

Regression OULPUL .....cereeereeeeeeeeesseeeeeseeesseeseeens

Detailed results of row 1 in Table 4.1

Detailed results of row 2 in Table 4.1

36
74
76
77
83
83
85
86
86
89
90
91
92
93
94

95

96

96
97
98
99
100
104
107
109
110

IAB-Bibliothek 356 5



6

List of Tables

4A3
4A4
5.1
5.2
53
5.4
5.5
5.6
57
5.A1

IAB-Bibliothek 356

Detailed results of row 3 in Table 4.7 e seeeseeeseeeseeeeeeeseeenne m
Detailed results of row 4 in Table 4.7 e 12
The extensive and intensive margin | 125
The extensive and intensive Margin 1 .....eeeneesneeeseeenns 127
The extensive and intensive Margin Hl.....cnenneenecenseeseeenns 128
The extensive and intensive margin 1996-1999.......cccovermrerreerrerreenne 130
The extensive and intensive margin 2000-2004..........ccouwerreeerreeernnee 131
The extensive and intensive margin 2005-2008..........cccccvuereereernerrnenns 132
RODUSENESS CHECKS ..ecereeeeeeetcteeseeseeeee et es s sssesssis 133
Description of variables and summary statistics .....cooeeereeereeensecenn. 135



List of Figures

2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8
29
2.10

2.1

2.12
2.13
2.14
2.15
2.16
2.17
2.18

2.19
2.20
2.21

2.22

2.23

3.1
3.B.1
5.1

Collective agreement firm share ......cccccovveeee.

Collective bargaining coverage ...t

Collective agreement firm share, by Size Classes ....rerormeerreeens
Collective agreement firm share, within manufacturing industries ...
Collective agreement firm share, within service industries ...............
Profits and the regime indifference condition .........cveconeeoreenreenneeneenn.

Graphical ITUSTIatiON ... ceuceereeeeeeresesessensssensseesssseesssesss s

Comparative statics with respect to the union fallback wage (10)....

Comparative statics with respect to the firms' productivity (¢)........

Comparative statics with respect to the elasticty of
SUDSTITULION (O) weeeeeereereeeeeeeeeeeeeeseeseeseeeseeeseseseseemsemesessenesenenes

Graphical illustration .

Comparative statics with respect to the alternative income () ......
Comparative statics with respect to the firms' productivity (¢) .......

Comparative statics with respect to the elasticty of substitution (o) ..

Graphical illustration

Comparative statics with respect to the alternative income (@y)....

Comparative statics with respect to the firms' productivity (¢) .......

Comparative statics with respect to the elasticty of
substitution (o) ..

Graphical illustration

Comparative statics with respect to the firms' productivity (¢) .......

Comparative statics with respect to the elasticty of
substitution (o) ..

Comparative statics with respect to the union bargaining

WEIGNT (B) crrrrrreerveeseeseeessssesssesssssessssssssssessssssssssssesssssssssssesssssssssssssssssssssns

Comparative statics with respect to the firms' fixed costs of

PrOAUCTION () errvrerrussereeessssssessssessssssssssesssssssssssssssssssesssssssssssssssssssssssssssssssens

CA coverage, German manufacturing 1996-2007 ........coccrmeereeermreereees

Kernel density plot of the profitability measure

The evolution of exports, competitiveness, and wWages ........ccccceeeene.

25
26
26
27
28
35
38
40
40

40
42
43
43
44
45
47
47

47
48
51

51

51

52
70
84

IAB-Bibliothek 356

7






Acknowledgments

This book is a slightly revised version of my doctoral thesis, which was accepted
at the University of Mainz in July 2015. Successfully completing this thesis was
only possible with the support, inspiration and encouragement of many people.

First and foremost, | am deeply grateful to my supervisor Klaus Walde for
sharing his experience, patience and guidance over all these years. My appreciation
goes far beyond this thesis, because his passion for research convinced me to
graduate in economics many years ago. | also would like to thank my second
supervisor Herbert Briicker for his continuous support and also for showing me the
ropes in an applied research institute.

During the first half of my thesis | was member of the joint graduate program
(GradAB) of the IAB and the University of Erlangen-Niirnberg and received a
scholarship from the IAB. Simultaneously to the graduate program and later on,
| worked as a junior researcher at the IAB in the department of “International
Comparisons and European Integration”. | hereby want to express my gratitude
to my all colleagues, fellow GradAB members, co-authors, and members of the
chair of macroeconomics in Mainz for all the valuable discussions, exchange
of ideas and cooperation, especially Timo Bass, Stella Capuano, Daniel Etzel,
Gabriel Felbermayr, Michael Graber, Andrey Launov and Ehsan Vallizadeh. A very
special thank you goes to Hans-Jérg Schmerer for his enthusiasm, efficiency and
friendship during all our joint and successful projects, of which some later became
part of my dissertation.

Finally, | would like to thank my family, in particular my parents, my sisters and
Angela for their unconditional support and love. This book is dedicated to them.

Andreas Hauptmann
Niirnberg, November 2015

IAB-Bibliothek 356

9






Chapter 1

Introduction






Introduction

This thesis studies wage formation processes in the context of a globalizing
economy and different institutional settings. Wage formation is highly relevant
for employees, firms, policy makers and scientists alike, and therefore constitutes
an important area for economic research. Globalization and other changes in
the economic environment, such as technological progress and the deregulation
of product markets, have also affected the conditions for wage formation. For
instance, there are widespread concerns that globalization and international
economic integration results in wage losses and increases inequality. Globalization
may increase aggregate output, but also affect the distribution of income between
firms and workers and different groups in the labor market unequally. Collective
labor representation can mitigate or aggravate the effects for employers and
employees. Moreover, increasing international and national competition together
with technological progress can affect unionization and the coverage of collective
wage contracts.

Against this background, this thesis addresses three main questions: First,
how does collective bargaining coverage evolve in modern economies if firms
are free to opt for alternative modes of wage-setting? Second, how does the
increasing international exposure of firms affect wages in the context of different
institutional settings? Third, how do wages and competitiveness affect the export
participation of firms?

The immanent complexity of the subject does not allow for a unified answer,
although all these topics are closely related. Consequently, each chapter of this
thesis contains an independent analysis addressing different aspects, using a
variety of economic and econometric methods.

The starting point for the analysis is presented in Chapter 2 by studying
endogenous selection into wage regimes based on differences in cost structures.
The choice between different wage regimes is essential to understand how wages
are determined in modern economies and how different modes of wage-setting
evolve over time in an environment with technological progress and increasing
product market competition. The analysis is motivated by two seemingly
contradicting observations: On the one hand, it is widely believed that firms
oppose unions because they reduce profits. On the other hand, in most European
countries, collective bargaining is at the discretion of the employer. The aim of
the chapter is therefore to contribute to a better understanding of why firms
might prefer collective bargaining over other modes of wage setting. The analysis
is carried out in a theoretical general equilibrium framework with endogenous
selection of wage regimes, where firms are free to choose to bargain with a local
union or to refrain from it. Selection is driven by differences in the cost structure
between wage regimes. It is shown that cost differences are sufficient to explain
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incomplete collective bargaining coverage rates as an equilibrium outcome.
Furthermore, the results show that the decrease in collective bargaining coverage
rates can be attributed to technological progress and product market deregulation.

Chapter 3 investigates wage formation in international firms subject to
collective agreements. The growing inequality over the last decades in many
Western countries has been attributed to technological change, institutional
reforms and globalization. Previous research has shown that the rise in wage
inequality can be attributed to higher wages at exporting firms, the so called
exporter wage premium. In this context, recent theoretical contributions have
emphasized that more trade exposure can influence the wage structure by
reducing the exporter wage premium in firms subject to collective bargaining
(e.g. Egger and Etzel, 2012). We test this hypothesis by employing German linked
employer-employee data. One important challenge is to separate the effects from
differences in the workforce structure and rent-sharing. We construct a measure of
plant-level profitability that is free from compositional effects. We find that rent-
sharing is less distinct in more export-intensive firms or more open industries. This
chapter is joint work together with Gabriel Feloermayr (Ifo Institute Munich) and
Hans-J6érg Schmerer (IAB Nuremberg) and has been published in the Scandinavian
Journal of Economics.

Chapter 4 addresses another aspect of wage formation in exporting firms.
Again, the point of departure is the exporter wage premium, referring to the
empirical observation that exporting firms pay systematically higher wages. It
is also well documented that this wage premium decreases substantially once
worker and firm characteristics are accounted for. However, the identification is
based on the within variation of the data and might yield imprecise estimates if the
variation over time is low. Recent contributions provide theoretical explanations
for the exporter wage premium: Egger, Egger, and Kreickemeier (2011) base their
rent-sharing mechanism on a fair-wage framework. Fair-wage considerations are,
among other things, related to the firm's "ability to pay" Chapter 4 contributes to
this literature by providing new empirical evidence for the fair-wage framework
based on the system of industrial relations in Germany. The collectively agreed
wage constitutes a legally binding wage floor. But firms are always allowed to
pay more if they want to. The empirical analysis is based on the |AB establishment
panel and employs different estimators addressing potential endogeneity and
the truncation of the dependent variable from below. The results show that a
firm's export intensity is systematically related to payments above collectively

1 See Felbermayr, Hauptmann, and Schmerer (2014). Previous versions of the paper have been circulated as
Felbermayr, Hauptmann, and Schmerer (2012a) and Felbermayr, Hauptmann, and Schmerer (2012b).
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agreed wage floor and therefore support the fair-wage hypothesis. The chapter is
co-authored by Hans-J6rg Schmerer (IAB Nuremberg) and has been published in
Economics Letters.?

Chapter 5 addresses the link between wages and globalization from another
perspective. German exports soared in the recent past, and this has been
accompanied by a heated public debate. Adversaries object, that years of wage
moderation increased international competitiveness and have allowed Germany
to grow at the expense of its trading partners in the Eurozone. But beyond the
debate on current account imbalances, an additional question arises, which
has not received much attention in the literature. What are the determinants
of a firm's export participation? Chapter 5 studies this question empirically. It
constructs plant- and industry-competitiveness measures to investigate their
influence on export participation. The findings indicate that a higher plant-level
competitiveness, measured by lower unit labor costs, is positively associated with
export participation. The analysis is carried out for different estimators and margins
of export participation. There is no evidence that industry-level competitiveness
affects export participation. Furthermore, low-wage firms are less likely to export,
which is in line with the literature on the export wage premium. The chapter
is joint work together with Daniel Etzel (University Bayreuth) and Hans-Jorg
Schmerer (IAB Nuremberg) and has been published in Economic Systems.

Finally, Chapter 6 briefly concludes the main findings of the thesis.

2 See Hauptmann and Schmerer (2013).
3 See Etzel, Hauptmann, and Schmerer (2013).
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