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Preface
T W G R R T

O the face of it, it would appear thar ULS, workers have it made: the
ecomomy continues o grow at a slow buc steady pace, unemployment is
down to 5.3 percent, employment (s up, real family income has increased
modestly, and the poverry rate has declined for two consecutive ypears.
Despite these favorable circumstances, a pemsistent sense of general
unease—brought on by corporate downsizing, the restructuring of the
workplace, and rapid technological change—hovers over workers' eco-
nomic landscape. Adding ro this sense of unease is the growing disparicy
im wapges betwesn those at the top of the earmings distribution and thoss
at the bottom,

In order to enact policies that can address the disparity, we first must
decide on the factors that led to it Eoonomists have tended o use emadi-
tional demand wnd supply armoments to explvin it and o point to differ-
ences in skill and educationmal levels as the underlying culprit. These
differences are expcerhaged in times such as today, when the pace of wech-
nological change i mpid and growing and employes are willing 1o pay a
premium to workers who have the level of geill made necessary by such
|.'|'|:|.11|_r|\:. Moreawver, the rEstmsciuring of the -.l'-c1r|n:.|:l|:1l;n|.' I l_"I'|'|.]1]'|ﬂ.‘=|Et Ferer-
alized tasks and ream-oriented jobs rather than narrow rasks and depart-
mentalized jobs has pesulred in che need for workers with not only 8
higher level of skills, but a variety of skills, Those withour such skills are
beft to wie for an increasingly smaller pool of jobs dhat do not require high
skiills levels, According wo this explanation, then, the wage gap is due not
just o differences among workers in educarional and skill level, bus toos
misrmarch between the skills waorkers have and che jobs svailable.
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David R. Howell offers an alternative explanation, arguing that although
rraditional demand and supply explanations of the wage gap are theoreti-
cally attractive, they are nor statistically sound. He contends thar
changes in institutional feetors—such as the inéreasing decentraliztion
of the labor market, the decline in union power brought on by changes
in regularions governing collective bargaining, and the growth of “low-
road” management stracegles—have caused the growing wage gap.

Meither skill mismatch nor institutional transformation fully explains
the collapse in wages at the boom of the eamings spectrum. Mere like-
by, both facrors contribured o wage stagmarion, and other factors, such as
toreign economic development, technological advances in [FamEpsarta-
tion and communications, and government deregulation, intensified
competition in the product marker and thereby coneributed to the wapge
collapse. Further, the increasingly important role of huge pension and
mutual funds (beginning in the lace 1970s) made it critieal for TAMAZEEs
o maximize short-run performance. All of these factors, none of which
are mutually exclusive, provide credible explanarion for the growing
incidence of low pay and the widening of the WAEE gap.

Why is it important to know whar underlies the wage papl The saurce of
the problem clearly will determine whar public policies can be effective
in resolving it. If skill mismarch is only one piece of the puzzle and other
factors are ar work in creating the growing wage gap, then policies aimed
anly at raising workers' skill levels would anly partially address the prob-
lem; pelicies aimed at ather factors, for example, stimulating demans]
andl therefore additional high-paying jobs, would also be needed 1o
akdress the growing wape gap. Thas it is critical to explore the namre of
the wage gap. Howell's research findings are a valuable conmribution 1o
the existing knowledge of this problem and provide another perspecrive
in the empoing public policy discussion on this issue.

Diimiert B. Papadimitriou
Executive Divector
February 1997
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The Collapse of Low-Skill Wages
TS = A O e |

Mo recent development in the U3, labor marker has been more dra-
matic and more troubling than the collapse in the buying power of work-
era’ paychecks, After rising for almost three decades, sverape real weekly
earnings among production and nonsupervisory workers fell by 7.5 pes-
cent berween 1973 and 1979 and by anocher 121.6 percent between 1979
and 1980, This mranslates into a decline in weekly pay from 3303 in 1979
to $277 in 1982 and further to $265 in 1990 (in 1982 dollars).!
According to Lynn Karolys (1994) calculations, the 23th percentile of
all male wage and salary workers saw their aversge weekly eamings fall
from 3259 im 1973 mo 3242 in 1979 to 3209 by 1954, before rebounding
slightly to 5218 in 1982 [in 1986 dollars).

This drop in the value of wages coinelded with a sharp increase in eam-
ings inequalitg.? Perhaps the most highly publicized characteristic of
recent exrnings trends hos been the widening gap beoween highly edu-
cated and poorly educared workers. Two wage trends stand out in the
19804 (see Table 1). Firsr, the real eamings of college-educated female
woekers grew raphdly (about 14 percent), and second, the earnings of
poorly educared men declined substantially {about 20 percent for those
with less than a high school degree and 11 percent for those with just a
high schoaol degree). Although real earnings among bow-skill men, as
measured by educational attainment, also fell in the 1970, the parcent-
age declines were three to four times karper in the 19303, a decade in

which the aversge eamings of college-educated male wordkers increased
modestly.?

These data indicate that the growth in male eamings inequality across
education groups in the 1980 was due mainly 1o the sharp drop in the
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Table 1 Changes in Real Earnings by Demographic Group, 1973-1989
(Full-time, Year-round Workers)

Yeam of Schooling 157 5-19 749 1971989 197319840
Men
0-11 =31 =19.6 =247
1z —4.1 -11.3 ~15.5
1315 4.4 =B -7.1
16 o8 more 7.3 49 =14
Women
0-11 4.1 -549 -1.8
12 25 1.5 4.1
1315 (1] i | T
16 or morne =].2 14.1 122

Source: Maury Gistleman, “Eamirgs in che 1980 An Occupational Perspctive,” Monrhly
Labor Besbew 17, maon T {July 1994}, Table 1.

carnings of low-skill men. More importantly, over the course of the
decade chere was a huge decline in the share of low-skill workers able to
rely on wage earmings to keep a family car of poverty. Acs and Danziger
(1993) report that between 1979 and 1989 the incidence of low eamn-
ings, defined as camings less than the poverty line for a family of four,
ruse from 8 to 15 percent for employed, male high school graduates and
increased from 13 o 30 percent for men with less than a high school
degree. The problem of low earnings was substantially worse for black
and Hispanic men: 15 percent of all employed black men and 41 percent
of all employed Hispanic men with less than a high school degree eamed
poverty-level incomes in 1989, far higher percentages than in 1979 (A
and Danziger 1993).

Although supply-side changes appear to provide a reasonable explanarion
for the modest wage mrowth experienced in the 1980s by the men with cthe
most education,? the collapse ar the hottom of the earnings ladder s
almost universally actributed ro downward shifts in the demand for low-
skill workers. According o this view, it was the growing mismarch
berween the skills demanded by firms mnd those supplicd by the workforce
that was msainly responsible for the reduction of wapes among bow-skill
workers. In a statement reflecting this skill mismarch thesis, Secretary
of Labor Robert Reich (1993) recemly ateribured rising shares of

10 Public Policy Brief
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poverty-wape workers and growing wage inequality to the “mismatch
between the dills Americans have and the skills the economy requires. ..
The long-term criss in advanced industrial nations reflects in part a shift
in relative labor demand against less-educated workers and thiose doing
routine easks and toward workers with problem-solving skilks.”

The most widely accepted explanation among economises for the pre-
sumed skill mismarch is technological change in the workplace.3
Although controversial, it has also been argued that another factor con-
tributing oo the shift in the demand for skills is growing impor competi-
tion from low-wage developing countries, which has reduced the
demand for low-skill workers, particularly in rrade-sensirive industries.
At least part of the popularity of the technology-rrade explanarion can
be found im its apgarent consisrency with empirlcal evidence of skill
upgrading resulting from computer-based workplace technologies and
thee prowth in the impart share of GDP in the 1980s.

But the technology-trade explanarion is also artractive because of its
consistency with the simple neoclassical (demand and spply) model of
the labar market.t Assuming no major changes in the supply of kow-skill
workers, a decline in the relative wage is just what economists would
expect if new production technologies and growing imparts were to drive
down demand for low-skill labor. Without a change in labor supply, a
decline in demand for low-skill workers should lower both thelr wages
and employment. The obvious implications of this view are thar public
policies should atrempt to raise the skills of the low-skill workforce.

Unlike the simple neoclasical model of the kabor marker, which pro-
vides the intellectnal framework for the skill mismarch thesis, the
inscitutionalist tradition is one in which wages are ser not only by the
forces of demand and supply, but also by bargaining power in the con-
text of wage-setting institutions and social norms. From this perspec-
tive, an alternative explanation emerges, one that puts st center stage
a new, more confrontacional approach of employers and a fundamental
shift toward laissez-falre public policies that developed in the late
1970¢ in che midse of naticnwide slowing productivity, high inflation,
and growing trade comperition. But this shift in emphasis from social
well-being and public choices o individual well-being and matker out-
comes reflected more than just changing business conditions. Since

The Jerame Lewy Ecomomdes Institete of Bavd College 11
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other developed nations faced similar economic challenges without
resorting to & dismantling of public and privare institutions designed ro
progect the living standards of low-skill workers, the distinguishing fea-
ture of the wage collapse in the United States must be soughe in the
politlcal, ideslosical, and financial realms,

In a political environment in which government policies wers far more
favorable ro employers (and hostile to workers) than in previous
decades (Phillips 1991) and spurred by the success of confronmational
lahor pracrices by some highly visible large firms in teade-sensitive
industries, employers abandoned long-accepted practices designed o
shicld workers from the full force of labor market competition.
“Effective” management became synonymous with such *“low-road®
wape and employent policies and pracrices as challenging the legiti-
macy of labor unions and eollective bargaining, demanding wage amd
benefits concessions, relocating plants to low-wage sites, outsourcing to
low-wage firms, and relying more and more on low-wage part-time and
reenporary workers. These low-road strategies reflect, in part, increasing
pressure from the financial secwor on management o maximize shore-
mun profits. Government policy also greatly facilitared the low road by
emphasizing fighting inflation rather than unemployment, derepulating
key industries, weakening the enforcement of labor and antitrust Taws,
and allowing the minimum wage to decline sharply in valus, thereby
undermining the wage floar, which had propped up the lower end of the
wage strucoure.

Empirical Evidence of a Skill Mismatch
Computerization and Shifts in the Demand for Skills

A eritical factor raizsing demand for more-skilled workers rela-
tive to less-skilled workers is rechnological change that favors
higher skills, In the 1980s, the incressed use of microcompur-
ers and compurer-based vechnologies shifted demand roward
more-educated workers, . . . Whether because of computeriza-
tion of ather causes, the pace of relative demand shifts favor-
ing more-skilled workers accelerated within secrors. (Freeman
and Katz 1994}

12 Public Policy Brief
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There has been an across-the-board increase o the ratio of
skilled to unskilled workers employed within each industry, in
spite of the rise in relative wages of the skilled. {FKrugman 1594

As these passapes sugpest, it is widely accepted among economists that &
large and accelerating shift in demand away from low-skill workers char-
geterized the decade of 1980s, Undoubtedly, part of the artractivenes of
the skill-shift explanation is the seeming plausibility of skill-binsed tech-
nilogical change as the source of the demand shifts. The rapid diffusion
of computer-based production technologies and an increasingly competi-
tive environment bepinning in the e:|r|1.|| 1980 have mixle popular the
view that the ald production syspem, made up of large, inregrared,
capital-intendgive plants relying on low-skill manual labor, 5 being trans-
formed into a new regime of small, flexible, rechnologically advanced
firms dependent on a cadre of highly educared workers, Unlike the
wotkplace of the readicional "Taylor model,” the new “high-
performance” workplace requires workers with the cognirive and diag-
nostic skills necessary to perform a broad range of frequently changing
tasks., Workers with obsolere or insufficient skills pet paid less and wlti-
mately lose their jobs, leaving in place a more skilled workforce.

Bt there are some problems with this story. Harmison (1994) has cons
vincingly argued that small firms tend o be the least technologically
advanced and to employ workers at the lowest wapes. Recent research
has consistently shown that hiph-pedomance workplaces tend to oceur
i barpe esablishmens. However, in 1993 the U5, Deparoment of Labog
gathered information on the presence in fioms of sx possible "alternacive
work pracrices” commonly cived as the hallmarks of a high-performance
workplace and found that in only abour 20 percent of large establish-
ments (defined & having more than 30 employess) was there evidence
of two of these practices, and only & percent repored having implement-
ed & many as four (Gimbernan, Horrigan, and Jopee 19953, These find-
ings suggest that even by the early 1990 only a small share of
establishments had been ranstormed into high-performance and, pre-
sumably, high-skill workplaces.

Yet, it is widely accepted that skill-bissed technologicsl change pro-
duced a collapse in the demand for low-skill workers, Two studies are
often cited to provide empirical support for this “fact”: Berman, Bound,
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and Griliches (1994) and Katz and Murphy (1992). A common fearure
of both studies Is a foeus on changes between business cycle peaks (1979
and 1989} rather than cn annual ends. While this methodology is
appropriate for detecting lomg-run trends and for analy=ing data with
mavements that are extremely sensitive to the cycle, focusing on end-
points can submerge imporrant information about overall trends.

Examining mamifacturing indusrries and defining the skill mix of employ-
ment as the share of nonproduction employees in total employment,
Berman, Bound, and Griliches {1994) point our thet there was a lasge
incremse in the nomproduction share of manufacturing employment in the
Unived States between 1979 and 1989; production employment dropped by
a dramatic 15 percent {from 14.5 to 12.3 million), while nonproduction
employment rese 3 percent (from 6.5 o 6.7 millica). Berman, Bound, and
Giriliches interpret these trends as evidence that the manfacturing sector
experienced substantial skill upgreding over this decade and conclude thar
“biased rechnological change is an important part of the explanation.”

Since the diffusion and effective use of compurer-based rechnologies
were rapidly increasing, a rechnology-hased explanation for skill restrc-
turing implics that the decline in demand for low-skill jobs should have
become progressively greater throughout the decade. Indeed, Berman,
Bound, and Griliches {1994) report a rapid increase in the rare of growth
of computer investmens as a share of total investment in manufacruring,
rlsing from 2.79 percent in 1977 o 3.92 percent in 1962 to 7.49 percent
in 1987. Figure | shows thar che real investment in office, compuring,
and accounting machinery per full-time equivalent worker took off after
1983 in both manufacturing and service induseries, increasing from less
than $200 per full-time warker in 1982 o $600 10 $700 per worker in
1989, By 1992 such spending ranged from $900 per worker in services to
over 51,000 in manufacturing.

Yer, the employment trends presented by Berman, Bound, and Griliches
show that virtually all of their observed skill upgrading took place in
1980, 1981, and 1982—well before computer spending started soaring.?
Indeed, their dara indicave that the nonproduction share of employment
in 1989 was identical vo the share six years earlier. It is worth noting thar
real production worker wages fell comtinuoesly from 1979 to 1993 (Mishel
and Bernstein 1994a).
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Figure 1 Investment in Office, Computing, and Accounting
Machinery, 1973-1992
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Figure ! provides data on the nonproduction employment share in
durahle g«m'ﬂﬂ:. n:wjl_lm]'lltz ;-l_'\-:n:-ch. :;II'I.l:l h':ta.] m',nnl.lfi-tn;turing htwwn |':-:|‘TI:]
and 19992, The graph shows thar the change in this measure of the skill
mix in wotal menufecruring can be mraced largely oo developments in the
more trade-sensitive sector=—durable g\m‘lds m.'-l.nnl",:u;mring—l's-:m:n
1980 and 1982, The share of nonproduction workers in this secror
increased sharply, from 28.6 percent in 1979 to 33.8 percene in 1982,
and then fluctusted between 33.2 and 34.1 percent over the next 10
vears, Although Berman, Bound, and Griliches note that employers use
recessions oo restructure, there is no evidence thar there was a subsran-
tial shift in skill mix in the 1990-19%1 downturn. If kissed rechnological
change explains skill shifts, why would the uwse of new workplace
rechnologies cawse a sharp skill restructuring berween 1980 and 1982 but
mot between 1983 and 1992, when the lacter period was characterized by

a far hi.g:l:‘nt'r e al invastment in u:unpnh:r:]‘ﬂm_‘.ﬂ afuipment e

Table 1 provides additional evidence on the stability of the skill mix in
manufacoering afver the recessions of 1930 and 1982, Bepween 1983 amd
1988 the ratics of ceaft to semiskilled workers, rechnical po elerieal
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Figure 2 Nonproduction Share of Manufacturing Employment,
19701992
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Semrce: ULS. Depantment af Labor, Bureau of Labar Statistics, “Handboak of Labor
Statistics,” Bullerin 2340, Aupust 1989, Table T2 “Employment, Hours, and Earmings:
Lnited States, 198183, Bullerin 7459, August 1593,

workers, and professional to managerial workers remained viroually
unchanged. But s the first row shows, the mtio of craft workers 1o labar-
ers declined steadily from abour 4 in 1983 to 3.4 in 1987 (it chen rose
slightly to 3.5 in 1988). These figures do not suggest a rechnological
transformarion of the workplace noe the magnitude of skill restructuring
that would be necessary o explain the enormous earings declines suf-
fered by low-skill workers over this period.

To provide 8 more detailed portrait of shifts in skill composition, high-
skill amd lenw-skill pecupations can be distinguished within whire-collar
and blue-collar occupations in bath the manwfacturing and service sec-
rors. Higheskill white-collar occupations can be defined as managerial,
professional, and technical oceupations, while low-skill whire-collar
occupations are adminisorative support occuparions.? Higheskill hlue-
collar cecupations include mechanical and repair cecupations, construc-
tion and extractive oocupations, and precision producrion occuparions,
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Table 2 Occupational Employment Shares in Manufacturing. 1983-1988

Clccupational (Froup

Ratio 1983 1964 19R3 1986 19R7 1988
Craft to laborer 397 .75 342 £ 358 554
Craft to semiskilled 0.5% {60 Ol (.61 (.60 b0
Technical o clerical 0.19 .29 Q0 0.31 .28 [ )

Professional to managerial .76 LA LR 0.74 0.7% 072

Sourcer U5, Department of Labar. Bureau of Labar Statistics, “Handbook of Labar
Sranistics.” Bullevn 2340, 19689, Takde 20,

while low-skill blue-collar jobs are operator and assembly occupations,
rransportation and material-moving occupations, and laborer and guard
occupations {Howell and Wicler 1996). As in the Berman, Bound, and
Griliches study, skill shifts are measured by changes in occupational
employment. Although skill upgrading may be tmking place within ooou-
pations, if the mismatch theory is right, a large movement away from
bow-skill occupartions, reflecting the rapid increase in computer intensity
after 1982, should be observed throughout the decade.

Figures 3 and 4 show chanpes in the low-skill share of tomal employ-
ment per low-skill worker in both Blue-collar and whire-collar occupa-
tions and the real value of investment in office, computing, and
accounting machinery (primarily computers) per worker for manufac-
turing and service industries berween 1978 and 1990, Although sharp
increases In compurer spending per worker can be observed after 1982,
the share of low-skill blue-collar employorent remained stable and the
share of low-skill whire-collar employment experienced only modest
declines. In manufacturing the low-skill bBlus-collar share fell sharply
between 1978 and 1982 {from 45.1 percent to 39,7 percent) and
remained stable for the rest of the decade, while the lowskill white-
collar share declined fairly steadily between 1982 and 1990 (from 12.6
percent to 10,6 percent). Consistent with the growth in computer
intensity, almost all of the change in the clerical share of employment

ocourmed after 1936,

These figures indicate that there was significant restructuring away

from low-gkill Blue-collar jobs between 1978 and che early 1980s and
away from bow-skill white-collar jobs ar the end of the 1980s in bath

The Jerome Lewy Ecomamies [nsetiee of Bosd Collope 17




Inatimativned Pailme and the Amerdoen Wheker

Figure 3 Investment in Office, Computing, and Accounting Machinery
and Low-5kill Employment Share in Manufacturing Industries, 19781990
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Figure 4 Investment in Office, Computing, and Accounting Machinery
and Low-Skill Employment Share in Service Industries, 1978-1990

i d e %0
b Crstmputer investmenr per worker .. = 1.5
o =120
fid P 1.5

Loweskill Buecolle -

Dol lars poer Ful-rime: Equevalent Wik
lgonszant dellars, 1937}

3
.|
im
jo0 a oty il e
T —— |?- E"
W00 {203 ;",g
200 T MUY Ei
3
i s 3
-

a 1 | | ] ] 1 | i I T

1560 15H% 1950

Yrar

Sowse: LS. Depactment of Commerce, Burci of Bronomic Analysis: Haional Fneame
and Prodiier Agciunes; Burema of the Cerms, Curmeu Pl:jm'urf.m '_':un'c-'_gl Melareh DOT2-19401,

18 Pulbdic Policy Brief




The Caollapse af Low-5kill Wiagas

services and manufacturing. These employment erends do not sugpese
that computerimtion had a strong effect oo low-skill male employment
shares. This is the case even in so-called high-tech manufsemring in-
dustries (such as machinery, elecerical machinery, instruments, and
rransportation equipment), which show similar patterns to those cited
above (Howell and Wicler 1996).

In Katz and Murphy's study (1992 )—the other frequently cited source of
evidence for the collapse in the demand for low-skill workers—the
aurhors conclude chat “rapid secular growth in the relative demand for
‘mare-skilled” workers is o key compoment of any consistent explanarion
for rising inequality and changes in the wage structure over the last 25
vears." But again, the employment data indicate that the skill mix of jobs
has been remarkahbly stable since 1983, The real question for our purposes s
somewhat different: Do demand and supply shifts alone offer a convincing
explanation for the collipse in real eamings among less-skilled workens!

Tuhle 3 presents estimates by Kar and Murphy of chanpes in wages,
labor supply, and labor demand for low-gkill men in the 1970 and
19805.1¢ Their estimares indicate thar alchough chere was a downward

Table 3 Estmates of Changes in Wages, Supply, and Demand for
Low-5Skill Men in the 19705 and 1980

197 1=1974 197 9-1987
Workers with less than a high
school diploma
Percen change in wapea 1.5 -15.8
Percent changs in supphy 1.5 —33.3
Percent change in demand® -1.2 —£.9
High schoal graduaces
Percent change in wages 1] =198
Percent change in supply 187 =415
Parcent changs in demandk —4.6 =33

1 For workars with one to five vears of experenc:,

b For worken ot all experence levels

Source: Lavrence E Eaz sl Kevin M. Murphy, “Changes in Belaive Wages, 19651287
Supply and Demand Factan™ Dusstely Jimmal of Feosomles 107, nee | {Febeuary 1902):
1578, Tahle | {"Wage Changesh, Table 11 (Supply Zhifrs), snd Table VI {Demand Shifesh.
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shift in demand for low-ckill workers in the 1980s, it was modest and
similar in size o the shift in the 1970s. If technological change indeed
coused downward shifts in demand, the Kaez-Murphy evidence indicates
that these shifts were no larger than the demand shifts in the 1970s,
before computerization eould have played any impartant role.

Supply, on the other hand, shows a huge decline (—40.9 percent for
high school graduares and —53.3 percent for these with less than a high
school degree) after increasing in the 1970s (18.7 and 1.5 PETCEnt,
respectively). Bur despire far larger declines in supply than demand,
wages fell sharply in che 1980s (~19.8 percens for high school graduates,
—15.8 percent for high school dropouts). Within a simple demand and
supply framework, it is hard 1o reconcile the wage collapse in the 1960s
with these demand and supply numbers: the large decline in supply rela-
tive to the decling in demand should have raised low-skill wages in the
19305 relative to the 19705, In suim, the evidence does not prowicde
strong support for the mismatch view that shifts in labor demand
explain the wage collapse.

Joblessness and Low-Wage Employment Trends

If the 1960s were chamcterized by a strong “twist” in labor demand—a
sharp downward shift in demand for low-skill workers and an upward
shift in demand for high-skill workers—for a given workforce, the simple
demand and supply medel predicts thar we should ohserve growing job-
lessress among low-skill workers and a declining share of employed Low-
skill workers in total employment.!! Moseover, if the pool of low-skill
jobs declines relative 1o total jobs, the share of workers employed in
them and paid lower wages should be smaller. This section examines the
evidence for these two predictions—rising joblessness and declining
shares of workers employed at low wapes.

Skall Mismatch and Joblessmess

The skill mismatch explanation predicts an Inerease in joblessness as
demand for low-skill work declines. In other words, there would be a
growing mismatch between the number of low-skill jobs and the numbes
of low-skill warkers, Indeed, high unemployment and nonparticipation
rates have been frequently cited as evidence of a decline in demand for
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low-skill wodkeers. Chinhui Juhn (1992), for cxample, imfers from declin-
ing real wage and labor foree participation trends that “job market oppor-
tunities have . . . deeriorated significantly for less-skilled workers.”
Similarly, Jubn, Murphy, and Plerce (1993) abserve that the “fall in wapes
for the least skilled i sympromatic of a fall in demand for bow-wape work-
ers and conclude thar "there are simply oo few low-wage jobs.”

Bur were joblessness races in face higher in the 19808 than in earlier
decades, and did they rise over the course of the decade? Roberr Topel
(1993} has shown that joblessness increased berween the late 1960 and
late 1980, According to the skill-biased rechnological change explana-
tion, the relevant time period was the 19805 and specifically che pose-
19582 period. However, Topel's data show a clear upward crend in
joblessness ondy theough the recession years of 1980 and 19812,

Cl‘l.:&l'lguﬂ in the Elnp|-::|'p|1e:1lrm-'|'|n|1|||:|1'i.|1n ratia do nor supeest thae
there was a sharp contraction in job opportunities during the 19805 for
those with the lowest cognitive skills. For nonwhite workers the employ-
ment rate mse from 55.2 o 58.2 percent between 1979 and 1989, For
youth aged 16 to 19 the emplovment rate dropped during the decsde by
only 1 percentage point (U5, Deparoment of Labor 1994). For black
males aped 20 to 24 years—a demographic group as likely as any o be
negatively affeceed by a declining demand for low-skill workess—rthe
emploved share of the population fell sharply from 72.6 percent in 1973
ta 33.9 percent in 19582, but then rose steadily to 63.9 percent in 1988,
Thass, the employment rate for yvoung black men at the end of dhe 1980s
wits about what it was in 1979, The data for other male groups show sim-
ilar rrends (LS. Department of Labor 1989,

For all workers aged 15 to 34 the unemployment rate was 5.2 percent in
both 1979 and 1989, The unemployment rate for high school graduares
wais about the same in these owo years. The races for ceenagers and black
workers, however, both were lower in 1989 than in 1979, Only those
with less than four vears of high school {about 15 percent of the work-
force In the mid 19808} show a ]:i";ln:r IJI.‘LEI.'Il'FIII:IIIIII.'II:'ﬂl‘ mate in 1959 than
im 1574 {U.S. Depariment of Labor 1994,

Ir can be argued thae joblessness among the low-skilled was oo high in
the 19805 and char thizs susplus pool of workers was a necessary condition
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for the success of the confrontational stracegy adopeed by employens o
reduce costs and raise profits in this decade. Bur the dat do noe show
higher levels of joblessness in the 19805 than in the 19705, and there &
no evidence of rising mares over the course of the decade. We can ask,
then, if the problem was that there were simply not encugh jobs due o
the increasing skill requirements of new workplace technologies {and
pethaps also due to trade patrerns) in the 1980, why did joblessness and
unemployment increase sharply in the 1970s, but show lictle or no
incrense between 1979 and 19807

SLill Mismatch emd Low-Wage Employment

The simple labor marker model assumes a close, if not perfect, corre-
spordence between skill and wage distributions: workers wich higher lev-
els of skills are paid higher wapes.1? If it is true thar rechnological change
and trade resulted in reduced low-skill job opportunities, as the skill mis
match story elaims, fewer workers should have been paid low wages (as
joblessness increased). )3

T examine this prediction, [ caloulated the share of young (aged 16 1o 39)
lesw-wage workers [with eamings equal to 1.5 rimes the poverty ling) and
the share with low educational atainment (having a high school degree or
less). 14 The results show that the share of emploved young workers with
low educational attainment declined chroughout the 15-year period, from
2.8 percent in 1975 wo 55.5 percent in 1930, a decline that is consistent
with the figures presented by Katz and Murphy {1992). Although the
technological change explanarion would suggest thist the greatest rate of
decline shiomld have occurred during the second half of the 19805, when
the demand for skills presumably accelerated and those withour adequate
skills dropped our of the labor market, the data indicate that the most
mapid decline actually rook place in the early 19804, In contrast, thie ke
wige share of the young workforce incressed from 50,6 percent in 1975 to
55.8 percent in 1990, with the langest jurp again occurring in the early
1980s. These findings are consistent with those of Acs and Danziger
{1993) om the prowing incidence of low-wage employment.

Although it might be argued thar these shifts simply reflect changes in
the composition of employment, the same trends appear at the industry
lewel, particularly for goods-produecing industries. For example, berween
1975 and 1900 restructuring n the stone, clay, glass, and primary mecals
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industry {which includes steel) resuleed in a decline in the share of low-
skill employment from 77 percent 1o 70 percent (representing a O percent
decline in the share), but o rise in the share paid low houtly wages from
23 percent to 40 percent {representing a 76 percent increase). The com-
munications industry saw s low-skill share decline by 33 percent {from
58 percent to 39 percent) and its low-wage share increase by 33 percent
{froem 22 to 29 percent). Even more dramatic, the automobile industry's
low-skill employment share declined by 6 percent (from 76 percent oo 71
percent}, but its low-wage share grew by 142 percent {from 17 percent ro
40 percent).1® Goode-producing industries with a high-wage, low-skill
workforce appear to have restructured in the 19805 by radically bowering
wages and grachally raising skill requirements—in short, by moving in
the direction of the typical service sector workplace.

In sum, these dara do not provide strong support for the skill shift SEOLY.
The mismatch assumption of sorong declines in laboe demand should
have led to sharp declines in low-skill (and low-wage) employment, an
effect that i compeamded if the supply of low-skill warkers also declines,
s the data suggest happened. Similardy, the upward shift in demand for
high-skill workets should have led to an merease in high-skill (and high-
wage) employment. If both shifis occurred simultancously, as the skill
shife explanation contends, we should observe declining low-akill {and
low-wage) shares of the workforce and accelemting joblessness amodng the
least skilled. But what we actually ohserve is seability in the skill distribu-
tion after 1981, strong increases in the low-wage share of employment
[]'I!I'Diﬂ{'lﬂll[ the decade, and liole evidence of derertaration in [m.:mp.]nlr.
ment, employment races, or jolilesmess berween 1979 and 1980,

Increasing Supply and Crowding in Secondary Labor Markets

A necessary condition for effective low-road management straregies is a
large pool of willing {or desperate} and able low-skill workers, A variation
on the kill mismatch explanation posits that such a pool of workers i
competing for low-skill jobs at the hottom of the wage scale. However, ra-
ditiomal measures of labor supply—the number of workers in particulsr sge,
gender, and education groups—suggest that there was no significant
increase in the low-geill Tabor supply in the 1980 (Kat and Murphy 1992),
Momesheless, past of the decline in bargaining power thar contributed
the wage collapse may be traceable o "unmeasured” increases in the supphy
of workers willing (or required) to compete for low-wage jobs.
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As the middle of the carnings structure narrowed, low-skill workers
crowded into a pool of “secondary” jobs that remained a firly constant
share of total jobs throughout the 19805 (Gittleman and Howell 1995],
tending to kower the wapes of what were already the worse jobs in the
Inl:u.r:' mﬂr]wl:. r'l.-:.:-l.:n:_:ln.iin.g to A US D'El::.urllll.ent :,ﬂ' L:dl'u.'rr ﬂl.l'li'f n:_|.'u'.||:l.-E|ﬂ
on by Herz (1991}, more than 4.3 million workers were displaced during
the boom vears of 1985 to 198916 Only 72 percent had been reemploved
by January 1990 and of these, abour 10 percent worked part-time.
Among these reermployed full-tme, about 40 percent earmed less in cur-
rent dolbars on thelr new job than on thelr previous job. Mot surprisingly,
those least successful in the labor marker afrer displacement were high-
wage blue-collar men. According oo Hers, *6 of every 10 displaced work-
ers in this indusory [transportation equipment] earned less on their new
job than on their old ome, and more than half of chis group suffered
declines of 20 percent or more,”

The downward effect of displaced high-wage, low-skill workers on the
wages at the bottom of the eamings distribution can also be inferred
from research by Topel (1993). He finds that betwesn 1979 and 1988
“mearly cne-thind of the unempleyed had peedisplacement wages above
the 60th percentile, and only 14 percent are fram the bateom decile. . . .
.|"|.|||.||:|:|g ﬂ'i:;pliu;.-l:-:l workers with prior earnings from the UpPEr four
deciles, current wages are about half of their predisplacement level.”
Defining the unskilled as those wich low wages, Topel interprees his
results as showing thar “many of the ‘unskilled” who are unemployed or
out of the labor force appear to have been high-wage workers whose spe-
clalized skills have become obsolee, ™7

Despite the rising average premium for a college degree relative to a high
school degree in the 19805, a weak job market forced many lower=level
white-collar workers with college degrees to compete for relatively low-
skill johs. This became particularly propounced ae the end of the decade,
ini the “white-collar recession” of 1990-1921. Like the displacement of
high-wage hlue-collar workers earlier in the decade, this weakening in
the middle of the eamings distribution added o the supply of warkers
compeEting in the ]l:m'rﬂkill jn::-]'l marh;:t.lﬂ There is some evidence thar
computer-based technologies and corporate restructuring made large
mumbers of n1i.dd|.-|:-|l=r-é] ManAagers mdm‘u.‘l'.‘!l:'l.l. H-:*:mell a.l'l-d "l:'."-:!ll.ff '[1":"5'2]
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found that the use of new echmologies had a downward effect on the
share of both managers and clerical workers betwesn 1970 and 1985,
Consistent with this finding {s Kuster's finding in his case study of the
caommercial banking industry (1993} thar between 1987 and 1990 there
wis 2 13 percent decline {from 45,000 to 39,000} in general managers, a
decling from 2.9 percent to 2.5 percent of wral industry employment.

In support of chis twist im the skill mismarch story, data from the Panel
Study of Income Dynamics (PSID) show thae in the lags 1970 shout 40
percent of the sample reported themselves 1o be "oversducared” for their
job (Sicherman 198%). According to recent reports by ULS. Labor
Department economists, throughout che 19808 abeut 20 percent of col-
lege graduares were working ar jobs thar don't normally require a degree,
and this number is expected w0 increase to 30 percent by the end the
1990z {Hecker 1992, Shelley 1992). Declining opportunities in the mid-
dle of the job ladder might be expected to have the grearest negative
impact on minority workers. In fact, the share of black and Hispanie ¢ol-
lege graduates with poverty-level wapes rose dramarically in the 1980,
from abour 9 percent to just under 15 percent. If the unemployed and
those who had stopped looking for work are included, the incidence aof
low earnings amaong college graduates rose from 14.6 percent 1o 21.4 per-
cent for black men and from 11.0 percent to 19.4 percent for Hispanic
men [Acs and Danziger 1993). [t seems ressonable o sssume that one
consequence of declining opportunities for moderarely skilled white-col-
lar jobs was to force those with mraining for white-collar jobs to compete
for jobs with low cognitive skill requirements, thereby creating a down-
ward pressure on the wages for those jobs.

Immigration patterns compounded the downward effect thar displaced
high-wage workers had on che wage rares of low-copnitive-skill jobs. As
Vernon Briggs (1993) has documented, thers was an unprecedented
increase in the flow, both legal and illegal, of low-skill forsism workers
ine the United States in the 19805, The forelgn-born share of the work-
force increased from 6.4 percent in 1980 1w 9.7 percent in 1994 {Borjas,
Freeman, and Katz 1996). Significanthy, this wave of immigrants was far
less skilled, ae least in terms of eduecarional artainment, than earlier
waves of immigrants in the postwar period. Friedberg and Hunt [1995)
report that 43 percent of new immigrants did not possess the equivalent
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of a high school degree. According to a study by Jaeger {1995}, employed
male immigrants were about 16 percent of the civilian workforce with
less than a high school degree in the nation's 50 lasgese metropalitan
aress in 19B0; by 1990 this figure was over 30 percent. For women this
growth in low-skill immigrant share was almost as specracular, rising
from. 17 percent to almeose 28 percent.

Although the economerric evidence on the effects of immigrants is
mixed and controversial, Borjas, Freeman, and Katz (1996) conclude
that “immigrants contribured more to the decline in the relarive sam-
tgs of high-school dropouts than trade, while both modestly reduced
the eamings of high-school workers relarive ro college workers." Indeed,
it Is hard o imagine how a large influx of low-skill workers during a
period in which demand for them was stagnant or declining would not
have a downward effect on workers’ wages, since thess workers compete
in the most unsheltered parts of the labor market. Nat surprisingly,
therefore, case study evidence supports this commonsense view. In his
study of the Los Angeles restaurant and hotel industry, Waldinger
{1992} concludes that “the story of black displacement in restaumanes
and hotels can be traced not to skill upgrading, but rather ro competi-
tion with a rapidly growing immigrant population.” Stmilarly, 8 General
Accounting Office study cited by Jack Miles {1992) found that
“lanitorial firms serving downtown Los Angeles have almosr entirely
replaced their unicnized black workforce with non-unionized immi-
gramts,” Again, it appears o have been the drive oo lower labor coses
that explains this result.

Computerization and Earnings

Workers in the Unired States, particularly those with low education,
experienced a collapse in wages in the 1980, but there is lintle evidence
of skill shifts, cising joblessness, or declining shares of workers paid low
wapes. |5 there evidence suggesting o direct link berween skill-biased
technological change and earnings? Whar has been established i a a-
tistical link between earnings and the use of compurers on the job. In an
extremely influential paper, Krueger (1993) concludes thar “the expan-
sicm of comparter use in the 1980s can aceount for one-third o one-half
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of the incresse in the rate of retum to education.” Although it & hard o
argue with the statistical analysis, it seems fair—and appropriate—ro
challenge the substantive meaning of the staristical association thar is
found between computer use and wages, Indeed, in a new study thar tests
this relationship with U.S. and German data, DiNarde and Pischke
(undated] come to the striking conclusion that, while Erueger's results
ane I!'Epll.:‘.'MEL‘l. there are “similar witpe differentials for the we of Fu:-nl:i];
at work as for compurers.” They interprer their results to imply chat the
payoff to compurer use does nor reflect "an actual productiviey
differencial. Insvead, the resulrs mken egether seem to sugpest that com-
puter users possess unobserved skills dhar are rewarded in the Tabor mar-
ket or that computers were s introdeced in higher paying ccoupations
or jobs. We arpue thar all the results in Krueger {(1993) can be inter-
preted in this light.” It is worth noting thar the low-skill jobs showing
the largest declines in real earnings include muck drivers and construc-

tion laborers, who do not wse compurers, as well s cashiers and rerail
wales I;IEI'II$I whio dao.

Further doubts over a substantial role for technology in the wage col-
lapse for loweskill workers are raised by two additional studies.
According o Steven Allen (1993}, the main effect of technological
change {measured by a proxy for R&D activiry) is on the earnings
growth of the most highly skilled workers. As he puts it, “rising R&D
actlvity is sssoctared with higher wages for college pradustes, but is com-
pletely unrelaved 1o wages of other educational groups. This implies that
the correlation berween R&D and returns to schaoling . . . reflects
greaver wage growth for college graduates in R&D-intensive industries,
rather than 2 negarive demand shock for high school gracdhsmpes emploved
in those industries.”

Mishel and Bemstein (1994b) find that technology {measured by invest-
ment i equipment ard computers and the share of scientisis and engi-

neers in employment) had no grearer, and perhaps a lesser, effect on
wage inequality in the 1980s than it did in the 19705 Indeed, as the
example of the use of scanning devices by cashiers supgests, there is evi-
dence that the use of computer technologies in production can reduce
the skill requirements of many jobs and Increase job opportunities for
the least skilled,
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Just as chere is po evidence showing an exceprionally large shift in the
demand for skills in the 19805, a convincing causal link berween com-
puters and changes in the wage structure has yet to be established, We
need to tum elsewhere for @ convincing explanation of the wapge
collapse,

An Alternative Explanation: The Political Economy
of the Wage Collapse

An Instinutionalist Framework

Chr findings call into question the standard model of the labor
market that has dominated economists’ thinking for the past
half century, (Card and Krueger 1995)

There is no simple way to accommodate the evidence presented in this
paper within a conventional demand and supply framework, in which
the distribution of wages reflects the distribution of skills. As the Casd
and Krueger passage quoted above demonserares, there is an increasing
willingness ra challenge the framework. Indeed, there is a long wradition
among labor economists and labor relarions specialists of rejecting the
simple competitive model of the labor market in favor of an institrion-
alist framework. [n this view, the forces of demand and supply set only
the boundaries within which wages are ser; wirthin thess boundaries,
wuge ranges are set for each job and individual pay is set within each
job. Wages are not a determinate outcome of the current state of
demand and supply, but an indererminare outcome thar reflects a com-
plex process of expliclt or implicit collecrive and individial bargaining
between workers and management. As the prominent "necinstitutional-
ist” Clark Kerr (1988) puts i, "economists, or at least laboe economists,
should be less concerned with soudying solutions exactly determined
(and thus subject to being known in advance) and more concerned
with ranges of possible solurions, as Edgeworth and Pigou and Lester
(1951) have argued.” Demand and supply matter, bur s0 do manage-
ment strategies, worker militance and organization, and perceprions af
falrrvess and community valwes.
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This alternative perspective builds on the work completed during the
early postwar period by neoinscturionalists such sz Dunlop, Slicheer,
Kerr, and Lester (see Kaufman 1988)."F Wichin a certain range employ-
ers may, for strareple reasons, choose high or low starting wages and a
particular wape-tenure profile. There are a variety of reasons to suppose
thar the institurionalist framework's assumption of emplover choice and
collective bargaining agreements within a particular wage -setting envi-
ronment berter captures the reality of how wages are determined than
the conventional demand and supply model’s set of unique wage-
employment equilibria. The availahility of informtion abour worker
performance, the extent of idiosyncratic and firm-specific skills, the role
of teamwork in production, the degree of price-making behavior in
product markets, and the share of labor in rotal costs vary widely across
workplaces. Where the marginal product of a particular worker is
unknown, whers wariation in effort has a substanrial impact on mar-
ginal productiviey, and where the product or labor marker does not
closely resemble the competitive protorype, fairmess and morale will be
important for the overall producrivity of the workplace and wapge set-
ting will reflect soctal norms of falemess (Akerof 1992, Bewley 19957, TF
this diversity accurately describes the environment within which wages
are ser, subsrancial differences in wapes can be predicted for a given
lewel of skills across establishments, firms, and locations.

Research has consistently lent strong support o the view that there are
wide variations in wages for workers with similar skills and the wasia-
tions show no tendency co narrow over time, John Dunlop (1937}, for
example, found thar the hourly wages of male cruck drivers orgamized by
the same unlon in Boston ranged from 31,20 for wholesale loundsy o
52.25 for magazines. Abouc three decades later, Katz and Summers
(1959} calculared for a number of industries the wage differentials that
remained afrer controlling for all che individual characteristics that
might affect a workers productivicy. The resules showed extremely large
differences, ranging from a 21.1 percent premium for transportation
equipment workers o a 15.3 percent penalty for apparel workers. Inoan
earlier paper, Krueger and Summers (1988) conclude chat “the inter
imclustry wage structure cannot possibly be incerpreted as a competitive
CkCOmie,
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Fundamental Changes in Traditional Emplovment
and Wage-Setting Practices

In an institutionalist framework, changres in ideology, politcs, notions of
taimess, and laboe exarket institutions join the "ecanomic™ forces of demand
and supply to determine wage and employment outcomes; as & result,
changes in the wage disttibution can take place independently of ¢ in
the skill distribution. Although we sacrifice the elegant simplicity of the
neoclassical skill mismarch story, a “political economy™ explanation that is
founded on inssitutionalist perspectives is necessary to explain the collapse
ins the economic well-being of low-skill workers since die late 1970,

There is considerable evidence of a fundamental ghift toward confrontarion
it wage-setting norms and institutions in the laee 19705 Moo surpeisingly,
labor union leaders and industrial relations experts were among the first o
recagnize the shift. In 1975 the president of the United Automaobile
Workers (LAWY, Douglas Fraser, wrote:

The leaders of industry, commerce and finance in the United
States have broken and disearded the fragile, unwritten compact
previously existing during a past period of growth and progress, . .
todday, | am convinced there has been a shift on the pan of the
business community toward confronmation, rather than coopera-
tion. . . . | believe leaders in the business commumity, with fow
exceptions, have chesen to wage a one-sided class war on this
country. . - . (Quoted in Gordon 1996)

Academic research in the early 1980 lends support to Fraser's view that a
profound shifr By emplovers toward confronmtion oves wapres was underway,
According to Daniel B, Mirchell, 2 new halance of power had developed.

The longevity of the [waps] concession movement and its spread
to less-than-dire situations suggest that the initial concessions
have encouraged ocher employers o oy their luck in demanding
similar settlements. . . . Management, cheered by what is per-
ceived as a shift in the balance of power, has changed its bargain-
ing goals. . . . The political and legal climare change has been
reflected in A greater willingniess of management to rake acrions in
labor disputes thar might not have been publicly or politically
acceptable in the past. . . . Even firms with a long history of
umionizarion are wing noounen laborn (Micchell 1983)
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Other industrial relations experts have confirmed that management's
approach to the worktorce shifted dramatically i the early 19805, Kochan,
Kare, and MeFersie (1994} write chat “now mare than ever, the LS. labar
marker is a place where anything and everything goes.” While some firms
adopted high-soad employment policies and mainrained or increased real
wizge levels, most appear o have taken the low road, adopring employ-
ment policies aimed at reducing short-run labor costs. As the anthers put
it, this new manapement approach reflect a "manaperial autocracy com-
mon o the early twentieth century.” Similarly, sccording o former labor
secretary Ray Marshall {1992), mather than invest in the technology and
training necessary o create "high-pefformance” workplaces, "S5, compa-
nies have been competing mainly through reducing domestic wages and by
shifting productive GBcilities to low-wage countries."”

Whar caused this shift to the low ol by employers? Becent economlc
rescarch on carnings inequality has focused on a variety of possible eul-
prits: rechnology, unionization, trade, immigration, and the minimum
wage. However, It is difficule to penerate a coherent story since most of
this research is structured o deal with the impact of one or another of
thise factars on wage differentials. Regression studles thar acerope oo “do
it all" rum imes the problem of inadequare and interdependent measures. ™

The effects of globalization on wage setting are reflected in two key
developments: economic growth among less-develaped countries with
the convergence of all nations toward U8, standards of living (Baumol,
Blackman, and Walff 198%) and rechnological advances i communica-
tiong and transportation, which have facilitated international informa-
tion and trade flows. While both developments characterize the entire
post="Warld War [I pericd, it was in the 1970 chat European and
Japaness competitors caught up to the United Stares and a major upward
shift in the technical ability and incentive to move production oo
developing countries took place. Faced with a growing threat from
imports at the same time that opportunities to tealize kower labor costs
theough ousourcing and plant relocarion were increasing, many US.
firms responded by making wage and benefits cuts their top prioricoy.
Although other developed pations have faced dhese same pressures and
opportunities, only in the United States did the ourcome of adjustment
to ghobalization generate collapsing real wages for low- and moderate-
skill workers.
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The distinguishing feature of the 115, experience has been the massive
political and ideological shift in public opinion, management beliefs,
and government policy, which facilitaced and actively encouraged an
assault by employers on the wages of those with the least bargaining
power—the low-skilled. [t is widely recognized thar throwghout this cen-
tury there has been a "public-privare eyele” (Schlesinger 19868): the
1920s, 19505, and 19805 stand ouwt as periods in which public ideology
and government policy shifted stronply away from government toward
market solutions. There are, a5 Hirschman (1982) puts it “oscillations
berween periods of intense preoccupation with publie issues and of
almost total concentration on individual impeovement and private wel-
fare goals.”™ Reflecting such a chanpe in national preferences, policies ini-
riated during the Carter administration set the stape for the Reagan vears
and whar Kevin Phillips (1991) has called “one of America’s ‘caplralise
blowouts." Phillips poines to the ideclogical underpinnings of the radical
redirection of government policy and the predictable consequences for
the distribution of income.

In each of the chree grear U.5. capitalist eras . . . genuine
{ luissez-faire) philniﬁphiﬂ ated eultusal conviction J:xpmdr_d.,
elevated, and prolonged the wave of capitalist expension. . . .
the resemblance between the policy framework of the 1980s,
the Coolidge era and the Gilded Age was not a coincidence.
Striking similarities existed in fiscal, monerary, derspulatary,
anil reduced-government approaches—and led eo similar
inequalities of wealth and income distriburion. The new eco-
nomics of the 19805 had gained momentum, 1o be sure, because
aof a preedseing, broader national conservarive mend and coali-
tion, reinforced in the lare 1970s by a larger wave of inflation
and popular frustration with big government. Yer Lt was
absolucely crirical thar reemergent capiralism also enjoyed
something more: a missionary spirit—and dedicated mission-
aries, (Chillips 1991)

The political swing from public action to private interest has been mani-
fested in povernment policies thar aceively promote or facilitate market
solutions and employer interests. Deregulation has contribured to grearer
competition in product markers, pardoularly o rucking, aidines, bus trans
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portation, and telecommunications—all formerly high-wage industries,
The decline i antitust enforcement encouraged the mergers and acquisi-
tioes thar lad o the TERITCILIrIng ol ANy l'i1'rru5:I aften at the CXpenSE af
well-paid waorkers. President Reagan's highly publicized attack on the air
teaffle conrralless in 1981 st the stage for changes that weakened Tabor law
and its enforcement and allowed a 30 percent decline in the value of the
legal mindmum wage. A eadical change in the composition and leadership
of the Mational Labor Relarions Board abso had profound effects on the bal-

ance of power beoween management and workers 21

Equally imporrant, pressure from the financial secoor on firms o adope
shore-run profit-maximizing strategies increased dramacieally in che
1970 and 1983522 A pood example & provided by Alberc Dunlap, the
former CEO of Scoet Paper, who, in an article in Hasper’s by Clara and
Moer (1994], is quoted a5 saying that “the responsibilicy of the CED js to
deliver sharehalder value. Period. It the shareholders who own che cor-
poration. They eake all the risk. And how does the CED maximize
value? He does that by focusing on profit. . . . sometimes you have to ger
rid of people.” Dunlap was suecessful. According to Clars and Moer, dur-
ing Dunlap's two years st Scort Paper “he increased the company’s stock
price by 225 percent, kaid off 11,000 workers, and arranged for the com-
pany to be purchased by Kimberly-Clark, one of its biggest competitors.™
The exclusive concermn with maximizing sharehobder value in the short-
run wes a new development in che 1980s; it was 4 concern thar would
have been socially unacceprable o ardeulare, much less put ineo prac-
tice, in earlier decades,

Taking the Low Road

Emplovers responded o comperitive pressures and opportundties with
labor practices chat reflected the prevailing laisser-faire thinking. The
new business-friendly political environment encouraged the use of low-
road management sirategics by employers. By the end of the decade
there had been a fundamental shife in the human resource policies of
firms and the kegal mules goveming employmene practices. As Wachter
and Carter {1939] explain,

Until the Lte 1970s or 19805, firms rarely made wse of their
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rights under Mackay Radio to hire permanent replacements,
[nsread, firms used managers to replace striking workers tem-
porarily, When replacement workers were hired, they were sel-
dom offered permanent ]l.rl'."u. When strikes oceur today,
replacement workers are more likely o be offered permansnt
jobe . . . The mules governing plant closings and relecation are
based on newer decisions. . . . In simple terms, the miles mean
that management decisions to implement parcial plane closing,
work relocation, asset sales, and even some types of subcon-
tracting are not mandatory topics [for bargaining].

Concession hargmining became widespread by the mid 19805, Migchell
(19853} shows thar the proportion of workers subject to major privare
union sevtlements whose wages were frozen or cut ranged from & percent
o 5 percent from 1964 o 1980, rose to 8 percent in 1981, and jumped
to 44 percent in 1982, The rate then fell to 37 percent in 1963, 23 per-
cent im 1984, and 26 percent in 1985, Jusr 2 percent of settlements had
no first-year wage increase in 1981, but this figure rose to 12 percent in
1282 and ranped from 25 vo 37 percent berween 1983 and 1938
(Mitchell 1989), These data clearly indicate a strong shift toward con-
fronation by employers in the early 1980s.

The relocation of operations to low-wage sites also had 2 downwand
effect on the relative camings of many low-skill workers. Although sra-
tistical evidence is hard to come by, the anecdoral evidence is aver-
whelming. For example, according to spokespersons of Prarc and
Whitney, the firm's decision to relocare a5 many as 9,000 high-paying
production jobs fram a high-skill state {Connecticut) to lower-skill states
(Maine and Geargia) was expressly desipned to reduce labor costs
(Judson 1993). Employers such as Pratt and Whimey evidencdy did not
relocare as a resule of shifs in their demand for skills and the introdoc-
tion of new workplace rechnologies, but because of a preference for pay-
ing much lower wages to workers with the sime level of skill and for
similar tasks, <3

Another tactic used to reduce labor costs was to subsritute part-time
workers and temporary workers for permanent, full-ime workers. The
temporary help industry grew eight cimes fascer than emplovment in all
nomagricultural industries between 1978 and 1985 and Increased from
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620,500 workers in 1964 oo 1,031,500 workers in 1989 (Carré 1992).
Ciring Katharine Abraham's estimate from an emplover susvey that
there were 1.5 million temporary help workers, short-term hires, and on-
call workers in 1986, Carré estimates that there were over 2 million
“contingent” workers by 1989. Relying largely on the work of Osterman
(1988} and Golden and Appelbaum {19901, Carré concludes chat
“changes in firm demand for labor rather than changes in workers' pref-
erences have driven the rapid growth of contingent labor in the 1980s."
She also points owt that not only do contingent workers offer lower labor
costs, bur they add flexibility—management gains greater control over
work schedules and the way rasks are performmed.

Government social policy has also coneribured o the undermining of
traditional wage-setting norms in the private sector. The United States
comtinues to rely heavily on employers mo provide healch insurance, pen-
sions, child care, and other fundamental benefis—benefis that repre-
sent labor costs to employers. These costs are assumed by the public
sector in most other developed countries. As the cosrs of benefits rse,
our “privatied” benefits system encournges employers to substiture part-
time and temporary low-wage jobs, increasing both the share of low-
wage earners and wige inequalisyg

Such fundamental alrerarions in rraditional employment and wage-
setting practices within the firm require varioas instinstional changes.
Blackburn, Bloom, and Freeman {1990) show that changes in union
density and the value of the minimum wage both help explain the
decling in the relacive wages of low-skill men. DiMardo, Fortin, and
Lemieux (1994) present striking evidence on the central role played by
the declining value of the minimum wage in the collapse of wages at the
bottom of the wage distribution, concluding char “labar marker institu-
ticess are at least as important as supply and demand considerations in
explaining changes in the U.5. distriburion of wages from 1973 wo 1992."

The undermining of maditional wage-setting institutions may also help o
explain the inerease in wage inequality within industry, pender, education,
and exxperience groups. Wage norms appear to have broken down within
firms {as internal labor markers opesed up to external competition), with-
in industries {as increasing competition caused differences among firms w
become a more critical facnor in wage outcomes), and among communities
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'[au transportation and telecommumications facilitated the relocation of
some, but net all, iems wo lower-wage areas). In share, the “law of one
price” may have been undermined, not promoted, by the wage restructu-
ing. Take, for example, the airline industry, 'With deregulation "emplovess
at seoaller carvlers like Republic acoually saw chedr pay go up when bigger
alrlines, like Morchwest, ook them over and brought in higher wage

scales. Bur many have felr the pain as the competition set off by deregula-
tion put relentless pressures on costs. ., (Bryane 1993)

The consequence of low-road employment policics—the war on labor
unions, demands for wage concessions, plant relocation, cutsourcing,
and an increased relisnce on contingent workers—has besn declining
real wages for those with the least skills and, as Harrison (1994) has
described it, & job structure that is being transformed from one with a
dinmond ﬂ'|.1'|'.u: {111:: of gnnd. r|=|.:||:'i1.':|.1.|' loee sk illesd p'h.'l:I it oove with an
hourglass shape (only the best and worst johs are expanding). Similary,
Levy and Murnane (1992} conclude that "the male earnings disteibution
has "hollowed cut,” leaving langer percentapes of workers at the top and
botrom of the distrbution, and a smaller percentage in the middle.”

The difficulties posed by the measurement and the interdependence of
the key determinant make this instioutionalise explanation easier to dia-
gram than to rest statistically. But the importance of changes in trade
parterns, unionization rates, and the value of the minimum wage on rela-
tive wages in recent empirical studies supports this approach, as does the
anecdotal evidence on wage comcessions, outsourcing, plant relocation,
and the use of contingent and part-time workers. For purposes of bath
coherence and policymaking regarding the wape collapse, it is crucial
that these proximase determinants be understood in the larger contexe of
A new, more competitive business environment in which political and
icheobogical shifts have lifted the constrints on the adoption of the low-
roacd EanaEement stratepies.

Policy Implications
The policy implications of these alternative explanations are profoundly

different. [f the rising incidence of low wages and the growth of eamings
inequality over the last two decades can be attributed to declining job
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oppormunities for kow-skill workers due o rechnological change, a sensible
palicy would be to reduce the share of workers with low skills. The solu-
tin ta the wage collapse would be more and better education and crain-
ing and perhaps a tougher approach to legal and illegal immigration. In
sharp contrast, the institutionalist explanation supgests reversing the
trend of rJediru'n# real (and relative) WAgES of lowr-skill workers thrnugh
public policies thar address noe just worker chamacteristics, but the way
wage-serting mstitutions work, both inside and cutside the Grom.

Can we solve the earnings problem throwgh skill upgrading? Even asume
ing the political feasibility of whar would ke an expersive program, there
are a number of difficulries with a massive program of skill upgrading far
the lease skilled if the problem ir seeks o address was caused Lurgely by a
decline in bargaining power due o changes in labor market institutions
and shifts im social norms. First, the pavolf to investmenis 4n “hard"”
skills, such as licerscy, takes time. It is hard o imagine much impact on
the wage structure in less than one generation, Second, many of the
skills employers demand are “soft” skills—work habies and arcitudes,
These are traits that are developed in childhood in families, schools, and
communities, Upgrading the soft skills of adults through sovernment
programs is likely to be even more challenging than improving their
hnrd skills.

Third, labor market forces will tend to undemmine the objectives of skill
upgrading. Close to two-thirds of all jobs currently require anly a high
school degree or bess. Successiul kill upgrading for the workers now Filling
thess jobs is only part of the task. We would als need ta supply jobs that
require higher skills and pay higher wages. Without such job creation, a
larger supply of moderately skilled workers will tend o bid down the wages
of moderately skilled jobs. And who would then do all the unskilled jols?
Withour tougher immigracion enforcement policies, a skill upgrading pro-
pram runs the ek of increasing the incentive for illegal immigrarion. A
program thar succeeded in substanicially increasing the skills of large num-
bers of workers who are currencly paid low wages mighe result in a more
highly skilled native-bom workforce thar experiences declining real wages
at the same time that the number and share of low-skill foreign-born
workers increases—a replay of our experience in the 1980k,

Firally, tf we optimistically supposs that high-end estimates of the mar-
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ginal return to mvestment in education and training for individuals (say
ID percent) can be applied to the entire low-skill workforce, the cost to
the |H.i:||.il: sectar of [rluvi.n:linu the kind of education and triining meces-
sary to counterct recent earnings trends would be enormous. Heckman
(1594 shows that a 10 percent return on invesoment in human capical
would require an invesoment of $214 billion {1989 dollass) w resoore dhe
earnings of male high school deopouts o their 1979 real level. A further
5212 billion would be reguired to restore the camings of all high school
graduates o their real 1979 level. To restare the ratio of eamings of col-
lege graduares to earnings of less-educared workers to its 1979 level
would cost more than $1.66 willion.

Few would, or should, eppose public sector efforts to raise the skill level of
the warkforce, but the abilicy of workers to perform the functions
requited in technologically advanced wodkplaces had little to do with the
startling growth in poverty-wage jobs, the drop in real earnings, and the
growth of eamings inequality in the 1980s. We need to improwve our edu-
cation and training system, but making workers "smarter™ will no, by
itself, have much effect on the distribution of eamings and cermainly not
within the next decade. Besides, most jobs will continue o require less
than a college degree, and a labor marker thar increasingly offers poverry-
whage ju1.'u to workers with that level of educarional amainment p:l}vldtﬂ
workers with lintle incentive to invest in education and rraining, no mar-
ter how well such progeames are desipned and implemenced.

Amn aleemative policy to raise cthe after-tax incomes of low-wage warkers
is the carmed income e credit (EITC), which offers a reduced wax hill ar
a rebate check based on & family’s level of eamings and number of chil-
dren, The EITC has been sn effective means of modestly raising the take-
home income of some low-wage families, but in an e of heightened
concern over the budpet deficit and strong resistance to redistribution
through the @mx code, it seems unlikely that the EITC can be greatly
expanded. The wape collapse has simply been too massive for a rediserbu-
tive X Prognun of this sort to offset more than a small piart of the losses
experienced by those with less than a eollege degree. Furthermore, heavy
reliance on the EITC has the perverse effect of ratifying, and even
encouraging, the very practices by emplovers thar produced the need for
the credit in the firsr place, namely, low-road comperitive stearegies thar
reduce costs by argeting the wages and benefis of dhose with che lease
bargaining power.
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An effective public policy response must address che roots of the eame-
ings problem. We have come o rely oo heavily on competition m Libor
markets to ser wages and employment conditions. The wage-setting
institutions thar sheltered low-skill workers from the worst excesses of
labor marker competition and encouraged managerent-labor coopera-
tion need to be reestablished and new instinutions chat can mose effec-
tively serve these purposes should be explored. While dhe details of such
a policy require careful debate, the direction to take is clear.
Strengthening the ability of workers o bargain collectively and revers-
ing the 35 percent decline in value of the minimum wage since che
19605 would be a good place to start.

Other nations have chosen o operate under different labor market rules,
Ax Freeman (199456} 'Flni.l'tl‘_! out, "the Unired Stares reprasents the
decentralized extreme in wage setting.” Still, since the late 19705, paliti-
cil chalces have been made to move further in this decentmlized direc-
tion, and wage-serting institutions that ence provided some protection
for workers from labor marker competition have been undermined or dis-
mantled. It was no coineidence that among developed countries, only
Girear Brirain—also relatively decentralized—experienced a comparable
increase in inequality. Bur the UK. experience was unlike the U5,
cxperience in one crucial respece: real earnings among the leasc-skilled
increased, The collapse of wages for these with low educational anain-
ment was a uniquely American experience. While collective bargaining
agreements set wage and employment conditions for 18 percent of
American workers, they cover more than 80 percent of workers in
Sweden, Germany, Belgivm, France, and Auvstria {Freeman 1995). The
minimum wage in France is set at 60 percent of the average wage, almest
twice as high as that in the United States, 24

Indeed, strong labor marker institurions currently prevail in varying
frrens dim all of the Unired States’s developed country competitors. These
nations faced the same competitive pressures from the same glohal mar-
ketplace, bur, unlike the Unired States, in the 1980 they did not allow
their labor unlons to be enmhed, the legal minimum wage to plummet in
value, the balance of made in durable goods o collapse, and the public
social safery net to be dismanded, The United Seares should ke the
advice of Blchard Freeman (1994¢), who, on the bacis of lessons leammed
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from a :Il:'l.ajul' ﬂur]y of labor markets from around the d-:'l.l:1n|'.ﬂﬂ wnrlql,
concluded char “the declining position of American workess relative o

thost in other advanced countrles shows eleady thar it B appropriate o
reconsider our labor instivutions in light of experiences elsewhere.”

Notes

z,

i

£,

."w:er.'lgc weekly earnings are deflared by the CPL-U index (Council of
Ecomomic Adviers 1991, Tnbles Be44 omd B-58).

“Chverall, the gap in weekly wages between men at the 10th and men at the
Bth percentile ko grown abowt 35 pencent since 1967, In the period since
1979, this growing gap is the result of substantial declines in real wages ac
thi bottam of the distrbation and more modest gains at the op™ {(Eamly
154, e Si).

The incrssse in camings smong workers near the wop of the eamings lodder
appears oo be due exclusively va the inereased exrmings of those with poss-
pradhiane schoaling [Mislel and Berastein 1995), From another perspective,
the growth im pay at the top appears mot o be a function of whether or noe
one has & college degres, but to be relaced to an inenssse in eamings amang
the top | percent of camers [Gramlich, Kasven, and Sammareine 1994),

Clring the wark of Blackburn, Bloom, and Freeman (19900 and Kostees
(1991h), Burtless (1991 seares thar "the supply of highly skilled workes
mare than kept prce with demand through the 19706, swhen the wage pre-
mium for schooling shrank slightly. Bur the anemic growth of a highly
skilled lnbor supply in the 1980 led 1o & sharp rise i the premium for edu-
cation and skill."

. In an influential paper, Bound and Johnson {1992} assem thar the “major

cimse [af relative wape changes in the 1980s] was a shift in the skill struc-
ture of lubor demand hwghr. about |11' biased l;b:hn-;:-h:lg'in;.ﬂ l,'.h.'lng:."
Similarly, Acs and Danziger { 1993) conclude that since mos of the decline
in cmings i found within industries among workers having the same edu-
cation and experience levels, stancdard mensures used in eamings studies
cannot account for the decline; therefore, ":hu.l'q.p:ﬁ in tﬂ:hnl.'-]u-ﬂ'. whether
aukarssmous or in response to foreign competition, provide the most
plawsible explanation for the fll in meam eamings.”

Diavis anid Haletwanger (1991 ) are quite explicit about the reasons for labor
cronomists” recent attention 1o computerization: “Skill-binsed technical
change will play & major role i any satisfsctory neoclasical explanation for
recent changes in the winge strecture” (emphasis added ),

Aldrhough thiey do not seem o think char the timing of restrscturing matters
for their story, Berman, Bound, and Griliches (1994) do recognize thar
employment shifts were concentrared in che 1980 o 1982 pericd. *Roughly
T0 percent of the within-industry and over 80 percent of the between-

! industry shifes . . . thar occarred berween 1579 and 1987 did so berween

1979 aned 1982."
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The timing of these employment and investment mends is alo relevant oo
the interpremnion of the regression results presented in the Berman, Bound,
and Criliches study. They regress the 1979 to 1987 change in the nonpros
ducrion share of employment across industries on the level of and change in
the share of camputers bn roral mvestment. Their estimated coefficients are
pasitive. They conclude thar this measure of rechnological change accounss
far “one-guarter 1o one-half of the within-indusory move away from praduc-
tion labor that occurred over the 1980s" (Berman, Bound, and Griliches
1994). 1= it plausible thar investment in computers, which tdak place
almost entirely after 1982, can explain up to half of the shift away from pro-
duction labor, which occurred entirely before 19837 Incerestingly, they note
thiat their 1977 1o 1987 computer varishles and cheir 1974 measare of RE&D
are also powerful predicrors of nonproduction employment rrends for 1959
i 1973, a period with virtually e compurer Invesiment.,

Bevause sales jubs mnge from low- o hiph-skill {from cashiers o insurance
agents), those jobs are considered as a separace carepory. Privare household
and fanm cocupations are omitted from the analysis.

These figures are taken from three different mbies. The wage and suipply
csrimanes afe for wockers with one o five years of experience, while the

el esrimates are for workens at all experience levels. My interprecation
of these pesils CCQUITES 3 asSummpiion that the chnngl: in demand for all
low-skill workers i not dramatically different from the change in demand
for chose with ome o five years of experience.

Since the simple demand and supply model assumes that the wage dismribu:
tiom mirrees the skill distribution, changes in the wage distribugion should
;ﬂ-ﬂtf dﬂﬁﬂhll'l ﬂ; skill disteibution. [n this ca=e, we should chserve a

ime: im the share of those employed ac bow wages. While a surplus poal of
bow-skill workers will push the wage down, the mismateh (skill owist) soory
posits declining low-skill job opporunities so thae the pool of jobs for which
these low.skill workers are competing iz shrinking.

This assumptian is made explizidy and relied wpon in neany enpirical stud-
#es. For example, Topel {1993) writes, =1 will define relative mackerable
‘ehiills’ in terms of & person’s position in the overall disribation of wapes."

Those with low skills bocky enough to per the incresingly scance jobs might
have seen their wages bid down, but there should have been fewer warkers
employed in this kw-skill job pocl and more jobless workers, On the oter
hand, the presence of too many bowskill workcers shoukd noc have direcily
affected the wages for high-skill jobs since low-skill workers are not, pre-
sumably, easily substitutable for high-skill workers.

For details on the meehod, see Howell (1998).

Thess csliEates e conservitive since tempormry workers, whose share of
emplovmcnt greatly expanded in the 19805, are defined a5 service secor
warkers and are not included in che data.

The soudy defines displacement as "job loss due o plant closings of moves,
skack work, or the abalishment of their positions or shifes.”

Hiph-wage blue-collar workers were certainly hard hiz by the 1980, bur chere
is o evidence that thess were workers with specialized skills or char their skills
became obsolers at & rare thar was substanmially greaver tan in earlier decades.
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18, This does not necessarily conflics with the evidence thar the recsm e ool

[ L

il

23,

4,

lege education rose sharply in the 1980s. While growth in che =ned undans”
portion of the callege-educated labar supply will tend 1o redece the absolurs
value of this remurn, increasing earnings by the unafected (higher-skill} part
of the college-educated peol could more than offsst this efect. Furthermone,
the increasing competiion for lower-gkill jobs by the redundant college-
educared wor will aleo tened to lower the wage of those with low edu-
cational arcainment, A barge pare of the growth in the wage gap between
callege and high school degree holders was due w the decline in the em-
ings of the ktrer {see Table 1),

Kaufman {1988) writes thac “ss DKLR [Dunlop, Kerr, Lester, and Reynokd]
imtuised, and Walter 08 (1962) and Gary Becker {1964} later showed mare
rigarcasly, firm-specific training creates s own area of indetemminacy in wage
mees—competiton places upper and lower limies 1o the wage bangain, but
within these limits the wage s indeterminane unl explicitly set by wniksteral
management decision, individual bargaining, or collecrive bergaining."

Far a Qrvey ol the literziure on the =fecrs of rrade, see Fuerbess {1995}, For
the effects of unions and the minimem wage, see Blackbum, Bleom, and
Freeman (1990); Freeman (199%4a}; and Dilardo, Fortin, and Lemicux
11554, Fucming; oni the effects of unions and the minimum wage on fels-
Livie wlpes, Ditardn, Fortin, amd Lemieux fird that “labor marker insring-
pions are ab least as impostant as supply and demand consideracions In
explaining changes in the LS. distribution of wages from 1973 w 19927
For a comprehensive treatment of the effeces of the minimum wage on
employment and relative wapes, sse Cand and Enoeger {1995).

Summariting research by Fenpusom and Begers, David Gondom (1996 wrines
thast “[in 197576, an average of 84 percent of unfair labor pmctice com-
plaines againse comporations were sustained in whole or substantial part,
favoring the union side of the complaine. By 1984-85, that average had
dropped 1 5T pescent, [n 197576, similarly, 65 percent of “representation”
cases . . were decided in favor of the union position. By 198485 that per-
centage had declined 1o 35 percent.”

. Summarizing research by Michael Forver, Bennert Hareison (1992) writes

thar “real capital formation in the 1S, since the 1960 has been distorted
by rules, procedures, and customs governing private secror allocation of cap-
ital. . . . In 1960, big instiurianal srockholbders in che US —the pension
and mutual funds—held on to a share on average for seven years, By the
1980s, the averape period had fmllen to only aboar po years.™

Similarly, as reported in The Mew York Times (McQuiston 1994,
Cinmmman's manufacturing opemtions were transferred from Long [sland
Florids and Lowsisizna to reducs labor costs. Another recent Mew Yook Times
repart {Shenon 1993} documenis the substaniial demand for extremely
lemw-akill Esbor in the 19805 in Saipan and ocher US.-owmed islands in the
South Pacific, where some 30000 workers, recruited primarily from main-
land China, rypically put in six days a week for half the minimum wnge
making American brand-name clothes, As the demand for kew-dkill workers
willing to accept poverty-level wages expanded in these offshore LS. termi-
coies i the 1980, low-skill but living-wage garment jobs decreased in the
continerntal Unived Svares,

It b5 often chalmed dhar the high unemployment currently experienced by
some European nations indicaves thar a high price would be paid for
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maintaining rraditional shelrers from wage competition for low-wage work-
ers, | am unaware of any seriows research thar has made a compelling case
chat wage inflexibility accounts for the recent incpeases in une

i these countries, but there 5 2 recene soedy thar challenges thae idea.
Card, Kramarz, and Lemieux (1995} weire that "raking the evidence for the
Linired States, Canada, and France as o whols, we concliude that it & very
difficult o maintain the hypothesis that the 'wape inflexibiliey” in Canada
and France tramslated into greater relacive emplovment Losses for less-skilled
workers in these countries.”
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