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I. Introduction

Why does the study of public sector labor markets in the United States

warrant a separate chapter in this Handbook of Labor Economics? One reason

is that federal, state, and local governments are differentiated from most
(but not all) private-sector employers in that profit maximization is

unlikely to be an objective of governmental units.1 As such, labor-market
models based upon the assumption of profit maximization are clearly inap-
propriate for the government sector; alternative models must be developed.

A second is that employment expanded more rapidly between 1950 and 1975
in the state and local government (SLG) sector than in any other sector of
the economy. While civilian employment by the federal government (when
expressed as a percentage of total nonagricultural employment) actually
declined slightly during the period, SLG employment rose from 9.1 percent
to 15.5 percent of total nonagricultural payroll employment. Indeed, the
absolute number of state- and local-government employees almost tripled
during this period, rising from 4.1 to 11.9 million. Although the share
of SLG employment in total employment has declined slightly since 1975,
the absolute number of SLG employees has continued to rise, reaching over
13 million in 1982. The growing importance of the sector suggests that
attention should be directed to analyses of it.

A third is that the pattern of unionization and the laws governing
collective bargaining, dispute resolution, and wage determination differ
between the public and private sectors. In contrast to the declining
fraction of private sector workers who are union members, union membership
is growing rapidly in the public sector in both absolute and percentage

terms. For example, between 1964 and 1978, the proportion of federal



employees who belonged to unions increased from 38.2 percent to 50.2 percent.
Similarly, the proportion of SLG employees belonging to unions rose from
7.7 percent to 17.4 percent during the same period. If one includes member-
ship in bargainiﬁg organizations--which include professional organizations
such as the National Education Association (NEA) that over time have
behaved more and more like unions—-an even more rapid increse is observed,
with the percentage of SLG employees rising to 36.2 percent in 1978.

One factor that affected this growth in public-sector unionization
was changing public attitudes and legislation governing bargaining in the
public sector. Unlike the private sector where the rights of workers to
organize and bargain collectively have been guaranteed since the National
Labor Relations Act, laws governing bargaining in the public sector are of
much more recent vintage. Executive Order 10988 issued by President John
F. Kennedy in 1962 legitimized collective bargaining in the federal sector
for the first time, providing federal workers with the rights to join
unions and bargain over working conditions--but not wages. While this
executive order has been modified several times since then, most federal
employees' wages are still not determined by the collective bargaining
procesé.3 Instead they are determined via comparability legislation,
first passed in 1962, which ties the wages of most federal civilian
workers to the results of government surveys of wages of 'comparable"
private workers, subject to possible Presidential or Congressional modifi-
~cation.4 The influence of federal unions on wages operates, then primarily
through the political pressure they can exert on the President and Congress

to approve wage increases that the surveys suggest are warranted.



Favorable state legislation for SLG employee collective bargaining
began with a 1959 law in Wisconsin; prior to that date collective bargain-
ing was effectively prohibited in the state and local sector. By the late
1970s most industrial states had adopted statutes that permitted SLG
employees to participate in the determination of their wages and conditions
of employment, although not all employees in each state were covered by the
1aws.5 While these statutes were being adopted, and at the same time that
employment and unionization were growing in the SLG sector, SLG employees'’
earnings also started to rise relative to the earnings of private sector
employees. From the mid-1950s to 1970, SLG employees' average earnings
improved relative to those of private employees by some 15 to 20 percent.
(However, during the 1970s the trend was reversed, and SLG employees' earn-
ings fell relative to those of their private sector counterparts.)

The growth in the relative earnings position of SLG employees during
the 1960s, coupled with the growing strength of public-employee unions,
their increased militancy, and the trend towards allowing SLG employees to
bargain over wage issues, led to fears that inflationary wage settlements
would continue in the sector and aggravate the financial problems faced by
state and local governments. These fears were explicitly based upon the
belief that many public services are essential and this implied that
the wage elasticity of demand for public employees was very imelastic. To
many, the logical conclusion was that, in the absence of market constraints

that would limit the wage demands of public employees, limitations should

be placed on the collective bargaining rights of these groups.



Although by 1981 eight states did grant the right to strike
in one form or another to selected employee groups, most continued historic
prohibitions against strikes.7 The states that prohibited strikes, however,
often provided assistance to local governments and unions in settling
contract disputes, with a number of states adopting forms of binding arbi-
tration as the terminal stage in their impasse procedures. How these
alternative institutional arrangements operate and affect economic out-
comes is, of course, worthy of discussion.

A final reason why public-sector labor markets warrant separate treat-
ment is that they represent an area toward which much of our public policy
has recently been directed. To take one example, during the decade of the
'70s attempts were made to reduce unemployment by means of public service
employment (PSE) programs. Starting with the Emergency Employment Act of
1971 and then continuing under the Comprehensive Employment and Training
Act (CETA), the federal government provided funds to state and local govern-
ments to increase their employment levels, in the hope that the availability
of extra public sector jobs would provide job opportunities for the
unemployed. By 1978, 569,000 individuals were reported employed on PSE
program funds; these employees comprised some 3.3 percent of total SLG
employment:.8 To take another example, growing concern over the fiscal
condition of state and local governments and the increased state and local
tax burden borne by taxpayers led to the passage of expenditure- and tax-
limitation legislation in a number of states in the late 1970s. The most

notable was the enactment of Proposition 13 in California, which drastically



reduced local property taxes and limited the ability of all governmental
units in the state to increase their revenues.

The unique nature of the agents in public sector labor markets (non-
profit organizations), of the institutional arrangements governing these
markets, and of the public policies that have been directed towards them,
suggest then that research relating to them warrants separate treatment
in this volume. The discussion that follows is structured along topical
lines. We begin with a discussion of the research on wage determination
in the state and local government (SLG) sector. Although our focus is on
attempts to estimate union/nonunion wage and total compensation differen~
tials, we also emphasize the importance of various characteristics of the
environment in which bargaining takes place. This discussion is followed
by brief discussions of the research on the effects of unions on produc-
tivity and on the estimation of compensating wage differentials for various

pecuniary and nonpecuniary job characteristics in the sector.

The literature on wage determination in the SLG sector is based, at
least implicitly, on some notion of the forces that affect the demand for
labor in the public sector. In Section V, we explicitly focus on
studies of public sector labor demand that have sought to provide estimates
both of wage elasticities of demand for variouévcategories of SLG
employees and of the net job creation effects of PSE programs. The
former studies are important because they shed light on the question of
whether the market forces that constrain union power in the private sector

would exist in the public sector if the same institutional rules governed



collective bargaining in both sectors. The latter are important because
they address the issue of "fiscal substitution"; to what extent were PSE
funds used to hire SLG employees who would have been hired (in the aggregate)
even in the absence of the program?

The long section that follows analyzes the research relating to dispute
resolution in the SLG sector. It first discusses normative models of dif-
ferent impasse procedures (conventional arbitration, final-offer arbitrationm,
the right to strike) and then the empirical research on the determinants
of the use of the various procedures. Finally, it discusses studies of the
effects of the availability, and the use, of the various procedures on wage
and nonwage outcomes.

Given the variety of institutional arrangements that determine compen-
sation in the public sector, it is natural to ask whether they generate
settlements that leave "comparably qualified" workers performing "comparable"
work in the public and private sectors receiving roughly equal total compen-
sation. Answers to such a question ére of more than academic interest;
especially in the federal sector where wages for a majority of the civilian
workers are established via "comparability' surveys. The next section
evaluates the research on this question. It is followed by a discussion of
the research on gender and race discrimination in public sector labor markets
and then some brief concluding remarks.

Both space and time constraints have caused us to limit the scope of
our survey and three omissions warrant special mention. First, except in
passing, we have limited our discussion to public sector labor markets in
the United States and ignored studies of other countries.9 Second, our

discussion is limited to nonmilitary employees; we have ignored the



important literature on military manpower and compensation problems.1
Third, in the main, we have not discussed the research relating to the
compensation of top government officials, especially those in the federal

1
sector.

1
II. Wage Determination in the State and Local Government Sector

Several features distinguish studies of the effects of collective
bargaining on SLG employees' wages from similar studies of union wage
effects in the private sector. First, the unit of observation in the
public sector studies is typically an in&ividual bargaining unit where,
in the presence of collective bargaining, the same negotiated union wage
scale covers nonunion employees as well as union employees. In contrast
the private sector studies tend to use either individual workers or
industry aggregates as the units of observation. In the latter case,
data on workers covered by union contracts are merged with data on
workers not covered by union contracts and the observed average industry
wage is typically not the result of any single negotiatiom.

Second, in an attempt to control for the forces other than collective
bargaining that might influence wages, public sector studies tend to stress
econonic, demographic, and political variables relating to the geographic
area that the bargaining unit is in, while typically ignoring the personal
characteristiﬁs of the public employees. In contrast, the private sector
studies stress the personal characteristics of employees and only occa-~
sionally incorporate characteristics of the employer or the industry (e.g.,
establishment size, concentration ratios, capital/labor ratios).

Finally, because public sector studies ;end to utilize bargaining
unit data, their focus is often on how various characteristics of the

environment in which bargaining takes place (e.g., city size, form of



government, formal parity agreements) influence the effects of col~

lective bargaining. In contrast, although a few private sector studies
have looked at how the structure of collective bargaining (multiemployer,
union competition, etc.) affect union/nonunion wage differential estimates,
most have stressed how these differentials vary with individual worker
characteristics (e.g., race, sex, age, education, occupation).

Most studies of the effects of collective bargaining on SLG employees'
wages are based explicitly, or implicitly, on a rather simple conceptual
framework. Based upon a utility maximizing model of government behavior,
the demand for public employees is specified to be a function of the wage
costs of public employees (W) and a vector of sociodemographic and
economic variables (Z) that represent the determinants of both the
fiscal capacity (or ability to pay) of residents of the jurisdiction and
the relative preferences of the community for various public services.
Similarly, the supply of public employees is specified to be a function of
the wages paid to public employees and another vector of sociodemographic
and economic variables (V), that reflect alternative wages in the private
sector and those forces that influence applicants' relative nonpecuniary
preferences and qualifications for public sector employment. In the absence
of imperfections in the labor market, one can then solve for the market
clearing wage (Wc). However, given the presence of unions and political
and institutional forces (e.g., form of government, mONOpSONy powWer,
parity agreements), which may be represented by a vector of variables x),

the actual wage equation to be estimated is specified as

¢} W, = F(zi,vi,xi,ui) + e



where the ith subscript is used to denote a bargaining unit, Ui is some
measure of éollective bargaining (to be discussed shortly) and £; is a
random error term.

Tables 1 and 2 present a nonexhaustive survey of studies published
between 1970 and 1983 that estimate equations similar to equation (l1). The
former contains estimates for public school teachers, while the latter
focuses on various categories of noneducational employees. Most of
the studies use individual bargaining units as the units of observation,
although some of the early teacher studies used statewide data, one
study of hospital employees did some analyses using SMSA-wide data, and

several studies use data on individuals from the Current Population

Survez.13 In the main they are cross-section studies in which the extent
of unionization or collective bargaining coverage is taken as exogenous.
However, a number of the studies allow the unionization variable to be
endogenous, in the context of models that seek to control for selection
bias.14 In addition, at least one of the studies performs some analyses
using two years' data and a fixed effects model, to eliminate the biases
caused by unobserved variables that may be correlated with collective
bargaining coverage.

The unionization variable in these equations varies across studies.
Some use a (1,0) variable to indicate whether collective bargaining
negotiations take place. Others use a (1,0) variable to signify whether
a formal contract governs wages and conditions of employment. Still
others look at union membership, focusing on either the percentage of
employees who are union members or whether any employees are union members.

In each case, however, the estimates reported in the final column of the
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tablesmay be interpreted as our estimates (based upon their results) of
what Jacob Mincer (1981) has called the "wage gap;' the relative wage
differential associated with the union variable taking on the value of
one rather than zero.1

What is most striking is how small most of these numbers are! The
estimated relative wage differentials associated with union membership
or collective bargaining coverage are typically smaller than 10 percent
and rarely exceed 20 percent. These estimates are considerably lower
than the estimates obtained from private sector studies and they suggest that
the relative wage effects of unions have been less in the public sector
than the private sector%7 In addition, the two studies that use data on
individuals, rather than on bargaining units, tend to find that the
union/nonunion relative wage differential increased between the early
and late 1970s. Most students of public sector labor relations find
this latter result strange since their conéensus was that while public
sector unions may have won large wage gains in the early years of bargain-
ing when municipal employefs were not fully prepared to bargain, over time

these gains have eroded.

What accounts for these two findings? Does collective bargaining
really have a smaller effect on union/nonupion wage differentials in the
public than private sector and have the public sector differentials grown
over time? Or are there methodological problems with these studies which
may account at least partially for the results?

Turning first to the question of the size of the union/nonunion wage
differential in the public sector, on the one hand we should stress once

again that the laws governing dispute resolution in the public sector differ
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from those in the private sector. Most states prohibit strikes by public
employees which may weaken their bargaining power and should lead to

lower observed union/nonunion differentials. Other states, however,
provide for alternative forms of dispute resolution and, as discussed
below, some provide for binding arbitration, either of a conventional or
a final offer form, as the terminal stage of their impasse procedures.

The literature we review below suggests that the nature of the impasse
procedures available may well affect the bargaining power of unions.
Somewhat surprisingly, however, there are no studies that have empirically
looked at how the nature of impasse procedures affects the union/nonunion
wage differential; this represents a fertile area for future research. In
any case, the smaller estimated differentials in the public sector may

reflect smaller actual differentials caused by the different nature

of the laws governing bargaining in the sector.18

On the other hand, several methodological problems may cause
these studies to understate public sector unions' impact on their memberé'
relative wages. First, most of these studies ignore the interdependence
of wage settlements across different public sector bargaining units in
the same city (e.g., police, fire, sanitation) and the interdependence of
wage settlements across geographic areas (e.g., cities in an SMSA) for a
given category of employees (e.g., police). Such occupational and
geographic wage interrelationships lead union wage gains to "'spillover"
across bargaining units in a given city and across contiguous cities.

Studies that take account of these spillovers often find much larger
union relative wage effects. For example, Ehrenberg and Goldstein (1975)

found union/nonunion wage differentials in the range of 6 to 16 percent






