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( i i i )  

This  t h e s i s  i s  an examination of t h e  f ac to r s  involved i n  t h e  

determination of the  wage r a t e  under condi t ions of oligopoly i n  t h e  

product market. There w i l l  be e x p l i c i t  recognition of the  r o l e s  of 

t r a d e  unions and management i n  the  determination of the  wage r a t e  

though t h i s  does not imply th6 t  t h e  theory i s  contradictory t o  Neo- 

c l a s s i c a l  analysis.  Thus i n  t h i s  sense t h e  theory cons t i tu t e s  a p a r t i a l  

synthes is  of I n s t i t u t i o n a l i s t  and Neo-classical thought i n  the  theory 

of wage determination. 

The methodology involved w i l l  be theore t i ca l  and mathemalical. 

A s e r i e s  of mathematical models a re  formed from which tendencies a r e  

drawn r a t h e r  than marginal solut ions.  The l a s t  model used w i l l  

c o n s t i t u t e  a reformulation and possible  rev iva l  of Professor Hicks' 

concept of concession curves. The concession curves w i l l  u t i l i s e  a 

bui l t - in  error-learning model. Overall, t h e  models w i l l  provide a 

possible  mathematization of the  wHicks-Cambridge-Sociological*~ theory 

of i n f l a t i o n  due t o  t h e i r  e x p l i c i t  recognition of the  firm's a b i l i t y  

t o  mark up pr ices  and the  t rade  union's r o l e  i n  causing cost  increases. 
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We can not reason ourselves out of our basic 
irrationality. All we can do is to learn 
the art of being irrational in a reasonable 
way. 
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L I S T  OD F I G U R E S  



INTRODUST ION 

The purpose of t h i s  t h e s i s  is  t o  c r e a t e  a model of c o l l e c t i v e  

wage and f r inge-benef i t  determinat ion under condi t ions  of o l igopoly - 
both d i f f e r e n t i a t e d  and und i f f e r en t i a t ed .  Fur ther ,  a syn thes i s  of 

neo-class ical  and i n s t i t u t i o n a l i s t  waee and f r inge-benef i t  adjustment 

t heo ry  w i l l  be attempted. The models a r e  marginal is t  i n  method, but 

a r e  c a s t  wi thin  t h e  ~ e n - ~ h a m b e r l a i n '  bargaining power models and t h u s  

l e an  heav i ly  toward i n s t i t u t i ona l i sm .  The models do not attempt t o  

incorpora te  behav iora l i s t  o r  psycholog is t i c  bargaining models of  t h e  

Walton and 1 t c ~ e r s i e ~  va r i e ty ,  though t h e  au thor  is  cognieant of  t h e  

pos s ib l e  e f f e c t s  of response by economic agents  t o  f a u l t y  percept ions  

of Itreal-world economic phenomenan. 

The i n t e n t  of t h i s  t h e s i s  i s  t o  make e x p l i c i t  recogni t ion of t h e  

r o l e  of t h e  entployerls a b i l i t y  t o  mark-up pr ices .  To t h e  au thor ' s  

knowledge t he r e  does not e x i s t  a micro-economic theory  of wage 

determinat ion t h a t  e x p l i c i t l y  recognizes t h i s  a b i l i t y .  Such a s t e p  

would involve a cost-of-production, neo-Ricardizn t heo ry  of value  and 

t h e r e f o r e  would not be i n  keeping with t h e  u t i l i t a r i a n  paradigm. The 

major d i f fe rence  between t h i s  model and o t h e r  neo-Ricardian models i s  

t h a t  e x p l i c i t  economj c c o n s t r a i n t s  on t h e  a b i l i t y  t o  mark-up a r e  

recognized. 

General Theory of Bargaining," American Eoonomic Review, 
( l h r c h ,  1952) 

Neil  W. Chamberlain, Co l l ec t i ve  Baraaininq ( ~ e w  York: KcGraw H i l l  
Book Co., 1951), oh* 10. 

*R. E. Walton and B. R. McKersie, A Behavioral Theory of Labor 
Negot ia t ions  ( ~ e w  York: NcGraw H i l l  Book Co., 1966) 



f i r m  

The models presented w i l l  d ea l  with a 

which a t tempts  t o  maintain i t s  market 

cos t  minimizing o l i g o p o l i s t i c  

sha re  sub j ec t  t o  a lower 

bound p r o f i t  cons t r a in t  o r  t a r g e t  r a t e  of re turn .  It w i l l  a l s o  be 

assumed t h a t  t h e  f i r m  p r e f e r s  more p r o f i t  t o  l e s s  but t h i s  does not  

imply t h a t  it  is  a p r o f i t  maximi~er  o r  is w i l l i n g  t o  induce p r i ce  warfare 

i n  o rde r  t o  gain  a higher  p r o f i t .  A t r a d e  union e x i s t s  t h a t  bargains  

c o l l e c t i v e l y  with each i nd iv idua l  o l i g o p o l i s t  i n  t h e  i n d u s t r i a l  group. 

The first f i r m  i n  each wage round is  both t h e  p r ice  and wage l eade r ,  and 

a l l  o t h e r  firms i n  t h e  group fol low by t r a d i t i o n .  Thus t h e  wage 

nego t i a t i ons  provide a s o c i a l l y  acceptable  j u s t i f i o a t i o n  f o r  removing 

ttSwee,y*s kink") and i nc r ea s ing  pr ices .  

The ob jec t ive  func t ion  of t h e  t r a d e  union i s  t o  e x t ~ a c t  from t h e  

employer a s a t i s f a c t o r y  wage where s i ~ e  o f  t h e  wage increase  is determined 

by: 

1) Permanent income - Friedmanite v a r i e t y ,  a moving average of 

pas t  wage increases  - Yp. 

2 )  Equity r e t u r n  - maintenance of r e l a t i v i t i e s  i n  t h e  Ilunlopian 4 
waEe contour - Ye. 

3 )  Strike r e t u r n  - Ye, 

I n  recogni t ion of  t h e  inheren t  d i f f i c u l t i e s  of  both t h e  Dunlopian 
5 and Bossian views, t h i s  ob j ec t i ve  func t ion  is both p o l i t i c a l  and 

economic. Thus the, s a t i s f a c t o r y  wage increase  ( ~ a  = Yp + Ye + Y s )  is 

abso lu t e ly  e s s e n t i a l  t o  t h e  union leadersh ip ,  f o r  f a i l i n g  t o  ob ta in  such 

a wage increase  wou,ld r e s u l t  i n  t h e  l eadersh ip  being ousted from power. 

Th is  t h e s i s  is t h e o r e t i c a l ,  and t h e r e  w i l l  be no empir ioal  work 

included. This  is  not t o  say t h a t  t h e  conclusions a r e  not  t e s t a b l e ,  

The conclusions may be important i n  providing microeconomic foundations 

. 
5 
"Demand Under Condit ions of O l i f ~ o p o l y , ~ ~  Journa l  of Po l . i t i c a1  Economx, 

XLVll ( ~ u g u s t ,  1939) 

4 ~ o h n  Dunlop, Wage Determination under Trade Unions ( ~ e w  York: 
Maomillan Press ,  1944) 

' ~ r t h u r  Rosa, Trade Union Wage, Po l lox  ( ~ e r k e l e y  r Univers i ty  of  
C a l i f o r n i a  Press ,  1948) 



6 t o  the  work of Weintraub and Davidson and more recent ly  t o  the  work 
7 of Hicks and the  so-called  sociological^^ school of i n f l a t i o n  theory, 

Overall ,  t he  t h e s i s  leaves the  marginalist ,  neo-classical so lu t ions  as  

a very specia l  case of a more r e a l i s t i t  economic model of wage 

determination. I n  the  f i n a l  sec t ion  of t h i s  analysis ,  a theore t i ca l  

j u s t i f i c a t i o n  f o r  Hicks' concession and res is tance  curves w i l l  be given. 

5.  Weintraub. A General Theom of Pr ice  Level. O u t ~ u t .  Imone Distr ibut ipn 

and Eoonomic Growth. Philadelphia: Chilton, 1959. 

7 ~ .  R. Hicks, The Theory of Wages, Second Edition (london: 
Macmillan Press,  1968) 



CHAPTER 11 

The object ive of t h i s  chapter i s  t o  examine some of the  h ighl ights  

of t h e  development of wage theory and b r i e f l y  touch upon one o r  two of 

the  important works i n  s t r i k e  theory. It is not t h e  in ten t ion  of t h i s  

chapter  t o  review the  majority of developments i n  wage theory, only 

those t h a t  may be relevant t o  the  subsequent analysis.  The works of 

Ricardo w i l l  be examined primari ly  because h i s  concept of the  wages 

fund is pa r t i cu la r ly  relevant t o  modern wage determination and elements 

of Bicardianism seem t o  l i e  a t  the  bas i s  of contemporary arguments t h a t  

p r o f i t s  cons t i tu t e  the  outer  l i m i t  t o  t h e  a b i l i t y  t o  pay wage increases. 

There w i l l  be a b r i e f  discussion of the  neo-classical school followed by 

an ana lys is  of ~ v e e % ~ F  and then the  institutionalists, Pen-Chanberlain 

and Walton and McKersie. F ina l ly ,  ~ i c k s  @ theory of concearrion curves 

w i l l  be examined,followed by Aehenfehltei. and Johnson, 

%or a f u l l e r  treatment of wage theory, both neo-classical and 
i n s t i t u t i o n a l i s t  , t h e  following a re  suggested: 

H. Mw Levinson, Determining Forces i n  Collect ive Wage Bargaining 
( ~ e w  York: John Wiley ah8 Sons, 1966) 

He G. Lewis, Unionism and Relative Wages i n  the  United S tq te s  
( ~ h i c a g o :  University of Chicago Press,  1963) 

A, Car t te r ,  Theory of Wages and Employment (~omewood, I l l i n o i s r  
Irwin Press,  1964) 

2 ~ a u l  Me Swae zy, *'Demand Under Conditions of Oligopoly, Journal of 
P o l i t  i o a l  Economy, ( ~ u g u s t  , 1939) XLV11. 

3 ~ .  R. Hioks, The Theory of Wages, Second Edi t ion  (londonr 
IgacMillan Press,  1968) 



Let us commence with t h e  work of  David Ricardo pertaining t o  wages, 

It is here t h a t  we may perhaps gain ins igh t  i n t o  t h e  reasons f o r  

contemporary authors1 uncertainty as t o  the  r o l e  of p r o f i t s  i n  t h e  

determination of t h e  wage r a t e .  Ricardo's concept of t h e  wages fund 

may a i d  us i n  comprehending t h e  ambiguous r o l e  of t h e  r a t e  of 

prof it, 

Ricardo argues t h a t  t he  t o t a l  amount whioh is avai lab le  t o  be paid 

out t o  those who l i v e  on wages is the  wagea fund,or t h a t  proportion of 

t h e  supply of r e a l  c a p i t a l  whioh cons i s t s  of consumer goods oustomarily 

bought with wages, I n  essence it i s  p r o f i t  a f t e r  t he  payment of f ixed  

and mater ial  cos t s  before t h e  payment of wages, Thua t h e  average r e a l  

wage i s  the  wages fund minus p r o f i t  a t  t he  margin of production divided 

by t h e  number of employees, It was Ricardo's be l i e f  t h a t  as  a r e a u l t  

of diminishing re turns  there  would be increasing labour cos ts  of 

producing food at the  margin of cu l t iva t ion , r e su l t ing  i n  higher wages 

and thus a smaller reeidual  i n  the  wages fund f o r  p ro f i t ,  

I n  the  short-run, Ricardo argued t h a t  there  seemed l i t t l e  hope 

f o r  t h e  s i z e  of t h i s  wages fund t o  increase because a l l  inoreases 

depended on savings by the  c a p i t a l i s t  c lasses ,  I n  the  long-run, 

however, with o a p i t a l i s t  aocumulation the  s i z e  of the  wages fund w i l l  

increase,  On t h e  other  hand as the  wages fund i n c r e a s e q t h e r e  w i l l  be 

g rea te r  tendenay over time f o r  population t o  increase and the  wages t o  

f a l l ,  Thus we have two countervai l ing forces  operating on the  wage 

r a t e ,  according t o  Ricardo, and the  tendency w i l l  be f o r  the  wage r a t e  

t o  o s c i l l a t e  around the  "natural  wageN. The essence of Ricardo's 

argument i s  tha-t "the na tura l  pr ice  of labour i s  t h a t  pr ice  t h a t  w i l l  

enable the  labourers one with another t o  subs is t  and perpetuate t h e i r  

race without increase or  d i r n i n ~ t i o n ~ ~ . ~  I n  the  short-run it is indeed 

possible  f o r  the  r e a l  wage t o  r i s e  above subsistance, but t h i s  i n  tu rn  

w i l l  s e t  i n  motion demographio pressure t o  increase family s i z e  and 

population,shrinking the  denominator of the  wage equation and causing 

4 ~ a v i d  Rioardo, Pr inc ip les  of P o l i t i c a l  Economy and Taxation 
ta he Works and Correspondence of David Ricardo, P i s r ro  S ra f fa  and 
Maurice Dobb, Eds.9 Cambridge, England: The University Press ,  Vol. 1, 

19511, Pg* 23. 
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a long-run tendency back toward subsistence. It is Ricardo's concept of 

the  wages fund t h a t  is  impl ic i t  i n  many contemporary writings when the  

wage r a t e  is regressed on p r o f i t ,  i.e., t h a t  the  r a t e  of p r o f i t  provides 

the  upper l i m i t  on the  a b i l i t y  t o  pay waqe increases. 

Leaving Ricardo and the  c l a s s i c a l  school it is now neoessary t o  

t u r n  t o  t h e  present paradigm i n  wage theory, the  neo-classical 

marginalist  school. The treatment is p a r t i c u l a r l y  b r i e f  f o r  there  seems 

l i t t l e  reason t o  r e s t a t e  what is wr i t ten  i n  almost every standard text-  

book i n  micro-economics. Further,  it i s  the  author 's  oontention t h a t  

the  neo-classical approach i s  of l i t t l e  use i n  explaining wage 

determination i n  contemporary capitalism. This is primarily beoause 

t h e  aesurnptions inherent i n  t h e  neo-olsssical apgroaoh a re  nowhere 

observable,thus rendering t h e  model ana ly t i ca l ly  void. 

  he f i r s t  problem a r i s e s  over the  de f in i t ion  of neo-classical. 

neo-clasaioal describes t h a t  marginalist  school of thought i n  p o l i t i c a l  

economy which u t i l i a e e  the  assumptions of perfeot oompetition and some- 

times pure monopoly. It is  the  theory of perfeot competition and 

tnonopoly t h a t  w i l l  be reviewed. Under conditions of perfeot oompetition, 

t h e  wage of homogeneous workers is determined by the  marginal physical 

product of labour times the  average revenue. 

Figure l b  Figure l a  



Figure l c  

Apart from the  obvious woakness of the  assumptions of t h i s  theory, 

t he re  seem t o  be inherent methodological problems involved i n  an 

explanation of wage determination t h a t  a r e  unobservable. Rather than 

continue with a c r i t i q u e  of t h i s  t heo ry , i t  may be of h e u r i s t i c  value 

t o  examine the  exact opposite s i t u a t i o n  - monopsony, where one employer 

has t o t a l  control  of the labour market, In  t h i s  case the  AW and MU a r e  

not the  same, 

EMPLOYMENT 

Figure 2 



_I 
Thus the  monopsonist is able ,  because of h i s  power i n  the  labour market, 

t o  s e t  wages below the  competitive equilibrium resu l t ing  i n  monopsonistic 

explo i ta t ion .  

Let us now t u r n  t o  the  monopoly case which i s  only a s l i g h t  

ana ly t i ca l  va r i a t ion  of the  monopsony case, Here the  power of t h e  f i r m  

l i e s  i n  the  product market r a t h e r  than i n  the  labour market, In  t h i s  

case the  AR curve and the  MR curve are  not one i n  the  same since the  

monopolist confronts a downward s loping demand curve. 

WAGE 

Wm 

The monopolist, unl ike t h e  perfect  competitor,' w i l l  employ labour 

at Nm r e s t r i c t i n g  employment by t h e  differenoe between I( and Nm. I n  
PC 

the subsequent ohapter it w i l l  be argued t h a t  the  monopolist w i l l  

general ly  tend t o  pay a higher wage r a t e  than the  perfect  competitor 

because of t h e  monopol i s t~s  g rea te r  a b i l i t y  t o  mark-up prices,  

It is now necessary t o  examine the  work of Paul Sweesy,which is 

u t i l i e e d  i n  the  subsequent analysis ,  Sweoayts work on t h e  kinked 

demand function facing an o l igopol i s t  i e  probably one of the  most useful  

 o or s f u l l e r  explanat ion of neo-classical f a c t o r  pr ice  deterininat ion 
see C l i f f  Lloyd, Micro-Economic Analysis (~omawood, I l l i n o i s :  Irwin Press,  
1967), ch. 8. 
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p a r t s  of the  neo-classical paradigm. Sweezygs b r i l l i a n t  work 

with much c r i t i c i sm from ~ t i g l a r , 6  but what S t i g l e r  has f a i l e d  

has met 

t o  

r e a l i z e  i s  t h a t  Sweeeygs theory is not a theory of pr ice  determination 

o r  pr ice  change but one of pr ice  i n f l e x i b i l i t y .  Thus by having 

observed the  pr ice  t o  change under conditions of oligopoly S t i g l e r  

has not a t  a l l  launched any c r i t i c i s m  of Wweezyts kinkN, i n  f a c t  he 

has missed the  point en t i r e ly ,  

Let us examine Sweezygs argument and show how it may be 

usefu l  i n  wage theory, It is argued t h a t  at the  going pr ice  f o r  t h e  

f i n a l  product the  so-called pessimist ic  o l igopol i s t  is faoed with a 

r e l a t i v e l y  e l a s t i c  demand function above the  going pr ice  and an 

i n e l a s t i c  function below the  going price. This is because the  

o l igopol i s t  r e a l i z e s  tha t  i f  he increases  the  pr ice of f i n a l  ouOput 

none of the  other  firms w i l l  folloH s u i t  and i f  he decreases p r i ce ,  it 

w i l l  r e s u l t  i n  pr ice warfare. Thus i n  e f f e c t  the  o l igopol i s t  is faced 

with a kink i n  h i s  demand function. 

PRICE 

Figure 4 

6 ~ e o r g e  S t i g l e r ,  '*The Kinkx Oligopoly Demand Curve and Rigid Prices," 
Journal of P o l i t i q a l  Economy, ( ~ c t o b e r  1947) LV. 



A s  a r e s u l t  of t h e  kink i n  the  demand function a t  Pv,the o l igopol i s t  

is confronted with a d iscont inui ty  i n  h i s  marginal revenue function. 

This concept i s  important f o r  the  subsequent analysis  i n  t h a t  it has 

relevance f o r  pr ice  determination i n  t h e  product mwket a s  well as t h e  
labour market. If the  MR curve is t r ans fe r red  i n t o  wage-employment 

space and assuming the  S = AW = Mi4 function passes through t h e  

d iscont inui ty  we w i l l  not der ive a market so lu t ion  f o r  the  wage r a t e ,  

Figure 5 

I n  t h i s  case t h e  wage r a t e  can not possibly be determined by t h e  

market,and t h e r e  e x i s t s  a range between the  wage f l o o r  and t h e  wage 

c e i l i n g  i n  which non-market forces  (though not necessar i ly  non- 

economic forces)  w i l l  determine the  wage ra te .  It is t h e  author 'e 

contention t h a t  it i s  Sweezy's f a i l u r e  t o  accept t h e  s a n c t i t y  and 

omnipotence of market forces  t h a t  have deprived h i s  work of the  

acoept ance it r i g h t l y  deserves. 

Given t h i s  kink we have a range i n  which the  wage r a t e  may f a l l  

without any employment e f f ec t s .  A question now a r i s e s  regaxding what 

forces  determine wages on t h e  discontinuous portion of t h e  MRP curve.. It i i s  

here t h a t  the  n s t i t u t i o n a l i s t s  may indeed have relevant  r e a l i s t i c  



so lu t ions  t o  the  question of wage determination. Here the  paradigm fo r  

the  past  two decades has been t h a t  the  wage r a t e  has been determined by 

bargaining power i n  co l l ec t ive  wage agreements, The i n s t i t u t i o n a l i s t s  

recognize t h e  r o l e  of non-eoonomio foraes  i n  wage determination, unl ike the  

neo-c lass ic i s t s  who i n s i s t  t h a t  t h e  market is sovereign. Only t h e  

works of Jan Pen and Neil Chamberlain w i l l  be examined i n  t h i s  f i e l d ,  

f o r  it is t h e i r  models tha t  are e x p l i c i t l y  u t i l i s e d  i n  the  body of t h i s  

thes i s .  

Pen's model i s  a highly sophis t ica ted  game theore t i c  model which 

u t i l i z e s  concepts stemming from the  work of Frederic Zeuthen. The 

bas i s  of h i s  model i s  two game theore t i c  equilibrium conditions f o r  

buyer and s e l l e r ,  

Where S and 3 represent s a t i s f a c t i o n  o r  ophelimity funotions f o r  s e l l e r  

and buyer, R represents  a r i s k  evaluation function. F is each party 's  

estimate of the  r i s k  o f  conf l i c t  and the  use of subscript ion denotec 

the  l eve l  of s a t i s f a c t i o n  f o r  a party during ac tua l  conf l ic t .  

These equations indica te  t h a t  a s e l l e r  w i l l  be wi l l ing  t o  s e t t l e  on 

some pr ice  (P)  as  long as the  cost of agreeing, represented by t h e  

difference between the  s a t i s f a c t i o n  at the  pr ice s t r i v e n  fo r ,  ~ ( p s )  and 

t h e  pr ice  under consideration, ~ ( p ) ,  divided by the  cost  of disagreeing 
1 
I represented by the  difference between the  s a t i s f a c t i o n  a t  t he  desired 

I ~ p ~ i c e  and tha t  which would occur i n  the  case of ac tua l  oonf l io t ;  So, 

1 mult ipl ied by a r i s k  evaluation function R , l e s s  an estimate of the  

1 opponents8 w i l l  t o  r e s i s t  [F~(B~ - BCJ is equal t o  Eero. This is 
i 

1 similar f o r  buyers. 
I 



Lr 
s 
i Pen's model is obviously non-quantifiable and f u r t h e r  t e l l s  us 

l i t t l e  more about power re la t ionships  than t h e  more funct ional  

Chamberlain theory. Chamberlain's theory of bargaining,though 
i 

d e f i n i t e l y  lacking i n  elegance,compensates by providing a relevant and 

t simple perspective on power relationships,  and has t h e  added advantage 
I 

of subsuming a l l  debates within i ts broad context. 
1 

1 Chamberlain defined bargaining power i n  terms of cos t s  t o  each 
t 
t par ty  of agreeing r e l a t i v e  t o  the  cos t s  t o  each of disagreeing, ~ h u s :  

Bargaining Power .; The cost t o  9 of agreeing with A ' s  terms 
j of A The cost  t o  B of disagreeing with A ' s  terms 
t 

I 
! 
f 
B Bargaining Power = The cost  t o  A of agreeing with 3's terms 

I of B The cost t o  A of disagreeing with B ' s  terms 
t 

i 
l 
i 

Alternat ively,  t he  g rea te r  the cost t o  the  employer of sus ta in ing  

i ; a s t r i k e  as opposed t o  the  cost  of grant inq the t rade  union's demands, 

1 t he  weaker w i l l  be the  bargaining power of the  employer. If the  
1 bargaining power is  l e s s  than one, the  par ty  w i l l  not agree and prefer  
I 
B t o  hold out. A s  t h i s  approaches uni ty  the  cost of d isagreemt  w i l l  be 
i 
1 

equal t o  the cost of agreement. It is t h i s  concept t h a t  is  most 

broadly accepted as  the  framework for wage determination i n  fns t i tu t ion -  
I 
i alist  thought and it i s  within t h a t  framework t h a t  t h i s  t h e s i s  is developed. 

Needless t o  say t h i s  theory does have problems, but it provides 
B 

! t he  neatest  and simplest form of ana lys is  of bargaining relat ionships.  
i 

Levinson argues, 

"The most obvious problem was t h a t  while h i s  (~hamber la in ' s )  
conceptual framework was helpful ,  it provided no inaight  i n t o  
the  more d i f f i c u l t  t a s k  of ident i fy ing ,  and, i f  p o ~ s i b l e ,  
quantifying those var iab les  t h a t  were dominant i n  a f f ec t ing  the  
power pos i t ion  of t h e  p a r t i e s  i n  ac tua l  bargaining s i tua t ions .  
I n  addi t ion,  Chamberlain's measure of power was i t s e l f  var iable  
s ince it had t o  undergo oonstant change during the  process of 
negotiation f o r  a f i n a l  sett lement t o  be reached... 

Nevertheless Chamberlain's approach was a very helpful  one 
f o r  providing an overa l l  framework within which t o  snalyae the  
concept and a t t r i b u t e s  of the  union-employer power r a l a t i o n s h i p . ~ ~  

1 

r, 'H. Me Levinson, op. c i t . ,  pg. 9 
I 

i 
f 



It w i l l  be one of the  object ives  of t h e  subsequent analysis  t o  

provide a possible framework f o r  iden t i fy ing  the  forces  which generate 

t h e  bargaining power. 

, Let us now b r i e f l y  examine the  work of J.R. Hicks. It was Hicks 

i n  Theory of Wages who out l ined the  concept of oonoession and res i s tance  

curves. Unfortunately Hicks gave absolutely no j u s t i f i c a t i o n  f o r  t h e i r  

alope whiuh w i l l  be the  bas is  of see t ion  four  i n  uhapter three.  He 

argues t h a t  t he re  e x i s t s  a r e l a t ionsh ip  between wages and the  length of 

the  s t r i k e ,  t he  union's res i s tance  curve being negat ively sloped and the  

employer's concession curve being pos i t ive ly  slo'ped. 8 

brl AGE 
EMPLOY3RtS CONCESSION CURVE 

NION'S RESISTANCE CURVE 
X \ Z'  

EXPECTED LENGTH OF S T R I ~ E  

Figure 6 

Hicks argues t h a t  P is not necessar i ly  an equilibrium point but 

r a t h e r  "the highest wage r a t e  which s k i l f u l  negot iat ion aan ext raot  
9 from t h e  employerf1. 

Hicks argues t h a t  OZ i s  the  wage r a t e  the  employer would pay i f  

unconstrained by the  union. This seems t o  make l i t t l e  sense. It would 

seem t h a t  02 would be t h e  wage offered just  p r io r  t o  t h e  s t r i k e .  

Further ,  Hicks argues t h a t  t he  ZZt  l i n e  is t h e  poinC t h e  union would 

' 3 . ~ .  Hicks, The Theory of Wages, op. c i t . ,  pg. 142 

'ibid, pg. 143 



s e t t l e  on a f t e r  a long s t r ike .  Again the re  seems no reason why t h i s  

should correspond t o  the  same wage the  employer would o f f e r  i f  

unconstrained by the  union. 

The work of Ashenfehlter and Johnson, which prompted 

the  author t o  wri te  t h i s  thes i s ,wi l l  now be b r i e f l y  examined. Their  

work on s t r i k e s  oonsisted of devising a model of s t r i k e  incidence 

with an implici t  wage theory. The model is very similar t o  t h a t  used 

i n  aect ion three  of ohapter three.  However, t he  model which was used by 

Ashenfehlter and Johnson did not allow output, pr ices  o r  employment t o  

vary a s  did wages, p ro f i t s  and s t r i k e  length. This mekes l i t t l e  sense 

within a neo-olassiosl context. Further,  t he  res is tance  curve f o r  the  

t r ade  union is a simple exponential decay function and there seems t o  

be l i t t l e  empirical evidence o r  logic t o  support such an argument. 

The reason t h i s  se lec t ion  of authors was chosen f o r  a l i t e r a t u r e  

r & i s w  i s  t h a t  sec t ion  three  of chapter three  is an Ashmfehlter and 

Johnson type model within the  Pen-Chamberlain bargaining power context 

and a "Sweezy" o l igopol is t  i h  product market. Pr ice det srmin&+ion is 

nee-~ioardian and the  conclusions u t i l i z e  Ric&dovs concept of a wages 

fund. Section four reformulates Hicks* concept of concession euld 

res is tance  ourves t o  give them spec i f i c  economic jus t i f ica t ion .  
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CHAPTER 111 

i 

1 The analys is  w i l l  go through four  s tages  of pu r i f i ca t ion  

E and elaboration. I n  the first sect ion,  s t rong and tenuous assumptions 
b 
t a r e  made. I n  the  second sec t ion  th ree  bas ic  assumptions a r e  removed: 
X 
a" 

t he  cont inui ty  of wage negot iat ions,  t he  monotonioity of the isoquant, 
X 

and the  s t a t i c  nature of the  market, I n  t h e  t h i r d  seot ion  t h e  most 

important assumption is removed; t h a t  t he  a b i l i t y  t o  mark-up is perfect .  

It is here i n  t h i s  t h i r d  sec t ion  t h a t  we derive our synthesis  of neo- 

c l a s s i c a l  and i n s t i t u t i o n a l i s t  thought as well  as a formaliaation of 

the  ~Hicks-Cambrid~e-Sociologicalw theory of inf la t ion .  I n  the  four th  

sec t ion  we remove an assumption pertaining t o  the  knowledge of the  

employer about Che res i s tence  curve of t h e  t rade  union and derive a 

E 
t h e o r e t i c a l  j u s t i f i c a t i o n  f o r  Hicks8 concept of concession. 

SECTION 1 

Assumptions: 

1 )  The employer with whom we a r e  deal ing is an o l igopol i s t  with a 

product market t h a t  aan be e i t h e r  d i f f e ren t i a t ed  o r  undifferent iated,  but 

fox our purposes we assume it t o  be d i f fe rent ia ted .  H e  attempts t b  

maintain h i s  market share subject  t o  a lower bound profkt constraint .  

The t r a d i t i o n a l  assumptions of p r o f i t  o r  s a l e s  maximization may l ead  t o  

pr ice  warfare which i n  turn  can cause l o s s  of market share. The f i rm 

w i l l  be a p r o f i t  maximizer only i n  the  sense tha t  it minimises c o s t s  of 

production. These assumptions w i l l  not be relaxed a t  any stage f o r  they 

' a re  i n t e g r a l  t o  the  analysis  and it is f e l t  they correspond t o  observable 

r e a l i t y .  

2)  Pr ices  i n  t h i s  firm a r e  determined by average cost  plus mark-up 

i n  t h e  neo-Ricardian manner, Mark-up pr ic ing  is not inconsis tant  with 
1 neo-alassical ana lys is  . 

'paul A. Samuelson and Anthony Scot t ,  Economics, Canadian Edit ion 
 o or on tor MaGraw-Hill Ryerson Limited, 1975), ch. 26, p, 465. 
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3 
3) The market s i a s  is oonstant and given exogenously. This 

implies tha t  we can equate the  object ive of constant market share 

t o  t h a t  of constant output, This assumption w i l l  be relaxed l a t e r ,  

4)  The firm can technica l ly  suba t i tu t e  a t  l e a s t  some labour 

f o r  c a p i t a l  i n  response t o  repeated wage increases while maintaining 

the  same level  of production. Technical subs t i tu t ion  w i l l  be along 

a smooth monotonic isoquant. This assumption w i l l  a l so  be relaxed. 

CAPITAL 

Figure 7 

Figure 7 i l l u s t r a t e s  the  response of "oorporatus economicusw of the  

Neo-classical va r i e ty  t o  9n increase i n  the  wage rate .  The firm w i l l  

decrease output and 

point A t o  B. 

CAPITAL 

increase i ts c a p i t a l  i n t e n s i t y  by moving 

1 
LABOUR 

Figure 8 

from 



Figure 8 i l l u s t r a t e s  how d e o l i g o p o l i s t i c  f i r m  w i l l  respond t o  a 

change i n  the  wage rate .  Rather than decreasing output as i n  Figure 7 ,  
?he f i rm w i l l  t r y  t o  s t a y  on the  same isoquant I. but w i l l  move from A 

t o  C s u b s t i t u t i n g  labour f o r  cap i t a l .  ( ~ l l  questions of Robinsonian 

re-switching aside. ) 

5) The res idual  cost t h a t  can not be t echn ics l ly  subs t i tu ted  as 

i n  assumption four  w i l l  be passed on i n  the  form of higher oos ts  t o  t h e  

oonsumer. This immediately begs th ree  very import ant questions. 

a )  If he can pass on cost increases  without los ing  

output why does he not s e t  higher pr ices  e a r l i e r ?  

b) If  he oan pass on oost increases  and increases  pr ice  

why does he not charge an i h f i n i t e l y  high prioe? 

c )  If t h e  above holds t r u e  what reason would he have t o  

oost minimiae? 

F i r s t ,  wage determination of ten  a c t s  as a s o c i a l l y  acceptable reason 

f o r  removing Y3weeeyts kinkH and allowing pr ice  t o  r i s e  - t h i s  is 

espec ia l ly  s o  i n  t h e  s t e e l  and automative industr ies .  Thus because of 

t h i s  kink t h e  pessimist ic  o l igopo l i s t  may be re luc tant  t o  increase pr ices  

un i l a t e ra l ly .  Furthermore, u n i l a t e r a l  pr ice  incpeaaes without obvious 

cost  increases  may r e s u l t  i n  Some form of government intervent ion via 

anti-oombines leg is la t ion .  

I n  response t o  t h e  second question it is known t h a t  even an 

o l igopol i s t  who does not face Y3weezyts kinkw w i l l  face some form of 

downward s loping demand curve. S e t t i n g  an i n f i n i t e l y  high pr ice  would 

r e s u l t  i n  aero output. 

Third, if he is facing a kink and can not increase pr ice  u n i l a t e r a l l y  

then i m r e a s e s  i n  p ro f i t  can only come from decreases i n  production costs. 

The last question t o  be asked is how can it be possible t o  increase 

' p r i ces  without allowing output t o  f a l l  o r  a l t e r n a t i v e l y  how can t h e  

marginal propensity t o  pass on cost  increases  be unity (WPCI = l)? This 

can not e a s i l y  be explained, There e x i s t  two plausible  s i t u a t i o n s  i n  which 

an increase i n  pr ice  wi l l -no t  cause a decrease i n  outpu.+. E i the r  o f ' t h e s e  

S i tua t ion8 o r  a combination of both could r e s u l t  i n  an WPCI = 1, The 



author does not suggest t h a t  these  s i t u a t i o n s  a r e  prevalent phenomena 

i n  the  r e a l  wor lddu t  r a the r  t h a t  they may be offered as a possible  

explanation. F i r s t ,  if the  industry demand function i s  i n e l a s t i c  over 

a range, step-wise, then the  producer's MPPCI = 1, Second, i f  a 

commensurate and compensating s h i f t  occurs i n  the  demand function with 

every s h i f t  upwards of the  cos t  curves then the  MYPCI = 1, 

The f i r s t  of these  cases,  i ,e .  t he  step-wise demand function, occurs 

when consumere ae a whole a r e  unresponsive t o  pr ice  changes. Consumers 

tend t o  have a threshold of awareness with regard t o  pr ice  changes, i,e. 

due t o  imperfect imformation, consumers w i l l  be unaware of marginal 

pr ice  changes over a range. Only when they become cognieant of the  

pr ice  change w i l l  they a l t e r  t he  quant i ty  consumed. Further,  i f  t h e i r  

consumption pa t te rns  a re  s t icky, the range over which t h e  consumer w i l l  be 

unresponsive t o  pr ice  changes w i l l  be grea ter ,  The s t i c k y  ~ P c  and thus 

the  i n e l a s t i c  demand function a r e  very much an outgrowth of developed 

Western economies and subsequently may o f f e r  a p a r t i a l  explanation f o r  

the  a b i l i t y  of o l igopo l i s t i c  firms t o  mark-up prices,  

PRICE 

1 INDUSTRY DEMAND CURVE 

L 
b 
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Figure 9 



I n  order t o  deal  with the  second possible  case we must examine the  

demand function of, t he  firm r a t h e r  than t h e  industry a s  a whole. I f  we 
1 

$ now assume tha t  t8e  money supply is endogenous r a the r  than exogenous and 
t h a t  the  monetary au thor i t i e s  expand the  money supply i n  response t o  

p o l i t i c a l  and sociological  pressures as the  Cambridge monetarists have 

been arguing, then the re  e x i s t s  f'urther justificpttion f o r  an WPCI = 1. 

Real economic growth would a l so  s h i f t  t he  demand function upwards allowing 

the  producer t o  pass on cost  increases without suf fer ing  any adverse 

output e f fec ts .  There i s  reason t o  conclude tha t  compensating s h i f t s  i n  

the  demand function are  not purely fo r tu i tous  or  coincidental phenomena. 
I 

It may well be a na tura l  by-product of the  market system. Whether t h e  

money supply is exogenous as  the  Chicago Sahool argue o r  whether it is 

endogenous as Cambridee argues, there  is no doubt t h a t  a s h i f t  i n  the  

money supply w i l l  have s igni f icant  ramifications. 

C 

A concurrent s h i f t  upwards i n  Sweesyfs AR function with a s h i f t  

upward i n  the  AC and PIC curves can neut ra l iae  the  output e f feot  of a 

prioe change. This s t rong assumption w i l l  be relaxed i n  the  t h i r d  

sec t ion  of the  analysis. 



f inds  c o s t l y  - competition from a new entrant .  This  a l s o  explains 

, why even if "Sweezyls kink" were removed,the i n d u s t r i a l  group avoids 

oharging too  high a price,  Thus the  o l igopol i s t  w i l l  attempt t o  

minimize t h e  pr ice  increase t o  avoid jumping the  threshold of the  

b a r r i e r s  t o  entry. Further,  it i s  the  general r u l e  t h a t  uncertainty h 
enshrouds t h e  exact l o c a l i t y  of the  threshold, thus causing even 

greafer  r e luc t  anoe t o  inereasa priaes, 

7) A t rade  union e x i s t s  with lexicographic ordering i n  its 

preferences between wages and employment. In  o ther  words the  t r ade  

union w i l l  seek wage increases  with l i t t l e  o r  no consideration of 

employment e f fec ts .  This is subject  t o  a p o l i t i c a l l y  f eas ib le  

minimum leve l  of employment. This assumption i s  j u s t i f i a b l e  on t h e  

grounds t h a t  most union leaders  look t o  employed members f o r  

votes  - unemployed workers do not pay dues and thus do not vote. The 

t r ade  union leadership w i l l  attempt t o  avoid t h i s  minimum because of 

uncertainty as t o  i t s  exact loca le  s ince t h i s  unclertain minimum 

t h e  membership w i l l  oust t he  leadership. 

8) The t r ade  union w i l l  attempt t o  maximize wage increases  i n  

the  long-run. This assumption w i l l  be relaxed t o  one of short-run 

"wage-increase s a t  i s f ic ingi*  i n  subsequent sections.  

,, 

The Model: 

It is now necessary t o  introduoe the  concept of a long-run wage 

employment trade-off curve, which is simply an isoquant i n  wage- 

employment space. It t r a c e s  the  l e v e l  of employment at any given 

l eve l  of output as the  entrepeneur technica l ly  s u b s t i t u t e s  c a p i t a l  

f o r  labour. 
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The t rade  union leadership with i t s  lexicographical ly  ordered 

preferences w i l l  cont inual ly seek wage increases  t o  which employers 

with WPCI = 1 w i l l  agree with only token resis tance.  These wage 

increases  w i l l  be passed on t o  the  consumer i n  the  form of higher 

p r i ces  but the  employer w i l l  t echnica l ly  s u b s t i t u t e  the  now higher 

pr iced labour f o r  c a p i t a l  along the  LRNW curve. Thue we w i l l  observe 

unemployment, cost-push i n f l a t i o n  and higher cap i t a l l l abour  r a t i o s  

over time. For a constant l eve l  of output,  t h i s  process w i l l  continue 

u n t i l  e i t h e r  the  en t ry  wage (i .e.  t ha t  wage t h a t  w i l l  force pr ices  t o  
n 2 the  threshold of ba r r i e r s  t o  entry ) o r  the  maximum wage (i.e. t h a t  

wage t h a t  w i l l  generate a l eve l  of employment below t h e  minimum . 
acceptable l e v e l )  depending on which i s  lower. I f ,  however, t he  

maximum wage is grea ter  than the  en t ry  wage conf l io t  w i l l  occur. 

Thus far the  analysis  has been one of non-conflicting object ives  

which is not t o  say tha t  the  object ives  of labour and c a p i t a l  a rb  

harmonious but over a range the re  seems t o  be no pecuniary reason f o r  

2 ~ n  t h i s  case "entry1# means en t ry  from a foreign competitor. 
Domestic en t r an t s  usual ly face higher cos t s  along with higher prices.  



any d i s t u r b ~ n c e  02 indus t r i a l  peaoe. kowever as  the  ac tua l  wage 

the  en t ry  wage the  cost  of agreement w i l l  r i s e  f o r  the  

employer. This w i l l  generate a c o n f l i c t  of i n t e r e s t s  and possibly 

a s t r i k e .  A s  long as the o l igopo l i s t i c  producer can pass on cost 

inoreases  without any s ign i f i can t  e f f ec t  on competition, output o r  

p r o f i t s  then the re  is no reason f o r  c o n f l i c t  t o  occur, 

CONFLICT 
ZONE 

A s  t he  t r a  e un'on inoreases wages, t h e  
employer s sti Utes labour f o r  c a p i t a l  

the l.1 
W,N equilibrium i f  We- Wm 

\ J  
LRNU 

Figure 1 2  

If 'rnax- 'entry then . S-- 0 
ent ry  

where 3 = S t r i k e  length 

I n  conclusion we have a theory which o f fe r s  a possible explanation 

f o r  some of the  observed behavior i n  wage determination under conditone 

'of olie;opoly. Over time, firms which have an MPPCI 1 w i l l  have no 
reason t o  r e s i s t  union wage demands. Their  response w i l l  be t o  techni- 

c a l l y  s u b s t i t u t e  labour f o r  oapi t  a1 generating unemployment. Conf l i ~ t  

w i l l  only ocour when the o l igopol i s t  i s  confronted with po ten t i a l  



I 

oompetition from a'new entrant  whioh would cause h i s  XPPCI t o  drop below 

one. Thus f a r  the  theory has explained l i t t l e  about wage determination 

per se ,  f o r  i n  the  r e a l  world the  MPPCI i s  general ly l e s s  than one and 

therefore  wage determination becomes a problem of l imited conf l i c t  

r a t h e r  than perfect  harmony. What is now necessary is t o  make the  model 

more dynamic by allowing output t o  vary and relaxing t h e  assumption of a 

monotonic, oontinuous isoqumt. The re laxat ion  of t h i s  l a e t  assumption 

w i l l  have i n t e r e s t i n g  ramifications on the  theory. 



SECTION 11 

The conclusions from sec t ion  one a r e  i n t u i t i v e  but a t  best  can 

only be taken as  tendencies. It is now necessary t o  begin the  second 

s tage  of the  ana lys is  and remove some of the  more contentious assumptions. 

Obviously i n  t h e  r e a l  world output and market s i s e  do ohange. Wage 

negot iat ions a re  d i s c r e t s  r a the r  than continuous and the  neo-classical 

monotonic isoquant is  u n r e a l i s t i c  where technology is of ten  lumpy. The 

re laxa t ion  of the  last assumption w i l l  give s ign i f i can t  in s igh t s  i n t o  

changes i n  the  nature and substance of co l l ec t ive  bargaining. It w i l l  be 

shown t h a t  the  locat ion of the  firm on t h e  isoquant i s  important i n  

determining whether ao l l ec t ive  agreements a re  wage or iented o r  s e c u r i t y  

oriented. The re laxa t ion  of a l l  these assumptions w i l l  i n  no way a l t e r  

t h e  conclusions of the  previous secttion. 

Let us begin w i t h  t h e  re laxa t ion  of two assumptions concurrently. 

F i r s t ,  t h a t  of constant market s i ze ,  and second, continuous wage 

negotiation, Let us assume t h a t  i n  t h e  middle of a two-year contract  

t h e r e  is an exogenous and permznent s h i f t  i n  demand f o r  the  produat. 

The f i r m  will then move along the  expansion path from E t o  some point 3'. 

EXPAN I O N  PATH 
I N  , $PAC3 

Figure 13 
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If t h e r e  is no need t o  i nc r ea se  WEiges t o  a t t r a c t  labour,  t h e  firm 

may l o c a t e  at point  F.  his can only  occur i f  t e chn i ca l  s u b s t i t u t i o n  

is a lone  a smooth neo-class ical  isoquant.  There is no reason t o  

suppose t h a t  t h i s  i s  t h e  case  i n  t h e  r e a l  world and t echn i ca l  s u b s t i t u t i o n  

under t h e s e  circumstances would be u n l i k e l y  t o  occur. I n  t h e  i n t e r im  

per iod of a wage negot ia t ion  it would seem un l ike ly  t h a t  reswitching of  

techniques  would occur. Given t h e  s h i f t  of  t h e  LRNW t o  LRNW' we w i l l  have 

a r e s u l t a n t  s h i f t  i n  t h e  W m  t o  Wi. Thus increases  i n  t h e  demand f o r  t h e  

product would have t h e  important e f f e c t  of  making t h e  eventual  c o n f l i c t  

t h a t  may occur more l i ke ly .  I n  t h e  next round of wage negot ia t ions  t h e  

union w i l l  fo rce  wage increases  and t h e  process w i l l  continue but now 

along LRNW' . 
This  immediately begs another  question.  I f  W m b  W e ,  why does t h e  

union not  imhlediately push towards t h a t  point  i n  each negot ia t ion  and 

t h u s  genera te  c o n f l i c t ?  The answer has t h r e e  par ts .  F i r s t ,  wage negotia- 

t i o a s  a r e  temporally d i s c r e t e  phenomena r a t h e r  than oontinuous and t h u s  a 

t r a d e  union leader  may wish t o  avoid i nc r ea s ing  wages t o  t h e  maximum 

because he wishes t o  avoid c o n f l i c t  i n  t h e  next wage round. Second, given 

t h a t  t h e  union leadersh ip  may wish t o  avoid c o n f l i c t ,  unce r t a in ty  may 

fo r ce  him t o  move caut iously .  Third ,  t h e  'union membership may be wage 

s a t i s f i c i n g  r a t h e r  then  maximining which may slow t h e  movement a long t h e  

LRNW. 

L e t  us  now r e l a x  t h e  assumption of a monotonic isoquant and have 

only  fou r  poss ib le  production po in t s  r a t h e r  than an i n f i n i t y .  Fur ther ,  

it s h a l l  be assumed t h a t  t h e r e  e x i s t s  some cos t  a s soc i a t ed  with scrapping 

one production technique and in t roduc ing  another. 
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Figure 14 

If we transfer these four produotion points into wage-employment 

we obtain the following LRMJ. 

Figure 15 

space 



Assuming we a r e  a t  point D i n  f igure  15 - the  most labour-intensive 

method of production, and unions push f o r  a wage increase the employer 

w i l l  absorb the  wage increase u n t i l  point D' where the  cost of absorbing 

an e x t r a  d o l l a r  of wage increases w i l l  fo rce  the firm t o  s u b s t i t u t e  

production technique D f o r  C. Now, however, the  t rade  union w i l l  

attempt t o  avoid pushing wages beyond W e  because i n  t h e  present o w e  
m 

displaoement and retrenchment of employees would be massive and t h e  

p o l i t i c a l  ramifioations may lead t o  an oust ing of t h e  inoumbent leader- 

ship,  It is predictable  from t h i s  model t h a t  as  we approach the  

%mbsti tut ion pointsu the  bargaining i s sues  w i l l  ohange from a wage 

or ien ta t ion  t o  an employment or ien ta t ioh ,  Further, at each and every 

production technique there  w i l l  be a wage maximum and an employment 

minimum. 

The diagramatic analysis  is now complete. The relaxat ion of the  

minor assumptions of the  f i r s t  sec t ion  has f a c i l i t a t e d  a number 09 

important conclusions, espec ia l ly  conclusions regarding the  subetame of 

c o l l e c t i v e  agreements, i.e. whether they a r e  t o  be wage or iented o r  

s e c u r i t y  oriented. The tendencies of the  f i r s t  sect ion a re  s t i l l i * t a o t  

but l i t t l e  more car? be sa id  about wage theory u n t i l  t he  sssumptfon of t h e  

MF'PCI = 1 is relaxed, It is t h e  re laxa t ion  of t h i s  assumption t h a t  w i l l  

c o n s t i t u t e  the  bulk of the  ana lys is  i n  t h e  following section. 



I n  t h i s  sec t ion  two of the  most inportant  assumptions a re  relaxed: 

MPPCI = 1, and t h a t  the  t r ade  union maximiles wage increases. Recapping 

t h e  assnmpt ions t 

We have an o l igopo l i s t i c  producer who bargains co l l ec t ive ly  with 

a trade union t h a t  represents  all h i s  employees. 

The o l igopol i s t  is a l s o  the  wage and price leader  f o r  t h e  

i n d u s t r i a l  group. 

The o l igopol i s t  attempts t o  maintain h i s  market share,  i .e , ,  

MS '= ai is constant 3 Uithin t h i s  constraint  he attempts t o  

r 
i=l i 

minimize production costs ,  P r o f i t s  a re  a l so  constrained so  

t h a t  he operates only where ac tua l  p r o f i t s  a re  grea ter  

than o r  equal t o  some subjec t ive ly  determined minimum, i.e., 

R > R min. 

The o l igopol i s t  can pass on some proportion of a given cost 

increase t o  the  consumer i n  the  form of higher pr ices  but not 

a l l ,  i.e., MPPCI < 1. Mhat can not be passed on is absorbed 

i n  the  form of lower prof i t s .  The o l igopol i s t  may a l so  choose 

t o  inaur  a e t r i k e  i f  the  p r o f i t  stream is g rea te r  

by having a s t r i k e  than by absorbing the  wage increase. 

A t  t he  end of the  wage bargain the  producer is confronted with 

an output,  p r ices ,  wages and employment decision, t he  l eve l s  

of which a r e  invariant  i n t o  the  inde f in i t e  future.  This  

assumption is f o r  mathematical simplicity.  

The o l igopol i s t  recognizes the  t rade  union and is aware of i t s  

demands and i t s  res i s tance  curve, The firm se leo t s  t h a t  l e v e l  

of p r o f i t  rtsld thus  output pr ices  and employment t h a t  w i l l  

maximiae t h e  discounted present value of i ts fu ture  p r o f i t  

stream subject  t o  t h e  above constraints .  The firm bears no 

malevolence toward the  union, 

308 = market share - constant and exogenously given., 

C a 
ill i P market s i s e  - var iab le  and exogenously given. 



6 )  The t r a d e  union d e s i r e s  a s a t i s f a c t o r y  wage-fringe adjustment, 

It does not .r:aximi.te and has l i t t l e  i n t e r e s t  i n  employment 

e f f e c t s .  

7) The union has a r e s i s t anoe  curve which is d i r e c t l y  r e l a t e d  t o  

membership preferences.  

The Model 

The p r o f i t  l e v e l  i n  each time per iod is: 4 

n = a P - f i W  - H 

where .R. = t o t a l  p r o f i t  

a = l e v e l  of output 

P * p r i a e  
B = manhours of labour  

W = wage r a t e  

H = f i x e d  c o s t s  

The present  value of a f u t u r e  p r o f i t  s tream isr 

where V = discounted ne t  present  value of an i n f i n i t e  p r o f i t  s t ream 

r = r a t e  of time discount 

t 3 time 

S u b s t i t u t i n g  1 i n t o  2 we obtain:  

which may be wr i t t en  as follows: 
m 

V = f S { a p  - @ ~ ) e - ~ ~ d t  - jm~enrtdt 
0 ( 4 )  

3 ixed  c o s t s  run from Rero  t o  i n f i n i t y  where va r i ab l e  c o s t s  only  begin 

when t h e  s t r i k e  ends. ( 1 t  is poss ib le  t h a t  S - 0  ) 
,-rs H 

V P - B'QT - - r ( 3  ) 
Thus f a r  we have d e a l t  with a tautology.  I n  order  t o  give  t h i s  theory  

ope ra t i ona l  s i g n i f i c m c e  we must in t roduce some behavioral  r e l a t i onsh ip s  

%?he ana ly s i s  could be developed using vec tors ,  however, t h i s  would 
add l i t t l e  o r  nothing t o  t h e  analysis .  



-) 
i n t o  the  timtology, Let us examine the  union's behavior. We know 

by assumption t h a t  the  union seeks th ree  types of re turn  i n  it 's f i n a l  

pre-s tr ike demand. 

1 )  Permanent income - Friedrnanite va r i e ty  ( ~ p )  

2) Equity income - maintenance of  r e l a t i v i t i e s  with those i n  

Dunlopian wage contour (ye)  

3)  S t r i k e  re turn  (YS) 

Wages can be 

where, 

represented as  follows: 

wage earned p r i o r  t o  negot iat ion 

s t r i k e  length 

Yp + Ye = f i n a l  eernand p r io r  t o  s t r i k e  

t h e  acceptable wage increase a f t e r  an i n f i n i t e l y  long s t r i k e  

wage r a t e  of those groups i n  t he  Dunlopian wage contour with 

whom the  union membership t r a d i t i o n a l l y  compare themselves. 

Thus i f  no s t r i k e  occurs the  union w i l l  s e t t l e  f o r  A,but i f  a s t r i k e  does 

occur the  union w i l l  be forced down its res i s tance  aurve t o  a wage the  

employer f inds  more agreeable. 

5 ~ h e  w e i g h t i n e  X and X k  w i l l  be so  adjusted aa t o  avoid double i 
oounting between Yp and Ye. The weightings are  spec i f ied  so as t o  add t o  

one. The precise  c a l c u l ~ l t i o n  of these is l e f t  t o  the  soonometrioian. 
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Figure 16 

The above r e s i s t a n c e  curve has been pos i ted  i n  response t o  t h e  

r e s i s t a n c e  curve used by Ashenfahlter  and ~ o h n s o n ~  which is a simple 

exponent ia l  decay function. Not only have Ashenfehlter  and Johnson 

o f f e r ed  no j u s t i f i c a t i o n  f o r  p o s i t i n g  such a resihstance curve, but  

t h e r e  does not  seem t o  be any i n t u i t i v e  reason f o r  having a r e s i s t a n c e  

ourve e x h i b i t i n g  exponent ia l  decay i n  t h e  e a r l y  s t age  of t h e  s t r i k e .  

The proposed a l t e r n a t i v e  is : 

Q P a measure of l e i s u r e  preference of t h e  rank-and-file 

u = a measure of l i q u i d i t y  preference of t h e  mnk-and-file 

R = change i n  wage demand 

6 d 8 ~ a r e a i n i n g  Theory, Trade Unions, and I n d u s t r i a l  S t r i k e  
Act iv i ty , "  Amerioan Tconomic Review, (March 1969) 
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Equation 7 shows t h a t  union r e s i s t a n c e  is an exponential  decay 

func t ion  which opera tes  d i r e c t l y  on A,  t h e  f i n a l  pre-s t r ike  wage demand, 

The s lope  of t h i s  decay funct ion is  determined by t h e  l e i s u r e  and 

l i q u i d i t y  preferences  of t h e  rank and f i l e .  The s i s e  of t h e  wage demand 

decays e x p o n e n t i ~ l l y  u n t i l  it asymto t ica l ly  approaches Y,. From t h i s  

r e s i s t a n c e  curve we can separa te  t h r e e  s t a g e s  of conoession. F i r s t ,  

where t h e  l e i s u r e  preference predominates i n  i ts in f luence  over t h e  f i n a l  

p re -s t r ike  demand and conoession is  minimal. Second, where t h e  l i q u i d i t y  

preference begins t o  operate  and concession becomes evident and t h i r d ,  

where concession l e v e l s  o f f  due t o  t h e  "sunk cos tM na ture  of t h e  s t r i k e .  

If t h e  Y, is negat ive  then  we oan have a wage decrease resu l t ing .  

Continuing t h e  ana ly s i s  l e t  us examine t h e  p r i c i n g  behavior of  our  

o l i gopo l i s t .  

where : Pt-l = pre-negotiat ion p r i c e  of output 

= MPPCI. The MPPCI i s  sub jec t  t o  a constant  market share  
and i s  a func t ion  of t h e  fol lowing var iables!  

1) e l a s t i c i t y  of demand f o r  t h e  f i n a l  product 

2 )  t h e  s i e e  of t h e  average coet  inc rease  

3 )  degree of  concen t ra t ion  

4)  b a r r i e r s  t o  e n t r y  

5 )  growth of demand both i n  a nominal and r e a l  sense  

6)  t h e  response of competi tors t o  t h e  p r ioe  change 

If market condi t ions  p lu s  t h e  wage demand a r e  such %ha$ t h e  o l i g o p o l i s t  

has an MPPC141 and t h e  discounted net  present  value of  p r o f i t  is g r e a t e r  

wi th  a s t r i k e  than  without,  a s t r i k e  w i l l  occur. The f i r m  t h a t  maximises 

V has  a choice  of agree ing  t o  A and avoiding a s t r i k e ,  o r  inour r ing  a s t r i k e  

and t h u s  s e t t l i n g  at a lower wage r a t e .  S ince  output is oonstra ined by 

t h e  assumption of  conetant  market share  and p r i ce  is cons t ra ined  by t h e  

IUDPPCI, t hen  by maximising V t h e  o l i g o p o l i s t  i s  i n  e f f e c t  minimising costs .  

The fol lowing a r e  two poss ib le  V p r o f i l e s  f o r  varying s t r i k e  length. 



Figure 17 

P r o f i l e  A of f igure  17 indica tes  t h a t  it would be prof i tab le  t o  

incur  a s t r i k e  as there  would be s ign i f i can t  concession from the  t r ade  

union r e s u l t i n g  i n  increased prof i t s .  It would not be prof i tab le  t o  

continue the  s t r i k e  a t  So, as the  cost due t o  the  r a t e  of time dieoount 

would decrease the  value of V r e l a t i v e  t o  any possible concession by 

t h e  t r ade  union t h a t  may increar~e  n.  In p r o f i l e  I3 we have a corner 

solution. The employer w i l l  choose not t o  incur  a  s t r i k e  because e i t h e r  the  

s i z e  of r o r  the  nature of t h e  t r ade  union res i s tance  curve would 

force V t o  f a l l .  

Returning t o  equation 5: 

The o l igopol i s t  w i l l  s e t  ~ v / & = o  r 

0 = diap - gW) sgrs - e -rS - Iap - @A) 
dS r 

C 8 )  

mvding both s ides  by e-rs we obtain: 



Solving equation 9 f o r  W we obtain:  

Fur ther :  a E L: . Z a 
i=1 i 

S u b s t i t u t i n g  equations 11 and 12 and t h e  p r i c e  equation 

we obtain:  

( 12 ) 

i n t o  10, 

61n o rde r  t o  exp la in  t h e  s i g n s  o f  t he se  p a r t i a l  de r iva t i ve s ,  
it is necessary t o  reoogniee t h e  downward s lope  of  t h e  r e s i s t anoe  
curve and t h a t  a change i n  wages will oause a ohwge i n  pr ice .  
The s lope  of t h e  o the r  two p a r t i a l s  then  comes from t h e  downward 
s lop inp  demand curve f o r  labour  and t h e  f i n a l  product. 



Thus we 

1 )  

chn conclude t h a t  wages w i l l  be grea ter ,  c e t e r i s  paribus: 
/ 

The grea ter  is output, market share,  and narket s ize.  

Due t o  employment being on the  denominator of t h e  equation, 

it is d i f f i o u l t ,  i f  not impossible, t o  d i f f e r e n t i a t e  between 

a sca le  e f f e c t  and a product ivi ty  e f f e c t  sf any given change 

i n  output. 

The smaller is  employment. 

Combining 1 and 2, t he  g ree te r  i s  average product and thus  

the  smaller the  labour cos t / to t a l  cost. 
I 
I 

The l a rge r  i s  the  pr ice  of f i n a l  output znd thus  the  KPPCI 

which is re l a t ed  t o  the  c h a n ~ e  i n  average cos t ,  the  b a r r i e r s  

t o  entry,  the degree of concentration, t he  e l a s t i o i t y  of t h e  

demand function, and the  growth of demand f o r  the  f i n a l  

product. 
"lbr 

The grea ter  is r, the  r a t e  of time discount. , bh31 a 
" WI 

1 < I  

The l e s s  responsive is output t o  a change i n  8 .  

The smaller is the  responsiveness of wage r a t e  changes t o  S 
:Y 

3 i  

along the  union res i s tance  aurve, i.e. the  g rea te r  is t h e  dl' 

l e i su re  preference and the  smaller  the  l i q u i d i t y  preference. 

The grea ter  is Y, and the  Larger is A = Yp + Ye. ib 

The grea ter  is the  responsiveness of employment t o  t h e  length 

of the  s t r i k e .  
dV The smaller is the  optimum p r o f i t  required t o  s e t  = 0 if a 

s t r i k e  occurs. This i s  because a s t r i k e  a c t s  as a method of 

income d is t r ibut ion .  However, t h i s  is  not t o  say t h a t  t h e  

wage b i l l  w i l l  be higher i n  firms with lower wage r a t e s ,  but 

r a t h ~ r  t h a t  a lower p r o f i t  r a t e  is implied onoe a l l  cos t s  have 

been passed on and the  only o ther  source of absorbing cos t  

increases would be a f a l l  i n  p ro f i t .  

The higher is t o t a l  revenue, c e t e r i s  paribue e t  mutatis 

mutandis, the  higher is p ro f i t .  This seems contradictory t o  
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conclusion 9, but 9 is a behavioral  r e l a t i o n s h i p  not 

r e l a t e d  t o  t h e  s t a t e  of t h e  indus t ry ,  I n  e f f e c t  9 i s  

equ ivs len t  t o  a Ricardian wages fund where success ive  

increments i n  wages must come from p ro f i t .  Na tura l ly  

t h e  l a r g e r  t h e  wages fund, t h e  g r e a t e r  t h e  wage r a t e  

and t h i s  neces sa r i l y  impl ies  t h a t  h igher  wages mean a 

smal le r  r e s i d u a l  f o r  p r o f i t .  

Let us  now r e t u r n  t o  equation 9 and s e e  i f  t h e r e  i s  something more 

t o  be der ived from t h e  ana lys i s .  

but:  aP - f3iJ = n + H 

but: 3 = 0 by assumption 
df 

Thus we have an enui l ibr ium condi toni  3, t h e  marginal bene f i t  of  t h e  
dS 

s t r i k e ,  i s  equal t o  r (aP  - P W ) ,  t h e  marginal cos t  of t h e  s t r i k e .  A t  

t h i s  equi l ibr ium poin t ,  t h e  V func t ion  reaches  a maximum. The oligopo- 

l is t  has  thus  s e l e c t e d  an optimum s t r i k e  length. From t h e  r e s i s t a n c e  

aurve,  t h e  o l i g o p o l i s t  can determine t h e  wage r a t e  he must pay and t hus  

p r i c e  of  t h e  f i n a l  product, output and employment as ind i ca t ed  i n  

f i g u r e  18. 



Figure  18, 

Let us r e l a x  s eve ra l  of t h e  assumptions i n  o rder  t o  determine how 

t h e  foregoing ana ly s i s  depa r t s  f rom neo-class ic isn ,  Solving f o r  W i n  

equat ion 12 we obtain:  

da but if no s t r i k e  occurs then -- = 0 and i f  r( = 0 then  P - Pt-l and we dS 
are i n  a long-run s i t u a t i o n  where p r o f i t s  are equal t o  eero. Then: 

but  i n  t h e  long-run APP = NPP, 

which i s  a neo-class ical  so lu t i on ,  This impl ies  t h a t  as t h e  MPPCI 

approaches aero,  AR appraaches MH, and t hus  per fec t  oompetition i s  

only  a very s p e c i a l  case  of  t h e  ol igopoly with which we a r e  dealing.  
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What assumptions were relaxed i n  our analysis  i n  order t o  der ive 

the  neo-classical solut ions? The answer t o  t h i s  question may prove a 

f i t t i n g  conclusion t o  t h i s  sec t ion ,  f o r  su re ly  it is the  departure 

from a paradigm t h a t  cons t i tu t e s  the  s o l e  aontr ibut ion of any theory. 

Basiaal ly ,  811 t h a t  was required t o  derive the  neo-classical case was 

t o  s e t  t he  NPPCI = 0 and by omit t ing the  s t r i k e ,  The re laxa t ion  of t h i s  

l a s t  assumption r i d s  the analys is  of the  wage equation and thus  a l l  

ves t iges  of behavioralism, This suggests t h a t  much of neo-alassical 

d i s t r i b u t i o n  theory stems from a basic  accounting iden t i ty ,  i.e. p r o f i t s  

a r e  equal t o  t o t a l  revenue minus t o t a l  cost.8 The re laxa t ion  of t h e  

former assumption, i , e .  MPPCI =" 0 removes a l l  market power from t h e  hands 

of t h e  firm and s e t s  the  MI = AR, This w i l l  give us per fec t ly  competitive 

demand conditions,  It i s  i n  these two assumptions t h a t  we have a neo- 

c l a s s i c a l  and i n s t i t u t i o n a l i s t  synthesis.  The r o l e  of the  t r a d e  union and 

its rank and f i l e  i s  embodied i n  the  wage equation, It is v i a  t h e  wage 

demand t h a t  we w i l l  get soc io logica l  pressure on t h e  wage l eve l  and 

in f l a t ion ,  It is v i a  the  WPCI and the  n u l t i p l i o i t y  of eaonomic and 

i n s t i t u t i o n a l i s t  var iab les  t h a t  determine it, t h a t  t h e  firm has the  

d iscre t ionary  market power t o  acquiesoe t o  such wage demands. I n  t h i s  

sense t h e  ana lys is  may prove t o  be a formalization of what Professor 

Hicks has been arguing as  a major cause of in f l a t ion ,  Nhat remains i n  the  

f i n a l  seot ion is the  removal of two e x t r a  assumptions pertaining t o  the  

omniscience of the  firm. This w i l l  cons t i tu t e  the  bas is  f o r  a rev is ion  of 

Hickst cohcept of concession and res i s tance  curves, 

Pre lude ,  t o  a O r i t  ique of Raonomic Theorx, 

The basic tennet of S r a f f a t s  work 
a r e  der ivable  from accounting equations, 

P ier ro  S ra f fa ,  Product ion of Commodit iss by Wans o f ,  Commodities 

Cambridge, University Press. 

i s  t h a t  neo-classical so lu t ions  



SECTION TV 

Let us r e tu rn  t o  equation 9 before en ter ing  i n t o  the  bulk of the  

ana lys is  r 

Solving f o r  W; 

but; d ( a ~  - $w)  = a . - d ( B ~ 1  . 2 
dS .Br dS Pr dS Br 

Subs t i tu t ing  the  above equation i n t o  1 4 we obtain t 

Tot a1 Revenue Total  Wage Effect  
Effect  

These t w o  e f feo t s  ares 

1 )  Tota l  Wage Effect - Bages w i l l  be hieher  by the  change i n  the  

t o t a l  wage b i l l  with respect t o  the  length of the  s t r i k e ,  

divided by t he  number of hours of post-strike employment t imes, 

t he  r a t e  of time discount. 

2 )  Tota l  Revenue Effect  - Wages w i l l  be lower by the  change i n  the  

t o t a l  revenue with respect t o  the  length of t h e  s t r i k e ,  divided 

by the  number of  hours of post-strike employment times the  r a t e  , 

o f  time disoount. 

In  order  f o r  a s t r i k e  t o  occur the  following must be t ruer  



I f Y h i s  were not t h e  case then the  ificrement t o  t o t a l  coat of a s t r i k e  

would be g rea te r  than the  increment t o  t o t a l  revenue and no r a t i o n a l  

employer would i ~ n d e r t a ~ e  a s t r ike .  Even though t h i s  may be t h e  case,  

t he  s igns  of the  p a r t i a l  der iva t ives  i n  11 may not be so  clear .  

To ta l  Revenue Effect 

We know t h a t  W / ~ S  < 0, but t h i s  does not necessar i ly  mean t h a t  d a / d ~  > 0. 

If we remove the  assumption t h a t  output e f f e c t s  a re  always positive, we 

can separate  two possible e f f e c t s  on t o t a l  output, 

1) Wage Effect: d~/dS.r 0, -t da/di? > 0. By holding out longer tho employer 

forces  wages and pr ices  down thus increasing potent ia l  market, i.e., 

2 )  Market Effect: d a / a  < 0. Under conditions of product 

d i f f e ~ e n t i a t i o n , a  s t r i k e  may cause consumers t o  lose  t h e i r  brand 

a l leg iance  and t r y  s u b s t i t u t e  products,which may have adverse e f f e c t s  on 

output,  i.e., 

but i n  order  f o r  a s t r i k e  t o  occur the  following must hold t r u e ;  

( d ~ l / d s ) ~  + (du/m)* > 0 

The bas is  of t h i s  sec t ion  w i l l  be the  removal of t h e  above inequal i ty  

s o  t h a t  it is possible fo r ;  



Sect ion th ree  d id  not allow f o r  the  market e f f e c t ,  only the  wage effect .  
G ' 

Tota l  Wage Effect  

There i s  l i t t l e  question a s  t o  the  s ign  of d ~ / d ~ ,  but @/d~ depends 

e n t i r e l y  upon dct/dS 

It is now necessary t o  r e l ax  ane more assumption before t h e  above 

makes ana ly t i aa l  sense, We must r e l ax  the  assumption of omniscience, 

By doing s o  we can have an employer who responds t o  cos t s  under 

condi t ions of imperfeot information. 

Let us s e t  up our assumptions. 

1) We have the  same o l igopol i s t  as i n  sec t ion  th ree  however he 

now.no longer has perfect  knowledge of t h e  union's res i s tance  curve. 

He does have an estimate of the  t rade  union's resis tanoe ourve on which 

he bases h i s  behavios. H i s  peroeption of the  curve a r e  adJusted v i a  an 

e r r o r  learning model. He does not know what h i s  optimum V w i l l  be, It 

is obvious from t h i s  assumption t h a t  it i s  necessary t o  change the  nature 

of sec t ion  three  i n  order t o  amommodate suoh an assumption. 

2) He responds t o  wage demands by the  t rade  union by oa lcula t ing  

the  t o t a l  oost of not agreeing t o  the  e s t i m ~ t e  of the  l a t e s t  demand and 

d iv id ing  t h i s  by the  number of hours he requires.  

i.e, :- C = Tota l  Cost per day 
% 

where C = c o n ~ e s s i o n  o r  change i n  offer.  

- In  o ther  words the  da i ly  cost  i s  ca lcula ted  and divided by employment. 

Assume the  f i r s t  day of a s t r i k e  cos t s  the  firm $1,000 and the  f i r m  

requi res  100,000 hours i n t o  t h e  planning period, then it w i l l  offer 

$,01 t o  its employees. If on the  seoond day it cos t s  $2,000, then t h e  

addi t ion t o  the  previous day's o f fe r  w i l l  be $.02, a t  hoa genus omne. 

The aa tua l  extent  of concession, i.e., the  cost of disagreement, 

is determined by ourrent p r o f i t  l o s t  by not agreeing t o  the  union's 



i/ 
terms plus t h e  market l o s t  by removing one's product from the  market 

and exposing consumers t o  a l t e rna t ive  brands minus the  posi t ive 

p r o f i t  associated with lowered wages. Over time t h e  oost of 

disagreement w i l l  continue t o  r i s e  a s  t h e  market e f f e c t  increases  and 

t h e  wage e f f e c t  becomes l e s s  s igni f icant .  Further,  even i f  t h e  net  

Cost were constant each day the re  would be cumulative concession, i.e,,  

if t h e  oost per  day were $1,000 the  cumulative wage o f f e r  would be 8.01 

per day i f  employment were 100,000. 

The oost of agreement ( C A )  w i l l  cont inual ly f a l l  aa t h e  oost of 

disagreement (CDA) r i ses .  The C A  is determined by t h e  differenoe i n  

t h e  discounted present value of p r o f i t s  at t h e  union's present wage 

demand and expected p ro f i t  at the   employer*^ offer.  The s t r i k e  w i l l  

terminate  when the  oost of disagreement is equal t o  t h e  cost of 

agreement, ice . ,  CA - CDA = 0 o r  CA/CDA = 1. 

Stage 1 

I n  t h i s  s tage  t h e  coet of disagreement is eero because inventories  

e x i s t  and thus oonoession is minimal. 

I 
where d ,  F, and r 5 pre-strike l eve l s  of output, p r ice  and p r o f i t  ra te .  

If IE - u then Inventory Zffeot = 0 where Ig = Effectual  supply of 

inventories  t o  oonsumers, 

We know t h a t  C P Total  Cost per day/B. 

Thus the  s i z e  of conoession when inventories  e x i s t  is as follows: 

If a = 'E then the re  w i l l  be no oonoession. 
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Thus i n  s tage two: 

f3 

Stage 111 

I n  s tage th ree  the  s t r i k e  becomes progressively longer and t h e  

changes i n  the  wage and market e f f e c t s  become negl ig ib le ,  i . e .  

A s  t h i s  occurs the  t o t a l  cost of the  s t r i k e  (TCS) becomes: 

Furthermore, it is conceivable t h a t  as  S -+ ", a P  -+ 0 and thus T W  = H 

The Concession Curve 

The following logic  i s  e s s e n t i a l l y  marginalist. We have assumed 

t h a t  t he  employer w i l l  concede t o  t h e  union according t o ;  

t o t a l  cost  pe,r dax 
B 

i n  every time period of the s t r ike .  I n  o ther  words the  o l igopol i s t  is 

indi f fe rent  between a l loca t ing  the  oost of the  s t r i k e  t o  h i s  employees 

and l o s ing  it on l o s t  production, The concession cWve which i s  

u t i l i s e d  is of an exponential form and is only one of an i n f i n i t e  

number of mathematical equations exhib i t ing  t h i s  type of general slope, 

The p a r t i t i o n  of the  concession ourve i n t o  th ree  separate  s tages  is 

purely a r b i t a r y  and is only meant as an approximation of the foregoing 

ana lys is -  
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We can now define our concession curvet 

A - -  - - - 
I - - -  - -  1 - - - - - - -  

I 

STAGE 1 1 

INVENTORY I 2 2 - yo)(l-e -Y S ) 

age o f f e r  a t  S = 

I Y = Original  wage o f f e r  
I 
I 

I 
I 

I I 1 B 
S 

Figure 20 

We can now bui ld i n  an error-learning model i n t o  our concession 

curve. Keeping i n  mind t h a t  we a re  working under t h e  aasurlption t h a t  

t h e  o l igopol i s t  makes estimates of the  union's res ie tance  curve i n  

order  t o  t r a c e  out h i s  own concession curve, it is necessary t o  make 

h i s  estimate of t h e  union's res i s tance  curve a parameter of t h e  

concession curve. Let us  assume t h a t  from a n  o r ig ina l  wage demand of 
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Figure 21 

follows r 

46 

< 
an e x t r a  $1 by t h e  union, t he  employer estimates t h a t  8% time point 

So i n  the  s t r i k e  the  union w i l l  be demanding 8.90, inatead the  union 

ac tua l ly  demands 8.80. What ensues? The employer h i s  

est imate of the  union's res i s tance  curve downwards so tha t  it passes 

through t h e  8.80 point. However, the  estimate of t h e  

union's res i s tance  curve is  a parameter of h i s  own ooficeasion ourve. 

Thus t h e  s h i f t  of t he  res i s tance  curve m e a s  a decrease i n  the  Gost 

of disagreement and thus a s h i f t  of h i s  ooncession curve downwards as 

Thue t h i s  w i l l  necessar i ly  mean a lower wage r a t e  but the  

conclusian regarding s t r i k e  length is  l e f t  ambiguous. 



Equilibrium Conditions 

We a m  now attempt to derive equilibrium solutions for the 

concession and resistance curves. 

Figure 22 

Due to the exponential nature of the simultaneous equations, it is 

extremely difficult to solve for the two equilibrium points Wo a d  So. 

Equilibrium solutions are only derivable by means of computer aimulstion 

which is of little use in formulating conolusions. Further, medium 

sized numbers are not amenable to expansion by Taylor series or any 

other type of approximation. As a result it is not feasible and perhaps 

not even worthwhile to attempt to derive conclusions pertaining to the 

equilibrium strike length. However, from the assumptions embodied in the 

concession and resistanoe curves we can derive the following tendencies: 

The strike will be longer, ceteris paribus, 

1) The larger is A. 

2) The greater is the leisure preference of the 
rank-and-f ile. 

3) The larger is the stock of inventorf es. 

4)  The more inelastic is the consumer allegiance function. 

5) The more elastio is the demand function for the final 
product . 



The smaller i s  the l i q u i d i t y  preference of the 
rank and f i l e .  

The smaller i s  t he  t o t a l  p ro f i t .  

The smaller is  prioe. 

The lower is  the  l eve l  of output. 

The smaller i s  the  r a t e  of time preference, r. 
The g rea te r  is the  responsiveness of P t o  changes 
i n  W ,  i.e. t he  g rea te r  is the  labour cost/* o t a l  cost .  

The l a rge r  i s  Y, and the snaller is Y:. 

The smaller a re  f ixed  costs.  



The - d a l y s i s  i s  now complete. Me have a theory of wages and o f  s t r i k e  

l e n r t h  determination & i r h  i n c o r p o r ~ t e -  both i x y t i t u t i o n a l  st and neo- 

o l a s s i c n l  assurnptiona .nd conclusions. Section three  u t i l i - e s  a neo-Ricardian 

theor.: of pr ice  determination f o r - a n  o l igopo l i s t  i n  a tBSwee?y-typen product 

m,mket. &,any of tne constrs ining 2nd u n r e a l i s t i c  assumptions of t h e  Ashenfsihlter 

and Johnson work a re  removed without renderinc the  theory inconsis tent  w i t h  

t h e  Pen-Chsmberlain theory, •÷'he most s iLmif icant  contr ibut ion of sec t ion  th ree  

t o  wage t r e o r y  l i e s  i n  the introduction of the  a b i l i t y  of the  firm t o  mark-up 

pr ices  and'thu ro le  of the t r ade  union i n  the  determinafion of the  waip rate .  

It is v iu  the  t r ade  uniLm demand and t h e  employer's a b i l i t y  t o  acquiesce t o  

t h a t  demand t h a t  we have at l e r t ~ t  a p a r t i a l  explanation f o r  "bargaining table8 '  

i n f l a t ion .  This is  not t o  say t h a t  t h i s  approach t o  i n f l a t i o n  i s  incons is tan t  

With t h e  Monetarist approach f o r  sure ly  one of the  most important f ac to r s  

i n  determining the  employer's a b i l i t y  t o  mark-up pr ices  is  the  s h i f t  upwards 

i n  nominal demand function f o r  the f i n a l  product. Other f ac to r s  w i l l  a l so  be 

important; the  i n e l a s t i c i t y  of t h e  demand function f o r  the  f i n a l  product, t h e  

height of the ba r r i e r s  t o  en t ry  , t he  decree of concentration and t h e  si2.e of 

the  average w a p  insre-n. e, Hithin t h i s  a b i l i t y  t o  mark-up pr ices  may l i e  the  

micro-economic foundations of i n f l a t i o n  theory and a possible  souroe f o r  

the  eventual disentanglement of t he  debate between the  Monetarists and t h e  

Cambridge School, 

I n  sec t ion  four  Hicks, muoh c r i t i c i z e d  concession and res i s tance  curves 

a re  reformulated giving the  s lopes s p e c i f i c  econonlic jua t l f ica t ion .  Conclusions 

regarding, s t r i k e  length are  derived from t h i s  sec t ion  , many of, which a r e  

empir ical ly  t e s t ab le .  Conceivably i~t may be possible t o  derive oe r t a in  hypotheses 

per ta in ing  t o  p a r t i c u l a r  i n  ; u s t r i e s ,  e , g . ,  industry X w i  11 general ly  have 

lon,yer s t r i k e s  than industry Y because t h e  wage effeot  i s  l a rge r  than the  

market e f f ec t  i n  X. 
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