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ABSTRACT

THE EFFECTS OF TRADE UNIONS ON TOTAL COMPENSATION
IN KOREA FOR 1987-1999

By

JEONGHYUN LEE

The purpose of this study is to examine the effects of trade unions on total compensation
including wages and benefits in Korea for the period 1987-1999. In 1987, free collective
bargaining between employers and unions began, following political democratization and
massive labor unrest. The experiences of Western countries indicate that trade unions are
likely to undertake converging roles regarding total compensation. Therefore, in order to
determine whether Korean trade unions undertook similar roles for the period, four
specific areas must be considered: the union wage effect, the union wage-equalizing
effect, the union effect on human capital and other wage determinants, and the union
benefit effect.

For the purpose, this study is based on three kinds of data, individual-level data from the
Basic Survey on Wage Structure for the union wage effect and union effect on human
capital and other wage determinants, establishment-level data, constructed from the
BSWS, for the union wage-equalizing effect, and establishment-level data from
Enterprise Labor Cost Survey in Korea. The Ordinary Least Square, Quantile Regression,
and Two-Stage Least Squares estimation method are used to analyze the data.

Regarding the union wage effect, results show that positive wage effects are found in

Korea for 1987-1999 and the size of the union wage effect is around 5%, implying
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relatively low to 10-25% in the United States. While the union wage effect is larger for
the lower end in the wage distribution for 1987-1995, in addition, the union wage effect
for less-paid workers became less, compared to better-paid workers, from 1996-1999.
The change indicates that Korean trade unions move from the organizations for less-
skilled workers in the late-1980s and early-1990s to the organizations representing
mainly more-skilled workers, who receive higher wages, in the late-1990s. With respect
to the union wage-equalizing effect, the results indicate that unions reduced the degree of
wage inequality within establishments by 7%-25% in the 1990s, when measured by
variance of logarithm of wages and by 7%-14%, when measured by standard deviation of
logarithm of wages. The result implies that Korean unions have succeeded in preventing
their employers from introducing pay-for-performance wage systems in the 1990s.
Also, it is shown that the union reduces the return for education and tenure in all years
and gender wage differentials in most years studied. Regarding union benefit effect,
results imply that unions increase the level of voluntary benefits, compared to non-
organized establishments. In addition, the union organizing rate within establishments
and the individual union’s affiliation to the national union confederation are shown to

affect the level of benefits and nature of benefits, provided by employers.

(Key Words: Total compensation, union wage effect, wage distribution, wage inequality,
human capital, union benefit effect, Korean industrial relations, quantile regression, two-

stage least squares, and ordinary least squares)
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CHAPTER ONE

INTRODUCTION

Fifteen years in Korea have passed since the political democratization and massive
labor offensive occurred in 1987, which can be compared to the wage offensive by
American labor for 1933-1937 and the British General Strike in 1926. In spite of the no-
short history of trade unions and free collective bargaining guaranteed by labor laws in
1953, 1987 in Korea was the first year of free union establishment and free collective
bargaining.

As the Korean economy had developed rapidly for the three decades prior to 1987,
Korea was viewed as a developing country with labor acquiescence (Koo, 2001). Thus, it
is the lack of organized labor and labor acquiescence that has enabled the Korean
economy to achieve rapid industrialization during the past a few decades.

Throughout the 1990s, Korea, along with probably South Africa and Poland, remained
one of the most dynamic industrial relations systems in the world, showing frequent
conflicts between employers, trade unions including workers, and government especially
during the Korean financial crisis of the period of 1998-1999 (Koo, 1996; Chang, 1999).
Korea in the 1990s was described as ‘a nation of endemic strikes’ by the New York Times
(January 17, 1997).

Most likely, the emergence of a new landscape in Korean industrial relations was
affected by the political situation surrounding democratization in the late 1980s. Some

workers built trade unions with political orientations,.but it was also possible to join trade
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unions for non-economic reasons. Furthermore, employers and government were
challenged by the new environment in industrial relations during that time period.

Despite the importance of political, cultural, ideological or personal approaches, the
economic approach is the most important factor in explaining how Korean trade unions
have survived to date. For example, 50.3% of all demands raised by workers were related
to the increase of wages and various allowances in 1987, when massive strikes and an
unprecedented series of union establishments occurred (Chang, 1999). Have the Korean
trade unions since 1987 performed the economic roles as expected and as found in other
developed countries? Moreover, are the economic roles of the unions enough to attract
workers to union membership?

Owver a century ago, Sidney and Beatrice Webb (1894) defined a trade union as “a
continuous association of wage-eamers for the purpose of maintaining or improving the
conditions of their employment (p.1).” The purpose of trade unions is to protect and
advance wages and employment for their union membership in general, in case, a threat
to unijons and workers comes from market competition (Commons, 1909). However,
fC>llowing these goals of trade unions, have Korean trade unions satisfied their union
Membership by increasing wages and improving working conditions? If not, we can
€Xpect that the lack of enhancing economic utilities of union membership will result in a
decrease of union membership in the near future and the dynamics of Korean trade
Unions cannot be repeated in the 21* century any longer.

This study focuses on the importance of wages and benefits. The unions’ goals are to
Pursue such objections as wages, benefits, safer workplaces, and more freedom in union

activities, sympathetic and swift grievance handling for workers, community activities,
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and political activities. Among them, the issue of wages is the most visible and calculable
for the rank-and-file union members. They can feel immediately what their union has
achieved regarding wages during the current year, compared to the previous year or
compared to other firms. While other goals such as grievance handling and political
activities are demanded by the limited scope of union members, in addition, all union
members have an interest in wages and are involved in determining what the unions want
regarding wages. The wage issue is an appropriate measure to reflect how unions
function for their membership, what union members demand from their unions, and how
they are involved in the decision-making process of unions.

During the period of 1987-1999 was the first time that free collective bargaining
was guaranteed to workers via the government and labor laws. Prior to 1987, the level of
wages for Korean workers had been low because workers were not allowed to organize
and the government adhering to export-driven economic development restricted based on
low wages. Thus the opening of the freedom to establish unions and free collective
bargaining in 1987 meant the chance for unions to increase their wages for most
Organized workers. In this historical setting, we may assume that many rank-and-file
Union members expected the unions to demand an increase in workers’ wages as their
first priority. The expectation held by most union members may function as considerable
Pressure on the union itself and its leaders. In the context of Korea for 1987-1999, most

Unions focused on collective bargaining at the level of the firm, due to the mandated
Cnterprise union system. Even though over time political activities beyond the boundary
Of enterprise have been recognized as important as economic activities within firms

through collective bargaining procedures by many observers and union leaders, political
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activities have not been in the direct interest of union members and the goal of most
unions.

Even though this study focuses mainly on the aspects of wages, it does not assume
that economic aspects or goals are more important goals than other union goals. Rather,
this study admits that the other goals of the unions may be more relevant than economic
goals regarding wages. With respect to the Dunlop-Ross debate, this study does not
support the economic aspects of unions argued by Dunlop. Rather this study will argue
that seemingly pure economic issues like wages within unions may be not related to pure
economic decision-making within unions but may be related to political compromise
between the different worker groups such as the union leaders, the less-skilled, and more-
skilled workers, within the unions.

The first empirical part of this study examines the existence of union wage effects and

how union wage premiums are distributed to the various groups of workers in the
distribution of wages. In the second empirical part, how trade unions affect wage
dispersion is considered. The third empirical part examines how trade unions in Korea
affect the four important wage determinants, education, tenure, experience, and gender in
the process of wage determination. The final empirical question in this study concerns
Whether trade unions in Korea have affected the level of voluntary benefits, an
inGl‘e:asingly important part of total compensation in Korea. Also the roles of additional
Union-related variables, union organizing rate and the nature of national union
Confederations, which each individual union is affiliated to, are considered, regarding the

level and contents of voluntary benefits.
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CHAPTER TWO

LITERATURE REVIEW

1. Natures and Goals of Trade Unions

Classical Explanations on the Nature and Origin of Unions

The starting point of this study is to consider the nature and origin of trade unions as
organizations in history. From the 19" century, many have explained the origin and
nature of trade unions. For example, Webb and Webb (1894 & 1987) defined trade
unions as organizations for wage earners to maintain and even enhance working
conditions including wages. In order to achieve the goal, trade unions are required to
control the labor market and to set standard working conditions.

American observers seem to go along with the thoughts of Webb and Webb with
regard to the goals of unions. For example, Perlman (1928) discerns the consciousness of
job scarcity as the main force to create trade unions, while Commons points out the
expansion of the market as an origin of trade unions. Regarding the role of unions, the
thoughts of Perlman and Commons are not too different from Webb and Webb in that
they also emphasize the maintenance of job and enhancement of working conditions.

The Marxist perspective (Hyman, 1975; Goldfield, 1987) towards unions also admits
that trade unions, on the one hand, are, by nature, the economic organization for workers
to enhance their wages and working conditions. In other words, trade unions are viewed
by workers’ organization as improving contracts between employers and workers.

Mentioning that the origin of trade unions is capitalism in itself, however, Marxism
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argues at the same time that the origin of trade unions should contribute to the
termination of capitalism which is opposite to the long-run interests of workers, and not
limit unions while they enhance working conditions for workers. Marxists believe that
under capitalism no way exists to achieve better and fairer contract between employers
and workers in the long run, except the termination of the relations between employers
and workers (Marx, 1947). However, the potential gap between the origin of trade unions
and the ultimate goal of unions, inherent in Marxism, exceeds the scope of empirical

examination in this study.

Dunlop-Ross Debate over the Nature of Union

While those such as Webb and Webb, Marx, Commons, Hoxie, and Perlman provide
classical answers on how trade unions are created and what the purposes of the unions
are, the debate between John T. Dunlop and Arthur M. Ross narrows down the specific
purposes of trade unions and the natures of unions. Dunlop (1944) describes unions as
economic institutions to maximize a wage bill for workers. The “wage bill” means the
total amount of wages combined with size of employment. The concept of the wage bill
seems to be close to the concept of profit to employers. Dunlop assumes trade unions are
as a single actor trying to achieve an economic goal. The contents of an economic goal
for unions narrows the broad working conditions including wages, benefits, employment,
industrial security, and so on, which are emphasized by Webb and Webb (1984 & 1987),
Perlman (1928), and Marxism noted above, to the wage bill, when it comes to Dunlop

(1944).
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Opposing the argument concerning the goal of unions presented by Dunlop, Ross
(1950) regards trade unions as the political organizations created to compromise the
various goals valued and pursued by various groups within unions. Ross does suggest the
political goal of trade unions’ alternative to the economic goal by Dunlop.! However,
Ross focuses on the various and even conflicting goals held by many internal groups
within the unions and the political process of decision-making within unions. Ross rejects
the concept of union as a single actor and the ultimate goal to maximize the wage bill,
Dunlop espouses. One of the strengths of Ross (1950)’s argument is to find the existence
of various groups in the unions and to assume that the goal of unions is not fixed, but

variable dependent on compromise among the interest groups.

Stance of This Study

Someone might think that this study is based on Dunlop’s thoughts on the economic
purpose of trade unions maximizing the wage bill for membership in that this study
focuses on the union effects on wages. However, this study does not argue that either
Dunlop or Ross is better regarding the issue of the purpose and nature of trade unions.

Even though the focus of union activities is in maximizing economic utilities for
their memberships, a union’s target is to move from individual bargaining with their
employers to government, when social security issues involving government emerge
more importantly than individual bargaining with employers. For example, trade unions

may place more emphasis on changing laws requiring increased premiums paid by the

! At this juncture, the meaning of ‘political’ is very different from usual usage such as ‘political unionism,’
which means unions’ activities including enactment of labor-related laws favorable to labor, political
protests, or any political activities beyond collective bargaining with employers. However, the meaning of
the political nature of trade union, argued by Ross, does not exclude political activities by unions towards
government and other social institutions.
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employers, with regard to workers’ compensation or unemployment benefits. The larger
the priority of trade unions over those legislations are, the greater the possibility to
misjudge the role of collective bargaining is, when evaluating the overall outcomes of
union activities.

The role of labor laws has been great in Korea. Union activities to amend labor laws to
be favorable to labor have been an annual agenda. Also the general strikes in early 1997
were provoked by the unilateral amendment of labor laws by the ruling New Korea Party
at that time. Despite the importance of labor laws, it is not relevant to focus on the union
activities aimed to make labor laws favorable to labor in order to evaluate outcomes
achieved by the trade unions of 1987-1999, because no case is presented that the unions
succeeded in changing labor laws including increased premiums paid by the employers
regarding workers’ compensation, unemployment benefits, health insurance, or pensions.

In examining the effects of trade unions on economic outcomes from the period of
1987-1999, this study focuses on the four major issues: the relative distribution of union
wage effects among worker groups, the union effects on wage dispersion, the union

effects on how to determine wages for workers, and the union effects on benefits.

2. The Union Wage Premium in the Wage Distribution

Union Wage Differential

Union wage differentials have been and continue to be the topic of much concern by
many including employers, unions, workers, and even policymakers, and researchers, in

that a large union wage differential may distort the labor and product markets. In
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addition, the size of wage differentials is an indicator, which reveals union power in the
labor market. For this reason, the area dealing with union wage differentials has been
highlighted the most by labor economists.

Wages are the most important outcome of collective bargaining. On the one hand,
union density causes wages and an excessively large union wage premium may
undermine the unions’ bargaining power by diminishing employment (Linneman and
Wachter, 1986). On the other hand, large union wage premiums are seen as boosting
union density and collective bargaining.

The union wage differential’ is defined as “the percentage of wage advantage of
~worker represented by a union over a worker with comparable skills and nonpecuniary
job attributes but not represented by a union” (Johnson, 1984; 3). Even though the
definition appears easy to understand, it contains two difficult issues. First, to measure
union wage differentials do not exclude the direct and indirect impact of unions on the
nonunion sector. Union wage differentials are correct only if we know the predominant
wage level when no union is present in the labor market. Because we do not know the
wage level in the labor market when no union exists, the wage difference between the
union sector and nonunion sector does not exclude the indirect union effect on wages in
the nonunion sector (Pencavel, 1991)

Second, the expression of “comparable skills and nonpecuniary job attributes” in the
definition cannot hold up in empirical study. Thus this difficulty in the definition
produces two different approaches regarding selectivity bias as follows:

The traditional method used to find the union effect on wages is to place a union

dummy variable in the equation for wages and observe the size and significance of the

The concept of union wage differential and union wage premium will be interchangeably in this study.
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coefficient for union dummy variable. Using a union dummy variable in the wage
equation assumes that other independent variables such as individual characteristics
(education, tenure, skill, etc.) are independent of worker’s union status (Lee, 1978). This
assumption means that the sizes of coefficients for independent variables except the
union dummy variable in the wage equation are identical for union and nonunion
members (Pencavel, 1991). Thus, the traditional method for the finding union effect on
wages excludes a possibility of interaction between wage differentials and union status in
that union wage differentials affect union status. Lewis’ (1963) study is regarded as the
most important study, which has motivated other following studies so far. His study is
based on the traditional approach using the union dummy variable. The most important
finding is that the union wage differential has varied considerably over time (Johnson,
1984). In the U.S., union wage differentials reached a peak in the periods, 1930-1934 but
almost disappeared between 1945-49. In addition, the size of the coefficient for the union
is greater between 1925-29 but smaller between 1940-45. Freeman and Medoff (1984)
also show that union wage differentials were above 20% in the U.S. until 1970s.

Research of the union wage premium has faced the problem of selectivity bias.
Therefore, the effects of individual and organizational characteristics of union/nonunion
workers are not the same and explanatory variables impact the workers’ decision to be
union 2 member or nonunion worker and further wages differently. As a result, the union
and nonunion (and/or unionized and nonunionized firms) members are not the same in
terms of the characteristics of their demographics and organizations. The fact that union
status selection process is not random results in selectivity bias which means the ordinary

least square should not be applied.

10
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In addition, the selectivity bias may make the unionized and nonunionized sample
different from each other for two reasons. First, the union’s standard-rate wage policy by
reducing wage inequality among workers within and across firms reduces the size of the
coefficients of individual characteristics associated with workers’ skill such as education
and tenure, when compared to size of the coefficients in nonunionized sample.’ In fact,
most studies on union wage differentials report the fact that the size of the coefficients,
such as education and tenure, in wage equations for union members is smaller than for
nonunion members (Freeman and Medoff, 1984; Pencavel, 1991). Second, once the
1impact of the individual characteristics in terms of skill for workers in unionized firms is
reduced, employers in unionized firms are likely to hire more skilled workers because the
reduced size of the impact of skill, expressed in the coefficients of education and tenure,
In wage equations indicates marginal costs for hiring more skilled workers are cheaper
(Duncan and Leigh, 1980).

A number of methods to reduce the selectivity bias are present. Two kinds of
solutions for the selectivity bias are present (Lewis, 1986). First, selectivity bias can be
reduced or eliminated by using panel data. Second, simultaneous equation estimates are
the most popular approach to the bias. Simultaneous equations consist of wage equation
(or a pair of equations by union status) and an equation determining union status. In
Practice, the union status equation must first be fitted to data and the predicted value of
the union status variable is attained for each worker. After that, the value is entered in

place of (or in addition to) the observed union status on the wage equation. Lee (1978)

} Chapter 5 and 7 is related to this issue.
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uses this method to calculate union wage differentials based on a two-stage estimation

Procedure (Heckman, 1979) using probit and ordinary least square estimation.’

Union Wage Premium in the Distribution of Wage

Both approaches, traditional method using union-dummy variable and the recent
method aiming to deal with the selectivity bias, regarding union wage premium are the
same in that both seek to find the accurate size of the union premium at mean values.
Both stand on the assumption that the regression coefficients regarding union status are
constant across the entire conditional wage distribution (Chamberlain, 1994).

However, no reason is available to assume the uniformity of the union wage effect.
Traditional wisdom in industrial relations states that a trade union is likely to benefit the
workers at the bottom of wage distribution by boosting their wages more than
comparable workers in the non-unionized sector (Lewis, 1963; Freeman and Medoff,
1984). The median voter model has been used to support the idea that, in determining
wage demands, the median voter will be favorable to workers at the bottom of wage
distribution rather than the workers at the upper part of wage distribution because the
median wage is below the mean wage (Freeman and Medoff, 1984; Booth, 1984). A
recent finding (Budd and McCall, 2001) appears to support the prediction of the median

voter model that unionization changes affected only above 25" percentile in the wage

—

¢ However, all researchers do not agree with a need for solutions to correct selectivity bias such as the
Heckman and Lee technique. For example, some influential researchers in union wage effect, such as
Lewis (1986) and Freeman and Medoff (1984), do not think that the Heckman and Lee technique is
superior to the traditional ordinary least square (OLS) estimation. It is very difficult to identity union status
equation, which is required in the Heckman and Lee technique, with variables that do not affect wages.
Such a technique yields divergent results depending on the structure chosen (Freeman, 1994; 294).” For
instance, sometimes the technique by using selectivity variable produces implausible results as the
technique produces 107% of union wage differentials in a study (Renaud, 1998). For this reason,

Ichniowski and her colleagues (1989) did not attempt to estimate simultaneous equations in their study on
union compensation differentials for policemen.
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uses this method to calculate union wage differentials based on a two-stage estimation

procedure (Heckman, 1979) using probit and ordinary least square estimation.*

Union Wage Premium in the Distribution of Wage

Both approaches, traditional method using union-dummy variable and the recent
method aiming to deal with the selectivity bias, regarding union wage premium are the
same in that both seek to find the accurate size of the union premium at mean values.
Both stand on the assumption that the regression coefficients regarding union status are
constant across the entire conditional wage distribution (Chamberlain, 1994).

However, no reason is available to assume the uniformity of the union wage effect.
Traditional wisdom in industrial relations states that a trade union is likely to benefit the
workers at the bottom of wage distribution by boosting their wages more than
comparable workers in the non-unionized sector (Lewis, 1963; Freeman and Medoff,
1984). The median voter model has been used to support the idea that, in determining
Wage demands, the median voter will be favorable to workers at the bottom of wage
distribution rather than the workers at the upper part of wage distribution because the
median wage is below the mean wage (Freeman and Medoff, 1984; Booth, 1984). A
recent finding (Budd and McCall, 2001) appears to support the prediction of the median

voter model that unionization changes affected only above 25" percentile in the wage

—

¢ However, all researchers do not agree with a need for solutions to correct selectivity bias such as the
Heckman and Lee technique. For example, some influential researchers in union wage effect, such as
Lewis (1986) and Freeman and Medoff (1984), do not think that the Heckman and Lee technique is
Superior to the traditional ordinary least square (OLS) estimation. It is very difficult to identity union status
€quation, which is required in the Heckman and Lee technique, with variables that do not affect wages.
Such a technique yields divergent results depending on the structure chosen (Freeman, 1994; 294).” For
instance, sometimes the technique by using selectivity variable produces implausible results as the
technique produces 107% of union wage differentials in a study (Renaud, 1998). For this reason,

Ichniowski and her colleagues (1989) did not attempt to estimate simultaneous equations in their study on
union compensation differentials for policemen.
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distribution from 1984 to 1994 in the U.S. grocery store industry. Renaud (1998) also
Supwports that wage differential is larger for unskilled workers than for skilled workers,
finding that the wage differential declines as skill level increases.

A number of recent studies adopting quantile regression indicate that the OLS model
may ignore different effects of unions upon wages, depending on conditional wage
distribution. Chamberlain (1994) found that the union wage effect for both inexperienced
workers with less than 9 years and more experienced workers with more than 20 years
during 1987 in U.S. is higher at quantile g=.10 in wage distribution than other quantiles
at ¢g=.25, .50, .75, and .90. and shows a monotonic decrease after g=.10 as a quantile
increases toward ¢=.90. An extreme case in South Africa appears to support the
traditional wisdom. Schultz and Mwabu (1998) report that the union wage premium for
workers at the bottom is 145%, while it is 19% for workers at the top of wage
- distribution.

Even though the two studies (Chamberlain, 1994; Schultz and Mwabu, 1998) indicate
they support the traditional wisdom and appear to reject the OLS assumption, the two
studies are still incomplete. The quantiles examined are few and arbitrary and thus, we
cannot draw any conclusions from the results based on such few quantiles.’ Also the two
studies examined only one-year data. Thus, we can not say if any changes occurred in
traditional wisdom supporting unions that benefit less-paid workers in years.

It might be possible for unions to boost mainly the well-paid workers at upper end of
the wage distribution scale rather than the lesser-paid workers. For example, the craft

unions are expected to boost wages for skilled workers more because those unions open

* Chamberlain (1994) uses five quantiles (¢=.10, .25, .50, .75, and .90) and Schultz and Mwabu(1998)
examine results at g=.10, 50, and 90.
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their membership to a limited number of skilled workers, who are likely to be at the
upper half of the wage distribution scale (Freeman, 1980). However, the decline of craft
unions and the dominance of industrial unions accepting unskilled or semi-skilled
workers as their members in the late 20" century imply that the influence of craft unions
is expected to be small in an economy. Under authoritarian corporatism in the
developing or underdeveloped countries such as Brazil, it is likely that unions benefit
better-paid and skilled workers the most as a result of political co-optation (Song, 1991).
However, economic favor for better-paid and skilled workers as a result of political co-
Optation has yet to be tried by the Korean government.

Also the wages for the workers at the bottom part of the distribution may be
aggravated by the emergence of two-tiered wage agreements by unions, which mean
““Wwage settlements that decrease the pay rates of future hires while they maintain or
increase the pay rates of existing employees (Katz and Kochan, 1992; 513).” However,
the two-tiered wage agreements are not available in Korea, and thus, little possibility for
it exists in Korea.

The issue of how the union premium is distributed in the wage distribution is also
important because it may reveal which group of union workers governs unions. This
Paper assumes that it is the most important goal of unions to increase the wages for their
rank-and-file members. Also this study excludes the possibility that other issues such as
employment, working conditions including health and safety, autonomy in the workplace,
etc may be the more important goals of unions to be achieved. We cannot tell which
group of workers in the wage distribution governs trade unions and sets bargaining

demands of unions to employers. However, we can tell at least which group of workers

14
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benefits the most from unions. Assuming that a distribution of union premiums in the
Wwage distribution is a result of governance structure within unions, we may know ex post
facto which group of workers governs trade unions, through the size of the union wage
Premium. Therefore, when examining union premium in wage distribution, the issue of
union premium can be closely connected with the governance structure within unions as
well as the union effects on labor markets in general.

The chapter 4 examines if the union wage premium changes across quantiles in the
distribution of wages in Korea. To overcome the weakness of using only a few quantiles,
I will examine union premiums at every quantile. In addition, I will attempt to determine
if any yearly changes occur in the union premium at every quantile by using data with the
13 years from the Great Labor Offensive in 1987.

Initially, I am open to both possibilities including the OLS assumption, implying an
€qual union premium regardless of quantiles in wage distribution, and traditional
wisdom, which suggests larger union premium for workers at the bottom of wage

distribution and smaller for the workers at the upper of wage distribution, even though it

is unlikely that the OLS assumption will be found valid.
3. Studies on the Union Effect on Wage Dispersion

Meanings and Importance of Wage Dispersion

While the union wage effect focuses on the level of wages, the union effects on wage
dispersion place more attention on the relative aspect of wages between and within

employees (and organizations). Both the compensation theory (Milkovich & Newman,
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1999) and the equity theory (Adams, 1965) emphasize the importance of the relative
aspect of wages in that employees care greatly about their wages compared to those of
relevant others no less than about the absolute amount of wages they earn from their
employers. Through comparing their wages to those of the relevant others, employees
care how employers value their work and how employers treat themselves (Bloom &
Michel, 2002). The tournament theory asserts that it is the concept of wage dispersion,
which is the key to understanding the relationship between compensation and employee

outcomes (Lazear & Rosen, 1981). In this sense, one of the important functions of union

activities is to secure fair treatment in the employment relations for their membership

(Godard, 2000).

Wage dispersion here is defined as “the amount of difference (inequality) in wage
created by a firm’s wage structure” (Milkovich & Newman, 1999). A more dispersed
Wage structure means relatively rich rewards for fewer employees at the top of the wage
Structure and relatively poor rewards for the rest. A more compressed wage structure is a
more egalitarian wage structure, where a difference between wages for the fewer
employees at the top of the wage structure and wages for the rest exists. While a more
dispersed wage structure is aimed to foster competition among employees in pursuit of
rich rewards for fewer employees at the top of the pay structure, in other words, less
wage dispersion is aimed to facilitate cooperation among employees rather than
competition. As a result, wage dispersion may affect product quality (Cowherd & Levine,
1992), turnover of college and university personnel (Bloom & Michel, 2002; Pfeffer &

Davis-Blake, 1992), and employee tenure. Dispersed wage structures increase retention

of a firm’s most talented employees at the expense of lowering retention and increasing

16



-=wer among the
Sreradls are pos:
roTmem siahiny

On e level of ¢!

mras they Taise u:

mrned m lahor n
0 Park, 1984,

W IneGuality i

FPRE
SN

== RNrson gng.

Wil regard 1 th

e wgge gLyl

U o0

ors g




turmover among the employees who remain (Lazear & Rosen, 1981). Reduced wage
difYerentials are posited to signal that all employees are important, thereby creating more
€mployment stability.

On the level of the whole economy, trade unions redistribute income from capital to
labor as they raise union wages. Wage dispersion becomes more important as it reflects
how wages are redistributed within labor. As a result, wage inequality between the
employed in labor market explains much of income inequality in an economy (Koo,
1996; Park, 1984).° For instance, wage inequality in Korea accounts for over 50% of

income inequality in the 1990s (Jeong and Choi, 2001).

W age dispersion and unions

With regard to the effect of unions on wage structure, it is well known that unions
reduce wage inequality by reducing the dispersion of wages within and across firms in
organized sectors as compared to unorganized workers (Freeman and Medoff, 1984,
Belman and Heywood, 1990). One study (Lemieux, 1993) reports that trade unions in the
U.S. contribute to lowering wage inequality by reducing the overall dispersion of wages
in the labor market by about 6.3 percent. Unions’ standardization policy, such as single
rate or automatic-progression modes of wage payment, in regard to wages is said to
decrease the magnitude of impact of principal variables such as education, tenure, sex,
and firm size, which are expressed in the regression coefficients (Freeman, 1980).

However, the effect of unions reducing wage inequality is not simply unidirectional

as a result of opposing forces. On the one hand, union wage effects increase wage

® Income here includes nonwage earnings from all kinds of property such as land and financial interest as
well as earnings from wages.
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inequality in some ways. For instance, many studies on union wage effects assure that
unions increase wages of blue-collar union workers more than those of blue-collar
nonunion workers. Union success in enhancing the union/nonunion relative wage is likely
to reduce employment in the unionized relative to non-unionized industries, thus placing
downward pressure on nonunion wages and increasing wage inequality (Lewis, 1963;
Johnson, 1975). The so-called ‘crowding effect’” (Kahn and Curme, 1987) indicates
increased wage inequality by unions. Focusing on this function of trade unions, Milton
Friedman (1962, p. 124) accused unions of having “made the incomes of the working

class more unequal by reducing the opportunities available to the most disadvantaged

workers.”

On the other hand, union wage effects decrease wage inequality in other ways. For
employers in unorganized firms, they are willing to introduce union wage policy to
forestall new unions of their employees and compete for skilled workers (Rosen, 1969;
Kahn and Curme, 1987). This ‘threat effect’ (Kahn and Curme, 1987) is likely to reduce
Wwage inequality in unorganized sector. Thus, the net effect of unions on wage inequality
depends upon the relative strength of these opposing effects.

Three sources of wage inequality are, wage dispersion within firms, wage dispersion
between firms, and the white-collar/blue-collar wage differential (Freeman, 1980;
Lemieux, 1993).” Industrial unions lower wage dispersion between firms by realizing
wage standardization within an industry or local product market. Also unions can
contribute to reducing wage dispersion within firms by reducing the number of job

categories and wage differences between job categories within firms. Finally, unions can

! Doeringer (1984) uses different expressions, vertical equity and horizontal equity. While vertical equity
describes how to reduce wage inequality within occupations, firms, or job categories, horizontal equity
means wage equality between occupations, industries, firms, or other categories.
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affect wage dispersion between blue-collar and white-collar workers by enhancing wages
for blue-collar workers.

The wage compression by unions is realized by fact that unions are political
1nstitutions depending on the preferences of the median voter (Farber, 1978; Booth, 1984;
Freeman and Medoff, 1984). Because the wage level of the median voter in unions is
lower than the average wages in unionized firms or industry, the union’s wage policy
tends to reduce wage gap among members. Also the fact that union leaders tend to
minimize conflicts between members support standard-rate wage policy, defined as a
““uniform piece or time rates among comparable workers across establishments and
impersonal rates or ranges of rates in a given occupational class within establishments
(Freeman, 1980; 4).”

One way used to find union effect on wage dispersion is to calculate the standard
deviation (or variance) of log earnings of union and nonunion workers and compare the
difference between the two (Freeman, 1980; Bratsberg & Ragan Jr., 1997). Using the
method, they found the union effects on wage dispersion in the U.S. Other ways to
measure the degree of wage inequality are to use Gini-coefficient, a summary statistic
derived from the Lorenz curve (Hyclak, 1979; Flaherty & Caniglia, 1992; Bloom &
Michel, 2002), quintile share calculating share of the 20% of the relevant population in
the earnings distribution (Flaherty & Caniglia, 1992), coefficient of variation (Rowthorn,
1992, Rodriguez- Gutierrez, 2001), or the difference between ninetieth and tenth
Percentiles of the earnings distribution (Bratsberg & Ragan Jr., 1997; Leslie & Pu, 1996).

A few recent studies (DiNardo, Fortin, and Lemieux, 1995; DiNardo and Lemieux, 1997,
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Budd and McCall, 2001) focus on the entire distribution of wages, but do not examine
Various inequality indices mentioned above.

The trend of unions reducing wage dispersion and wage inequality is not confined only
to the United States. Freeman’s comparative study (1994) indicates that the effects of
unions on wage dispersion also are found in all the other nine countries in his study.
A mong the ten countries, the largest union effect on wage dispersion is found in the U.S.
In the U.S., standard deviation of log earnings of union members is less than that of
nonunion members by 25%.

However, the role of the union in reducing wage dispersion has not been consistent.
Theoretically, if highly paid workers are well organized by labor organizations such as
craft unions, monopolistic aspects of unions protecting well-paid workers will dominate
and wage dispersion will be increased (Freeman, 1980). In effect, however, Flaherty &
Caniglia (1992) report that American unionism appears to increase inequality in earnings

distribution for all women because unions exert a positive impact on full-time female
workers and thus broaden the wage dispersion between full-time and part-time. Adding
the effect of probability of being dismissed into theoretical framework, Donohue and
Heywood (2000), by using the data from the Current Population Survey (CPS) in 1990,
found a similar result that increased unionization increases in fact the dispersion of wages
for female blue-collar workers. Also, Arbache (1999) finds that while unions increase
Wage premium, the larger wage dispersion is found in unionized sectors than in
Unorganized sectors in Brazil. Therefore, whether union reduces wage dispersion in

Korea should be determined by empirical studies.
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The literature on wage dispersion presents at least three major determinants for the
change in wage dispersion (Gosling and Machin, 1995; Budd and McCall, 2001). The
first is supply-side determinants of wage dispersion such as the change in the return to
education, female labor force participation, immigration, and so on. The second is
demand-side determinants such as a change in the demand for skilled workers from the
employer’s side. The increased demand for skilled workers by employers is viewed as a
result of either skill-based technical change (Bound and Johnson, 1992) or increased
import competition (Murphy and Welch, 1992). A third explanation is to focus on the
role of labor market institutions like trade unions and minimum wages. Union density, an
indicator of union bargaining power, affects wage dispersion. In addition, the union wage
premium also affects the difference in wage dispersion between unionized and
nonunionized sectors (Budd and McCall, 2001). Many involved in industrial relations
explain that increased wage inequality in the U.S. in the last two decades is a result of the
decline of union density and eroded minimum wages (Freeman, 1992; DiNardo and

Lemieux, 1993)

Wage Dispersion in Korea

Traditionally, East Asian countries like Korea, Japan, Taiwan, and Singapore have
been relatively egalitarian societies, compared to the ‘winner-take-all’ society such as the
U.S. and Western European countries, in terms of wage dispersion (Cowherd & Levine,
1992; Koike, 1988). Cultural explanations emphasizing collectivism is said to lead to the
€galitarian societies in the East Asian countries (e.g., Hofstede, 1980; Adler, 1997; Berg

and Chang, 2000). For example, wage inequality in 1970 was reported to be lower in
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Korea by about 30-40% than in the U.S. (Kim and Topel, 1995).®> Wage inequality has
Steadily decreased in Korea since the 1970s (Park, 1984). The phenomenon continued to
thie mid-1990s in Korea, while the U.S. experienced a considerable increase of wage
dispersion. The reason for the phenomenon prior to the Great Labor Offensive in 1987 is
a decrease in return rate for education, which resulted from a shortage of supply for less-
skilled workers with low education level as the level of education increases (Park, 1984;
Kim and Topel, 1995; Nahm, 1997).9 It is a surprise that the reduced wage dispersion has
gone along with an increase in real wages in Korea, compared to the U.S. which showed
a decline of real wages and a increase in wage dispersion (Kim and Topel, 1995; Nahm,
1997). Thus Korea was praised as an unusual example of ‘growth with equity (World
Bank, 1993).

Since the late-1960s, the relative low level of the wage inequality in Korea has been
closely interwoven with the low wages under the export-driven strategy. The government
could appease workers’ discontent with low wages through depending on low wage
inequality before the year of 1987 (Song, 1991; Lee, 1993). The external fairness of
Wages, achieved by the principle of ‘generous to the less-paid and strict to well-paid,” had
been an important tool for the government to sustain low wage advantages (Bae, 1995).

Also, Korean trade unions also have kept the principle of ‘generous to the less-paid
and strict to well-paid.” In addition, unions have regarded uniform and automatic
Progression of wage payment, reducing wage gap across occupations, educations, and

SeXx, as goals to be achieved with employers at the bargaining table (Park, 1995; Koo,

—————

8
The measure of wage inequality is the differentials between the ninetieth and the tenth percentiles of the
s7age distribution (Kim and Topel, 1995).
37°°1T.i0n of the 20-24 age group enrolled in post-secondary schools and universities increased from 6% to
7o in 1988 (Nahm, 1997).
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1996).'° In reality, most firms have multiple forms of automatic progression of wage
Payment within occupations and job groups, producing wage inequality and competition
across occupations and job groups (KLSI, 1998). Generally speaking, the higher the
number of wage payments within firms, the greater employers’ discretion in determining
Wwage for workers. The goal of unions is to change from a multiple number of automatic
PpProgression of wage payment within occupations and job groups to a single automatic
progression of wage payment within occupations and job groups and further to single
automatic progression of wage payment within firms regardless of occupation, job
groups, and of sex.

Very few studies on union effect on wage dispersion in Korea are available. Lee
(1993) analyzed data in 1986 from the Basic Survey on Wage Structure (BSWS) in order
to see whether trade unions reduce wage dispersion. Even though he focused on the
employees who work in the large firms, which hire at least 500 employees, he found that
trade unions did not affect wage dispersion significantly. The lack of effect of unions on
wage dispersion he found made sense because the data used were gathered in 1986 when
authoritarian government repressed free activities of unionism and collective bargaining
and the year 1986 is just one year prior to the Great Labor Offensive of 1987 in Korea
(Park, 1984).

In the analysis of data in 1988 from the BSWS, which was conducted by the Ministry
of Labour, Song (1994) examined degree of inequality of wages. He found that the
Standard deviation of wages for union members is smaller by 5% than the standard

deviation of wages for non-union members. However, he concluded that the number (5%)

————

10
Also numerous trade unions in Korea mentioned uniform and automatic progression modes of wage
Payment as one of major accomplishments realized throughout bargaining with employers in their web-
ased-home-pages.
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of difference in standard deviation of wages between union and non-union members was
much smaller than expected after considering effects on wage dispersion in the United
States. Using data from the Minimum Wage Committee (MWC) in 1988, Kim (1991)
reports that wage dispersion in union sector is 73% for men and 68% for women in
nonunion sector.

From the data of the BSWS in 1993, Koo (1996) examined the union effects on wage
dispersion for permanent workers in the metal industry. The result was that wage
dispersion within, measured by variance of log wages, establishments in the union sector
is smaller by 23% than that in the nonunion sector, after controlling for differences in the
characteristics of workers and their establishments between the two sectors. According to
Koo (1996), however, the wage dispersion between the establishments in union sector is
larger than that in the nonunion sector due to the intrinsic feature of enterprise unionism
neglecting to bargain at the industry level beyond the enterprise level. He concluded that
the wage dispersion in the union sector was less by 11% than in the nonunion sector
when considering the positive effect of unions on wage dispersion within establishments
and the negative effect on wage dispersion between establishments.

Lee and Kwon (1995) also reported that in 1994 unions appeared to decrease wage
dispersion in the union sector by 4.6% rather than in the nonunion sector in all industries.
However, wage dispersion for manufacturing workers in the union sector was much
Smaller by 24.6% than in the nonunion sector. Therefore, the union effects on wage
dispersion are much stronger in the manufacturing industry than in any other industry,

due to the high union density.
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The employers try to set wages comparable to the educational attainment and skill of
the emmployees in order to motivate the employees. As a result, when bargaining with the
employers, unions make an effort to reduce the return to educational attainment and/or
skill in order to maintain wage equality for labor solidarity.

Even though some searchers have examined union effects on wage dispersion, all
reveal the same limitations that do not explain how unions have affected wage dispersion
for the period of 1987-1999. Also, many studies limit the boundary of interest regarding
blue-collar workers (Kim, 1991) or workers in manufacturing (Lee, 1993) or more
narrowly the metal industry (Uh and Lee, 1992; Koo, 1996), where the union effects on
Wage dispersion are likely to be the largest. Even then, the results from prior studies
cannot be generalized.

Many questions still remain. For example, how has wage dispersion in Korea changed
SO far? Have Korean unions been successful in resisting market pressures to broaden the
T'eturn to skill and education attainment and bigger wage inequality? This study aims to

answer those questions.

4. Union Effect on Return Rates for Human Capital

Indirect influence of unions over wage determinants

Basically, the question, whether trade unions create wage premiums for their union
Members, is equal to the question, if trade unions can be a separated independent variable
N the wage equation. The question, regarding union wage effect, which will be dealt

1'na-inly in the chapter 4, assumes that the directions and sizes of coefficients representing
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all independent variables, such as industry or establishment characteristics, personal
characteristics, and human capital, are identical between unionized and non-unionized
sector. However, the sizes of coefficients for many independent variables in the wage
equation may be different between the two sectors, due to the effects of trade unions. If
trade unions really affect determinants of wages, the verification of union effect on wage
determinants can be another topic of research, different from union wage effect.

The question in this section is whether trade unions affect the rates of return for
human capital for workers regarding education, experience, and tenure, and the effects of
personal characteristics such as gender, regarding wages, compared to the unorganized
sector. Regarding the whole period of this study, 1987-1999, whether any significant
changes in the union effect on the return rates for those variables are evident is interest,
also. Also, it is interesting to examine how the union effects on wage determinants have
changed from 1987 to 1999. Furthermore, it might be interesting to see whether trade
unions may affect wage determinants differently, depending on the relative location of

employees ranging lowest, median, and highest part of wage distribution.

Union and various determinants of wages

Previous studies on union effects on the wage structure conclude that trade unions
reduce returns to all individual employee characteristics such gender, marital status, and
human capital including experience, tenure, and education (Bloch and Kuskin, 1978;
Duncan and Leigh, 1980; Johnson and Youmans, 1971; Freeman and Medoff, 1984).

Previous studies have explained how trade unions reduce returns to personal

characteristics such as gender and human capital including educational attainment,
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experience, and tenure (Freeman, 1982; Maranto, 1985). According to them, the most
important way by which trade unions affect wage determinants is establishment of single
wage rates. Under the single wage rates, differentiation of wages among employees
becomes simplified. Within a category of wages, difference in the level of educational
attainment among employees can be minimized or little, if employees meet minimum
requirements for the job. That is, over-qualification in human capital may not result in
difference in wages (Maranto, 1985). While employers seek to wage plan, merit review
plan and pay for performance, reflecting all difference in human capital and work
performance, trade unions seek to establish standard wage policy, which is less sensitive

to difference in human capital and employee’s performance.

Importance of education, experience, tenure, and sex

The four variables, education, experience, tenure, and sex, are selected in that trade
unions are likely to affect the effects of the four on wages. Also many other variables that
may affect the level of wages for workers: for example, organizational characteristics
such as industry, region, and establishment size, industry-wide variables such as industry
concentration ratio and the rate of unemployment in the industry, macro-economic
variables such as unemployment rate and the rate of economic development, strategies of
government over wages and collective bargaining, etc. The nature of the enterprise union
system and the lack of resources held by the industry-level or national level union
confederation in Korea compels us to expect that the unions can impact on the four
variables more than any other variables on the organizational-level, industry-level, or

national level.
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A mong the four, education is the most important variable that prior studies on wages in
K orea have pointed out (Song, 1991; Bae, 1995; Chang, 1999). It is well known that the
wage gap between high school graduates and university graduates has been large and
education is the criterion dividing occupations into white-collar vs. blue-collar and well-
Paying jobs vs. poor-paying jobs (Bae, 1995; Chang, 1999). Also, workers have
complained about the unfair wage gap between high-school graduates and university
£raduates more than in any other aspects regarding wages, except the low level of wages.
Also gender has been one of interest regarding wages (Song, 1991). However, wages
for female workers have been much lower than wages for comparable male workers. For
instance, there has been a separate scheme for female workers from the scheme for male
Workers in many firms in Korea (Jeong, 1993; Park, 1995). In spite of graduating from a
university, female workers usually earn lower wages than the male workers graduated
from a university in many firms. Furthermore, the situation in the manufacturing sector is
not different from the non-manufacturing sector. To be promoted, female workers wait
for more years, compared to male workers. Many researchers, as well as female workers,
have pointed out that the economic discrimination regarding wages dependant on sex. As
long as trade unions are expected to oppose any type of discrimination and to protect
Workers with less individual bargaining power, unions are likely to affect the wage gap
between male and female workers in the organized sector.
It is well known that tenure is one of important determinants of wages in Japan, where
€nterprise union systems have developed. The seniority-based wage system is evident in
the United States and Japan showing the importance of tenure in determining wages there

(Maranto, 1985). Korea also has seniority-based wage scheme in most firms. Thus, we
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can expect that tenure may play a major role in determining wages in Korea, on one hand.
However, the average years of tenure per workers have been low in the manufacturing
sector in Korea since the 1970s. Therefore, we can anticipate that the role of tenure in
detemining wages might be less in Korea than expected. Song (1991) mentioned the
smaller role of tenure in determining wages in Korea than in Japan, arguing that
education and sex determines wages in Korea, while the variables that are related to costs
of living, such as tenure, age, and numbers of families, are major determinants of wages
in Japan.

A\lso experience is one important determinant of wages. While tenure is related to more
firm-specific skills among the four variables, experience is related to the less firm-
Specific, and rather more general skills usable in the entire labor market. As a result,
tenure will be valued when determining wages within firms if internal labor markets
Within firms are developed. If internal labor markets within firms are not developed and

lesser years of tenure among workers are found, the variable, experience, will emerge as

more important determinant of wages.

S. Union Benefit Effects

The importance of the union effect on fringe benefits, when examining its effect on
total compensation, has increased and is expected to increase further in the near future.
For instance, the percentage of fringe benefits in total compensations for blue-collar
Workers in the U.S. increased from 17% in 1951 to 30% in 1981 (Freeman and Medoff,

1984). Another source of data reports a rapid rise in employee benefit costs, increasing
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from 24.7% of payroll costs in 1959 to 31.1% in 1969 to 38.4% in 1990 and then to 42%
in 1995 (Milkovich and Newman, 1999; 395). The phenomenon is not confined to the
W .S. but is also found in Canada (Renaud; 1998) and even in Korea (Uh and Lee, 1992).
In Korea, the share of benefits including statutory and voluntary benefits in total labor
CoOsts, paid by the employer, has increased from 8.26% in 1987 to 11.82% in 1999, while
the share of cash earnings paid by employers in total labor costs has decreased from
83.55% in 1987 to 72.97% in 1999 (MOLDb, various years).

In spite of the increasing importance of fringe benefits, most studies concerning the
union effect on wages have been based on an assumption that unions would affect fringe
benefits proportionally as it did on wages (Alpert, 1982)."' The changes in wages and
further a union effect on wages can be a rough proxy showing changes in total
Compensation and the union effect on total compensation so long as increases in wages
are proportional to changes in benefits (Smith and Ehrenberg, 1983). If the assumption of
Proportional effect of unions on fringe benefits on wages is not appropriate, it means that
Studies on the union wage effect ignoring fringe benefits miscalculate union effects on
total compensation. As a result, many studies declared a potential overestimation or
underestimation of union effects on total compensation (Hyclak, 1979; Lewis, 1986;

Bellante and Long, 1981; Moore and Raisian, 1987). Recent studies have attempted to fill
the gaps in the previous studies regarding fringe benefits (Renaud, 1998; Wunnava and
Ewing, 1999).

A general belief is that trade unions affect fringe benefits through increasing the level

of benefits, the share of benefits in total compensation, and the probability that a specific

—

\ . . . .
' While Alpert (1990) called this assumption as ‘proportional assumption of benefits,” Triplett (1983)
hamed it as ‘consistency hypothesis.’
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types of benefits such as pensions and health insurance are provided by employers,
through changing the amount of cost sharing between employers and employees from
contributory plans towards non-contributory (entirely employer-financed) plans with no
explicit cost sharing (Gentry and Peress, 1994), and through changing the funding pattern
in the public sector (Mitchell and Smith, 1992). As a result, the union benefit effect has
been conducted in many developed countries including Canada (Swidinsky and
Kupferschmidt, 1991; Gordon et al., 2003), U.K. (Brown, Deakin, Nash and Oxenbridge,

2000), Australia (Kornfield, 1993), as well as the United States.

Fringe Benefits in Korea

Table 2-1 presents the changes in the portions of various categories consisting of total
labor costs in Korea from 1986 to 1999. Cash earnings consist of regular wages, overtime
payments, and bonus payments.'? Cash eamings represent the largest share of total labor
costs, ranging from 67.90% in 1998 to 84.40% in 1989. However, their share indicates
the ups and downs over the period. The share of cash earnings, 78.63%, in 1986
increased to 83.55% in 1987 and to 84.40% in 1988, due to a sharp rise in wages
resulting from the Great Labor Offensive of 1987 (Choi, 1992). Compared to the declines
of the portions of other categories, such as severance payments, statutory benefits, and
voluntary benefits, in total labor costs, the increase in the share of cash earnings in 1987
and 1988 implies that the demands of employees and unions at that time targeted to
increase cash earnings including bonus payments, while paying little attention to non-

cash earnings, especially voluntary benefits. As employees’ desires to achieve higher

 Paig holidays, vacations, and bonus, which are classified as benefits in U.S., are regarded as cash
?amings in Korea. Thus, the share of benefits in total compensation in Korea would be considerably
increased when following the scheme of classification of labor costs in United States.
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wage rates, at least in part, was realized, the share of cash earnings in total labor costs
decreased in the 1990s, reaching 72.97% in 1999. It means that it took a few years for
both employers and unions including union members to start to increase the share of non-
cash earnings in the total labor costs.

The share of cash earnings in Korea can be compared to that in Japan because the
structures of wages and total labor costs are very similar to those in Japan. In 1988 the
share of cash earnings are similar in both Korea (84.40%) and Japan (83.68%). However,
the difference in the share of cash eamings between Korea and Japan occurred in the
1990s. For instance, the numbers in 1995 are 82.26% in Japan and 74.42% in Korea.
While the shares of cash earnings and other components comprising total labor costs is
relatively stable in Japan during the past two decades (Hart and Kawasaki, 1999), the
portion of cash earnings (and other components) experienced greater changes in Korea.

The reduction of cash eamnings in total labor costs in the 1990s implies the greater
importance of various non-wage labor costs (Song, 1995; Park, 2002). Among the
various components of total labor costs, three components, statutory benefits, voluntary
benefits, and severance payment.

With minor variations, the share of statutory benefits over the period is stable, ranging
from about 3 percent to 5 percent. As mentioned previously, the decrease in the share of
statutory benefits for 1987-1991 can be attributed to the absolute increase of total labor
costs due to the wage offensive since 1987. Comparably, the increase of statutory
benefits borne by employers in 1992 and 1993 can be explained by a new category in
statutory benefits, an allotted charge for promoting employment of the handicapped.

Also, an addition of employment insurance and an increase in the insurance premium,
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which is a burden born by employers due to a sharp rise in the unemployment rate,
accounts for other increases of share of statutory benefits in 1996 and 1999, respectively.
One of the most conspicuous characteristics of Korean labor cost statistics is that the
proportion of statutory benefits within the total cost is much lower than those of other
countries such as Japan and the U.S., let alone continental European countries which are
famous for well-designed welfare systems (Song, 1995).

The Korean financial crisis, which started in November 1997, enormously affected the
structure of wages and total labor costs for 1998 and 1999. Table 2-1 confirms the effects
of Korean financial crisis on the total labor costs. While the importance of cash in the
total labor costs dropped in 1998 and returned to over 70% in 1999 due to a wage freeze
or even a wage-cut, the importance of bonus payments in 1999 increased to 30.18% of
cash earnings, the highest percentage ever. Massive layoffs and dismissals in almost
every industry made employers pay severance payments to their employees who were
dismissed. As a result, the share of severance payments reached 21.55% in 1998 and
14.30% in 1999. In addition, voluntary benefits after the crisis were cut massively and
returned to the level in 1989 and 1990 (Bang, 2002). A drought of cash flow and the
unprecedented unemployment rate forced firms to reduce their expenditures on employee
training and recruitment by nearly half in 1998 relative to the previous year.

Statutory benefits consist of medical insurance, workers’ compensation, pensions
from 1987, funds for pneumoconiosis in the mining industry for 1986-89, employment
insurance from 1995, and an allotted charge for promoting employment of the
handicapped from 1991. Table 2-2 shows sub-categories under statutory benefits and

voluntary benefits and the variations in their shares for 1986-1999. Until 1993, it was
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workers compensation that accounted for the largest share of statutory benefits. Then the
share of workers compensation began to decrease and fell below 20 per cent of statutory
benefits as medical insurance did. The national pension plan in Korea was launched in
1987.

Pensions accounted for a considerable share (26.3 per cent) of statutory benefits from
their start and showed a continuous increase. Since pensions became the largest item of
statutory benefits in 1994, the share of pensions in the statutory benefits increased to 47.9
percent in 1999. Another important sub-category of statutory benefits is employment
insurance, which was launched in 1995. Although it started quite late, considering recent
economic development of Korea, employment insurance has become one of the important
sources of statutory benefits like medical insurance and workers compensation in the late
1980s.

The pension premium currently is 9% of the total payroll, 4.5% for employees and
employers, respectively. The steep increase of share of pension of statutory benefits in
1994 and 1998 in Table 2-2 resulted from an increase of pension premiums from 3% to
6% and 6% to 9% (Kim, 2002). While employees pay 0.5% of their payroll, the
employment (unemployment) insurance premium paid by employers is 0.9~1.6 percent of
the total payroll, depending on the establishment size.

Also Table 2-2 presents twelve sub-categories listed under voluntary benefits over the
period: housing-related benefits, medical- or hygiene-related benefits, meals for
employees, culture, sports, and entertainment, supports for other insurance for employees

such as life insurance, expenditures for congratulations and condolences, supports for
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employee savings, expenditures for employee schooling, intra-firm benefit fund,'
childcare or nursery facilities, expenditures for employee relaxation or vacation except
payment for days not worked, and the employee stock-sharing program. Among the
twelve, some are worthy of attention. In spite of the recent decrease of its importance,
meals still remain the largest item of voluntary benefits. It accounts for about one-third of
voluntary benefits in the 1990s. It is shown that housing-related benefits and expenditures
for employee schooling have been important benefits throughout the period. Expenditures
on intra-firm benefit fund became the second largest item of the voluntary benefits in
1999 even though they revealed large variations depending on the year. Finally, Table 2-
2 indicates that the share of employers’ support for other insurance for employees like
life insurance has increased in recent years.

The types and numbers of voluntary benefits have increased over the period as seen in
the increase of subcategories classifying voluntary benefits in Table 2-2. The needs of
employees for voluntary benefits become diverse as time passes. The unions are expected
to better find employees’ needs for voluntary benefits and will channel more effectively
the voice of employees to employers (Freeman and Medoff, 1984). The table implies that
the portion of ‘basic or peripheral’ benefits such as meals, congratulations and
condolences, and sports and entertainment, is declining in the 1990s, while newer types
of benefits such as other insurances, schooling expenditures, and intra-firm benefit fund

are being created or are becoming important currently (Park, 2002).

13 Intra-firm benefit fund is aiming to increase the level of benefits for workers, by employers’ contribution
after collective bargaining between employers and unions. By law, the maximum limit of the fund is 5% of
profit before tax in the previous year. Because the operation of the fund is independent of employers, it is
expected that the fund is valuable to workers, especially when layoff or a delay in wage payment occurs. In
many cases, the fund is used to support schooling expenditures of workers’ families, expenditures for
congratulations and condolences, and loans to workers purchasing a house or stocks of the firms. The
number of firms having the fund is 862 and the total number of the funds are estimated to be
3,428,400,000,000 Won, 2.85 billion in U.S. dollars, in 2001 (Dong-A Ilbo, July 25, 2001)
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In order to examine the effects of trade unions on non-wage benefits, this chapter
focuses on voluntary benefits. Most studies regarding the union effect on benefits focus
on voluntary benefits except for a few studies examining statutory benefits along with
voluntary benefits. Regarding severance payments, Japan is said to have a considerably
larger proportion (4.01 per cent) of severance payment than the United Kingdom,
Germany, France, and the United States, within the total costs in 1992 (Hart and
Kawasaki, 1999). The share of severance payment in Korea is much larger than in Japan,
as well as in other industrialized Western countries. However, severance payments in
nature are determined by the wages and tenure.

Severance payment in Korea (and in Japan) has characteristics of both statutory and
voluntary benefits. On one hand, severance payment may be classified as statutory
benefits in that basic formula determining the amount of severance payment for
employees leaving firms is set by labor laws. However, tenure is a critical factor
determining severance payment because monthly regular wages are multiplied by tenure
(Labor Standard Act, Article 34). On the other hand, severance pay share the
characteristics of voluntary benefits in that many employers pay higher severance
payment beyond the lower bound, set by the Labor Standard Act as a result of collective
bargaining between employers and unions. No matter whether severance payment should
be regarded as statutory benefits or voluntary benefits, a remarkable aspect of severance
payment is that severance payment may work similarly to voluntary benefits because
Korean severance payment is very close to the European retirement-related contributions

by employers, which is classified as non-statutory benefits (Hart and Kawasaki, 1999).
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Therefore, it is difficult to say that severance payments are one of pure types of voluntary

benefits in Korea.

Important Empirical Studies

Using unpublished 1972 BLS data, Alpert (1982) found small but significant union
benefit differentials for manufacturing production, non-manufacturing production, and
office workers. Freeman and Medoff (1984) suggest that the size of the union benefit
premium is larger (20% ~ 30%) than the union wage premium. In addition, distinct
union effects on fringe benefits in the U.S. are found especially in pensions, holiday
premiums, life insurance, and medical insurance.

By using the April 1993 CPS Employee Benefits Supplement, Budd (1998) shows
the difference in fringe benefits especially in employee’s retirement and health insurance
between union members and nonunion members. He states that only 41.8% of nonunion
members are covered by a retirement plan, while 79.9% of union members are covered
by the plan. Also while 85.8% of workers covered by collective bargaining agreement are
included in health insurance, the percentage of nonunion members who are included in
the plan is only 57%.

A study by Renaud (1998) in Canada adds further evidence of the impact of unions
on benefits and total compensation. His results from micro data from the Canadian
General Social Survey (GSS) of 1989 show that the union effect on total compensation
12.4%, while the effect on wages is 10.4%. However, the size of benefits in total

compensation in the sample is only 6%. Surprisingly, the size of the union benefit
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differentials in his results turns out to be 45.5%. Union effects on the level of benefits are
found in public sector, also (Mitchell and Smith, 1992; Cohen and Cohen, 1998).

The size of the union effect on benefits is still unclear. Belman and Heywood (1990)
discovered that when using two separate probit equations for the union and non-union
sub-samples, the probability of receiving fringe benefits is approximately a third of the
value estimated from a single equation. With these results, they raise the possibility that
the size of union effect on benefits by previous studies may be considerably exaggerated.

While those studies mentioned above mainly focused on the union effects on the level
of benefits or on the probability that a specific type of benefits such as pension and health
insurance are provided by employers, union effects on the share of benefits in total
compensation is another issue. Several studies (Lester, 1967; Schiller and Weiss, 1980;
Feuille, Hendricks, and Kahn, 1981; Alpert, 1982; Woodbury, 1983) raise an important
question of whether differences in wage/benefit mix exist in total compensation between
unionized and non-unionized sector and, if any, why does the difference appear? Their
finding is that unionism is positively related to the share of benefits taken in total
compensation 1984 (Woodbury, 1983; Fosu, 1984). For example, full collective
bargaining coverage is reported to increase the benefit share of total compensation by 1.6

to 2.2 percentage, compared to nonunion firms (Woodbury, 1983).

Reasons for Larger Effect of Unions on Benefits than on Wages

What can explain the phenomenon that unionized firms pay more of their
compensation in the form of benefits? One explanation comes from a monopoly model of

unions regarding bargaining power. Unions with strong bargaining power are able to
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induce the employer to pay not only higher wages but also more fringe benefits (Feuille,
Hendricks, and Kahn, 1981; Freeman and Medoff, 1984). This idea assumes a positive
relationship between union effect on wages and on benefits.

A second explanation for the larger effect of unions on benefits than on wages is that
collective bargaining is driven by the preferences of older workers who generally seek a
larger proportion of benefits (Freeman & Medoff, 1984). While non-organized firms
offers minimized benefits and maximized wages that are necessary to attract relatively
young marginal’ workers with little seniority, unionized firms have to offer better
benefits using the influence of unions which are based on the older workers. In unionized
firms, the union’s bargaining goal is heavily influenced by the preferences of the median
employee in seniority distribution. Freeman (1981) offers a reason why union may
enhance the share of benefits. Trade unions, which are likely to be operated by median
voter, are inclined to follow older workers with longer tenure, who prefer benefits to
wages.M It seems that this explanation, which is based on the median voter model, is
different from the first explanation in that it assumes a negative relationship between
wages and benefits.

A third explanation points out that union leaders may have their own incentives to
increase benefits more than wages (Lester, 1967; Mabry, 1973; Freeman, 1981). While a
few studies examining union wage effect mention the role of union leaders, the literature
on union benefit effect pay more attention to the role and separate preferences of union
leaders. Union leaders are said to have more interest in fringe benefits in that the

administration of such benefits may result in a bureaucracy, which tends to helpful for

" In spite of an explanation by Freeman (1981 & 1984), a piece of advice by Lester (1967), Schiller and
Weiss (1980), and Woodbury (1983), arguing that a theory about why trade unions might to alter wage-
benefit mix is still needed, is still correct.
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them to be re-elected. Also it could be possible for union leaders to maintain labor
solidarity by keeping up with the level of wages across firms or industries and at the same
time to hide extra rent as a less visible form of benefits rather than wages (Mabry, 1973).
A fourth explanation offers that employers also may be involved in the recent increase
of fringe benefits in the compensation packages in many countries. Especially, it is likely
that employers offer various and generous benefits for older workers in order to retain
skilled workers and reduce turnover rate where employers invest significantly in the firm-
specific training of their employees (Becker, 1964; Mabry, 1973).!5 On the contrary, it
might not be good for employers expecting to attract marginal workers to provide more
generous benefits because fringe benefits are less visible than wages to outsiders like job

applicants (Mabry, 1973).

Conditions to produce union benefit effect in Korea

In order to assure whether the previous studies on the union benefit effect in the U.S.
can be applied to Korea, we must ask whether union effect on fringe benefits in Korea is
meaningful. The importance of benefits, that is, the size of fringe benefits in total
compensation needs to be considered.

In Korea, the share of fringe benefits in total compensation appears lower than in the
U.S. (MOLDb, 1999). However, the importance of the union effect on fringe benefits
should not be overlooked for two reasons: a poor national welfare system and

government intervention into wage bargaining between employers and unions.

5 It was Henry Ford, Welfare Capitialism, and Human Relations Movement in the 1920s that recognized
the importance of benefits and argued to make an effort to provide benefits for workers in the United States
(Davis, 1986; Katz and Kochan, 1992).
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Table 2-3. The shares of statutory and voluntary benefits in total labor costs per employee
in many countries

UK. Austria German Belgium Japan Korea
Statutory 14.3 20.5 204 234 79 4.6
Benefit (84.6) (71.7) (88.7) (92.8) (73.8) (33.1)
Voluntary 2.6 8.1 2.6 1.8 2.8 9.3
Benefit (15.49) (28.3) (11.3) (7.2) (26.2) (66.9)

Note: Values in parentheses are the share each item in total benefits. The reference year for European
countries, Japan, and Korea is 1984, 1988, and 1993, respectively.
Source: Korea Labor Institute (1995) and Hong (1996).

Korea has a much more limited national welfare system (Song, 1995; Choi, 1992).
Table 2-3 presents a simple comparison between many countries including Korea, with
regard to the shares of statutory and voluntary benefits in total labor costs per employee.
Among the seven countries, the share of statutory benefits in total labor costs is the
lowest in Korea, indicating an extremely weak social welfare system. On the contrary, the
portion of voluntary benefits is quite higher in Korea than in other countries.'® That fact,
combined with no labor party or pro-labor government, supports the importance of the
union effect on benefits. The lack of a strong social welfare system supported by the
government makes the importance of welfare system relating to employment relations
within firms greater (Hong, 1996). Also the fact excludes a possibility that union benefit
differentials are a poor indicator to supplement union wage differentials because union

effects on benefits are realized through welfare legislation, not through collective

'S The shares of statutory and voluntary benefits in total labor costs for Korea in 1993 in Table 2-3 are
exactly same as the shares in Table 2-2, earlier. Table 2-2 implies that the share of voluntary benefits in
total labor costs and in total benefits is higher in 1993 than any other year in the period of 1986-1999. In
spite of some exaggeration in Table 2-3, the shares of voluntary benefits in total labor costs in Korea are
still higher. It is because the shares of voluntary benefits in total labor costs are larger than the shares of
statutory benefits in every year between 1986-1999.
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bargaining, as in the Scandinavian countries (Freeman, 1994). In this vein, it is expected
that the voice effect of unions in Korea is greater on fringe benefits than on wages.

In addition, since 1987 the government has intervened in wage bargaining at the
enterprise level through forcing firms to follow so-called ‘one-digit wage guideline’
offered by the government (Choi, 1992). The government continued to have a deep
concern about inflation, which may be caused by a steep increase in wages sought by
unions, and so strongly prefers an increase in welfare program or fringe benefits to
increase wages (Park, 2002). Consequently, the unions have sought to increase or create
various fringe benefits, which are free from the government wage guidelines, and not
regulated as in the case of wages (Choi, 1992; Bae, 1995; Park, 2002).

Given the historical conditions mentioned above, I hypothesize that the union effect
on benefits which have existed since the Great Labor Offensive in 1987 is lar<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>