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iv
Summary

The basic objective of the research project was to model and
subsequently identify the impact of plant dominance on labour market
behaviour., To achieve this aim the research was undertaken as two
partly ,related but largely complementary exercises. In one exercise
the investigation concentrated on examining how dominance influences
labour market behaviour and persomnel policy at the plant level. By
contrast the second exercise was concerned with the more general
topic of how plant dominance affected the performance and efficiency
of its LIM environment. 1In support of the investigation into plant
dominance the research also involved a considerable amount of
preliminary work which, although not directly concerned with
dominance,had to be undertaken in some depth to ensure that the
empirical work was set on a sound and comprehensive statistical base.

In terms of investigating the impact of plant dominance on
personnel policy the project initially developed a fairly
sophisticated model of dominant plant behaviour which was based on a
significantly enhanced wversion of standard monopsony theory. This
model was then used to compare the behaviour of dominant plants with
similar plants operating in separate and more competitive local
labour markets. Following this, and covering a quite different
aspect of dominance, a model of how dominant plants relate to other
plants within the same local 1labour market was also developed.
This was based largely on the presumption that the large absolute
size of the dominant plant would differentiate it from other plants
located within the local labour market. The predictions generated
by both these models suggested that dominant plant behaviour would
be distinguishable across a range of local labour market variables.
However, given the complexity of the wvariables involved in the
exercise and the nature of the interactions between them it was not
feasible to derive a unique and all-embracing model of dominant
plant behaviour.



Testing the hypotheses relating to dominant plant personnel
policy was a difficult exercise which, among other things, involved
empirically identifying local labour markets, analysing local labour
market industrial structure and subsequently pinpointing dominant
plants, and gathering detailed establishment level information on
daminant plants and the appropriate control groups. Although there
were many practical problems associated with each of these steps, it
remained possible to overcome the principal difficulties and thereby
test the predetermined hypotheses with confidence that the results
would reflect with reasonable accuracy the impact of dominance on
labour market behaviour. In very general terms the results of the
empirical analysis were, by and large, consistent with the
theoretical predictions that dominance would affect many features of
an employer's labour market behaviour. Of the two separate aspects
of dominance identified by the project the impact of size on plant
behaviour was the most evident. The influence of monopsony on
dominant plant behaviour was less profound in that although it
appeared to affect most key labour market variables its importance
seemed to be secondary.

As explained previously, examining the wider impact of plant
dominance on local labour market behaviour was largely a separate
exercise which involved constructing a quite different theoretical
model and its associated dataset. That is, rather than examining
the behaviour of the dominant plant group and subsequently
contrasting their behaviour with other establishments,this part of
the study extended the scope of the analysis by focusing on the
overall performance and efficiency of dominated local labour
markets, and in particular the behaviour of unemployment and vacancy
rates in dominated local labour markets. Broadly speaking, the
principal prediction of the local labour market based model of
dominance was that plant dominance will tend to minimise the
mismatch between unemployment and vacancies through its influence on
the job generation process and local labour market information
flows. Hence dominance should have a positive effect on local
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labour market performance. As well as considering how plant
dominance may influence local labour market behaviour it was also
possible within the same theoretical framework to suggest how other
aspects of the local labour market may influence efficiency. More
specifically, hypotheses were generated to suggest that local labour
market size, local labour market self containment, the extent of
dominance, and the nature of the dominating sector may influence
local labour market efficiency.

The empirical isolation of the impact of dominance on local
labour market behaviour was also a complex exercise which involved
controlling for a series of variables and overcoming a variety of
potentially serious econometric problems. Nonetheless, by taking
care when analysing the data it was still possible to draw several
meaningful conclusions from the empirical results. Perhaps the most
important finding was that there was very little evidence to support
the suggestion that plant dominance affected local labour market
performance. However, and by way of contrast, the available
evidence did indicate that industrial dominance positively affected
local labour market performance. Related to this another finding
was that,on the basis of available evidence,it seemed that the type
of dominating industry also influenced performance.

Drawing together the empirical findings seems to suggest that
occupying a leading position in the local labour market does not
appear to significantly disadvantage the dominant plant. ‘This
result holds even although there is ample evidence to suggest that
dominant plant personnel policy differs in many respects from other
plants and the cause of these differences may be traced back to the
plant's position in the local labour market. Related to this and of
equal importance it seems that in overall terms dominant plant
employees are not adversely affected by the quasi-monopsonistic
position of their employer. More specifically, although where some
features of benefit package are concerned dominant plant workers
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appear to be worse off than comparable non-dominant plants, these
negative aspects tend to be offset by several potentially important
advantages associated with working in a dominant plant. Most of
these plant level observations are also consistent with the more
aggregated local labour market result that plant dominance does not
seem to affect the underlying efficiency of the local labour market
as measured by the mismatch between the local unemployed and the
local vacancies.
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CHAPTER 1

RESEARCH OBJECTIVES AND A SUMMARY OF PRINCIPAL RESULTS

1 GENERAL AIMS AND CONSTRAINTS

The topic, and to some degree the methodology adopted by the
thesis originated in the SSRC sponsored project, "The Dominant
Industrial Plant and Urban Development". The underlying purpose of
the parent project was to examine the many different aspects
associated with the working of British local labour markets (LIMs)
which were identified as having employment structures dominated by a
single non-tertiary employer, and to compare these labour markets
with those which were not so dominated. In particular, the parent
project set out to examine the fluctuations in economic welfare in
dominated LIMs, and the operation of local income and employment
multipliers generated by the dominant plant.

Within this broad subject area this part of the research
focuses specifically on the labour market behaviour of dominant or
quasi-monopsenistic plants, both' in the terms of the impact of
dominance on their personnel policies and on the relationship of
these plants to their LIM. Suprisingly, although dominance is a
fairly common labour market phenomenon, it remains an underdeveloped
topic in applied labour market research. To some extent this
reflects the lack of an adequately developed theoretical
underpinning upon which to base empirical analysis which in turn is
partly attributable to the complexity of the topic. The absence of
previous work in the area also reflects the lack of a suitahle data
set upon which to base empirical analysis and hypothesis testing.
This study attempts to overcome both these shortcomings: firstly by
developing a theoretical model of dominant plant and dominated LIM
behaviour, and secondly by building a sufficiently comprehensive
data base to test whether the predictions of the modgl can be
sustained empirically. '
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In very general terms the first major hypothesis tested by the
research is that dominant plant personnel policy differs in many
important respects from the approaches adopted by other employers.
In most cases these differences in personnel policy may be
attributed to two largely separate structural features associated
with dominance. The first feature is that dominant plants tend to
be influenced by monopsonistic pressures since they employ a
significant portion of the LIM's workforce. The second feature
relates to the large absolute size of dominant plants as measured by
the number of workers employed by the plant. The implications of
the monopsony and size effects for dominant plant personnel policy
are quite different and in the research care is taken to distinguish
between the two by analysing them separately where this is
possible.

The second major hypothesis tested in the research is that
dominance not only affects plant personnel policy but it also
influences the overall performance and efficiency of the LIM. This
hypothesis relates mainly to monopsonistic influences and the extent
to which dominance influences LIM institutions and information
systems with the labour market. Other factors besides dominance
also have an impact on LIM efficiency and the'fsefore in order to
isolate the impact these other considerations ére examined in
parallel in the research.

2 METHODOLOGICAL APPROACH

Although both the central research hypotheses appear to be
relatively straghtforward, isolating the effect of monopsony and
size on plant and LIM behaviour is a difficult empirical exercise.
Labour market analysis, particularly at the plant level, is in the
difficult position of spanning a ramge of social science disciplines
and this can present considerable analytical and practical
difficulties for ‘researchers., That is, labour market behaviour is
moulded by so many diverse influences, most of whicki are difficult
to isolate and
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quantify, that constructing a realistic and yet sufficiently general
model is an extremely difficult and often subjective exercise.
Moreover, since many of these variables are closely interlinked it
is extremely difficult to identify an unambigious causal sequence
which will translate a description of plant and LIM behaviour into
an explanation of the factors under observation. As a result of
these considerations labour market analysis has been the scene of
considerable debate over what constitutes the most appropriate
philosophical and methodological approach to the subject. Basically
the conflict may be split into two sepoarate schools of thought; the

.traditional economic approach and the institutionalist approach. (1)

The proponents of the traditional economic approach believe
that LIM behaviour may be explained largely in terms of economic
forces since these are seen to be of fundamental importance and
overshadow any other process in the market. Accordingly, when
confronted with data on labour market behaviour, orthodox economists
analyse the problem using the standard tools of demand and supply,
equilibrium, or maximisation under defined constraints. The
traditional economic approach, therefore, simplifies the problems of
LIM analysis by concentrating on the economic determinants of
behaviour. Non-economic forces are generally dismissed as
abberations, only slightly distorting the more powerful economic
influences. Orthodox economists believe that to include other
influences adds little to the explanatory power of the theory but,
on the other hand, would greatly increase its complexity. As a
result there would be no manageable theoretical framework to help

understand LIM behaviour and to predict LIM performance. (2)

The inst tional approach stands in marked contrast to the
economic school by arguing that major shortcomings 1in the

traditional economic paradigm have been highlighted by empirical
investigations which, for the institutionalists, unequivocally

(1) Por a review of the principal arguments involwved here read
Gordon (1972}, Corina (1972), and Thurow (1976)

(2) Note that some of the more modern economic analysis also take
account of information weaknesses and other market inperfections.
For example, see Lipman & McCall (1976)



4
illustrates that many theoretical predictions of the orthodox model
do not accord with reality. As a result the institutionalists
conclude that, in its simplicity, the economic model neglects
several important determinants of, and constraints upon, labour
market behaviour. Consequently, the institutionalists consider that
the economically based assumptions underlying traditional theory are
unrealistic and - therefore it is unlikely that the predictions of
the orthodox approach will be reliable. 1In place of the supposedly
misspecified and inadequate model the institutionalists suggest;
that a wider interpretation of the problem is necessary; one
which cannot be encompassed by the narrow parameters defined by the
demand and supply approach. As part of the wider approach the
institutionalists believe that the labour market should be viewed as
an interrelated interdisciplinery system composed of institutional,
sociological, psychological and economic forces which combine to
produce results far removed from the economically based
predictions. The main advantage of this approach, according to its
advocates, is that it 'explains' more about labour market behaviour
than the economic approach. By taking important non-economic forces

into account it becomes a closer approximation to reality.

For the purposes of the study, and bearing in mind the strengths
and weaknesses associated with each viewpoint, the methodological
approach adopted by the more orthodox economists is accepted as the
most realistic and practical analytical tool. 1Indeed it can be
argued that the shortcomings of the economic approach, and in
particular its reported predictive failure, stem. from the exclusion
of the important economic variables rather than the neglect of
totally different institutional and sociological forces. The simple
economic model critigised by the institutionalists can be viewed as
only the foundation of a more complete and realistic economic
interpretation of labour market behaviour. Once these additional
economic forces are included the economic approach should conform

more closely with the empirical realities of LIM behaviour. 3)

(3) See Lipman & McCall (1976) for examples of this.
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Consequently in the following survey of LIM behaviour, economic
variables and economnic pressures are taken to be the key
deteminants of dominant plant personnel policy and dominated labour
market behaviour.

Turning to a different but nonetheless related consideration,
it should be emphasised that although the model of dominant plant
and dominated LIM behaviour developed in the research is credible
and consistent it is not possible to develop a model incorporating
highly specific predictions. This reflects the underlying
complexity of the LIM environment and the close interrelationships
between many of the key labour market variables under examination.
As a result, and when dealing with the more problematic labour
market variables, the theoretical framework developed in the study
has to be couched in relatively general terms to allow for
alternative but equally plausible interpretations. That is, given
the nature of the labour market it is extremely unlikely that a
unique model of dominant plant and dominated LIM behaviour exists.

A more realistic approach is therefore to build some flexibility
into the theory which if necessary can be refined in the light of
empirical considerations.

Accepting the methodological approach favoured by economists,
but at the same time recognising the dangers and limitations imposed
on the study by the nature of the research, the theoretical and
empirical work on dominance is divided into four sections. Firstly?
the study identifies UK LIMs and their industrial structure, and
thereby isolates those LIMs defined as plant dominated. Secondly,
the behaviour of dominant plants in relation to otherwise similar
plants operating in non-dominated LIMs is investigated. Thirdly, the
behaviour of dominant plants in relation to other plants within the
same LIM is examined. Finally, the study analyses the underlying
efficiency and principal behavioural characteristics of dominated as
opposed to non~dominated LIMs. The principal results to emerge from
each of these four sections are summarised very briefly below.



3 THE IDENTIFICATION OF LIMS AND THEIR INDUSTRIAL STRUCTURE

This section forms the starting point for much of the
subsequent analysis of dominant plant behaviour in that the
calculations form the basis and framework for a detailed
examination of the impact of dominance on both plant behaviour and
LIM efficiency. 1In the UK the identification and classification of
LIMs has not previously been attempted on such a comprehensive
scale. Consequently, isolating the LIMs involved working from a set
of theoretical propositions and definitions through to a series of
operational criteria which were then used to identify and
subsequently categorise LIMs.

With respect to the definition of LIMs a geographical area had
to fulfil two basic considerations before being considered as a LIM:
firstly, the area had to be relatively small so that the workforce
could travel easily throughout; and secondly, (in order to constitute
a unified market) the area had to be relatively self-contained in
terms of journey-to-work patterns. Although both these conditions
are not difficult to understand, operationalising the concepts was a
difficult exercise since there are no arguments to support a
particular size of geographical area, a particular level of self-
containment, or any combination of the two, as representing an
obvious threshold for defining a LIM. Consequently, and in the
absence of any such index, it was decided to set arbitrary cut-off
points based largely on pragmatic considerations (see Appendix 1).
Accordingly, to qualify as a LIM an area had to meet the following
conditions :

-at least 70% of the resident workforce had to be employed
within the LIM area;

~at least 70% of the area's workforce had to reside within the
LIM area;

-the area had to contain at least 10,000 inhabitants in urban
areas;

-the area had not to exceed 50,000 acres,and finally

-the population density had to exceed one person per acre.

Using these criteria and the 1961 Journey to Work statistics 299
LIMs were identified. The distribution and principal
characteristics of the selected LIMs are shown in Appendix 2.
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Having isolated the LIMs the next step was to identify and
classify the industrial structure of the individual markets, and in
particularfodistinguish between dominant and non-dominant areas.
This was achieved using Factory Inspectorate figures and ER II data
supplied by the Department of BEmployment which was aggregated to
match the predefined LIM boundaries. Using this data the project
initially attempted to draw a distinction between LIt\s where there
was a normal or rank -size distribution, and other areas where the
distribution was of a primate form. In practice, however, there was
no such distinction and,in the absence of any alternative,dominance
was defined statistically. On the basis of pragmatic considerations
the dominance threshold value was set that dominant plants should
employ more than 12.5% of the workforce in the area. Given that
approximately 50% of employment is in services this in practice
means that a dominant plant will account for at least 25% of
manufacturing employment in an area, and therefore should have a
major impact on LIM behaviour.

Using this definition of dominance 95 plant-dominated LIMs were
identified, and with 3 of these LIMs being dominated by two separate
employers, this gave a total of 98 plants as a basis for further
investigation. In terms of workers these 98 plants employed
570,000. The largest plant employed 25,000 with the average number
of employees being just below 6000. Only 6 plants employed less
than 1000 workers. The distribution of dominant plants was
reasonably widely spread between the Regions, but there was a
relatively high proportion located in the more depressed areas. (4)

(4) Much of the information on the identification and
classification of LIMs is very detailed, and at the same time is
only indirectly related to the focus of the research in that it
merely provides the geographical basis for testing hypotheses on the
impact of plant dominance. Consequently,the detailed outline of the
methodology and workings behind defining LIMs and the identification
of plant dominance have been placed in Appendices rather than
included in the main text. Furthermore, since most of the work was
undertaken for the project as a whole, rather than merely in
relation to the labour market implications of dominance to include
this as totally original work would have been misleading.



4 THE BEHAVIOUR OF DOMINANT PLANTS IN RELATION TO SIMILAR NON -
DOMINANT PLANTS

One of the central themes of the study is that dominant plants
behave differently from similar but non-dominant plants operating in
more competitive LIMs. The prime reason put forward for these
behavioural
differences is the impact monopsonostic influences have on the
dominant plant. The theory behind this proposition, and therefore
the nature of the characteristic attitudes adopted by dominant
plants in their personnel policies is developed in Chapter 2. The
chapter begins with a detailed presentation of the standard
monopsony model. However, since the model has a number of
shortcomings for any practical analysis of dominant plant personnel
policy an enhanced monopsony model 1is developed incorporating
factors previously excluded from the more abstract standard
treatment. From this model a series of hypotheses are developed
which form the basis of the subsequent empirical investigation into
the impact of dominance.

As mentioned previously it is difficult to generate a series of
precise and unambiguous hypotheses when analysing dominance.
Nonetheless, and bearing this consideration in mind, it is still
possible to develop the following propositions on the basis of the

detailed review of monopsony theory: (5)

- Dominant plants will tend to offer a level of wages below
that prevailing in otherwise similar plants operating in
more competitive LIMs.

- Dominant plants will experience labour shortages when
offering their 'equilibrium' level of wages.

5)Note that the hypotheses listed here are stated at their most
simplistic?"“'hnd a much more detailed presentation is given in
Chapter 2. In particular, this chapter recognises that the
interrelationships between variables may ultimately condition some
of the hypotheses usually associated with monopsony theory.



- Dominant plants will adopt characteristic recruitment
policies to overcome the problem of supply inelasticities
created by monopsony.

- The 1level of unionisation in dominant plants will be
enhanced by monopsonistic conditions.

-~ Monopsonistic pressures will lead to relatively high lewvels
of training in dominant plants.

-~ The level of quits will be lower in dominant plants than in
otherwise similar plants operating in a competitive
environment.

Data to test the hypotheses relating to dominance was
generated from questionnaires returned from the previously
identified dominant plants and a carefully selected control group of
similar plants operating in more competitive LIMs (see Appendix 3
and several later Appenfices) .(6) Where possible the questionnaire
results were supplemented by previously completed research into
associated labour market issues. The principal results emerging
from the analysis of the questionnaire returns are set out in detail
in Chapter 3 and tend to support many, but not necessarily all, of
the theoretical predictions associated with the monopsonistic
interpretation of dominant plant behaviour., However, by way of
setting the scene, the principal results are summarised below.

The first hypothesis to be tested was that dominant plants tend
to offer a level of wages below that prevailing in otherwise similar
plants operating in competitive LIMs. In general this hypothesus
was supported by quantitatiwand qualitativeevidence although problems
with the data set casts some doubt on the true nature of the
differences. The possible impact of monopsony on wages and earnings
was also examined by' comparing the determinants of wages in the two
sample groups and it was found that influences consistent with
monopsony generally seemed to be more important in the dominant
plant sample although the evidence on this was limited.

(6) It was again felt that the detailed discussion of the survey
methods and the statistical technique employed should not be
included in the main text and therefore the results are presented in
A’DDendi-Xaai.
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Monopsony theory also suggests that dominant plants tend to
suffer from labour shortages whilst at the same time offering an
equilibrium market wage rate. The empirical evidence on this only
partly supports this proposition. That is, although many
dominant plants suffer from labour shortages, particularly for
skilled workers,the position is worse in the control group sampie.
Nonetheless, looking in more detail at the causes of labour
shortages it would appear that monopsonistic pressures are more
important, although not significantly so, in the dominant plant
sample. A number of possible explanations may be put forward to
explain why dominant plants do not appear to suffer disportionately
from labour shortages ranging from variations in the level of
unemployment in the LIM to the dominant plant's ability to cope more
readily with labour shortages through their recruitment policies and
screening  techniques. Unfortunately , without more detailed
information on the nature and cause of labour shortages it is
difficult'“specify precisely the role of monopsony in influencing
labour supply within the LIM.

As predicted,plant recruitment also appears to be influenced by
monopsonistic considerations, although this is only apparen{: in the
secondary and less important recruiting methods adopted by employers
which tend to be used mainly when LIM conditions tighten. That is,
under normal LIM conditions dominant plants tend to behave 1like
other plants by relying primarily on relatively inexpensive and
passive recruitment channels. It is only when the particular
characteristics of dominated LIMs become more important that
management appear to respond by adopting specialist recruitment
policies to overcome the monopsonistically induced supply
inelasticities. This appears to be especially true for the high
skilled groups where supply inelasticities seem to be more prevalent.

Dominant plant training is another aspect of personnel policy
theoretically subject to monopsonistic pressures due to the partial
loss of the d.istinction between general and specific training and
the tendency towards low quit rates in this particular market
structure. Without detailed data on training it is difficult to
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empirically test this hypothesis, nonetheless the available
quantitative and qualitative information from the questionnaires
would seem to be consistent with the hypothesis and support the view
that dominant plants train more, both in total and on a per-capita
basis ., than equivalent plants operating in a more competitive
environment.

The structural characteristics associated with dominated LIM
also appear to influence the level of unionisation in dominant
plants as theory suggests. More specifically the questionnaire
evidence shows that levels of unionisation ' for males are
significantly higher in the dominant plant sample, and this is not
explained by any obvious sampling bias.

Finally , the relationship between dominance and quits was
examined and in this case the relatively general evidence on the
relationship was inconclusive. Although quits were marginally lower
in the dominant plant sample, and therefore the results seem to
support the original hypothests, the individual differences were
statistically insignificant. In part this reflects the
concentration of high quit rate industries in the dominant plant
sample, and when the bias is corrected the expected difference
between the control group and dominant sample becomes more
pronounced supporting the original hypothesis.

In overall terms, and considering dominant plant personnel
policy as an interrelated system rather than as separate components,
it does appear that monopsony has a widespread, if not profound,
influence on dominant plant personnel policy. In fact, it seems
that monopsonistic influences in one area of dominant plant
personnel policy do tend to influence other aspects of personnel
policy. As a result of these influences, and although precise
measurement 1is not possible, the total impact of monopsony on
dominant plant appears to be .significant in that their overall
behavioural characteristics are different from similar plants
operating in a more competitive labour market environment.
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5 THE BEHAVIOUR OF DOMINANT PLANTS IN RELATION TO SMALLER PLANTS
CPERATING WITHIN THE SAME LIM

The impact of dominance on plant personnel policy may not be
fully reflected in the monopsonistic framework developed previously
since the model largely ignores the influence which other firms
operating in the same LIM may have on dominant plant behaviour. As
a result it is important to examine how the dominant plant relates
to other establishments operating within the LIM, and on this basis
explore how these relationships condition and cjualify the
monopsonistically based predictions. That is, as dominant plants
are not true monopsonists it is only when interactions between these
and other plants in the area are taken into account that it is then
possible to establish the overall impact and influence of dominance
on plant personnel policy.

As Chapter 4 in the research explains the labour market
behaviour of dominant plants tends to differ radically from other
plants operating within the same ILIM. The - most important
differentiating feature of dominant plant intra-LIM behaviour is the
large absolute size of these establishments relative to other plants
within the area. The impact of the size effect on dominant plant
personnel policy is important since within the plant it conditions
levels of job satisfaction and attitudes to work, industrial
relations and workforce cohesion, and hence ultimately many
fundamental aspects of the economics of plant manpower and personnel
policy management.

The full impact of plant size on personnel policy is summarised
in Diagram 1.1l. As the diagram shows there are essentialy four
structural characteristics associated with plant size:
bureaucratisation and organisational complexity, functional
specialisation, product market concentration, and economies of
scale. Each of these effects is of fundamental importance to
personnel policy as they ultimately influence the operational
effects of size either jointly or in isolation as is again shown in
the diagram.
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On the basis of the model of the size effect it is possible to
develop a series of predictions on how the dominant plant will
relate to other plants within the same LIM. At their most
simplistic level these hypotheses are as follows :

- The dominant plant, because of its size, will offer a higher
level of earnings than the other smaller plants operating
within the same LIM.

- The dominant plant, because of its size, will recruit high
quality workers.

- As a result of wishing to employ high quality workers the
dominant plant will adopt characteristic recruitment methods
which will also include a relatively strict screening
process.

- Dominant plants will tend to offer above average levels of
training.

- Dominant plants will display relatively high levels of
unionisation.

The empirical approach to identify how size influences dominant
plant behaviour is basically similar to the approach adopted when
making inter-LIM comparisons of plant behaviour, in that much of the
required data was collected from the questionnaires sent to the
dominant plants. However, in this case a control group was not
generéted by sending the questionnaire to other plants operating in
the same LIM. This decision/..ccece.
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This decision was prompted by the inherently poor response rate to
questionnaires characteristic of small plants. As an alternative
means of comparison it was decided to include in the schedules sent
to dominant plants direct questions on their relationship to other
plants operating in the same LIM. Asafurther  back-up results of
previous studies into small plant behaviour were used to test the
general hypothesis that there were considerable differences between
the behaviour of the dominant plant and other manufacturing units in
the area. 1In general terms the evidence collected suggests that
within the LIM dominant plants seem to exhibit characteristic
behaviour patterns which are in fact consistent with the hypotheses
relating to the size effect. Moreover, when these are considered
together they produce an economically consistent and rational
explanation of dominant plant attitudes and behaviour.

e of the most important results of the analysis shows that
dominant plant wages and earnings are generally higher than other
plants in the LIM. From the available data this appears to be a
strategy deliberatdy promoted and maintained by dominant plant
management. The questionnaire results and other considerations also
suggest that the high wage policy was the result of the structural
characteristics associated with plant size.

The high wage strategy of dominant plants also appears to hawve
direct implications for other aspects of personnel policy. 1In
particular, the questionnaire evidence suggests that as a result of
their high wage policy dominant plants are able to recruit and
retain workers of above average quality. The dominant plants also
appear to recruit workers of a higher skill level. Both these
cornclusions support the theoretical predictions developed previously.

The above average earnings package and the high quality and
skill requirements also appear to influence dominant plant
recruitment methods as suggested by the ‘'size effect' model. 1In
most cases it appears that there is a well organised list of
applicants willing to work in dominant plants. From this queue
dominant plants are subsequently able to select the most promising
recruits through a series of screening processes. Unfortunately.it
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was not possible to conclude whether these selection procedures were
any stricter than other plants operating in the LIM as the model
developed in Chapter 3 suggests.

Dominant plant training policies also appear to differ

from other LIM plants,with the daminant plants generally providing a
relatively high lewvel of training. This supports the argument about
the considerable economies of scale available to dominant plants on
training and the need for dominant plants to maintain the quality
and skill of their labour force. The high level of training
provided by daminant plant s is probably also influenced by the
dominant plants relatively high wage rates, in that dominant plants
can be confident that trained workers will generally be unable to
quit and move to plants offering superior earnings.

Finally, the levels of unionisation in dominant plants appeared
to be higher than in other plants in the LIM. This again appears to
reflect the structural characteristics associated with the plant
size and is in line with the theoretical predictions relating to
this wvariable. The high levels of unionisation, in turn, appear to
influence other aspects of dominant plant personnel policy including
the nature of collective bargaining, and the level of earnings and
fringe benefits.

In a more general sense the model of dominant plant intra-LIM
behaviour tends to support a somewhat modified but nonetheless
basically competitive explanation of labour market behaviour. Each
policy or reaction adopted by the dominant plants has a valid
economic interpretation based on the plant's interrelated and often
complex requirements to operate efficiently. That is, the dominant
plants are reacting to the conditions imposed by their relatively
large absolute size in an economically efficient manner. Therefore,
the behaviour of wages, earnings, manpower quality, selection
procedures, unionisation and training programmes, all reflect the
pressures imposed by plant size.
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Finally, but nonetheless of considerable importance, it seems
that the relationship between the dominant plant and the other
plants in the LIM may well have important implications for the
moncpsony model. In particular, the position of the dominant plant
as the LIM wage leader may serve to reduce the depressing impact of
moncpsony on dominant plant wages. The leading position. of the
dominant plants in the LIM wage hierarchy may also help to overcome
the shortage problem associated with monopsony, which in turn should
preempt the need for - dominant plants to use recruitment methods
specifically designed to overcome supply inelasticities. Having
said this perhaps it is ample testament to the importance of
monopsony that, despite the implications of the plant size for
dominant plant behaviour, the influence of supply inelasticities
still appear to affect daminant plant behaviour.

6 The Efficiency of Dominated LIMs

The second major section of the research into dominance is
concerned with the impact this feature of the local economy may have
on the underlying efficiency of the LIM, as measured by local
unemployment and vacancy rates. This part of the research,
therefore, approaches the topic of dominance from a much wider
perspective in that it is concerned with the behaviour of the entire
labour market rather than one particular plant. The theoretical
justification for the view that dominance may affect LIM performance
is presented in Chapter 6 which initially investigates possible
measures of LIM efficiency based on UV data and subsequently goes on
to explore how dominance and other LIM characteristics may influence
aggregate LIM behaviour. The empirical results of the UV analysis
are presented in Chapter 7 with supportive material contained in
Appendices 13 to 17. The major theoretical conclusions developed in
Chapter 6, couched in their simplest form, are as follows:-

- LIM UV curves can be modelled using the standard UV equation

U=av®
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-~ The efficiency of a LIM is measured bﬁi‘f{i‘fi%ie the UV function

crosses the U=V line, but as a back up measure it is also

possible to use the UV function's elastic.l;(‘:cJ which is the
value B.

- The structure of unemployment and vacancies in plant and
industry dominated LIM's will tend to reduce the coexistence
of unemployment and vacancies and therefore will improve LIM
efficiency.

- The nature of information flows in plant and industry
dominated LIM's will tend to improve LIM efficiency.

- The efficiency of a LIM as measured by the UV curve, is
likely to be inversely related to its size.

- The level of self-containment in a LIM is 1likely to
influence the position of the U curve and hence LIM
efficiency.

- The nature of the dominating sector will tend to influence
the efficiency of the LIM, and more specifically it is
likely that stable industries will be the most efficient
whereas rapidly expanding or declining industries will tend
to be the least efficient.

To test the hypotheses relating dominance to LIM efficiency
involved collecting a suitably comprehensive and accurate data base
on unemployment, vacancy and employment figures. To ensure that
each LIM UV curve was estimated accurately it was decided to collect
100 gquarterly observations for each variable covering the period
1951 - 1975. In some cases the data was not available, but despite
this there were generally sufficient observations to calculate a UV
equation for most LIMs. Although in general data availability was
not a problem it was recognised that the accuracy of the data was
questionable and this could lead to interpretative problems unless
handled with care (see Appendix 13). Indeed,even by introducing
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sophisticated controls it is unlikely that all the shortcomings
associated with the data could be overcome and, as a result, any
conclusions drawn on the basis of the empirical results will be
subject to qualification.

Related to the data set another important issue facing the UV
analysis concerned the adoption of the most suitable econometric
approach. Failure to use the most appropriate method would once
again generate potentially misleading conclusions based on the
misinterpretation of the available statistics. Given the data set
under examination, and remembering the hypotheses under test, the
most econometrically correct analytical method would be to use
ordinavy least squares (see Appendix 15). Unfortunately,
however, and for several substantive reasons it was not practical to
use this technique and as an alternative it was decided to run the
standard UV equation on a LIM basis. More precisely this involved
estimating the equation Iog U = Log A + BLog V for each individual
LIM data set. Having calculated the measures of LIM efficiency from
each equation it is then possible to test the hypotheses on
dominance by relating these results to the characteristics of the
LIM. It should be borne in mind, however, that although this
approach appears to be relatively straight-forward it is subject to
several important econometric shortcomings. As a result of this
largely unavoidable problem the analysis of the UV data is
restricted to suggesting what the results may imply rather than
deriving any more positive conclusions.

In terms of the actual results of the UV analysis one of the
most important findings was that, as predicted, the efficiency of
industrially dominated LIM's was much higher than non-dominated
LIM's. However, and contrary to expectations, there was no
meaningful difference in efficiency between plant dominated and
non-dominated LIMs. By and large this pattern still prevailed when
different controls were introduced into the calculations. In terms
of the original hypothesis, therefore, it seems as if the available
evidence only in part supports the more general proposition that
dominated LIMs will be more efficient than non-dominated areas.
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The analysis of the UV equation results also indicated that
there was no obvious relationship between LIM size and LIM
efficiency, or LIM self-containment and LIM efficiency. Given the
nature of the data set and the perhaps rather tenuous nature of the
hypotheses these results were not particularly surprising. On the
other hand there did appear to be a marked relationship between both
measures of LIM efficiency and industrial sector. Indeed, the
results were broadly consistent with the original hypothesis that
stable industries would be characterised by the highest level of LIM
efficienéy and growing and declining sectors would be associated
with less efficient UV curves.

7 Overall Conclusions and Implications

In general terms the fundamental objective of the research was
to identify the nature and extent of any possible impact dominance
may have on labour market behaviour. Unfortunately,this relatively
straightforward hypothesis was not quite as simple to test as it
first appeared. One fundamental difficulty was that there was no
readily adop{:able theoretical framework upon which to base testable
hypotheses,and therefore for the most part the research was forced
to develop its own model of dominance. Reinforcing this,the task of
developing theory was made particularly difficult because the
project chose to investigate dominance on two levels : firstly, in
relation to how it influenced plant behaviour and secondly, how it
influenced local labour market behaviour. In addition to these
points a further problem which had to be overcome was that when
developing these two relatively independent models the researcher
was confronted with a wide range of interrelated labour market
variables each of which may be associated with dominance in a number
of ways. A final, but nonetheless substantial, difficulty was that
for the most part it was necessary to generate, often from scratch,
a data base in a form appropria{:e to test the hypotheses relating to
dominance. This was an extremely tedious and time consuming
exercise which, even when every care is taken to ensure the validity
of the figures, cannot realistically be expected to produce a
totally satisfactory set of statistics.
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Despite these problems however, it was still possible to
develop two overlapping, reasonably coherent and relatively general
models to explain how dominance may affect plant and LIM behaviour.
In testing the hypotheses generated by the process it seemed that, -
in broad terms, dominance did in fact influence labour market
behaviour. The evidence for this was most clearly demonstrated at
plant level where many of the original hypotheses were supported by
empirical evidence. Nonetheless, although the impact of dominance
on plant behaviour is evident, it appeared to be of secondary
importance and its influence should not be exaggerated. At a LIM
level the impact of ‘plant dominance is not particularly observable
despite being much in evidence in industry dominated areas.

As a final conclusion to the exercise it does seem worthwhile
making the relatively general point that the available evidence does
not suggest that plant dominance has a significant adverse affect on
the economic well being of the LIM or the plant's workforce. More
precisely,whilst it is certainly true that dominant plants seem to
pay relatively low wages when compared to other plants operating in
more competitive LIM's, this is in many respects offset by other
more positive considerations such as the dominant plants training
activities. Of course, given the dominant plant's quasi -
monopsonistic position in the LIM this relatively neutral conclusion
would not hold if such a plant was forced into major cut backs or
indeed closure. Under these circumstances the effects on the local
econcmy would be profoundly negative, but this is a rather different
topic from the one under review and deserves separate
investigation. As a final point it should also be said that from
the employer's point of view there does not seem to be any serious
disadvantages associated with occupying a position of dominance in
the LIM.
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CHAPTER TWO

A THEORETICAL MCODEL OF THE IMPACT OF MONOPSONY
ON DOMINANT PIANT PERSONNEL POLICY

The distinguishing characteristic of dominant plants is that
they employ a relatively high proportion of manufacturing employment
“in a LIM, and hence occupy a quasi-monopsonistic position in the
labour market. This Chapter seeks to establish from a theoretical
standpoint how these monopsonistic pressures influence dominant
plant personnei policy. The Chapter begins by presenting the
standard model of monopsony focussing in particular on the theory's
underlying assumptions and principal predictions. ©On the basis of
the standard exposition an augmented monopsony model is developed
incorporating factors previously ignored in most models. The
operational implications of the augmented model are subsequently set
out as hypotheses which may be tested by contrasting dominant plant
personnel policy with similar non-dominant plants operating in more
competitive labour markets. The hypotheses are devised bearing in
mind that whilst monopsony theory relates to a single employer LIM
dominance implies that, although one plant constitutes a high
proportion of the markets labour supply, other smaller,

establishments operate in the area. (1)

1. THE BASIC MONOPSONY MCDEL

When analysing dominant plant behaviour in relation to similar
plants operating in a competﬂtive environment the natural reference
point is monopsony theory and the traditional labour market approach
to the problem. Using the basic meonopsony model it is possible to

(1) The nature of dominance is discussed in depth in Section 6 of
this Chapter and Appendix 2.
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identify, at a conceptual level, the most important influences
labour market% dominance has on dominant plant personnel policy.
However, this standard exposition, due to its many simplifying
assumptions, only offers a starting point for any practical analysis
of dominant plant labour market behaviour. A more realistic
interpretation of dominant plant attitude and policies requires
additional development and further refinement of the standard
treatment as is shown below.

The standard monopsony model is based on the following
simplifying assumptions (see Rees, 1973, PP 75-80; and Hunter and
Robertson, 1969, PP 239-241):

(i) There is perfect information in the LIM available at zero cost ,

(ii) Workers have equal productivity,

(iii) There is full-employment,

(iv) There is only one occupation within the plant,

(v) The operation of the LIM is not influenced by non-economic
factors, either social or institutional,

(vi) There is only one employer in the LIM and,

(vii) BEmployers are profit maximisers

Using these simplifying assumptions a determinate solution to
monopsonistic labour market equilibrium may be reached by
introducing the relevant labour demand and supply schedules. As
usual the monopsonistic establishment's demand for labour is based
on the workers' marginal revenue product curve. However, the
monopsonist's labour supply schedule is that of the market and
therefore is upward sloping. This aspect of the supply curve is the
major distinguishing feature of monopsony and will ultimately
influence the personnel policies adopted by monopsonistic plants.
In particular, instead of being able to recruit any quantity of
labour at the ruling market price, as in a competitive environment,
monopsonists cannot neglect the effect of changes in their demand
for labour on the equilibrium wage rate and the resultant supply of
potential recruits. Another related feature of monopsony is that
the marginal cost of recruiting additional staff lies above the
supply price, in that besides offering higher wages to new employees
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the monopsconist also has to offer higher wages to existing
(2)

workers.

DIAGRAM 2.1 MONOPSONISTIC LABOUR MARKET FQUILIBRIUM
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The impact of the rising supply curve associated with monopsony
is shown in Diagram 2.1. Given that the monopsonist is a profit
maximiser the equilibrium labour market solution will be where the
marginal wage cost (MWC) equals the marginal revenue product (MRP).
Therefore, the equilibrium solution for the employer is at E, where
the wage rate is OW, and the employment level ONl' There are
several important points to note about this equilibrium. Firstly,
both the wage rate and the employment level are lower than the
competitive equilibrium since under perfectly competitive conditions
the wage would be GW2 and the associated level of employment
ON,. Secondly, wages are no longer fixed for the employer as a
result of exogenously determined market conditions, but are
determined by demand within the firm and the marginal cost of hiring
additional labour. Thirdly, the firm faces job vacancies in
equilibrium since in the diagram the monopsonist would be willing to
hire N1N3 additional workers at the equilibrium wage rate, but

(2) This, realistically, assumes that the monopsonist cannot

discriminate between workers by only offering higher wages to new
recruits.
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the rising supply curve rules out this possibility since it involves
the payment of higher wages. Fourthly, strictly speaking the
establishment's marginal revenue product curve is not a labour
demand curve. A monopsonist has no labour demand curve in the sense
of a simple relationship where the quantity of workers demanded is a
function of the prevailing wage rate. The number of workers
employed depends not merely on the height of the supply curve in
relation to the marginal revenue product schedule, but also on the
gradient, That is, the slope determines the position of the
marginal wage cost curve which in turn influences the quantity of
labour demanded. (3)

2. ~MONOPSONY - THEORY REVIEWED: RELAXING THE MODEL'S UNDERLYING
ASSUMPTICNS

The diagramatic representation of monopsony illustrates the
textbook case of one buyer in the labour market facing a positively
sloped supply curve. Bence the employer sets wages at an
"exploitation" rate below marginal revenue product, and creates a
lower overall level of employment in the local labour market. The
model as it stands, particularly in relation to its underlying
assumptions, bears little resemblance to identified local labour
(4) Therefore, to test the strength and
flexibility of the theory, the model must be further. developed and
the restrictive assumptions imposed by the original model either

market structures.

dropped or relaxed.

2.1 Imperfect Information

There is ample evidence to suggest that imperfect information
inhibits the operation of labour markets (see Rees, 1973, Chapters 4
& 5; Stigler, 1962; Robinson, 1970; MacKay et al 1971; and Rees
1966) .

(3) In terms of the diagram, if a more inelastic supply function
passed through point G this would generate a marginal wage cost
curve lying above the present schedule and this means that the level
of employment in the plant would be lower.

(4) See Section 6 of this Chapter.
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Consequently, the assumption that monopsonists have perfect
information at zero cost may seriously restrict the predictive value
of the standard monopsony model. However, it has been demonstrated
that the relaxation of the assumption of perfect information, and
therefore of zero recruitment costs, may be incorporated into the
monopsony model without changing the basic predictions of the
theory. For example, Devine (1969) has shown that it is possible to
derive a unique least-cost combination of recruitment and wage costs
for every quantity of workers demanded (see also Wolitz 1970).
Moreo ver, the resulting minimum average outlay curve is positively
biased and therefore has a marginal outlay curve lying above it. 1In
this way imperfect information may be treated as a cost and
incorporated into the standard monopsony treatment. Calculating the
equilibrium solution follows as before providing answers of a
similar nature to the original model with the mowpsonist offering a
wage below the competitive rate in association with a restricted
level of employment. This approach to imperfect information and
recruitment costs may be extended to other forms of personnel costs
which could be substituted for high wages in an effort to increase
the supply of labour.

Unfortunately, dealing with information deficiencies in this way
does not solve another of the problems associated with this
characteristic of labour market behaviour, which .is that as soon as
imperfect information is introduced into labour market analysis the
concept of a rising supply curve 1is no longer unambiguously
associated with a monopsonist. ‘That is, labour market information
deficiencies imply that even non-dominant firms may face a
positively sloped labour supply schedule, in that to offset
information deficiencicsamong workers all employers must increase
wages if they wish to attract additional workers. (5) This upward

(5) For example, when workers are considering changing jobs they may be
viewed as weighing up their prospective earnings in their present job
against a similar calculation for prospective earnings in a new Zjob.
However, workers will differ in their judgement of which wage to transfer
at because their time horizons, rate of discount, and estimated
unemployment related to alternative jobs cannot be accurately calculated
due to information deficiencies. To counteract these difficulties
employers seeking to expand must offer higher wages. In doing so the new
wage will exceed the break-even point for more workers but this will

necessarily impart a positive bias to the employers labour supply
functions. For a more detailed discussion on the problem see Reynolds
(1945, PP390-411).
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slope in the supply schedule may be reinforced by the indirect, but
important, costs associated with changing jobs in that workers may
be reluctant to leave a workplace and workgroup with its familiar
surroundings and well-known associates. In sum, therefore, to
overcome either of these factors any employer expanding his
workforce may have to offer higher wages to overcome this inertia.

Although the introduction of imperfect information and labour
market-inertia may in general impart a positive slope to any
employers' labour supply schedule, this should not substantively
affect the predictions of the monopsony model in relation to more
competitive plants. In particular, it should be stressed that the
monopsonist also has to take account of the slope generated by LIM
information imperfections over and above contending with supply
inelasticities caused by the constraints imposed by the structure of
the LIM. Therefore, although the labour supply curve faced by most
firms may not be perfectly elastic, ceteris paribus, it will remain

more elastic than the supply schedule facing a monopsonist.
Consequently, the impact of the positively sloped supply curve on
wage and employment levels will be significantly more important in
monopsonistic LIMs.

2.2 Non-Homogeneous Iabour

Cne fundamental characteristic of a LIM is the non-homogeneous
nature of the workforce. Fortunately, this feature of the labour
market may also be incorporated into the monopsony model without
radically altering the predictions of the original theory although
initially this may not appear to be the case.

Theoretically, most firms will rank potential workers by
considering an individual's output in terms of a composite vector of
productivity which reflects an overall measure of net worth. 1In
practice, such evaluation will be undertaken subjectively but,
nonetheless, some form of ranking will usually be attempted. Using
this ranking the employer will list workers in decreasing order of
efficiency, which means that ultimately, additional employees will
tend to have a lower productivity than the existing labour force,

and yet will probably be paid the same wage. Bearing this in mind,
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if the Y axis of the standard labour market supply and demand
diagram is slightly modified to represent the wage cost per worker
of standard efficiency then relaxing the assumption of labour
homogeneity will again result in all employers facing a positively

sloped supply curve. (6)

Despite suggesting that all employers face an upward sloping
labour supply schedule because of non-homogeneous labour this may
not, however, seriously affect the characteristic predictions of the
standard monopsony model. For example, this will be the case if
differences in productivities between workers in a specific job or
within a specific occupation are minimal. Under  these
circumstances, the slope will be negligible and the labour supply
curve may be considered as being perfectly elastic. It may also be
argued that any inelasticity induced by non-homogeneity will again
be low because the impact of differences in productivity are
severely constrained by other factors. For example, it may be that
due to union rules and imperfect information employers cannot
recruit labour in a perfectly rational manner. Finally, even
accepting that non-homogeneous labour imparts a slope to the labour
supply function, this will only serve to compound any basic
monopsony result rather than reduce existing differences in
variation of elasticity between monopsonistic and competitive
establishments. 7

2.3 Full-Employment

The assumption of full-employment is another feature of the
standard theory which should be relaxed if the monopsony model is to

(6) This will normally be the case unless there is some form of
payment by result system operating in the plant. For a more
detailed assessment of this point see Pencavel (1977).

(7) Although it has been argued that differences in worker
productivity do . not substantially alter the predictions of the
monopsony model this does not imply that qualitative differences
between workers do: not play an important role in LIM behaviour.
This topic will be discussed later in this Chapter and in Chapters 3
and 5.
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accurately reflect present labour market realities. Dropping the
assumption, however, may potentially remove the distinguishing
characteristic of monopsony since the presence of a substantial pool
of w employed workers implies that even a monopsonist need not offer
higher wages to secure additional labour, That is, the monopsonist
no longer faces a rising supply curve and the marginal cost of
hiring an extra worker no longer lies above the supply price. As a
result, monopsonistic pricing policies will not prevail and the
employer can behave as if the LIM was competitive.

Nonetheless, even in times of high unemployment, there remain

instances whereby the monopsonist would face a positively sloped
supply curve. It may, for instance, be the case that the supply
curve for the unemployed is itself upward sloping. This is a
possibility if the pool of unemployed constitutes workers of skill
or considerable seniority, or unemployment benefit is high .
Under these circumstances workers will then be reluctant to accept a
payment below their aspiration level and will instead wait for a
higher offer more in keeping with their expectations (see Burton et
al, 1971; and Kasper, 1967). 1In other words if the assumption about
non-homogeneous labour is relaxed in association with the assumption
of below full-employment then the upward sloping supply curve, and
therefore the standard monopsonistic predictions, will still
prevail.

A second possibility where unemployment would not affect the
supply inelasticity is where unemployment within the LIM 1is
structural and hence Jjob vacancies do not match the skill
characteristics of the unemployed. The monopsonistic employer then
effectively still faces a situation of full employment, and
therefore a rising labour supply curve. A third possibility is a
variation of the structural hypothesis. Reflection on the character
of monopsonistic employees suggests that such plants will tend to
recruit the "primary" or more stable members of the workforce (see
Chapter 3 for evidence supporting this). Hence, as many unemployed
are primarily unskilled or similarly disadvantaged workers, they are
effectively excluded from the monopsonist's supply curve. (8) As

(8) With continuing increases in the level of unemployment this
point is becoming less valid.
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a result if such an employer wishes to increase his labour force he
may have to consider methods other than recruiting from the pool of
unemployed, Any such decision will again invariably impart the
characteristic inelasticity in the plant's labour supply schedule.

In all, therefore, although conditions of below full-employment
initially suggest that a monopsonist will face an elastic labour
supply this may not happen in practice. There are a series of
overlapping arguments suggesting that , despite unemployment, a
monopsonist will face a rising labour supply schedule and will price
and recruit workers accordingly.

2.4 Occupational Specialisation Within The Plant

A further general problem associated with analysing a
monopsonistic plant's labour market behaviour is that without
exception such plants will employ a wide variety of occupations and
each group may have a different and distinctive occupational supply
schedule. Taking account of different occupational supply curves
within the plant could pose significant problems for the empirical
identification of monopsonistic influences. () That is, each
occupational supply curve may have a different characteristic and
consequently a unique wage when considered in relation to the
plant's labour requirements. - Consequently, in aggregate it may be
difficult to identify the impact of monopsony on the establishment's
overall supply curve (as illustrated in Diagram 2.1) which will tend
to reflect several inter-~-related factors including the occupational
distribution of the plant's labour force and the supply conditions
facing each occupation. 1In practical terms, therefore, this means
that the concept of one labour supply curve for a plant becomes an

(9) Theoretically the problem of inter-plant occupational supply
curves will be more acute in a monopsonistic establishment than in
an otherwise similar plant operating under competitive conditions.
That is, although a competitive plant may face individual
occupational supply curves these will all tend to be perfectly
elastic at the prevailing wage rate. By contrast in monopsonistic
plants there is a further problem in that the elasticities
associated with each schedule may differ.
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increasingly abstract concept of little use in empirical work. (10)

The only feasible means of overcoming the problem of intra-plant
occupational specialisation is at the empirical level. Hence,when
analysing the influence of monopsony on individual plants care
should be taken where possible to distinguish between key
occupational groups. Only at this level of disaggregation will it
be possible to begin to realistically attempt to identify
monopsonistic influence on plant labour market behaviour.

2.5 Social And Institutional Influences:: The Role Of Trade Unions
And Administered Wages

The neglect, so far, of social and institutional forces on
labour market behaviour is a potentially important shortcoming in
the conventional monopsony model of wage and employment
determination. In particular, the failure to consider the impact of
unions on a monopsonist's labour market behaviour may be considered
unrealistic and misleading especially since there is ample
theoretical evidence to suggest that unions may be well represented
in monopsonistic plants (see Section 3.2), and that such a union
presence will, in turn, push wages upwards (See Mulvey, 1978;
Metcalf, 1979; and Burton et al 1971).

The above observations may be used to argue that if wages are
"administered" by unions in some part independently of market forces
then monopsonistic considerations are redundant. Where wages are no
longer determined by the interaction of supply and demand it is of
less importance if a monposonist faces a rising supply curve since
under such circumstances both the low wage and employment levels
associated with monopsony will tend to be removed. This feature of

(10) Tor example, a general wage increase in a plant may lead to a
significgnt increase in the supply of labour to one occupational
group, but have little impact on the supply of a more inelastic
group. ‘Therefore, focussing on an aggregate supply curve may be
quite misleading as regards the wage increase involved in a given
expansion of employment.
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monopsonistic behaviour is illustrated in Diagram 2.2. In
particular Figure (a) shows that the union negotiated wage will
normally lie between the points WM and WE (for example WU in the
diagram) where WM the monopsonistic equilibrium and MFE is the level
of wages where workers receive their marginal products, and hence
monopsonistic exploitation is removed. For a more detailed analysis
of this see Perlman (1969). The band WM-Wg, therefore, is the
bargaining range where wunions can operate without reducing
employment., Within this band WC is the competitive wage
equilibrium. Up to this point (that is, between WM and WC) unions
can increase the level of employment as well as wages in the plant
(for example, N, to 1\.]5 ) » beyond this point higher wages will reduce
the level of employment.

Despite this it is important to note that, even if unions do
influence the monopsonistic wage rate, it does not necessarily
follow that this will reduce the differential between competitive
and monopsonistic wages. ‘'The situation is more complicated than
this first figure suggests since if there is also union activity in
the "competitive" LIM plants, and if the mark-up in the competitive
and monopsonistic markets are the same then, since the monopsonistic
LIM starts from a lower base, the wage differential between the two
market categories may remain. This feature of the labour market is
shown in Figure (b) 'of Diagram 2.2. 1In this case (WM + () is the
monopsonistic wage following a union mark-up, and (WC + [0y is the
higher competitive wage after the same mark-up.

However, and to further complicate mattersqit can be argued that
even although both competitive and monopsonistic employers may be
subject to a union mark-up the level of mark-up may be higher in
monopsonistic areas. There are three reasons to support this view:

(1) Unions may be stronger in monopsonistic areas (see
Section 3.2).

(ii) Monopsonisitic unions when bargaining are not always
sacrificing jobs for higher wages ﬁwhereas "competitive"
based unions will always face this difficult trade-off.
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DIAGRAM 2.2 THE IMPACT OF UNICNS AND ADMINISTERED WAGES ON THE
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(iii) Unions may support a policy of eliminating wage
differences between LIMs, particularly if the negotiating
group were of a similar skill level or worked for the
same employer. (see Ross, 1948; Rees, 1978; Rees, 1962;

and Benson and Soffer, 1959). D

If any of these arguments are sufficiently powerful then again
the distinction between competitive and monopsonistic wages will be
clouded.

The only remaining argument to support a distinction between
monopsonistic and competitve wages is that ultimately underlying
market forces, as represented by the local labour market's labour
supply and demand conditions, will be too powerful to sustain the
institutionall y imposed wage structure. That is, through time
market forces may begin to reassert themselves as employers and
employees react to the effect of a non-market wage. This does not
mean that broad based wage negotiations will no longer be relevant,
but rather that these will be considered as a first level of
negotiation. Subsequent localised bargaining at plant level will
follow, bearing in mind LIM conditions and the influence of factors
such as monopsony (for a more detailed explanation of the UK
bargaining framework system and the distinctions between national
and local bargaining see Donovan, 1968,and Flanders, 1965).

Whether the job wvacancy or shortage effects, which are also
associated with monopsony, still prevail under the influence of
non~-market pressures will depend on the extent of the administered
wage. In terms of Figure (a) in Diagram 2.2,if the wage increase
falls within the region WM-WC then job vacancies in equilibrium will
continue to exist. If the administered wage is pushed above this
then the

(11) ©Pressures for such a policy designed to take wages out of
competition may also be applied by multiplant employers who, in
wishing to simplify their bargaining structure,and thereby avoid
administrative and negotiating difficulties, may seek to adopt an
"equitable" wage structure throughout the organisation. Naturally

this policy will also tend to eliminate inter-ILIM wage differentials.
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monopsonist will not face shortages. The impact of an administered
wage on the employment effect associated with monopsony is less
clear. Between WM and WC an. administered wage will increase
employment up to the competitive level N3, above WC employment will
fall until it ultimately reaches N at W . How this compares to a
competitive type local labour market also with an administered wage
is indeterminate since the respective employment levels depend on
the particular size of the mark-ups and the shape of the labour
supply and marginal product schedules.

and

The different and inconclusive possibilities proposals suggested
in this section can only be resolved empirically by trying to
establish whether institutional forces do influence the monopsony
model and its associated predictions. This will involve examining
the nature and extent of trade union bargaining in such plants and
the monopsonistic employer's overall attitude towards the wage
determination process. Furthermore,the research will also have to
investigate the additional factors influencing wage determination so
that it should ultimately be possible to indicate to what extent a
monopsonistic employer has freedom to develop the establishment's
own wage structure in response to its unique local labour market
environment.

2.6 The Fmpirical Representation Of Monopsony : Dominated LIMS

Monopsony theory has been developed primarily as a useful
abstraction designed to explain the fundamental pressures
influencing behaviour in a very specialised and polarised category
of local labour market. Not surprisingly, therefore, monopsony in
the text book sense is strictly not applicable to a study based on
the analysis of LIMs which without exception will contain more than
one employer. The closest abproximation to a monopsonistic LIM or
plant is where a single plant dominates the local labour market
employment structure. Under these circumstances the dominant plant
may be expected to embody many of the characteristics associated

with the monopsony model. (12)

(12) Assuming, of course, that the empirical definition of
dominance is sufficiently close to monopsony and not more applicable

to another model of local labour market behaviour (see below).
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Within the context of this study, but temporarily departing from
the theoretical discussion, Table 2.1 summarises the degree of
monopsony associated with the dominant plants investigated in this
study. Examining the key figures presented in the table provides a
tentative indication of how realistic it is to apply a
monopsonistically based model to dominated LIM structures. One of
the characteristics of dominance which is highlighted in the table
is the extent to which the identified local labour markets are
concentrated in the lower range of the dominance spectrum. (13)
Approximately 57% of dominated local labour markets fall within the
lowest category of plant dominance (12.5 =~ 22.5% of total LIM
employment) , whereas only 16% of the LIMs fall into the 2 highest
categories of dominance (over 36% of the local labour market

employed in the dominant plant). (14)

Assuming that most local
labour markets have a reasonably balanced industrial structure and
establishment hierarchy, this result is not surprising. fThat is,
since dominance itself is relatively unusual it will be even more
unusual for a LIM to be associated with the extreme or polar version
of this characteristic. fThat is, since in the first place it is
unlikely that a local labour market will be dominated, the greater

the extent of dominance the less likely it will become. (15)

Despite the bias towards plants in the lower end of the
dominance range the effect of monopsony should stillyat least partly,
be evident in the behaviour of the identified LIMs. Nonetheless,

(13) See Appendix 2 for a definition of dominance.

(14) Naturally when only manufacturing employment is considered the
extent of dominance is significantly increased.

(15) Unfortunately,due to time and resource constraints it was not
possible to extend this analysis to cover the non-dominant control
group used in the analysis and thereby compare dominance levels
between the two categories. Nonetheless, Appendix 2 does indicate
that there is a high number of LIMs well below the 12.5% threshold.
That is, there is not merely a marginal distinction between the
dominant and non-dominant groups.
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given the bias towards the lower end of the dominance spectrum there
remains a danger that some monopsonistic trends will not be so
readily identified when analysing the entire dominant sample. To
overcome this problem it will be advisable, where appropriate, to
analyse the low dominance and high dominance group separately. That
ig, the more tenuous manifestations of monopsony may only be
identified at the more extreme levels of dominance where supply
inelasticities and the other characteristes associated with dominance
become more prevalent.

Table 2.1 also shows the relationship between the extent of
plant dominance and some of the other characteristics of the LIM.
Focussing on this, one point that emerges from the table is that the
lower dominance group also tend to be located in the larger LIMs.
For example, the average total population in the lowest dominance
category is 75,000, whereas the figure for the two highest groupsis
approximately 60,000. It is important to recognise this pattern as
this trend may ultimately influence some of the hypotheses under
test. (16) (A7)
distribution of sizes this pattern is as expected. The smaller the
LIM the more 1likely it 1is that a single plant, whose size is

However, given the range of IIM sizes and the

presumably for the most part determined by non-local consideration,
will dominate the area. Furthermore, within the dominant group the
most dominant plants will be associated with smallest LIM. It is
also worthwhile noting from the table that there does not appear to
be any relationship between the extent of dominance and LIM
acreage. Therefore there is no relationship between population
density and

(16) For example, LIM size may affect the level of wages paid by
daninant plants since there may be a positive relationship between
LIM size and wages (see Fuchs , 1967). ‘That is, LIM size rather
than meonopsony may be the cause of wage differences.

(17) Note that the dominated sample (in total) will tend to be
located in smaller LIMs than the control group of plants used in the
empirical analysis. Unfortunately,it is not possible to show exact
figures of this,as in many cases the sizesof the Control Group LIM's
are unknown. Nonetheless, since they are all in major conurbations
it is realistic to assume that these plants operate in large markets.
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dominance. This is perhaps a little unusual given the relationship
between population and dominance.

Returning to the theoretical considerations related to whether a
monopsony model 1is a sufficiently realistic representation of
dominance it should be said that in view of the multi-plant
structure of the daminated LIM sample it may be more appropriate to
develop oligopsonistic rather than monopsonistic models to explain
deominant plant policies. That is, as there will be at least several
plants in each LIM it may not be sufficiently realistic to suggest
that one establishment, albeit dominant, can act independently of
others when operating in the LIM. A more realistic interpretation
of dominant plant personnel policy and labour market behaviour may
involve taking into account the actions and responses of other
employers.

Unfortunately ;given the available data on LIM structure (see
Mppendix 2 for details) it is not possible to test
oligopsonistically based hypotheses. More specifically, the data
available to the project was severely limited in terms of accurately
identifying the plant size hierarchy in any LIM. 1In practice it was
often only feasible to identify the dominant plant within the LIM
and also establish whether or not there were other plants in the
area approaching its size. In other words the detailed information
required to meaningfully identify oligopsonistic LIMs was, generally
speaking, not available.

Allied to this severe practical constraint it should also be
noted that developing models of oligopsony also poses difficult
theoretical problems, not least of which is the wvariety of
oligopsonistic models available. Depending on LIM characteristics,
such as employer size structure and occupational mix, a number of
complex oligopsony models may be developed each one with its unique
predictions. As a result it will be difficult to identify any
underlying characteristics associated with dominant plants. (18)

(18) This feature of oligopsony parallels developments in models of

oligopoly. For a more detailed discussion of these, and by
implication the problems facing oligopsony see Scherer (1970).
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In addition to this danger of theoretical fragmentation the other
principal technical drawback with oligopsonistctype models is that in
many cases their predictions are indeterminate. This conclusion is
based on the observation that because of the nature of the
conjectural variations between plants it is not possible to derive
stable predictions on plant behaviour, or to subsequently test
hypotheses on this basis. As a result, trying to develop
oligopsonistically based models which are also operationally

meaningful is by and large a fruitless exercise. (19)

Bearing in mind the serious practical and theoretical
shortcomings associated with using oligopsonistic models as a basis
for explaining dominant plant behaviour the only feasible solution
to the problem lies with a modified, but enhanced, version of the
standard monopsony model. Following this approach .. the simplicity
of monopsony theory should be retainedh’provide a reasonably general
but nonetheless accurate interpretation of the labour market forces
influencing dominant plants, without introducing the complexities

and uncertainties associated with oligopsonistic models. (20)

(21)

Although oligopsonistic models of IIM behaviour are not
considered in this section of the study the notion of interaction

(19) To be more technical,oligopsonistic competition for workers
implies that the labour supply schedule for one £irm cannot be
determined without knowing the characteristics of the remaining
employers' schedules. However, given the existence of conjectural
variations, these supply curves depend on the nature of the dominant
plant's supply curves which is the original unknown. Consedquently,
the oligopsonistic system and the LIM system is indeterminate. For a
more detailed discussion of this type of problem see Fellner (1959).

(20) The applicability of the monopsony model may be greater than
the general statistics presented in Table 2.1 suggest. In
particular, the figures in the table may considerably understate the
importance of monopsony elements. The true nature of monopsony will
tend to be a funtion of the supply inelasticities associated with
specific occupations, some of which may be concentrated in the
dominant plant. As a result,at a lower level of disaggregation
occupational supply inelasticities may be more acute in dominant
plants than the level of monopsony in the LIM indicates.

(21) Given the nature of the dominant LIMs it should be recognised

that where monopsonistic hypotheses are rejected in the empirical
work a more meaningful explanation may lie in either the oligopsony
or competitive models.
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between different plants in the LIM is examined in detail in the two
later Chapters focusing on the intra-LIM activity of dominant
plants. More specifically, this section of the research examines
how the presence of other plants within the area may condition the
monopsonistic hypotheses developed and tested in this section. As a
result, it should be possible to quantify more precisely how
important oligopsonistic influences are to the monopsony model.
Despite this additional work it would be unrealistic to suggest that
this sort of approach could point to a single or set of
oligopsonistic models appropriate to dominance. All that can
reasonably be expected is that such results will suitably qualify
the monopsonistic hypotheses under test by helping to explain any
unresolved issues emerging from the empirical evidence.

To summarise, considering the serious shortcomings associated
with oligopsonistic models and the operational advantages
inherent in adopting the more straight forward monopsony model, it
would appear that the latter is the most appropriate starting point
for research into dominant plant behaviour. The monopsony model and
the fundamental idea of the dominant plant facing labour supply
indlasticities is a sufficiently realistic abstraction upon which to
develop and test hypotheses related to dominant plant personnel
policy. Nonetheless, and rather than ignore the presernce of other
plants in the LIM, the inter-relationships between the dJdominant
plant and other plants in the LIM are considered separately and at a
later stage of the analysis.

2.7 Sunmary & Conclusions

The objectives of this section were twofold. Firstly, to
‘establish whether the predictions of the monopsony model still
prevailed when the restrictive and unrealistic assumptions
associated with the standard theory were either relaxed or
subsequently enhanced to embody important practical considerations.
Mnd secondly, to determine the extent to which the monopsony model
is the most appropriate theory on which to base testable hypotheses
related to dominant plant behaviour. 1In both instances it appears
that monopsony theory is sufficiently robust and flexible to
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withstand these challenges.

When the numerous simplif ywgG  assumptions surrounding the
monopsony model were relaxed it was shown that, with the possible
exception of union and other institutional influences on LIM
behaviour, the fundamental predictions characterising monopsony are
not radically affected. Monopsonistic plants will continue to be
characterised by a relatively inelastic labour supply curve and
therefore tend to set wages and employment levels below the
comparable competitive equilibrium. At the same time, monopsonistic
plants will also face labour shortages as a result of these supply
inelasticities. On this basis the standard treatment was considered
as an acceptable model to both predict and explain behaviour in
monopsonistic markets.

With respect to the applicability of monopsony theory as a basis
for interpreting dominant plant behaviour it appears to be the most
appropriate operational and yet general model available. This
conclusion was reached by considering the conceptual and practical
problems associated with olcgopsonistic models, and reviewing the
statistical evidence which suggests that monopsonistic influences
may be stronger than initially suggested by the identified levels of
dominance.

3. EXTENSIONS TO THE MONOPSONY MODEL

The wider implications of monopsony for plant personnel policy
are not considered in conventional monopsony theory since the model
is primarily concerned with explaining the fundamental parameters of
labour market behaviour, and in particular the wider implications
monopsony has for wage and employment theory. Standard moropsony
theory, therefore, is restricted to representing a component part of
a system developed to explain micro-economic behaviour and resource
allocation within a neo-classical framework. As such monopsony
theory remains an abstract and highly simplified representation of
reality largely unconcerned with the more indirect manifestations
and detailed impact of monopsonistic pressures on plant personnel
policy.
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To establish the overall effect of monopsony on dominant plant
behaviour requires further consideration of how, at a more detailed
and practical level, the structural characteristics associated with
monopsony influence the dominant employer's personnel policy. (22)
Theoretical considerations suggest that monopsony will have an
impact on plant personnel policy across a wide range of labour
market variables, These include: plant recruitment policy; the
manner in which the employer reacts to labour shortages; union
behaviour in the plant; plant turnover and quit rate behaviour; and
employer training policies. Many of these features are
inter-related and when combined will serve to reinforce existing
differences between dominant plant labour market behaviour and
otherwise similar non-dominant plants operating in competitive
LIMs.

The extent of monopsonistic influences on plant labour market
behaviour may also vary according to the extent of dominance, the
nature of the skill groups involved, and other related plant level
considerations. Nonetheless, considering the potentially widespread
impact of monopsonistic influences its effects should be observable
in the identified dominant plant sample.

The way in which each of the additional variables under
consideration 1is influenced by the structural characteristics
associated with monopsonistic LIMs is developed in the remainder of
the chapter. Each feature of personnel policy is examined on an
individual basis dealing initially with the more general features
associated with each topic and subsequentyfocussing specifically on
how monopsonistic considerations may influence each of the variables
being analysed. 1In addition to this, since many of the components
of plant personnel policy are inter-related the final section of the

(22) Of coursebesides extending the influence of monopsony to
incorporate the effects of additional variables; analysing plant
behaviour at a more detailed level will also help identify how
dominant plant personnel policy reflects the previously identified
wage, employment and shortage effects conventionally associated with
MONOPSsony .
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Chapter considers how the different aspects of dominant plant
personnel policy are connected, and the possible implications this
may have on the plant's labour market policies. Where possible,
specific hypotheses are formulated relating to the effect monopsony
has on each variable. as a result, this exercise provides the basis
for the subsequent empirical attempt to identify monopsonistic
influences on dominant plant personnel policy.

3.1 The Impact of Monopsony On Dominant Plant Recruitment Policies

Given the quasi-monopsonistic nature of a dominant plant's
position within the LIM it seems likely that such employers will
adopt recruitment policies which will in some way reflect this
characteristic. The objective of this section is to identify
whether this argument can be sustained on a more formal theoretical
basis. Bearing in mind the wide variations in available recruitment
methods this section initially examines the general determinants of
plant hiring policies and the effects these often complex influences
ultimately have on recruitment methods. Subsequently, and within
the general theoretical framework, the impact of monopsony on
recruitment methods 1is discussed. This identifies both the
constraints monopsony imposes on dominant plant recruiting policy
and the way in which dominant employers react to those pressures and
limitations.

Recruitment theory: General Considerations, The prime aim of an

employer's recruitment policy is to minimise the overall costs
associated with hiring workers, whilst at the same time securing an
adequate and continuous flow of suitably qualified manpower to the
establishment, To achieve this aim effectively, employers will
deploy a range of overlapping and complementary recruitment methods
which are designed to enhance the employer's ability to search for
and to attract the type of worker required in the plant.

The principal recruitment methods available to employers (See
Norris 1976, and Doeringer and Piorg 1971) include:

- advertising in the local press

-~ advertising in the national press
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- notifying vacancies to the local Job Centre
- notifying vacancies to non-local Job Centres
- participation in the Bmployment Transfer Scheme (ETS)
- contacting local Skill Centres
- contacting schools and technical colleges
- hiring private employment agencies
- recruiting "on-spec" job applicants
- using a list of previous job applicants
- contacting former employees
- accepting recommendations from existing employees
- upgrading, training or transferring existing employees and
- offering higher earnings than other local employers.

This list of potential recruitment instruments, whilst not fully
comprehensive, covers most hiring methods open to employers. The
rarge of available instruments and the variety of possible
combinations, also highlights the flexibility open to an employer
when developing an overall recruitment strategy. Therefore, to
ensure an effective recruitment policy employers have to consider in
theiww decision-making process, a variety of factors all of which
condition the plant's hiring behaviour. These influences include:
the cost of implementing recruitment methods; the overall level of
demand in the LIM; the occupational skill which the employer is
seeking to recruit; the industry the plant operates in; the
institutional constraints imposed from both within the plant and
within the LIM; the competitive position of the plant within the
LIM; and finally the structural characteristics of the LIM which may
include the extent of plant dominance or monopsony. The cumulative
influence of all these factors underlines the complexity surrounding
a plant's hiring policy and highlights why they will often be
subject to periodic reappraisal and change. This will be especially
the case if the 1labour market is characterised by information
deficiences making it difficult for an establishment to accurately
interpret labour market signals and consequently adjust its
recruitment policy appropriately.

Bearing in mind the range of recruitment methods available to
employers and the variety of considerations determining plant
recruitment policy, it is difficult to establish a single unified
theory of recruitment which may be used to test specific hypotheses
about plant hiring policies. Normally, as Doeringer and Piore
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(1971) point out, and as 1is suggested above, a combination of
recruitment methods will be employed at any one time reflecting the
often unique position of a plant in terms of the underlying
determinants of recruitment policy. The mix and sequence of
instruments used will vary considerably between enterprises with no
single and obvious optimal approach which every employer will adapt

in response to specific market stimuli . (23)

In more detail, it
would seem that the selection of some recruitment methods will
remain stable whilst the use of others will vary systematically with
external labour market conditions (again see Doeringer and Piore
1971) ., Individual plants, therefore, are likely to gradually evolve
recruitment policies which represent the combined effects of
different economic and institutional stimuli ,with the employer
likely to make an implicit wvaluation of the probable costs and

benefits of alternative strategies.

Despite the obvious complexity of a plant's recruitment process,
it remains possible to derive basic predictions about employer
recruitment strategy by dividing hiring methods into two categories
which may be called passive recruitment instruments and active
recruitment instruments. Each of the groups is united by several
common characteristics which enable broad based hypotheses and
predictions to be developed regarding employer attitudes towards
recruitment.

Passive hiring policies are characterised by relatively informal
and inactive employer attitudes towards hiring labour and generally
involve relatively inexpensive or costless methods of recruiting

since, in most cases, the costs are bhorne by the worker. (24)

(23) That is, selecting between alternative instruments will
reflect estimates of their absoiute and relative costs and benefits,
although it is difficult to rank recruitment methods into a clearly
defined cost hierarchy (see again Doeringer and Piore, (1971) for a
more detailed review of the arguments).

(24) In general , passive recruitment methods embody several major
advantages besides their relatively low cost. One of the principle
benefits is that these instruments are relatively easy to manage in
that the recruitment methods are directly controlled by the employer
and therefore can be modified quickly. In addition some of the

recruitment methods incorporate a preliminary screening mechanism.

For example, existing employees referring applicants to the plants
will be reluctant to nominate unsuitable workers.
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Passive recruitment methods include; recruiting on-spec applicants,

accepting recommendations from existing employees, using a list of
(25)

The

use of passive recruitment methods are normally associated with

previous applicants, and contacting former employees.

periods of unemployment when there is an available supply of labour
seeking employment. Under these circumstances using passive
recruitment methods will be the most cost-effective solution to a
plant's recruitment options.

Active recruitment methods differ significantly from passive
instruments in that they largely reflect situations where the
employer adopts a more aggressive role towards recruitment and
which, as a result, often involves significant costs to the employer
rather than the employee. The most widely recognised active hiring
mechanisms are: local and national advertising; offering higher
earnings; upgrading training and transferring existing employees;
contacting Skill Centres, schools and technical colleges; and using
private employment agencies. In view of the costs associated with
active recruitment methods employers tend only to use them
intensively when faced with low unemployment or specific labour
shortages (see Deoringer and Piore, 1971). That is, as the LIM
tightens the more passive methods of recruitment will no longer
operate effectively reflecting the increased scarcity of prospective
employees. In turn, this shortage of suitable recruits dictates
that establishments adopt a more aggressive and resource intensive
approach towards recruitment and the burden of search effectively
shifts from worker to employer.

Besides the relatively employer-expensive recruitment options,
there are other active recruitment methods that to some extent
embody the characteristics of the paséive group in that their costs
are borne by government in order to increase the efficiency of the
market. These include: the notification and handling of job
vacancies by local and other Job Centres, and making use of the

(25) The distinction between active and passive recruitment
methods is not always clear cut, for example, contacting former

employees could be viewed as an active recruitment method.
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Hnployment Transfer Scheme, Given the «cost characteristics
associated with these recruitment methods they will tend to be used
even under circumstances of high unemployment, and their use will

not increase significantly as the labour market tightens. (26)

Within a plant's overall recruitment strategy it is also
important to distinguish between the principal skill groups under
recruitment by an employer, especially as the supply characteristics
facing each group may vary considerably and this may significantly
ffect recruitment efforts. In particular,recent evidence suggests
(see Hunter and Beaumont, 1978; and the Scottish Council, 1979) that
it will be more difficult to recruit skilled workers than other
manual groups. In time, this problem should manifest itself in
plant recruitment policy through the relatively high use of active
and generally more costly recruitment methods when an employer is
seeking to hire skilled workers.

Summarising the general discussion on recruitment it seems that
a complex and inter-related range of factors will influence plant
recruitment policies, which correspondingly have to be sufficiently
flexible to cope with most LIM situations. Huployers, reflecting
this, will tend to develop particular combinations of recruitment
patterns to handle a specific market environment. Passive and
government sponsored recruitment methods will tend to be used in
time of high unemployment, and active instruments will assume more
lasting importance in tighter labour markets. Within any LIM
prolonged shortages of skilled labour also suggests that active
recruitment methods will be used more intensively to increase the
supply of the appropriate shortage groups.

Recruitment Theory : Monopsonistic Considerations ., In addition to

the general economic conditions influencing employer hiring patterns

(26) To briefly mention a complication to this basic model, note
that whilst some methods may be cheap for securing candidates (for
example, the public employment service) compared to others (for
example, private agencies) there may be a trade-off in that private
agencies may produce better candidates in the sense that they better
reflect the employer's specification.



dominant plant recruitment policies may also be influenced by the
quasi-monopsonistic conditions prevailing in the LIM. That is, the
relationship between the plant and the market in a dominanted LIM
will tend to produce characteristic recruitment patterns as the
dominant plant adjusts to meet the constraits imposed by its
environment.

The most important characteristic of monopsony which may
influence dominant plant recruitment policy will be the inelasticity
of the dominant plant's labour supply curve, and the resultant
tendency for monopsonistic conditions to create labour shortages.
That is the inelasticity of the labour supply curve will tend to
encourage dominant plant to adopt recruitment policies which, other
things being equal, will differ from those adopted by otherwise
similar non-dominant plants. In particular, the principal impact of
the relatively high inelasticity facing the dominant plant will be
to induce such employers into devoting proportionately more of their
recruitment effort into attracting labour from outside the LIM.
This suggests that,given the appropriate market conditions jdominant
plants will tend to favour the following recruitment methods:
advertising in the national press; asking the Department of
BEmployment to notify vacancies to Job Centres in other areas; and
using the Employment Transfer scheme. (27) These policies may all
be considered as alternative methods of extending the dominant
plant's LIM boundary and reducing the recruitment constraints
imposed by an inelastic labour supply curve. In adopting this
policy domingnt employers are effectively increasing the elasticity
of their labour supply schedule and thereby dimulating more

(27) Increasing the wage-rate in dominant plants may also broaden
the scope of the LIM. However, besides purely economic
considerations, the ability of the plant to make short-run
adjustments to wages in response to recruitment pressures may be
limited since wage determination tends to be dominated by other
considerations. See, for example, Doeringer and Piore (1971). Note
also that the use of the Bmployment Transfer Scheme (s an extremely
limited phenomenon and is largely controlled by the Employment
Service.
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competitive LIM conditions. By contrast;similar plants operating in
a competitive LIM will not require to adopt such a strategy since
the perfectly elastic nature of their labour supply curve at the
prevailing wage rate implies that they have sufficient labour
supplies within the boundaries of their LIM.

The tendency for the dominant plant to face shortages as a
consequence of the rising labour supply schedule also suggests that
the plant will have to recruit more actively and aggressively than
similar competitive plants. In practice,this means that dominant
employer recruitment methods will be biased towards the more costly
recruitment policies normally associated with tighter LIMs. Under
these circumstances dominant plants may also seek to alleviate
shortages by concentrating on personnel policies designed to
alleviate shortages from within the plant. In particular,this would
be reflected in efforts by such employers to "upgrade, train, or
transfer” their existing staff.

Besides directly effecting the recruitment policies adopted by
dominant plants, monopsonistic conditions may also influence the
procedures adopted when recruiting labour. More specifically, if
dominant plants suffer disproportionately from shortages then
screening procedures will tend to be relatively slack when compared
to control group operations. This is because the use of less
stringent procedures will effectively enable the dominant plant to
increase the size of its available labour pool. ‘This policy,
therefore, will help reduce LIM labour supply inelasticities, albeit
at the cost of recruiting lower quality workers.

In addition to the effects of labour supply inelasticities on
dominant plant recruitment behaviour the pre-eminent position of the
dominant plant in the IIM may also influence the approach the
employer adopts when using the recruitment services provided byqvfrob
Centre. The nature of the dominant plant's association with the
public employment agency is conjectural as there are two separate
and opposing arguments on how the relationship may develop. On the
one hand, the importance of the dominant plant in relation to the
LIM and its welfare may lead to the dominant plant and the Job
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Centre developing close links with one another. If this type of
cooperation is developed in a guasi-monopsonistic LIM it may tend to
manifest itself through a series of special arrangements designed to
help the dominant plant overcome its recruitment difficulties and
supply inelasticities. Such special arrangementsmight include more
intensive use of the Job Centre, help with the recruitment of
particular types of workers, or help with interviewing and selecting
employees, (28) The = same level of  co-operation and
interdependence will probably not exist in more competitive LIMs
where the local Job Centre will have a number of equally important
clients.

The alternative and opposing argument on the use of the Job
Centre is that the visibility of the dominant plant within the LIM
means that the employer will not require Job Centre assistance when
recruiting labour. Workers will be sufficiently aware of the
dominant plant and the work conditions prevailing in the
establishment to by-pass the Job Centre as a means of helping them
secure employment. Of course, under conditions of total monopsony
there would be no need for the Hmployment Service because there
would only be one employer in the LIM. Resolving these conflicting
arguments is an empirical exercise the results of which are examined
in Chapter 3. However, it should be borne in mind that the attitude
of the dominant plant to the Job Centre may change depending on
prevailing labour market conditions and the skill groups under
recruitment. Consequently ;the relationship between the dominant
plant and Job Centre may be unstable.

Bearing in mind the previous discussion on the basic
determinants of recruitment policy it should also be recognised that
the impact of monopsony will tend to vary depending on the level of
demand within the IIM, and the type of labour being recruited.
Generally the tighter the LIM, and the higher the proportion of

(28) Note that even if dominant plants do not use Job Centres more
frequently than the control group this does not necessarily imply
that Job Centres do not provide specialised assistance, or indeed
that the dominant plants do not use the Job Centre on a more
intensive basis.
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skilled workers under recruitment, then the more important
monopsonistic conditions become. It will also tend to be the case
that the higher the level of LIM dominance then the more appropriate
the monopsony model will become, and correspondingly so to will the
recruitment characteristics associated with it.

In summary, monopsony may affect plant recruitment policies in
several ways depending on its significance within the LIM and the
skill group under recruitment. Nonetheless, other considerations
remaining equal, dominant @plants will tend to respond to
monopsonistic constraints by focusing more of their recruitment
efforts outside the LIM. At the same time dominant plants will tend
to recruit more aggressively than comparable plants operating in a
competitive LIM. ‘These circumstances may also induce dominant
plants to relax their screening procedures in an effort to broaden
their available labour supply. The institutional relationship
between the dominant plant and the Job Centre may also result in
characteristic recruitment policies and even serve to offset the
effect monopsony has on recruitment methods.

3.2 The Impact of Monopsony On Dominant Plant Unionisation

Unionisation levels and union behaviour are subject to a variety
of political, sociological, ethical, 1legal and institutional
forces. However, despite these combined influences on union
behaviour the most important reason for workers Fjeining a union
appears to be for personal gain and to protect or improve their
economic position (see, for example, Van De Vall, 1970; and Seidman
et al, 1951). By unionising workers develop an effective
countervailing power against the employer, thereby allowing their
representativeS to bargain from a position of increased strength and
solidarity. ‘Therefore, by ‘Jjoining a trade union, workers may
satisfy their objectives either directly through negotiations at
plant level, or indirectly through wider economic and politically
based union activities. In addition to, but also related to,
improving an individual employee's economic position many workers
join wunions as an effective means of providing "conflict
insurance". In this <case the collective power of the
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union helps strengthen a worker's grievance claim where otherwise he
would be forced to act alone against the more powerful employer (for
example, see Van De Vall, 1970, Pl25).

The abilify of workers to organise effectively, and thereby take
full advantage of the potential benefits offered by unionisation,
will, in part, be influenced by the environment facing workers
within the plant and within the LIM. In this respect monopsony will
be important since its presence has implications for the
distribution of economic power both within the LIM and the plant.
One important characteristic of monopsony, and therefore to an
extent dominance, is that in such LIMs the workforce will tend to
both live and work in a shared enviromment. This may effect the
level of unionisation in a dominant plant since in such an
environment the degree of interaction between workers will tend to
increase. That is, bonds between workers will strengthen as they
develop a common identity associated with their compatible aims and
problems, and one means of developing these common feelings is
through joining a union. Monopsonistic plants may also display
relatively high levels of unionisation as a result of the greater
need for conflict insurance in such LiMs. That is, as there are
relatively few alternative Jjob opportunities in dominated LIMs
workers in quasi-monopsonistic plants will be more inclined to join
unions thereby forming an effective countervailing power to protect
their interests against a relatively powerful opponent.

Observable differences in the level of unionisation in dominant
plants may also reflect active campaigning by unions rather than
simply a reaction by the workforce precipitated by environmental
conditions (see Boraston et al, 1975). More precisely, as the
dominant plant is the largest employer in the area, and to some
extent the focal point of the LIM, it may become a target for union
activities. That is, union officials may believe that if the
dominant .plant can be successfully organised then other ILIM
employers will follow. 2Accordingly, union actions may serve to
reinforce the pro-union attitude of the dominant plant workforce
which will again result in relatively high levels of unionisation in
such plants.
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Although there are strong arguments in favour of dominant plants
displaying above average levels of unionisation these need not
always prevail as there may also be monopsonistically induced
pressures serving to restrain union activity. The economic power of
the quasi-monopsonistic employer is one potential constraint to
effective unionisation. In many cases if the dominant employer's
philosophy was strongly against unionisation this would tend to
discourage workers from becoming union members, given the limited
employment opportunities available in the LIM outside the dominant
plant. To overcome this barrier would involve a long process of
attrition between worker and employer, and employees may decide that
the costs of such industrial conflict outweigh the benefits
associated with unionisation. A related argument is that dominant
employers may £follow personnel policies which avoid the need for
union representation within the plant. For example, and bearing in
mind the nature of dominance jemployers may adopt a paternalistic
attitude towards their workforce. Under these conditions a spirit
of common goals rather than conflict would be engendered (see
Norris, 1976, Iane and Roberts, 1971; and Bain and Elsheikl, 1980)
and there would be little need for unions either to promote separate

worker aims or act as a source of conflict insurance. (29)

In summary, there are strong arguments to suggest that dominant
plants may display higher levels of unionisation than otherwise
similar non-dominant plants. Such relatively high levels of

(29) In particular, Bain and Elsheikhk (1980 P 176) suggest that in
a paternalistic firm, "employees are more likely to be treated as
individuals rather than as members of categories or groups, and
their terms and conditions of employment are more likely to be
determined by the personal relationship between them and their
managers rather than by formal rules which apply impersonally to all
employees. In such circumstances employees are less likely to be
aware of their common interests, and the growth of trade unionism is
likely to be retarded. 1In addition, paternalistic employers and
managers are much more 1likely to be opposed to recognising trade
unions in their establishments, regarding them as external bodies
which interfere in what 1is essentially a private relationship
between employer and employee."
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unionisation would probably reflect the attitudes developed whilst
working in a monopsonistic environment and active union pressure to
organise the key employer within the LIM. However, under certain
circumstances the reverse may prevail and unionisation may be
constrained in a dominant plant. This may result from the dominant
plant exercising its economic power in resisting attempts to
organise, or by the quasi-monopsonistic environment generating a
concilisatey rather than a conflict relationship between the
unorganised workforce and plant management.

3.3 The Impact of Monopsony On Dominant Plant Training Policies

Bnployee training programmes are one of the most widely used,
flexible, and easily implemented methods of improving worker
efficiency and output (for example, see Proctor and Thornton,
1971). However, taking account of, and subsequently trying to
explain , the many factors conditioning an employer's training
strategy is an extremely involved exercise. Nonetheless for
practical purposes, and as a first step towards identifying the
impact of monopsony on dominant plant training policies, this
difficulty may be overcome by assuming that the single basic
objective of a training strategy is to maximise the benefits and
economic return to the employer from investments in human capital.

By accepting this one simplified aim it is then possible to
derive an economic model of an establishment's training policy by
dividing human capital investment decisions into general training
programmes and specific training programmes. General training
relates to the investment in human capital which raises the
productivity of the worker not only with his present employer but
also with others in the area. Specific training, by contrast, only
increases the productivity of the worker in the plant providing the
training. Each of the two categories has radically different
implications for plant training policies and highlights the basic
economic parameters determining an employer's training strategy. In
particular, by distinguishing between general and specific
investments, an employer will be able to assess both the optimal
quantity of training required, and the allocation of training costs
between employer and employee. For a formal exposition of the
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theory underlying this model of training see Becker (19¢4) and Blaug
(1970) .

The distinction between general and specific investment, and the
resultant impact on plant training decision will to some extent be
affected by the structural characteristics of the LIM environment.
One of these LIM characteristics will be the level of monopsony
prevailing in the market. In this section the impact of monopsony
on industrial training will be evaluated once the distinguishing
features of general and specific training have been identified,
since this provides the economic framework for predicting how
monopsony may influence an employer's investment in human capital.

General training has been defined as an investment in human
capital which increases a worker's marginal product and wage in all
LIM establishments. One consequence of this characteristic is that
an employer has no economic incentive to finance an investment in
general training since there would be no guarantee that an employer
could successfully amortise any investment in human capital. That
is, under circumstances of employer financed general training the
worker would receive a wage equal to his enhanced marginal product.
However, as this wage would be equal to his marginal product in
other establishments there would be a continual danger of generally
trained workers quitting and the employer thereby Povfeiting his
investment. (30) As a result of these market pressures rational
employers will seek to shift the cost of general training onto
enployees thereby avoiding the financial losses associated with this
type of training. Bmployees, for their part, will be willing to
bear the cost of general training as their outlay, usually
represented by a training period wage set below their marginal
product, will subsequently be offset by higher earnings in future
periods of employment.

(30) Indeed;in a perfectly competitive LIM any employer financing
general training would be unable to match an employee's alternative
wage due to incurred training costs. As a result, an employer
financing general training would be at a competitive disadvantage.
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Specific training differs from general training in that it only

enhances workers' marginal productivity in establishments where the
training is provided. This restricted applicability of specific
training has important implications for the allocation of training
costs between employer and employee. 1In contrast to the general
training case there is no incentive for an employee to invest in
specific training. Investment in specific training does not raise
an employee's alternative marginal product, and therefore an
employer is not under any economic pressure from other
establishments in the area to increase the earnings of a worker
investing in specific training. Consequently, an employee investing
in specific training will be unable to capture the benefits of his
augmented, yet plant specific, marginal productivity through higher
wages. Bmployers, on the other hand, will have an incentive to
invest in specific training since, through time, they may recoup
their investment costs by capturing the difference between the
employeesj enhanced marginal product and his alternative or transfer
wage. Investment in specific training, therefore, leads to a
difference between the workers marginal productivity and his wage,
with the size of the difference reflecting the extent of the
specific training costs. In practise, however, as Pencavel (1972)
and Blaug (1970, PP191-199) suggest, this wage differential will
tend to be offset by employers offering a wage above the workers'
opportunity wage rate. BEmployers have a clear incentive to follow
this policy since their ability to maximise their return on specific
training investments will also be dependent on the length of time
the workers remain with the employer and by offering a wage above
the IIM opportunity rate the employer, by reducing turnover, will be
able to retain this workers over a longer period. BAn employer
behaving rationally will continue to increase his wage premium until
the marginal gain from the increased length of service equals the
marginal cost of the increased wage bill. At the equilibrium wage
rate the harmful effects of turnover will just be matched by the
wage, hiring and training costs associated with the reduced turnover

rate, (31)
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Monopsony has important consequences for plant training policies
since its presence effectively clouds the distinction between
general and specific training, and thereby modifies the manner in
which an employer evaluates his training programme. In particular,
the presence of monopsonistic elements will effect the allocation of
training costs between employer and employee which, in turn, will
have implications for the equilibrium wage offered by the
monopsonist. Similarly, the extent of training in a plant will be
influenced by monopsonistic considerations operating through the
influence monoposony has on both labour turnover and wages (see
Section 2 and Section 3.4).

Iooking first at the wage implications of monopsonistic training
programmes  involves  recognising that the most important
characteristic associated with training in a monopsonistic plant is
the absence of truly general training where the employees' augmented
product also raises their wage in other LIM establishments. 1In a
truely monopsonistic LIM there are no alternative employers,
therefore the employee's enhanced productivity will be restricted to
the monopsonistic plant. In effect ,the structure of the LIM
dictates that training undertaken in a monopsonistic plant will be
specific, Accordingly, the employer will fund all training
urdertaken in the plant and will subsequently recoup his investment
by offering a wage below the employee's enhanced marginal product.
In comparison with similar plants operating in competitive I[/M's
this implies that,

(31) For an alternative view of the allocation of training costs
and their associated implications see Thurow (1975, Chapter 4). 1In
brief, in his job competition model of the LIM Thurow argues that
marginal productivity is inherent in the job and not the worker.
Thurow states that the Jjob competition model of labour market
behaviour will also lead to the development of well structured
internal labour markets. As a result of both these features of LIM
behaviour the distinction between general and specific training
becomes a lot more hazy and the vast majority of tralnlng will be
provided by the employer. However, rather than adopt 'blausible, but
largely untested, approach to the problem this study adopted the
more conventional model of training and cost allocation.
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ceteris paribus, the wages of what would normally be considered as

generally trained workers will be lower in a monopsonistic plant.
This reasoning, therefore, supports the previously stated hypothesis
that wages will be lower in monopsonistic plants.

The economics of specific training will generally remain
unchanged in a monopsonistic LIM with the employer financing
training and subsequently amortising his investment by capturing the
difference between the market wage rate and the employee's increased
marginal product. However, in view of the restricted extent of job
mobility characterising monopsonistic plants, the post training wage
premium required to induce employers to remain with an establishment
will be lower than the level required in a competitive LIM.
Consequently, ceteris paribus, the wage of a specifically trained
worker will be lower than that of a comparable worker employed in a

competitive plant. 2gain, therefore, monopsony has a depressing
effect on wages.

The lower level of turnover characterising monopsonistic plants
(see below), may also influence the level of per capita training
undertaken by the employer in that low labour turnover will increase
the benefits to the establishment of investing in training. More
precisely, the employer will automatically capture over a longer
period the difference between the workers' enhanced marginal product
and their wage. This, in turn, will provide an incentive to
increase the optimal level of training in a monopsonistic plant
above the level appropriate to similar non~dominant plants.
Unfortunately, however, the model is more complicated than this
since whether the extent of per capita training will be higher in a
monopsonistic plant will also depend on the nature of the wage
premia offered by plants in order to reduce labour turnover. That
is, the differences between monopsonistic and competitive plants in
the extent of per capita training may be offset by variations in the
wage rate prevailing in each.

Although the level of per capita training of new recruits and
specific workgroups in monopsonistic plants may be relatively high
this need not imply that monopsony positively influences total plant

expenditure on training. Indeed if monopsonistic plants are in fact
characterised by low quit rates then the need to train new recruits
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will be reduced and this will tend to cut plant expenditure on
training (for further details on this point see Ulman 1955, P155).
Which of the two opposing influences effects training costs the most
is difficult to asses. Therefore, whether an employer's total
training bill is higher or lower under monopsonistic conditions will
have to be resolved empirically.

Naturally, in dominated, as opposed to monopsonistic, LIM s the
training implications associated with the monopsony model will be
less pronounced given that other employers operate within the same
LIM area. As a result, in dominated LIM's it will only be possible
to observe tendencies towards the predictions offered by the
monopsony model., For example, general training programmes may exist
in dominant plants but they will be limited due to the restricted
alternative job opportunities available to workers financing such an
investment. Therefore, the wages of generally trained workers will
remain lower in dominant plants. Similarly,; turnover will remain
relatively low in dominant plants, and so this will also continue to
depress wages. Finally ,dominance may or may not increase the
optimal level of total and per capita training in the dominant plant
depending on which of the pressures mentioned previously are the
most important.

3.4 The Impact of Monopsony on Dominant Plant Labour Turnover

Iabour turnover is a complicated phenomenon subject to many
diverse and complex influences including macro economic conditions,
the personal characteristics of employees, the conditions prevailing
within a plant, and the features of the LIM environment (for
example, see Parsons 1977). The most important component of the
aggregate labour turnover figure 1is normally the quit rate
experienced by the plant, where the quit rate is defined as the
proportion of voluntary separations to the total workforce. (32)
The quit rate is considered to be important because it reflects the
competitive position of an employer's benefit package as compared to

(32) That 1is, the quit rate excludes worker retirement,
redundancies, and other forms of employer initiatd terminations.
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other plants in the area. If the plants benefit package is
relatively high then the quit rate will be low, and conversely if
the plant is uncompetitive then the quit rate will be high.

Although the principal factor influencing a plant's quit rate is
the level of net advantages offered to employees, the quit rate may
also be affected by the structural conditions prevailing in the IIM
and the presence of monopsony is one such structural consideration
which may condition plant quit rates. Monopsonistic, or
quasi-monopsonistic, conditions effectively restricts the number of
alternative job opportunities open to workers within the IIM. As a
result; a monopsonistic employee may face a prolonged job search and
its associated costs if he chose to quit. This should act as a
major disincentive to either considering alternative employment or
leaving the plant. In addition, any employee taking a long term
view would recognise that quitting a job in a
quasi-monopsonistic plant may effectively restrict any further job
changes within the LIM as the monopsonist may be wary about
recruiting an ex-employee. Bearing both these factors in mind,
therefore, monopsony will tend to reduce an employee's propensity to
quit relative to similar non-dominant plants operating in a
competitive LIM. The more extreme the monopsonistic influence the
fewer the number of alternative job opportunities and the lower the
quit rate. This constraint will apply in particular to the lower
skilled groups where geographical mobility and hence the ability to
find jobs outside the LIM will be more difficult.

3.5 THE INTERRELATIONSHIP BETWEEN PERSONNEL FOLICY VARIABLES AND THE
IMPACT OF DOMINANCE

Many aspects of dominant plant personnel policy are closely
interrelated and as a result individual components of plant
personnel policy are rarely considered in isolation by management.
Indeed gmost employers tend to treat personnel policy as an
integrated system rather than as a series of discrete and isolated
components. (Consequently, and to be realistic, this approach should
be incorporated into any model of dominant plant behaviour. fThis is
particularly true since analysing dominant plant personnel policy
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as an interdependent model has important consequences for the impact
of monopsony on establishment behaviour., In particular, when all
aspects of a plant's personnel policy are considered as an
interrelated strategy the ultimate manifestation of monopsony on an
individual variable may differ significantly from the effects
originally hypothesised when each component of personnel policy was
reviewed in isolation. To determine the extent to which the
original hypotheses developed above have to be revised or qualified,
the impact of the more obvious interrelationships between the
different aspects of dominant plant manpower policy are considered
below for each component of the augmented monopsony model.

The Inter~Relationship between Monopsonistic Influences: The Impact

on Dominant Plant Wages, The extent to which the original low wage

hypothesis associated with monpsony is affected by other
monopsonistic considerations is shown in Diagram 2.3. The diagram
shows that dominant plant wages will be influenced by three other
factors: dominant plant training policy, the quit rate, and the
level of unionisation. As mentioned previously, and in support of
the original hypothesis, the training policies adopted by dominant
plants and the restricted employment alternatives characteristic of
such LIM's will both tend to produce a depressing effect on dominant
p(qm; wages. By contrast, as monopsony may have a positive
influence on the level of unionisation in dominant plants this
influence may force wages upwards. Accordingly, the net effect of
monopsony on wages is indeterminate.

DIAGRAM 2.3 THE OVERALL IMPACT OF MCNOPSONY ON WAGES
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The Inter-Relationship Between Monopsonistic Influences: The Impact

on Iabour Shortages. Introducing: the interrelationship between

monopsonistic pressures has important implications for the labour
shortages characteristically associated with the standard monopsony
model. Firstly, and as Diagram 2.4 shows, dominant plant training
policies will influence labour shortages. On the basis of the
previous analysis this will happen in two opposing ways. On the one
hand since the dominant plant's training strategy tends to depress
wages this will accentuate shortages. On the other hand, if the
dominant plant has a relatively high propensity to train this will,
to some extent, reduce shortages by increasing the quality and
productivity of the existing workforce. Similarly, the effect of,
the characteristically low dominant plant quit rate on shortages is
also ambiguous since although it may produce a depressing effect on
wages the low quit rate will also minimise the need to recruit,
thereby indirectly easing labour shortages. The other monopsonistic
incluences affecting shortages are more straightforward in that they
will all probably serve to lessen the plant's labour supply
problems. Firstly, monopsonistic pressures to unionise will tend to
bias wages upwards and thereby in some measure help attract labour
to dominant plants. Secondly, monopsonistically induced recruitment
policies will help reduce shortages by improving the attraction of
labour from outside the LIM. Finally, special arrangements with the
local Job Centre may also help minimise labour shortages and ease
recruitment., These last two effects may be considered as more of a
response of dominant plants to monopsonistically {(nduced pressures
rather than as secondary influences generated by the impact of
monopsony on other variables.

DIAGRAM 2.4 THE OVERALL IMPACT OF MONOPSONY ON LABOUR SHORTAGES
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The net effect of all of these considerations makes it difficult

to forecast whether shortages will remain a characteristic of

dominant plants as the standard model predicts. Not only are there

more subtle monopsonistic pressures operating in opposing

directions, but the response of the dominant employer to labour

shortages may effectively disguise the underlying presence of any
monopsonistically induced shortages.

The Inter-Relationship Between Monopsonistic Influences: The Impact
on Recruitment Methods. Monopsonistically induced recruitment

policies were initially considered as a response to the combined
effects of labour supply inelasticities and the related labour
shortages. However, Diagram 2.5 suggests that before it is possible
to reach a firm conclusion about the impact of monopsony on
recruitment, a wider interpretation of the problem is required
incorporating several additional influences . In particular, the
low wage effect associated with monopsonistic training policies and
the low quit rate may accentuate the adverse impact of monopsony on
recruitment. However, the effect of training and turnover policies
on recruitment makes the overall impact of monopsony less clear cut
since these factors may serve either to generate suitable workers
internally, or alternatively may induce workers to stay with the
plant. The development of special relationships with the Job Centre
is the only other additional monopsonistically induced effect
influencing dominant plant recruitment policy. If special
relationships develop between the Job Centre and the dominant plant
then this will serve to reduce the impact of monopsony on
recruitment methods. 2Again ,developing special relationships with
the Job Centre may be considered partly as a direct response to the
recruitment policies faced by the plant rather than as a completely
independent monopsonistic influence.

DIAGRAM 2.5 THE OVERALL IMPACT OF MONOPSONY ON RECRUITMENT
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The Inter-Relationship Between Monopsonistic Influences: The Impact
on Relations with the Job Centre. The wider impact of mowpsony on
the relationship between the dominant plant and the local Job Centre

is summarised in Diagram 2.6. ©For this aspect of dominant plant
behaviour training policies, quit rates and recruitment strategies
all tend to further condition the development of gpecial
relationships between the dominant plant and the Job Centre. 1In all
cases monopsonistic influences operating on this variable act in
the same way by tending to reduce the need for special relationships
with the Job Centre, particularly if the adopted policies succeed in
alleviating dominant plant recruitment problems and labour
shortages. BAccordingly,the secondary monopsonistic influences will
tend to strengthen the arguments for the dominant plant retaining
its independence. However, whether these additional considerations
are sufficient to overcome the advantages associated with close
cooperation with the Job Centre remains a priori indeterminate.

DIAG 2.6 THE OVERALL IMPACT OF MONOPSONY ON REILATIONS WITH THE JOB
CENTRE
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The Inter-Relationship between Monopsonistic Influences: The Impact

on Uhionisation. The level of unionisation in dominant plants is

one of the few areas where other monopsonistic influences appear to
have little impact. The only factor conditioning unionisation (see
Diagram 2.7) will be dominant plant training policies where, by
further depressing the equilibrium wage, the employer will increase
the tendency for employees to unionise. Hence, the impact of
training policies on unionisation (via low wages) supports the
original monopsony hypothesis which suggested that dominant plants
would be characterised by high levels of unionisation.
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DIAG 2.7 THE OVERALL IMPACT OF MONOPSONY ON DOMINANT PLANT
UNIONISATION
Primary Monopsony Influences

Unionisation

Labour Supply Inelasticity
Power of dominant plant in the LIM
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The Inter-Relationship Between Monopsonistic Influences: The Impact
on Dominant Plant Training. As Diagram 2.8 shows ,the effect of
monopsony may influence dominant plant training programmes through

the impact on shortages as well*>more directly through the low quit
rate associated with monopsony. That is, a dominant plant may
decide that increasing the level of training within the plant would
be one effective means of reducing the manpower shortages caused by
labour supply inelasticities. If this is the case then the original
hypothesis suggesting that dominant plants favour relatively high

training levels will be reinforced.

DIAG 2.8 THE OVERALL IMPACT OF MONOPSONY ON TRAINING
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The Inter-relationship Between Monopsonistic Influences: The Impact
on Quits,

The one aspect of dominant plant personnel policy which is not
subject to other monopsonistic pressures is the plant's quit rate.
The only monopsonistic factor influencing quits remains the
restricted availibility of alternative employment opportunities.
This, however, may be an over-simplification of the issues involved,
since it may be that dominant plants, to protect their investment in
training, may pay a premium wage above the opportunity rate thereby
further reducing potentially wasteful turnover. Therefore, under

certain circumstances, dominant plant training policies will
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indirectly serve to further reduce quits. This tendency reinforces
the original hypothesis regarding the effect of monopsony on

dominant plant quit rates. (33)

The Interrelationships between Monopsonistic Pressures: Overall
Conclusions , In conclusion, it should also be recognised that the
interrelationships and consequent interaction effects operating
between the component parts of dominant plant personnel policy
restricts the extent to which the overall impact of monopsony may be
predicted, identified and quantified. Moreover, as plant personnel
policy 1is determined simultaneously it will be wvery difficult to
accurately determine the principal causal factors influencing
dominant plant personnel policy. At an empirical level, therefore,
pragmatic considerations dictate that it will only be feasible to
identify broad trends in dominant plant personnel policy by tracing
the principal factors influenced by monopsony, and investigating the
manner in which dominant plants react to these LIM pressures. This
approach 1is justifiable as there are no theoretical reasons to
support a single theory of monopsonistic behaviour. That is, given
the different options open to employers when faced with
monopsonistic conditions different plants may react in different

ways. Similarly, plants may vary their policies over time in
response to changes in the variables affecting their decision making

process.

(33) Although dominant plants may pay a low wage this is relative
to otherwise similar competitive IIMs and as such should not
influence the quit rate which is determined largely by intra-LIM
considerations.
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CHAPTER 3

THE, IMPACT OF MONOBSONY ON DOMINANT PLANT BEHAVIOUR:
AN EMPIRICAIL ANALYSIS

l. INTRODUCTION
This Chapter presents the results of the empirical investigation

into dominant plant personnel policy by testing the propositions
developed in Chapter 2 against the data collected from the dominant
plant and control group questionnaire returns (see Appendix 3).
Based on the standard monopsony model, which has been enhanced to
identify the operational characteristics of monopsony, the analysis
attempts to provide an explanation of the impact of dominance,
bearing in mind the constraints imposed upon the analysis by the
limited statistical base and the occasionally indeterminate and
complex theoretical predictions. 1In the Chapter each of the major
features associated with dominance _is discussed in turn firstly by
summarising the hypothesis being tested and thenbyexamining the
evidence for and against each proposition. The final section in the
Chapter draws together the empirical evidence in an attempt to
quantify the owverall impact of monopsony on dominant plant personnel

policy.

Before analysing the questionnaire returns it is perhaps
advisable to briefly reiterate the steps associated with developing
an adequate control group since this will have an important bearing
on the way in which the empirical results are interpreted and the
level of confidence associated with the conclusions based on the
responses. Key differences between the dominant plant and the
control group plants were examined in Appendix 3, and the principal
conclusions developed there are summarised in Figure 3.1.

As the Figure shows there are four potentially important
differences between the two samples and these are; differences in
LIM size, differences in geographical location, differemces in
industrial structure and differences in the unemployment rate. As a
result when analysing the results, and in particular trying to
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isolate monopsonistic pressures, an attempt should be made to take
into account these additional influences. However, this will not
always be easy since the available evidence -on the differences
between the two groups is, in part, contradictory and hence it is
difficult to decide conclusively how best to control for these
additional factors. Another major drawback to introducing effective
controls is the lack of information of either a sufficient quantity
or sufficient quality on some of the LIM wvariables under
examination. Unfortunately, apart from recognising this as a
problem there is little that can be done to improve the available
statistics. As a result of all of these factors the only sensible
way to proceed is to examine the evidence related to each aspect of
personnel policy on a pragmatic basis whilst bearing in mind how
these qualifications may modify the study's conclusions.

2. THE RELATIONSHIP BETWEEN MONOPSONY AND DOMINANT PLANT WAGES AND
EARNINGS

One of the fundamental predictions of the monopsony model was
that the wage rate in a monopsonistic or quasi-monopsonistic plant
will be lower than the level experienced by otherwise similar plants
operating in competitive markets. The dominant plants upward
sloping labour supply curve lies above the average wage cost curve
and therefore the equilibrium cost of labour is reduced below the
competitive rate. (1)

The attempted identification of the effect of monopsony on plant
remuneration was undertaken in three stages. Firstly , broad
comparisons were made between hourly wage rates for similar work
groups in dominant and non-dominant plants. Secondly ; the total
earnings differential between dominant and non-dominant workers was
examined so as to incorporate the influence of overtime,

(1) This hypothesis is subject to qualification due to possible
secondary monopsony effects (see Chapter 2). However, in broad
termms it would appear that the weight of theoretical considerations
suggests that wages in the dominant plant will remain below their
competitive equivalent.
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shift-premia, and other incentive related payments. Finally, and in
view of the limited nature of the quantitative data, a qualitative
analysis of dominant plant managements' perception of their position
in the inter-LIM and inter-industry earnings leagues was
undertaken. (2)

Testing the monopsonistic propostions on dominant plant wages
and earnings is a difficult exercise since, in association with the
considerable statistical problems inherent in the research, there
are numerous variables besides monopsony which combine to determine
the level of plant wages. For an indication of the number of
variables involved, see Sawyer (1973) and Hood & Rees (1973).Given
the limited number of dominant plant and control group returns it is
not possible to standardise for all these potentially important wage
determminants. Accordingly, in trying to identify the impact of
monopsony only a relatively crude comparison of wages and earnings
between the dominant plant and control group samples is feasible,
and only then after considerable qualification.

Table 3.1 shows the reported average hourly wage for the
dominant plant and control group for the three skill groups
identified in the questionnaire. The results indicate that in all
three cases the average hourly wage rate is lower in the dominant
plant sample. The largest difference is for female manual workers
where the basic wage of the control group is 12.5% higher than the
average for the dominant plant sample. This difference is
significant at a 95% level of confidence. For skilled male manual
workers the difference is 7.3% which is also significant at the 95%
level. For other male manuals the difference is 4.4% but this is
not significant at any meaningful lewvel of confidence.
Consequently, for two out of the three skill groups the results are
consistent with the hypothesis " that monopsony has a depressing
influence on wages.

(2) The qualitative analysis also set out to identify the most
important determinants of wages in the dominant plant in order to
assess the perceived importance of monopsony to the dominant
employers when formulating wage policy and reacting to wage demands.
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TABLE 3.1 AVERAGE HOURLY WAGES IN THE DOMINANT PLANT SAMPLE AND

CONTROL _GROUP

AVERAGE HOURLY WAGES (PENCE)

SKILL GROUPS DOMINANT CONTROL % DIFFERENCE IN
PLANTS GROUP HOURLY WAGE
Skilled Male Manuals 160 171.8 7.3% w4
Other Male Manuals 138.7 144.9 4.4%
Female Manuals 126.0 140.5 12.5%  *¥

NOTE: (i)

one tailed t-test

TABLE 3.2 WAGES IN HIGH AND IOW DOMINANCE PLANTS

** equals significant at the 95% level of confidence on

Average Hourly Wages (Pence)

Dominant

Plant **

Grouping Skilled Male Manual | Other Male Manual |Female Manual
High Dominance Plants 151 133 126
Low Dominance Plants 170 144 125

NOTE (i)
(i)

** gignifies differences significant at 95% confidence level
* gignifies differences significant at 90% confidence level
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As suggested previously, the data on hourly wages may be subject
to a number of other influences besides monopsony which may also
serve to reduce wages in the dominant plant sample. In an attempt
to overcome these problems and further isolate the impact of
monopsony the differences between wages in "high" and "low"
dominance plants (see Table 3.2) and between coal and steel and
other dominant plants (see Table 3.3) were examined. (3) The
results in Table 3.2 show that there is a tendency in the skilled
male manual and other male manual groups for high dominance plants
to pay less than low dominance plants. In the case of skilled male
manuals the difference is significant at the 95% confidence level,
and for other male manuals it is significant at the 90% level. The
small difference between the female manuals is not significant.
These figures, therefore, are also consistent with the hypothesis
that monopsonistic pressures depress wages downwards. The results
in Table 3.3 suggest that for male manuals the lower wage in the
dominant plant sample is not due to the corcentration in coal and
steel plants. For skilled male manual workers wages are
significantly higher in coal and steel plants, whereas for other
male manuals there is no significant difference between the two sets
of figures. The results for female manuals are different. In this
case female wages are significantly lower in the coal and steel
industry and this may partly bhelp explain why female manual wages
are significantly lower in the dominant plant sample when compared
to the control group.

Focusinﬂ - exclusively on dominant plant and control group hourly
wage rates may distort the true extent of overall differences
between the two samples as the hourly wage rate does not adequately
reflect a plant's total benefit package. In many cases basic rates
will be extensively supplemented by additional incentives such as
overtime payments, shiff—premia and payments related to output. The

(3) High dominance plants were defined as establishments employing
over 22.5% of the LIM population, and low dominance plants as
employing between 12.5% and 22.5% of the LIM. The distinction
between steel and coal plark and the non-nationalised industries was
made because the dominant plant sample is biased towards this group
and it was felt this may hide or override monopsonistic influences

if personnel policy decisions were made centrally.
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TABLE 3.3 _DOMINANT PLANT WAGES: _DIFFERENCES BETWEEN COAL AND STEET,
PLANTS AND OTHER INDUSTRIES

AVERAGE HOURLY WAGES (Perce)
Dominant
Plant * %k
Grouping Skilled Male Manual | Other Male Manual |Female Manual
Coal & Steel Plants 179.8 141.8 99.0
Other Plants 156.8 138.2 131.6

NQTE: (i) * equals significant at the 90% confidence level
(ii) ** equals significant at the 95% confidence level

TABLE 3.4. THE NATURE AND EXTENT OF SUPPLEMENTARY WAGE PAYMENTS IN
QUESTIONNAIRE RESPONDENTS

DCMINANT PLANT SAMPLE CONTROL: GROUP
EARNINGS COMPONENT
SMM's | OMM's | FM's SMM's | OMM's FM'ﬂ

ELEMENT FOR OVERTIME 49 49 22 62 50 42
ELEMENI‘ FOR SHIFIWORK 62 68 30 46 42 33
[ELEMENT RELATED TO 54 59 35 71 54 54
PAYMENT-BY-RESULT

NO. OF OBSERVATIONS 37 37 37 24 24 24

NOTE: (i) the figures relate to the proportion of each sample which
offer a particular supplement to the hourly wage rate.
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significance of these payments is summarised in Table 3.4 which
shows in percentager terms the number of plants in each sample
offering payments in addition to the basic hourly rate. The data
indicates that for both the dominant plant and control group samples
there is considerable scope in many plants to increase earnings
above the basic weekly wage-rate, particularly for other male manual
and skilled male manual workers. The most important incremental
earnings element varies between the two samples. In the dominant
plant group it is shiftwork followed by an element related to
payment by result. For the control group sample it is payment by
result bonuses followed by overtime payments. However, the nature
of the additional payments is not particularly important, the main
point being that management has considerable scope to increase

earnings above the level set by the wage rate.

Accordingly, to take account of these additional earnings
components Table 3.5 incorporates the supplementary payments to
employees giving an estimated level of total weekly earnings for
each skill group. The figures indicate that although there appears
to be a relationship between dominance and earnings in all skill
groups the differences between the two samples are less pronounced
than in the case of the wage rate calculations. A similar pattern
(see also Table 3.5) appears when the differences between high and
low dominance plants are considered, in that although the
earnings differentials are in the predicted direction they are not
statistically significant. Without more data on the nature of the
earnings components it is difficult to establish why the difference
between the dominant plants and the control group should be reduced
once the additional elements of pay are introduced.

One possible explanation of the reduced differences may be as a
result of unions bargaining for inter-plant comparability through
these additional elements of pay. This argument is strengthened by
the tendency for unions to generally be stronger in dominant plants

) 4

(see Section 3.5 Similarly the lower differential may also

(4) See also Table 3.8 which indicates that unions do make
comparisons between plants and LIM's.
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TABLE 3.5 AVERAGE WEEKLY EARNINGS IN_THE
GROUPS

AVERAGE WEEKLY EARNINGS (£)
SKILL GROUP DOMINANT PLANTS CONTROL GROUP
Skilled Male Manual 84.9 88.3
Other Male Manual 71.9 76.9
Female Manual * 58.1 65.3
SKILL GROUP HIGH DOMINANCE L LOW DOMINANCE
Skilled Male Manuals 83.9 86.1
Other Male Manuals 71.1 72.8
Female Manuals 57.7 58.5

NOTE: (i} * equals significant at the 90% lewvel of confidence.

o = ]
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be as a result of active management pressure to reduce inter-plant
earnings differences as a means of simplifying a multiphnt company's
overall bargaining system.

Although loocking at earnings levels presents the total payment
offered by plants, it does not necessarily provide the most
appropriate indication of whether dominant plants are influenced by
monopsonistic pressures. Earnings tend to fluctuate considerably
and are sensitive to short-run variations in demand and plant
specific overtime and shiftwork payments. By contrast the hourly
rate measure is not as susceptible to such changes and therefore may
provide a more accurate indication of underlying LIM pressures.
Consequently, although the apparent impact of monopsonistic
pressures is not so pronounced when considering earnings, the
difference between dominant plant and control group hourly wages is
probably sufficient to indicate that dominant plants may in fact be
influenced by such pressures. (5)

When trying to identify the impact of monopsony it is also
important to take account of the extent to which earnings are
locally determined since this, in part, will influence the freedom
employers have to react to monopsonistic pressures. For the
dominant plant and control group sample the situation is summarised
in Table 3.6 which shows,for the three skill groups under review, to
what extent each element of total earnings is determined locally.
The figures indicate that although earnings in the control group are
generally detemined at plant level there is still sufficient
flexibility within the dominant plant group to allow management to
react to monopsonistic pressures. This is

(5) One element of the benefit package not yet discussed,but where
dominant plants appear to offer better provision than the control
group .is in the provision of fringe benefits. As Table 2 in
Appendix 17 shows, 70% of dominant plants stated that they offered
more extensive fringe benefits than other firms. This compares with
only 30% in the control group sample. This tendency may well
reflect the more paternalistic nature of the dominant plants (see
Norris, 1976). Unfortunately, the paucity of the data and the
complexity of the fringe benefits makes it difficult to accurately
quantify this effect and therefore estimate whether it compensates

for other factors.
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TABLE 3.6 THE PROPORTION OF DOMINANT AND CONTROL  GROUP PILANTS WHERE
EARNINGS OOMPONENTS ARE DETERMINED LOCALLY

DOMINANCE PLANT SAMPLE CONTROL GROUP
(% of plants) (% of plants)
ELEMENT OF PAY
STRUCTURE SMM oM ™ sMM oMM il
Basic Rate 43 51 49 70 70 70
Overtime Rate 30 27 27 35 35 35
Shift Premia 30 27 27 43 48 43
Production Bonuses, 68 70 68 78 78 78
Incentive Bonuses, FBR
Total Number of 37 37 37 24 24 24
Observations




79
particularly true in the case of the Lkasic wage rate and konuses

©®)  In asaition to this, it should also ke
remembered that although earningé may be centrally determined, this

related to frrcduction.

doces ‘'not necessarily imply that headguarters® staff will not take
into account local «conditions and therefore monogsonistic
considerations. This view was supported when a comparison was drawn
ketween plants whose wages were determined locally and those where
wages were negotiated nationally. In koth cases, and for all ekill
groups, the agparent monopsony effect was equally strong in the
naticnally determined sub-groug.

Although the result of the quantwative analysis on kalance aprears
to be consistent with the original moncpsony hypothesis the figures
have to ke treated with caution.Since the samples are small it is
difficult to adequately standardise for the effect of other
variables, including either cccugational differences or variations
in lakour quality within a specific skill group. Similarly,
locational and industrial dJifferences and variations in general
demand are not included in the analysis and this may also threaten
the wvalidity of the the results. Mcre specifically, since the
dominant plant sample appears to ke concentrated in the assisted
areas and in more depressed areas this may in rpart explain the
relatively 1lcw level of wages and earnings in that group.
Nonetheless, there is no evidence tc suggest that demand gressures,
as measured by LIM unemployment rates, are lower in the dominant
rlant groug.

A further drawback associated with the statistical apgproach to
wage and earnings comparisons is that it does not take account of
whether the sample gplants have incorporated current wage-round
agreements into their earnings estimates, (7) To overccme this
proklem Takle 3.7

16) Note that the relatively high elements of local flexibility may
partly exglain why the differences between the dominant plant and
control groug samples is higher for wages than earnings. MNote also
that the more centralised wage determination policies followed Ly
the dominant plant samples may in part reflect the non-local wage
determination policies followed by the ccal and steel industries.

{7) This may tend to push dominant plant wages downwards as many of

the estaklishments are located in relatively small self-contained
LIMs isolated from major industrial areas where the settlement and
diffusicn of wage settlements may ke faster.
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TABLE 3,7 QUALITATIVE INTRA~INDUSTRY ANALYSIS OF ITIO

DOMINANT PLIANT SAMPLE

Position in Earnings League Skilled Male | Other Male Female
Manuals (%) Manuals (%) Manuals (%)
Amongst the ;ighest 9 9 9
Above average 23 21 25
About average 41 44 50
Below Average 18 18 6
Amongst the lowest 0 0 0
Don't know 9 8 9
Total Number of observations 34 (100) 34 (100) 32 (100)

NCOTE

(i) No significant CHISQ differences recorded
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presents a qualitative and more subjective analysis of dominant
plant earnings relative to other plants operating in the same
industry but in a different location. (8)  The results for all
skill groups indicate that there is a wide variation in perceived
levels of earnings between dominant plants and other compatible
employers. However, a significant proportion of dominant plants
consider that they pay about average for the industry. This may at
first appear to refute the monopsony hypothesis. However,
considering that the dominant plants are probably well above the
average size of plant in the industry, and this influence will
probably push their earnings upwards (see Chapter 4), the
qualitative analysis whilst not directly supporting the monopsony
hypothesis does not refute it. (9)

In addition to both gqualitative and quanbislive attempts to
identify monopsonistic pricing policies through the direct
comparison of wages and earnings in broadly compatible plants the
questionnaire also sought to identify monopsonistic influences by
asking emplovers to rank the most important determinants of
earnings. The results of the exercise are presented in Table
3.8. (10) From the table the most important influences on plant

(8) The plant's assessment of its position in the earnings league
is not totally subjective as many plants are well informed about
earnings relativities. For example, as Table 3 in Appendix 17 shows
50% of dominant plants carried out wage surveys into fimms operating
in the same industry outside the LIM and many others collected
similar information from trade association data.

(9) Unfortunately,given the nature of the questionnaire it is not
possible to explicitly introduce size and therefore develop more
meaningful comparisons. As a proxy though, and as Table 5.1 in
Chapter 5 shows, within the LIM a lot more dominant plants consider
themselves to be above the market wage rate when compared to smaller
firms. Althouwgh not reported, note also that the control group
earnings tend to be slightly more biased towards the top of the
earnings league. The same applies when the dominant plant group is
split into low dominance and high dominance sub-groups (see Appendix
20 Table 1). However, in both cases the differences are
insignificant.

(10) The determinants of earnings in the control group are also
broadly similar. Note also that in this and other statements the
respondents were asked to mark how important a particular factor was
according to a loosely defined index running from "very important"
to "not important". This will have been subjectively answered and
therefore introduces a degree of imprecision into the results.
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TABLE 3.8 THE PRINCIPAL DETERMINANTS OF EARNINGS IN DOMINANT PLANTS

falling into each category.

IMPORTANCE OF EARNINGS DETERMINANTS
DETERMINANT OF VERY QUITE OF LITTLE|NOT NO. OF
EARNINGS IMPORT. IMPORT. | IMPORT. | IMPORT. IMPORT.| OBSERV.
(%) (%) (%) (%) (%)

Labour recruitment

and retention probleps

caused by the action of

other plants in the 37
area 9 18 21 23 29 (100)
The earnings of other

firms competing in the 37
same product market 15 15 12 24 33 (100)
Union pressure for

comparability with

other firms in the 37
area 0 14 26 34 26 (100)
Union pressure for

comparability with

fims in the same

industry but a 37
different LIM 15 15 18 23 29 (100)
Union pressure for

comparability with

other plants in the 37
same Company 24 18 24 12 21 (100)
Union pressure for

comparability with

other firms not in

the same area or 37
industry 0 3 10 38 48 (100)
_ Government incomes 37
policy 85 12 6 0 3 (100)
The cost of 37
living 35 32 11 3 5 (100)
NOTE (i) The figures in each cell relate to the percentage of the sample
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earnings are, not surprisingly, govermment incomes policy and the
cost of 1living, both of which are detemmined by macro-economic
conditions. However, even at a more disaggregated level there is
little evidence that monopsony is an important determinant of
earnings. The only factor specified in the table where monopsony
may have an influence is in union bebaviour. That is, dominant
plant unions when tryng to influence wages tend to make comparisons
with industry rates and those of other plants in the Company. By
contrast (and although for brevity the results are not shown in the
table) control group plants tend to make comparisons within the

LIM., A tactic few dominant plants favour. (11)

In conclusion,it appears that the quant&sive evidence is by and
large consistent with the hypothesis that monopsony depresses
wages. This seems to be particularly true for the hourly wage rate
estimates, both when the dominant plant returns were compared to the
control group, and when the high dominance plants were compared to
the low dominance plants within the dominated sample. Although the
qualitative analysis is also largely consistent with the standard
monopsony hypothesis the available evidernce is not as conclusive.
Despite the consistency of these results they cannot be accepted
without major qualifications regarding the accuracy of the data and
the adequacy of the controls.

3. THE, RELATIONSHIP BETWEEN MONOPSONY AND DOMINANT PLANT LABOUR
SHORTA

A secord basic proposition of the original monopsony model was
that monopsonistic plants will inherently face labour shortages
since the inelasticity of the labour supply curve leads to Jjob
vacancies in situations of plant wage equilibrium. Labour shortages
will become particularly evident when labour demand is high and the
inelasticity of the labour supply curve becomes more

(12)

pronounced. In practice, however, this statement has to ke

(11) In this case the differences are significantly different from the

control group at the 95% confidence level, and this does not seem to
reflect structural differences between the two samples.

(12) This statement may be difficult to reconcile with the dominant
plant offering the highest level of wage within the IIM (see Chapter
5). However, as dominant plants also tend to recruit workers of the
highest quality the apparent contradiction is at least partly resolved.
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significantly qualified to take account of both the indirect impact
of other monopsonistic pressures and the dominant plant's response
to LIM supply inelasticities. The net result being that, a priori,
it is not possible to establish theoretically whether dominant
plants will face persistent labour shortages.

To some extent the proposition that dominant plants will face
labour shortages is borne out by the questionnaire evidence as Table
3.9 illustrates. As expected ,and on the basis of previous research,
the most serious shortages appear in the skilled male manual group,
with 79% of the dominant plant sample experiencing skill shortages
over the past two years. However, the figures for the other work
groups are significantly lower with only 27% of the plants
experiencing a shortage of other male manual employees, and 11% of
plants reporting a shortage of female manuals. The latter results
reflect the depressed state of the UK labour market and the relative
abundance of unemployed semi-skilled and unskilled labour.

In relative terms, and despite the widespread dominant plant
shortage of skilled male workers and the intermittent recruitment
difficulties for other work groups, shortages are surprisingly more
acute in the control group of non-dominant plants (see Table 3.9).
For skilled male manual workers 83% of the control group experienced
shortages over the previous two years. For non-skilled male manuals
the figure was 40% and for female manuals the proportion fell to
20%. Therefore, in all three categories shortages were more
prevalent in the control group plants. These differences, however,
were not significant at any meaningfully high confidence level. A
similar pattern emerges when the differences between the high and
low dominance sub-groups are concerned in that shortages are more
prevalent in the low dominant group (see Table 3.10), although these
differences are again not statistically significant.

Reinforcing the pattern of more acute shortages in the control
group, Table 3.11 shows that the skill shortages also appear to be
of a more persistent nature in the control group. This is
especially evident in the case of skilled workers where 90% of the
control group plants suffered from long-term skill shortages

compared to 61% of the dominant plant resporndends. This difference
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TABLE 3.9 THE IDENTIFICATION OF SKILL, SHORTAGES FACED BY PLANTS IN THE
PREVIOUS TWO YEARS

Dominant Plant Control Group
Group
Recruitment Difficulty

s |OMM | FM ssmM oMM | FM

Proportion of Plants 22 73 78 17 60 80
experiencing no difficulty

Proportion of Plants 79 27 11 83 40 20
experiencing some difficulty

Total No. of Observations 37 37 33 24 20 20
(100) | (100) | (100) | (100) | (100) | (100)

TABLE, 3,10 _LABOUR SHORTAGES: THE DIFFERENCES BETWEEN HIGH AND LOW
DOMINANCE SUB-GROUPS

HIGH DOMINANCE LOW DOMINANCE
RECRUITMENT DIFFICULTY

SMM oMM ™M SMM oMM ™M

Proportion of Plants 25 69 93 19 76 83
experiencing no difficulty

Proportion of Plants 75 31 7 81 24 17
experiencing some difficulty

Total Number of Observations 16 16 15 21 21 18
(100) | (100) | (100) | (100) | (100) | (100)

NOTE: (i) No significant differences between the two sanples were
identified.
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Dominant Plant

Control Group

Sample

Nature of Shortages o .

smM* | OMM M* SMM* | OMM mM*
IProportion of plants 32 25 8 5 26 28
experiencing temporary
shortages
Proportion of plants 61 18 0 90 26 6
experiencing persistent
shortages
Proportion of plants 6 57 92 5 47 67
experiencing no recruitment
difficulty
Total No. of Observations 31 28 25 20 19 18

(100) (100) (100) (100) (100) (100)

NOTE (i) * denotes differences significant at the 90% level of

confidence.
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is significant at the 90% confidence level. This pattern is
supported, although not to the same extent, by the results for the
other two groups. Just over 52% of the non-dominant plants suffered
from some form of shortages for non-skilled male manuals compared to
43% in the dominant plant sample. Similarly ,33% of this group
reported persistent or temporary female manual shortages, whereas
only 8% of the dominant plants faced this problem. (13)

There are several possible explanations of why the control group .
sample has experienced more serious labour shortages when compared
to the dominant plant group. One possible reason may be that the
level of unemployment is lower in non-dominated LIMs, and therefore
the more difficult it is to recruit under these circumstances.
Unfortunately, accurate unemployment data for the control group of
LIMs was not readily available to establish conclusively whether
this may have had a bearing on the impact of shortages. Nonetheless
using the regional proxy adopted in Fig A 3.9 of Appendix 3 it does
not appear to be the case that demand is lower in the dominant plant

9

group. However, and counter to this, the industrial and locational
structure of the questionnaire respondents does support the idea of
higher level of demand in the control group sample as the dominant
plants are concentrated to a greater extent in declining industries
and regions (see Appendix 3).

Another reason why dominant plants agppear to suffer less from
labour shortages is that their guasi-monopsonistic position within

(13) One possible reason why skill shortages may be less prevalent
in the dominant plant sample relates to the size distribution of
plants in LIMe¢, In quasi-monopsonistic LIM s the dominant plant,
because of its relative size, will tend to pay a relatively high
wage rate (see Chapter 4 and also Bronfenbrenner, 1956). This in
turn will attract workers towards the large dominant plant and help
reduce the extent of labour shortages in the plant. The labour
shortages, therefore, will be transmitted to the smaller, lower wage
plants within the LIM. By contrast,in more competitive LIMs there
is no reason to suggest that the control group plants are alsoc LIM
wage leaders. Accordingly, the same pattern need not be repeated
and shortages will not necessarily be alleviated. That is, inter-
LIM differences in the plant size hierarchy may produce differences

between dominant plant and control group behaviour which will help
explain the different shortage lewels.



88
. the LIM probably allows themT:plan their manpower strategy within an
© environment where they can exercise a significant amount of
influence. In particular, dominant plants can probably implement
their labour market policies without the immediate threat of serious
competition for manpower, or the disruption of their plans by
equally powerful neighbours. (14)

A paternalistic attitude towards workers, which may be another
trait of dominant plant management, is another possible explanation
of the relative]_.y low level of shortages in dominant plants. (13)
That is, the dominant plant philosophy may be to provide additional
security to the workforce whilst reducing the high level of
alienation commonly associated with large plants. As a result of
this policy the dominant plant working environment may be enhanced
and the tendercy towards labour shortages subsequently reduced.
Unfortunately, owing to the sensitivities of the issues involved it
was difficult to collect information on the relationship between
paternalism and dominant plant management philoscphy. Indeed where
this was attempted in the questionnaire the responses were not of
sufficient quality to analyse with any confidence.

Although dominant plant and control groups both suffer from
labour shortages this may reflect quite different pressures, as the
prior investigation into the differing 1levels of shortages
suggests. Accordingly, when the causes of 1labour shortages are
examined in more detail it may be that monopsonistic pressures are
more prevalent within the dominant plant sample although they are
not necessarily manifested in more acute shortages.

The principal causes of labour shortages in the- dominant and
control group plants are summarised in Table 3.12. (16) Not

(14) Shortages in dominant plants may also be alleviated if plants
develop close ties with the local Job Centre. This aspect of
dominant plant behaviour is examined in more detail in the section
in this chapter on recruitment.

(15) See Norris (1976) for a summary of the arguments. Note also
from the previous section on earning that dominant plants seem to

offer a higher level of fringe benefits both in relation to the LIM
and the control group.
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surprisingly the two most important causes of labour shortages
within the dominant plant category are: a general rise in the level
of demand for the shortage category, cited by 46% of the respondents
as a very important cause of recruitment difficulties; and the poor
quality of the unemployed, a very important cause of recruitment
problems in 42% of cases. However, and of more interest and
relevance, are the secondary causes of labour shortages identified
by the respondents as this is where the consequences of dominating
the LIM begin to emerge more clearly. In particular,the third most
important cause of labour shortages for dominant plant is the
constraining influence of the small size of the LIM, a factor
mentioned by 33% of the plants as a very important contribution to
labour shortages. In addition, other factors more indirectly
associated with monopsony also appear to be important determinants
of labour shortages. For example, local firms not contributing
sufficiently to training was cited as a factor contributing to

shortages by 31% of respondents.(l7)

Similarly , 21% of dominant
plant employers found that shortages were generated by employees
attracted to other LIMs by higher wages. One factor associated with
monopsony which had little impact on shortages was any difficulty
associated with the Jjourney to work, as this was only mentioned by
the dominant plant respondents as an important contributing factor

(18)

in 13% of the cases. To some extent, therefore, these

(16) To explain the relative importance of the different reasons for
shortages the table illustates on an index of one to five the
relative importance of the potential explanations of the observed
labour shortages. It should be borne in mind, however, that the
interpretation of the index by the respondants must again be
subjective. Therefore within the framework of a questionnaire it is
not possible to devise a completely accurate and objective
interpretation of the cause of labour shortages. Nonetheless, the
figures in the table should provide sufficiently unambiguous and
accurate answers to the principal cases of dominant plant
recruitment problems.

(17) See Chapter 3, Section 3 for a summary of the hypothesis
involved here.

(18) All other non monopsonistic "very important" determinants of
labour shortages were ranked as follows: the anti-social hours
involved in working in dominant plants 32% of respondants; labour
attracted away by other LIM employers, 23% of respondents; and

housing problems, 17% of the repondents. All other explanations of
labour shortages were of minor importance.
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figures support the hypothesis that quasi-monopsonistic conditions
do induce labour shortages within dominant plants.

In analysing the data for the control group the explanationsof
shortages are broadly similar (see also Table 3.12),although a more
detailed examination of the figures indicates that monopsonistically
induced shortages are not as prevalent in the control group. (19)
The level of demand and the low quality of the unemployed are again
the most important causes of labour shortages, Similarly, the
secondary causes of recruitment difficulties are broadly the same as
identified in the dominant plant group. However, in all cases where
shortages may be either directly or indirectly attributed to
monopsony their impact is stronger in the dominant plant sample. In
more specific terms the dominant plant sample suffer more from
shortages caused by employees attracted away from the area by higher
pay; the small size of the LIM; the tendency for some firms not to
contribute sufficiently to training; and the journey-to-work
difficulties posed for potential employees. However, on an isolated
basis the extent of these differences between the two groups are not
statistically significant. Therefore, the impact of monopsony does
not provide either an important or distinguishing explanation of
labour shortages in dominant plants. This is not really surprising
given the small size of the samples and the tendency for
monopsonistic considerations to be swamped by other factors.

In support of the results presented in Table 3.12, Table 3.13
summarises the causes of recruitment difficulties but this time
analyses the high dominance and 1low dominance sub~groups
separately. The results are broadly the same as the preceding
analysis with monopsonistic influences relegated to secondary causes
of recruitment difficulties. Nonetheless ,once again the £figures
show that monopsonistic pressures appear to be marginally stronger
in the high dominance sub-group, although the results are again not
statistically significant.

{(19) This is even more surprising considering that the extent of the
shortages are at least as high in the control group and hence if
anything this should have made the use of all recruitment methods

more intensive in the control group.
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HIGH LCMINANCE SUB~GRCUP - LCW CCOMINANCE SUB-GRCUP
LABCUR SHCRTAGES vV IMPT CUITE IMPT NCT IMPT TOTAL V IMPT CUITE IMPT NOT IMPT TOTAL
NO : NO CF
1 2 3 4 5 cBs 1 2 3 4 5 CBS
3 attracted 13 17
n area ky high pay 23.1 0 0 23,1 53.8 1100)| 5.9 11.8 17.6 23.5 41.2 1100Q)
5 attracted
sther local 13 17
3 15.4 7.7 30.8 7.7 38.5 (100) - 5.8 17.6 41.2 2%.4 5.9 1100)
e of local 13 17
wrket 7.7 23.1 38.5 13.4 15.4 1100) 17.6 17.6 2%.4 11.8 23.5/| 100)
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sibuting to 13 17
8.3 16.7 16.7 16.7 4l1.7 1100) 17.6 17.6 11.8 17.6 35.3 | (100)
trictions
5 to increase 12 18
Ely 0 0 0 8.3 91.7 1100) | 11.1 O 0 5.6 83.3 1100)
a training
Jocal skill 12 16
0 8.3 [} 16.7 76.0 {100) | O 0 0 12.5 87.5 «100)
zre training : .
:d to local 12 16
8.3 8.3 16.7 8.3 58.3 {100} { O 0 6.2 12.5 8l.2 1100)
ise in demand
/pe of 13 18
15.4 30.8 15.4 15.4 23.1 (100) | 22.2 22.2 27.8 11.1 16.7 1100)
recruits .
iwrking in 12 17
18 0 8.3 0 33.8 58.3 (100) | O 0 17.6 23.5 58.8 1100)
ives anti- 13 19
s 7.7 23.1 15.4 15.4 38.5 (100) } 10.5 21.1 15.8 21.1 31.6 1100)
i are .
1 untit for 1 17
; 0 0 9.1 27.3 63.6 100} | 11.8 5.8 17.6 11.8 52.8 1100)
i are of 12 19
Ly +] 54.5 25.0 16.7 8.3 «100) [ 10.5 45.5 36.8 15.8 10.5 (100)
tract neg 13 17
m‘: ' 15.4 7.7 0 38.5 38.5 {1c0); © 1.8 11.8 5.9 70.6 t100)
0 work 13 ' 17
:afn;ioyees 15.4 7.7 7.7 38.5 30.8 1100)] 5.8 O 11.8 23.5 5B.8 ' 1100)

i i ¥ tegory between the dominant
ch cell relate to the percentage of the sample falling into each ca
ptg.}:n?g::;e:h;n cS:trol group. Neone of the differences between the twe groups is significant




93

The policies adopted by dominant plants to ease recruitment
difficulties to some degree also reflect the impact of monopsony on
dominant plant behaviour. However, as with the earlier analysis,
monopsonistic considerations do not feature prominently in the
employers' strategy for easing labour shortages. Table 3.14 shows
that the principal methods employed to ease recruitment difficulties
are: the use of more overtime, preferred by 68% of firms; investment
in labour saving equipment, used by 57% of firms; increased
apprentice recruitment also favoured by 57% of firmms; and training,
used by 54% of firms. None of these policies relates directly to

the impact of monopsony on shortages. (20)

Degpite these results,
policies geared to overcome monopsonistic recruitment difficulties,
that is problems caused by the inelasticity of the firms labour
supply curve, were used more frequently by the dominant plants when
compared to the strategies adopted by the control group. This
applied to actively attracting employees from outside the 1local
area, using the Employment Transfer Scheme, and transferring
employees from other branches of the company. However, although the
nature of the effect was in the predicted direction the size of the

effect in each case was statistically insignificant. (21)

To summarise the results of the analysis into labour shortages
it would appear that the evidence to some extent refutes the
original hypothesis that labour shortages will be more serious in
quasi-monopsonistic LIMs. That is, although labour shortages are
often present in dominant plants they are relatively more serious in
the control group. However, this need not refute the hypothesis
that dominant plants inherently face labour shortages, rather the
observed pattern may reflect other differences between the dominant
plant and control group sample. Alternatively, it may suggest that
the dominant plants are in fact better able and more experienced in

(20) These policies are generally favoured by employers since they
are flexible, reversible, relatively inexpensive and generally
produce a relatively quick reduction in shortages facing the

employer.

(21) Distinguishing between high and low dominance sub-groups there
is also a tendency, although it is again not statistically

significant, for the high dominance groups to favour easing
recruitment by trying to reduce the 1labour supply curves in
elasticity.
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TABLE 3.14 THE METHODS ADOPTED TO EASE RECRUITMENT DIFFICULTIES

Percentage of Sample Adopting

Method to Ease  Recruitment]
Difficulty
Method used to ease Dominant Plant
recruitment difficulties Sample Control Group
Increasing apprentice recuitment 57 58
Increasing training in fimm 54 75
Upgrading less skilled employees 43 54
Reducing standards required by recruits| 13 4
Subcontracting work 43 33
Investing in labour saving equipment 57 54
Using more overtime 68 50
Using part-time employees 22 12
Using seasonal or temporary employees 19 29
Using retired employees 11 21
Transfer;:ing from other branches
of the company 19 12
Increasing relative earnings for 13 25
particular groups
Improvirng working conditions 40 46
w
Attracting employees from outside
the local area 43 37
Using the Employment Transfer Scheme 24 21
Others 8 0

NOTE (i) None of the differences between samples are significant at the

95% level of confidence.
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(22) The available evidence on the

coping with labour shortages.
underlying causes of plant shortages and the methods adopted by the
employers to overcome these shortages both to some extent support
this contention, although because of statistical and data
limitations it is not possible to demonstrate this conclusively and
without qualification.

4, THE RELATIONSHIP BETWEEN MONOPSONY AND DOMINANT PLANT RECRUITMENT
METHODS

In theory monopsonistic considerations should also condition
management's attitude and strategy towards recruitment (see Chapter
2, Section 3). 1In particular labour supply inelasticities will tend
to force dominant plants to recruit outside the LIM. As a result,
and in terms of available recruitment policies, practical
considerations suggest that dominant plants will tend to fawvour
advertising in the national press, notifying vacancies to Job
Centres in other areas, and using the Employment Transfer Scheme.
Despite this, however, it 1is not expected that monopsonistic
influences need figure prominantly in the dominant plant's
recruitment strategy. In the main),dominant plants, in common with
other similar but non-dominated employers, will tend to favour
relatively more passive and less expensive means of recruiting
labour. Accordingly , monopsonistic influences on dominant plant
recruitment should only constitute a secondary influence on the
employers attitude towards hiring. Nonetheless, monopsonistic
influences may become more important as labour market conditions
tighten and employers are forced to adopt a more active and
resource-intensive approach towards recruitment.

To identify and quantify the impact of monopsony on dominant
plant behaviour, and in more general terms the overall recruitment
strategy adopted by dominant employers, this section begins by
presenting the questionnaire evidence on the principal recruitment
policies used by dominant plant. Subsequently, the effect of
monopsony is discussed explicitly by relating the gquestionnaire
responses to the previously developed theoretical propositions. The

(22) See the sections in this chapter on dominant plant recruitment
and training for further evidence on this.
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effect of changes in the level of labour demand on dominant plant
recruitment policy is also considered to establish whether the
impact of monopsony fluctuates depending on conditions in the LIM.

4,1 General Recruitment Considerations

The recruitment methods adopted by the dominant plants in the
six months prior to questionnairing are presented in Table

c23)
3.15.
in Chapter 3 on the dominant plants' overall attitude towards

In general the results support the hypotheses developed

recruitment. In particular, and as predicted, the table shows very
clearly the importance to many dominant plants of passive
recruitment methods when hiring each skill group. The most favoured
methods used by the dominant plant were; recruiting on-spec
applicants, drawing from a list of previous applicants, accepting
recommendations from previous employees, and upgrading, training and
transferring existing employees. Complimenting these methods on a
more active formal basis the dominant plants also usedadvertising in
the local press as an important recruitment channel for skilled male

(24)

manual workers. This pattern of recruitment by the dominant

- (23) In this case "recruitment methods" means the approach adopted

by the plant when hiring labour. Obviously it is not a perfect
measure of a firm's recruitment policy since it does not measure
either the success or intensity of the different options open.
Nonetheless, it does seem a reasonable proxy to adopt given the
purpose of the study.

(24) Perhaps one of the more surprising features of Table 3.15 is
the unimportance of wages as a means of encouraging recruitment.
One reason why there should be such a marked reluctance to use wage
for recruitment is the operations of an incomes policy at the time
of questionnairing which in effect severly restricted the ability of
employers to improve their position in the wage hierarchy.
Nonetheless, besides the impact of incomes policy there are other
reasons why wages would not be considered as an effective means of
recruitment and these include:

- the fear of initiating a wage spiral between competing employers.

- the possibility of disturbing sensitive plant wage differentials
which may result in cumulative bidding and LIM instability.

~ wages are an expensive recruitment method since the marginal
cost of recruitment rises more rapidly than the supply price.

- wage negotiation procedures are usually subject to a decision
making process outside normal considerations associated with

recruitment.
For a more comprehensive discussion on this subject see Fogarty,

(1965)
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TABLE 3,15 AN ANALYSTS OF RECRUITMENT METHODS USED IN THE LAST SIX MONTHS

Percentage number of Plants Using

Recruitment Metheds
RECRUITMENT METHCD

Dominant Plant Control Group
Sample

S oMM § FM s oMM | FM

Advertise in local press 70 24 19 75 46 42

Advertise in national press 27 3 3 17 0 0

Notify vacancy to local Job
Centre/Employment Office 92 89 76 83 79 71

Notify Job Centres in other

area 46 19 11 37 12 8
Use Employment Transfer Scheme | 16 5 0 8 0 0
Contact Skill Centre 13 11 3 17 29 12

Contact schools/technical

colleges 22 13 g | 37 | 12 | 12
Use private employment agency S 3 Q 29 4 4

Take on-spec applicants 65 73 49 58 67 50

Use list of previous
applicants 68 62 54 46 46 46

Contact former employees 19 16 16 17 12 21

Recommendation from existing

enmployees 54 54 49 62 67 54
Upgrade/train/transfer
existing employees 59 70 43 67 67 58

Offer higher earnings than
other local employers 5 11 11 8 4- 4

Other Methods 8 8 3 17 12 8
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plants suggests that LIM conditions are relatively slack and there
is little need to use more expensive recruitment policies to meet
the compahy's requirements.

Another of the more striking features of the table is the
different attitudes and levels of activity adopted by the dominant
plants when recruiting different skill groups. In particular, for
all the widely used recruitment methods the dominant plant sample
recruits skilled male manual workers most actively, in that this is
the group where each recruitment method is most used. Other male
manuals are the secord most actively recruited workers, with female
manuals the least sought after group. For example, 70% of the
dominant plant sample favoured advertising in the local press when
recruiting skilled male manuals, whereas the proportion fell to 24%
in the case of other male manuals, and for female manuals the figure
was still lower at 19%. Referring back to the analysis of labour
shortages this recruitment pattern probably reflects the variation
in the extent of shortages felt by the dominant plant for the skill
groups under consideration, and supports the hypothesis that an
employer will recruit most actively where labour shortages are most
acute. (25)

The principal recruitment policies adopted by the control group
sample follow a pattern very similar to the methods adopted by the
dominant plants, and indeed there are no statistically significant
differences between the two groups. Again the accent is on
recruiting skilled male manual workers where shortages are most
prevalent. Similarly the control group also relies heavily on the
same passive and relatively inexpensive methods of recruiting labour

(25) Bearing in mind the continued presence of labour shortages the
evidence from the recruitment table shows that although the dominant
employer uses specialised recruitment methods to overcome the
problem of labour shortages this is not always totally successful.
These results tend to support the contention of Devine (1969) (see
Chapter 2) that although monopsonists may substitute non-wage costs
to overcome labour shortages the characteristics associated with
monopsony remain and continue to frustrate the dominant plant. For
any combination of wage and non-wage hiring costs the resultant
minimum average cost curve will still be positively biased with the

associated MCC lying above it. The net result being that labour
shortages and wages below competitive rates will continue to prevail.
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whenever possible. This pattern is as expected given that the
fundamental determinants of recruitment policy are the same for both
the control group and the dominant plant samples.

4.2 Monopscnistic Considerations

Although the ©principal determinants of dominant plant
recruitment policies do not in general reflect monopsonistic
pressures this does not apply to the same extent to the secondary
recruitment channels used by dominant plants. In this case, as
Table 3.15 shows, the impact of monopsony is more in evidence. This
is particularly true for skilled male manual workers where shortages
are more prevalent and workers are correspondingly more difficult to
recruit. The most popular recruitment channel used to owvercome
possible monopsonistic pressures and LIM supply inelasticities is
the notification of job vacancies to Job Centres in other areas.
For skilled male manuals 46% of dominant plants used non-local Job
Centres to augment their labour catchment area. This proportion
fell to 19% for other male manuals and to 11% for female manuals.
The preference for this method of extending the LIM reflects the low
cost associated with recruiting through the Job Centre. Advertising
in the national press and using the Employment Transfer Scheme are
additional, although 1less important, recruitment methods used by
dominant plants to overcome LIM supply inelasticities.

In support of the hypothesis that monopsony influences dominant
plant recruitment policies Table 3.15 also shows the extent to which
the control group adopts recruitment methods able to extend their
labour catchment area. In each case the control group plants make
proportinately less use of recruitment methods which may help
overcome monopsonistic constraints. However, the individual
differences are not statistically significant, which is not really
surprising given the limited sample size and the probability that
the recruitment methods in question are not exclusively used to
overcome monopsonistic pressures. The overall impact of monopsony
is more clearly illustrated if the recruitment policies associated
with dominance are aggregated as in Table 3.16. The table shows

that when all monopsonistic policies are
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considered together the differences become more pronounced. This
holds for all three skill groups but ig particularly marked in the
case of Skilled Male Manuals. (26)

TABLE 3.16 THE OVERALL IMPACT OF MONOPSONY ON DOMINATED PLANT
RECRUITMENT

Dominant Plant Control Group
Skilled Other Skilled  Other
Male Male Female | Male Male Female
Manuals Manuals Manuals| Manuals Manuals Manuals
Use ot
Monopsonistically
Based 33 10 5 15 3 2
Recruitment
methods (30) (9) (5) (21) (4) (3)

Note (i) The unbracketed figures are the total number of times
monopsonistic methods are "used" to recruit workers.

(1i) The bracketed figures are calculated as proportion of the
maximum possible use of each method.

Although the above evidence is consistent with monopsonistic
pressures in some measure it could also be explained by the limited
size and relatively high self-containment associated with dominated
LIMs (see 2ppendix 2 and Chapter 2 Table 2.1). That is, these
characteristics may well be the most important pressures forcing the
dominant employer to recruit from outside the LIM. Nonetheless, on
inspection these characteristics are really a different way of
looking at the monopsony problem in that they both serve to generate
labour supply inelasticities. Consequently, it would be potentially
misleading to treat them as totally separate influences.

(26) Unfortunately, in aggregating the results in the manner shown
it is not possible to test for statistical differences between the
two samples.,
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Besides the more obvious impact of monopsony on recruitment
methods it is also possible that monopsony influences the extent to
which the dominant plant notifies vacancies to the Job Centre.
Theoretically, as Chapter 2 suggests, the tendency to notify
vacancies may result from pressures from both the dominant plant and
the Job Centre. On the one hand the dominant plants may be
encouraged to notify vacancies s because, as the LI_M.;'. leading
employer, it should be possible to develop mutually beneficial links
with the Job Centre. The Job Centre on the other hand would also
actively encourage the dominant plant to notify vacancies since the
plant’s position in the LIM ensures that it is a major source of
employment and therefore placements from the unemployment register.
However contmw _ to these arguments there is also the possibility
that the absolute and relative size and independence of dominant
plants may render the Job Centre redwdant and hence such employers
may tend not to use the services offered by the Job Centre

The evidence in Table 3.15 above suggests that the first
hypothesis holds, since for all skill groups the propensity to
notify vacancies is higher in the dominant plant sample. However,
the differences are marginal and not statistically significant at
any meaningful confiderxe interval. Supplementing the results of
Table 3.15, Table 3.17 shows that although the Job Centres are
perhaps more active in the dominant plant sample it would appear
that they are not more successful in helping with recruitment than
the Job Centres associated with the control group plants. Indeed,
although the differences between the two groups are small the
opposite seems to be the case with the control group Job Centres’
being more successful in assisting the plants. Table 3.18 shows the
nature of the specialised assistance received from the Job Centres
to help overcome ILIM shortages. Although the differences between
the samples are statistically insignificant with respect to each
type of assistance the figures indicate that the assistance given to
the dominant plants 1is generally to help overcome problems
associated with monopsony.
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Plants where Job Centre has been
of assistance in filling vacanties

Plant where Job Centre has not been
of assistance in filling vacancies

Total number of observations

Nunber of Plants
Dominant Control
Sample Sample
26 18
(70.3) (75.0)
11 6
(29.7) (25.0)
37 24
(100) (100)

TABLE 3.18 THE NATURE OF SPECIAL HEILP FROM THE JOB CENTRE

Proportion of
Dominant Plants

Proportion of
Control Group
Plants

NATURE OF ASSISTANCE Involved Involved

Circulation of vacancies to

other Job Centres 19 17

Help with recruitment of particulap

type of workers 4 11

Help with the BEmployment Transfer

Schene 4 0

Helping with interviewing potential]

recruits 8 0

General help and advice 31 55

Special vacancy campaign 4 0

Exclusive service geared to the

specific needs of the plant 8 0

Combination of assistance 23 17
26 18

Total (100) (100)
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In particular a higher proportion of dominant plant Job Centres were
involved in circulating vacancies to other Job Centres, helping with the
Bnployment Transfer Scheme, and providing a service geared to the
specific needs of the plant. In conclusion, therefore, it seems that
although the level of association between the Job Centre and employers is
no higher for the dominant plant sample it would appear that the nature
of the help offered by. the Job CQCentre to dominant plants primarily
relates to overcoming problems associated with monopsony.

Theoretical considerations also suggest that as LIM conditions
tighten employers place more emphasis on secondary recruitment methods
since passive and largely informal strategies will fail to supply a
sufficient number of recruits. That is, when LIM demand changes so too
will the emphasis placed on active plant recruitment methods. To
establish whether this holds for dominant plant behaviour and,
consequently, whether the impact of monopsony is more pronouned in this
environment the dominant employers were also asked to outline their
recruitment strategy when the demand for labour was high. The results of
this exercise are presented in Table 3.19. The data in the table
confirms the general hypothesits that as the ILIM tightens there is a
change in emphasis in plant hiring practises away from standard
recruitment methods and towards a more active and formalised system. For
example, for skilled male manuals the use of each of the more formal

recruitment methods increased markedly. (27) (28) This shift of

(27) See 1in particular the use of advertising both at local and
national level, using the Bmployment Transfer Scheme, contacting
Skill Centres, and using private employment agencies.

(28) The figues in Appendix 17, Table 4 also indicate that as the
LIM tightens the dominant plant tends to use more hiring methods in
its efforts to recruit. That is, it appears that the scope as well
as the focus of the plants' attitude towards recruitment policy
changes. This is true for all skill groups (the table also reflects
the high level of labour shortages in the control group, in that
this group tends on average, to employ more recruitment methods than
the dominant plants). In terms of statistical testing, for the
combined sample of both the dominant and the control group there are
highly significant differences (95% confidence level) between:

(i) each of the skill groups and the other skill groups, and

(ii) within each of the skill groups but under different LIM
conditions.

As a result ,the hypothesis that the type of labour being recruited
and the nature of the LIM environment makes a substantial difference

to the importance of recruitment methods is supported.
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emphasis in the dominant plant recruitment strategy also involves a
marked increase in the use of recrutiment methods which would help
to alleviate any monopsonistic pressure being felt by the plant.
Relative to the strategy adopted under existing IIM conditions,
Table 3.19 indicates that for skilled male manual workers the use of
advertising in the national press has increased by 40%. Similarly
under the tighter labour market conditions the number of plants
notifying vacancies in non-local Job Centres increased by
128, (29) Finally, the number of plants using the Fmployment
Transfer Scheme rose by 67.1%. (30)

The recruitment policies followed by the contrdl group when
faced by a tight LIM environment were also analysed and the results
are summarised in Table 3.19. In some respects the changes
experienced in their recruitment policy are similar to those in the
dominant plant sample, especially with respect to the shift from a
less to a more formal recruitment strategy. However, an important
difference between the two samples is that the shift in control
group hiring strategy does not place such an emphasis on using
recruitment methods which are consistent with overcoming
monopsonistic pressures. It would appear that the preferred
strategy for the control group is to concentrate on increasing the
supply of labour from within the LIM. This is achieved principally
by using local Skill Centres, increased contact with schools and
technical colleges, and through the use of private employment
agencies. Accordingly these results

(29) The number of dominant plants notifying vacancies to the local
job centre did not increase which suggests that this method is an
accepted strategy irrespective of ILIM conditions. This has
implications for the second major section of the research covered in
Chapter 6 and Chapter 7; the analysis of LIM efficiency as defined
by the UV ratio.

(30) Table 3.19 also indicates that in times of high labour demand
the dominant plants reduce the extent they use passive and informal
recruitment methods. ‘This change of emphasis applies to hiring
on-spec applicants, using a list of previous applicants, taking
recommendations from existing employees, and up-grading and training
existing employees.
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Table 3.19 An Analysis of Recruitment Methods Used When Difficult to Recruit

Dominant Plant Sample

Control Group

Skilled | Other Skilled | Other

. Male Male Female | Male Male Female
Recruitment Method Manuals | Manuals | Manuals | Manuals | Manuals | Manuals
Advertise in local press 81l.1l 54.1 35.1 95.8 75.0 66.7
XMvertise in national press| 37.8 18.9 8.1 37.5 12.5 16.7
Notify vacancy to local Job
Centre/Employment Office 91.9 89.2 78.4 91.7 79.2 75.0
Notify Job Centres in other
areas 51.4 29.7 21.6 45.8 25.0 10.7
Use Hmployment Transfer
schemes 27.0 8.1 8.3 0 0
Contact Skill Centre 18.9 8.1 2.7 29.2 25.0 12.5
Contact schools/technical |
colleges 18.9 16.2 10.8 29.2 12.5 12.5 |
Use private employment |
agencies 10.8 0 0 33.3 8.3 8.3
Take on spec-applicants 59.5 62.2 48.6 50.0 41.7 37.5
Use list of previous
applicants 64.9 62.2 51.4 62.3 54.2 50.0
Contact former employees 29.7 27.0 24.3 37.5 20.8 29.2
Recommendations from
Existing empioyees - 48.6 48.6 43.2 62.5 58.3 45.8 |
Upgrade/train/transfer 1
existing employees 54.1 67.6 45.9 58.3 62.5 50.0 |
Offer higher earnings than
other local employers 5.4 10.8 10.8 8.3 8.3 8.3
Other methods 10.8 10.8 5.4 12.5 8.3 4.2




106

Table 3.20 2n Analysis of Recruitment Methods Used When Easy to Recruit

Dominant Plant Sample

Control Group

' Skilled | Other Skilled | Other
Male Male Female | Male Male Female

Recruitment Method Manuals | Manuals | Manuals | Manuals | Manuals | Manuals
AMvertise in local press 35.1 12.5 12,5 54,2 41.7 37.5
Advertise in national press 5.4 2.7 2.7 4.2 0 0
Notify vacancy to local Job
Centre/Employment Office 78.4 8l.1l 70.3 62.5 66.7 58.3
notify Job Centres in other
areas 8.2 8.1 8.1 8.3 4.2 4.2
use Employment Transfer
Schemes 2.7 0 0
Contact Skill Centre 8.1 8.1 2.7 8.3 16.7 8.3
Contact schools/technical
colleges 13.5 18.5 8.1 20.8 12.5 12.5
Use private employment
agencies 0 0 0 4.2 4.2 4,2
Take on-spec applicants 51.4 56.8 45.9 62.5 66.7 54.2
Use list of previous
applicants ] 54.1 48.6 40.5 41.7 45.8 45.8
Contact former employees 13.5 13.5 10.8 16.7 12.5 16.7
Recommendations from
existing employees 45.9 51.4 45.9 62.5 66.7 50.0
Upgrade/train/transfer
existing employees 45.9 62.2 43.2 37.5 41.7 29.2
Offer higher earnings than
Other local employers 2.7 8.1 10.8 8.3 12.5 12.5
Other 5.4 5.4 2.7 8.3 8.3 8.3
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tend to support the hypothesis that the LIM environment and
structure will to some extent determine the recruitment policy

adopted by employers. E

In contrast to the recruitment policies followed in tight LIM
conditions, Table 3.20 summarises the policies adopted by dominant
plants ‘ when LIM conditions are slack and unemployment
correspondingly high. Once again the results confirm many of the
predictions of labour market theory. Under conditions of weak
labour demand relatively expensive recruitment methods become
insignificant since when unemployment is high employer initiated and
relatively active recruitment policies are both unnecessary and
uneconomic. Instead, plants can rely almost exclusively, as the
table shows, on applicants channeled through the Job Centre and on
passive recruitment methods such as on-spec applicants and employee
recommendations. Therefore, under these circumstances dominant
plants do not employ monopsonistically orientated recruitment
methods to meet their labour supply requirements as there will
usually be  significant labour within the ILIM. (32) (33)
Accordingly there are even smaller differences between dominant
plant and control group recruitment methods when such LIM conditions
prevail.

(31) Once again, in terms of CHI SQ , calculated on the individual
recruitment methods, these differences are not statistically
significant. However, it should be remembered that given these
circumstances CHI SQ camnot be used to measure whether there are
overall statistically significant differences between the dominant
plants and the control group when all possible recruitment methods
associated with monopsony are combined. Calculating an aggregate
measure of the impact of monopsony under tight LIM conditions is
shown in Appendix 17, Table 5. In this case the differences between
the dominant plant and control group become more apparent.

(32) The one possible exception to this is in the use of Job
Centres where for all skill groups dominant plants appear to make
more use of the service provided.

(33) , Table 4 in Zppendix 17 also shows that the intensity of the
plants recruitment drive lessens as LIM conditions slacken.
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4.3 Sunmmary

Although monopsonistic considerations are not a primary
feature of plant recruitment policy the impact of dominance seems to
influence the plants' attitude towards secondary recruitment
methods. ‘That is, in relation to the control group, dominant plants
t.end to use to a greater extent recruitment methods which reflect
the monopsonistic structure of their labour market. The differences
between this dominant plant sample and the control group in this
respect are, nonetheless, only marginal. These differences,
however, increased when the plants were questioned about recruitment
methods adopted in a tighter LIM situation where labour supply
inelasticities probably become more acute and the emphasis on
secondary and more active hiring policies is greater. In times of
low labour demand monopsonistic considerations seemed to be of
little importance to dominant plants. In this case labour supply
inelasticities were not a constraint on recruitment and there was
little need to hire from outside the LIM. As a result there were no
meaningful differences between dominant plant and control group

recruitment strategies under these conditions. (34)

5. THE RELATIONSHIP BETWEEN MONOPSONY AND DOMINANT PLANT TRAINING

The theoretical relationship between monopsony and training
suggests that dominant plants will offer a relatively high level of
training to employees, as measured on a per capita basis. The
dominant plant's relatively high propensity to train is jointly
associated with the hypothesised tendency towards specific rather
than general training in quasi-monopsonistic establishments, and the
relatively low quit rates which are also considered to be a
characteristic of dominant plants. That 1is, the emphasis on
specific training in dominant plants indicates that employers,

(34) Although the results are not presented here a similar
recruitment pattern develops for all skill groups and LIM conditions
if the dominant plant sample is divided into high and low dominance
sub-groups yin that the high dominance group is more inclined to use
monopsonistically induced recruitment methods.,
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rather than workers, finance investment in human capital. The
employers subsequently recoup their costs by capturing thedifference
between the workers’ enhanced marginal product and their wage.
Combining this with the low quit rate associated with dominant
plants subsequently allows employers to take advantage of this
differential over a longer time period thereby increasing their
return. In response to this economic incentive, dominant plants
will be encouraged to expand their training programmes until the

marginal cost of per capita training equals the marginal
(35)

return.

Although the level of per capita training in dominant plants
may be relatively high this need not imply that monopsony positively
influences total plant expenditure on training. The net effect of
monopsony on a plant's overall training level is a priori
indeterminate since the influence of higher per capita training on
the dominant plant's total training effort will be offset to some
extent by the relatively low requirement to train new recruits. As
a result,it is impossible to establish which of the conflicting
effects will be the stronger, and the question has to be resolved
empirically.

Testing the training hypotheses associated with monopsony and
plant dominance ideally requires a substantial amount of detailed

information well beyond the scope of an exercise based exclusively

(36)

on questionnaire data. Therefore, for practical reasons it

(35) Compatible establishments operating in more competitive ILIMs
are not subject to the same pressures to increase their level of
training. This primarily reflects their relatively high quit rate
but is also a direct implication of the greater importance of
general training in the LIM which results in employer and emplovee
training decision being influenced by a different set of economic
considerations (for more details on this argument see Chapter 2).

(36) It was also felt that it may be counter-productive to ask
questions on the nature of training, and whether the employer or
employee-financed training, since many potential respondants may
have doubted the motive behind such an enquiry.
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was decided that it would be counter productive to establish
detailed points, such as whether training was considered to be
general or specific and, related to this, whether the employer or
employee financed such investments. Similarly, it was felt that it
would not be possible to accurately test whether monopsonistic
presures had a differential impact on particular occupational
groups. Instead, the analysis concentrated on the more fundamental
and basic aspects of training and in particular quantifying the
total and per capita training programmes offered by the dominant
plants and the control group. In fact focussing on these broader
aspects of training is not a serious problem when attempting to test
the monopsonistic hypotheses as it remains possible to infer even
from the general results a significant amount about how
monopsonistic considerations influence training. Bearing this in
mind the approach adopted in the analysis was to initially examine
the establishment's overall approach to training and from this try
and establish whether per capita levels were higher in the dominant
plant sample. In particular, if it could be shown that the total
training effort was higher in dominant plants and that quit rates
were compatible to or lower than the control group then, ceteris
paribus, this also implies higher per capita training levels in the
dominant plants.

Table 3.21 provides some indication of the overal extent of
training (as measured by the proportion of plants providing training
for the work groups specified in the table) undertaken by the

dominant plants and the control group. 37

The results suggest
that, on balance, the dominant plants provide more training than the
control group sample in that a higher proportion of monopsonistic
establishments offer traming courses to the major categories of
workers employed in the plant. In particular, the figures indicate
that in six out of seven categories of manual employment the
dominant plants offer training courses to a higher proportion of

workers in the sample when compared to the control group

(37) It is worthwhile noting that the pattern of training within
plants is, in some measure , predictable with the skill groups

receiving more training than the semi-skilled and unskilled workers.
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(38) In all cases, however, the differences between the

figures.
two samples are marginal and in terms of CHI SQ insignificant at any
meaningful confidence level. Nonetheless, the fact that the bias is
constantly in favour of the dominant plant sample does strengthen
the suggestion that dominant plants provide more training in overall
termms. This of course, assumes that the provision of training
courses can be accepted as an adequate proxy for overall training
levels in the plant. (39) Considering that labour shortages seem
to be more prevalent in the control group the reported differences
in the table may in fact conceal that larger discrepancies would
have become more apparent in a controlled comparison. (40) It is
also worthwhile noting that the largest differences in the provision
of training courses between the two samples are in the low and
semi-skilled groups. The key point here is that this is probably
where most of the generally trained workers are concentrated, and
this is the group which training theory predicts will be trained at
the employer's expense only in a monopsonistic IIM. ‘That is,
although the table does not provide a measure of who bears the
training cost this result does suggest that the dominant employers
are more concerned with training these workers. Therefore,
statistical evidenceisconsistent with the hypothesis developed in
Chapter 2.

(38) Unskilled employees 1is the only work group where the
prevalance of dominant plant training is exceeded by the control
group. This can partly be explained by the relatively more serious
shortage of skilled manual workers faced by the control group which
may be sufficient to induce these plants to increase the level of
training for lower skill groups.

(39) This pattern is repeated when high dominance and low dominance
companies are analysed separately. ‘That is, the high dominance
companies appear to train more than the low dominance sub-sample.

(40) As Table 6 in pAppendix 17 shows there are not significant
differences between the use of external training courses between the
dominant plant and the control group sample. Nor are there any
significant differences between +the high and low dominance
sub-groups of the dominant plant sample.
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TABLE 3.21 THE PROPORTION OF PLANTS PROVIDING TRAINING PROGRAMMES
FOR DIFFERENT OCCUPATIONAL GROUPS

Extent of Training
Dominant Plant Control Group

Manpower Category Sample (%) Sample (%)
Apprentices 97 96
Post apprentices 86 83
Skilled employees 89 79
(non-apprentice)
Semi-~-skilled employees 89 75
Unskilled employees 65 46
Clerical employees 86 83
Technical staff 89 92
Supervisory grades 97 96
Management 92 96
None of these 3 4
Total No of observations 37 24

TABLE 3.22 THE NIMBER OF WORKERS PER FULL TIME TRAINER

No of Workers per
Trainer

Dominant Plant Sample 185
Control Group Sample 377
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The pattern of training presented in Table 3.21 is in many
respects repeated in Table 3.22 which measures the average number of
workers per full-time training official in each of the two samples.
Although the results can only give a limited indication of the
emphasis each group puts on training the figures are revealing.
Indeed the number of workers to trainers in the control group is
over 100% higher than in the dominant plant sample. This difference
is significant at a 90% confidence level. On a more qualitative
basis data on the dominant plants' estimation of their position on
the intra LIM training hierarchy (see Chapter 5, Section 4) also
suggests that dominant plants train more than the control group.
Again, howeﬁer, the differences are not statistically different to
the pattern generated by the control group.(4l)

Although it cannot be demonstrated conclusively in view of the
inadequacies of the data if it is assumed that the extent of courses
and the number of training officers provided by the dominant plant
and the control group reflects the overall level of training in the
establishments, and that there are no significant differences in the
quit rates between the groups (see Section 3.6) then this implies
that per capita training is higher in the dominant plant groups.
Under these circumstances, therefore, the available data also
supports the original hypothesis developed in Chapter 2 that
dominant employers will provide an above average level of training.

(41) It should also be noted that the figures do not take account
of the size distribution of plants within the LIM, and therefore the
table is not adequately controlling for variables such as plant size.
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6. THE RELATIONSHIP BETWEEN MONOPSONY AND DOMINANT  PLANT
UNIONISATION

Theoretically it is difficult to establish the direction of
monopsonistic influences on unionisation levels in dominant plants
as pressures to organise are subject to a range of diverse forces
which are difficult to quantify. On the one hand there are strong
arguments to suggest that dominant plants will have relatively high
levels of unionisation, both in response to
monopsonistically-induced feelings of solidarity, and as a function
of active union pressure to organise the area's leading employer.
On the other hand, since the dominant plant has significant power in
the LIM and can impose sanctions on both employees and unions
seeking to organise, dominant plants may equally well reduce levels
of unionisation.

To identify the impact of monopsony and help resolve the
problem of indeterminancy questionnaire respondants were asked about
the level of unionisation in their plant for each of the skill

groups under consideration. (42)

The results of the analysis are
presented in Table 3.23 and appear to support the hypothesis that
dominant plants have relatively high levels of union membership.
For skilled male manuals the average level of unionisation in the
dominant plant sample was 98%. The figure for other male manuals

was 97% whilst for female manuals it was also relatively high at 87%.

Contrasting the level of unionisation in the dominant plant
with the control group, and thereby in part controlling for
potentially significant determinants of unionisation such as plant
size, also to some extent supports the original hypothesis. However,

v

(42) Unfortunately, due to the sensitivity surrounding issues like
union behaviour and industrial relations it was not felt possible to
ask detailed questions on these topics. This constraint, therefore,
effectively prohibits examining topics 1like the process of
unionisation, management attitudes yand the number of unions in the
plant.
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this picture is only confirmed for the two male groups where in both

cases levels of unionisation are significantly higher in the

(43) For female

dominant plant sample at a 90% confidence level.
manuals there is no significant difference beween the two samples.
Without further information it is difficult to establish why the
pattern should differ between males and females although the higher
turnover (see Section 3.6) of female manuals in the dominant plant

sample may frustrate their efforts to unionise. (44) (45

TABLE 3.23 THE EXTENT OF UNIONISATION

Extent of Unionisation
Skilled* | Other*
Male Male Female
Manuals Manuals Manuals
Average percentage union
membership in dominant plants 98 97 87
Average percentage union
membership in control group 94 91 89
Average union membership in
dominant plants excluding
coal and steel plants 94 96 83

Note: (i) * denotes difference significant at the 90% confiderce

level

(43) An important statistical point worth noting here is that
marginal differences in unionisation at the top end of the scale may
in fact relfect fairly significant differences in the pressure to
unionise. That is, there is no reason to assume that the
relationship between pressure to unionise and unionisation levels is
linear. It is more likely that,ultimately, progressive increases in
the pressure to unionise meets diminishing returns in terms of the
level of unionisation.

(44) As Table 7 in Appendix 17 shows there is also a difference
between high dominance and low dominance sub-groups and the extent
of unionisation. For all skill groups unionisation tends to be
higher in the high dominance groups supporting the original
hypothesis., However, these differences are only significant in the
case of skilled male manuals.

(45) Note that the level of unionisation for females in both the
dominant plant and the control group samples is unusually high.
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ne possible explanation of the higher levels of unionisation
in the dominant plant male groups may be the prevalence of
nationalised industries in the sample. In particular, this refers
to the responses from the mining and steel plants which tend to bias
the industrial composition of the dominant plant sample. To test
this hypothesis unionisation estimates were recomputed for both
samples exluding the coal and steel industry replies. The results
are shown in Table 3.24 and indicate that whilst the same pattern
prevails the differences between the two groups are reduced and are
no longer statistically significant at an acceptable confidence
interval. However, whether this reflects the absence of the ccal
" and steel plants or is a result of the reduced sample size it is
difficult to tell.

TABLE 3.24 UNIONISATION IEVELS IN NON COAL AND STEEL PLANTS

Extent of Unionisation

Skilled Other

Male Male Female

Manuals Manuals Manuals
Average percentage Union
Membership in Dominant Plants 98 96 84
Average Percentage Union
Membership in Control Groups 94 91 89

!
To summarise the results presented in this section, - . most

of the available evidence seems to be consistent with the suggestion
that monopsonistic pressures have a positive impact on levels of
unionisation, although the effect is restricted to male workers. As
far as it is possible to tell this result does not reflect
compositional differences between the dominant plant and the control
group samples.
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QUIT AND TURNCVER RATES 1IN THE DOMINANT PLANT AND

QONIROL GROUP SAMPLES

Dominant Plants

Control Group

Turnover Rate
Quit Rate

Skilled

Male

Manuals
8.1

5.3

Other

Male

Manuals
13.5

7.6

Female
Manuals

15.4
11.2

Skilled

Male

Manuals
9.2

6.9

Other

Male

Manuals
15.0

9.5

Female
Manuals

14.9
10.6

TABLE 3.26 QUIT RATES AND TURNOVER IN THE DOMINANT PILANT SAMPLE

DISTINGUISHING BETWEEN NATIONALISED AND OTHER INDUSTRIES

Non-Nationalised Nationalised
QUIT RATES Industries Industries
Total manual quit rate** 6.8 11.0
Quit rate skilled male manuals 4.8 7.3
Quit rate other male manuals* 6.6 11.0
Quit rate female manuals 9.4 18.2
Total manual turnover rate* 11.4 16.1
Turnover rate skilled male manuals 7.6 10.5
Turnover rate other male manualé 12.5 17.6
Turnover rate female manuals#* 13.0 24,7

Note (i) ** indicates significance at the 95% confidence level

(1i)

* indicates significance at the 90% confidence level

TABLE 3.27 NON COAL AND STEEL DOMINANT PLANT AND CONTROL GROUP QUIT

RATE AND TURNOVER FIGURES

Skilled |Other Skilled | COther

Male Male Female | Male Male Female

Manuals*{ Manuals*|{Manuals | Manuals*| Manuals* | Manuals
Turnover Rate 7.6 12.5 13.0 9.2 15.0 14.9
Quit Rate 4.8 6.6 9.4 6.9 9.5 10.6

Note (i) * indicates differences significant at the 90% confidence

level
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7. The Relationship Between Monopsony and Quits

Theoretical considerations suggest that monopsony will reduce
the number of alternative job opportunities within the LIM, and
consequently reduces the propensity of workers to leave their
current employment. The higher level of training associated with

plant dominance may also reduce the quit rate, (49)

The evidence on the quit rate hypothesis gathered from the
questionnaire data is presented in Table 3.25. UhfortuhateLy the
results are generally inconclusive and tend to show that although
quié%%ghd indeed turnover figures also) are generally lower in the
dominant plant sample the differences are not statistically
significant.(47) (48) This probably reflects both the limited
size of the sample and the large standard deviations associated with
the average rates in each skill group. To overcome ths problem: ,
and therefore determine more precisely the impact of monopsony on
quits, would require a significant amount of additional research
well beyond the scope of this study.

Another possible reason why quit rate and turnover differences
between the dominant plant and control group samples are not
significant may be because there is a bias towards steel and coal

(46) Iower quit rates in monopsonistic markets is indirectly
suggested by MacKay et al (1971, - pl71-172). The argument is
that "the nature of the labour market,edin particular its size
compactness and the availability of alternative employers may affect
wastage rates. (In smaller LIMs) the employee has a wide choice of
alternatives only if he is prepared to move house, whereas (in
larger LIMs) most employees can choose from a greater variety of
jobs and alternative employers simply by varying their travel-to-work
journeys".

(47) The results also apply to the ‘total quit rates calculated for
the dominant plant and control group sample as Table 8 in Appendix
17 shows.

(48) T-tests were also run to establish whether quits were lower in
the high-dominance sub-groups. The results showed that whilst quits
were marginally lower in the high dominance group the differences in
all cases were statistically insignificant.
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returns in the dominant plant sample. As Table 3.26 shows quits and
turnover rates are generally higher in these nationalised
industries, and indeed the differences are often statistically
significant even although sample sizes are small and standard
deviations high., ‘Therefore, reworking the dominant plant and
control group statistics leaving out the coal and steel plants
should provide a more accurate and meaningful measure of the
apparent impact of monopsony on the dominant plant sample. The
results of this exercise are shown in Table 3.27. In this case the
figures, not surprisingly, show a wider gap between dominant plant
and control group quit rates, and in the case of skilled male
manuals and other male manuals the differences are significant at
the 90% confidence level. As a result it appears that there are timited
statistical grounds to support the hypothesis that monopsony

effectively reduces the level of quits in dominant plants. (49)

8. SIMMARY AND CONCLUSIONS

This chapter set out to show that dominant plant personnel
policy would be influenced by the monopsonistic or
quasi-monopsonistic conditions prevailing in these LIMs. The
analysis covered all the major features associated with personnel
policy and the results were based on dquestionnaires sent to the
previously identified dominant plants and a carefully selected
control group. Where possible the study results were supplemented
by previously completed research.

The first hypothesis tested was that dominant plants tend to
offer a level of wages below that prevailing in otherwise similar
plants operating in competitive LIMs. In general this hypothescs
was supported both by quantitative and qualitative evidence although

(49) Of course the results presented in this section are subject to
the wusual qualification that it was impossible to introduce
meaningful controls into the analysis and thereby increase the level
of confidence in the reported conclusions.
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problems with the data set casts some doubt on the true nature of
the differences. The possible impact of monopsony on wages and
earnings was also examined by comparing the determinants of wages in
the two sample groups: generally, influences consistent with
monopsony seemed to be more important to the dominant plant sample
although the evidence on this was limited and restricted to union
behaviour.

Monopsony theory also suggests that monopsonistic plants tend
to suffer from labour shortages whilst at the same time offering an
equilibrium market wage rate. The empirical evidence on this only
partly supports this proposition in that whilst many dominant plants
suffer from labour shortages, particularly for skilled workers, the
position was worse in the control group sample. Nonetheless,
looking in more detail at the causes of labour shortages it would
appear that monopsonistic pressures are more important, although not
significantly so, in the dominant plant sample. A number of
possible explanations were also put forward why dominant plants do
not appear to suffer disporportionately from labour shortages.These
ranged from variations in the level of unemployment in the LIM to
the dominant plant's ability to cope more readily with labour
shortages through their recruitment policies and screening
techniques. Unfortunately, without more detailed information on the
nature and cause of labour shortages it is difficult to be more
specific and specify precisely the role of monopsony in influencing
a plant's labour supply.

Dominant plant recruitment also appears to be influenced by
monopsonistic considerations, although this is only apparent in the
secondary and less important hiring methods which tend to be used
mainly when LIM conditions tighten. That is, under normal LIM
conditions dominant plants in general tend to behave like other
plants by relying primarily -on relatively inexpensive and passive
recruitment  channels. It is only; when  the particﬁlar
. characteristics of the LIM become more important that management
appear to respond by adopting specialist recruitment policies to
overcome the particular problems associated with monopsonistically-
induced supply inelasticities. This appears to be especially true
for the high skilled groups where supply inelasticities are more
prevalent.
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Dominant plant training is another aspect of personnel policy
theoretically subject to monopsonistic pressures due to the partial
loss of distinction between general and specific training and the
tendency towards low quit rates in this particular market
structure. Without detailed data on training it is difficult to
empirically test this proposition. Nonetheless, the available
quantitative and qualitative information from the cuestionnaires
seem to support the hypothesis that dominant plants train more,both
in total and on a per capita basis ,than an equivalent plant
operating in a more competitive environment.

The structural characteristics associated with a dominated LIM
also appear to influence the level of unionisation in dominant
plants. The questionnaire evidence shows that levels of
unionisation for males are significantly higher in the dominant
plant sample and this is not explained by any obvious sampling
biases. This result supports the original hypothesis that for a
variety of reasons dominance will tend to increase pressures to
unionise.

Finally , the relationship between monopsony and quits was
examined and in this case the relatively general evidence on the
relationship was inconclusive in that although quits were marginally
lower in the dominant plant sample, and therefore the results seem
to support the original hypothesis, the individual differences were
statistically insignificant. 1In part this appears to reflect the
concentration of high quit rate industries in the dominant plant
sample. That is, when the bias is corrected the expected difference
between the control group and dominant plant group becomes more
pronounced supporting the original hypothesis.

In overall terms, and considering dominant plant personnel
policy as an interrelated system rather than separate components,it
does appear that monopsony has a widespread, if not  profound,
influence on dominant plant personnel policy. That is, it seems
that monopsonistic influences in one area of dominant plant
personnel



122
policy do tend to influence other aspects of personnel policy. As a
result of these influences, and although precise measurement is
impossible, the total impact of monopsony on dominant plants appear
to be significant, in other words overall behavioural characteristics
are different from similar plants operating in a more competitive
environment.
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CHAPTER 4

A_THEORETICAL MODEL OF INTRA-LIM
DOMINANT PLANT BEHAVIOUR

THE IMPACT OF PIANT SIZE ON PERSONNEL POLICY

1. INIRODUCTION

Earlier considerations (gp_cit Chapter 2, Section 2.6) suggest
that the impact of dominance on plant personnel policy may not be
fully reflected in the monopsonistic framework developed and tested
in Chapter 2 and Chapter 3, since this model largely ignores the
influence other firms in the local labour market may have on
dominant plant behaviour. As a result;it is important to examine
how the dominant plant relates to other establishments within the
local labour market, and on this basis explore how these
relationships condition and qualify the monopsonistic based
predictions. That is, as dominant plants are not true
monopsonists, it is only when interactions between these and other
plants in the area are fully taken into account that it is then
possible to establish the overall impact of dominance on plant

personnel policy.(l)

As this chapter explains the labour market behaviour of dominant
plants tends to differ radically from other plants operating within
the same -local labour market. The most important differentiating
feature of dominant plant intra-local labour market behaviour is the
large absolute size of these establishments relative to other plants
within the area. The impact of the size effect on dominant plant
personnel policy is important since within the plant it conditions
levels of job satisfaction and attitudes to work,industrial
relations and work-place cohesion, and hence the fundamental aspects

G) Recognising the importance of other plants in the area may help
explain why, for certain aspects of personnel policy, monopsony 1is
perhaps less in evidence than theoretical considerations would
suggest.
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of the economics of plant manpower and personnel policy management
(for a brief summary of the theory and evidence see”’

by George et _al, 1977.) ()

feview article

Recognising the impact of size on dominant plant behaviour
complicates the process of modifying the monopsony based
interpretation of dominant plant behaviour. No longer is it simply
a matter of acknowledging that there are other plants in the local
labour market, and that these behave and interact in a broadly
similar fashion to condition the impact of monopsony on the dominant
plant. Instead the radical differences in personnel policy between
the dominant plant and other establishments in the local labour
market have to be incorporated into a highly specific model of
intra-firm local labour market behaviour. This then forms the
framework for determining the interrelationships between
establishments in the area, and as a consequence should identify the
need to qualify the original monopsony model and the findings of the
related empirical work.

Although the rationale for developing an intra-LIM model of
dominant plant behaviour has, up until now, been couched exclusively
in terms of seeking to refine the predictions of the monopsony model
the analysis is also important £for other reasons. One major
consideration is that examining the intra-local labour market
behaviour of dominant plants deals with the particular case of how a
quasi-moncpsonistic plant relates to the other establishments in the
area. This differentiates the research both from earlier
contributions on the size effect and earlier investigations into
local labour market behaviour since previous studies do not consider
in any depth the plant size distribution within the LIM and its
related implications. Consequently, and no matter which way the
problem has been approached in the past, previous models and
research have been couched in a wider frameworlf which has been too

(2) Size may be measured using different indices, such as employment,
capital or output. This research focuses exclusively on employment,
but since all measures tend to be closely correlated this makes
little practical difference. For example, see George et al (1977).
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general to capture and identify the specific effects associated with
plant dominance. As a result the approach adopted in this study
should complement and add significantly to the understanding of the
total impact of dominance on plant and local labour market behaviour.

Another reason why intra~LIM analysis is an important
contribution to the analysis of dominance is that it lays the
foundation for the investigation into how dominant plants influence
the underlying efficiency of the local labour market. This aspect
of LIM behaviour is considered in Chapter 5 and Chapter 6 and is
based on the analysis of local labour market UV ratios.
Nonetheless, underlying this analysis is a model of how the dominant
plant relates to other plants within the local labour market and
influences information flows in the area. Consequently, it is of
fundamental importance to develop and test a model of intra-local
labour market behaviour associated with plant dominance which can
then be further extended into the analysis of LIM efficiency.

For practical purposes the most appropriate way to incorporate
all aspects of the intra-local labour market analysis into the
investigation of plant dominance is to examine the theory and
evidence behind the size effect and develop their related
operational predictions. These should be set out whilst
continually bearing in mind the possible interrelationships between
the dominant plant and other establishments in the area.
Subsequently, the principal and most relevant conclusions emerging
from the model should be tested using the questionnaire returns and
any other relevant control data. Having examined how the dominant
plant relates to the remainder of the local labour market, the
principal results should, where necessary, be used to qualify the
original conclusions based on the monopsonistic model and the

related inter-local labour market empirical analysis.

Although the approach to the problem is perhaps self-evident it
should be recognised that both the size effect and local labour
market analysis are both complicated aspects of labour market
behaviour incorporating a number of analytical and empirical
problems which have not, as yet, been fully resolved in the
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literature. Therefore, it should be stressed that under these
circumstances it is not intended to develop a detailed and
comprehensive model of dominant plant intra-local labour market
behaviour. Instead ;the key features of both the size effect and
intra-local labour market behaviour, as identified by previous

research, form the basis of the investigation. (3)

(3) In particular, in several cases it became evident that although
a labour market wvariable may have been affected by plant size it
would be difficult to isolate the impact with any degree of
precision given that the project was restricted to questionnaire
analysis. Under these circumstances those aspects of personnel
policy are not considered in depth in the theoretical analysis.
This problem relates mostly to industrial relations behaviour and
particularly strike-proneness which previous research suggests is
strongly influenced by plant size. For detailed evidence see
Eisele (1973-74) P.561 onwards; Prois (1978) PP.388-394; and Shorey
(1976) .
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2, THE STRUCTURAL CHARACTERISTICS ASSOCTATED WITH SIZE

As Diagram 4.1 indicates, there are essentially four structural
characteristics associated with plant size and these are bureau-
cratisation and organisational complexity; functional
specialisation; product market c¢oncentration; and economies of
scale. Bearing this in mind this section briefly discusses the way
in which large plant size induces these particular characteristics
so that in the following sections it is then possible to demonstrate
how these factors, operating either jointly or in isolation,
ultimately influence the operational characteristics of large plants
as manifested in their distinctive attitude towards key aspects of
personnel  policy. Conveniently the principal structural
characteristics associated with plant size have been relatively well
researched and it is only necessary to present a brief summary of

the main results and conclusions. (4)

Size, . Bureaucratisation _ and _ Organisational  Complexity.

Industrial relations theory and supporting empirical evidence
(George et _al 1977, Brown and Schoenker, 1971; Hall gt _al, 1967;
Indik, 1963; Tallacci, 1960; Blauner, 1964; and Shorey, 1976)
suggests that there is a direct 1link between plant size and
bureaucratisation. The larger the plant then the more complex the
organisation becomes and the more difficult it is to exercise
authority through informal channels, direct management surveillance
and contact with the workforce. That is, as plant size increases
and the resultant hierarchical decision chain expands, the greater
the likelihood of distorted and inadequate information being passed
to the workforce. This, in turn, leads to a substitution of
informal authority relationships by formal rules and bureaucratic
procedures,. these being the only feasible means whereby management
may maintain adequate control over communication, discipline and
output. However, and in terms of the workers' psychic income,
increased

(4) The correlation between size and product market concentration
shown in Diagram 4.1 is not discussed in this section since it
appears to reflect a statistical correlation rather than a causal
influence. The effect of product market concentration on large

plant labour market behaviour is, however, introduced in Section 3.
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bureaucratisation will tend to reduce job satisfaction by
restricting the workers’ freedom and identification with plant and
management objectives (see Shorey, 1976; Williamson, 1967; and
Beer, 1964). (5

Bureaucratisation, besides influencing organisational
procedures, may also have an effect on worker satisfaction by
limiting the extent of shop floor interaction (see Ingham 1970,
P.38). As a result of any such separation,problems of status and
differentials may develop between different work groups (see Shorey,
1976, P.l77).(6) Related to this a further potential problem
associated with the separation of work groups is that it may serve
to reinforce the feeling that an individual's contribution within
such a large organisation is apparently insignificant, with the net
result that worker alienation will be further increased (see Shorey,
1976, P.12; Indik 1963; and Revans, 1956). ()

In sum, existing evidence suggests that bureaucratisation and
organisational complexity increases formalisation, reduces worker
and management flexibility, and inhibits meaningful interactidn
between peer and authority groups. Consequently feelings of
isolation and dissatisfaction will dewvelop amongst large plant
employees, with the result that the net effect of bureaucratisation
on a large plant workforce will be negative.

(5) It has also been suggested that large plants do not suffer from
these problems because they devote a disproportionately high amount

of resources to the personnel function. For example, see George
et al (1977, P.267).

(6) These features of worker behaviour are also in part associated
with technology which may not be related to plant size (see below).

(7) This trend may also be reinforced by bureaucratic limits imposed

upon worker interaction with authority groups. See Ingham (1970, PP
38-39).
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Size, Technology, and Functional Specialisation. Much of the
evidence in the literature (George et  al, 1977; Shorey, 1976;
Masters, 1969; and Sawyer, 1973) also suggests that there is a

relationship between plant size and job content since as plant size
increases employers are able to practice extensive division of
labour and increase worker specialisation. As a result, in large
plants more jobs become standardised and routine thereby reducing
the level of job satisfaction in large plants by depriving workers
of non-material rewards such as pride in workmanship and recognition
of achievement. (8)
there will be a further disutility associated with working in a
large plant. Despite this conclusion it should be recognised that
other research (Woodward, 1970; Blauner, 1964; Ingham, 1970; and

Sayles, 1970) does not fully support this conclusion. Indeed there

Accordingly, other things remaining equal,

appears to be considerable evidence to suggest that job content is
primarily determined by technology rather than size, and technology
is not clearly related to size. (9) If this is the case then the
suggested inverse relationship between job satisfaction and plant
size may be less significant.

Some of the confusion on the relationship between size,
technology and the division of labour may be resolved by considering
the relationship between plant size and capital intensity. Several

(8) The high levels of bureaucratisation associated with large
plants will also, to a limited extent, influence job content
{Ingham: 1970, P.37). That is, since informal procedures are no
lorger a practical method of controlling production they will tend
to be replaced by strict rules governing job content and working
practices. As a result,management will be forced into adopting a
more formal and standardised approach towards job definition.

(9) Woodward (1971), in particular, contends that unit and batch
technologies retain a wide variety of job content whereas in more
mass production industries work tasks are normally heavily

sub-divided. Woodward (1971) also attempts to show that there is
no relationship between size and technology.
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researchers (Pryor, 1972; Bolton, 1971; Hood and Rees, 1974; George
gt al;1977; and Haworth and Rasmussen,1971) have suggested that
there is a strong positive correlation between establishment size
amd capital intensity which is different but obviously related to
the suggestion that there is a relationship between plant size,
technology and hence job content. The correlation between size and
capital intensity also has more direct implications for the
characteristics associated with size in that there appear to be two
relatively well established and important results associated with
the relationship: |

(i) the high capital intensity associated with large plants
suggests that these employers will recruit a particular
type of worker in order to minimise expensive plant
downtime and damage to machinery.

{ii) the high capital intensity associated with size increases
workers bargaining power in that a small proportion of the
plant's total cost function controls the unit's output and
productivity. In terms of the workforce it is therefore
important to be unimportant (see Ulman, 1971).

The operational implications of both these conclusions are
examined in detail in the following section alongside any separate
effect size may have on job content.

Economics. of .Scale in, the Persomnel Function.  Large plants

will generally be in a position to take advantage of economies of
scale in many aspects of personnel policy behaviour. The impact of
economies of scale on plant labour market bebaviour will vary
depending on the nature of the plant and the aspect of personnel
policy under consideration. Nevertheless, these effects are
probably both sufficiently important and wide ranging to
significantlj influence management's overall attitude towards
personnel policy. For example, size and its associated economies
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of scale will allow management to operate a sophisticated personnel
department staffed with experienced specialists responsible for
particular aspects of plant personnel policy and labour market
behaviour. Such specialisation will allow large employers to adopt
a more efficient and objective approach to manpower management. As
a result this will enable large plants to plan personnel policies in
the light of both perceived internal requirements and in relation to
external local labour market conditions. In view of their more
limited resources this option is not open to smaller plants and so
their attitude towards a similar LIM environment may diffef.

In more economic terms large plant size and the resultant scale
economies will also influence the unit costs associated with many
aspects of personnel policy in that such plant will be able to
spread their overheads over a larger workforce. | As a result, large
plants will in many respects benefit from significant financial
advantages in the provision of personnel functions, and this will
once again result in differences in labour market behaviour between
large and small units.
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3. THE OPERATIONAL, EFFECTS OF SIZE

The structural characteristics associated with plant size,
operating - either in isolation or together, have widespread
implications for both worker and management attitudes towards
personnel policy. That is, the combination of the separate
components of the size effect suggests that large plants will have a
distinctive approach to personnel policy and their relationship with
the local labour market. However, in empirical terms, predicting
the precise nature of the impact of size on a specific labour market
variable is difficult since so many influences may condition any
single aspect of personnel policy.

To try and overcome this problem the approach adopted in this
research is to review the principal determinants operating on each
variable, and by reference to previous theoretical and empirical
evidence suggest how these will ultimately influence large plant
personnel policies. No serious attempt is made to develop or
reappraise previous research and therefore the model under test is
for the most part a hybrid version of existing contributions on the
subject. In addition, no attempt is made to accurately determine
the lines of causation between the interrelated variables beyond the
relationships suggested in the existing literature.

3.1 The Relationship between Plant Size and Farnings

As previous writers have pointed out (Masters, 1969; Sawyer,
1973; Hood and Rees, . 1975; George gt al, 1977; .Haworth and
Rasmussen, 1971; lLester, 1967; Mayhew, 1976, and Rees and Shultz,
1970} the structural characteristics associated with large plant
size have important implications for the level of earnings in the
establishment. In particular, since the high 1level of
bureaucratisation and functional specialisation inhibits worker
satisfaction in the plant this may force the employer to offer high
earnings thereby helping to equate the level of pecuniary and non-
pe‘miniary benefits between plants competing for labour.
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Large employers not adopting this strategy would be faced with high
turnover, high absenteeism and the threat of more direct forms of
industrial action (see Ingham, 1970; Shorey, 1976, and Eisele
1973-74, for further details).

The tendency for large plants to offer high wages to compensate
for the disadvantageous working conditions will be reinforced by the
high capital intensity characterising such establishments. Workers
in large plants will often constitute a relatively low proportion of
an enployer's total costs. Therefore the cost to management of
accepting a worker's wage claim will usually be less than the costs
associated with industrial action (see Hood and Rees, 1974, P.174;
and George gt  al ,1977, P.267).(lo) Similarly, it has been
suggested ( Jaworth and Rasmussen 51971, P.376) that under certain
circumstances a worker's marginal productivity, and therefore his
wage, will be determined by the capital to labour ratio prevalent in
the plant. If this argument can be sustained then the higher the
capital intensity the higher the wage.

Higher wages in larger plants may also reflect the correlation
between plant size and product market concentration. It has been
suggested (Masters, 1969, PP.341-342; Hood and Rees, 1975, P.172;
and Weiss, 1966) that plants operating in highly concentrated
industries pay higher wages since generally speaking they earn
higher levels of profits and consequently have a high ability to
pay. Accordingly, although there is no apparent causal
relationship between product market concentration, plant size and

wages there will be a statistical relationship. (11)

The ability of the workforce to bargain for the high wages
suggested by the fundamental structural characteristics associated
with size will also be helped by the higher levels of unionisation

(10) Ulman (1971) points out that it is only "important to be
unimportant” under certain conditions, and if these are not
fulfilled then wages will not necessarily be pushed upwards.

(11) For some conflicting views on this hypothesis see Levinson,
(1967, P.204); and Masters, (1969, P.341).
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prevalent in large establishments (see Section 3.3; and Bain and
Elsheikly, 1980). More specifically it has been suggested (see Hood
and Rees, 1975, P.173; Shister, 1953; Berhowitz, 1954; Hawworth and
Rasmussen, 1971, P.378; and Sawyer, 1973, P.1l47) that since a large
plant environment is generally conducive to the growth of strong
well-organised unions this will help translate worker wage demands
into earnings above the rate prevailing in otherwise similar but
smaller plants. (12)

In conclusion, the cocmbined effect, both direct and indirect, of
the structural characteristics associated with size appear to have a
(13) Accordingly, and
within the context of the local labour market, the dominant plant

positive effect on wages and earnings.

because of its size, will offer higher earnings than otherwise

similar smaller units. (14 (13)

If a high intra-Local Labour Market wage effect is identified in
the dominant plant group then this will also have implications for

(12) Again some authors (for example, Masters, 1969, P.343) have
suggested that the opposite effect may prevail in that since large
plants are also characterised by strong management this may act as
an effective countervailing power to any union or worker pressure.

(13) The method of wage payment and the quality of work demanded by
large employers will also have a positive influence on wages. These
effects are discussed in Section 3.2.

(14) Empirical evidence also suggests that large plants will tend to
provide an above-average level of fringe benefits thereby
supplementing earnings and the overall compensation package (see
Lester, 1967). Providing high levels of fringe rewards is a
particularly attractive way of boosting the benefit package in large
units since it is one effective method of reducing worker alienation
and the associated non-pecuniary disadvantages associated with
working in the plant. In addition large plants will also favour
providing fringe benefits since many aspects of such efforts are
subject to significant economies of scale.

(15) There is some evidence to suggest that wages are to some extent
influenced by local labour market size (Rees and Shultz, 1970;
Fuchs , 1967). Consequently since large plants are generally
associated with larger local labour markets large plants will tend
to bhave higher wages. However, as this research corcentrates on
intra~local labour market comparisons the problem of controllingfiv
this influence does not arise.
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the monopsony model. Most importantly a dominant plant paying
relatively high wages in the local labour market will tend not to be
faced with an inelastic labour supply curve, which means that the
marginal costs of labour will not lie above the supply price.
Therefore, the key element in depressing wages in these plants is
absent. Consequently, the size effect jwhen related to the presence
of other establishments in the area,may serve to offset the impact
of monopsonistic wage pricing on the dominant plant. However, the
process will tend to be more complex than this in that the labour
supply inelasticities will not be completely removed from the local
labour market but may, somewhat paradoxically, be transmitted to the
smaller plants in the area. In other words, monopsonistic
influences will filter down the labour market plant size hierarchy
and ultimately the smallest plants in the local labour market will
be more inclined to experience monopsonistic influences. Moreover,
as long as the effect of monopsony is experienced by some plants in
the area then it is likely to depress wages throughout the area.
With respect to the dominant plant this means that their wages only
have to exceed the levels set by the monopsonistically affected
smaller plants in order to become the area's leading wage payer.
As a result, it should be possible to continue to observe the impact
of monopsonistic pressures on wages although this may be less
important than the original monopsony model suggested.

3.2 .Plant Size, JWorker Quality, Recruitment Methods and  Labour
Shortages

Plant size also affects an employer's worker quality
requirements, recruitment methods, and selection procedures. All
these factors, in turn, have implications for the possible impact of
labour shortages on large plants. Since all these facets of labour
market behaviour seem to be closely related they are dealt with
together in this section. As with earnings this section will also
show that, once the impact of plant size is taken into account, this
will influence the results and conclusions drawn by the monopsony
based model.

In terms of labour quality the structural characteristics
associated with large plant size tend to increase the level of

performance demanded by these establishments from their workforce,
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and as a result management will actively seek to recruit only
relatively high quality workers. (See George gt _al 1977, P.206;
Masters, 1969, P.342; Haworth and Rasmussen, 1971, P.378; Sawyer,
1973 PP.148-149; Salt, 1967; and Pracs, 1978, PP.368-384.) As
highlighted previously one major reason for this preference is that
large plants are characterised by organisational complexity which is
reflected in a high  degree of process and employee
inter-dependence. This implies that output will be at least partly
determined by the least efficient workers on the production line.
As a direct consequence, and remembering that many large plants are
relatively capital intensive, it is important to have a strategy
that will help minimise relatively expensive downtime and production
stoppages by reducing the probability of erratic employee
performance and error. One of the simplest methods of ensuring
this is by recruiting and retaining high quality workers. Large
plants may also prefer to employ quality workers to avoid the need
for close supervision which would otherwise be necessary in such a
complex and highly interdependent organisation (see Lester, 1967;
and Pencavel, 1977). That is, foremen and managers in large units
will be less able to provide close supervision of their front line
workers and as a result will be inclined to recruit higher quality

workers who can perform without their constant attention. (16)

Accepting that in large plants management need to employ high
quality workers implies that such establishments will have to

(16) Concerning the need for intensive monitoring in large plants
such employers have an alternative course of action available to
overcome the problems of supervision and efficient production
management. Rather than recruiting high quality and therefore
expensive workers, management may prefer to introduce a method of
wage payment which will fulfill the supervisory function. The most
appropriate method for such a role is some form of payment by
results (PBR) system whereby employees have an incentive to work
without direct or close supervision. Empirical evidence (George

et al ,1977, P.266; Sawyer, 1953, P.1l45; McCormick, 1977; and
Metcalf, 1976) confirms that large plants adopt PBR methods more
frequently than smaller plants. Moreover, in many cases the prime
reason put forward for using PBR is that the bureaucratic nature of
the large plant inhibits effective control of the workforce and
therefore output. The positive correlation between the size of the
plant and the use of PBR also has implications for earnings since
whatever the advantages of PBR methods for the employer, it is not a
payment method fawvoured by the workforce. In particular, case
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develop an appropriate policy to recruit and retain this category of
worker. Perhaps the only important and distintive approach that
management can offer to achieve this objective is to offer a high
level of earnings relative to the remainder of the local labour
market. If the predictions of competitive theory are fulfilled
this will result in a surplus of prospective recruits being
attracted to the large plant, from which the employer may then
select only the most promising applicants. Restricting recruitment
in this way will prevent the wages in the large plant being bid down
with the resultant loss in their power to attract a surplus of
workers, That is, the only recruitment policy which will meet the
large plant requirements in the long-run will be to offer a benefit
package superior to that offered by competitors in the local labour
market (see Bronfenbrenner (1956) for a detailed exposition of this
model, and Rees and Shultz (1971) for supportive evidence).

The selection methods associated with such a high wage
recruitment policy will also be distinctive. It is likely that in
response to the relatively high level of earnings in the large plant
new job applicants will form a nominal queue from which management
may select on a discretionary basis wherever necessary. To aid the
process of attracting and subsequently selecting the best workers,
and at the same time instituting an organised queuing system, large
plant management may also tend to adopt a characteristic attitude
towards hiring procedures by maintaining a comprehensive list of on-
spec applicants attracted by the offer of high wages. In so doing
management may select appropriate applicants as requirements
dictate. Smaller firms need not maintain such a formalised system
as their labour needs in terms of both quantity and quality would
not justify the administrative costs associated with such a system
(see Doeringer and Piore, 1971).

(16) (contd) . studies have shown that the advantages associated with
PBR are widely offset by a sense of insecurity among workers which
arises in the fluctuations in earnings commonly associated with such
systems. Therefore to overcome these non-pecuniary disadvantages
employers adopting PBR systems will also tend to offer a relatively
high level of earnings (see Sawyer, 1973, P.1l45; and Metcalf,
1976) . Note, however, that more recent evidence suggests that FPBR
methods are becoming less popular and this implies that, on balance,
large plants will probably favour recruiting high quality workers.
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Allied to the notion of hiring quality workers and maintaining a
comprehensive list of on-spec applicants, large plants should also
favour distinctive screening procedures. In particular, the
quality constraints imposed by the structural chracteristics
associated with size will dictate that selection criteria will be
relatively strict and rigourously imposed. In operational terms
this suggests that Jjob applicants in large plants will be subjected
to a number of technical and personal interviews. By contrast
smaller establishments operating with less sophisticated personnel
departments will recruit on a more informal basis, particularly
given that the need for quality is not of such paramount

importance. (17)

The larger plants' overall attitude towards 1labour quality,
recruitment and screening, plus their tendency to offer above
average earnings will have a direct bearing on the impact of labour
shortages on the plant. It follows that if the plant is offering
relatively high wages then a surplus of workers will be
automatically attracted towards the plant, and this will be
manifested in a waiting list for future vacancies. The only
problem with the labour supply situation may be if the relatively
high wage does not produce workers of sufficient quality or of the
correct skill mix. Under these circumstances such a mismatch may
still lead to the joint presence of high earnings, shortages and a
waiting list.

To summarise this section in relation to the analysis of
dominant plant behaviour, the existing evidence suggests that in
relation to their local labour market competitors dominant plants,
because they are large, will seek to recruit high quality workers.
Furthermore, it will be possible to meet this objective since
dominant plants tend to pay relatively high wages in relation to
other local labour market employers. The need to select
appropriate workers from the resultant over-supply of workers means
that dominant plants will tend to develop specialised recruitment
and screening methods. Recognising these agpects of dominant plant

(17) For example, Mackay et al (1971) state that: "where large wage

differentials are found they are accompanied by the application of
stricter hiring standards in the high wage units".
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behaviour and the associated inter-relationship with other plants in
the area may have fundamental implications for the inter-local
labour market monopsony based model of dominant plant behaviour.
In particular, the dominant plant's ability, via the impact of size
on earnings, to attract labour from within the local labour market
may reduce the need for dominant plants to implement
monopsonistically induced recruitment methods. Similarly, if
dominant plants are faced with an over supply of recruits as a
result of their high wage policy then it is less likely that
dominant plants will be characterised by shortages, an important
feature of the monopsony model.

3.3 Plant Size and Unionisation

From an organisational viewpoint the high level of bureau-
cratisation and the consequent separation of management from the
workforce (and to some extent workers from each other) which
characterises large plant bebhaviour has important implications for
the level of |unionisation in such establishments. More
specifically it has been suggested (Hood and Rees, 1975; Shister,
1953; Berhowitz, 1954; Haworth and Rasmussen, 1971; and Sawyer,
1973) that these features, coupled with a high degree of intra-work
group horizontal communication, will serve to divide worker and
management interests and increase suspicion and mistrust about their
respective motives and actions. Under these circumstances
employees in large units will be more inclined to join a union in an
effort to act against the adverse social enviromment and working
conditions in the plant. From a bargaining point of view within a
large plant, the act of joining a union will also help consolidate
the workers' negotiating position, and develop an effective
countervailing power against a relatively powerful employer.
Ultimately, therefore, these economic characteristics will also lead
to high levels of unionisation in large plants.

Supporting these points there is also an argument that suggests
that rather than relying solely on employee initiated efforts to
unionise, large plants will probably find themselves selected as
prime targets for union activity since many large units will be easy
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to organise and at the same time particularly vulnerable to outside
pressure given 8% separation of management and the workforce. This
process will be particularly evident in areas where unions consider
that in organising large plants in the local labour market other

establishments in the area or industry will follow. (18)

Empirical evidence for the view that unions are better
represented and organised in large plants comes from Price and Bain
(1976,. P.348); "the available evidence suggests that establishment
(19) In direct
support of this conclusion Bolton (1971) found that only 8% of small

firms were completely unionised, and in each industry these tended

size 1is a critical determinant of unionisation".

to be the larger of the smaller firms. Moreover, almost two~thirds

of smaller firms had no trade union members on their payroll. (20)

In operational terms the principal effect of unionisation will
be to increase wages and improve working conditions within the
plant. This outcome reflects union bargaining experience and their
ability to marshall the workforce effectively as a single unit.
The empirical isolation of the impact of unions on wages is an
extremely complicated exercise since many other factors have to be
controlled for in any such investigation. Nevertheless, recent
estimates of the union/non-union differential seems to support the
argument that, geteris paribus, unibnisation biases wages upwards.
For example see the relatively recent work by Mulvey (1978) or
Metcalf (1977).

In terms of dominant plant behaviour, and drawing together the
conclusions set out above, the questionnaire analysis presented in
the following chapter should show that because of their size, union

e . -

(18) Unions may also be more prevalent in large plants indirectly
through their association with highly concentrated industries where
profits and therefore ability to pay tend to be above average.

(19) See also Bain and Elsheikh. (1980) for further supportive
evidence.

(20) On a different but related point, Boraston, et al (1975) also
found that even if small plants are unionised they tend to be less
well organised within the plant when compared to larger

establishments.
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levels in dominant plants are high relative to other plants in the
area. Moreover, this union activity should effectively support and
add substance to the previously highlighted propensity £for these
plants to offer relatively high earnings. It may also be possible
to identify union negotiated improvements in working conditions
within dominant plants.

Although plant size influences unionisation it is not expected
to materially alter the predictionss of the monopsony model or the
conclusions drawn on the basis of the empirical evidence presented
in Chapter 3. This is largely because this aspect of the size
effect will probably not have such direct implications for other
plants in the areas, as was the case with earnings and as a
consequerce recruitment and shortages.

3.4 Plant Size and Industrial Training

s

Industrial training is normally considered as an effective and
direct means of enhancing worker productivity. Moreover it has
also been recognised (Proctor and Thornton,1961) that training may
also enhance worker performance more indirectly by helping improve
intra-plant communication, bolstering morale and co-operation,
lessening the burden of supervision, and reducing worker
grievances. These effects are particularly relevant to large
plants since their structural characteristics significantly restrict-
the non-pecuniary benefits associated with work. Accordingly, and
to overcome the problems created by size, large plants would
normally be expected to undertake a disproportionately high amount
of training relative to otherwise similar smaller plants.

Another reason why large plants may train more than smaller
establishments is that often they can take advantage of substantial
economies of scale in their training activities. That is, many
training programmes have relatively high fixed costs, in terms of
both equipment and manpower, with the result that the more workers a
plant trains the lower the per-capita cost. Consequently, large
plants will have major cost advantages over small units.
Reinforcing this are the benefits large plants enjoy in planning
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training programmes. In particular, a large plant with its more
sophisticated personnel department will be able to accurately
estimate its training needs on the basis of previous employee
behaviour and labour wastage rates. This will allow the plant to
significantly reduce the obstacles to rational and planned training
programmes. Smaller fimms, by contrast, tend to operate in a more
uncertain environment where it is more difficult to estimate
training needs. Consequently, smaller firms will tend to recruit
experienced and previously trained workers.

There is a considerable amount of empirical evidence to support
the theoretical arguments suggesting a positive relationship between
plant size and training. At an aggregate level the published
figures on the 1964 UK Labour Costs (see HMSO, 1964) show a strong
correlation between plant size and the propensity to train. (21)
A relationship between size and training has also been highlighted
in several more disaggregated studies. For example, Giles' (1968)
study of the initial impact of the 1964 Industrial Training Act
shows that on a per-capita basis for every category of training
covered the larger plants spent more than smaller firms.
Similarly, Serbien (1961) in his survey of industrial training
practices found that plant size was a crucial determinant of all
aspects of training. Finally, Foltman (1964) in his work on US
labour markets found that larger firms prefer to train, whereas
smaller firms regard training as too expensive and prefer to recruit
experienced personnel in the labour market,

The positive correlation between plant size and industrial
training alsoc has important repefcussions for other aspects of plant
personnel policy, and especially large plant attitudes towards wage
determination (for example, see Pencavel, 1972). The nature of
these wage effects will tend to differ depending on whether the
trainipg is plant specific or of a more general nature.

(21) The same pattern applies to the 1968 figures. For example,
the data shows that for all manufacturing industry the largest size
category when compared to the other groups spends 59% more per
employee on training.
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With respect to plant specific training stheory states that
employers will finance the cost of industrial education and
subsequently recoup the benefits by offering a wage below the
workers augmented marginal product. However, and as Chapter 2 has
already illustrated, in order to minimise the long-run difference
between the wage rate and the augmented marginal product management
will offer a wage premium to ensure that specifically trained
workers remain with the plant. Applying this model to large plant
training policies implies that such plants should offer a relatively
high wage premium, since by investing highly in specific training
they have the most to lose if a worker quits. (22) In the case of
a dominated local 1labour market, however, the size of the wage
differential between large and small plants will tend to be
minimised because the potential for mobility is restricted by the
structure of the market.

‘Variations in the propensity to provide general training will
not necessarily result in wage differentials between large and small
plants. As Chapter 2 demonstrated a generally trained worker
finances his own industrial education since once trained he could
leave his current occupation for an equally attractive job without
the employer being able to successfully amortise his investment in
human capital. To compensate the worker for financing his training
the generally trained employee is rewarded with a higher
post-training wage to reflect his increased productivity. The
logic of this system suggests that even if large plants do "provide"
more facilities for general training and are more efficient in
running their training programmes this will .. affect vthe wage
offered b;*“‘gstablisments within the local labour market. This is
because the augmented productivity applies to all employers and will

(22) Within the context of the local labour market and inter-firm
comparisons it may seem that this result has little meaning since,
by definition, specific training only relates to a particular plant
and hence any comparison cannot be strictly controlled.
Nonetheless, in practical termms it is still important to recognise
that differences in the extent of plant specific training will
result in wage differentials between broadly similar groups.
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be reflected in the wage offered by all plants in the local labour
market. (23)

This simplistic division between large and small plant general
training has to be modified in a dominated local labour market where
the lack of mobility associated with the markets means that workers
may not be prepared to bear the full burden of financing general
training. Under these circumstances the employer will have to bear
part of the cost of the quasi-specific training which in turn
implies that a wage differential will emerge between establishments
reflecting their size and propensity to train.

In sum, therefore, it appears that the size effect will
influence dominant plant training practices in relation to the rest
of the local labour market. In particular, it should be possible
to show that dominant plants have a relatively high propensity to
train. This will also influence the level of earnings offered by
the dominant plant relative to other plants in the area, but the net
effect of this is difficult to predict given the distinction between
general and specific training, and the obvious limits to mobility
associated with dominated local labour markets. In terms of the
wider implication for the monopsony model, the variations in
training behaviour are only relevant in that they serve to support
higher earnings in the dominant plant relative to the‘ rest of the
local labour market and thereby may ultimately offset the problems
related to recruitment and shortages. (24) (23)

(23) This reasoning suggests that large plant apprenticeship wages
will be lower than those prevailing in small plants. However, if
the large plants are sufficiently more efficient in their training
programmes this need not be the case.

(24) In talking about the provision of training courses and formal
schooling within the plant the model of training adopted in this
section may be criticised for overlooking on~the-job training. This
shortcoming may be important if on~the-job training is an important
camponent of total plant training as suggested ,for example, by
Thurow, (1976; Chapter 4). It is also worth noting that due to its
informal nature this type of training is maybe more important in
smaller plants. Therefore, in terms of total training effort,
differences in the extent of training between large and small plants
may be lower than originally hypothesised.




147
4, CONCLUSIONS

The principal objective of this Chapter was to identify the most
important determinants of large plant personnel policy and relate
the results to the labour market strategies adopted by such
plants. The way in which large plant personnel policies affect the
establishment's relationship with the remainder of the local labour
market was also considered. In adopting this approach it was then
possible to suggest how dominant plants behave in relation to their
local labour market environment since the only factor distinguishing
them from other plants in the area is size. Moreowver, once these
intra-local labour market results are considered it is also possible
to establish how these predictions affect the monopsony model
developed and tested in Chapter 2 and Chapter 3.

The results of the investigation into the determinants of plant
personnel policy shows that dominant establishments, because of
their size, are characterised by bureaucratisation, organisational
complexity,functional specialisation and economies of scale.
Within the local labour market dominant plants will react to both
the dangers and opportunities associated with these features with
the result that their personnel policy will differ significantly
from the approach adopted by smaller establishments operating within
the same local labour market.

Perhaps the most important response of dominant plants to the
structural characteristics associated with size will be to offer a
wage above the local labour market equivalent in order to overcome
the disadvantages associated with a large plant environment. At
the same time this wage premium will have to be sufficiently high to
attract and retain the high quality workers required by large plants
to ensure optimal efficiency. Pressure to pay above average
earnings may also result from the high levels of unionisation and
training often associated with plant size. Finally, as a result of
paying above average wages relative to the rest of the local labour
market dominant plants will also be characterised by highly
selective recruitment and selection procedures.

(25) (cont.) Various authors (George g g 1977, P.269; Sawyer, 1973,
P.148; and Stoikov and Raimon, 1968) have also suggested that there
is a relationship between plant size and quits. However, both
theory and empirical work make it very difficult to develop any
clear propositions which can be tested in the research. This
problem is exacerbated by the problems associated with gathering
accurate data on quits at a plant level. As a result of these
observations it was decided not to consider the impact of plant size
on quits in the research.
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As Diagram 4.1 shows the operational effects of size are inter-
related and to a large extent self reinforcing. For example, in
addition to worker quality requirements being influenced by bureau~
cratisation and related structural considerations, it will also be
influenced by the plant's prevailing wage rate and management's
propensity to train. As a result of these often complex inter-
relationships between variables it is extremely difficult to
determine  the principal <causal  factors influencing and
characterising dominant plant personnel policy relative to the rest
of the local labour market. Nonetheless the owverall end result is
predictable.

The model of large plant behaviour may alsc be used to develop
hypotheses relating dominant plant behaviour to the rest of the LIM
since within the context of the local labour market the temm
"dominant" may effectively be substituted for large. In broad
terms this analytical framework is consistent with the predictions
of the competitive model, whilst at the same time recognising that
significant earnings differentials between plants may prevail over
time. Such a model relies heavily on illustrating that the labour
quality requirements of large and small plants differ markedly and
this provides a sufficient economic justification for large plants
to offer a relatively high level of earnings., These differentials
are maintained by the strict hiring and screening procedures adopted
by large plants, and the allied restriction on the number of workers
recruited by the large employer. This strategy will be
complemented by a sound understanding within the 1large plant's
personnel department of the aspects of the local labour market
relating to wages, employment conditions and similar information
required to accurately assess the plant's standing in the local
labour market. The model of large plant personnel policy,
therefore, suggests that despite widespread variations in earnings
within the local labour market there is an economically justifiable
and planned relationship between plants operating in the local
labour market. Moreover, wage differentials between plants may still
act as an allocative mechanism in direct response to the labour
requirements of a particular plant.
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Recognising the existence of other plants within the local
labour market, and the ways in which they are related to each other
through worker mobility, has implications for some of the
predictions associated with the moncpsony model and the inter-local
labour market analysis 6f dominant plant behaviour. Of most
importance is the observation that relatively high earnings in the
dominant plant relative to other plants in the area will serve to
offset the need for dominant plants to adopt recruitment methods
designed to overcome monopsonistic pressures. Similarly, the
earnings differential within the local labour market will reduce the
severity of labour shortages induced by monopsonistic conditions.
The possible absence of monopsonistic pressures in dominant plants
does not imply that the feature is totally removed from the local
labour market. Instead, theoretical considerations suggest that,
paradoxically, monopsonistic influences may filter down the local
labour market plant hierarchy so that their associated pressures are
felt most severely by the smalle, establishments in the area.



CHAPTER 5

THE RELATIONSHIP BETWEEN DOMINANCE, PLANT SIZE
AND INTRA-LIM BEHAVIOUR:
THE EMPIRICAL RESULTS

Chapter 4 demonstrated that theoretically the local labour
market behaviour of dominant plants should be heavily influenced by
the structural characterisélcs associated with establishment size.
These influences are, in turn, reflected in the domitant plané%
attitude towards personnel policy. Bearing this in mind this
Chapter seeks to identify the impact of establishment size on
dominant plant personnel policy using the information gathered from
the questionnaire, and where appropriate contrasting the results
with complementary evidence from other studies. In particular the
influence of size on earnings, manpower quality, screening and
hiring procedure, training policies, and wunionisation are
considered.(l)

It should be remembered that this part of the project,
although it is of interest in its own right, is really of secondary
importance when compared to the preceding inter-IIM analysis and the
identification of monopsonistic influences. Consequently, the
empirical analysis only briefly examines the wvarious hypotheses
under test. MNonetheless, the evidence collected and the conclusions
drawn are sufficient to .provide a relatively general, if not
rigorous, interpretation of how dominant plants

(1) In this section of the analysis no attempt was made to generate
a control group (see Appendix 2 for the problems this would have
entailed). As an alternative g dominant plant respondents were
explicitly asked to compare specific aspects of their behaviour with
other firms in the LIM., In addition, and wherever possible, the
results of other studies were also used as a proxy control group for
the questionnaire returns. In this exercise large plants were
defined as those employing over 1000. In some measure this
threshold level must be arbitrary, but it is a figure used in
previous studies seeking to identify size effects (for example see
Eisele, 1973-74). That 1is, once a plant employs 1000 workers it
often seems that the characteristics associated with size become
evident. Ideally, of course, it would have been more appropriate to
have a continuous rather than a discrete size variable, but such an
approach was beyond the scope of this study.
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behave within their LIM. On this basis it is also possible to
suggest how the results may condition the previously tested
hypotheses relating to monopsony.

1 THE IMPACT OF SIZE ON DCMINANT PLANT WAGES AND EARNINGS

One central proposition of Chapter 4 was that dominant plants,
as a direct result of their large absolute size, will offer the
highest level of earnings in the LIM. This hypothesis was initially
tested by asking plants to estimate their relative position in the
LIM wage hierarchy. The results of this exercise are shown in Table
5.1 and tend to confirm the propostion developed previously. For
skilled male manuals 72% of the respondents paid above the average
level of IIM earnings, 66% in the case of other male manuals, and
78% for female manuals. (2) By contrast, it follows that few
firms paid their workforce below the LIM average, and indeed for
skilled male manuals this was only reported on two occasions. 3)

The evidence examined so far has assumed that dominant plants
set their own wages. However, Chapter 3 indicated that this is only
partly true, and therefore there is a danger that the high wage
phenomenon experienced by dominant plants is caused by features
related to the central wage bargaining position rather than plant

(2) The tendency to pay amongst the highest was most prevalent in
the skilled male manual group where 53% of the sampled plants were
in this top category.

(3) It is significant to note, although the results are not
presented here, that the tendency for the dominant plants to be over
represented at the top of the LIM earnings league is higher than for
the control group plants used in Chapter 3 (however, these
differences are not significant). This probably reflects the
structure of the respective LIMs and particularly that the control
group LIMs are more likely to have plants of a similar size and
hence a similar wage structure. As a result of such structural
considerations the dominant plant operations will tend to be very
much more in evidence at a LIM level. This posibility is examined
in more detail in subsequent sections.
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size. To overcome this problem Table 5.1 also analyses plants where
wages (as measured by the basic rate) are determined locally. In
this case dominant plants once again are clustered towards the top
of the wage hierarchy. This is further evidence supporting the
original hypothesis and suggests that centralised wage negotiations
do not seem to alter the plant's standing within the LIM.

Additional evidence from Table 5.1 suggests that the decision
by most dominant plants to pay above LIM earnings is taken
deliberately, either as part of the establishmentss overall LIM
strategqy or as a result of internal presures within the
establishment. That is, the figures show all dominant plants bar
one were aware, or thought they were aware, of their position in the
LIM. Similarly, the evidence on the extent of wage surveys
undertaken by dominant plants (see Chapter 3, footnote 8) indicates
that the nature and extent of wage surveys undertaken by dominant
plant management are both widespread and comprehensive. Over 50% of
the dominant plants carry out wage surveys of other firms in the
same industry operating in the same LIM, and 47% survey other firms
in the LIM but not in the same industry. Considering the structure
of dominated LIMs the combination of these two categories suggests
that most dominant plants carry out some form of regular survey into
LIM wages and employment conditions. The results of the analysis
into the principal determinants of earnings also suggest that
dominant plants are aware of the earnings of other firms in the
(4) The table shows that labour recruitment and retention
problems caused by the actions of other plants in the area and union
pressure for comparability with other firms in the area both play a
role in determining the levels of earnings in the plant. As a

area.

result dominant plants would be expected to monitor continually the
behaviour of these firms if they have been identified as influencing
the plant's LIM policies.

To futher assess the overall attractiveness of working in
dominant plants questionnaire respondents were also asked about the

(4) See Table 3.8 in Chapter 3
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level of fringe benefits offered by the plant in relation to other
firms operating in the LIM., The results of this exercise have
already been presented in the table discussed in footnote 5 of
Chapter 3, and repeat the pattern followed by dominant plant
earnings discussed above. In this case, 26 plants, 70% of the total
sample, stated that they offered more extensive fringe benefits than
other establishments operating in the area. Another 24% offered
average fringe benefits, and only 2 plants reported offering below
average fringe benefits.(s) Although a more accurate
specification of the extent of dominant plant fringe benefits was
beyond the scope and capability of the study, the questionnaire
analysis nevertheless did measure the extent of non-pecuniary
rewards in dominant plants for three important aspects of fringe
benefits (see Table 5.2). The results showed that all dominant
plants provided both a pension scheme and sickness benefits, and
only one plant in the sample did not provide a sports and recreation
club. Generally speaking this is above the level of fringe benefits
provided by small and medium sized plants and may give some
indication of the economies of scale associated with such

(6)

activities.

(5) It is worthwhile noting that the control group plants shown in
the table did not consider themselves as providing such a relatively
high level of fringe benefits., Mgain , this may reflect the
structural differences between the LIM types. Alternatively,
however, it may also indicate that dominant plant employers tend to
favour fringe benefits as a means of boosting the total benefit
package offered to the workers. Unfortunately, without further
evidence it is difficult to substantiate this possibility. For
further details on the issues involved see Norris 19 65.

() TFor example, see Reid and Robertson (1974) and MacKay etal
(1971)
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TABLE 5.2 THE PROVISION OF MAJOR FRINGE BENEFITS IN DOMINANT PLANTS

No & Proportion No & Proportion No & Proportion

Offering Sickness Offering Pension Providing Sports

Benefit .Scheme Scheme & Social Club
36(97.3) 37(100) 36(97.3)

Overall, therefore, it appears from the available evidence
that plant size influences earnings and other elements of the
benefit package to such an extent that the dominant plants tend to
be clustered at the top of the LIM wage hierarchy as predicted in
Chapter 4. However, having identified the positive association
between plant size and earnings, it is difficult to move a stage
further and pinpoint the key labour market variables associated with
size and which in turn influence earnings. Nonetheless ,evidence
from the questiomnaire returns does suggest that the strong union
presence in dominant plants may be one explanation of their wage
policy (see section 5.5). BAnother potential explanation is the high
quality labour recruited by these plants (see section 5.2).

Note also that as the available evidence supports the
proposition that dominant plants offer the highest benefit package
in the LIM this may also reduce ' the depressing effect monopsony
has on dominant plant earnings. Although this offsetting effect
will probably be minimal it should have a more pronounced effect on
other monopsonistic aspects of dominant plant LIM behaviour, and in
particular will serve to minimise 1labour shortages and the
characteristic  recruitment  methods  associated  with  these
quasi-monopsonistic plants.

2 THE IMPACT OF PIANT SIZE ON DCOMINANT PLANT MANPOWER QUALITY

A second predicted consequence of size for dominant plant
personnel policy was that large plants tend to recruit high quality
manpower to meet the demands associated with working in a relatively
difficult environment. (7

(7) See Chapter 3 and 4
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This hypothesis on manpower quality is consistent with the
evidence presented in Table 5.3:nIable 5.4. Table 5.3 focuses on
the dominant plant's employment strategy for skilled male manuals
and shows that 100% of the dominant plants in the sample employ
silled workers with at least average, but often above average skill
levels.(s) Similarly Table 5.4 shows that, for the other two work
groups under review, dominant plants also appear to employ workers
of average and above average quality.(g) However in this case,
the tendency to hire workers of well-above average quality is not as
pronounced as the pattern for skilled workers. In the case of
skilled male manuals 46% of the plants employed workers of above
average skills, whereas for other manual groups the figure fell to
19%.(10) These results, therefore, appear to support the
hypothesis that dominant plants, in response to the structural
characteristics associated with plant size, tend to recruit highly

skilled and highly qualified manpower.(ll)

(8) Bs expected,the same pattern is repeated in the control groups
used in Chapter 3 but the results are not reported here since they
are of limited interest.

(9) The distinction between highly skilled in the skilled male
manual group and the high quality specified in the other manual
groups reflects the way in which managers were considered to think
about different sections of the workforce. In particular, all
skilled workers are of a high quality almost by definition.

(10) Once again, and as expected, the same pattern is repeated in
the control group generated for the inter-LIM analysis although the
results are not reported here.

(11) To an extent this helps resolve the argument on whether large
plants need to recruit a skilled and high quality workforce (see
Chapter 3 ). However, due to the sensitivities involved it was not
possible to determine specifically the internal pressures prompting
daminant plants to adopt this policy. There 1is no reason
nonetheless, why the factors outlined in the theory Chapter should
not be the principal determinants.
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The dominant plants’ decision to employ skilled and high
guality workers, has implications for the plants' recruitment
methods and screening techniques which, as a result, should be
biased towards policies designed to select only the best available
labour. Similarly, the apparent need for quality workers should
also encourage management to increase the level of training in the

plant.(lz)

Both these suggestions are examined in subsequent
sections of this Chapter. The dominant plants’ high manpower quality
standards may also partly explain the shortages of skilled and high
quality recruits identified in Chapter 3, although this reason was

not explicitly highlighted in any of the dominant plant replies.

(12) See Section 4, Chapter 3.

#
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TABLE 5.3 THE PERCEIVED LEVEL OF SKILLS IN DOMINANT PLANTS RELATIVE

TO THE REST QF THE LIM FOR SKILLED MATLE MANUAIL. WORKERS
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Extent of Skill

Proportion of Plants in Each Category

Highly skilled

About average skill
Iess skilled

No particular reputation
Don't know

total no of observations

45.9
51.1
0.0
0.0
0.0
37(100)

TABLE 5.4 THE QUALITY OF MANPOWER IN DOMINANT PLANTS RELATIVE TO THE

REST OF THE LIM FOR NON-SKILILED WORK GROUPS

Level of Quality

Proportion of Plants in Each
Category

Above average quality
About average quality
Iess than average quality
No particular reputation
Dont know

Total no of observations

18.9
75.7
5.4
0.0
0.0
37 ( 100)




3 THE IMPACT OF PIANT SIZE ON DOMINANT PLANT SELECTION PROCEDURES

The combination of high earnings and the need to recruit
quality labour suggests that dominant plant hiring standards should

(13) This section

be both comprehensive and highly selective.
tests this hypothesis using the dominant plant questionnaire replies
and by comparing the results with other similar studies into
recruitment procedures. The study first examines the dominant
plants' attitude towards the screening of potential recruits and
this is followed by an investigation into the dominant plants'

policy on hiring on-spec applicants.

3.1 Screening Procedures

Table 5.5 summarises the selection procedures followed by
dominant plants when recruiting. The results are consistent with
the hypothesis that all work groups are subject to several screening
filters before being accepted or rejected by management. 'The
screening procedure most widely used by dominant plants was
personnel department interviews. For each skill group this
procedure was used in over 90% of cases, Medical tests were the
second most popular screening procedure, once again widely used by
over 90% of respondent plants but of particular importance when
recruiting female manual employees. Another important screening
technique was for a plant foreman to interview potential recruits;
over 75% of the dominant plants used this form of screening
extensively. Other popular screening techniques included obtaining
references from the applicant's previous employer, and (for skilled
male manuals) interviews by non personnel management staff. (14)

(13) See Chapter 4, Section 2.

(14) Applicants for employment in dominant plants, therefore, have
to pass through a relatively stringent series of screening processes
before being accepted as suitable employees. However, in view of
this it is surprising that so few applicants are subjected to any
formal test of skill or competence. This screening procedure was
used by only 11% of dominant plants when recruiting skilled manual
workers and was rarely considered by any of the establishments when
screening unskilled or semi-skilled manual workers.

159



160

8°96 0 (AN ¥ 16 6°¢C L°S 716 6°C LS 3ISe9] TEOIPSW

9°GS (A A4 Ak AA 8°¥s 0°62 1°91 €19 8°sz 6°CT sI2fotdus snotasid

WOIJ IDUSISIDI UTLIGD

0 8°¢€C (AT 0 8°0¢ 6L 8°0T 0°LT 1°6¢ doua3aduod

10 TTT¥S JO IS93 TRwIoq

0°sc L°9T £°89 0°se 1°ct 6°C¥ 9°t9 ¢ 81 L°8T JFe3s TerIsbeueu

I9U30 AQ pOMITAIS]UL

9°06 6 00 F°ve 9°G 0 2°L6 8°C 0 Jusuniedsp TauuosIad

PUI JO ISqURUE AQ pOMSTAIDIUT

0°GL 9°¢ /Al YA 6°GL 6°9 [ANAN 778 ¢'9 7°6 UewSI03 AQ PSMSTAIIJUL
pasn pasn pasn pasn pasn pasn pasn pasn pasn
u933o0 | ATTRUOTSEODO| AT9IR1 ua3Jo | ATTeUOTSRD00 | ATa1RX: u9330 | ATTRUOTSEOD0} AToaR

sTenuUE aTeuRg

sTenuel aTeW ISY30

STenuE STeW PITTTAS

sdnoIn TTTYS A POYISH UOTIOSTOS JO 95N 93euoriiodoid

STINAFII09d NOLLOETHES INVId INYNTWOd G°S JTEWL




Although the relative importance of the different screening
methods are the same for the three categories of employee there are
differences between the work-groups in the extent to which
individual procedures are used. The most important distinction
between screening procedures for skilled male manual workers and the
other two groups was that the dominant plants generally screen the
skilled candidates more intensively than the other manual
employees. This is true for five of the six screening methods
listed in Table 5.5 and highlights the greater concern of the plants
to ensure that they recruit suitable candidates for jobs requiring
above average skill levels (see Section 5.2). 2Accepting this
interpretation of plant behaviour suggests that the dominant plants'
policy may be considered as rational and reflecting the costs and
benefits of selecting appropriate recruits for each category of

employment. (15) (16)

It is difficult to establish whether the screening methods
used by the dominant plants can Jjustifiably be described as
intensive as there are no control group statistics available to
allow adequate comparison. Moreover, since little specific research
has been undertaken on small and medium sized plant selection
procedures it is also not possible to use a previous study as a
proxy control group. Nonetheless, it 1is feasible to establish
whether any of the more generally based LIM studies seem to offer
support for the original hypothesis. For example MacKay etal (1971,
P360) found that the selection procedures employed in their sample
of firms in Birmingham and Glasgow were as follows;

(15) TFor example, intensive screening of female manual employees
would be of limited value as this is generally a high turnover
relatively homegeneous work group with its quit rate being partly
determined by family influences and other factors outside the
control of the plant.

(16) Table Al7.9 in Appendix 17 shows On "average screening index"
for dominant plants which confirms the hypothesis that screening is
most intensive for skilled male manuals,less intensive for other
male manuals¢and lowest for female manuals. The differences between
the groups are statistically significant at a 95% confidence

interval for the following work group pairs:
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"Few plants in these two conurbations applied any formal
test at the first stage of selection, and decisions as to
the short list were made by the personnel officer on the
basis of his ability to gauge suitability through a short,
often informal ¢ interview. It seldom fell to the
personnel officer to attempt any judgement of skill and
technical competence. Instead  factors such as age,
personal appearance, colour and previous employment
experience were the hiring standards applied in this
initial screening process. Formal tests of technical
competence and proficiency were also rare at the second
stage. The foreman usually deciding whether the
individual possessed the necessary degree of experience
or ability by ascertaining his previous job experience,
and, at this stage also, subjective assessments were
extremely important”.

The evidence presented by this study seems to be
basically similar to the findings in Table 5.5. As a result
there is no direct evidence to support the proposition that
large plant selection procedures are more rigorously applied
than the policies adopted by others. Unfortunately, it is
difficult to be any more precise on this since the size
distribution of plants in the MacKay study is unknown, so it is
not clear that this study reflects the behaviour of relatively
small units.

3.2 Handling of on Spec Applicants

Another postilated characteristic aspect of dominant plant
screening procedures concerns the attitude adopted by managment
when dealing with on-spec applicants for employment. It is
considered that this should be an important feature of dominant
plant selection procedures if the relatively high benefit
package associated with these establishments succeeds in
attracting a large number of on-spec applicants. That is, to
benefit most from this situation dominant plants should develop
and maintain an efficient mechanism for dealing with on-spec
applicants.

(16) cont.
(i) between skilled male manuals and other male manuals,
skilled male manuals and female manuals in the dominant group

and

(ii) between skilled male manuals and other male manuals and
skilled male manuals and female manuals for the combined samples

(that is where the non-dominant large plants are included).
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Table 5.6 shows that whether a list of on-spec applicants is
kept by dominant plants depends to some extent on the skill group
involved. For skilled male manuals only ll%qfirms failed to record
details of on-spec applicants. For other male manuals and female
manuals the number increased to 22% and 21% of plants respectively.
The nature of information collected also varied according to skill
groups. Although the same proportion of plants kept details of only
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the most suitable applicants for all work groups, a higher

proportion of the sample kept details of all skilled male manual
on-spec applicants. This bias towards skilled male manual probably
reflects the shortages experienced by the dominant plants for this
type of worker.

TABLE 5.6 DOMINANT PLANT METHODS OF DEALING WITH ON-SPEC APPLICANTS

Porportional Use of On-Spec List
by Skill Group

Skilled | Other

Male Male Female

Manuals Manuals Manuals
No details of on' spec
applicants kept. 10.8 21.6 20.6
Details of most suitable
applicants only kept. 43,2 40.5 43.2
Details of almost all on-spec
applicants kept. 43.2 35.1 29.4
Other 2.7 2.7 2.9
Total no of observations 37(100) 37(100) 34(100)

TABLE 5.7 REASONS WHY NO ON-SPEC LIST KEPT BY DOMINANT PLANTS

REASON WHY NO ON-SPEC LIST KEPT FREQUENCY

High unemployment in the area would make

the list uncontrolable 2
All applicants are channelled to the Job Centre 4
Require formal application 1
Iong waiting list 1
Recruitment depends on internal recommendation 1
List becomes obsolete quickly 1

Total 10




The reasons why some dominant plants chose not to keep a list
of on-spec applicants are presented in Table 5.7. The most
important reason was a preference by the plant for applicants to be
channelled through the local Job Centre which would then undertake
the initial screening on the behalf of the plant. Other
explanations, although of minor importance, included: high levels of
unemployment making an on-spec list unworkable; an already long
waiting list for employment in the dominant plant; a policy by
management to insist on formal applications; a dependence on
internal recommendations; and a tendency for such a list to become
obsolete quickly.

Returning to the majority of plants that actually maintain a
list of on-spec applicants Table 5.8 indicates the principal ways in
which the plants use this list. One characteristic of the table is
that, once again, the nature and intensity of use differs between
skill groups. Although in several firms the procedure varies, or
there is no clear pattern when using the list, there is a tendency
for dominant plants when recruiting skilled workers to contact the
best qualified and most skilled applicants on their list.
Approximately 69% of the sample used this method when selecting
applicants. That is, skilled workers on the list were generally
selected on the grounds of ability. Contacting the best qualified
workers is also the most popular selection procedure in the other
categories of employment, but in this case the tendency is less
pronounced with only 36% of the firms using this technique to
recruit workers. Therefore, for other male manuals and female
manuals,plants vary their selection methods to a greater extent, and
often there is no clearly observable pattern in their procedures for
recruiting on-spec applicants. Overall, then, the policies followed
by dominant plants in this case are not geared to such an extent to
selecting the best qualified applicants. This suggests that other
male manuals and female manuals are more homogeneous groups with
quality differences being of only marginal importance.
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TARLE 5.8 DOMINANT PLANT USE OF THE ON-SPEC APPLICANTS LIST
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SKILL GROUP

Skilled Other

Male Male Female
Use of on Spec List Manuals Manuals Manuals
Make very little use of list 0 3 4
Contact most recent on-spec
applicants on list 3 7 4
Contact appliants on list who
have been on it for the longest
time 0 10 12
Contact best qualified/most
skilled applicants on the list 68 35 36
Varies, no clear pattern 12 28 32
Combination of above 15 14 12
Total number of observations 32(100) 28(100) 25(100)

Within the context of the original hypothesis it appears that
both the setting-up and the use of an on-spec list tends to support
the idea of the dominant plant as the leading employer within the
LIM. In particular, the evidence seems consistent with the view
that dominant plants tend to offer a relatively high wage rate in
the LIM. This in turn attracts labour to the plant and the employer
is then able to select the most promising recruits from the
resultant excess supply of applicants. The key point to note is
that the dominant plant does not recruit all the workers it attracts
but rather maintains a list of applicants from which it may select
the most appropriate candidate when a vacancy arises. It would
appear,
simply to increase their share of LIM employment.

therefore,
Instead, they use
this mechanism as part of the process of ensuring they recruit
labour of sufficient quality to handle the particular

that dominant plants do not offer higher wages



characteristics associated with working in a large plant. (17)

4 THE IMPACT OF SIZE ON DOMINANT PLANT TRAINING

The hypothesis under test in this section is that through a
series of scale economies and a need for highly trained workers it
seems likely that dominant plants will have a higher propensity to
train than smaller firms operating in a similar LIM environment.

To a large extent this hypothesis has already been supported
in the inter-LIM analysis of dominant plant and control group
training programmes (see Chapter 3 Section 4) which showed that very
nearly 100% of the plants undertook comprehensive training
programmes with particular emphasis on the training of skilled and
semi-skilled workers and management grades. To complement this
result, and on the basis of data adapted from another study, it is
possible to be more specific and directly compare the dominant
plants' propensity to train with the policy adopted by smaller
plants. The results of this exercise are presented in
Table 5.9.(18)
dominant plants provide significantly more training than any of the
three categories of small and medium sized firms shown in the

The figures indicate that for every work group

table. 1Indeed it is possible to identify a clear training gradient

17 See Bronfenbrenner (1956) for more detailed analysis of
daominant plant bahaviour in this respect. Note also that this model
of queuing is in many respects similar to the model of Jjob
campetition developed by Thurow (1975, Chapter 4) whereby employers
will rank prospective recruits according to the match between their
background characteristics and the .. partly unique job requirements.

(18) The comparitive data is taken from a study of training
practises published by Urwick Orr and Partners (1965).
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associated with plant size. That is, as plant size increases the

scope and intensity of training also increases and serves to support

the hypothesis outlined in the previous chapter.(lg) (20

TABLE 5.9 PLANT SIZE TRAINING HIERARCHY i

Plant Size Hierarchy

Dominant
Worker Category 0-100 101-500 | 501-1000 | Plants
No % No % No % No %
Apprentice 7 |64 3361 | 42 {91 36 |97
Post Apprentice 1 9 41 7 16 |35 32 |86
Skilled - - 7|12 2| 4 33 {89
Semi-Skilled 1 9 6|11 511 33 |89
Unskilled - - 8 |15 3| 7 24 | 65
Clerical _ - - 8|15 16 | 35 32| 86
Technical 2 |18 12 | 22 25 | 54 33|89
Supervisory - - 12 | 22 20 | 43 36| 97
Management - - 9117 14 | 30 34|91
No of firms in sample 11 100 54 100 46 {100 37 |100

Note: (i) Source of Non-Dominant Figs: Urwick-Orr (1965)

Highlighting intra-ILIM training differences more specifically,
but on a more subjective basis, Table 5.10 shows the dominant planéé
assessment of its contribution to training in relation to the rest
of the LIM. The table shows that 70% of the plants considered that
they provide a level of training above the LIM average; 16% of the

(19) Although monopsonistic considerations account for part of this
difference as Chapter2 and Chapter 3 showed, wunder these
circumstances this effect will be insignificant and much of the
observed differences may still be attributed to size.

(20) This comparison, of course, assumes that the engineering
industry is a fair representation of the training patterns in
manufacturing and that the propensity to train has not changed since

1965.



plants estimated that they provide an average amount of training;
not one congidered that it provided a level of training below
average; and four firms had insufficient information to assess their
position. These results, therefore, are also consistent with the
hypothesis that dominant plants provide a relatively high amount of
training in relation to other smaller plants in the LIM.

TABLE 5.10 EXTENT OF DOMINANT PLANT TRAINING RELATIVE TO THE REST

OF THE LIM

Proportion of Dominant Plants
Extent of Training in Each Category
More than average 70.3
About average 16.2
Iess than average 2.7
Dont know 10.8
Total number of observations 37(100)

The high propensity to train displayed by dominant plants also
relates to several other aspects of dominant plant personnel policy
as Chapter 4 suggested. To recap, the intensity of training
activities may partly explain the high level of earnings in dominant
plants since plants investing in training will have an economic
incentive to offer a higher level of earnings thereby reducing quits
in the plant and allowing the firm to amortize its investment over a
longer time period. (21) The higher level of training in dominant
plants may also be considered as a response to the skilled labour
shortages faced by many such plants. Indeed Table 3.14 showed that
increased training was one of the most favoured methods of easing
labour shortages with over 54% of the firms using this technique as
a method of adjusting to manpower imbalances. Finally, the high
level of training in dominant plants, and its associated cost to the
establishment, also helps explain why the plants carefully screen
potential recruits. Detailed assessment helps lower dominant plant

(21) Unfortunately, it was not possible to gather sufficiently
detailed data on quit rates to compare the dominant plant averages
with other smaller establishments. The lack of any other compatible

survey also meant that it was not possible to use such results as a
proxy control group.
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quit rates, and as a result will further enable the establishment to
protect its investment in training. In all, therefore, the
suggestion that dominant plants have a high propensity to train is
also consistent with the empirical evidence on the variables such a
policy decision will have a direct influence on.

5. THE IMPACT OF PLANT SIZE ON DOMINANT PLANT UNIONISATION

It was proposed in Chapter 4 that dominant plants, as a result
of their large absolute size, would also tend to be heavily
unionised. ‘Table 5.11 strongly indicates that this appears to be
the case and hence supports the original hypothesis. In more
precise terms the average level of unionisation in dominant plants
is 98% for skilled male manuals, 97% for other male manuals, and 87%
for female manuals. This compares with an average level of
unionisation in UK manufacturing industry of 62%. Although
monopsonistic pressure offers some explanation of the result the
differences are too large to totally explain the high levels of

unionisation. (22) (23) (24)

TABLE 5.11 UK VERSUS DCMINANT PIANT LEVELS OF UNIONISATION
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Average Ievel of Average Ievel|Dominant Plant|bominant Plant |[Dominant Plant
Unionisation in UK | of Unionisat-|Unionisation |Unionisation [Unionisation

Manufacturing tion for for Skilled for Other Male |for Female
Industry Dominant Male Manuals |Manuals Manuals
Plants
62.2% 94% 98% 97% 87%

NMote: (i) Figures taken from Price and Bain (1976)

(22) See Chapter 3, Section 5.

(23) To avoid any danger of bias the steel and coal results were
taken out of the sample and the average recomputed. However, as
Table A.17.10 shows this does not materialy alter the picture.

(24) The mechanism by which the unions influencc‘a\j %fé the collective
bargaining process. As Table 3.6 shows the most important elements
of collective bargaining and wage determination are not focussed at
plant level. Consequently sthe impact of local union pressure on
earnings will tend to be constrained.



The higher levels of unionisation in dominant plants will
probably influence a wide range of factors associated with dominant
plant personnel policy, but unfortunately using the questionnaire
approach it is generally difficult to either identify or estimate
these effects. However, one of the few areas where it is possible
to at least tentatively identify the impact of unionisation is in
wage determination. 1In this case, and as Table 5.12 shows, unions
tend to influence wages through the nature of comparisons they make
with other plants. The most important comparison is between
earnings in the dominant plant and other plants in the same company
or group. The pressure for comparability with similar firms in the
industry is the next most important comparison. By contrast,
compatability with other LIM and non local firms is not as
(23) As Table 5.13 and Table 5.14 show unions also
appear to have an influence on the most important aspects of fringe

important.

benefits in instances where these issues are in some measure
determined at plant level. For example, in the case of sickness
benefits it appears that unions were involved in negotiations with
all but one of the dominant

TABLE 5.12 UNION INFLUENCES ON DOMINANT PLANT EARNTINGS
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Proportion of Responses Falling Into Each Category

Nature of very Quite Of Little Not

Union Influence Important Important| Important| Importance ) Important

Union pressure for
compatability with
other firms in the
area 0.0 14.3 25.7 34.3 25.7

Union pressure for
campatability with
firms in the same

industry but different
LIM 14.7 14.7 17.6 23.5 29.4

Union pressure for
compatability with
other plants in the
same company 24.2 18.0 24.2 12.1 21.2

Union pressure for
compatability with
other firms not in
the same area, or

industry 0.0 3.2 9.7 38.7 48.4
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TABLE 5.13 THE DETERMINATION OF SICKNESS BENEFITS: THE INFLUENCE OF

UNIONS

Proportion of Responses Falling Into Each

Category

Sickness

Benefit Ievel of Iength of Time
Negotiation Method Eligibility Payment Benefit Paid
Collective Agreement 53.6 43,2 37.8)
Management Discretion 2.7 2.7 2.7
Combination 2.7 2.7 5.4
Not Determined at the
Plant 54.1 51.4 54.1
Total no of observations | 37(100) 37(100) 37(100)

TABLE 5.14 THE INFLUENCE OF UNIONS ON DOMINANT PLANT PENSION SCHEMES

Proportion of Responses Falling Into Each
Category

Negotiation Method

Benefit Eligiblity

ILevel of Payment on Pension

Collective Agreement 16.7 16.7

Management Discretion 2.8 2.8 §
Combination 2.8 2.8

Not Determined at

Plant Ievel 77.8 77.8

Total no of Cbservations 36 (100) 36(100)

(25) In some areas of dominant plant personnel policy union
influence appears to be minimal ,for example unions were rarely sited
as causing recruikment problems or labour shortages.




plants, and the negotiations covered the eligibility of workers for
fringe benefits, the level of payment, and the length of time the
payment covers. The pattern is repeated for dominant plant pension
schemes where once again collective agreements play the major role
in determining both the eligibility and level of the pension scheme
operated in dominant plants. It should be noted, however, that in
this case pension conditions are mostly not determined at plant
level and this will, of course, limit union activity.

In summary, then, it does seem that plant size influences
levels of unionisation, and therefore unions are relatively well
represented in dominant plants. Moreover, there is evidence to
suggest that the strong union presence ultimately influences the
level of earnings and fringe benefits in the dominant plants.

6. SUMMARY AND CONCLUSIONS

Despite the absence of a tighly specified control group it is
still possible to identify how dominant plants relate to the rest of
the I1IM by using the questionnaire data and, where possible,
relating this information to previous labour market research. In
general the results of the analysis suggest that within the LIM
dominant plants exhibit characteristic behaviour patterns and these
seem to reflect the large absolute size differences between dominant
plants and other LIM employers. In most cases the results support
the theoretical propositions put forward in Chapter 4, and when
combined produce an economically consistent and rational explanation
of dominant plant attitudes and behaviour. However, given the
nature of the research it is not possible to specify the ways in
which the obviously interrelated variables influence each other.

One of ‘the first results of the analysis showed that dominant
plant wages and earnings were generally higher than other plants in
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the LIM. From the available evidence this feature of dominant plant -

behaviour appeared to be a strategy deliberatgly promoted and



maintained by management. Moreover ,the questionnaire results and
other considerations also suggested that the high wage policy was
the result of the structural characteristics associated with plant
size.

The high wage strategy generally followed by dominant plants
also appeared to have direct immplications for other aspects of
personnel policy. For example,the questionnaire evidence suggested,
that as a result of their high wage policy, dominant plants were
able to recruit and retain workers of above average quality.
Similarly, the dominant plants also appeared to recruit workers of a
higher skill level. A combination of the above average earnings
package and the high quality and skill requirements also seem to
influence dominant plant hiring procedures. More specifically, in
most cases it appeared that there was a well organised waiting list
of applicants willing to work in dominant plants. From this "queue"
dominant plants were able to select the most promising recruits
through a series of screening processes. Unfortunately, it was not
possible to conclude whether these screening procedures were any
stricter than other plants operating in the LIM.

Dominant plant training policies also appear to differ
markedly from other LIM plants in that the dominant plants generally
provided a relatively high level of training. This supports the
argument about the considerable economies of scale in training
captured by dominant plants and the need for such plants to maintain
the quality and skill of their labour force. The high level of
training provided by dominant plants is probably also influenced by
the dominant plants' relatively high wage rates, in that dominant
plants can be confident that trained workers will be reluctant to
quit to move to a plant offering superior earnings.

Lastly, the level of unionisation in dominant plants appeared
to be higher than in smaller plants, and this again seems to reflect
the structural characteristics associated with plant size. The high
levels of unionisation, in turn, appeared to influence other aspects
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of dominant plant personnel policy including the nature of
collective bargaining and as a consequency the level of earnings and
fringe benefits.

In a more general sense the model of dominant plant intra LIM
behaviour tends to support a somewhat modified but nonetheless
basically competitive explanation of labour market bahaviour. Each
policy adopted by the dominant plants has a valid economic
interpretation based on the 'plant's interrelated and often complex
requirements to operate efficiently within a constrained LIM
enviromment. That is, the dominant plants are reacting to the
conditions imposed by their relatively large absolute size in the
most economically efficient manner.

Bearing this result in mind it also seems reasonable to suggest
that the relationship between the dominant plant and the other
plants in the IIM may well have important implications for the
monopsony model. In particular, the position of the dominant plant
as the LIM's wage leader may serve to reduce the depressing impact
of monopsony on dominant plant wage. Similarly,the leading position
of the dominant plant in the LIM wage hierarchy may also help to
alleviate the shortage problems associated with monopsony. This, in
turn, should pre-empt the need for dominant plants to use
recruitment methods specifically designed to overcome supply
inelasticities.

Having sald this, perhaps it 1is ample testament to the
importance of monopsony that despite the implications of the size
effect for dominant plant behaviour its influence still appears to
affect dominant plant behaviour. Note also that, scmewhat
paradoxicaliy, this result does not necessarily imply that
monopsonistic conditions are relaxed in such LIMs since it may in
fact be the case that it is the smaller firms in the LIMs which
actually suffer more . Qcutely from the problems associated with
monopsony. Unfortunatelysy. investigating whether this is the case is
beyond the scope of this study. MNonetheless, the point remains
worthy of further attention.
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CHAPTER 6

A THEORETTCAL MODEL OF THE RELATJONSHIP BETWEEN
LABOUR MARKET DOMINANCE AND IOCAL LABOUR MARKET EFFICIENCY

This second part of the research approaches the analysis of
dominance from a broader perspective than the method adopted in
Chapter 2 &o Chapter S. Rather than examining the behaviour of the
dominant plant, and subsequently contrasting its behaviour with
other establishments, this part of the study extends the analysis by
focusing on the overall performance and efficiency of dominated
LIMs. In particular,this aspect of the research examines the
behaviour of unemployment and vacancy rates in dominated LIMs.

To estaBlish the theoretical framework for such a study this
Chapter is divided into two sections. The first section examines in
some detail the theoretical measures of LIM efficiency based on
unemployment and vacancy figures. ‘The second section then uses
these previously developed measures of performance to explore
possible relationships between LIM dominance and LIM efficiency.
This discussion also considers the influence other LIM features may
have on performance so that their impact may be controlled for when
trying to empirically isolate the impact of domivunce.

1 THE DER'[VATION\ OF THE UV CURVE AND ITS ASSOCTATED MEASURES OF LIM
EFFICIENCY

In a perfect LIM, characterised by homogeneous labour, perfect
mobility and perfect information the relationship between
unemployment and vacancies may be derived by examining the influence
different levels of labour demand have on the two variables. The
relationship is presented graphically in Diagram 6.1 by mapping
labour demand against both unemployment and vacancies. As the
diagram shows at low levels of demand, and in particular at the
origin of the demand axis, unemployment is high and vacancies do not
exist. As the demand for labour increases unemployment will fall in
a one-to-one ratio until full employment is reached at the point L.



Over the range OL vacancies will not exist because of the
assumptions about perfect mobility and perfect information. Above
the full employment level if demand increases the number of
vacancies will increase on a one-to-one ratio, whereas unemployment

will remain at zero, itsminimum value.(l)

DIAGRAM 6.1 THE DERIVATION OF IV CURVE

N

Adapted from Brown (1976)

VLVl = Plot of vacancies in a perfect labour market

UL;U:L = Plot of unemployed in a perfect labour market

VRVl = Plot of vacancies in an imperfect labour market

URUl = Plot of unemployed in an imperfect labour market
L = Full employment

This over-simplified theoretical picture of the relationship
between unemployment and vacancies changes when labour market
imperfections are introduced. As before, when demand picks up from
a position of high unemployment all newly available employment will
be. quickly taken up by the large pool of unemployed. COnsequentlyﬁ
the average duration of the vacancy will be short and the stock of
vacancies will be minimal. However, as demand increases and the
level of unemployment continues to fall, employers will find it more

(1) For simplicity this model ignores the additions to the labour
force resulting from increased demand in the market.
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difficult to secure an adequate supply of labour and it will become
increasingly common for a mismatch,both qualitatively and
geographically, to occur between job vacancies and the unemployed.
This tendancy will be further reinforced by imperfections in LIM job
information. As a result a stock of vacancies will appear before
full employment is reached, and this is represented in the diagram
by the broken line MRVJ' That is, in practice the vacancy line
will tend to rise from the horizontal axis far short of the full
employment point L and merge into the original vacancy line far
beyond it. A similar situation applies to the unemployed, in that
once market imperfections are introduced unemployment will not fall
in a one-to-one ratio with every Jjob created by higher 1levels of
demand. Therefore, in terms of the diagram unemployment will tend
to diverge from the UL 45° line before I and merge into the
horizontal axis well beyond it as unemployment becomes decreasingly
sensitive to changes in demand. 1In the diagram this is represented
by the URUJ' line. (2)

From this more realistic model of W behaviour the
relationship between unemployment and vacancies can be calculated by
reading off the relevant values of the two variables at different
levels of demand. The result is a relationship similar to that
shown in Diagram 6.2.

(2) See A J Brown (1976) for a more detailed analysis of the
derivation.
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In algebraic terms this function may be represented by the equation
U = AV which in log terms equals log U = log A + B log V. 3

That is,the UV function is log linear.(4)
{
DIAGREM 6.2 THE UV CURVE
N
v
N
U e

(3) It is not strictly correct to state that the UV relationship
can be represented by an equation of the form U = AVD since the
point where U = V does not lie on a curve of that nature but rather
is a point where the seperate curves join (see Diagram 6.l). 1In
fact the function traced out by Diagram 6.l can only be calculated
by using switching regressions, an econometric technigue well beyond
this study. Conveniently, however, an equation of the form

U = AVB is a very close approximation to the true nature of the
curve and the difference will be marginal.

(4) Although not of concern here it may also be possible to observe
loops in the UV relationship depending on whether the local economy
was expanding or contracting. Indeed,recent contributions to UV
research seems to suggest that loops may indeed form part of a much
more involved model of UV behaviour. See, for example, Hyman &
Palmer (1980) and Bowden (1980).
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From the W diagram it is possible to develop measures of LIM
performance and efficiency,By distinguishing between the different
categories of unemployment it is possible to identify from the W
equation.(S) In particular, by estimating the level of non-demand
deficient unemployment (Und) it is possible to identify the maximum
level of unemployment resulting from LIM imperfections which may

then subsequently be used as one indicator of the efficiency of the
LIM.

DIAGRAM 6.3 THE UV EQUATION AND THE CIASSIFICATION OF UNEMPLOYMENT

VA /
F
u%-
8
v

Diagram 6.3 illustrates how non-demand deficient unemployment
is derived from the standard UV diagram. Take AU*B as the best fit
line through the observed values of unemployment and vacancies. OF
is a 45° line cutting AU*B at U*. This is the point where U = V and

(5) Appendix 14 explains the distinction between the different
categories of unemployment , In particular it distinguishes between
demand deficient unemployment and the two components of non-demand

deficient unemployment; structural unemployment and frictional
unemployment.
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as a consequence demand deficient unemployment (Udd) is zero. (6)
From the diagram the maximum value of Udd is where V = O, the point
B in the diagram. Therefore, between OD and OB, Udd runs from its
mimimum to its maximum value and this is traced out by the line DF.
Non-demand deficient unemployment comprises structural (Us) and
frictional (UE) unemployment, and up to the point D is represented
by the distance between the U = V line and either axis. That is,
all unemployment is either structural or frictional because
unemployment is less than total vacancies. At higher levels of
unemployment above D, Und equals the difference between total
unemployment and Udd, which is represented by the difference between
the lines of OF and DF. Therefore, from the geometry of the diagram
it is obvious that Und reaches its maximum value when V = U, that
is, at U*., As a result, by measuring U* for any LIM the maximum
level of Und can be calculated. Moreover ¢since U* measures the
extent of unemployment caused by labour market imperfections (Us
plus Uf), it is possible to measure LIM efficiency directly in that
the closer U* lies to the origin then the more efficient the LIM
becomes since the coexistance of unemployment and vacancies is
reduced. The particular significance of the U* measure is that it
provides a comparable measure of LIMS efficiency which is
independent of the level of demand prevailing in a market at any
particular time.

(6) See Appendix 14. That is, this is the point where labour
suwpprly (U) equals labour demand (V).
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Occosionally in practise the U* measure of efficiency will be
difficult to estimate since in some cases the W observations will
not cross the U = V line and, depending on their distribution, it
may be tenwous to calculate an extrapolated estimate of U*. This
problem is illustrated in Diagram 6.4 which shows the underlying
nature of the confidence intervals (the lines aal, bbl, cc:L
and ddl) for determining U* based on an observed cluster of UV
points., The figure shows that the further away the observed UV
values lie from the U = V line then the greater the range of values
U* may fall within when extrapolating. That is, the further the
observed UV points lie from the U = V line then the wider the
possible variation in the value of the estimated value of U*,
Another problem with the U* measure concerns LIMs where the log A
term is insignificantly different from zero, assuming that for
simplicity the UV equation is run in its log form. Converting this
result into natural numbers implies that the value of the constant
terms equals one which means that any equation, irrespective of its
B value, will cut the U = VvV line at the coordinate (1,1). Under
these circumstances it may not be possible to differentiate between
the efficiency of different LIMs as measured by U* with an
insighificant constant term.

DIAGRAM 6.4 AN ILLUSTRATION OF CONFIDENCE LEVELS ASSOCIATED WITH
EXTRAPOLATING UV OBSERVATICNS

Logl /

UV observations

I.ngV/
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As a result of these considerations on occassion it will be
more convenient to use an alternative measure of LIM efficiency; the
elasticity of vacancies with respect to unemployment. Using this
measure the most efficient type of LIM will be those with a high
negative elasticity indicating tha& any increase in demand will have
a significant impact on unemployment without a simultaneous and
equally large increase in vacancies (see Cheshire, 1979). (7)
Conveniently, given the functural form of the UV equation, the
elasticity of the function is a constant equal to B, which is the
coefficient of the dependent variable in the log linear form of the
W equation. (8) Another way of looking at the elasticity of the
UV function is shown in Diagram 6.5 which relates the curve to the
original demand based illustration. 1In this case where two W
curves with equal constants are compared (the lines erf and etf) the
WV curve with the most negative elasticity (etf) lies closer to the
most efficient path as traced out by the demand based diagram. That
is, ETF lies closer to EOF than ERF. This means that the UV curve
represented by etf has fewer mis-matches or problems associated with
information deficiencies or adjustment lags. Therefore, rather than
considering B as the UV curve's elasticity it may also be thought of
as the coefficient that determines how close the observed UV points
approach the optimum path (EOF) as illustrated by the demand based
model.

(7) The diagram below shows how the elasticity measure of
efficiency distinguishes between LIMs where log A is insignificant.
That is, in th case the slope is more negative in the more
efficient market (UV line aa') although both UV curves have the same
value for U*.

(8) Given that the standard equation is U = AVB the elasticity of
the function is:

du (V)
dv U
= avB-1 (V)
u,.
= AB\,B-]- (y_)
AVB
= B

Note also that where U = Vv (that is, U*) the B value is equal to the
derivitive and therefore measures the absolute rate of change of

unemployment compared to vacancies.
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For expositional purposes the two UV curves mentioned above
(erf and etf) and illustrated in Diagram 6.5 were assumed to have
equal constant terms. However, in practice there is no reason why
this should be the case, and in fact the constant itself as measured
by A in the UV egquation, can also be considered as a measure of LIM
efficiency since this specifies the level of demand at which
imperfections begin to appear in the labour market. For example, in
Diagram 6.5 the UV curves asb and erf both have similar elasticities
but different constants. That is, asb is further displaced from the
origin. Tracing this back to the demand based figure shows that in
the case of asb the appearance of LIM imperfections started at point
x which is a lower level of demand than the erf curve, where
imperfections only begin at point w. Therefore, using this measure
of LIM efficiency asb is moreiefficient than erf. As a result, and
other things being equal, the efficiency of the LIM is also
dependent on the constant term which is another waysfsaying that
performance reflects the level at which demand imperfections begin
to appear in the LIM. (9) (10)

Although the elasticity and the constant terms in the W
equation may be considered as alternative measures of LIM efficiency
they also have their shortcomings. Firstly, like the U* measure,
both these indices are subject to measurement errors. Secondly, for
either of these measures to be meaningful the other has to be held
constant a procedure which severly restricts the ability to make

(9) Another measure of efficiency would be to examine the leads and
lags associated with changes in demand at a local labour market
level. 1That is, the faster a LIM unemployment rate responds to a
change in vacancies then the more efficient the LIM. Unfortunately,
measuring these responses with sufficient accuracy was beyond the
scope of the research,

(10) Note that the three measures of efficiency (U*, A and B) will
only produce similar rankings if A and B are .correlated, later
considerations suggest that this may indeed be the case.
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reasonable and comprehensive comparisons between LIMs. Thirdly, it
is also the case that A and B are not really as important as U*
since the U* index measures the maximum amount of labour market
imperfections whereas A and B only measure particular aspects of the
changes in labour market imperfections. Finally, and related to the
previous comment, it also has to be borne in mind that U* is a more
powerful measure of LIM efficiency because it takes into account the
influence that both A and B have on the positioning of the WV
curve. That is, U* encompasses how soon imperfections appear on the

market and how well the LIM copes with such imperfections. (11)

On the basis of the points raised so far it would seem that
when testing hypotheses related to LIM efficiency that U* should be
viewed as the key index of performance in that it unambiguously
measures LIM efficiency by estimating the maximum amount of
non-demand deficient unemployment in the market. Nonetheless, as a
back-up it may be appropriate to quote values of A and B when
examining particular aspects of LIM behaviour. Of these two
secondary measures the B value will be the most important since this
measure has been used by other studies (see for example, Cheshire,
1976) the result of which may be introduced in the empirical section
for comparitive purposes. 1In addition to this,the B coefficient
will probably be of more value since the constant is less likely to
show significant variation in value between LIMs. (12)

(11) The wvalidity of the B value as a measure of efficiency,
depends in part on whether the level of demand is rising or falling
in the IIM. More specifically, although it is reasonable to suggest
that an efficient LIM is one where a small increase in vacancies
will produce a proportionately large decrease in unemployment the
corollary of this is less convincing. That is, it is difficult to
accept that a ILIM is efficient where a reduction in vacancies
results in a relatively large increase in unemployment.

(12) For example, if the contstant term is insignificant in any
regression equation run on log U = log A + B log V then the consant
term in natural numbers will always equal 1.
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2. THE DETERMINANTS OF LIM EFFICIENCY

Having outlined how LIM efficiency may be measured using the
UV relationship it is now possible to show how dominance may affect
the position of the W curve and hence LIM performance. This
exercise 1s the subject of the first part of this section. The
second part of this exercise examines the way in which other LIM
characteristics influence dominance so that it will be possible to
effectively control for these when attempting to empirically isolate
the impact of dominance., Following this the third and final part of
the section concentrates specifically on dominated IIMs and tries to
identify the principal determinants of variations in performance
within this group by looking at the impact the degree of dominance
and industrial sector may have oa efficiency. Whenever appropriate
in both sections an attempt is made to develop hypotheses which may

subsequently be tested empirically(n) .

2.1 The Impact of Dominance on LIM Performance

The preceding analysis suggested that the efficiency of a LIM
may be measured by the point where the UV equation crosses the U=V
line, by the rate of substitition between unemployvment and
vacancies, and the value of the log equation's constant term. The
analysis also indicated that the values associated with all of these
measures reflects the behaviour of the two components of non-demand
deficient unemployment, structural unemployment (Us) and frictional
unemployment (UE). (14)
logic a stage further, the key objective here is to establish that
dominance may affect Us and Uf and hence LIM performance.

Bearing this in mind, and extending the

(13) As will become evident in Chapter 7 and Appendix 15 the nature
of the hypotheses which can be developed on the relationship between
efficiency and LIM structure 1is constrained by both data and
econometric problems. As a result it is only practical to derive
broadly based propositions highlighting in general terms the impact
of LIM characteristics on LIM performance.

(14) See Appendix 14 for details on the nature of both Us énd Uf.
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Iooking initially at Us, which measures the mismatch between
available jobs and the unemployed in the LIM, it can be argued that
this component of the unemployment rate will be relatively low in a
dominated LIM since there will be a relatively limited opportunity
for vacancies to appear in the market for skills other than those
employed by the dominant plant. (15) For example, in dominated
LIMs exhibiting relatively high 1levels of unemployment it is
unlikely that there will be high wvacancy levels in other skill
groups since there will be relatively few employers in the remainder
of the ILIM capable of creating such vacancies and consequently the
associated threat of a mismatch. Extending this argument ;if a job
vacancy arises in a plant dominated LIM then it should be filled
relatively dquickly since the unemployed are more likely to be
compatible with the skills associated with the job opportunity.
This implies that if there are unemployed workers in the LIM it will
tend to reflect a deficiency in demand rather than 1IM
imperfections. The net effect of these pressures will be that the
UV curve in a monopsonistic IIM will tend to lie closer to the
origin. Relating this to the earlier discussion suggests that
dominance will delay the onset, through its impact on Us, of LIM
imperfections and will also tend to minimise their impact once they
appear. (16)

Frictional unemployment is determined by less quantifiable but
nonetheless real influences which include imperfect labour market
information and the lags associated with labour market adjustment.
Following on from this definition it is also possible to show that
frictional unemployment may be reduced in dominated LIMs through the
influence monopsony has on worker Jjob search patterns, where to a
large extent such search behaviour often relies heavily on informal
methods operating through family and kinship contacts and by on-spec

(15) Note that through the discussion it is assumed that the
quasi-monopsonistic position of the dominant plants implies that
these employers hire a high proportion of many of the skill groups
within the IIM.

(16) MNote that the level of structural unemployment in a LIM is a
function of the size of the area. Therefore, in sufficiently small
areas the problem of structural unemployment may be defined away.

See, for example, Hughes (1974, pp24-25)
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application by the searcher to local employers. (17 (18)
Given this model of job search it is reasonable to assume that the
policies adopted by the dominant plant may help enhance the
effective search for employment. In particular, because of the
dominant plant's pre-eminance in the ILIM most workers will be aware
of the conditions of employment associated with working in such an
establishment and the precedures associated with its selection
process. As a result of this widespread availability of information
on the dominant plant and the consequent reduction in uncertainty
associated with the Jjob search process frictional unemployment
should be reduced in this type of LIM. (13) (20)

(L7) For a summery of Worker Search behaviour and job search models
under conditions of imperfect information see Lippman and McCall
(1976) . Note that is was not felt that any of these models could
have realistically been incorporated into the efficiency model.
This conclusion was reached largely for two separate reasons.
Firstly, the models 1in the 1literature are generally very
sophisticated and the resultant theoretical propositions cannot be
tested within the confines of the available data set. Secondly,
existing search models do not take account of the wvariables
specifically under examination in the monopsony model, and it was
beyond the scope of the study to develop a more comprehensive theory
in what is already a difficult area. As a result of these
considerations it was decided to concentrate on a far more
simplistic but inherently more testable model.

(18) Search behaviour will be more formalised for white collar
workers and therefore is less subject to the informal information
network. Note also that the impact of monopsony on the distribution
of wage offers will also affect white collar workers in the same way
it affects manual groups.

(19) One qualification to this will be if the dominant plant does
not recruit centrally. Under these circumstances knowledge of the
dominant plant may become fragmented with adverse implications for
the length of the Jjob search process. However, it should be
remembered that the earlier results of the questionnaire analysis
suggests that this is not the case (see Chapter 5) and that
recruitment is centrally located.

(20) Another related point is that workers employed by the dominant
plant will not have to quit the plant to search for alternative
employment within the establishment. The implication of this is
that a considerable amount of potential search behaviour is
internalised within a relatively high proportion of the LIMs total
employment, and observed frictional unemployment may again be
significantly reduced.
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Complementing this tendency the importance of the dominant plant to
the local economy may also lead to closer and more productive links
with the Job Centre and other related LIM institutions. By applying
logic similar to that outlined above this relationship should also
help reduce frictional unemployment. The net impact of both these
pressures should be that once again the onset of LIM imperfections,
caused this time by frictional unemployment, will be delayed and
subsequently minimised with the result that plant dominated UV
curves should lie closer to the optimal path and the origin.

In addition to influencing the quality of information and the
speed of information flows in the LIM dominance will also affect the
quantity and variation of information in the LIM. More specifically
dominated LIMs, as a direct result of their quasi--monopsonistic
nature, will restrict the distribution of wage offers to be searched
and this in turn will have implications for LIM performance. That
is, a worker will generally search in the labour market until the
expected marginal cost of further search and unemployment equals
the expected marginal benefits of securing employment at a higher
wage. In practical terms this process involves the worker sampling
a number of vacancies in the IIM and from this assessing the LIM job
environment, and more specifically to what extent an unsampled or
future vacancy is likely to improve on existing offers. The time
taken to make such an assessment, and hence the duration of
unemployment will be influenced by plant dominance since a searcher
sampling the dominant plant will immediately be able to estimate the
probability of receiving a better offer without being involved in

any significant further searching. (24)

That is, as the dominant
plant represents a relatively high proportion of LIM employment the
likeliehood of finding an improved offer within the ILIM 1is

significantly reduced,

(21) This assumes that job seekers are limited in the number of
vacancies or offers they can search in a given time period, and
similarly that employers are limited in the extent to which they can
pass on job information in one period. The model also assumes that
the time taken to "search" a plant is independent of the size and
that the number of contacts to whom employers pass on vacancy
information during a period is limited and the same for all plants.
All these assumptions are sufficiently realistic not to damage the

applicability of the search model.
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and workers will tend to select a job vacancy faster. Dominance,
therefore, simplifies the distribution of wage offers within the LIM
with the result that searchers will be in a position to effectively
choose quickly between alternative job opportunities. As a result,
the average duration of unemployment in dominated LIMs will be
reduced and the efficiency of the LIM improved. (22) (23) This
same result holds even if there are no job vacancies in the dominant
plant. That is, by significantly reducing the need to search a
significant proportion of the LIM job seekers can, by concentrating
on the remaining opportunities, again assess the remaining available
jobs in the market and quickly decide on a job offer which satisfies
their acceptance criteria. Once again the net result is a reduction
in Uf and a movement of the UV curve towards the origin. (24)

To sane extent the results of the analysis of the personnel
policy questionnaire (see Chapter 5) suggest that there may indeed
be a relationship between the attitude and behaviour of the dominant
plant and the overall performance of the LIM. At a general level
the questionnaire evidence was consistent with the wview that the
dominant plant is heavily integrated into the IIM, and in many
respects may dictate the overall behaviour of the market. More
specifically the questionnaire evidence also highlighted individual
practices which will also tend to increase the efficiency of the
LIM and thereby further confirm the relationships suggested above.

(22) Since the dominant plant is normally considered to be one of
the leading LIM employers (see Chapters4 and 5) searchers "sampling"
this establishment can usually conclude that they are unlikely to
secure a better job offer. 1Indeed, because the dominant plant
generally offers better conditions there may be a waiting list of
applicants already in alternative employment. Under  the
circumstances when a worker changes job there need not be any
intervening period of unemployment and- LIM efficiency will be
further improved.

(23) As beforeythis mechanism works by both delaying the appearance
of LIM imperfections and subsequently minimising their impact.

(24) Rather more tentatively the role of the dominant plant as the
focal point in the LIM may further reduce frictional unemployment if
the area's communications become focussed on the plant and as a
result mobility is improved in the area.
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For example, the extent, variety, and sophistication of dominant
plant recruitmentmethods suggests that job search will tend to be
minimised in such LIMs thereby helping to increase the overall
efficiency of the market. 1Indeed the evidence suggests that,
depending on circumstances, many plant personnel departments
actively search out workers rather than merely responding to worker
search patterns. Finally, and again a general observation, it also
appears that dominant plants have a detailed knowledge of the LIM
environment and that their policies and actions are shaped bearing
this in mind. Accordingly, dominant plants should be able to
respond rapidly to changing labour market conditions and thereby
again help minimise structural and frictional unemployment and LIM
inefficiency.

2.2 The Impact of Other LIM Characteristics on LIM Performance

Besides dominance there are other LIM characteristics which
influence labour market efficiency and these have to be taken into
account if the impact of dominance is to be isolated from the other
variables. Theoretical considerations suggest that these additional
variables include industrial dominance, IIM size, and LIM self
containment. The reasoning behind this view is presented below and
draws on many of the processes mentioned above in the discussion
relating plant dominance to LIM efficiency.

Industrial dominance is important to LIM efficiency sincejlike
plant dominance, it also influences both the structural and
frictional components of non-demand deficient unemployment. More
specifically and directly analagous to the reasoning applied in the
case of plant dominated LIMs, in industrially dominated local labour
markets, Us will again be relatively low due to the limited
development of industries with skill r:'equirements not related to the
areas leading sector. That is, there are unlikely to be many job
opportunities in the LIM which are not compatible with the dominant
industry's skill requirements. C(onsequently, the probability that
recruitment will involve retraining will be reduced, and employers
will more readily accept job applications. This will lead to a
reduction in unemployment duration and, as before, an increase in

the efficiency of the LIM as measured by the UV equation.
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Frictional unemployment may also be reduced in industrially
dominated ILIMs due to the beneficial effects the LIM structure may
have on information flows. In many respects the arguments relating
to industrially dominated LIMs once again parallel the propositions
developed to explain the factors influencing LIM efficiency in plant
dominated ILIMs., Firstly, the availability and general understanding
of job information may be enhanced in an industrially dominated LIM
since much of the information will tend to relate to the practices
adopted by one particular sector. Therefore, relevant job
information may well be relatively standard and easily interpreted
by both employers and employees. Secondly, the distribution of wage
offers may be reduced and simplified since once again a relatively
high proportion of the job opportunities will have been generated by
the dominating industry. Both these factors suggest that to assess
LIM conditions and subsequently decide on an acceptable vacancy will
involve job seekers in shorter search strategies. This, in turn,
will tend to reduce the duration of unemployment and hence
frictional unemployment. As a result,industrial dominance will also
tend to enhance the efficiency of the LIM as measured by the

L (26) P10
position of the UV curve.

The size of the local labour market, as measured by the number
of workers or the geographical area under consideration may also
have an effect on ILIM efficiency through its influence on Us and
Uf. With respect to structural unemployment the larger the LIM the
more likely it is to be industrially diversified and with the result
that there will be a higher probability of a mismatch between
unemployment and vacancies and consequently relatively high levels
of Us. That is, in an industrially diversified ILIM the economic
situation facing different industries need not be the same and,
whilst there may be vacancies in one sector, the characteristics of
the unemployed may only match 'a quite different industry. The
resultant mismatch between labour supply and demand will serve to

(25)

reduce LIM efficiency. Larger LIMs may also be relatively

(25) Note that this argument is open to critisism in that it does
not lock at the effect of size considering all other things as
equal. This is certainly a valid camment but it is equally correct
to say that size and industrial diversity are not independent

variables and it would be unrealistic to control for industrial
diversities to look exclusively at size.
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inefficient because of higher levels of frictional unemployment
caused by the difficulties faced by workers searching for jobs in
these markets. In particular the larger the market the smaller the
proportion of vacancies which can be searched in a given period.
Following from this, the smaller the proportion of total vacancies
searched in a period the higher the probability that subsequent
search will turn up a more suitable vacancy. As a result workers
will extend their search period, the duration of unemployment will

rise and so to will frictional unemployment.(zs)

Geographical immobility is also likely to increase in larger
LIMs reflecting the economic costs associated with travelling to
work. The problem will arise even although LIMs were defined to
minimise labour immobility since it is clear that some of the
selected LIM configurations are large in relation to the typical
journey-to-work patterns of many lower paid manual workers. If
distance does inhibit some workers finding and taking on suitable
employment will become more difficult and as a result frictional
unemployment will again increase. The net outcome will be that the
cost of travelling to work in larger LIMs will increase the level of
unemployment associated with a given vacancy level and the UV curve
will lie further from the origin. Once again, therefore, LIM size
has a negative effect on LIM efficiency.

DIAGRAM 6.6 THE POSSIBLE IMPACT OF SELF-CONTAINMENT ON LIM
EFFICIENCY

u

high
self-
containment

low self-containment

(26) Employers informition will also be improved in an industrially
dominated LIM in the same way and thereby help with the worker

selecticon process which will also reduce unemployment duration.



194
The final characteristic of the LIM which may influence the
behaviour of the W equation is the level of self-containment
experienced by the market. Although self-containment is unlikely to
affect the level of unemployment associated with particular vacancy
levels within the middle range of observed values, or indeed the
sensitivity of changes in unemployment to changes in vacancies
within the range, it may affect the behaviour of the relationship at
extreme values and therefore the overall specification of the
equation. In particular, highly self-contained areas will face
special problems at very high or very low levels of unemployment.
That is, in such markets workers can only leave the area to work
outside by moving house, and similarly new workers coming in will
also have to move house. Therefore, as the labour market tends
towards wvery high or wvery low levels of unemployment, the
substantial costs associated with residential mobility will inhibit
the filling of wvacancies at low unemployment, and the search for
jobs at high unemployment.

The exceptional rise in unemployment or vacancy duration at
the extremes will lead to higher overall vacancy levels at low
unemployment, and relatively high unemployment levels when vacancies
are low. This effect will appear in the W equation as a more
markedly non-linear relationship for more self-contained markets.
In other words for a given value of U* the more self-contained LIM
may have a higher constant and a more negative coefficient as

Diagram 6.6 shows. @7

2.3 Variations in Efficiency Within Plant and Industry Dominated
LIMs: The Impact of the Degree of Dominance and Industrial Sector

Accepting the hypothesis that both plant and industry
dominance enhances LIM 'perfomance through its beneficial impact on
both structural and frictional unemployment, it appears reasonable
to take the argument a stage further. That is, LIMs characterised

(27) MNote that the diagram also points to other shortcomings in the
unqualified use of U* or B as measures of LIM efficiency.
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by relatively high levels of dominance may be more efficient than
areas which only Jjust £fall into the project's definition of
dominance. Whether this quite straight forward hypothesis can be
sustained empirically is examined in the following Chapter.

The second and final aspect of behaviour associated
exclusively with dominated LIMs and considered here, is the impact
(28)  Within the
plant and industry dominant group of LIMs there is a wide coverage
of industries (see Appendices 7 and 8), and each of these sectors
will tend to be influenced by a range of pressures and

the dominating sector may have on LIM efficiency.

characteristics which may ultimately manifest themselves in

differences in LIM performance. (29)

However, developing any such
model is beyond the scope of this research in view of the
difficulties associated with incorporating the relevant wvariables
into a reasonably coherent theoretical framework which at the same
time is also capable of generating hypotheses capable of being
empirically verified. ‘Therefore, for these important practical
reasons it was decided to concentrate on a more straightforward
proposition 1linking the economic well-being of sectors to LIM
performance. Following this approach it is possible to develop a
reasonably simple model with easily tested predictions.

Iocking initially at LIMs dominated by declining industries,
it may well be the case that such areas are characteristed by a
relatively high level of vacancies given the unemployment rate.
That is, although job opportunities may exist,;they will tend to be
in different industries with different skill requirements. As a
result there will be a problem of a mismatch between the

(28) It should be noted that past attempts to examine industry
based W curves (see Thirwall, 1969; and Bowers etal, 1970) were not
based on any previously developed theoretical propositions. Instead
differences between regressions were merely reported and a few
somewhat tentative conclusions drawn.

(29) For example, hiring ©practices, screening procedures,
relationships with the Job Centre, the extent of unionisation and
skill composition will all tend to vary between sectors and as a
result will tend to affect worker and employee search procedures and
hence frictional unemployment.
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characteristics of the unemployed and the available job

opportunities. (30)

To some extent this pattern may be exacerbated
by regional policy and the steering of new industries towards the
more depressed areas. Since although in many cases this policy may
(31) (32) o

the basis of these arguments the LIMs which should be most seriously

create opportunites they may be of the wrong type.

affected by these pressures are those dominated by older industries
where job losses have been particularlysevere and government efforts
to create alternative employment particularly vigourous. More
specifically LIMs dominated by industries like textiles, coalmining
and shipbuilding are probably the prime examples of LIMs where

structural problems may adversely influence LIM efficiency. (33)

(30) It is worthwhile noting that this point does not conflict with
the earlier conclusion that dominated LIMs will not exhibit high
levels of structural unemployment. Rather ,this action examines
variations in the (limited) Us within the dominated group on the
basis that this will differ between LIMs and will depend on the
nature of the dominant sector.

(31) TFor example, in the Greenock IIM, which is an area dominated
by shipbuilding and associated heavy industry, attempts to alleviate
job loses in these sectors has resulted in the attraction of
electronic companies into the area. The resultant skill mismatch
has not, therefore, created the expected decline in unemployment.

(32) Reinforcing this hypothesis many of the declining industries
have in the past been associated with relatively low wages and poor
working conditions., Given these problems even though scme of the
unemployed may have been suitably qualified for a vacancy they will
have been reluctant to work in such an enviromnment. This form of
"yoluntary" unemployment may therefore compound structural problems
in these areas.

(33) To some extent this hypothesis is supported in the empirical
section through the positive correlation between unemployment and
U*. That is, high unemployment areas tend to be associated with low
levels of efficiency, which suggests these are structural problems
in these LIMs.
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At the other end of the economic scale LIMs dominated by
expanding industries may also appear relatively inefficient since
once again their presence may generate problems within the LIM. In a
LIM where the industry is expanding there are 1likely to be a
relatively high number of vacancies. Unfortunately, given that many
of the expanding industries are relatively new and often have
characteristic and rapidly evolving skill requirements, which may
well be in short supply, the vacancies created by growth may not
necessarily match the characteristics of the unemployed. Therefore,
in these LIMs it is likely that there will be labour shortages
(vacancies) in the expanding plants as well as a pool of labour
trained and experienced in different skills (the unemployed).
Consequently, LIMs characterised by new and expanding industries may
also tend to have relatively low levels of efficiency as manifested
by UV curves displaced relatively far from the origin. On the basis
of employment expansion statistics growth sectors which may
particularly face this problem are mechanical engineering,
electrical engineering and chemical related industries. In addition
to these,some LIMs dominated by manufacturers of consumer goods may
also feel similar pressures.

Given that both rapidly expanding and declining industries may
experience relatively 1low levels of efficiency, the group of
dominated LIMs most likely to perform well would seem to be those
associated with relatively stable sectors. In such LIMs vacancies
created within the area are likely to match the characteristics of
the unemployed and it is less likely that there will be sudden
shifts in either variable. 2Again being more specific in relation to
available data the higher levels of efficiency will probably apply
to industries like vehicle manufacture and food and drink. (34)

(34) Concentrating exclusively on plant dominated LIMs there is
also an argument to suggest that ownership characteristics may
influence LIM efficiency. However, although such pressures may
operate, they will probably only have a marginal impact on
performance. Indeed, differences in LIM efficiency between
ownership groups are more likely to reflect the impact of industry.
As a result,it was decided not to examine this issue either here or
in the empirical section.
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CHRAPTER 7

AN EMPIRICAL INVESTIGATION INTO THE RELATIONSHIP BETWEEN
DOMINANCE AND LOCAL LABOUR MARKET EFFICTIENCY

The objective of this chapter is to test the previously
developed hypotheses on how LIM dominance influences the behaviour
of the LIM in terms of the relationship between local unemployment
and vacancy rates. Up until now little systematic research has been
completed on this topic, either at this disaggregated level or in
testing hypotheses which relate particular LIM characteristics
specifically to LIM performance and efficiency. This reflects both
an absence of an adequate theoretical framework covering such
aspects of LIM behaviour, and the availability of a comprehensive
data base on which to test the propositions. Both these
shortcomings are to some extent overcome in this work. (1)

This chapter begins by examining the data and econometric
issues relating to the UV analysis and sets out the most appropriate
approach to the problem bearing in mind the resources available to
the study. Having resolved the statistical problems the next two
sections of the chapter test: the hypotheses relating dominance to
LIM performance. In particular, this involves relating the wvalues
of U*, and B to the characteristics of the LIM. Of the two measures
of efficiency special emphasis is placed on the U* index, since
previous discussion suggests that this is the most important and
meaningful measure of efficiency.

(1) Hyman and Palmer (1980) have recognised the absence of
disaggregated UV analysis as a gap in the literature and have begun
to tackle the problem. However jas yet no results seem to have been
produced by this initiative.
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1 PRELIMINARY REMARKS AND ANALYTICAL APPROACH

In order to accurately test the hypotheses relating dominance
to LIM efficiency it is important to consider in some detail how
best to generate and subsequently analyse the ILIM based UV data
set. Most aspects of this problem are investigated in some depth in
Mppendix 13 and Appendix 15. Therefore, only a summary of the key
results of this analysis are presented in this discussion in order
to provide a suitably comprehensive overview of the wide range of
problems involved with the analysis, and as a means of helping to
identify how best the obvious constraints on the analysis can be
overcome.,

In this short review the data problems are discussed first,
highlighting where possible how particular biases in the data set
may mask any relationship between dominance and ILIM efficiency. The
principal econometric issues are then examined with the objective of
trying to identify the most appropriate statistical format for the
analysis. Following this the underlying properties of the WV
equation generated by following the recommended econometric approach
are examined and the implications the results have for testing the
hypothesis relating to dominance are reviewed. Drawing on many of
the previously developed conclusions, the section ends with a more
detailed investigation of how best to build effective controls into
the W analysis so that problems of colinearity can be avoided when
investigating the relationship between dominance and efficiency.

1.1 The Data Set

Testing the hypotheses relating to LIM efficiency involved
gathering data on both registered unemployment and vacancies at an
‘appropriately disaggregated level. In addition data on the number
of LIM employees was also collected so that the rate of unemployment
and vacancies could be calculated and as a result direct
comparisions of performance and behaviour could be made between
LIMs. For statistical resons the data collected, with some minor
exceptions, was restricted to adult males since these figures are
less susceptible to pressures exerted by seasonal or cyclical

fluctuations.
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To ensure that each W curve was estimated acurately it was
decided to «collect 100 quarterly unemployment and vacancy
observations for each LIM «covering the period 1951-1975.
Unfortunately, it was not possible to collect similar data on
employment since only annual estimates are available. Consequently,
and as a proxy, it was decided to collect 25 yearly figures over the
same time-period and use this data to estimate the unemployment and
vacancy rates for the 100 observations. The data on unemployment,
vacancies and employees was collected from the Department of
BEmployment's ten regional offices. In most cases the records kept
by the Department were fairly comprehensive with only fairly minor
interruptions in the time-series. Nonetheless, in some cases the
data deficiencies were more severe and this was particularly evident
in Scotland, Northern Region, and East Anglia where there were large
gaps in the early data on employees and the unemployed. 2part from
the data deficiencies common to complete regions there were also
deficiencies in a few LIMs in regions where the data was otherwise
relatively complete. Despite these intermittent problems of missing
data in general there were still more than sufficient observations
to calculate UV equations for most of the identified LIMs. However,
when making comparisions between areas it should be remembered that
the time-series involved may not match exactly.

Although it is generally possible to gather a sufficient
guantity of data on unemployment, vacancies and employees to
accurately estimate the W equation for each LIM it is important to
recognise the possible shortcomings associated with official data.
In particular, it is important to realise that apparent differences
in LIM behaviour may be caused by statistical biases rather than
economic forces or even measurement errors. In the following brief
discussion the possible data deficiencies are examined for each
component of the data set (see 2Appendix 13 for a more detailed
review of the problems). Following this, ways of owvercoming these
problems are considered so that the danger of statistical
deficiencies conditioning the empirical analysis are reduced.

The Unemployment Series , This component of the data-base

provides perhaps the most reliable statistics in that the figures
are subject to only relatively minor shortcomings. Nonetheless,

where analysing unemployment figures the following problems may
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influence the results:

- unemployment registration may fall below 100%

- the treatment of the temporarily stopped will be highly
sensitive to the patterns of short term working in a particular
area and the day in which the unemployment count is taken.
This will influence the unemployment rate in a LIM.

- the use of the temporarily stopped mechanism may vary between
areas and industries and therefore will differentially
influence the unemployment rate across LIMs.

The Vacancy Series., Although the problems presented by the
unemployment data are limited both in number and severity the same
may not be true for the vacancy series. In this case the data has

to be handled with extreme caution if statistical imperfections and
biases are to be successfully isolated from substantive economic
pressures. A detailed examination of the problems associated with
the vacancy statistics is given in Appendix 13 but in summary form
they are as follows:

- in general the statement ratio falls well below unity.

- the vacancy statement ratio varies with the demand for labour
in a manner which is difficult to predict.

- the propensity to register vacancies may be influenced by
particular characteristics of the LIM, of which the most
problematic is the presence of plant dominance.

- there may be differences between industries in the propensity

to register vacancies.

The Huployee Series. This series also has its problems,
although for the most part these relate to data availability and
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compatability rather than the more complex and subtle shortcomings
associated with the unemployment and vacancy series. The principal
problems are as follows:

- the conversion of annual figures into quarterly estimates
introduces a source of measurement error into the estimation of
the UV curve.

- employee data for 1974 and 1975 was missing.
- in some ILIM areas the employee figures were subject to

significant jumps which will disturb the UV function.

- the method of collecting employee data changed between 1971 and
1972 causing a slight discontinuity in the series.

- the employee estimates refer to the number of men working in an
area, whereas the unemployment series relates to men living in
a particular employment office area. As a result the estimated
unemployment rate may be biased dpending on whether the IIM is
a dormitory town or a job centre.

Considering all the data problems together there are obviously
a wide range of imperfections in the statistics which, if ignored,
would seriously threaten to underpin any conclusions drawn from the
empirical analysis. MNonetheless, there are several ways in which
the impact of these data problems can be minimised without too much
difficulty. 1In the first place some of the shortcomings can be
dismissed as marginal and therefore of little consequence when
estimating the LIM UV curves. Secondly, where there are serious
gaps in the data set or particular LIMs are subject to unexplicable
shifts these areas can simply be dropped from the analysis since the
number of areas involved are unlikely to influence the results of
the study. Thirdly, it is possible to introduce specific controls
into the analysis to overcome pre-identified problems. In
particular, since many of the data problems seem to be related to
demand . Jcontrolling for unemployment when analysing the results
should help overcome many of the dangers associated with the data.
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Analysing the data on a regional basis will also achieve a similar
effect whilst also helping to standardise for any problems which
appear to be specifically regional rather than demand based.

Although it should be possible to identify most of the
shortcomings associated with the data set and consequently suggest
effective ways of controlling for these problems it should be
recognised that it will only be necessary to introduce controls if
dominance is correlated with any of these potentially disruptive
influences. That is, if dominated LIMs are not associated with any
particular region or unemployment grouping then there is little
danger that the results of the UV equation will be biased. ‘The
extent to which this is true and a more detailed discussion on the
nature of any required controls is presented below in Section l.4.
As a final point it should be clearly understood that no matter the
sophistication of the adopted controls it is unlikely that all the
shortcomings associated with the data can be overcome and as a
result the conclusions drawn on the basis of the empirical results
must always be subject to qualification. ()

1.2 The Appropriate Bconometric Approach

Although the  hypotheses under test are relatively
straightforward it is important to recognise the statistical and
econometric constraints facing the study. Failure to explicitly
recognise these and as a result select the most appropriate
statistical techniques would almost certainly generate potentially
misleading conclusions based on the misinterpretation of the
available data. Given the data-set under examination, and
remembering the hypotheses wunder test,the most econometrically
correct and elegant method of analyses would be to use generalised
least squares (see 2Appendix 15). Unfortunately, however, it was not
really practicable to use this approach since the UV data was not
organised in a form suited to this technique. Reinforcing this
pattern to implement the generalised least squares effectively would
have required supplementing the existing computer software package
with a specialised program, and this was well beyond

(2) TFor example, if dominance affects the propensity to register
vacancies then it will not be possible to control for this in the

analysis.
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the scope of the research. A further disadvantage associated with
the generalised least squares is that this method was not adopted by
any related studies and therefore to follow this route would
pre-empt comparisons between the IIM-based UV results and other
similar work.

Bearing in mind the severe problems associated with adopting
the generalised least squares the most practicable method of testing
the hypotheses then becomes to run the standard W equations on a
LIM basis. More precisely this involves estimating the equation log
U = log A +[Slogv for each individual IIM. Having 1lifted or
calculated the B and U* values from each equation it is then
possible to relate the variations in the two interrelated measures
of efficiency to the characteristics of the LIM.

Although this approach appears to be relatively straightforward
it is subject to several important econometric shortcomings which
have to be taken into account if the results are not to be
misinterpreted. One important failing is that if the estimated B
cofficient can be explained in terms of other variables, for example
dominance, which ideally should somehow have been included in the
equation then the resultant Bs are biased estimates and conclusions
based on these figures may be misleading. Another and related
problem with such an equation is that it will be impossible to
distinguish between the variation in the Bs caused by the structural
characteristics of the ILIM and the random (white noise) variation
associated with estimating the coefficient. Finally, but of
fundamental importance, since the B and U* measures are estimates it
is theoretically not wvalid to apply statistical tests to separate
categories or sub-group averages in an attempt to identify
significant differences between them. However, in the subsequent
empirical analysis t-test results are quoted in order to at least
give some impression of the significance of the reported differences
between key groups.

As a result of all these considerations the analysis of the WV
data, and the conclusions derived from it, have to be restricted to
only suggesting what the results may imply rather than deriving the
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more positive conclusions which would have been possible under ideal
conditions. Nonetheless, it remains possible to overcome some of
the statistical problems inherent in the data by testing the
dominance hypotheses whilst controlling for other potential
influences on LIM efficiency. Adopting this approach makes it
possible to remove some of the background variation in the
efficiency measures and therefore identify more accurately any
systematic relationship between dominance and efficiency. On the
basis of previous studies two variables which immediately suggest
themselves as controls are the unemployment rate and region.
Controlling for these two factors in the empirical analysis will not
be difficult, and indeed the possible need to build this into the
investigation has already been highlighted in the discussion on the
data-set.

1.3. The W BEquation Results : General Observation and Implications
for Analysis.

Accepting that the most appropriate way of analysing the Uv
data is as outlined in the previous section this discussion
summarises the underlying characteristics of the resultant
regressions and outlines the implications these have for the
hypotheses being tested. In particular, the section examines how
well the U = A" model explains LIM behaviour given that it is a
relatively simple formulation of a highly complex environment. The
results presented here are once again taken from Appendix 15 where
the topic is dealt with in detail.

One of the first results in Appendix 15 confirms the suspicion
expressed above that in many cases the standard UV equation falls
short of a precise statement of UV behaviour. Indeed,there is such
a variation in the UV equation results it was decided to establish a
set of criteria to help identify which UV equations best match their
predicted theoretical specification (U = AVB) whilst remaining
econometrically well-behaved. Bearing in mind the specification of
the equation and the nature of the problem being examined the
following were considered appropriate.
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- the estimated equation should have an acceptable Durbin-Watson

statistic confirming that any autocorrelation has been
satisfactorily corrected.

- the reported R2 should exceed 0.75 thereby indicating that

the W equation explains a relatively high proportion of the
variation in unemployment through the constant term and the
variation in vacancies.

- the B coefficient should be statistically significant, as this
is the only independent variable in the equation.

- the constant term should be statistically significant.

Applying these qualifying conditions to each of the LIM WV
regressions Appendix 15 shows that; in 70% of the LIM regressions
the value of R® was above 75%, in 78% of the ILIMs the B
coefficient was significant; in 55% of the sample the constant was
significant; and in over 98% of the cases the Durbin-Watson
statistic fell within acceptable bounds. Unfortunately, in many
cases the regression shortcomings were not all concentrated in
particular LIMs with the result that of the 289 regression equations
estimated only 73 satisfied all of the qualifying conditions. 1In
addition to this a further 20 LIMs had to be dropped because of
serious data problems. Overall, therefore, only 53 LIMs could .
strictly be classified as well-behaved.

Although it is possible to relate the causes of the regression
equations shortcomings to particular characteristics of the LIM,
this does not overcome the fundamental problem that such a high
proportion of LIM™. UV regressions failed to meet all the qualifying
conditions thereby  potentially  limiting the extent  and
sophistication of the empirical analysis. As a result it was
decided to investigate ways of retaining as many LIMs as possible in
the sample, despite the apparent econometric shortcomings associated
with many of the equations. Conveniently there are several reasons
to theoretically and statistically justify this course of action.
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In particular, it appears that there are few statistically
significant differences between the characteristics of the total
group of UV equations and the well-behaved sub-sample. Related to
this it is also the case that there are no significant differences
between the accepted and rejected LIMs on the basis of the measures
of LIM efficiency used in the study. Taking both these factors into
account , it is unlikely that by using the complete sample as a
statistical base the results of any subsequent investigation will
differ markedly from those produced by analysing the good-fit LIMs.
A further argument in favour of extending the sample size is that
the process of selecting well-behaved LIM appears to be biased in
that it is related to dominance. Finally, it should also be
remembered that many of the suggested selection criteria were
subjectively derived and hence are not totally reliable. 3)

Bearing in mind the arguments both for and against restricting
the number of ILIMs to be analysed it is difficult to unambiguously
establish the most appropriate approach. Inevitably there has to be
some trade-off between sample size, the performance of the UV
equation, and any potential bias created by excluding a proportion
of the estimated equations. BAs a compromise, therefore, it is
perhaps most appropriate to analyse the equations at different
levels determined by to what extent they meet the predetermined
econometric performance measures. More specifically it would be
advisable to examine the UV equation results in parallel within the
following hierarchy of sample sizes;

(3) For example, in the case of LIMs with an insignificant constant
or B term there is an argument for leaving them in the sample
because although the estimates may be insignificant they remain the
"best" available estimates.
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- the total sample excluding LIMs where there have either been
serious boundary changes or employment shifts, where an
unacceptable level of autocorrelation persists, and where there

are highly anomalous U* values.

- Ievel one above but also excluding ILIMs where B is
insignificant.

- Ievel two above but also excluding ILIMs where A is’
insignificant, and finally

- Good Fit LIMs as originally defined.

Differences between the four groups not explicable in terms of
a bias in the selection procedure may then be attributed to the
econometric and other difficulties associated with the analysis.
For the practical purposes of recording the results of the research
and deriving conclusions based on these it should be sufficient to
record in the main body of the text only the results relating to the
level one group. Only in cases where there are differences between
the total and the smaller sub-sample need any other results be
included. However, a complete set of tables covering all the other
sub-groups is presented for reference in Appendix 16.

1.4 The Relationship Between Dominance and Other Variabies: the
Need to Introduce Appropriate Controls.

The discussion on the data and econometric problems associated
with LIM based UV statistics suggested that there may be a need to
control for particular variables in order to isolate the impact
dominance has on labour market efficiency. This section examines
this issue in more detail and having identified potentially
important controls suggests how best they can be introduced when
testing the hypotheses developed in Chapter 6. In selecting
appropriate controls to help analyse the impact of dominance on LIM
behaviour this section also effectively tests whether there is a
relationship between ILIM efficiency and other labour market
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characteristics. Adopting this approach then makes it possible to
concentrate exclusively on the relationship between dominance and
labour market performance in the following section. Although the
discussion on effective controls is fairly comprehensive it should
be remembered that it is only practically possible to identify
first-order relationships between dominance and other LIM
variables. As a result it is possible that the need to introduce
more complex and subtle controls are overlooked in the analysis.

When analysing the need to introduce controls the principal
factor that has to be established is whether dominance is related to
any of the other characteristics associated with the local labour
market which may also affect its efficiency. (4) Whether any such
relationships exist is examined in Table 7.1 for each of the four
sub-sample groupings identified in the previous section. 1In general
terms Table 7.1 suggests that there appears to be only a limited
relationship between dominance and other LIM characteristics.
However, where there is a relationship it appears to be slightly
more pronounced in the larger sample sizes. That is, for the
particularly limited good~fit sub-sample there are no significant
relationships between dominance and any other feature of the LIM.
The changing pattern of significance between sub-samples probably
only reflects the impact of the reduced number of observations in
sample size as the selection criteria are tightened, although to
sane extent it may also point to some form of bias related to the
sub-sample selection criteria. Bearing in mind the results of Table
7.1 the following analysis discusses in more detail the nature of
the important correlations between variables.

(4) Note that to overcome scme of the econometric problems
identified in Appendix 15 there will be a need to group together
similar types of LIM and hence some form of control will be
introduced automatically.
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TABLE 7.1 - THE RELATIONSHIP BEIWEEN DOMINANCE AND OTHER LIM

CHARACTERISTICS

Extent of Relationship with Dominance
Sample where

LIM Total Sample where | B and A Good fit
Characteristic Sample | B significant| significant | LIMs
Unemployment Rate 99 29 90 NS
Region 90 90 NS 99
1971 Population 99 NS NS NS
Acreage NS NS NS NS
Self Containment NS NS NS NS
No of Observations NS NS NS NS

NOTE: (i) Significance is measured in terms of the confidence
interval produced by running either a CHI SQ or F test,

(ii) NS stands for not significant and applies to confidence
interval measures falling below 90%.

TABLE 7.2 AVERAGE UNEMPLOYMENT BY DOMINANCE GROUP

Nature of Dominance | Average Unemployment Rate

Plant Dominance 2.8
Industry Dominance 1.9
Non Dominated 3.4
Total 3.0

Note: (i) Differences between all groups siénificant of 95%
confidence level.
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One of the strongest relationships identified in the table is
that between dominance and unemployment. For the complete sample
this relationship is summarised in Table 7.2 which shows that
industrially dominated LIMs have the Ilowest unemployment rate
(1.9%), plant dominated the second lowest (2.8%) and non-dominated
the highest (3.4%). ‘These differences are significant at a 95%
confidence level. On the basis of these results it would appear
that controlling for variations in unemployment may be an important
element in isolating the impact of dominance on the grounds that
unemployment itself may influence efficiency. ’ihe argument that
unemployment influences LIM efficiency need not depend on a direct
theoretical connection between the two variables but rather on the
influence the unemployment rate has on the UV data and hence
ultimately on the LIM performance measures. In particuiar, and as
2ppendix 13 illustrates the propensity for employers to register
vacancies and employees to register as unemployed varies with LIM
demand and therefore unemployment. Similarly, the problem of the
temporarily stopped also varies with unemployment levels. Both
these considerations will influence the observed levels of LIM
efficiency and so mask any impact dominance may have on LIM
behaviour.

The problem of controlling for unemployment is, however, more
complex than mentioned above in that according to the hypothesés
developed in the previous chapter dominance may influence both U*
and B and consequently unemployment. That is, the line of causation
may run from U* and B to unemployment and not the reverse. Under
these circumstances by controlling for variations in unemployment
any real effect of dominance on LIM efficiency may be artificially
removed. Unfortunately,without more detailed evidence on the likely
impact of unemployment levels on efficiency it is difficult to
resolve this problem satisfactorily. As a result it is probably
advisable to initially analyse the LIM data without controlling for
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unemployment but subsequently introduce a control in case the
variable exerts an independent effect on LIM efficiency. (5)

Accepting the need to standardise for unemployment at some
stage of the analysis only leaves the problem of how to effectively
implement the control procedure. For practical purposes it was
decided to merely draw a distinction between high and low
unemployment areas, where high unemployment LIMs were arbitrarily
defined as those with an average unemployment rate greater than 3%.
Although the distinction is limited it can 'be defended since it
retains a sufficient number of observations in each category to
allow meaningful conclusions to be drawn. (6) In addition, it
should be remembered that the underlying reason for adopting the
control is to identify, at a relatively general level, whether
unemployment influences efficiency rather than to examine the impact
of unemployment in detail.

Table 7.1 also identified a relationship between dominance and
region, and this 1is more precisely quantified in Table 7.3.
Although the pattern is by no means clear-cut it appears from a more
detailed examination of the data that some regions are less inclined
than others to be plant dominated. For example, whilst Scotland,
Wales, Northern Region and Yorkshire-Humberside are characterised by
a high proportion of dominated LIMs,in the West Midlands, East
Anglia and the South East there are relatively few such areas. To a
certain extent this reflects the underlying industrial structure of
particular regions although it is also, in part, attributable to the
tendency for smaller 1ILIMs to be concentrated in certain
regions. (7 The pattern for industrially dominated ILIMs is less
clear, although again there appears to be a similar relationship
between the regions,albeit more tentative.

(5) Controlling for unemployment will also overcome the problems
identified by Evans (1977) and others who argued that the UV curve
will differ depending on whether it lies above or below U*,

(6) See below for a supplementary method of controlling for
unemployment.

(7) Note, however, that there probably is a link between industrial
structure and LIM size.
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The observed relationship between region and dominance 1is
again a problem since regional considerations appear to influence
the level of unemployment and vacancy registration, and the use of
temporarily stopping employment. Such trends will influence the
measures of efficiency. Therefore, when analysing the true impact
of dominance on IIM behaviour it is important to control for
region. Unfortunately, it is not possible to control for region
simply by examining separately each of the 10 geographical areas
identified in the study since in many cases there will be an
insufficient number of observations to draw any meaningful
conclusions. This constraint is, of course, compounded by the
concentration of particular categories of LIM in certain regions.
To overcome this problem it was decided to aggregate the regions
into three larger groups made up, where possible, of contiguous
areas but primarily based on the level of unemployment prevailing in
a particular region (see Table 7.4). (8)

Distinguishing between regional groupings on the basis of
unemployment rates effectively recognises that the biases generated
by regional elements are for the most part probably caused by
differences in demand between the different areas. As a result,
therefore, controlling for regions in the analysis is essentially
another method of standardising for demand and hence unemployment

levels. (9 0)

(8) Note that this procedure still does not completely overcome the
problem of limited numbers of observations in each category.

(9) Note that if there is in fact a particular regional effect this
is unlikely to be lost since for a large part the regional groupings
are contiguous. Note also that an alternative way of controlling
for dominance would be to group together regions depending on
whether they contained a high or low proportion of dominated LIMs.
Conveniently, this is largely what happens with the adopted demand-
based approach and therefore this classification serves both
purposes.

(10) Note that controlling for unemployment indirectly by region
has its limitations since the data shows that although indutry
dominated and plant dominated ILIMs are concentrated in high
unemployment regions they  themselves have  relatively low
unemployment rates. Consequently, it appears that plant dominated
and industry dominated LIMs perform even better in terms of
unemployment when standardising for region. Whether this reflects
industrial characteristics or is, in part, confirmation of the
hypothesis that efficiency is related to dominance will be

investigated in the following section.



TABLE 7.4 THE AVERAGE UNEMPLOYMENT RATE BY REGION

Region Average Classification of
Unemployment Unemployment
Scotland 5.1 high
Wales 4.6 high
North 5.5 high
N West 2.4 average
Yorks Humberside 2.5 average
W. Midlands 1.8 low
E. Midlands 1.6 low
E. Anglia 2.7 average
S. East 2.2 low
S. West 2.9 average

TABLE 7.5 THE RELATTONSHIP BETWEEN DOMINANCE AND LIM SIZE

Nature of Dominance

Plant Dominated

Industry Dominated

Non~Dominated
Total

54
65

102

83

LIM Population (1971)
LIM Acreage
15
11
14
14

Note: (i) Population and acreage figure are in thousands.
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Bearing these considerations in mind the first grouping covers the
low unemployment regions and incorporates the West Midlands, the
East Midlands and the South East. The second group, characterised
by regions of average unemployment, includes the North West,
Yorkshire-Humberside, East Anglia, and the South West. The final
grouping covers regions suffering from relatively high unemployment,
and these are Scotland, Wales and Northern England.

Returning to table 7.1 there also appears to be a limited
relationship between dominance and LIM population. This
relationship is presented in more detail in Table 7.5 and the
observed results are as intuitively would be expected with plant
daminated LIMs concentrated in the smallest LIMs, industry dominated
LIMs in medium sized areas, and non-dominated LIMs mostly in the
largest areas. On the basis of this limited relationship between
LIM size and dominance there is an argument to suggest that ILIM size
should be controlled for when investigating the relationship between
dominance and efficiency. This is particularly important since
theoretically (see Chapter 6) the predicted impact of LIM size on
efficiency is closely correlated with the hypotheses relating
domina to LIM performance. Without controlling for size,
therefore, there would be a problem of colinearity.

Colinearity only poses a problem, however, if indeed there is
a relationship between LIM size and LIM efficiency as measured by U*
and B. In order to establish whether there is any evidence for this
Table 7.6 summarises the relationship between size and LIM

(11)

efficiency. From the figures there does not seem to be any

(11) Note that no controls were built into the test. fThat is, it
is not run on a standardised basis and therefore the results shown
in Table 7.6 may be an oversimplification. However, apart from
dominance it is unlikely that LIM size will be correlated with other
variables which may also influence dominance. To check that
dominance did not play an indirect role the data was analysed
controlling for dominance and as anticipated the results did not
differ from the pattern shown in Table 7.6.
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TABLE 7.6  THE RELATIONSHIP BETWEEN LIM POPULATION AND LIM EFFICIENCY

LIM Population
(000s) u* B coefficient | No of Observations

Less than 20 2.34 -0.24(0.17) 62
20-40 2.71 -0.25(0.16) 48
40-60 2.77 -0.22(0.17) 37
60-80 2.35 ~0.26(0.16) 20
80-100 2.54 : -0.27(0.21) 13
100-120 2.73 ~0.32(0.24) 8
120-140 2.24 ~0.21(0.13) 7
140-160 2.27 -0.42(0.12) 4
160-180 4,16 -0.18(0.33) 4
180-200 2.32 -0.26(0.31) 2
Above 200 3.75 -0.31(0.24) 13
Total 2.63 -0.25 218

TABLE 7.7 VARIATiONS IN B AND [OG A BY HIGH AND IOW SELF-CONTAINMENT
QONTROLLING FOR U*

Total

U* Iog A B No of Observations
Value

Iow High Low High Low High

sC sC sc sC sC sC
0-2 0.4 0.5 -0.34| -0.33 90 17 107
2-4 1.2 1.1 -0.23| -0.21 58 16 74
4-6 1.7 1.6 -0.10| -0.76 17 7 24
6-8 2.0 1.8 -0.05| -0.08 8 3 1l
8-10 2.3 - ~0.04 - 3 - 3
above 10| -~ 2.3 - -0.03 - 1 1

Note: (i) SC represents self containment




218
systematic variation between LIM efficiency and LIM size although
there is considerable variation between categories. Consequently,
on this evidence there appears to be little support for the
hypothesis that LIM size influences efficiency. As a result,it will
not be necessary to control for LIM size when investigating the

relationship between dominance and efficiency. (12)

Again from table 7.1 there appears to be no relationship
between dominance and IIM self-containment, and on this basis there
is no need to control for self-containment levels when investigating
the impact of dominance. Nonetheless, since it was hypothesised
that there may be a relationship between self-containment and the
characteristics of the UV equation (see Chapter 6) this should be
further investigated before concentrating on the impact dominance
may have on LIM efficiency. More specifically it was suggested in
Chapter 6 that high self-containment LIMs will, other things being
equal, be characterised by a more markedly non-linear UV
relationship. fThat is, for LIMs with similar U* wvalues the high
self containment ILIMs will have higher values of log A and more
negative B coefficiants (see Diagram 6.6, Chapter 6). The results
presented in Table 7.7, however, dc not support this hypothesis.
The table shows that holding the value of U* relatively stable does
not generally produce a higher value of log A in the high self
containment LIMs., Similarly the value of B associated with each U*
band is not more negative in the highly by self-contained LIMs.

(12) LIM acreage was also used as a measure of LIM size. 1In this
case there again was no significant relationship with dominance, and
similarly there was no apparent relationship between acreage and LIM
efficiency. This may in part explain why there is no relationship
between population and efficiency in that all LIMs fall within the
same LIM size category and as such actual population levels, or
population densities, are not as important as space in terms of
information networks which has been viewed as a key determinant of
efficiency.
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The only remaining variable in Table 7.1 to be discussed is
the number of W observations associated with dominated groups.
This characteristic was included in the analysis in case there were
significant differences in the number of observations between
dominance categories, or that certain LIMs were restricted to
specific time-periods. Under such circumstances there would have
been a danger that the W equation could have been influenced by
data availability. The figures, however, show that there are no
significant differences between the groups, and therefore it is
extemely unlikely that this will affect the position of the WV
curve. As a result there will be no need to control for the number
of observations in the analysis.

Although not mentioned so far there is a further variable,
industrial sector, which should be taken into account when analysing
(13) Although this is
investigated in detail in the following section when variations

the impact of dominance on LIM efficiency.

within plant and industry dominated ILIMs are considered, there is
sufficient evidence from previous studies (see Bowers el.al, 1970;
and Thirlwall,  1969) to suggest that industry influences
efficiency. If this is correct and dominated LIMs tend to be
disproportionately represented by specific industries, then an
observed relationship between dominance and LIM efficiency may only
be a manifestation of the true relationship running between industry
and LIM efficiency. To avoid making this particular mistake will
involve - excluding industries from the analysis which are
disproportionately represented in either the industry or plant
dominated samples and where it is considered that these exhibit
characteristics differentiating them from other LIMs. 1In practical
terms this exercise is relatively straightforward since by examining
the industrial structure of plant- and industry dominated LIMs (see
Appendix 3) it appears that only LIMs dominated by coal and steel
fall into this category. That is, these industries are concentrated

(13) Industry type was not included in Table 7.1 because, by
definition, it was not possible to classify the non-dominated LIMs
by industry.
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almost exclusively in plant dominated LIMs and they are also in some
important respects different from other industrial sectors. (14)On
this basis, therefore, it may be advisable at some stage to control
for industrial structure by excluding LIMs dominated by steel plants
and coal mines.

In conclusion, from the preceding discussion there are
substantive arguments to support analysing the UV regression results
in aggregate and subsequently controlling for unemployment, region
and industry. Conversely, on the available evidence there appears
to be little need to control for the impact of LIM size, as measured
by population and acreage, or LIM self-containment since there is no
obvious relationship between these two variables and dominance.
Moreover, although theoretical consideration suggest that self
containment levels and the LIM population may influence ILIM
efficiency this is not borne out by the analysis of the available
data. On this basis it is not possible to support the hypotheses
relating these two variables to LIM performance.

2 THE IMPACT OF DOMINANCE ON LIM EFFICIENCY

This section specifically tests the proposition that dominance
influences the position of the UV curve, and therefore LIM
efficiency, through its impact on structural unemployment and
through its effect on LIM wage dispersion, IIM job search patterns
and hence, ultimately, on frictional unemployment. That is, the net
result of these pressures should be an inward movement of the WV
curve in dominated LIMs. Unfortunately, it is not possible to
predict whether plant or industry dominated LIMs will be the most
efficient. N onetheless both should perform better than otherwise
similar non-dominated LIMs.

(14) In particular, both the coal and steel industries are in
long~term decline and are nationalised. 1In addition coal mining is
not a manufacturing industry.
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In terms of the structure of this section the results of the
analysis into W efficiency are initially examined at a general
level and then in more detail by systematically controlling for
other variables which are related to dominance and may also
influence LIM efficiency. The figures presented are only suggestive
since econometric considerations and the nature of the data base
prohibit any rigorous testing of the hypotheses under examination.
In the text the reported figures only relate to the complete sample
of LIMs, however, where major differences exist between this group
and the more tightly specified but smaller sub-samples these results
are also referred to.

Table 7.8 shows the overall relationship between dominance and
the two measures of efficiency U* and B. The results for U* show
that the efficiency of industrially dominated LIMs is much higher
than either plant or non-dominated LIMs. With a U* value of 1.58%
the industrially dominated LIMs are approximately 70% more efficient
that the other two groups, and this difference is significant at the
993 level of confidence.(lS) Although there is a small difference
between plant dominated and non dominated LIMs in the predicted
direction it is not significant. The results for the elasticity
measure very much follow the same pattern with the only significant
differences being between the industry dominated LIMs and the other
two groups. In terms of the original hypothest¢s, therefore, it
appears that the evidence in Table 7.8 only in part supports the
‘general proposition that dominated LIMs will be more efficient than
non-dominated areas.

Table 7.9 summarises in more detail the nature of the UV curve

for each category of LIM by introducing the value of the constant
" and the average level of unemployment into the analysis. From these
figures it is possible to illustrate diagramatically (see Diagram
7.1 and Diagram 7.2) the nature of each W equation on the basis of
both the standard UV diagram and the demand based model used to
derive the UV curve. From these figures, and particularﬁyDiagram 7.2,
it is possible to show that in industrially dominated LIMs

(15) Note that although t-tests were run they are not strictly
valid in view of the points raised in the previous section.



TABLE 7.8 ‘LIM EFFICIENCY BY DOMINANCE
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U* B
" Nature of No. of
Dominance Value | Ranking | Value | Ranking observations
Plant Dominance 2.7 2 ~0.22 1l 67
Industry Dominance| 1.6 3 -0.32 3 26
Non Dominance 2.8 1 -0.26 2 127
Note: a matrix of t-test results is given in Appendix 17

TARLE 7.9 THE NATURE OF THE W CURVE BY DOMINANCE

U* B log A U
Nature of No of
Dominance Value |Rank|Value [Rank |Value |Rank|Value |Rank | Cbservations
Plant
Dominance 2.7 2 -0.22( 1 0.91 2 2.8 2 67
Industry
Dominance 1.6 3 1-0.32{ 3 {0.47 | 3 1.9 | 3 26
Non
Dominance 2.8 1 (-0.26j 2 |[l.0 1 3.4 | 1 127
Total 2.6 - | =0.25 - {0.93 | - 3.0 | - 220
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imperfections appear late (see point O™ in Diagram 7.2) and do not
seriously hinder LIM performance as demand increases. That is shown
by the line DF which lies relatively close the the optimum path DE.
As a result U¥*, the maximum level of non demand deficient
unemployment, is relatively low (1.58%) in industrially dominated
LIMs. Average unemployment is also relatively low at 1.9% which, in
part, probably reflects the underlying efficiency of the market. In
plant dominated IIMs imperfections appear earlier (OL), whilst at
the same time the relatively poor B coefficient means that its
impact deepens relatively quickly as demand rises. Hence the
average U* value in such LIMs is relatively high (2.7%) and so too
is the average level of unemploymnt 2.8%. Finally,in non-dominated
LIMs the picture again differs, albeit marginally. In this case LIM
imperfections appear earliest at the point OK, although because the
responsiveness of the LIM to demand changes is superior to the
figure quoted for the plant dominated LIMs, the U* value is only

marginally different. (16)

Table 7.10 tests the dominance-efficiency hypothesis but by
controlling for unemployment levels by distinguishing between high
and low unemployment LIMs. Broadly speaking the results are similar
to those previously discussed, with the industrially dominated LIMs
remaining more efficient than the other two groups. Although the
variations between categories are substantially reduced, this fall
in the variation between groups is illustrated by the reduced level
of significance associated with the t-tests (see Appendix 17), That
is, although the pattern of significance remains the same the
associated confidence intervals are generally Ilower. The only
difference evident in the table is that for high unemployment LIMs
the level of U* in non-dominated LIMs is lower than in plant
dominated [IMs. This switch in rankings is not surprising given the
marginal difference between the two values identified previously.
However and to explain in more detail, this switch probably reflects
the

(16) Note that the diagrams also clearly illustrate the association
between unemployment and IIM efficiency. That is, low unemployment
areas are associated with high LIM efficiency as measured in terms
of both B and U*,
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TABLE 7.10 THE RELATIONSHIP BETWEEN LIM EFFICIENCY AND DOMINANCE

CONTROLLING FOR UNEMPLOYMENT

U* B
Unemployment Average No of
Category Value Ranking|{Value Ranking [Unemployment [Coservations
Low Unemployment
Plant Dominance 1.8 2 -0.27 | 1 1.7 46
Industry Dominance| 1.3 3 -0.34 | 3 1.6 22
Non Dominance 1.9 1 -0.31 | 2 1.9 70
Total 1.7 - -0.30 | - 138
Hich Unemployment
Plant Dominance 4.6 1 -0.11 | 1 5.2 21
Industry Dominance| 2.8 3 -0.24 | 3 3.8 4
Non Dominance 4.0 2 -0.19 | 2 5.2 57
Total 4.1 - -0.17 | -~ 3.0 220
TOTAL 2.6 |- -0.25| = - 220
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relatively high B wvalue (-0.11) associated with high unemployment
plant dominated LIMs. That is, under certain more controlled
conditions B in plant dominated LIM is less negative than when

compared to the more general table and this will tend to increase
17)
r (

Table 7.11 presents the relationship between dominance and LIM
efficiency controlling for unemployment on a regional basis. In terms
of the U* measure the results for each of the regional groups are
almost identical to the original uncontrolled table. That is,
industrially dominated LIMs remain the most efficient with plant and
non-dominated LIMs considerably less efficient. This pattern is
reflected by significant t-test differences between the appropriate
groups. This result is not repeated so clearly for the UV equations'
B values. (18) Although the uncontrolled pattern is repeated for the
low unemployment regional groupings the same cannot be said about the
high and medium unemployment regions where the rankings vary quite
markedly. However, in terms of the t-test results it would appear
that there are no significant differences between the dominance groups
for any of the three regional sub-samples. It is difficult to provide
a convincing interpretation of all these results except that, although
the pattern shows some variation from the uncontrolled table, the
results remain similar. It is also worth noting that by introducing
regional controls the variation between groups is considerably reduced‘
making it increasingly tenuous to rank LIMs by efficiency given the
measurement errors associated with estimating the W equation.
Similarly, even at this relatively limited level of standardisation
there are problems associated with the limited number of observations
in a few of the sub-group categories and this must cast further doubt
on the validity of some of the results. Bearing these points in mind
it would be sensible to treat the controlled results with some
caution, and when drawing conclusions place more emphasis on the
uncontrolled results.

(17) Under these circumstances, where rankings differ between sub-
groups, that is low and high unemployment, the overall rank is
determined by the largest sub-group, which in this case is the low
unemployment group.

(18) This is also reflected in a limited internal consistency across
the four sub-sample groups: see Zppendix 16.
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TABLE 7.l1 THE IMPACT OF DOMINANCE ON LIM EFFICIENCY CONTROLLING FOR

UNEMPLOYMENT THROUGH REGION

U* B Average
Unemployment Bands Unemploy-| No of
by Region value ranking| value ranking .ment observations
High Unemployment
Plant Dominance 4.4 2 ~-0.12 | 2 4.6 23
Industry Dominance | 2.1 3 -0.10 | 1 2.8 4
Non Dominance 4.8 1 -0.29 | 3 5.6 33
Total 4.5 - -0.11 | - 60
Medium Unemployment
Plant Dominance 1.7 2 -0.25 | 1 2.2 23
Industry Dominance | 1.7 2 -0.26 | 2 2.1 13
Non Dominance 2.3 | 1 -0.28 | 3 2.8 48
Total 2.1 - -0.27 | - 84
Iow Unemplovment
Plant Dominance 1.8 2 -0.32 | 1 1.6 21
Industry Dominance | 1.1 3 -0.43 | 3 1.3 9
Non Dominance 1.9 1 -0.34 | 2 2.4 46
Total 1.8 - -0.34 | - - 76
OVERALL TOTAL 2.6 - -0.25 | - 3.0 220

TABLE 7.12 EFFICIENCY MEASURES BY DOMINANCE EXCLUDING LIMs DOMINATED

BY COAL, AND STEEL

u* B
Dominance ‘ No of
Group value rank value rank | Observations
Plant Dominance 2.3 2 -0.26 ° 1 48
Industry Dominance 1.5 3 -0.33 3 25
Non Dominance 2.8 1 -0.26 1 127
Total 2.6 - -0.27 - 200
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The final control to be considered is that of industrial
sector, which effectively means excluding LIMs dominated by coal and
steel (for illustrative purposes the differences between coal and
steel dominated LIMs and the others are shown in Diagram 7.3). The
results of this exercise are presented in an otherwise uncontrolled
basis in Table 7.12. The figures again follow the familiar pattern
for the U* measure, although excluding the coal and steel dominated
LIMs does relatively increase the efficiency of the plant dominated
LIMs as predicated by the original hypothesis. This increase in
efficiency is less evident for the B statistic in that as before the
industrially dominated LIMs have the most highly negative B wvalue
followed jointly by the plant and non-dominated LIMs. Although the
figures are not reported in the main text the same general pattern
persists when unemployment and regional controls are introduced into
the analysis (see PAppendix 16). Overall, therefore, despite the
differences between coal and steel dominated LIMs and the other
sections the results in Table 7.12 show that their exclusion only
marginally affects the conclusions drawn previously.

To conclude this section it appears from the figures produced
above that there is some evidence to support the hypothesis that LIM
efficiency is influenced by dominance, but that the impact varies
between the industry and plant dominated sub-groups. More
specifically, the results suggest that industrially dominated LIMs
are the most efficient group,but that there are no significant
behavioural differences between plant dominated and non-dominated
groups. Although the extent of these differences varies depending
on the type of control being used, the more detailed analysis tendsx
to repeat the more general conclusions.

3 VARIATIONS IN EFFICIENCY WITHIN DOMINATED LIMS

On the basis of the original hypotheses relating dominance to
LIM efficiency, and bearing in mind the results of the previous
section, it would seem reasonable to assume that the more dominated
a LIM then the more efficient it will become. This proposition is
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TABLE 7.13 THE RELATIONSHIP BETWEEN HIGH AND LOW DOMINANCE AND LIM

EFFICIENCY

(1) Plant and Industry Dominated LIMs

U* B
Ievel of No Of
Dominance value |ranking [value |ranking |Observations
Low Dominance 2.2 2 -0.28 2 60
High Dominance 2.6 1 -0.20 1 30
Total 2.4 - -0.25 - 90
(ii) Plant Dominated LIMs

u* B
Ievel of No of
Dominance value |ranking |value |ranking | Observations
Iow Dominance 2.6 2 -0.25 2 39
High Dominance 2.9 1 -0.18 1 26
(iii) Industry Dominated LIMs

U* B
level of No of
Dominance value | ranking |value {ranking| Observations
Low Dominance 1.6 1 -0.34 2 21
High Dominance 1.2 2 -0.28 1 4
Total 1.5 - -0.33 - 25
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The
figures show that for plant and industry dominated LIMs combined

examined on an uncontrolled basis in Table 7.13. (19) (20)

(Section i of the table) the expected relationship does not exist,
and indeed the opposite appears to be the case with the U* and B
indices less efficient in the more dominant areas. This result,
however, is only confirmed statistically in the case of the B value
where the difference in efficiency between the two groups is
significant at the 95% confidence lewvel. This pattern of results is
sustained even when controlling for unemployment and region (see
2ppendix 16).

The above result is less clear cut when distinguishing between
plant dominated and industry dominated groups (see Table 7.13
Sections ii and iii). Although the results for the plant dominated
group are the same as before there is some evidence to suggest that
in the industry dominated group LIMs with higher 1levels of
dominance. However, even controlling for the level of dominance
industry dominated LIMs are still more efficient than plant
dominated LIMs are more efficient in that the U* measure is lower in
the more monopsonistic LIMs. However, the extremely limited number
of observations in the high dominance category implies that little
confidence should be placed on the result. This conclusion is
supported by t-test results which indicate that within acceptable
confidence levels there is no significant difference between the
groups for either measure of efficiency.

(19) The split between high and low dominance groups was
subjectively set at 22.5% of the LIMs manufacturing population.

(20) The relative bias towards the high dominance category in plant
dominated IIMs may explain why the plant dominated LIMs as a group
are less efficient than industry dominated LIMs.
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Within the dominated group another important factor which may
lead to variations in LIM efficiency is the nature of the dominating
industry. The importance of this variable for LIM efficiency has
already. been suggested by previous studies (for example see
Bowers etal, 1970), although without any particular theoretical
basis. In this section, however, the arguments are examined in more
detail by testing the hypothesis developed in Chapter 6 which
specifically relate industrial characteristics to LIM performance.
Briefly, this hypothesis suggested that both declining and expanding
industries would tend to be associated with inefficient LIMs since
both groups would tend to face a mismatch between labour supply and
demand. In contrast,the most efficient dominated LIMs will be those
associated with well-established but relatively bouyant industries
where unemployment and vacancy mismatches are, as a result, less
likely to appear.

The results of analysing both plant and industry dominated
LIMs by sector are presented in Table 7.14. Although the number of
observations in each sector is limited, and therefore the results
are necessarily subject to qualification, it is still possible to
draw some general conclusions related to the hypothesis under test.
One of the most striking features of the table is that the variation
between industries in terms of both U* and B is substantial and
hence the figures seem to support the underlying proposition that
efficiency is in part influenced by industry. For example; the value
of U* ranges from 0.9% in rubber through to 4.1% in the case of coal
mining. Similarly the value of B extends from a maximum of -0.05,
again in mining, to a minimum of -0.47 in timber related products.

In terms of the arguments relating efficiency to the growth
characteristics of specific industry Table 7.14 compared with Table
7.15 seems to provide support for the propositions developed in
Chapter 6. For example, and although U * and B are not perfectly
related, it would appear that with respect to both measures of LIM
efficiency the most inefficient industries are coal mining, iron and
steel, electronics and electrical machinery and chemicals. That is,
many of the LIMs dominated by rapidly expaning or declining



234
industries (see Table 7.15) are the most inefficient. This is true
both in terms of the maximum level of non demand deficient
unemployment in these LIMs and their responsiveness to market
changes. 1In other words, the problems of a UV mismatch are highest
in these areas, which again supports the hypothesis proposed in
Chapter 6. Conversely the most efficient LIMs are dominated by
industries which include rubber, paper and board, glass,pottery and
bricks, food and drink, wvehicles and metal goods NES. All of these
industries are relatively well-established and between the period
1951-1975 were not subject to drastic changes either through

expansion or contraction (again see Table 7.15). (1)

Once again
therefore, these results seem to be consistent with the hypothesis
developed in Chapter 6. However beyond this rather general
statement it is difficult to make any more precise or meaningful
coments given that the industries in question cover such a wide

range. (22)

(21) There are also industrial sectors which do not seem to follow
the predicted pattern. For example, iron and steel although
relatively stable between 1951 and 1971 still has a relatively low
level of ILIM efficiency. This may, of course, reflect their
dramatic changes in the industry between 1971 and 1975, the date the
UV data series ends. The other two industries not following the
anticipated pattern are textiles and footwear since, although both
sectors declined significantly over the period, their efficiency
levels have remained about average.

(22) As mentioned previously there are differences between the
industrial composition of plant dominated and industry dominated
LIMs. Unfortunately, because there is not a significant enough
overlap between the two groups, it is not possible to compare
variations in U* and B on an industry basis. However, it does not
seem that the differences in industrial structure helps explain the
variations in efficiency 1levels between the two groups.
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TABLE 7.14 DOMINATED LIMS : VARIATIONS IN EFFICIENCY BY SECTOR

Industry U* B No of Observations
Coalmining 4.07 -0.05 11
Food & drink 1.81 -0.23 6
Chemicals 3.50 -0.12 3
Iron & steel 2.83 -0.20 9
Mechanical engineering 2.44 -0.30 8
Electronics & electronic

Engineering

Machinery 3.12 -0.26 9
Shipbuilding 2.16 -0.33 10
Automobiles 1.70 -0.25 5
Metal goods NES

Cans metal boxes 1.28 -0.39 1
Textiles 1.49 -0.28 12
Footwear 1.25 -0.31 7
Glass, pottery & bricks 1.60 -0.45 1
Timber 2.02 -0.47 1
Paper & board 1.45 ~0.36 3
Rubber 0.90 ~0.24 1
Double dominated LIMs 2.41 -0.28 6
Total 2.37 -0.25 93
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TABLE 7.15 INDUSTRIAL. CHANGE 1951-1971

Nos BEmployed | Nos Employed Percentage

1951 1971 Change
Industry {000s) (000s) 1951-71
Coal Mining 675 307 =54
Food & Drink 535 552 + 3
Chemicals 397 . 492 + 24
Iron & Steel 253 246 -3
Mechanical

Engineering 826 1084 +31
Electrical :

Engineering 538 791 +47

Shipbuilding &
Marine Engineering 200 139 =30
Vehicles 689 751 + 9
Other Metal Goods 442 494 +12
Textiles : 868 515 -41
Footwear 124 %4 -24
Brick, Pottery,

Glass etc. 292 283 -3
Timber 60 77 +28
Paper & Board 65 67 + 3
Rubber 95 108 +14

Notes: (i) The 1971 figures were taken from the Hconomic Activity
Mnalysis Section of the Census; Table 18, p.l196. The figures
represent a 10% sample scaled up. The figures are based on the
returns for England and Wales.

(ii) The 1951 figures were taken from The Industry Tables Section
of the Census Table 1 beginning on p 4. The figures are based on
the returns for England and Wales.

(iii) Changes in SIC groupings have been taken account of in the
calculations.
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APPENDIX 1

THE DEFINITICN AND IDENTIFICATION OF

LOCAL LABOUR MARKETS

This appendix is divided into three sections: firstly, the
theoretical considerations associated with defining local labour
markets are considered; secondly,the local labour market selection
criteria adopted by the project are discussed; and third and
finally, the characteristics of the identified local labour markets
are reviewed.

1 THE DEFINITION OF LOCAL LABOUR MARKETS : THEORETICAL CONSIDERATIONS

The distinguishing characteristic of a labour market, as opposed
to other markets, is that'the commodity being bought is physically
inseparable from the seller. Therefore the buyer (the employer)
and the seller (the employee) must coexist within some reasonable
geographical distance. The determinants of the scope of this
hinterland differ between employer and emplovyee.

For the employee the labour market may be viewed as the
geographical area within which he is prepared to offer himself for
employment at a specific wage. For each pecuniary and non-
pecuniary "benefit package" offered to the worker by a particular
job there will be a geographical lﬁnit to the distance he will be
prepared to travel which is determined largely by the costs of
movement. Clearly, for a bhetter package the worker will be
prepared to spend more on daily travel and therefore the larger will
be the area covered by the worker's labour market. The
geographical labour market of an industrial worker, then, will
consist of the spatial limits to his daily travel for each potential
employment package. As the boundary extends further from his home
the more attractive the benefits package has to become in order to
induce the worker to travel. The boundary becomes a gradient, and
as it extends the number of jobs the worker is prepared to accept
becomes smaller.
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Although the cost of travel will set the outer limits of the

geographical labour market of the employee, there will often be
additional factors constraining this boundary. In particular, the
nature and extend of information networks in the labour market will
be important. More specifically, empirical evidence suggests that,
especially in a slack labour market, employees and employers make
considerable use of .informal information channels when searching for
employment or employees and these informal networks are likely to be
geographically restricted. Information on job wvacancies will be
passed on verbally and will only filter slowly beyond tl(lf) immediate

individual this means that although his potential labour market area

neighbourhood of the current employees of a company. For an
(as determined by travel to work costs) is fairly large, in fact it
may be much more restricted because of the way in which informal
information networks tend to only permit him to learn about a
limited number of job opportunities. Therefore, whilst the
gradient of the boundary to his labour market, as set by travel
costs, may be gradual, this slope will be sharply reinforced by the
imperfect operation of information networks. (2)

From the point of view of the employer, he will have a separate
labour market area for each group of occupations within the
organisation depending on the benefit package offered to the
employee. For occupations offering similar packages employees and
potential employees can be expected to live within a geographical
area set by the travel costs that workers in that particular
category are willing to incur in their journey to work. 3)

(1) The importance of informal recruitment methods is well known and

well documented. For example, see MacKay et al (1971, PP231-257),
or Rees & Shultz (1970).

(2} See Stigler (1962) for a discussion on how the costs of
imperfect information restricts search activities, and by
implication the extent of a worker's effective local labour market.

(3) Once again ‘in practise, information deficiencies may well
restrict the extent of the local labour market boundary.
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In general, the higher the costs of travelling to the place of work,

the lower the probability that an employer will be able to recruit
workers from a particular area. The better the package being
offered by the employer, the wider the geographical boundary of the
labour market. Employers are in a somewhat unique position in
defining job-hinterlands in that they are able to alter the shape
and size of théir labour markets by changing the basic parameters of
travel costs through the benefit package being offered. Increasing
wages or, for example, offering free travel to work will widen the
scope of the labour market for a particular group of workers. In
general , these measures may be considered as an additional labour
cost to which recourse is only made when the labour supply within
the original boundaries become inadequate. Emplovers are also able
to discriminate in favour of or against a particular locality on the
basis of past recruitment experiences regarding absenteeism,
productivity, turnover and quits.

Given these determinants of local labour market boundaries the
mapping of a labour market for a group of employees and employers is
extremely complex. In its simplest form it will consist of a series
of overlapping circles as the geographical labour markets(4)0f

However, by taking a particular geographical unit and examining the

‘different employees and employers merge with one another.

labour market of workers and employers located within the area the
nature of that areas as a local labour market may be defined and
subsequently classified by two variables, each of which measures a
separate component of worker movement.

The first variable relates to the boundary of the area and is
determined by the extent to which the individual markets, or journey

(4) Differences in accessibilities will, of course, ensure that the
markets are not circular. Indeed, a firm's labour market will tend
to be star shaped along the main transport routes.
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to work patterns, of all workers and employers within that boundary

extend beyond the boundary. The less the individual markets extend
beyond the boundary, the more closed the boundary and the higher the
degree of self-containment displayed by the market. Local labour
market self-containment may be measured by two separate components,
both related to joui:ney to work patterns: the first measure is the
proportion‘ of resident workers who are employed outside the area;
the second measure is the proportion of those who work inside the
boundary but who live outside. In other words, the two components
refer to the labour market of workers resident in the area and to
the labour market of employers located within the boundary.

The second variable delineating a local labour market relates to
the internal density of the market (see Goodman, 1971). Internal
density is a function of the extent to which any particular point in
a geographical area lies within the labour market boundary of all
individuals and employers in the area. Internally dense or active
markets will be spatial configurations where the labour markets of
both individual's and employer's journey to work boundaries cover
the entire geographical area. Diagram Al.l outlines in conceptual
terms the basic differences between an internally dense labour
market and an internally sparse labour market. In the internally
dense market (Figure A) the journey to work patterns generated by
the employees cover the entire geographical unit. Every part of
the area is well connected with the remainder of the unit. The
same is not true of an internally sparse unit as Figure B shows.
In this instance it is clear that the journey-to-work patterns do
not cover the specified area since parts of the unit are not
affected by journey to work movements. Furthermore, the existing
journey to work patterns relate to sub-sections of the larger unit
with little evidence of flows between the adjacent cells. The
concept of internal density therefore is important since to some
extent it measures the level of unification or locality in a local
labour market configuration.

It is difficult to operationalise the internal density variable
using travel-to-work data, since the definition demands that by



DIAGRAM Al.l REPRESENTATION OF IOCAL LABOUR MARKET INTERNAL DENSITY

Figure A-Internally Dense Area Figure B-Internally Sparse Area

.

/

——————

\

\
\/

Note: ( i) each line illustrates a journey-to-work or a series of
journeys.
(1ii) although each local labour market is equally self-
contained internal density varies dramatically.

taking any part of a geographical area there should be a high level
of journey-to-work movement both in and out of this sub-area and
from almost any other part of the geographical unit. Indeed for

the market to be dense and closed the flow of workers between any
two parts within the markét should be greater than the flow from a
point in the market to a point outside the boundary. That is, a
high degree of intra-boundary movement should be apparent unifying
the local labour market. This is a difficult condition to achieve,
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however, in view of the considerable variation in Jjourney to work
time for different occupational groups which, as noted above, is

related to variations in pay levels. (5)

For example, it might be
totally inappropriate to think of a local, as opposed to a regional
or national, labour market for highly paid professional male
gccupations. Indeed Hollingsworth (1970) using 1961 Census data
has shown that rates of migration involving moves of over 40 miles
are over four times higher for professional workers than for manual
workers. Accordingly , a local labour market definition using
journey-to-work data can only hope to identify geographical units
representing local labour markets for almost all female workers and
most male manual workers. '

Accepting that local labour market self-containment and internal
density are the two major determinants of a local labour market
area, then it is possible to devise an 8-way typology of
geographical configurations, only one of which constitutes a self
contained and internally dense local labour market. This typology
is presented in Table Al.l1, and cell seven 1is the only
classification constituting both a self contained and internally
dense local 1labour market. Therefore, in the process of
empirically identifying local labour  markets, areas with
characteristics other than cell seven will be rejected since they
fail to satisfy one or other, or both, of the necessary conditions

associated with the definition of local labour markets.

(5) 0f course journey to work considerations are also affected by
other considerations besides pay levels, and in particular
transportation networks and the time taken to get to work.



TABLE Al, 1-CONFIGURATION OF POSSIBLE LOCAL LABOUR MARKET STRUCTURES

Proportion of econ-|Proportion of workers resident outside the area
omically active High Low .
residents working Internally | Internally | Internally| Internally
outside the Area dense sparse dense sparse

(1) (i) (v) (vi)

Small area | Large town/| Small Commuter
High within area within| town belt

larger con- | industrial round an

urbation region employment:

centre.

(iii) (iv) (vii) (viii)

Employment | Large em- |Self-con- | Large

centre of ployment contained | conurbation
Low potentially| centre of |local

self-con- large labour

tained conurbation|market

market

2 THE IDENTIFICATION OF IOCAL LABOUR MARKETS : ADOPTED SELECTION

CRITERTA

The definition of a labour market as a geographical unit where

travel to work patterns are internally dense, and where there is a

minimum of cross-boundary travel provides a sufficient theoretical

base upon which to empirically identify local labour markets.

That

is, using indices of self-containment and internal density to define

labour markets it is possible to allocate most geographical units to

a local market.
explicitly
"internally dense".

absence of any theoretically meaningful alternative,

quantify

what

constitutes

"self-contained"

For the purpose of this study,

The only substantive problem remaining is to

and
and in the

the threshold

values for containment and density were set on a pragmatic basis.
The choice of cut-off point and the reasoning behind their selection
are discussed below along with the data used and the results

achieved.



2.1 Self-Containment Levels

In terms of measuring self-containment the only source of
sufficiently detailed information is the 1961 Census Journey to Work
Tables which measure the extent to which workers cross ILocal

(6) For the purpose of defining local

Authority boundaries.
labour markets these figures were analysed by examining the number
of resident employees working within the area expressed as a
proportion of the total number of resident employees, and as a
proportion of total numbers working in the area. The first measure
is an indicator of the extent to which the area's resident workforce
is also employed within the area. That is, the index measures the
extent of resident employee movement to beyond the boundary of a

(7 The second measure indicates the

specified geographical unit.
degree of inward migration of workers to an area; the index

therefore measures the extent of inward cross boundary movement. (8)

The only problem in using these figures as a basts for défining
local labour markets is to decide at what level an area becomes
self-contained. Unfortunately , the self-containment criteria
selected must necessarily be arbitrary, since there is no obvious or
readily acceptable threshold delineating what constitutes a
sufficiently self-contained local labour market. Therefore, and on
the basis of largely pragmatic considerations, it was decided that
to qualify as self-contained a labour market had to have at least
70% of the resident employed population working in the area, and 70%
of the working population also had to live in the area. The prime
reason

(6) At the time of writing, figures from the 1971 Census were not

available and some data for areas under a population of 15,000 were
unavailable in the 1966 sample survey.

(7) For example, if the resident employed population is 100 and the
resident employees also working in the area number 50, then 50% of
the resident employed population are employed outside the area.

(8) For example, if there are 50 resident employees working in the
area, and the total number of employees in the area are 100, then 50
workers (50% of the area total) must reside beyond the area's
boundaries.
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for choosing 70% as a cut-off was to provide a sufficient number of

local labour markets for the subsequent identification and analysis
of the dominated sub-group. Choosing a high cut-off would have
restricted the number of suitable local labour markets, and may have
reduced the number of dominated local labour markets to a level
where statistically meaningful analysis would not have been
possible. The 70-70 threshold may, therefore, be interpreted as a
rather liberal selection criterion. Nonetheless, having specified
constraints which are not particularly stringent will help identify
the effects of a range of self-containment levels on the functioning

of local labour markets at a later stage of the analysis. (9)

Not surprisingly, most Local Authority areas standing in
isolation failed to meet the set self-containment requirements.
This was largely because the areas under consideration were too
small and there was a significant amount of cross boundary journey-
to-work movement. To overcome this problem it was necessary to
join contiguous Local Authority areas. Fortunately it was possible
to avoid many of the tedious calculations associated with
aggregation since much of the required work had been previously
undertaken in a related research project (Smart, 1974), which was
also based on 1961 Census Journey to Work statistics. Smart's
objective was to divide all of the UK into local 1labour markets
using the Census material based on Local Authority Areas. Briefly,
Smart achieved this by starting with the "weakest Local Authority
Areas", where either the proportion of regidents working outside or
the proportion of workers resident outside was highest. Smart then
attempted to link them to all other adjacent areas by using a
formula which took account of the flows of workers between the areas

(9) That is, whether highly self-contained labour markets behave in-
markedly different ways from areas which are much less isolated, and
at what levels of self-containment these differences emerge, are
empirical questions which can be addressed later.
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relative to the resident employed population of the areas. (10)
The Local Authority areas with the highest link values were the
first to be aggregated. Smart then repeated the process until all

Local Authority areas had been allocated to a local labour market.

Therefore, by taking advantage of Smart's existing worksheets,
it is possible to identify local labour markets without having to
calculate the 1link wvalues between different areas. However,
because the underlying aim of Smart's study differed considerably
from those of the dominant plant research it was necessary to
reinterpret and subsequently adjust many of Smart's calculations in
order that the selected local labour markets matched the dominant
plant study's 70-70 self-contaimment threshold. The first major
adjustment to Smart's calculations involved the Local Authority
aggregation process. Using the dominant plant definition of
self-containment , aggregation stopped once the threshold 70-70
criterion was reached. Adopting this procedure implies that
several Local Authority areas are not allocated to any local labour
market configuration. Nonetheless, in many respects this approach
is a more realistic method of delineating local labour markets than
the procedures adopted by Smart in that many of Smart's final local
labour markets were fairly large and therefore probably not
internally dense. That is, quite frequently in Smart's analysis a
local labour market would comprise an area which although
self-contained would have non self-contained areas added to it so
that all Local Authority areas were part of a local labour market.

(10) The actual specification of the formula for the creation of the
link ‘values was:

link value = aZ + b2
— =]
Xy
where a = the number travelling to work from area A to area B
b = - do - B to area A
x = the resident population in area A
y = - do - B
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The second difference between Smart's work and the dominant

plant study was that Smart's definition of self-containment required
that the resident employed population working in the area should
constitute at least 75% of both the resident employed population and
the day employed population. This compares to the dominant plant
project's threshold of 70% for both indices. In practical temms
this meant that where Smart's worksheets reached a level of 70-70
self-contaimment this was considered sufficient for .the dominant
plant study and further aggregation was ignored.

In sum therefore, it was possible to calculate local labour
market self-containment on the basis of the 1961 Census Journey to
Work tables and the calculations used in Smart's work on defining
local labour markets., However, the selection criteria adopted by
Smart differed from the dominant plant methodology both in terms of
the acceptable cut-off point and the method of aggregation used.
Consequently, many of Smart's original calculations were reworked to
produce results more suited to the requirements of the dominant
plant study.

2.2 Internal Density

With respect to calculating the internal density of geographical
areas as a means of defining local labour markets, it is not
possible to take advantage of Smart's work, since the concept of
internal density was not considered to be relevant to the

h. (11)

researc In addition,it is also not possible to calculate

(11) Smart ignored internal density because he was primarily
concerned with allocating every Local Authority area to a local
labour market irrespective of the resultant journey~to-work
movements within the configuration. This is a major drawback to
Smart's work since the presence of a sufficiently high internal
density is a necessary consideration when meaningfully delineating
local labour markets. Without a sufficiently high internal density
it is unrealistic to claim that any geographical area is either a
local or unified market. As Goodman (1970) warns: "the degree of
seeking to extend perfection (by minimising cross boundary flows) at
the expense of losing the essentially local character of the market
must be guarded against".
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internal density directly from Census Journey to Work tables as

these statistics only relate to travel involving employees crossing
Local Authority boundaries. As no alternative information is
available to help in calculating internal density it was necessary
to adopt a proxy measure for the variable. The most appropriate
and only readily available proxy is local labour market size. The
choice of size as a proxy for internal density reflects the fact
that the cost of a journey to work increases with distance, and
therefore the willingness of the worker to travel, varies inversely
with size. Therefore, generally speaking the larger the
geographical size of a local labour market the lower the probability
that a worker will be willing to commute anywhere within the
boundary, and therefore the lower the internal density. Accepting
this, it was decided to impose a constraint on the acceptable size of
local labour markets as a direct substitute for a measure of
internal density. The size constraint was set at 50,000 acres
which represents approximately 80 sg. miles. If this area was
roughly circular, an employee living in the centre of the local
labour market would have a maximum journey-to-work of about 6 miles
in order to reach all parts of the market.

This size constraint is again an arbitrary figure which may err
on the large side when it is remembered that a significant
proportion of women and lower paid manual workers walk to

k. (12) (13)

wor A further possible shortcoming of the proxy is

that a maximum physical size constraint ignores differences between
areas in terms of public transport and general accessibility.
Allied to this,the proxy does not take into account the spatial
configuration of different workplaces and residences within the
local labour market which could also have a significant impact on
journey-to- work patterns and therefore internal density.

(12) One study (National Board for Prices and Incomes, 1971) showed
that 40% of women and 25% of men walked to work.

(13) Selecting a large local labour market area as a cut-off for an
adequate measure of internal density will allow subsequent testing
within the selected group as to whether local labour market
behaviour is sensitive to size.
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However, the fact remains that some form of constraint has to be set
in order to reject local 1labour markets which meet the
self-contaimment threshold, but do not have a meaningfully high

internal density. (14)

2.3 Exceptions to Selection Criteria

Although the two basic ground rules for the identification of
local labour markets are that they should be self-contained and
internally dense, further pragmatic considerations dictate that, in
a number of special cases, these rules should be either augmented or
relaxed.

The first exception concerns the introduction of a minimum
population figure, either set out in terms of an absolute number or
expressed as a population density. That is, given that the main
purpose of this study is to examine the behaviour of industrial
labour markets, and particularly local labour markets dominated by a
single large manufacturing plant, it is necessary to exclude from
the selected local labour markets areas which have inadequate
populations to support a sufficiently well developed industrial
environment or a major manufacturing plant. Accordingly, it was
decided to restrict the selection of local labour markets to "urban
areas“.(ls) In addition, it was also decided to exclude local

labour markets where the total urban population resident within the

(14) The types of area this constraint is particularly designed to
eliminate are conurbations where there is continued "chaining" of
adjacent areas without ever reaching a reasonable 1level of
self-contaimment, and large sparsely populated rural areas.

(15) Although urban areas may be defined in terms of population
densities this is not particularly useful as such figures are only
available at ward level in the Census. Urban areas were therefore
arbitrarily defined as Census areas designated as Urban Districts,
Metropolitan Boroughs and Country Boroughs, although some note was

taken of Rural districts containing wdrds with population above or
near densities of one person per acre.
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labour market was less than 10,000, since it was felt that this

would be the minimum size whereby a 1local labour market could
realistically be expected to contain a major industrial plant

employing at least 1,000 workers. (16)

The second group of exceptions concerned what may be termed
underbounded towns. The problem arises when a labour market area
is composed of an Urban Area (or occasionally two or more adjacent
Urban Areas) which is attached to a Rural District (or occasionally
two or more Rural Districts) and becomes a self-contained local
labour market but with an overall size of over 50,000 acres. Under
normal circumstances such a configuration would be rejected as being
too large. However, if the Urban Area is clearly a Job Centre
(that is the Urban Area has many more jobs than resident employed
population) and the resident employees working in the area comprise
more than 70% of the resident employed population, then there is
clearly the possibility that the Urban Area itself only avoids
becoming a self-contained labour market because some of the Job
Centre's suburbs fall outside its administrative boundary. That
is, underbounding describes a situation where the administrative
boundaries of an Urban Area are clearly located within the built up
area which constitutes the town. '

(16) The arithmetic behind the 10,000 population constraint is
relatively straightforward. The main interest of the project is in
manufacturing and extractive industries, and such industries
employed approximately 40% of the working population in 1966.
Assuming that the smallest dominant plant of interest has a
workforce of 1,000 and that in the most dominated area the main
plant employs only half the labour force in manufacturing and
extractive industries, this implies that there should be a minimum
labour force in the area of around 5,000 workers. With an economic
activity rate of around 50% this implies a total population size of
10,000. The assumption that the smallest dominant plant will have
1,000 employees is also arbitrary, but a figure does have to be
fixed if an adequate control group is to be selected at a later
stage of the analysis given the impact of size on plant personnel
policy. Moreover, if much smaller dominant plants were considered
appropriate there would be serious data problems identifying the
plants involved. Finally, since it was anticipated that the
research would require sending out a postal gquestionnaire it was
decided to focus on large establishments given the notoriously poor
response rate associated with small plants.
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Where underbounding occurs the areas concerned have been

accepted as local labour markets, the argument being that if the
administrative boundary included) this contiguous residential area
then the towns would become self-contained labour markets.

Underbounded towns were largely identified from the inspection of
Ordinance Survey maps and the further analysis of Journey-to-Work
tables. If the map indicated that there were residential areas of
some size outside the administrative boundary, but contiguous to the
towns and with substantial cross boundary travel, then the Area was

accepted as a local labour market. (17) '

Although the simplest cases of underbounding reflect the
relatively common occurrence of a town expanding beyond its borders
there is, however, another category of underbounding. In this case
Urban Areas fail to achieve self-containment as a result of a large
factory or industrial estate immediately outside the administrative
area. A prime example of this problem concerns the now closed
Talbot car plant at Linwood in Scotland where the self-contained
area includes not only the towns of Paislsy and Johnstone, but also
two District Councils (see Diagram A 1.2). The problem is that the
two towns are separated by a small strip of District Council land
which includes the car plant and the small settlements of Linwood
and Elderslie. In total these areas exceed the 50,000 acre
constraint. Nonetheless, it seems reasonable to assume that
Paisley, Johnstone, and the small strip of District Council land
separating the two should be considered as a local labour market and

(17) Appendix 4 includes a complete list of underbounded local
labour markets. A good example is Derby Country Borough where in
1961 98% of the Resident employed population worked in the town but
only 56% of these working in the town were resident in the area.
Inspection of the local Ordinance Survey map revealed a considerable
residential area immediately outside the 1961 County boundary in
South-East Derbyshire Rural District. If this area had been
included within the County boundary then over 70% of the population
working in the new area would have been living in the new area.
Accordingly the area was accepted as a local labour market.
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DIAGRAM Al.2 : PAISLEY AND JOHNSTONE LOCAL LABOUR MARKET : AN
EXAMPLE OF UNDERBOUNDING

® Linwood car plant
-~~~ true local labour
market area

Urban Area T 1
-4—#—- Urban Area

-

———— Large District
Council

the rest of the District Council land ignored. Therefore, this

area was accepted as a local labour market.(la)

A third group of exceptions arose with areas consisting of a
group of contiguous towns surrounded by Rural Districts but which in
total cover more than 50,000 acres. In Smart's process of
aggregation it was always the weakest areas which were aggregated
first. Occasionally, therefore, in these situations a Rural
District would be attached to one Urban District whilst another
Rural District would be linked to a separate Urban Area. Only then
would the two resulting combinations be linked together. For the

(18) The small number of towns with similar characteristics are also
listed in Appendix 4.
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purposes of the dominant plant research, therefore, occasionally the
linking process was changed by aggregating the two Urban Districts

first and ignoring the Rural Districts.(lg)

Also in the final list of accepted local labour markets are a
few areas which fell just below the minimum population size of
10,000 or just exceeded the acreage constraint. This was thought
justifiable if there was a particularly high 1level of
self-containment. Finally, one Rural District (Easington, Co.
Durham) was included as a labour market area because it contained
one large parish of over 11,000 population at a density of 11
persons per acre.

3 CHARACTERISTICS OF IDENTIFIED LOCAL LABOUR MARKETS

Apart from a few exceptions, the five criteria developed for
selecting local labour markets based on both theoretical and
practical considerations were as follows:

(i) At least 70% of the resident workers were

employed within the local labour market area.
(ii) At least 70% of the workforce resided within
the labour market area.

(iii) There were 10,000 employees in the area in 1971.
(iv) The defined local labour market did not exceed
50,000 acres.
(v) The population density exceeded one person per
acre.

(19) An example of this is Royal Leamington Spa which in Smart's
procedure was linked to the Rural District before being added to
Warwick MB: the result being that the final area was too large for
consideration as a local labour market. In fact, Leamington and
Norwich are contiguous and if they are joined directly form a small
and self-contained local labour market.
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Using these rules, and taking account of exceptional

circumstances , yielded 299 local labour markets distributed
throughout the United Kingdom. The principal characteristics of
the identified local labour markets are presented in Table A(2.

The figures indicate that the local labour markets are fairly evenly
distributed throughout the Regions, considering existing population
densities (see also the map of local labour markets in Appendix
5). Nevertheless there does seem to be a disproportionately high
number of local labour markets in the S. West, E. Midlands and the
North. Correspondingly, the figures also point to a proportionately
low number of 1local 1labour markets in the S, East and W.
Midlands. (20
industrial and demographic characteristics of the regions concerned.

To some extent this pattern reflects the

On average the identified local 1labour markets cover a
significant proportion of total United Kingdom population; 25.9m
people or 51% of the 1961 population. As the figures show the
extent of population coverage varies considerably between regions.
Again this variation largely reflects the economic and geographical
attributes of the Regions. For example, in the S. East the local
labour markets only cover 27% of total population. This low figure
is largely a result of excluding most of the Greater London Area as
a local labour market since the prospective local labour market
areas could not be distinguished from surrounding areas in terms of
Journey-to-Work patterns. Other Regions where population coverage
was below average were Wales and E. Anglia. In this case the result
probably reflects the predominantly rural nature of these areas
which results in many otherwise acceptable local labour markets
failing to meet the acreage constraint. (21)

(20) See the final columns of the table for details. For example,
dividing the total regional population by the number of local labour
markets identified gives a figure of 85 for the S. West at one
extreme, and 262 for the S. East at the other. Therefore,there are
considerably more local labour markets per head of population in the
S. West compared to the S. East.

(21) Note, therefore, that both highly industrialised areas (for
example the South East) and predominantly rural areas (for example,
E. Anglia) both tend to reduce the level of local labour market
coverage.
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The average size of a local labour market in population terms is

87,000 which seems reasonable in terms of potential Journey-to-Work
movements and internal density. There are, however, widespread
differences in average local labour market populations between
Regions. The largest average population size is in the W. Midlards
(142,000) and Yorkshire Humberside (136,000), which largely reflects
the heavily industrialised and urbanised nature of these
Regions. (22) By contrast, the Ilowest population sizes are in
Wales (66,000), E. Anglia (54,000) and the E. Midlands (66,000)

which, apart from the E. Midlands, tend to be less heavily

industrialised and with a more dispersed population. (23)

The average acreage of the local labour markets is 13,800. In
general terms this again seems a reasonable figure bearing in mind
identified Journey-to-Work patterns and the need to maintain an
acceptable level of internal density. Regional variations in
average acreages are again fairly significant, ranging from 7,800 in
E. Arglia to over 17,000 in Wales, the N. West and Yorkshire-
Humberside. These variations are more difficult to reconcile than
the population figures and seem to be best explained by the
spatialconfigurations of the Local Authority areas rather than any

(24)

general regional characteristic, There is also a positive

(22) Obviously there is a distinction between regions like W.
Midlands and the S. East in terms of population density and travel
to work densities. In particular,whilst the lack of local labour
markets in the S.E. reflects the consistent "chaining™ of one local
labour market onto another, this does not occur to the same extent
in areas like the W. Midlards. That is, although chaining occurs
the local labour market self-containment criteria are reached before
the acreage constraint is violated.

(23) Without detailed analysis it is difficult to establish why the
E. Midlands has a low awverage population, but it probably reflects
particular characteristics in the configuration of ' the local labour
markets.

(24) Not surprisingly there appears to be a positive correlation
between local labour market size and average population; i.e. the
large local labour markets have higher average population levels.
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correlation between local labour market size and average pcpulation

density which seems to suggest that larger local labour markets are
associated with densely populated Urban Areas where it is difficult
to restrict the scope of overlapping local labour markets. (23)

In terms of self-contaimment the average figure for the United
Kingdom was comfortably above the 70-70 selection criterion.
Moreover on a regional basis there does not appear to be any
meaningful differences between areas for either self-containment
index, or even for the composite self-containment figure. This is
not surprising given that the key determinants of the
self-contaimment cut-off are not likely to depend on regional

characteristics, (26)

(25) The only two exceptions to the correlation between local labour
market size and local labour market density are Wales with a high
average acreage and low population density, and the S. East with a
low average acreage and high population density. In both cases
this would appear to reflect particular settlement patterns.

(26) In particular the cut-off points will depend on the spatial
configuration of Local Authority areas and settlement patterns which
do not vary systematically by Region.
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APPENDIX 2

THE STRUCTURAL CHARACTERISTICS OF UK LOCAL LABOUR
MARKETS AND THE ISOLATION OF LABOUR MARKET DOMINANCE

This appendix deals with three aspects concerning the
identification of LIM industrial structure. Firstly, the employment
and plant level data available at a LIM level is examined. Secondly,
the alternative methods of using this data to define plant dominance
are outlined with the ©principal objective of developing a
theoretically acceptable but at the same time operational measure of
this phenomenon. Finally, the results of applying the chosen
definition are presented attempting where possible to highlight the
key characteristics of the indentified group of dominated LIMs. (1)

1 DATA AVAILABILITY

The ideal data set for the project would be a nationally
collected 1listing of manufacturing plants, their industrial
classification, location,and employment. Two such series exist; the
intermittent Census of Production and the more recently introduced
Annual Census of Employment. In both cases, however, the individual
returns are not available because of strict confidentiality rules,
and hence the data was of little use to the dominant plant project.
Three further data sets were therefore used to define and identify
labour market structure and dominant plants. These data sources are
described below.

(1) Conceptually it may appear preferable to discuss the appropriate
definition of dominance before examining data sources, but given the
not inconsiderable problems of data acquisition in this field data
availability 1is considered first. That is, it would be
inappropriate to suggest a definition based upon a measure where
data was unavailable, The rationale behind this approach becomes
clear in Section 2.2 where attempts are made to apply several
different definitions.
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(1) The ERT (supplements) On condition that complete confidentiality

was maintained permission was granted by the Department of
Employment in several regions to have access to their ERI records.
In all cases this data related to 1973, the last year in which local
employment offices were obliged to collect such data. Using this
source, data was aquired for the largest manufacturing employers in
159 of the 301 LIMs, and for the 10 largest manufacturing employers
in 74 of these 159 LIMs.

(1i)ERII Census For the remaining 142 LIMs not covered by ERI data
an alternative approach was adopted. Permission was granted to
analyse the ERTII Census for 1973 in all Department of Hmployment
Iocal Office Areas. These records list employee numbers by MLH,
therefore from these records it should have been possible to
identify ILIMs considered to be industrially dominant. Ancillary
data sources, primarily business directories, could then be used to
distinguish between LIMs where such industrial dominance was the
result of a single establishment. There are a number of situations,
however, where such an approach encounters problems. Firstly, there
are cases where, although an establishment employs a high proportion
of the labour force, it produces many products and therefore the
plant's workforce is classified into more than one MUH. The
solution to this type of problem was to try and identify pairings of
MLHs which might reflect a single, yet multi-product enterprise.
Secondly, there were situations where a single MH employed a
sufficiently high proportion of the labour force, but where
directory evidence suggested that more than one company was
involved. Under these circumstances the data available was examined
in more detail to establish whether the two companies were separate
or

whether the data reflected some form of joint ownership. Rather
more involved was a third type of situation where both more than one
company and more than one product was involved. In these cases "Who
‘Owns Whom" and similar publications were used to investigate
possible relationships between the plants. A final type of problem
was the situation where a local labour market had a high proportion
of its workforce in a single MLH, or a group of related MLHs, where
directory data suggested this was a result of two or more firms with

no direct connections but where, when examined in more detail, there
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were relationships such as common directors. Under these
circumstances the separate plants were not considered as a dominant
plant given the absence of a formal association.

Accordingly, on the basis of the 1973 ERII data augmented by
material from business directories on product, employment and
corporate structure, the remaining 142 LIMs for which ERI
(Supplement) data was not available were examined inan attempt to
identify dominant plants. ()

(1ii) Factory Inspectorate Data Permission to consult the records

maintained by the Factory Inspectorate, which includes data on
campany product group (but not MLH) and employment, was granted to
the project. However, there were a number of problems associated
with using this data. Firstly,Factory Inspectorate data is held in
a large number of local offices and it is therefore difficult and
time consuming to collect and analyse. A second major problem was
that Factory Inspectorate data, unlike Department of Employment
statistics, does not relate cross secticnally to a single point in
time. Rather, data for each plant refers to the most recent record
update. Finally, the Factory Inspectorate data does not cowver total
employment, but total employment on site, thereby omitting such

workers as delivery men and sales representatives. (3)

(2) To test whether the two methods (ERI and ERII) were compatible,
for one region (Wales) the ERII method was applied and the results
subsequently checked by reference to ERI data. Of the nineteen
labour markets involved, the two methods coincided in their
respective distinctions between dominated and non-dominated labour
markets in every case.

(3) However, to test the compatibility of the Factory Inspectorate
data with ERI figures, the corresponding statistics for a number of
Scottish ILIMs were compared and few significant differences were
fourd.
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(iv) Miscellaneous Data Sources In a number of cases the principal

data sources were supported by supplementary directory data,
personal knowledge as to the identity and importance of specific
companies or plants, and ancillary sources such as newspaper
reports. Data availability referred to 1973 in most cases.

To sum up the major points emerging from the discussion on
data availability it would appear that there are a variety of LIM
data sources available to the project to help select dominant plants
(see Table A2.1). However, in all cases the data bases are limited,
both in the extent to which they can be used to identify a LIM plant
hierarchy and in terms of the quality and reliability of the
figures. Nonetheless taking account of the different data sources,
and the qualifications associated with each, it is still possible to
build a sufficiently comprehensive picture of LIM structure and
thereby identify plant dominated LIMs. The actual definition or
measurement of dominance should, however, reflect data
availability. Accordingly the limitations on the available sources
will constrain the complexity of the measure adopted. The possible
approaches to this problem are discussed in the following section. -

2 ALTERNATIVE METHODS OF DEFINING DCMINANCE

The definition of plant dominance may be viewed as either a
statistical or behavioural phenomenon. (4) Whilst the project,
given this distinction, is interested in behavioural phenomena. ,
data is only available in relation to statistical estimates of LIM
concentration. Accordingly, dominance initially has to be
statistically defined. However, on the basis of this definition the
fundamental objective of the analysis is to subsequently identify
the behavioural characteristics associated with the statistically
defined estimate of dominance.

(4) Indeed Bunting (1962) draws the distinction between
concentration as a purely statistical characteristic in which a few
employers hire a large percentage of the market, and monopsony or
oligopsony which 1is defined as a behavioural characteristic.
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Concentrating on statistical estimates there are two broad
approaches to the definition of dominance: firstly,a relatively
simple method where LIMs above a threshold concentration level are
classed as dominated; and secondly, to set up some “normal"
distribution of plant sizes from which a distinctive "dominated"
distribution of plant sizes may be distinguished. Operationally the
most important distinction between these two approaches lies in
their data requirements. The former requires only the size of the
largest manufacturing employer in the LIM, whilst the latter
requires a complete size distribution for all, or at least the
larger, plants. The features associated with each approach are
discussed below although it should be remembered that data on the
plant size distribution for all 1ILIMs is not available.
Nevertheless, the alternative more involved definitions are analysed
on the more limited data base to establish whether there is any
evidence of a normal and a dominated distribution. This discussion
also serves to indicate that the more sophisticated measures also
suffer from problems which would be difficult to overcome even if a
more complete data set was available.

2.1 The Threshold Approach

The threshold approach to defining dominance has a number of
advantages, particularly from an operational standpoint. Indeed,
given the statistical inadequacies of the available data sets, it is
the only readily applicable indicator of plant dominance. The
simplicity of the measure also means that it is easy to apply, and
not subject to the same degree of ambiguity normally associated with
the more sophisticated indices (see below).

Nonetheless, the apparent simplicity of wusing a single
percentage value as the definition of a dominant plant conceals a
number of difficulties. One major problem involves adequately
defining a manufacturing plant. At the simplest level a plant may
be thought of as a single factory but there are a number of more
complicated situations which serve to confuse this definition. 1In
particular there are examples of multiplant companies within a LIM.
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For the purposes of the research all commonly owned plants within a
LIM are treated as a single establishment. (5) Another similar
problem associated with the threshold approach, and one which is
more difficult to identify and resolve, concerns plants related
through a common holding company. Where such plants manufacture
similar or related products they are treated as though they were a
single plant.

The remaining problems with the threshold approach relate to
the definition of total LIM employment which forms the basis of the
dominance calculation. Three definitions are theoretically
feasible: the total workforce in the LIM; the workforce in the LIM
ergaged in non tertiary activity; and the economic base of the LIM
as defined in terms of the standard basic non-basic ratio. The
basic non-basic ratio was not considered as considerable doubts have
now been cast upon the export-led urban growth concept which forms
the basis of economic base theories (see Bumenfeld, 1957). Even if
this were not so, the calculation of the numbers employed in basic
enmployment for each LIM would still raise considerable conceptual
and statistical difficulties. Using the tertiary labour force as a
definition of LIM employment also raises a number of problems,
particularly in LIMs where the employment structure is dominated by
service activities and therefore any dominant plant identified on
this basis need only employ a low proportion of total
employment. (6) Accordingly, and partly by default, the total
workforce in the LIM was selected as the most representative and
appropriate measure of LIM employment.

(5) Given the form of ERlL (Supplement) data it is not always
possible to distinguish between single and multiplant enterprises
within a LIM, although this is possible from Factory Inspectorate
data.

(6) For example, the St Andrews ILIM has a total workforce of 3,900
of whom 2,800 are in service occuptions. ‘Thus the largest
manufacturing employer with a workforce of approximately 450 might
be considered as dominant if the non-tertiary labour force were used
as a base. This would clearly be unrealistic given the employment
structure of the remainder of the LIM.
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Bearing in mind the problems associated with the threshold
approach the next step in identifying dominant plants using such a
technique involved deciding on an appropriate cut-off value. The
proportion of the total labour force employed in the largest
manufacturing establishment was therefore calculated for the 159
LIMs where ERI (Supplement) data was available. The results of this
exercise showed that these values trace out a skewed distribution
curve. The mean value of dominant plant is 12.3% and, reflecting
the skew in the distribution, the median value is 9.4% with an
interquartile range of 5.1% to 15.8%. Over the entire range the
extreme values are found in Leeds, where the largest plant employs
exactly 1% of the total workforce, and Coalville, where the largest
plant employs 66.6% of the total workforce. However, in analysing
the figures there does not appear to be a natural break in the
distribution. As a result it is necessary to select a cut-off value
on a pragmatic basis when trying to distinguish between dominated
and non-dominated LIMs. The primary requirement in this exercise is
to ensure that in setting the cut-off value a sufficient number of
dominated LIMs are included to enable the latter stages of the
analysis to be performed upon a reasonably large sample. On the
assumption that the 159 LIMs are typical of the population of 301
with respect to employment concentration Table A2.2 indicates the
number of dominated LIMs defined by a range of cut-off values. From
these figures it would seem that a value within the range 12.5% -
15.0% generates a sufficient number of dominated LIMs (that is,
about 100) for detailed study. Accordingly,any manufacturing plant
employing over 12.5% of the total LIM workforce was defined as being

daominant. 7

(7) The 12.5% cut-off also reflects the assumption that in any
subsequent questionnaire analysis only a limited proportion of
plants are likely to respond.
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TABLE A2.2 THE EXTENT OF DOMINANCE BY CONCENTRATTION

CONCENTRATTON
CUT-OFF VALUE NO OF DOMINATED LIMs NO OF NON-DOMINATED LIMs
5.0 229 72
7.5 180 121
10.0 141 160
12.5 116 185
15.0 : 88 : 213
17.5 6l 240
20.0 45 256
22.5 33 268
25.0 29 272

Source: W F Iever (1977)

2.2 A Size Distribution Typology

Although operational considerations dictate that a threshold
value approach should be adopted as a means of defining plant
daminance it is also possible to examine whether, by applying more
sophisticated measures to the LIMs where data on the plant size
hierarchy was more complete, it is possible to produce a more
precise and more appropriate dominance cut-off point. (8) In
general the alternative and more complex approach to defining
dominated IIMs relies on identifying some plant size distribution
which may be regarded in some sense as "normal" and thus
subsequently isolating a group of LIMs whose size distribution
differs significantly from this in respect of the largest plant in
the size distribution. Four approaches to the size distribution
typology are possible using four separate but related measures of
distribution. These are: the Rank Size Rule; Weavers Statistic;
Lorentz Curves and Concentration

(8) For this purpose the data available is as shown in Table A2.l
and i15; 74 LIMs for which the ten largest plants are listed from the
ERI (Supplements); and 21 Scottish LIMs for which a complete

size-distribution is available from the Factory Inspectorate records.
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Ratios; and Gini coefficiants, (for more details on the nature of
each statistic see Iever(1977)).

For each of these statistics attempts were made to identify a
normal distribution and subsequently a dominated distribution. 1In
each case, however, there were several major drawbacks associated
with the statistics from both a theoretical and practical
viewpoint. The major problem was that in the resultant plant size
distributions no clear break-point was apparent between the normal
and dominated group. Rather,the data suggested that the plant size
distrubutions were continuous and to distinguish between the two
groups would again involve introducing an arbitrary cut-off point
and not a natural break.

A second problem, and related specifically to the rank-size
statistics, concerned the role of the service sector in the
rank-size measures. The overall size of the service sector has to
be taken into account to ensure that LIMs with a high proportion of
employment in service occupations are unlikely to be dominated by a

small manufacturing plant, () (10)

However, as there is no size
breakdown of service sector establishments considerable problems
arise in the treatment of the service sector. 1In particularyif the
service sector is considered as a single entity in many cases it
tends to swamp the largest single manufacturing concern. Although
some modifications to the calculations may be made to overcome this

problem there is no generally applicable solution.

A final shortcoming of the various rank-size statistics
relates to the widespread requirement to index plants to control for
LIM size and thereby facilitate direct comparison between LIMs and
the normal distribution. However, by reducing the largest plant to
an index number the absolute size effect is concealed. Hence there

(9) For example, St Andrews where the University dominates the LIM.

(10) Ssimilarly, in cases where there is only data for the 10

plants there is also the problem that although a single plant may
appear dominant if there is a long tail of relatively small
establishments this will no longer be true.
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is no measure of how important the plant is within the LIM as a
whole, merely how important it is relative to the next largest
plant. There is no solution to this problem, since either the
rank-size curve is based on an index number which does not relate to
the total size of the labour force, or else the absolute value of
the relative proportions employed in the largest plants are used and
mathematical comparisions between individual curves and the "normal"
distribution become ambigious.

Other relatively minor shortcomings are also associated with
the various individual statistics. For these reasons, plus the more
general failings, it became obvious that there was no meaningful
alternative to the threshold approach. Accordingly the 12.5% cut
off value defining dominance was retained.

3 DOMINATED LIMs: OVERALL CHARACTERISTICS

On the basis of the 12.5% cut off definition it was possible
to identify 95 dominated LIMs (see Zppendix 6). Of these, three
(Crewe, Fraserburgh and Ilanelli) have two plants which each employ
more than 12.5% of the labour force; therefore,in total there are 98
dominant plants. These 98 plants employ approximately 570,000
workers. Six of the plants employ just below 1000 workers with the
largest employing almost 25,000. The average plant size is a little
under 6,000,

Table A2.3 shows the distribution of dominance wvalues for the
98 plants. The highest single dominance value is 66.57% and the
median value is 19.28%. Table A2.4 reveals that dominant plants
cover a wide range of industrial groups even although one-third of
the plants are engaged in coalmining and vehicle manufacture . The
only major industrial orders unrepresented are instrument
ergineering and the manufacture of leather goods. On the other hand
it is not surprising that industries which enjoy considerable scale
economies such as shipbuilding and wvehicles are overrepresented
amongst the 98 plants. In terms of the spatial distribution of the
95 dominated LIMs, Table A2.5 indicates that they are more common in
the depressed Development Area regions than in the Intermediate

Areas, and more common in the Intermediate Regions than the
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THE PROFORTIONAL, SIZE DISTRIBUTION OF DOMINANT PLANTS

EXTENT OF DOMINANCE

12.5 - 14.99
15.0 - 17.49
17.5 - 19.99
20.0 - 24.99
25.0 - 29.99
30.0 - 34.99
35.0 - 39.99
40.0 - 44.99
45.0 - 49.99
50.0 -

Total

NUMBER OF PLANTS

19
21l
12
13

8 T oo BN <) WY - S e M X

96

TABLE A2.4 THE INDUSTRIAL BREAKDOWN OF DOMINANT PLANTS

SIC INDUSTRY NO SIC INDUSTRY NO
I1 Mining 18 XI Vehicles 19
IIT Food 7 XI1 Other Metal Goods| 2
v Petroleum Products 1 XIII Textiles 2
v Chemicals 5 XIV Ieather 0
VI Metal Mfg. 10 XV Clothing 3
VII Mech. Eng. XVI Bricks Etc 2
VIII Instrument Eng. XVII Timber 1
IX Electrical Eng. 11 XVIII Paper 3
X Shipbuilding 4 XIX Other Mfg 1
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prosperous regions. It would be premature, however, to suggest that
the frequency with which labour markets are dominated helps explain
the level of economic well being in interregional comparisions. It
seems more likely that industrial structure forms an intervening
variable so that, for example, depressed regions are more dependent
upon declining industries such as coalmining, shipbuilding and metal
working for employment and these are the industries in which
dominant plants are most commonly engaged.

TABLE A2.5 THE REGIONAL 'BREAKDOWN OF DCMINANT PLANTS

REGION NO OF NO OF % OF TOTAL
LIMS DOMINATED
LIMs
E. Midlands 26 13 50
Scotland 3l 14 45
Wales 19 9 42
Northern 27 10 37
South West 40 12 30
Yorks, Humberside| 26 7 27
W. Midlands 22 6 27
N. West 36 10 25
E. Anglia 12 3 25
South East 62 11 18
Total 301 95 32

Finally, since it may be interesting at a later stage to
compare the performance of those LIMs which are dominated by a
single plant with IIMs where a single industry, but not plant, is
dominant it is also worthwhile identifying such areas. As Table
A2.6 shows from the ERII lists it is possible to identify 34 LIMs in
which one industry, here defined as a single Minimum List Heading
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(MLH) in the 1968 classification, employs more than 12.5% of the
total labour force, and in which no one plant is dominant. Two
related features of the table are worthy of some comment. The first
point is that the industry dominated IIMs are to a large extent
different from those characterising the plant dominated areas. In
particular, the industries where economies of scale are of obvious
importance tend not to be so well represented in the industry
daminated IIMs. Secondly, the industry dJdominated LIMs cover a
relatively wider range of industries than the plant dominated case,
and related to this they do not appear to be concentrated in one or
two sections, although possible exceptions to this are woollens and
footwear.



TABLE A2.6 INDUSTRY-DOMINATED LABOUR MARKETS

Minimum List Labour
Heading Industry

214 Meat and fish products

218 Fruit and vegetable products

27L General chemicals

311 Iron and steel

332 Machine tools

335 Textile machinery

339 Miscellaneous machinery

370 Shipbuilding

373 Rerospace equipment

399 Miscellaneous metal industries

413 Cotton weaving

414 Woollen and worsted

415 Jute

417 Hosiery

450 Footwear

462 Pottery

469 Building materials

472 Furniture

481 Paper and board

Total

No Of
Markets

ST S SRS S ST S ¢ F I O T R T R A S R o

34

36
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APPENDIX 3

THE IMPACT OF DOMINANCE ON PLANT PERSONNEL POLICY :
DATA COLLECTION

1l UNDERLYING CONSIDERATTONS

The ideal data set for researching the impact of dominance on
labour market behaviour would be an extensive plant level data bank
cover‘ing relevant labour market variables and other factors
influencing establishment personnel policy. In addition, to
generate meaningful control groups, this information would also have
to be available for a sample of otherwise similar non-dominant
plants operating in more competitive LIM conditions, and a
sufficiently large number of smaller plants operating within a
dominated LIM. Not suprisingly such disaggregated data does not
exist 1in an accessible and suitabl}( structured form.
Consequently, to test the hypotheses developed in the main body of
the text involves building an establishment based data set focusing
exclusively on plant labour market policies.

Considering the detailed and highly specific nature of the data
requirements, and the lack of a meaningful alternative source of
information, the only feasible method of gathering sufficient
in~depth information is by devising a suitably structured postal
questionnaire. (1) In terms of the research this form of data
collection has a number of significant advantages, none more so
than enabling the researcher to formulate gquestions and prompt both
guantitative and qualitative answers to a specific hypothesis
related to detailed aspects of plant behaviour and labour market
strategy. Therefore, the questionnaire approach partly avoids the
dangers often associated with more general data sets which are
liable to miss important details and lack sufficiently comprehensive
coverage. Another equally important advantage of a questionnaire
approach is the considerable flexibility it allows in selecting a
target group of plants and a sufficiently well-specified control

group. (2)

(1) Other approaches to the data problem, were also considered but
were not thought to be practical. Nonetheless where possible
questionnaire material will be suplemented by additional information
collected from other sources

(2} The Ques.tionnaire approaqh also suffers from known drawbacks and
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Accepting that the dquestionnaire approach is the most
appropriate way of collecting the data a proforma was devised by
directly addressing the theoretical issues identified in Chapter 2
and subsequently developing questions designed to highlight the
impact of dominance on plant personnel policy. As a result the
questionnaire included sections on : the establishment's general
background; labour supply and labour shortages; dominant plant wages
and earnings; dominant plant recruitment policies; plant level
unionisation; training policies; plant turnover and quit rates; and
the extent of fringe benefits offered in the plant (a copy of the
final questidnnaire is attached to the backcover of the thesis).
Within each section questions were asked on the labour market
environment faced by the firm and its implications for plant
manpower policies. Allied to this, questions were also asked about
how dominant plants adjust to changes in the LIM environment in
terms of their approach to persconnel policy. Where appropriate the
questions were designed to distinguish between the main skill groups

employed in the Plomt.(s)

In designing the gquestionnaire, care was taken to ensure that
responding involved the minimum of effort despite the range of
issues covered. Therefore, questions which were considered to
involve time consuming data collection were avoided in favour of
more impressionistic and occassionally qualitative responses. (4)
Where possible, and to avoid confusiong,the questions were framed in
accordance with definitions and terms commonly used by personnel
departments. Similarly, and to further reduce the demands on
respondents, the questions were also designed to correspond closely
with government and other similar requests for manpower and labour
market information. Finally/.....

(3) Specifically the questionnaire sought separate responses on each
aspect of personnel policy for skilled male manuals , other male
manuals and female manuals. This approach was adopted since on the
basis of previous research these categories were considered to be
the principal work groups within the plant that employers would tend
to adopt different attitudes towards.

(4) Thes unavoidably introduces a degree of inaccuracy and
subjectivity into the analysis which may influence the final
results, Nonetheless, in terms of a direct trade-off against a
satisfactory response rate ther¢ is little choice since either
subjective evidence and opinions are accepted or the response rate
falls sharply.
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Finally, in drafting the questionnaire the questions were carefully
and objectively constructed to avoid subsequently biased responses.
In particular, where sections were perceived to be difficult to

interpret the questionnaire was annotated to guide respondents. ()

When the draft questionnaire was completed it was piloted on a
sample of large plants operating in West Central Scotland. (6) The
response to the pilot exercise confirmed that dominénce did seem to
influence personnel policy , and that the questionnaire appeared to
. cover the principal elements of manpower policy influenced by
monopsonistic pressures. Nonetheless several changes suggested by
the participants were incorporated into the final questionnaire.
For example, on the advice of the pilot group personnel managers
several of the more sensitive topics potentially associated with
dominance were excluded from the final version of the document. In
particular, this applied to attempts to identify the characteristics
and determinants of industrial relations within dominant plants. 1In
this case it was felt by the pilot managers that detailed
questioning on the sensitive issue of industrial relations may be
misconstrued , and as a result this would reduce the response rate
7 Furthermore, on the basis of feedback from the
pilot exercise, it was decided to shorten several of the more

considerably.

quantitative sections, and for other topics switch to a more
impressionistic line of questioning ®) he pPilot/eceeeeneas

]

(5) In constructing the questionnaire other related research reports
were consulted to provide a suitable framework and to avoid possible
ambiguities.

(6) A list of participants is presented in Appendix 10. Although the
establishments selected for the pilot were not dominant they were
large local manufacturers employing a sizeable proportion of the
area's labour force, Consequently, the plants were familiar with
many of the possible characteristics associated with dominance.

(7) Fortunately the sensitive issues omitted from the questionnaire
were only of marginal significance to the research and therefore the
overall analysis of dominant plant personnel policy was not
significantly impaired.

(8) Besides simplifying the questionnaire,this approach may also
provide more meaningful results by avoiding the possible spurious
accuracy suggested by quantitative estimates.
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The pilot plant managers especially considered that it would be
unrealistic to quantitatively analyse recruitment methods, screening
techniques, training methods, and labour shortages. That is, if a
qualitative approach was not adopted it was felt that it would be
difficult for the respondents to compile accurate and meaningful
responses quickly.

Although questionnairing dominant plants is the only practical
means of gathering data on plant personnel policy this approach
remains subject to a number of drawbacks which should be explicitly
recognised as they may result in interpretative difficulties when
analysing the responses. One major drawback already mentioned is
that the type of question which may be reasonably asked is
restricted. Respondents will tend to ignore confidential and
sensitive issues or, and potentially(gn)xore problematic, will record

inaccurate and misleading replies. This shortcoming may be
serious as it is difficult to verify the quality and validity of
questionnaire responses. Consequently, the figures submitted by the
respondents generally have to be accepted as an accurate statement

- of plant personnel policy and labour market behaviour.

Another drawback to questionnairing relates to the institutional
constraints imposed on dominant plant behaviour as this also tends
to restrict the scope of the research. For example, the imposition
of incomes policy during the period under study effectively
contraints attempts to establish how dominant plant wage policies
relate to the LIM and changes in the LIM environment. Indirectly
this problem may also influence the behaviour of other aspects of
labour market behaviour such as plant training and recruitment
policies.

At a more general level another shortcoming associated with
questionnaire analysis is that it does not solve the problem of
determining causality from the responses and thereby the principal

(9) where potentially sensitive features remain in the schedule care
was taken to explain the purpose of the question, An assurance was
also given that the information collected would be treated as

confidential with the results of the study only being published in
aggregate.



41
factors actually influencing dominant plant personnel policy. (10)
As emphasised in the theoretical and empirical chapters many aspects
of dominant plant personnel policy are interdependent and similar
personnel policies may develop in response to different
(11)

provide a sufficiently comprehensive statistical base to confirm or

stimulii. Accordingly, whilst the questionnaire analysis will
refute previously developed hypotheses it will not be possible to
accurately or unambigiously establish the importance of particular

(12) Instead, therefore, the

personnel policy variables,
analysis of the questionnaire concentrates on identifying the
overall characteristics of monopsony rather than the employers

response to individual factors or stimuli .

2 THE DOMINANT PLANT RESPONDENTS

The finalised questionnaire was sent to each of the dominant
plants identified in Appendix 6 along with a covering Iletter
summarising the objectives of the survey. (13) Considering the
length and complexity of the questionnaire the repsonse rate was

high, with 41 out of a possible 96 plants replying. Of the 41

(10) Of course the same shortcoming, except perhaps at an even more
acute level, exists with other approaches. :

(11) The inability to determine the principal independent variables
may be further compounded by two additional factors. Firstly, as
the dominant plant personnel policy system is prone to
multicolinearity it is not possible to sequentially identify the
effect of a change in one variable on others. Secondly, there is no
theoretical reason to suggest that one model embraces the behaviour
of all dominant plants . That is, the nature of the dependent and
independent variables may change depending on the plant under
investigation.

(12) This is not always strictly true since some sections of the
questionnaire indicate fairly accurately the nature of the principal
determinants of personnel policy .

(13) Where appropriate, and to speed up the data c¢ollection,
reminders were sent to dominant plants not replying to the original
request. In turn these were followed up by contacting the dominant
plants directly.
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returns 4 were excluded from the subsequent analysis: two because
the plant's employment fell below the stipulated employee size
threshold of 1000 employees, and 2 because they were smaller
(14)

The

remaining 37 plants, constituting an overall response rate of 40%,

branches of firms already operating within the LIM.
are listed and in Appendix 9 .

In general the questionnaire returns appear to reflect the
charactéristics of the parent population, and therefore constitute a
sufficiently accurate starting point for identifying the effect of
monopsony on dominant plants. The regional distribution of the
returns is presented in Table A3.1 and indicates no significant
spatial differences in the structure of replies between the dominant
plant population and the respondent sample. A similar pattern. is
repeated with respect to the distribution of responses in terms of
ownership (Table A3.2) and industry (Table A3.3). In both/...e...

TABLE A3.l THE REGIONAL BREAKDOWN OF THE DOMINANT PLANTS' POPULATION
AND THE QUESTIONNAIRE RESPONDENTS ’

DOMINANT PLANT POPULATION QUESTIONNATRE RETURNS
REGION NUMBER PERCENT NUMBER PERCENT
Scot land 15 15.6 5 13.5
Wales 10 10.4 4 10.8
Northern 9 : 9.4 2 5.4
North West 10 10.4. 3 8.1
Yorkshire 7 7.3 3 8.1
West Midlands 14 14.6 4 10.8
Fast Midlands 5 5.2 5 13.5
Fast Anglia 3 3.1 2 5.4
Fouth East 11 11.5 5 13.5
South West 12 12.5 4 10.8
TOTAL 96 100 37 100

(14) The plants considered to be too small were Crosse & Blackwell

in Peterhead and Cadbury Schwepps in Montrose. The double
dominating firms were British lLeyland at Cowley and ICI in Ardrossan.
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In both cases the structure of the responses reflects the

characteristics of the parent population.

15)

the results of the questionnaire analysis should

Again,
reflect the

therefore,

particular personnel methods and manpower strategies favoured by the

dominant plant population.

TABLE A3 2 THE OWNERSHIP BREAKDOWN FOR THE DOMINANT PLANT POPULATION

AND THE QUESTIONNAIRE RESPONDENTS

DOMINANT PLANT POPULATION QUESTIONNAIRE RETURNS
OWNERSH IP NUMBER PERCENT NUMBER PERCENT]
Nationalised 27 28.1 10 27.0
State Owned 9 9.4 13.5
Foreign 10 10.4 13.5
UK Private 50 52.1 17 45.9
TOTAL 96 100 37 100

(15) One bias in the industrial structure of the respondents is the

high proportion of wvehicle manufacturers

-

However,

the 1limited

extent of the bias it is unlikely to lead to any major differences

when analysing the returns.
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QUESTIONNAIRE RESPONDENTS

ANT POPULATION

DOMINANT PL QUESTIONNAIRE RETURNS

SECTOR NUMBER PERCENT NUMBER PERCENT
Coalmining 16 16.6 3 8.1
Food & Drink 8 8.3 3 8.1
Mineral Oil
Refining - - - -
Chemicals _

& Plastics 5 5.2 3 8.1
Iron & Steel 12 12.5 6 16.2
Mechanical Engt 9 9.4 4 10.8
Electronics & ,
Elect. Eng 10 10.4 3 8.1
Shipbuilding 4 4.2 1 2.7
Autcmative &
Aerospace 19 19.8 11 29.7
Footwear 3 3.1 - -
Ti“‘ber 2 2 ol bt -
Glass Pottery &

Bricks 1 1.0 - -
Paper & Board 2.1 1 2.7
Rubber 2.1 1 2.7
TOTAL 96 100 37 100
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One potential problem with the dominant plant returns was that
the level of employment in the plants often £fell below the
pre~determined dominance threshold of 12.5% of total LIM
employment. This failure to meet the cut-off value affected 12 out
of the 37 respondents, and although in some instances the
differences were marginal in others the <changes were gquite
significant. The extent of the change in each of the plant’s level

of dominance is shown in the f£inal colum of Appendix 9. (16)

Although the decline in employment is in same cases significant
this does not imply that these establishments should be regarded as
non-dominant, and therefore inappropriate for consideration in the
empirical analysis. That is, a decline in plant employment does not
necessarily imply that the establishment no longer employs a
sufficiently high proportion of the manufacturing employment in the
LIM. In particular, the decline in dominant plant employment may
have been paralleled by a similar declinhe in LIM working population,
thereby maintaining the plant's quasi-monoponistic position. Indeed
this is likely to have happened following the short and continuous
(17) Unfortunately,
as there are no up-to-date unemployment figures available on a LIM

rise in unemployment over the past decade.

basis, it is not possible to establish whether this has been the
case. Nevertheless, and although it is unlikely, even if there has
been no parallel reduction in overall LIM employment, manufacturing
jobs in the LIM will probably have declined in line with the general

trend in the economy (see Bacon & Eltis, 1976). Again, therefore, a
decline in deminant plant employment need not advérsely affect the
establishment's preeminant position in relation to other LIM
manufacturers.

(16) This trend adds to the argument that the research should
distinguish between high and low dominance sub-groups

(17) Por example, between 1970 and 1978 (when the questionnaires
where returned) unemployment in Great Britain rose from 577,000 to
1,410,000; an increase of over 100% (figures based on the Annual
Abstract of Statistics, P160, Table 69)
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The extent of more recent changes in dominant plant employment

gathered from the questionnaire responses is summarised in Table
A3.4. The figures show that between 1976 and 1978 the majority of
plants increased employment. In some cases the increase was
significant with, for example, 21% of responding firms growing by
more than 10%. Of the plants experiencing a decline in employment
85% of these establishments did so marginally. These figures
suggest that any long run decline in employment has stabilised and
therefore these plants are likely to remain dominant.

TABLE A3.4 THE PERCENTAGE CHANGE IN DOMINANT PLANT EMPLOYMENT

1976 - 1978
PERCENTAGES CHANGE FREQUENCY
(percentage)
Above 10% increase 21
0 - 10% increase 15
0 - B% increase 26
0 - 5% decrease . 32
6 - 10% decrease 3
Above 10% decrease 3
34
Total number of observations {160)
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The skill structure of the questionnaire respondents is an
additional aspect of plant employment structure which should be
considered as its composition may also influence personnel policy.
Table A3.5 breaks down plant employment by skill. The results
indicate that there is a wide variation between plants in the
proportion of skilled workers in the sample. In almost half the
sample the proportion of skilled workers to manuals was below 20%,
Six of the plants employed between 20% and 40% as skilled workers,
and eight of the plants employed between 40% and 60%. In the
remaining four plants between 60% and 80% of the workforce were
skilled. ‘The variation in the proportion of skilled workers
employed by the plants will tend to influence the emphasis employers
place on the different skill groups in their approach to personnel
policy. However, despite this it remains unlikely that the observed
variation in the importance of individual skill groups will
significantly alter the underlying attitude of employers to the
skill groups identified in the questionnaire.
Irrespective/.ceecececes

TABLE A3.5 SKILLED WORKERS AS A PRCPORTION OF MANUALS

PERCENTAGE OF RESPONDENTS

PERCENTAGE . |DOMINANT CONTRCL: GRO
PLANTS

0 - 20% 44 T 45

21 - 40% 19 14

4] ~ 60% 25 23

61 - 80% 12 18

8l - 100% 0.2 0.0

No of observations 32 (100) 22 (100)
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Irrespective of the number or proportion of workers in a skill group
plant management will tend to adopt a characteristic attitude
towards each category which will depend more on the nature of their
skill rather than their relative significance within the plant.

Another characteristic of the dominant plant sample which may
influence personnel strategy is the length of time the establishment
has been located in the area. Table A3.6 analyses the date of
establishment in the ILIM for the questionnaire respondants. The
data shows that all the plants, bar one, have been located in the
LIM for a considerable time. As a result the vast majority of firms
will have developed well established personnel policies reflecting
management's knowledge and experience in the area and the possible
contraints imposed by LIM dominance. Accordingly, when analysing
the questionnaire responses it should not be necessary to take into
account the time plants have been operating in the area.

3 THE INTER-LIM CONTROL GROUP : LARGE PLANTS OPERATING IN A MORE
COMPETITIVE LIM

To effectively isolate the impact of dominance on plant
personnel policy involves creating a control group of otherwise
similar but non-dominant establishments . Unfortunately creating an
acceptable control group is an exercise characterised by significant
difficulties. '

One fundamental stumbling block relates to the theoretical
problem of adequately isolating the effect of monopsony on a
completely standardised basis since in trying to create an adequate
control group not only does the structure of the LIM alter but so too
must the size of the LIM. That is, in attempting to create a
compatible control group by selecting establishments of a similar
size operating in a competitive LIM two, rather than one, labour
market parameters must change. Under these unavoidable conditions
it may not be possible to accurately distinguish between the effects
" of monopsony from LIM size when examining dominant plant personnel
policy. (18

(18) Not all aspects of personnel policy are subject to LIM size
effects. Therefore when testing some hypotheses this problem
presents little difficulty. Where LIM size may be expected to have
an impact attempts will be made to distinguish them from monopsony.
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TABLE A3.6 DISTRIBUTION OF THE DATE OF DOMINANT PLANT LOCATION

IN THE LIM

DATE DOMINANT PLANTS CONTRCL, GROUP

(3) (%)
Pre 1900 27.3 36.4
1900 -~ 1929 21.2 22.7
1930 - 1969 48.5 40.9
1970 onwards 3.0 0.0
TOTAL 100 . 100

A similar control problem faced by the research was that the
theoretical predictions associated with wage and employment levels
in a monopsonistic LIM draw a direct comparison with what labour
market equilibrium would have been in the same area were it
characterised by .perfectly competitive conditions. However,
empirically this form of comparison is not possible. Therefore, and
as proxy, Dominant Plant behaviour has to be compared with a control
group operating in separate but broadly comparable LIMs. In
adopting this approach it is assumed that the structure of the
control LIMs' labour supply curves are broadly compatible with the
dominated LIM supply curves. Moreover, of equal importance the
level of labour demand within the control group markets are similar
to the level prevailing in the dominate.d. LIMs. If either of the
aspects differ significantly then, in certain cases, observed
differences between the samples cannot be unambiguously attributed
to the impact of monopsony.
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Bearing in mind the theoretical and operational problems
associated with defining a satisfactory comparitive sample the
control group was developed almost exclusively on a pragmatic basis.
This involved circulating the dominant plant perscnnel policy
questionnaire to over 250 major establishments operating in large
urban areas where they only employed a relatively small proportion of
the local workforce. (19) The plants were selected using tracie
directories and other similar methods, whilst at the same time
considering the characteristics of the dominant plant

population. (20)

The reponse rate in the control group exercise was substantially
lower than the dominant plant survey with only 30 replies from the
original 273 questionnaire sent out. To some extent this was to be
expected since the structure of the questionnaire was geared towards
identifying the characteristics of dominance. Therefore, the
questions may not have been of particular relevance to the control
group. ‘This largely unavoidable shortcoming was often compounded by
data problems resulting from either inaccurate or outdated
information in the trade directorces.

TABLE A3.7 THE REGIONAL BREAKDOWN OF CONTROL GROUP RESFPONSES

REGION NUMBER PERCENTAGE;
Scotland 3 12.5
Wales - -
Northern - -
North West 2 8.3
Yorkshire Humberside 2 8.3
West Midlands 5 20.8
Fast Midlands 5 20.8
East Anglia 2 8.3
South East 5 20.8
South West - -
AL 24 100

(19) A complete list of the 273 firms involved in the exercise is
presented in Appendix 10.

(20) For example, attempts were made to match the industrial spread
of the dominant plant population by questionnairing mining and steel
plants, both of which were commonly associated with dominance.
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In particular, on many occasions it transpired that plants had
either closed or changed their address, and therefore many
questionnaires did not reach the targeted establishments.

Of the 30 replies 6 were rejected, largely on the grounds that
over the last few years the establishments had either considerably
reduced their workforce or the trade directory used referred to
company, and not plant, employment. In both instances this meant
that total employment £fell well below the 1000 worker size
threshold. 1In total, therefore, for the control grou%e';n?'ere only 24
replieTfo sufficient . quality resulting in an overall response rate
of 9%, (%1

Despite the disappointing number of replies the sample of
responding firms, with several qualifications, still appears to
constitute an adequate control group. For example Table A3.7 and
Table A3.8 show that, like the dominant plant replies, the responses
cover a broad rarnge of regions and industries. However, there are
differences within the common spread which should be taken into
account before camparing the data generated by the two samples. In
particular it does seem that geographically the control group is
underrepresented in Wales, Northern Region, and the South West and
overrepresented in the West Midlands and the South East. That is,
the control group plants appear to be concentrated in the more
prosperous areas. Similarly, but on an industrial basis, it seems
that the control grouwp are particularly underrepresented in
coalmining, iron and steel and to a lesser extent in mineral oil
refining, shipbuilding and automotives. The control group sample is
overrepresented in mechanical engineering and electronics. Once
again, therefore, the control group appears to be concentrated in
the more bouyant sectors of the eéonomy. Both of these results will
have implications for the empirical isolation of monopsonistic
influences on dominant plant behaviour.

(21) This slow response rate occured despite strenuous follow-up
efforts including telephone contacts and sending reminder
questionnaires.




TABLE A3.8 THE INDUSTRIAL BREAKDOWN OF CONTROL GROUP RESPONSES

SECTOR NUMBER PERCENTAGE
(oalmining - -
Food & Drink 3 12.6
Mineral Oil Refining - -
Chemicals & Plastics 1 4.2
Iron & Steel 2 8.4
Mechanical Eng 6 25.0
Electronics &

Electric Eng. 5 20.8
Shipbuilding - -
Autamotive & Aero 2 8.4
Metal Industries 1 4.2
Textiles - -
Footwear 1 4.2
Timber 1 4.2
Glass Pottery &

Bricks - -
Paper & Board 1 4.2
Rubber 1 4.2

TOTAL 24 100
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On the basis of the regional and industrial variations between
the dominant plant and the control group samples it would seem
realistic to suggest that this would also be reflected in
differences between demand levels and unemployment rates between the
two groups of LIM. Whether or not the view can be supported is
examined in Table A3.9 which compares the level of unemployment in
the dominant plant and control group areasgNote, however, that it is
not strictly possible to measure the level of unemployment in the
control group areas as they do not form part of any well defined
LIM. Thereforeyin the table regional unemployment rates are used as
a proxy. The unemployment rates for the dominant plants and the
regions are estimated for the period 1971-1975 since the
questionnaire often refers to previous as well as current policies.
The figures in the table show, quite suprisingly, that the overall
UK unemployment rate between 1971 and 1975 was higher than the
equivalent rate for the dominant plant questionnaire respondents.
Similarly, on a regional basis the table also shows that in all but
two of the regions the unemployment rate is lower for LIMs where the
dominant plants responded to the questionnaire. This picture is
supported by the column showing the unemployment rates for the
non-dominated LIMs, where once again the average unemployment rate
is higher than the average dominated rate. Similarly, in all but
two regions, the average level of unemployment in the dominant plant
LIMs responding to the questionnaire is lower than the non-dominated
group. (22) Once again these results will have implications for
the way in which the guestionnaire data is analysed. In particular
the figures appear to contrast with the earlier evidence which
suggested that demand levels were higher in the control group
sample. That 1is, it will be difficult to decide whether demand
levels are materially different between the two samples and,
therefore, how best to control for this potentially important
variable. Fortunately/. ceenens

(22) Note that the only group with generally a lower unemployment
rate than the plant dominated LIMs is the industrially dominated
group. Note also the unemployment rate for the total dominant plant
sample in higher than the figure for the questionnaire respondents.
That isy;the respondents appear to be an above average sample with
respect to level of LIM unemployment.,
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Fortunately, however, this problem was anticipated when designing
the questionnaire and in many sections of the document an attempt
was made to automatically control for demand and as a result this
should not be a serious or widespread problem when analysing the
responses.

As with the dominant plant sample it is also important to
examine the distribution of skill groups within the control group
plants, and how well established the control group plants are in the
area. As Table A3.5 shows the variation in the proprtion of skilled
workers in the control group is high but nonetheless very similar to
the results observed in the dominant sample. Table A3,6 shows that
all the control group plants are well established in the LIM which
is again similar in pattern to the dominant plant sample.
Accordingly, it would seem reasonable to compare the results of the
dominant plant and control group questionnaires without specifically
having to take account of differences in skill structure and set-up

dates between the samples. (23)

The limited number of observations in the control group and
dominant plant samples will also in general, impose restrictions on
the possible methods of analysing the questionnaire returns. In
particular it will not be feasible to effectively take account of
the many influences on plant personnel policy besides

dominance. (24)

(23) As Tables 11 & 12 1in Appendix 1/ indicate there were
significant differences between the control group and the dominant
plants both in relation to total plant employment and the percentage
of manual workers in the two samples. Nevertheless it is not
expected that these differences will significantly affect the
questionnaire analysis. Referring to average plant size although
the differences are substantial the average figures are both well
beyond the level required to induce size effects. Similarly the
differences between the proportion of manual workers in the two
samples should not alter management attitude towards personnel
policy within each manual group.

(24) In addition to those mentioned above this would include
bargaining structure, industry growth and conderation which are LIM

specific .
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Therefore, the analysis of the questionnaires will be restricted on
most occassions to a simple division between dominant and
non-dominant plants with only limited reference to the way in which

other variables may influence the results. (25)

This is an important point to remember when trying to isolate
the impact of monopsony on dominant plant behavioursince it may be
the case that results consistent with monopsonistic predictions may
actually reflect other pressures which it was not possible to
control for the analysis. The one way to overcome the problem is by
looking at variations in the extent of dominance within the dominant
plant sample. That is, where possible it will be important to
identify whether the impact of monopsony varies with the level of
plant dominance. Unfortunately, and in view of the contraints
imposed by the limited data set, this can only realistically be
achieved by dividing the sample into low and high dominance
sub—t;;r:oups‘1 ns&.lbseqt:uantly,r tesing for differences between the two.

The limited number of respondents also restricts the
sophistication and extent of the statistical techniques which may be
used to analyse the dominant plant and control group data. On most
occascons (twill only be feasible to use basic statistical tests to
establish whether there are significant differences either within
the dominant plant sample or in comparison with the control group.
In some cases even basic tests are not particularly meaningful and
the study then has to rely on a more descriptive and impressionistic
analysis of the questionnaire returns.

(25) For example, there are an insufficient number of observations

in the sample to investigate in any detail the impact of LIM size in
determining plant personnel policy.
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4 THE INTRA-LIM CONTROL GROUP : THE RELATIONSHIP OF THE DOMINANT
PLANTS TO OTHER SMALLER LIM ESTABLISHMENTS

When dealing with the intra-LIM impact of dominant plants, which
is largely the impact of plant size on dominant plant personnel
policy, it is not practicable to create a suitable control group
using questionnaire techniques. The response rate by small fimms to
questionnaires is extremely low and to ensure a sufficiently large
control group would have involved a major research input. This is
particularly true as the process of identifying appropriate small
manufacturing firms would be difficult. (26) In addition,
quantitative data gathered from smaller firms would have to be
handled with caution as, generally speaking, smaller plants tend not
to maintain comprehensive personnel records and consequently their

responses would be more subject to error than large plant returns.

To overcome the problem of the lack of an adequate small
establishment control group it was decided to include questions on
the relationship between the dominant plant and the smaller LIM
plants in the questionnaire sent to the dominant plants. As a
result the answers given by the dominant plants, although somewhat
subjective, will provide an insight into intra~LIM behaviour without
questionnairing smaller establishments.

(26) Even the expérience with the 1large plant control group
confirmed this.
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To compliment the questionnaire data the results from previous
studies into small £irm behaviour will be included in the analysis
where appropriate as a proxy control group. Indeed where possible
the intra-LIM comparisons incorporated into the dominant plant
questionnaire were based on the format used in more general studies
of personnel policy that also covered small plant behaviour.
Therefore, although a control group was not developed specifically
to examine the intra-IIM characteristic of dominant behaviour, the
information gathered from the dominant plant questionnaire and other
external sources should be sufficient to provide an insight into the
nature of dominant plant behaviourinrelation to the other (smaller)
establishments operating in the LIM.
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