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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)
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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."



55
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
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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

Primary Monopsony Influence

Labour Supply Inelasticity

Quits Training

Shortages

Secondary Influence

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