Collective Bargaining and Wage Determination
in Italian Manufacturing *

Introduction

The aim of this paper is to present preliminary work on the
- role of unions and collective bargaining in the process of wage
determination at firm level. There is considerable evidence to support
the view that, at least in some countries, workers who are union
* “‘members are paid higher wages than non-union workets.

. This empirical result is usually obtained using data on wages of
“individual wotkers which makes it possible to control for the charac-
~tetistics and labour quality of individual workers. In some studies the
“unionisation variable is not defined on the basis of union mem-
“bership, but on the proportion of workers covered by collective
‘agreement.

. Coverage data are used in an attempt to control for wage
“spillovers between union members and the non-union workers
overed by collective agreements. When collective bargaining takes
lace at establishment level and covers all workers, the union/non-
nion differential refers to the wage paid by different establishments
on the basis of their being unionized or not (i.e. with or without
.collective bargaining). In British studies on unions this is often
teferred to as “union recognition” for wage bargaining putposes. The
mpossibility to control adequately for labour quality raises, in this
‘ase, a serious problem of omitted variable bias.

.. When coverage and not union membership is the relevant
atiable to be included, as in the case of Italy, the role of unions
annot be fully analysed simply on the basis of classifying establish-
ments as union or non-union (with or without a recognized union).

* Financial support from the CNR is gratefully acknowledged. I thank participants
he Annual Conference of EALE (European Assaciation of Labour Fconomists), held
adiid in September 1991 and the Seminar on “Modelling the Labour Market with
3-Data”, held at the Furopean Univetsity Institute in October 1991. I thank
Assolombarda for access to the data,
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Even if recognized, the union’s strength varies from place to place,
and the collectively agreed wage can also vary according to the
monopoly power of unions. This is what the present paper tries to
investigate for Italian manufacturing industy.

Official statistics for individual workess and establishments are
not available in Ttaly. There are, howevet, unofficial data which can
be used to analyse the effects of unions and collective bargaining on
wage differentials across firmns. This is the case for the data collected
at firm level by Assolombarda (the Employers’ Association of
Lombardy). These micro-data refer in particular to the components
(make-up) of pay and to other characteristics of different firms. The
composition of pay reflects the relative importance of the different
levels (national and local) at which collective bargaining takes place.
Assolombarda also collects data on union membership of employees.
In so far as the percentage of organised workers can be considered as
a proxy of union monopoly power, it may help to explain wage
differentials among firms.

The paper is organized as follows: Section I describes the charac-
teristics of the wage determination process and how it affects the
composition of pay in Italian manufacturing. It then looks at how the
methodology generally used to estimate the union/non-union differ-
ential can be fruitfully applied to the Ttalian case. Section II describes
the data set and variables used. Section TII presents regression esti-
mates and in particular focuses on the relevance of union density and
firm size to the level and composition of pay for both manual and
non-manual worlkers.

L Levels of Bargaining and the Composition of Pay

The industrial relations setting in Ttaly has specific charactet-
istics, An important feature is the scala mobile — an automatic
indexation system which links wages to a cost of living index. There is
an ad boc component of earnings (the so-called contingenza) which
follows cost of living dynamics. The mechanism is such that a one per
cent increase in the cost of living automatically raises the average
carnings of workers in the manufacturing sector by roughly .45%. It
can thus be said that the indexation system offets wage protection
covering nearly half the rate of inflation. '
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On top of this, widespread centralised collective bargaining
takes place at the sectoral level: there is one system for the metal-
mechanical sector, one for the chemical sector, one for the textile
sectot, efe. All Italian workers are covered by at least one form of
national collective agreement. In general, bargaining takes place
every three years and the agreement sets wage levels for the different
grades by which salaried workers are classified. These grades, or
" levels, reflect the qualifications, professional skills and responsi-
 pilities, efc., attached to each job.

The classification of workers into different grades is made at firm
Jevel on the basis of guidelines agreed at the national bargaining table
“and incorporated into the sectoral agreement. There are about ten
“grades, depending on the sectoral agreement; approximately five for
“manual wotkets and six or seven for non-manual workers. There is
“some overlapping (inguadramento unico) between the highest manual
grades and the lowest non-manual ones.

. The wage rate effectively paid to each worker depends on two
“decisions taken at different levels: the first takes place at national
“Jevel, where wage rates are defined; subsequently, at local level, the
grade to be assigned to each group of workers is decided.
 Wherte the local union is particularly strong and aggtessive, it
pushes the firms to classify worlers into the high grades. In Ttaly a
sort of “classification drift” can be observed, i.e. changes over time in
the structure of workers by grade level that lead to an increase in the
verage wage,

Although workers can be classified through collective bargaining
t. local level, not all firms have local collective bargaining, as is the
ase for very small firms. Unfortunately, there are no official statistics
n the proportion of firms in which collective bargaining takes place:
vhere it exists, the two parties — the firm and the union - bargain on
lifferent issues, besides the classification of workers. They also
Dargain on wotking hours, incentive schemes, efc. In general, the
Feement sets wage increases that take the form of wage premiums
“bonuses {usually paid on an annual basis).

_Finally, the firm itself can decide further wage increases. They are
called superminini individuali (individual wage-drift) and are awarded to
dividual workers on the basis of metit, effort, participation, efc. Some-
they are decided between the firm and the individual worker. Each
of bargaining, either collective or individual, refers to a different
potient of pay, which exhibits its own dynamics over time,
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Table 1 presents the average values of different pay components
for the sample of firms used in the empirical investigation. The
figures give an idea of the relative importance of different
components and of their vatiability across firms. The data could have
been disaggregated by occupational grade but the averages of the
blue-collar and white-collar grades are sufficient to understand the
link between the composition of pay and the structure of collective
bargaining,

The three columns refer to different levels of bargaining: the
first refers to the national level and represents the minimum average
pay for a given structure (by occupational grade level) of employed
workers. This figure accounts for more than 70 per cent of total
average pay and its variability across firms is fairly limited. It mainly
reflects the different classification procedure followed at the firm
level. :

Local collective bargaining (column 2) accounts for no mote
than 15 per cent of total pay; the rest, roughly ten per cent, is merit
pay or other forms of concessions made by firms (column 3). This
form of “drift” varies considerably for different occupational grade
levels, Tt is extensive for very highly qualified workers and very
limited for the less qualified. On average it is higher for white-collar
workers {about 20 per cent of total pay) and lower for blue-collar
workers (around three per cent). The drift varies across firms, and the
same is true for pay components agreed at local level. These are the
two components of pay which make up the variations across both
firms and different grade levels,

From Table 1, we observe that the average wage differential
between blue-collar and white-collar wotkers is around 32 per cent
(last column). The same differential calculated only on the
component of pay fixed at national level (first column) is much less
than that; only ten per cent. It rises to 16 per cent when considering
the wage component bargained at firm level, whilst the individual
drifc determined by the firm itself is much higher for white-collar
(seven times that of blue-collar) workers. Internal occupational wage
differentials are very much due to this form of drift (ASAP, 1990).
Nationally-determined wage rates present very little variation among
different categories of workers, Moteover, the level of contingenza is
roughly similar for different- occupational levels, given that the
indexation system is based on a fixed cost of living point equal for
everybody (punto unico).
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This flat-rate system of indexation, combined with an inflation
which for ten years (1975-85) was constantly in the two-figute range,
caused an exceptional reduction of differentials by skill (Dell’ Aringa-
Lucifora, 1990). This levelling affected white-collar much more
markedly than blue-collar wotkers. One reason for the high wage
drift for highly qualified workets could be found in firms’ attempts to
contrast the levelling effect of the scala mobile system and to restore,
at least in patt, previous differentials.

_ Local bargajning also tends to be egalitarian — wage increases
 agreed at firm level do not differentiate much according to the level
 of qualification, However, the results of local bargaining in terms of
wage levels and wage increases are quite different from firm to firm.
‘Some firms have no collective bargaining at all, others do but in-
frequently and, in any case, over limited wage increases, while others
‘batgain frequently and over large wage increases.
. The same applies to the wage drift determined unilaterally by
“firms, which varies considerably between firms.

TasLe 1
THE COMPOSITION OF MONTHLY BEARNINGS
IN MANUFACTURING INDUSTRY
{means (S. D.} in thousands of lire)
Components Wage rate Bonuses and B;?;Sneiiggd
of pay + contingenza premiums (merit pay) Total
- bay
i Level of National Agreements Concessions
 bargaining agreements at firm level by the firm
1,352 269 33 1,673
(107) {142) (49) (126)
1,491 312 411 2,214
(128) (185) (195) (260)
1,415 294 223 1,931
(168) {164) {144) (258)

Assolombarda (1983)
yata and Description of Variables

The data set used in this paper comes from a survey conducted
ssolombarda in 1989 and based on a sample of 150 firms
listributed throughout the province of Milan, The firms responded to
ostal questionnaite on pay levels and on other characteristics such
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as unionization, absenteeism, turnover, strikes, composition of em-
ployed workers by gender and skill, collective bargaining arrange-
ments, elc.

As some sectors were not properly represented, only 75 firms
from the metal-mechanical and chemical sectors have been chosen for
the empirical analysis.

Table 2 summarizes data by providing mean values of selected
firm characteristics with the sample stratified in five employer-size
categories.

The wage variable is reported as monthly earnings (month of
October) and includes a monthly pro-quota of premiums and bonuses
paid on an annual basis. The definition of earnings is close to the
concept of yearly earnings, which is important given that “drift” at
local level takes the form of payments usually made once a year. As
far as size is concerned, it should be noted that our measurement of
employer size at firm ot enterprise level differs from most studies
done on this subject, since size has been measured at establishment or
plant level. Apparently, both the size of the establishment and that of
the firm would seem to play two independent and positive roles
(Brown-Medoff, 1989). Only one union variable is included in the
analysis, and it indicates the percentage of the firm’s workers that is
unionized. The sample does not allow us to make an adequate
separation between firms with local collective bargaining and those
without, as only ten out of 75 do not have Jocal collective bargaining.
This is too limited a number to draw any significant conclusions.
Therefore the sample turned out not to be representative enough
from this point of view, which explains why a union/non-union
dummy variable has not been introduced into the regression analysis.

The percentage of unionized workers is meant to reflect the
monopoly power of unions. 1t should be clear that union density as
measured in this paper does not play the same role that the “extent of
unionism variable”, when measured at industry level, plays in the
literature on the union/non-union differential (Lewis, 1983).

Some significant links between different characteristics of firms
ate readily apparent from Table 2. Earnings of both blue-collar and
white-collar wotkers increase with size, at least until the medium size
range. Earnings seem to be rather similar for medium and very large
firms. The percentage of blue-collar workers decreases with size
(there are mote services to be produced in large organizations) and
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TabLe 2

EMPLOYER SIZE AND SAMPLING MEANS OF RELEVANT VARIABLES

]
_ Employer size (number of employees} Total
Definition 0-49 50-99 100-499  500-999 1000+
Number of firms 20 13 27 10 5 75
Monthly earnings
{thousands of lire)
Blue-collar 1,552 1,639 1,731 1,720 1,710 1,675
White-collar 2,031 2,211 2,294 2,309 2,336 2,214
All workers 1,748 1,841 2,009 2,090 2,160 1,931
Gender {1 if female;
0 T? H?ale) 23 27 21 25 43 29
Qualification
(1 if blue-collar;
| 0 i white-collar) 66 58 32 46 38 53
Sector (1 if chemical;
|0 if metal-mechanical) 30 15 30 60 20 23
[ Percentage unionized
10100
' Blue-collar 41 54 60 61 49 33
White-collar 11 21 23 24 19 20
All workets 35 40 42 43 30 39 J

he different composition of the wotk force must be taken into
sitount when analysing the effect of size on earnings. Finally,
inionisation increases with firm size. As expected, large firms are
siofe unionized, which poses a problem of separating the effect of
siz¢ from that of union density on differentials across firms.

11.: Some Preliminary Estimates

~ Estimates from different wage regressions are presented in
l¢& 3-6. Only the specifications which have given the best results
pear in the tables, The explanatory vector includes fc?ur
ployer-size dummies. They correspond to the following categories:
9, 100-499, 500-999, 1000 and over. The less-than-30 category is
itted from estimation and thus serves as a reference group.

oral dummy is included for the two sectots considered: metal-

)
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metal-mechanical and chemical, The proportion of female and blue
collar-workers respectively employed in the firm are included to
capture compositional (but not only compositional) effects. Finally,
the percentage of unionized workers is included in order to disen-
tangle wage effects of size and unionization.

The results confirm that each of the two factors play an inde-
pendent role. They could also interact in the process of wage determi-
nation, and for this reason several interaction terms have been added
and tried in the regression analysis, but in this case the empirical
results were not satisfactory as they turned out to be highly sensitive
to the specification adopted.

Separate regressions have been estimated for white-collar, blue-
collar and all workers, The results presented in Table 3 show that the
estimated wage premium for the largest size category is about 14 per
cent, less than that found in similar studies for other countries
(Mellow, 1983). The size-differential is probably underestimated, as
small firms without collective bargaining ate not well represented in
the sample. As discussed below, fitm size appeats to be extremely-
important in explaining the pay component which is determined
through collective bargaining at firm level, as it is likely that small
firms which do not batgain with local unions are also those which pay
the lowest wages. .

Wage differentials do not increase uniformly with size. Their
magnitude increases significantly for firms with over 100 and over
1000 employees. In between, for a vast range (100-1000} which
includes all the medium-sized fitms, wages seem not to be affected by
size. This applies to both white- and blue-collar workers. The compo-
sition of employment (by skill and gender) affects, as expected, the
level of wages. The percentage of blue-collar workers does not
capture only a compositional effect. Indeed, on average, firms em-
ploying more blue-collar workers tend to pay lower wages to both
categories, The blue-collar percentage probably reflects the effect of
technological factors on the level of wages, Union density has a
significant effect only on the blue-collar workers’ wages; the esti-
mated coefficient on the union density variable for white-collar and
all workers equations is correctly signed, but not statistically sig-
nificant. The estimated coefficient indicates that an increase of
roughly ten per cent of union density is needed to increase the level
of wages by one per cent.
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TaBLE 3

REGRESSION ESTIMATES OF THE IMPACT OF EMPLOYER
SI7E AND UNIONIZATION RATES ON LOG EARNINGS,
{t-statistics In parentheses)

Regressions

Ezplanatory variables

All workers

Blue-collar

White-collar

Constant

Employer Size

50-99

100-499

500999

in Members (%) ***

14,54
(315.9)

0.03

0.08

0.08

0.09

14.31
(446.7)

0.02

0.06

0.03

0.12

14.54
(234.2)

0.07

0.09

0.07

0.14
{1.53)

tages of employed workers.
embership refers to all workers,
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TABLE 4

REGRESSION ESTIMATES OF THE IMPACT OF EMPLOYER SIZE AND
UNIONIZATION RATES ON LOG COMPONENTS OF PAY: ALL WORKERS
{measured in thousands of Jire)

(t-statistics in parentheses)

Regressions
Explanatory variables National Local Congesgions
agreements bargaining by frms
(minimum + {bonuses, {metit pay,
contingenza) premiums, efe.) efe.)
Constant 1,350 2504 3869
(20.7) (3.49} (6.49)
Employer Size
50-99 ~20.2 101.5 —8.8
(0.49) {2.06} (0.22)
100-499 —12.0 153.8 25.6
{(0.33) (3.55) 0.71)
500.999 —24.4 164.1 20.6
(5.30) (2.85) {0.62)
1000 + 328 174.8 74.1
(5.56) {2.30) {1.28}
Sector Dummy 7.0 92.6 42,3
(0.20) (2.26) (1.25)
Female (%) * —0.6 -5 0.7
{0.88) {1.65} {1.01)
Blue-Collar (%) * -1.1 -1.8 -2.8
{1.32) (1.90) (3.47)
Union Members (%) *** 1.6 1.3 -1.5
{1.62) (110} (1.58)
SEE. 109.9 1300 107.8
R? 0.07 0.37 0.44

*  Percentages of employed workers.

#* Union membership refets to all workets.

REGRESSION ESTI
UNIONIZATION RATES
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TasLE 5

MATES OF THE IMPACT OF EMPLOYER SIZE AND

ON COMPONENTS OF P
{in thousands of lire}

(t-statistics in parentheses)

AY: BLUE-COLLAR WORKERS

Regressions
{able: National Local Conce.ssions
..xplanatory varienies agreetnents bargaining by _f:lrms
. {minimum -+ (bonuses, (merit pay,
contingenza) premiams, e’.) eic.)
Consint 1,3107 176.3 1363
23.5) (2.83) (5.83)
ﬁlbloyer Size
5099 -24.1 788 ~17.1
0.6) (1.81) {1.05}
= 100-499 29 120.2 -21.5
(0.15) (31D 1.48)
52 500-999 29.8 133.0 243
(0.61) (2.62) (1.28)
. 1000 + 14,9 1455 —34.3
: (0.30) {2.25) (1.41)
éctor Dummy —42.2 -73.9 1.8
(1.33) (1.99) {0.13)
male (%) * —0.4 -1.2 —0.3
0.78} (2.10) {1.25)
Blue-Collar (%) * 0.6 -1.1 0.4
(0.92) {1.39) (1.33)
n Members (%) *** 0.7 1.4 0.7
' (1.10) (2.04) (2.87)
103.7 116.0 435
0,05 0.33

0.20 J

Pércentages of employed workers.
Union membership refers to all workets.
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TASLE 6

REGRESSION ESTIMATES OF THE IMPACT OF EMPLOYER SIZE AND
UNIONIZATION RATES ON COMPONENTS OF PAY: WHITE-COLLAR WORKERS
(in thousands of Lire)
(t-statistics in parentheses)

Regressions
Explanatory variables National Local Concessions
agreements bargaining by firms
(minimum + (bonuses, (merit pay,
contingenza) premiums, efc.) eic.)
Constant 1,405.9 193.1 443,1
{16,70) (2.03} {3.56)
Employer Size
3099 —-123 1043 68.1
(0.25) (1.87) {0.91)
100-499 =3.1 173.6 46.2
{0.07) (3.43) (0.70)
300-999 -17.1 178.7 13.3
0.29 (2.70} {0.15)
1000 + 28.6 177.9 58.0
(0.39) (2.15} (0.53)
Sector Dummy 5.0 94.0 41.8
0.12) {2.04) 0.70)
Female (%) * 1,2 —0.6 07
(1.10 {0.47) (0.46)
Blue-Collar (%} * 11 ~1.5 0.3
(1.25} {1.59) (1.3
Union Members (%) *** -0.2 1.5 -1.9
0.37) (1.74) (0.03)
SEE. 132.0 145.0 194.8
R? 0.03 0.35 .03

*  Percentages of employed workers.
*% Refers to blue-collar membetship.
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Tables 4-3-6 summarize the results of the same regression
analysis applied to cach of the components of pay, i.e. minimum rate
plus contingenzd, premium payments collectively agreed and indi-

- yidual pay. The assumption implicit in estimating separate regressions
'is that each component is determined independently, which is

“probably not the case. For this reason the OLS estimates of Tables
- 4.5-6 might suffer from simultaneity bias.

" The results show that firm size affects only the part of earnings
which is collectively bargained at firm level. Firm size does not
explain diffetences in wage rates (differences due to “classification

4ift”) or differences in “individual” pay across firms. What matters is
the effect of size on the results of local collective bargaining: the
larger the firm, the latger, coeteris paribus, the pay ptemium that
unjons are able to extract though bargaining with the firms.

_ Union density has some independent role to play but again,
although correctly signed, it rurned out to be statistically significant
nly in the case of blue-collar workers, The possible sign detected on
he union variable in the first column probably means that a high
crcentage of union members push the firm to classify blue-collar
workers in the highest hierarchical grades, 7.e. a “classification drift”
ccurs, Where unions are less present and organised workers are few,
dividual wage drift is higher. This can also be seen by the fact that
he cocfficient of the unjonized percentage is negative, and statisti-
cally. significant in the “individual wage drift” equation in the third
lamn. Individual wage drift probably originated from a “spillover”
d/or a “threat effect” on the wage obtained in the more unionized
15, As individual wage drift is only a tiny faction of blue-collar pay,
the higher individual wage drift observed in less unionized firms
annot compensate in any way for the higher premium payments
tained by collective bargaining in the more unjonized firms. For
eason the latter pay, on average, higher total wages.
Although less significant, the coefficients of the unionized per-
age show the same signs in the regression referring to white-collar
rkers.
The general fit of the equation is less good in the case of
ollar workers. In particular, we observe that the individual
drift, which is an important component of white-collar pay, is
xplained by the variables included in the equations.
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Conclusions

The conclusion of this paper appears to be one of common
sense: the extent of unionization at firm level has a positive effect on
the pay components that are collectively bargained, while it has a
negative effect on the component of pay (mainly “metit” pay) which is
set by the firm, It is interesting to note that the net effect of
unionization on total pay is moderately positive and statistically
significant, at least for manual workers. Firm size plays a similar role.
In large firms the component of pay that is locally bargained is
greater than in small firms.

On the other hand, differences in individual wage drift across
firms are not explained by firm size, and this is particularly true for
the category of workers — mainly white-collar — that mostly benefits
from this method of payment. On the whole, total pay is higher in
large firms. The general conclusion is that, although union density
plays an independent role from size, collective bargaining at firm
level has an impact on wages that increases with size.

Finally, one should remember that the data has neither allowed
us to ascertain the existence of a union/non-union differential wage
nor to control adequately for labour quality and other chatacteristics
of individual workers.

Milano
CARLO DELL ARINGA
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