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Workers'rights and economic flexibility.

Introduction.

The years that I spent in England lecturing at the University of Cambridge were characterised by the political strength of Thacherism and by a certain feeling of impotence of the left. 


When Robert Murdoch fired the printing workers during a strike, non only the workers but the ideas of the left seemed indefensible. Defending the privileges of the printers seemed intellectually difficult; market rigidities were believed to be a fundamental obstacle to economic efficiency and damage the unemployed workers (were not the unemployed electricians ready to take their job in Murdoch's new plant outside London?).


When, at the end of 1989, I decided go back to the University of Siena (but to come back every year for one month to continue teaching  a course for the M. Phil paper on the "Economics of the Institutions"), Thacherism seemed to be spreading to the entire world. The 1989 revolution was interpreted as the final proof that obstacles to market flexibility could only lead to economic and political disasters.


 Geoff's door was always open. I used to come in and discuss the economic and political situation with him. We shared the view, that socialist bureaucracies were oppressive and inefficient and that some flexibility was very desirable. However, we found the Thacherite attack on all sorts of workers rights not only morally difficult to digest (if you had an ethical stomach!) but also undesirable from the point of view of economic efficiency. More co-operative economies could do better and, in many respects, were doing better.


 In this essay I will try to synthesise with the help of simple 2x2 table some economic arguments that can be used to justify our common feelings
 : some "rigidities" (that is some workers rights on their jobs or in their firms) can be good for the economy. 


In order to justify these claims I will use a term like "specificity" that belongs more to the "New Institutionalist" jargon than to the "Post-Keynesian"
 terminology that is associated to the work of Geoff Harcourt. However the departure of the term specificity from the more traditional terminology is largely illusory: a "specific investment" involves the development of assets that cannot be easily be redeployed in other uses; this does largely overlap with the concept of an "irreversible investment" or the concept of an "illiquid" investment. Even if differences in languages can cause fierce disputes (some times wars) we cannot hide the fact that we are saying similar, or at least related, things.


1. Roughly speaking, the workers can have two types of rights with respect to the work that they perform. On the one hand, they may have the right at some unspecified job for a particular organisation for a long time and, in some cases, until retirement. On the other hand a union of workers can have the exclusive right to perform some well specified jobs in all organisations but the single worker does not have the right to a job in a particular organisation; the specification of the contents of these jobs and the relative training is to be agreed by the unions and employers' associations. 


In some cases the workers have both types of rights: they have a right to stay in a particular organisation and the right to perform a certain well specified job within this organisation. In some other cases they can have only one of these two rights. Finally, in some other cases they lack both the right to a job in a particular organisation and the collective power to determine the common contents of their jobs in the different organisations: this is the case under which the management enjoys the full " right to manage" (a right that was often mentioned during the Thacher years) and the economy should enjoy the "marvels" of market flexibility. 


These different rights held by the workers correspond to different form of distributions of physical assets; it can be claimed (and it was claimed) that they "truncate" some of the "traditional" rights of the owners of physical assets. While this is certainly true, it says nothing about the efficiency of these alternative distributions of assets. 


If a worker has the right to be employed for some time in a particular firm, the owners of the asset do not have the right to employ the assets of the firm without that worker. So they do not have a right that employers have under "classical capitalism". 
Likewise, if only the workers belonging to a certain union can work in a certain trade, the owners of assets do not have the right to employ the asset with other workers that could do a similar job. 


From the point of view of the employers the rights of the employees limit their right to use their assets. Indeed, the entitlement of job rights can be seen as a form of "asset redistributions". 


"Classical socialism", "classical capitalism", "company workers' capitalism" (where workers have the right to a job in a particular organisation) and "unionised capitalism" (where the workers have the right to determine together with the employers' association the contents of the jobs in each particular firm) correspond to alternative distribution of the rights on physical assets. 


It is always difficult (and often misleading) to identify an abstract model with a particular country and/or historical period.

 
However, as a first approximation, one could see "Taylorism" as an example of "classical capitalism".  The Taylorist model of capitalism is still very widespread, especially in the secondary sector of some capitalist economies and in third world. 


By contrast, "company workers capitalism" can be found in the primary sector of advanced capitalist economies and coincides with the ideal model of the "Japanese firm"; even if a large sector of the Japanese economy departs from this ideal type, the life time right to an unspecified job is a typical feature of many large Japanese companies. 


Finally, also "unionised capitalism" can be considered as a typical organisational model of a real national economy: West Germany (and now perhaps the all German economy). Here, the union and the employer together with the state educational system determine the standardised division of labour that characterises each single German firm.


Thus, one can say that there is not a single "model" of capitalism and that different forms of capitalism exist even when one relates them to the Marxian notion of mode of production based on the distribution of the "means of production".


2. What can be said about the relative efficiency of the alternative forms of economic organisation that we have considered above? Is the "rigidity" entailed by workers' rights an impediment to the development of the economy?


We will try to make the argument more precise by considering the different combinations of occupational and organisational rights that we have just considered. Coupling together the cases in which each type of these rights does and does exist we obtain the following 4 possibilities that are synthetically represented in the following table. 

	
	organisational rights

	no organisational rights

	occupational

rights
	(a)
"classic socialism"

(rigid bureaucracies)

characteristics:
rigidity of markets and firms;

examples:
armies, judiciary former socialist countries etc.
	(d)
"unionised capitalism"

(occupational labour markets) 

characteristics:
markets' flexibility and firms' rigidity;

examples:
medical doctors, German-type industrial organisation etc.

	no occupational 

rights
	(c)
"Company workers capitalism"

(internal labour markets)

characteristics:
firms' flexibility and market rigidity;

examples:
Japanese-type

 firms
	(b)
"Classical capitalism"

(spot markets for labour) 

characteristics:
flexibility of markets and firms but rigidity and low level of the workers' skills.

examples:
Assembly line workers; Taylorism;  Henry Ford's factory etc.



(a) Workers have both occupational and organisational rights.

In a rigid bureaucracy workers have the right to stay in an organisation and the right to a specific type of job within this organisation. 


This form of organisation can sometimes be convenient. This may happen when it is important to guarantee the independence of the individual performing these jobs. The independence could be threatened if other agents had the power to remove them from a particular position within a certain organisation. It can be argued that for this reason in some countries judges have these rights and, for similar reasons, "academic tenure" is usually defended. 


Moreover, this form of organisation can have the advantage of creating some attachment and identification to a particular role in a certain organisation. This can be a very important for organisation like the army or the police and is not surprising that, in most countries, some of their members do not only have long term employment but also  a right to a certain specific position that can be lost only in cases of serious misbehaviour. 


Even if the market has such a limited role for assigning and monitoring the jobs that fall under this category, their existence can be a pre-condition for the successful working of a market economy: one must rely on independent judges and policemen to enforce contracts and guarantee the respect of all sorts of basic rights on which a market economy is founded. It can be also argued that the independence of teachers and lecturers is a condition for that autonomy of judgement which is a fundamental characteristics of market economy.  


 However, this form of organisation has severe disadvantages. Extending it to the whole or, even to a substantial part of the economy can cause tremendous rigidities and inefficiencies. In this respect the collapse of the socialist economies can provide an unlimited number of examples. 


At least, in the short run, organisations are deprived of two important sources of flexibility. On the one hand, they have a limited capacity to change the proportions of workers performing the different occupations by firing and hiring workers. On the other hand, they cannot move the workers inside the organisation from one occupation to the other or change the specification of these occupations.

(b) Workers have neither occupational nor organisational rights. 


This is a situation that is, sometimes, regarded as a heaven of market flexibility and efficiency. The employers can determine the division of labour within their firms and, at the same time,  they have hiring and firing rights. 


This arrangement of "classical capitalism" is also identified with a situation where ownership rights on capital are not truncated. The owners of capital are free to use (or not to use)  their capital with the workers and the organisation of work that they prefer. 


Because of these "full ownership rights" capitalism is supposed to give the maximum incentive to investment. However these "full ownership rights" give a full incentive to invest only to owners of physical capital: if the workers make investment that are specific to the other assets of the organisation, their rights on the their own  human capital assets are being "truncated"
. 


In other words, in a real-life situation of incomplete markets, there is a "trade-off" between the incentive to invest of the owners of physical and that of human capital. In the Tayloristic firm or under Fordism this trade-off is solved sacrifying the investments in human capital. Under this model of "classical capitalism" (that is classical also in the sense that fits very well the "classical" descriptions of Babbage, Ure and Marx)  workers do not make specific investments requiring particular rights. 


However, one should not jump to the conclusion that, given the skills of the workers, the existing property rights are appropriate or "efficient". Also the opposite is true! Given the property rights of classical capitalism there is little incentive for the workers to invest in their skills. 


In other words, classical capitalism may be stuck in a "vicious circle" of cumulative causation between the rights and the technology that is adopted. Or, to put it in terms of the terminology that I have often use; "classical capitalism" may be an inefficient "organisational equilibrium"
 . 


Paradoxically, this inefficiency is related to a rigidity of the organisation of "classical capitalism". The flexibility of economic organisation requires that workers learn a great deal of activities that are specific to the organisation. But this would require that worker have incentives that do not exist under "classical capitalism". 


Of course, under "classical capitalism" there is some sort organisational flexibility: the workers can be easily moved among tasks requiring little specific learning. But, insofar as organisational flexibility requires some organisational specific learning, there seems to be a "trade-off" between the internal flexibility of the organisations and their external market flexibility. The terms of this "trade-off" are even more evident in the other two couples of organisational and occupational rights that we are going to consider.

(c) Workers have organisational rights but they do not have occupational rights.

The workers have a right to a job within an organisation but not to a particular well defined occupation. The employers have the power to decide the division of labour within the organisation and to assign the workers to a particular occupation but their power to fire the workers is seriously limited
.. 


In this situation given the rights that they have in the organisation the workers have now a greater incentive to invest in organisational specific skills and, given the skills that they develop, they have now a greater interest to have some rights on the organisation. In other words, we are now in different "organisational equilibrium"where there is a virtuous circle of cumulative causation between the rights and the skills of the workers. 


Observe that this virtuous circle has been obtained at the cost that there is now less incentive to invest in physical capital. However, the company may now enjoy greater internal flexibility. The workers are now ready to make the organisational specific investments that are necessary to undertake different jobs within the same organisation. 


This internal organisational flexibility is obtained at the cost of some extra degree of market rigidity. Given the specificity of the skills that are developed, changing organisation is costly. Moreover, while the rights of the workers are not only a cause but also an effect of this situation, their existence makes these costs very evident.

(d) Workers have no organisational rights but they have occupational rights.

The workers do not have a right to a job within the organisation but, if they are employed, they have the right to a job of a well specified quality that has the same characteristics across the organisations. 


In comparison to the case of "company workers capitalism", the employers keep their hiring and firing rights but they lose the power to decide the division of labour and the right to assign  the workers to a particular occupation. Under "unionised capitalism" this right belongs to the employers' association and to the occupational union that, with support of the educational authorities, decide the common standards that should characterise the different jobs. In these ways the "specificity" of the jobs is greatly reduced and, sometimes, almost eliminated. 


Observe specificity is not an intrinsic characteristic of the skills of workers. It means that these resources are not being demanded and supplied somewhere else in the economy. Thus, in principle, it is possible to create conditions such that these alternative uses for the resources exist. In this case, specific resources are transformed into general purpose resources


Unions and employers associations can introduce safeguards which have the effect that each organisation introduces occupations requiring similar skills. These safeguards allow the creation of market for skilled labour
.. This may sound somewhat paradoxical if "one does not accept that it is a mistake that the model of the competitive market economy is devoid of institutional content" (Dasgupta, 1993 p. 143). Employers' associations and unions are usually regarded by orthodox economics only as obstacles to the smooth working of the market economy. The present framework shows that they may be (perhaps at the same time) institutional pre-conditions for the existence of some markets
. 


In spite of its restrictions on "the management's right to manage", employers may find "unionised capitalism" a desirable form organisation. Under this institutional arrangement each organisation can employ workers, coming from other organisations, having skills similar to those needed by their own organisation. However, it may be in the interest of each individual employer to "free ride" on this arrangement: each employer can give to her employees jobs that are less general and more specific to the particular needs of her own firm. In this way each individual employer could save on her training costs and relax her own job specification constraints. This would lead to a classic prisoner dilemma failure of collective action. Therefore, the unions and the employers associations do not have only to bargain the common training and job specification standards. They must also monitor that each particular firm does not deviate from these standards endangering that market for skilled labour that it is a public good for both the employers and the employees.


 Thus, the development of general purpose resources, that are necessary to the flourishing of ("external") markets, requires institutions and safeguards that are more complex than those which favour the development of specific resources. Or, in other words, markets may require governance systems that are more complex than those of firms. 


In the first case all employers and employees must be involved through their associations in the deal. By contrast, in the second case, a safeguard for firm-specific skills may be agreed by a single employer and her worker. 


When both types of safeguards collapse, the result may be a market for "generic" labour where workers under-invest in both general purpose and specific skills. The worker of a typical assembly line factory can be easily moved from one firm to the other for the simple fact that he does not learn much in any one of this employment. 


The collapse of safeguards and rights may enhance economic flexibility. However, this flexibility is associated to a deficiency of good quality activities characterised by substantial learning by doing. In this situations introducing the rigidities entailed by workers' occupational or organisational rights might improve economic efficiency.     


3. In real life economic systems the forms of organisations that we have considered co-exist in a very "impure" way. Still we believe that the "purity" of the ideal types that we have considered may provide some framework to analyse the institutional complexity of reality. 


Two aspects of reality can give us a lot of food for thought. On the one hand, there are activities that are organised in similar ways in the different countries; for instance medical doctors seem to have strong occupational rights in the large majority of the modern economies. On the other hand, some other activities are organised according to different property rights and technologies in the different countries
. 


In other words in some cases the interaction between rights and technologies seems to lead to unique organisational equilibria. By contrast, in other cases there are multiple organisational equilibria and one of them ( for instance company workers capitalism in Japan and unionised capitalism in Germany) seem to characterise large sectors of the economy. 


Our task should be to explain both the cases of unique and multiple organisational arrangements, think about their relative efficiency and, after that, give our contributions to the debated concerning the complex institutional choices faced by each country
. Unfortunately this complexity was not well understood by the politicians ruling during the Thacher years. Unfortunately, too many economists outperformed the simplicity and the blindness of the politicians. In 1982 Geoff had already observed that 


"It is one of the ironies of modern economic theory that in the city of Liverpool where unemployment is on average somewhere up near 20 per cent, and among black youths some extraordinarily higher figure, the chief proponent of rational expectations in the U. K., who stresses that if people are unemployed it is because of a voluntary decision, is the Professor of Economics at the University of Liverpool. All I can say is that it speaks volumes for the legendary tolerance of the British that he has been allowed to lecture without someone coming in and at least throwing a blackboard duster at him." p. 287


All I can add is that, in the following ten years, many of us were to be assailed by the need of throwing a blackboard duster. The awareness of this need made some of us very guilty. But the need did not go away.
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�A common feeling does not mean sharing an economic argument. Geoff cannot be incriminated for the flaw of my argument.


�On "post-keynesianism" see Harcourt and Hamouda (1988);  ).


�A very good exposition of the radical critique of this form of organisation can be found in the first two chapters of Sawyer (1989).


� The concept and the properties of organisational equilibria are examined in Pagano (1993). Competition may well fail to select efficient organisational equilibria. On this point see Pagano and Rowthorn (1996).


�On the relative advantages of this form of organisation see Wilkinson (1977)....


� On occupational markets see Marsden (1986), Pagano (1991) and Ryan (1984).


� Some of these institutional preconditions are similar to those considered by Dasgupta and David (1988) to allow the evaluation and the mobility of scientists. In some ways the world of scientists belongs to "unionised capitalism" whereas the world of "technologists" defined by Dasgupta and David belongs to the world of "company workers' capitalism". It is rather puzzling that the New Institutional literature (for instance Williamson 1985) has deserved much attention to the governance problems of the firm and has almost ignored the complexity of the safeguards that are necessary to ensure the viability of occupational markets.


�We should not be puzzled by the diversity of institutional arrangements. As David (1994) has observed institutions may be somewhat harder to change than technologies.


� This view of the role of the economists is not far from that Hayek believed to be appropriate. Harcourt (1984) quotes (adding emphasis) the following passage from Hayek (p. 442, 1975):


"If man is not to do more harm than good in his efforts to improve the social order, he will have to learn that in this, as in all other fields where essential complexity of an organised kind prevails, he cannot acquire the full knowledge which would make mastery of all events possible. He will therefore have to use what knowledge he can achieve, not to shape the results as a craftsman shapes his handiwork, but rather to cultivate a growth by providing the appropriate environment, in the manner in which the gardener does this for his plants."


Harcourt contrasts this view with that of Keynes:


"Keynes wanted us to be humble folk like dentists - he obviously had good teeth. Hayek now wants us to be gardeners. I prefer Hayek's solution and Keynes' argument.( Harcourt 1984, p. 205). 
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