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Abstract



In this paper we analyse Hirschman’s “voice-exit” theory on the Romanian labour market. In other words we study the relationship between wage collective bargaining and employee voluntary departures. We assess kernel matching estimators on a recent Romanian survey of 783 firms. We highlight that in Romania, before the integration to the European Union, negotiating collectively wages implies an increase (which is weakly significant at 10 %) in the probability of knowing voluntary separations. This result is contrary to the relationship found in empirical studies implemented on developed countries.
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1. Introduction



This paper investigates Hirschman’s “voice-exit” theory on the Romanian labour market. In other words, we analyse the relationship between wage collective bargaining and employee voluntary departures in Romania in 2006. Up to now, Romanian wage collective bargaining has mainly been analyzed from a descriptive point of view. Our contribution is empirical. We want to check with Romanian data if (as found in the literature for developed countries) there is a negative relationship between collective bargaining and voluntary job quits. We implement a kernel matching estimator on a very recent and original dataset of 783 Romanian firms. The reminder of the paper is organized as follows. The second section describes the collective bargaining process in Romania. The third section describes the data and the indicators. The fourth section outlines the econometric approach. The fifth section presents the results and the sixth one provides conclusion.



2. Romanian collective bargaining



The International Labour Organisation (ILO) defines collective bargaining as “voluntary negotiations between employers or employers’ organisations and workers’ organisation with a view to the regulation of terms and conditions of employment by collective agreement” (ILO Convention No. 98). Collective bargaining is used as a method to improve terms and conditions of employment (wages, working time, training and education, safety, health and equal treatment). The contribution of the present study lies in its analysis of the impact of wage collective bargaining on voluntary employee flows. We want to check with Romanian data if
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(as found in the literature for developed countries) there is a negative relationship between collective bargaining and voluntary job quits. Up to now there no empirical and theoretical work that has been undertaken to try to relate firms’ reallocation outcomes to collective bargaining in Romania. In this paper we focus on voluntary employee turnover because it is a key concern for both Romanian firms and employees. Industry publications estimate annual turnover rates of between 22 and 50 percent worldwide. This can substantially raise recruitment and training costs and contribute to reduced service quality and productivity when firms lose experienced employees. High voluntary turnover rates may also indicate that employees are dissatisfied with pay and working conditions and in the long run can cause individuals to lose pay and miss out on advancement opportunities (Cappelli and Neumark, 2004). Voluntary turnover is thus an important measure of how collective bargaining affects both labour costs and employee behaviour. Some special features of the Romanian industrial relations system should be mentioned in order to understand the results of our work1. In Romania, the legal framework for collective bargaining is laid down in a particular law on collective agreements (law no. 130/1996 on Collective Agreements). At the beginning of the 1990s most countries of Central and Eastern Europe introduced new labour laws which included the legal foundations for the creation of a new collective bargaining system. In Romania we have the 2003 Labour Code. Data on the Romanian collective bargaining coverage is not available. Romania has a relatively decentralised bargaining system with company bargaining dominant. Collective bargaining at a national level sets national minimum pay and conditions which apply across the whole economy. Negotiations also take place in a substantial number of industries and companies. But it is only where trade unions are strong at company level that significant
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We use data from the European Industrial Relations Observatory (EIRO).
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improvements are negotiated. Overall the law provides detailed rules for collective bargaining. Union density is relatively high in Romania between 30 and 35%. The structures are fragmented with five separate confederations, each with a substantial number of affiliated structures which are very decentralised. Many local union groupings do not belong to any of the main confederations and where they do the links may be weak. Collective bargaining in Romania does not appear to be similar to any particular country, although findings in other Central Eastern Europe countries revealed several comparable changes and continuities (Trif, 2005). In contrast to most Central Eastern Europe countries, in Romania employers are obliged to initiate collective bargaining process in all companies with more than 21 employees and there is an extension mechanism at each level. Also, the perception of an increase of the state's influence on the terms of conditions of employment after 1989 was not found in other Central Eastern Europe countries. Differences in collective bargaining among countries are likely to be determined to a certain extent by the dissimilarities in the legislation, the national inherited legacies and the progress with the economic reforms (Aro and Repo, 1997; Clarke, Cremers and Janssen, 2003). There is a well known theory linking the presence of organized labour in firms and employee flows. Freeman and Medoff (1979) and Freeman (1980) analyzed the effect of collective bargaining (trade unionism) on the exist behaviour of workers using the “voice” hypothesis. Freeman (1980) examined the effect of the presence of trade unions on the exit behaviour of workers using the dichotomy of “exit” and “voice” previously proposed by Hirschman (1970). Workers have two possibilities to express their discontent with their working conditions: either leave the firm (exit) or discuss their problem with their employer (voice). Collective bargaining can so provide a voice for workers. Voice is embodied in the collective bargaining process to negotiate with the management, so when workers have a voice institution to express discontent they should quit less frequently the firm: an inverse
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relationship should be observed between collective bargaining (union presence) and voluntary worker mobility. This result is found in several empirical papers on developed countries. We must nevertheless take into account the economic situation. Employees are less likely to quit their jobs when unemployment rate is high, as their chances to find another job are reduced. OECD statistics show that countries with stronger employment protection legislation have lower levels of employee “churn” with less frequent job changes and longer spells of unemployment (OECD, 2004). For example, for the U.S. case and the Germany case we find a negative relation between collective bargaining and voluntary job quits in the papers of Batt, Colvin and Keefe (2002), Backes-Geller, Frick and Sadowski (1997), Freeman (1980) and Frick (1996). On the same countries, in a very recent article Doellgast (2008) assesses the relationship between national and collective bargaining institutions, management practices and employee turnover in the U.S. and in Germany in call centres. She found that globally collective bargaining is associated with lower quit rates in both countries. Doellgast (2008) also emphasized that there can be possible differences in the strength of collective bargaining effects on turnover. On Spanish data Garcia-Serrano and Malo (2002) find the same result. They also study the impact of collective bargaining on job flows. An original point about our work is that excepting Frick(1996), Garcia-Serrano and Malo (2002) there is no analysis where the voice effect is present in labour markets with institutional settings that extend the results of collective bargaining to all workers, whether affiliated or not. Delery et al. (2000) found that union effects on quits disappeared when wages and benefits were included in the equation. A theoretical reflexion on Hirschman’s “voice theory” in Central Eastern Europe was made in a recent paper by Meardi (2007). His analyse is not focused on the Romanian case (we concentrates on new entering countries in the EU) but this work may be interesting in
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order to understand our work. The distinction between what behaviour constitutes “exit” and what constitutes “voice” can be controversial, but a sound operationalisation of these concepts is provided by Gerskovits (1998). In the 1990s, Gerskovits had noted how rather than strikes and riots, workers preferred exit from the labour market, protest voting and rent-seeking. The exit from the formal labour market includes the option for benefits, work in the informal sector and migration. The increasing of wages in the new entrant states of the UE is interestingly roughly inversely correlated to collective bargaining coverage. This means that formal industrial relations are not the driving force behind them. Wage increases are granted not because of the union power but because of exit threats (Meardi, 2007). For 2007, national observers consider in Romania the following industrial relations events (strike threats at the sector level in mining and health for pay reasons and collective bargaining advance at the company level in the post sector for pay reasons) as significant in terms of “voice” expression and contrast with a pure “exit” based model (EIRO). The new member states show that even in the most favourable political conditions employment can not be ruled by pure market principles: “exit” strategies turn into labour problems which in turn call for “voice» solutions. Following Hirschman a strong “exit” at a given time prepares strong voice latter. The stricter limits to the freedom of movement of Romanian workers put this country in a different position from the previous accession countries. Exit is less visible and may occur more through informality.



3. Data and indicators



In order to analyze the effect of wage collective bargaining on employee departures within Romanian firms, we use a recent survey. Data are produced in 2006 by the Economic and
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Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family2. The survey is made on a national representative sample of 841 Romanian firms having at least 10 employees. Firms are chosen randomly from a database provided by the Romanian Commerce Registry Office. The originality of the survey is double: first, because it represents one of the few databases analyzing Romanian wage collective bargaining and second, because it contains a number of subjective questions which permit to study the vision of Romanian employers. The survey contains the following information: industry, firm size, geographical region of implementation, ownership, firm juridical type, way of establishing wages, intensity of the effects of several national and branch collective bargaining agreements on the collective labour contracts, determinants of wage collective bargaining, evaluation in terms of performance of the workforce, firm size variation rate, employee voluntary separations and determinants of employee voluntary separations. We describe in detail only the variables used during the implementation of the econometric approach. In this paper we want to establish the impact of negotiating collectively wages on employees’ voluntary departures. We create a dummy variable indicating if wages are established inside the firm by collective bargaining ( coll _ negociation = 1 ) or if they are settled directly by the employers ( coll _ negociation = 0 )3. Exclusively for firms with coll _ negociation = 1 , we construct six dummies indicating the main cause of the wage bargaining process: employees demand a wage increase as prices raised, employees demand a wage increase as salaries raised in other firms, employees demand a wage increase as salaries 2



The survey was made at the demand of the National Scientific Research Institute for Labour and Social Protection in order to study topics related to collective bargaining, labour force structure and wage policy inside Romanian firms. Data were previously used in a research project by the National Scientific Research Institute for Labour and Social Protection in collaboration with the Bucharest Academy of Economic Studies. 3 The Romanian law imposes that all firms with at least 21 employees must develop the collective bargaining process, although they are not obliged to reach an agreement. So, even if in our sample firms with at least 21 employees are in majority this does not imply that all of them negotiate collectively wages. They are only obliged to collective bargain in general. For example, we can imagine that firms where wages are directly imposed by the employer negotiate collectively other points: working time duration, working conditions, etc.
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raised in State-paid sectors (administration, health, education, etc.); wages are negotiated to take into account the evolution of work productivity inside the firm; salaries are negotiated in order to increase the competitiveness of the firm and other reasons. Our result variable gives employers’ opinion about the voluntary departures from their firms. This indicator is binary: volunt _ departure = 1 if employers appreciate that during 2006 employees left voluntarily their firm and volunt _ departure = 0 otherwise. For firms which are concerned in 2006 by voluntary departures, we have information about the determinants of this phenomenon (the survey invokes nine reasons): wages are inferior to those proposed by rival firms; the minimum wage of the firm is unattractive to young people; employees leave abroad for work; the firm does not offer enough luncheon vouchers; the firm does not offer any luncheon voucher; working conditions are too difficult; employees did not correspond to the job as a consequence of the inefficiency of the job selection process; employees began their own business and other reasons. Firm’s industry is given initially at a two-digit level4. We aggregate this information in ten classes (each one corresponding to a dummy variable): agriculture (class 1); extractive industry (class 2); manufacture industry (class 3); electricity, gas and water supply industry (class 4); construction (class 5); trade (class 6); hotels and restaurants (class 7); transports (class 8); financial intermediation, real estate activities, research and development, operational services and consultancy and assistance (class 9) and finally, other services (community, social and personal service activities, private households with employed persons, education, health and social work and extra-territorial organizations) (class 10). At a firm level, there is a legal obligation to negotiate – although not to reach agreement. The employer should initiate the process. This obligation applies where the company has 21 or more employees. As we want to emphasize this threshold of 21 4



We use a previous CAEN classification (the classification of activities in the national economy). From 2008 the classification has changed.
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employees, we work with four classes of size: between 10 and 20 employees, between 21 and 49 employees, between 50 and 249 employees and 250 employees and more. Firm’s geographical implementation is given at a four-digit level. We construct eight dummy variables indicating the location of the firm5: the North-East region (region 1), the West region (region 2), the North-West region (region 3), the Centre region (region 4), the South-East region (region 5), the South-Muntenia region (region 6), the Bucharest-Ilfov region (region 7) and the South-West-Oltenia region (region 8). Regarding firms’ ownership we construct seven dummies: private firm with full Romanian capital, private firm with full foreigner capital, private firm with Romanian capital in majority, private firm with Romanian capital in majority and the rest belonging to the State, private firm with foreigner capital in majority, public firm with full State capital and public firm with State capital in majority. For the firm juridical type, we have three dummies: limited liability company, stock company and other form. Concerning firm’s size variation rate, we have three dummies indicating if the size of the firm increased between 2004 and 2005: yes, no and it remained still. We also retain five dummies indicating the ways a firm evaluates the performances of its workforce: does not evaluate the performance of its workers, evaluates the performance for wage reasons, evaluates the performance for job promotion reasons, evaluates the performance for both wage and job promotion reasons and other reasons. After eliminating firms with missing values for the explanatory variables presented above, our final database contains 783 Romanian firms.
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In Romania, these geographical divisions are called development regions. They are given at the NUTS II level. Each of these regions has an average population of 2.8 million inhabitants. To visualise their repartition see appendix 1.
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4. Econometric strategy



Firms which negotiate their wages collectively can make the object of a non-random selection process concerning the wage collective bargaining phenomenon and even a process of autoselection (if negotiating their wages collectively is considered as an element of their internal strategy). This induces a selection bias. We can suppose that a firm negotiating its wages collectively has a particular need or it is subjected to specific conditions which can explain the voluntary departures of its employees. Consequently, wage bargaining is not necessarily independent of employees’ voluntary departures. To circumvent the selection bias, we estimate evaluation models with matching estimators. They were initially developed by Rubin (1974) in order to study the efficiency of medical treatments. These models were mobilized in economy, in particular to test the efficiency of job training programs. Let us note T, a binary variable indicating if the individual received or not a treatment (T = 1 if the individual is treated, T = 0 if not). The efficiency of the treatment is measured through the result yi Thus each individual, has two potential results: y0 (if T = 0) and y1 (if T = 1). y0 and y1 are never observed simultaneously, since an individual either is treated, or untreated, but never both at the same time. In other words, only the true health of the individual, noted Y, is observed: Y = y1T + y0 (1 − T ) . Only the couple (Y, T) is observed for each individual. Rubin (1974) defines the average treatment effect as the difference between what would be the health of an individual if he was treated and what it would be if he was not: C = y1 - y0. The average treatment effect is unobservable and individual, and consequently its distribution is not identifiable. If property of independence is respected ( y0 , y1 ) ⊥ T , there would be no selection bias. In the majority of cases, the property of independence is not valid. A solution would be to compare the health of each individual who received the treatment with the health of an 10



identical counterfactual who did not receive the treatment. To identify statistically the counterfactual, an approach consists in building a counterfactual population for which the distribution of a number of observable characteristics (X – matching variables) is the same as for the group receiving the treatment. Consequently, the property of independence is respected conditionally to observed matching criteria ( y 0 , y1 ) ⊥ T X . When many matching criteria must be taken into account, finding a counterfactual can be problematic. Rubin and Rosenbaum (1983) solved this problem by showing that conditional independence with the X variables was equivalent to the independence compared to the propensity score. The propensity score constitutes a one-dimension summary of the matching variables and it estimates the probability of being exposed to the treatment, conditionally to these variables. In this work, we use the kernel estimator of Heckman, Ichimura and Todd (1998)6. More precisely, we use an Epanechnikov kernel ( F (u ) =



otherwise)



with



a



bandwidth



selection



(



3 2 1− u 4



criterion



)



if u ≤ 1 and F (u ) = 0



developed



by



Silverman



( h j = 1.364σ s j n j −1/5151/5 , where σ s j is the standard error of the propensity score for the control group and n j is the number of individuals inside the control group). For the calculation of the kernel estimator for the treated, each non-treated individual takes part in the construction of the counterfactual of the treated individual. The weight of the non-treated in the constitution of the counterfactual is given according to the distance between their score and the score of a treated individual. In order to calculate the standard error for the kernel estimator we implement a bootstrap technique (1000 draws).
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There are several propensity score matching estimators. They differ not only in the way the neighbourhood for each treatment individual is defined and the common support is handled, but also with respect to the weights assigned to these neighbours. Excepting Kernel estimators we have globally the following matching methods: nearest neighbour matching, calliper and radius matching and stratification and interval matching. The performance of different matching estimators varies case-by-case and depends largely on the data structure at hand (Zhao, 2000).
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In this paper we work with two categories of firms: firms where wages are negotiated collectively and firms which do not negotiate collectively their wages. The group of treatment consists of firms which negotiate collectively the salaries and the counterfactual group is sought among firms where salaries are directly established by the employer. Formally, the treatment variable ( coll _ negociation ) is written:



1, if firms negotiate collectively wages coll _ negociation =   0, otherwise



(1)



Our performance variable ( volunt _ departure ) is given by the fact that during 2006 the firm is concerned by voluntary departures. This variable can be written as follows:



1, if the firm has voluntary departures in 2006 volunt _ departure =   0, otherwise



(2)



We take into account the following matching criteria: industry, firm size, geographical region of implementation, ownership, firm juridical type, evaluation in terms of performance of the workforce and firm size variation rate. These variables were presented in section 3.



5. Results First, in section 5.1 we present the distribution of the observed matching criteria and we give other descriptive statistics related to the effects of several national and/or branch collective bargaining agreements on the collective labour contracts. Second, in section 5.2 we implement a multiple correspondence analysis (MCA) in order to identify a typology of firms by taking into account the determinants of the wage bargaining process and of employee voluntary departures. Finally, in section 5.3 we present the result of the kernel estimator and we compare it to a simple probit model.



5.1 Descriptive statistics
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Summary statistics are given in table 1. All the retained variables are supposed to be determinants of the wage bargaining process. We analyze their distribution on three samples: the global sample, the sample of firms which establish wages by collective negotiation and the sample of firms where employers decide the salaries. 49 percent of our sample negotiates collectively wages. On the global sample, firms belong principally to the manufacture industry, trade, construction and transports. Firms from the manufacture industry and from the extractive industry use slightly more frequently the wage bargaining process. As for firms from construction, trade, transports and financial intermediation and real estate activities they are slightly over-represented in the category of firms where wages are established by the employers. 35% of the firms of the global sample have between 50 and 249 employees. Firms having between 10 and 20 employees are less represented in the database (12%) and firms with at least 250 employees represent a third of the sample. We note that wage bargaining is more representative for big firms with more than 250 employees and less representative for firms with less than 50 employees. We can state the existence of a positive correlation between firm size and the wage bargaining process. Concerning firms’ location, we observe that companies are distributed in a homogeneous way across the 8 Romanian regions (approximately 13% in each region). However, firms are less implemented in the Centre region (less than 6% of the firms). We also note that in the North-East, Centre and South-Muntenia regions, wages are more frequently negotiated collectively. Firms from the North-West region are largely overrepresented from firms which do not negotiate their wages. 72% of the firms of the global sample are private with full Romanian capital. Firms with full or majority Romanian capital negotiate less their wages. As for public firms with full
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or majority State capital, we note clearly that they negotiate more intensely their wages. This shows that in Romania wage bargaining is associated to big State firms. On the global sample 53% of firms are limited liability companies and 43% stock companies. We remark that wage bargaining is predominant for stock companies. Concerning the firm size variation rate indicator, we note that companies where between 2004 and 2005 the firm size decreased use the wage bargaining process more intensively. Firms which do not evaluate the performances of their employees are over-represented in the category of firms where salaries are established by the employer. And firms which evaluate the performances of their employees for both wage and job promotion reasons negotiate collectively their wages in a more intensive way. And finally, we note that firms which wage bargain know in 40% of cases voluntary departures, against 29% for firms where salaries are established by the employers. This emphasizes a positive relationship between wage bargain and employee voluntary departures.



Table 1: Descriptive statistics



Variable Negotiate collectively wages (yes/no) Industry Agriculture Extractive industry Manufacture industry Electricity, gas and water supply industry Construction Trade Hotels and restaurants Transports Financial intermediation, real estate activities, etc. Other services Firm size Between 10 and 20 employees Between 21 and 49 employees Between 50 and 249 employees 250 employees and more Region North-East region



Global sample



Sample where coll _ negotiation = 1



Sample where coll _ negotiation = 0



49.3



100



0



5.24 2.55 49.94 3.7



5.7 3.63 51.55 5.96



4.79 1.51 48.36 1.51



8.56 9.58 3.45 8.05 7.41



7.77 8.81 3.37 6.99 4.66



9.32 10.33 3.53 9.07 10.08



1.53



1.55



1.51



12.01 22.99 34.74 30.27



7.77 17.1 33.42 41.7



16.12 28.72 36.02 19.14



13.67



16.58



10.83
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West region 14.69 14.25 15.11 North-West region 11.75 4.92 18.39 Centre region 5.87 8.03 3.78 South-East region 13.67 12.18 15.11 South-Muntenia region 13.41 16.84 10.08 Bucharest-Ilfov region 14.69 14.51 14.86 South-West-Oltenia region 12.26 12.69 11.84 Firm ownership Private firm with full Romanian 71.9 66.58 77.08 capital Private firm with full foreigner 8.3 8.29 8.31 capital Private firm with Romanian 4.85 3.11 6.55 capital in majority Private firm with Romanian capital in 0.89 1.04 0.76 majority and the rest belonging to the State Private firm with foreigner 6.26 6.74 5.79 capital in majority Public firm with full State capital 6.51 11.92 1.26 Public firm with State capital in 1.28 2.33 0.25 majority Firm juridical type Limited liability company 52.62 35.23 69.52 Stock company 43.3 59.59 27.46 Other form 4.09 5.18 3.02 Firm size variation rate between 2004 and 2005 Firm size decreased 33.84 41.71 26.20 Firm size remained still 27.08 25.65 28.46 Firm size increased 35.89 29.27 42.32 Evaluating the performances of the workforce Does not evaluate the performance of its 36.27 25.65 46.6 workers Evaluates the performance for 27.59 26.94 28.21 wage reasons Evaluates the performance for job 5.36 7.25 3.53 promotion reasons Evaluates the performance for both 29.5 38.08 21.16 wage and job promotion reasons Other reasons 1.28 2.07 0.5 34.1 39.38 28.97 Voluntary departures (yes/no) Number of observations 783 386 397 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family



Employers and trade unions also negotiate at a national and/or branch level. The results of these negotiations must be considered when establishing collective labour contracts. In the survey there is information about the negative effects of these negotiations (the survey puts forward 24 points of the collective bargaining process) on firm’s activity. From the 783 firms of our final sample, 23% of them (177 firms) do not respond to this question, 2% (15
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firms) give incoherent answers, 7% (57 firms) affirm having insufficient information about the bargaining at the national and/or branch level and 5% (37 firms) say that they do not have any information about these negotiations. 231 employers (30% of the sample) consider that globally bargaining at a national and/or branch level does not affect negatively their activity. The rest of 266 employers (34% of the sample) consider that at least one of the 24 aspects of the collective bargaining process affects negatively their activity7. Table 2 describes (only for the 266 employers) how the 24 points of the collective bargaining process affect negatively firms. Appendix 2 gives the distribution of the number of points that affect negatively Romanian firms.



Table 2: Points of the collective bargaining negotiated at a national and/or branch level that affect negatively firms’ activity Point from the collective bargaining agreement negotiated at a national and/or branch level Workweek duration Condition of work and work protection Work standards Classification of jobs with difficult conditions of work Classification of jobs with special conditions of work Minimum coefficient of hierarchical advancement for qualified workers Minimum coefficient of hierarchical advancement for workers of the State-sectors Minimum coefficient of hierarchical advancement for specialised workers without higher education Minimum coefficient of hierarchical advancement for specialised workers with higher education Minimum allowance for working in difficult or dangerous conditions Minimum allowance for working in noxiousness conditions Allowance for overtime Sentant pay Additional pay to basic salary Percentage of profit sharing which goes to employees Holiday regulation Minimum wage level Regulation of signing a working individual agreement Regulation of ending a working individual agreement Firing regulation (downturns, firm’s automation, etc.) Vocational training regulation In-house training regulation 7



Percentage of firms which consider that this point affects negatively their activity 63.91 56.02 52.63 48.87 45.49 51.13 46.99 46.24 47.74 49.62 48.5 57.89 48.5 49.62 43.61 51.5 60.15 53.76 58.27 61.65 50.38 47.37



In the survey we also have the intensity of the effects but we decide not to exploit this information.
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Solving work conflicts regulation 43.98 Other points 17.67 Number of firms answering to these questions 266 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family



Table 2 shows that firms are principally not satisfied with the following points of the national and/or branch agreements: working duration, firing regulation, minimum wage level, regulation of ending a working individual agreement, allowance for overtime and condition of work and work protection. For example, 64% of the firms which claim that at least one point of the national and/or branch agreements affect negatively their activity, are not satisfied with the consequences of the workweek duration agreement on their activity. Appendix 2 emphasizes that a third of the 266 firms consider that almost all the points given above (23 and 24 points) affect negatively their activity. Knowing that these 24 points are the main agreements that can be reached at a national and/or branch level, this means that these firms are not at all satisfied with the Romanian bargaining process. Table 3 concentrates only on firms which negotiate collectively their wages. It gives the main reason of the wage bargaining process inside the firm8. More of 54% of firms which negotiate their wages affirm that the main determinant of bargaining is the raise of prices. The second reason for negotiating collectively wages is to take into account the evolution of work productivity inside the firm (20%); and the third one is given by the wish of increasing the competitiveness of the firm (15%). Appendix 3 gives for each determinant of the wage negotiation process the percentage of firms which invoke it (one firm can invoke several determinants). Then we concentrate on firms where employees leave voluntarily. Table 4 presents the main explication of the employer regarding employees’ voluntary departures. It seems that firms loose employees mainly because they leave abroad for work (in 21% of cases) or 8



For firms having several reasons with the same main percentage, we consider the last cause by the order of appearance.
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because the minimum wage offered by the firm is not attractive to young people (in 20% of cases). Appendix 4 gives for each determinant of the voluntary departure process the percentage of firms which invoke it (one firm can invoke several determinants). Table 3: Main determinant of the wage collective bargaining process



Main cause of wage collective bargaining



Percentage



Employees demand a wage increase as prices raised 54.15 Employees demand a wage increase as salaries raised in other firms 6.74 Employees demand a wage increase as salaries raised in State-paid sectors 1.81 To take into account the evolution of work productivity inside the firm 20.98 To increase the competitiveness of the firm 15.03 Other reasons 1.3 Number of firms 386 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family



Table 4: Main reason of employees’ voluntary departures Main cause of voluntary departures Percentage Wages are inferior to those proposed by rival firms 16.1 Minimum wage of the firm is unattractive to young people 20.22 Employees leave abroad for work 20.97 Firm does not offer enough luncheon vouchers 3 Firm does not offer any luncheon voucher 6.37 Working conditions are too difficult 7.87 Employees did not correspond to the job as a consequence of the inefficiency of the job selection 6.37 process Employees began their own business 2.25 Other reasons 16.85 Number of firms 267 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family



5.2 A multiple correspondence analysis



Before our econometric approach, we decide to implement a multiple correspondence analysis (MCA) in order to illustrate different types of Romanian firms9. The purpose of this exercise is to rely firms’ characteristics (size, region, ownership, juridical type) to the determinants of the wage bargaining process and to the determinants of employees’ voluntary departures. Figure 1 emphasizes the behaviour of seven categories of Romanian firms.



9



MCA was implemented by using SPSS.
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Figure 1: Multiple correspondence analysis



Joint Plot of Category Points
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Dimension 1 Variable Principal Normalization. Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family Note: The figure was made by using SPSS.



First, we can observe that when public firms with State capital in majority negotiate collectively wages, they do not do it to take into account the evolution of work productivity inside the firm, nor the increase of the competitiveness of the firm. Second, firms located in the Centre region which bargain collectively their wages and where employees voluntary leave them, are firms with another juridical type than limited liability company or stock company (they probably are co-operative companies, domestic
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companies, etc.). Employees leave voluntarily these firms not for the reason that wages are inferior to those proposed in rival firms. Third, private firms with foreigner capital in majority and with more than 1,000 employees negotiate collectively their wage for three reasons: taking into account the evolution of work productivity inside the firm, to increase the competitiveness of the firm and because employees demand a wage increase as salaries raised in State-paid sectors. Fourth, in firms between 250 and 499 employees and being private companies with Romanian capital in majority and the rest foreigner capital, employees voluntary leave them for six possible reasons: wages are inferior to those proposed by rival firms; the minimum wage of the firm is unattractive to young people; the firm does not offer enough luncheon vouchers; the firm does not offer any luncheon voucher; working conditions are too difficult; employees did not correspond to the job as a consequence of the inefficiency of the job selection process; employees began their own business. Fifth, limited liability companies meet voluntary departures of their workforce because their employees decide to leave abroad for work. Sixth, public firms with full State capital negotiate collectively wages because prices raised or because salaries raised in other firms. These firms are principally located in the South-West region. And finally, private firms with Romanian capital in majority and the rest belonging to the State negotiate collectively their wages for other reasons than the ones given in the survey.



5.3 Matching results



In the first step of the econometric strategy, we estimate the probability for a firm to negotiate collectively wages with a probit regression, by introducing the matching variables presented
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in section 4. As at least one of the modalities of each variable is significant at 10%, we decide to keep all of the modalities. The probit model helps estimating the propensity score for each firm and it allows constructing counterfactuals. These models require a sufficiently important common support which entirely depends on the quality of the model. 32 % of firms which negotiate collectively wages have an estimated probability to negotiate collectively wages lower than 0.5 and conversely 22 % of firms that do not negotiate their salaries have a probability of bargaining higher than 0.5. The two distributions are largely overlapped. Moreover, as the number of the establishments that did not negotiate their wages is higher, pairing is possible. The results of the probit estimation are described in table 5.



Table 5: Determinants of the probability of negotiating collectively wages Variable



Estimation 0.06



Intercept Industry Agriculture Extractive industry Manufacture industry Electricity, gas and water supply industry Construction Trade Hotels and restaurants Transports Financial intermediation, real estate activities, etc. Other services Firm size Between 10 and 20 employees Between 21 and 49 employees Between 50 and 249 employees 250 employees and more Region North-East region West region North-West region Centre region South-East region South-Muntenia region Bucharest-Ilfov region South-West-Oltenia region Firm ownership Private firm with full Romanian capital



Standard error 0.29



-0.38 -0.38



Ref. 0.42 0.23



Ns *



-0.41



0.43



Ns



-0.39 -0.32 -0.20 -0.53



0.28 0.27 0.34 0.28



Ns Ns Ns *



-0.58



0.29



**



-0.60



0.46



Ns



-0.42 -0.24



0.17 0.13 Ref. 0.14



** *



0.19 0.19 0.22 0.26 0.19 Ref. 0.18 0.20



Ns ** *** Ns **



0.23 -0.04 -0.45 -1.40 0.13 -0.44 -0.38 -0.39



Ref.
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Ns



*



** **



Private firm with full foreigner 0.02 0.18 Ns capital Private firm with Romanian -0.55 0.25 ** capital in majority Private firm with Romanian capital in majority and the rest belonging to -0.44 0.54 Ns the State Private firm with foreigner -0.11 0.21 Ns capital in majority Public firm with full State capital 0.87 0.32 *** Public firm with State capital in 1.08 0.61 * majority Firm juridical type Limited liability company Ref. Stock company 0.63 0.12 *** Other form 0.12 0.28 Ns Firm size variation rate between 2004 and 2005 Firm size decreased 0.42 0.13 *** Firm size remained still 0.06 0.12 Ns Firm size increased Ref. Evaluating the performances of the workforce Does not evaluate the performance of its workers Ref. Evaluates the performance for 0.22 0.12 * wage reasons Evaluates the performance for job 0.67 0.24 *** promotion reasons Evaluates the performance for both 0.54 0.13 *** wage and job promotion reasons Other reasons 1.08 0.50 ** Max-rescaled R-Square 0.35 Number of observations 783 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family Note: Probit coefficients estimates. * indicates significance at 10%, ** indicates significance at 5%, *** indicates significance at 1% and Ns indicates non-significance at 10%.



Among control variables, we introduced firm size because we consider that it determines mainly the retained strategy regarding wage bargaining. We observe that the probability of wage bargaining increases with the size. We also introduce sector levels to capture differences in the wage negotiation implementation: wage bargaining is mainly used in specific sectors. The agriculture sector is taken as the reference. Manufacturing, transport and financial intermediation and estate activities firms have a lower wage bargaining propensity than agriculture firms. Localisation in different Romanian regions, ownership and firm juridical type are other determinants of the wage bargaining process. The SouthMuntenia region is taken as the reference. Excepting the North-East and the Centre regions,
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for the other firms the propensity of negotiating collectively wages is less important than for firms located in South-Muntenia. Private firms with Romanian capital in majority have a lower probability of wage bargaining than private firms with full Romanian capital. As for public firms with full or majority State capital, they have a more important probability of negotiating wages. This indicates that wage negotiation is more predominant for public firms. Concerning the juridical type of the firm we can observe that stock companies have a more important probability of wage bargaining compared to limited liability companies. Regarding firms’ economic performance, we introduce an indicator describing firm size variation rate. Firms with a decrease in their size from 2004 to 2005 have more chances to negotiate collectively salaries that firms for which the size increased. Because the evaluation of workforce performance can describe the internal tensions inside the firm, it is important to take into account this information. Globally, evaluating the performances of the workforce increases the probability for a firm to negotiate collectively wages. Table 6 presents the result of the estimation of our performance variable. This is the second step of the model. The comparison between firms that do not negotiate collectively their wages and firms that wage bargain releases the following result: firms that wage bargain significantly increase (at 10 %) the probability of having employee voluntary departures. So wage bargaining firms increase by 8 points the voluntary departure of their employees. We can interpret this result as supporting the non existence of a voice effect through the scope of collective bargaining in the Romanian industrial relations system. This result must be interpreted with caution. The effect is positive and weakly significant (10%). Maybe if we control for more firm characteristics and employees’ characteristics (wages, occupations, etc.) the effect could change and probably disappear.
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Table 6: Estimate of the wage bargaining effect on employees’ voluntary departures with kernel propensity score estimator Variable Min Max Mean Standard Error Student



Employees’ voluntary departures -0.0743 0.2458 0.0884



0.0520



1.70 *



Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family Note: * indicates significance at 10%.



In order to appreciate the importance of the selection bias we can compare this result to a naïve estimator. We obtain the naïve estimator by introducing directly in a probit model the wage bargaining variable with the other explanatory variables. We obtain an estimator of 0.26 which is significatively different from 0 at 5%. This emphasizes that after controlling the selection bias the effect of wage bargaining on employee voluntary departures strongly decreases10. To assess the matching quality we use several tests. They are directly implemented under Stata. First, we use a stratification test. It is proposed by Dejehia and Wahba (1999, 2002). The pscore program written by Becker and Ichino (2002) has an algorithm which implements it. Dehejia and Wahba divide observations into strata based on the estimated propensity score such that no statistically significant difference between the mean of the estimated propensity score in both treatment and control group remain. Then they use t-tests within each stratum to test if the distribution of the observable explanatory variables is the same between both groups. For this test, the region of common support is [0.0472842, 10



In order to obtain some supplementary information on the way wage bargaining affects employee voluntary separations we model with a probit the probability that the firm has voluntary departures with seven dummies indicating the main determinant of the wage bargaining process (no wage bargaining, employees demand a wage increase as prices raised, employees demand a wage increase as salaries raised in other firms, employees demand a wage increase as salaries raised in State-paid sectors; to take into account the evolution of work productivity inside the firm; to increase the competitiveness of the firm and other reasons). We take as a reference the fact of not negotiating collectively salaries. The fact of negotiating wages principally for the three following reasons (employees demand a wage increase as prices raised, employees demand a wage increase as salaries raised in other firms and in order to take into account the evolution of work productivity inside the firm) increases the probability that employees leave voluntarily the firm. In this model we do not control for the possible selection bias. Nevertheless we can not implement a kernel matching estimator with a multinomial treatment because of the lack of data.
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0.99084989]. The test indicates that dividing the propensity score distribution into five blocks ensures that the mean propensity score is not different for treated and controls in each block. In our case the balancing property is satisfied. Table 7 shows the inferior bound, the number of treated and the number of controls for each block.



Table 7: Stratification test



Inferior bound of block of the propensity score 0.0472842 0.2 0.4 0.6 0.8 Total



coll _ negotiation = 0



82 160 90 44 12 388



coll _ negotiation = 1 Total



17 63 86 95 125 386



99 223 176 139 137 774



Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family Note: we used the Stata pscore program (Becker and Ichino, 2002).



Second, we use the pstest procedure (Leuven and Sianesi, 2003). This test comes originally from Rosenbaum and Rubin (1985) and relies on the examination of standardized differences. The test calculates for each matching variable a measure of bias reduction. In most empirical studies a bias reduction below 3% or 5% is seen as sufficient. In our sample, there is a multitude of values superior to 60%. So we can conclude that our model specification is good. Third, there is a similar approach which uses a two-sample t-test to check if there are significant differences in covariate means for both groups (Rosenbaum and Rubin, 1985). As expected after matching covariates are balanced in both groups and we found no significant difference. Third, as a complement to this test we also use the psgraph programme which is also developed by Leuven and Sianesi (2003). Figure 2 illustrates the distribution of the propensity score for the treated and for the untreated. It emphasizes a good overlapping.
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Figure 2: Propensity score



0



.2



.4 .6 Propensity Score Untreated Treated: Off support



.8



1



Treated: On support



Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family Note: we used the Stata psgraph program (Leuven and Sianesi, 2003).



And finally we make a sensitivity analysis. Its results are presented in appendix 5.



6. Conclusion



In this paper we test Hirschman’s “voice-exit” theory on the Romanian labour market. We control a possible selection bias associated to the fact that the wage bargaining process is not distributed randomly among firms. After implementing a kernel matching estimator we find a positive relationship between wage bargaining and employees’ voluntary quits within Romanian firms. Nevertheless this relationship is weakly significant (at 10%). This result is contrary to the findings of empirical studies implemented on developed countries. It must be interpreted with caution.
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First, even if we use an original dataset we face a strong lack of information. For example, we can not control for the minimum wage inside the firm. According to Delery et al. (2000), collective bargaining effects on quits disappear when wages and benefits are included in the equation. This can hide a difficulty in the control of the selection bias because probably firms which wage bargain are firms that offer the lowest salaries. In this case employees prefer leaving firms for better paid jobs (in other sectors, abroad, etc.). Second, in our analysis, the collective bargaining process and employees’ voluntary quits are not very precise as we use two dummy variables to describe these phenomena. Third, the Romanian labour market is fundamentally different from labour markets in developed countries. We also study a very particular year (2006), just before Romania’s entrance in the European Union. So, our result may also hide some inefficiency in dealing with the collective negotiation process. As Meardi (2007) recommends for Central Eastern European countries, in Romania we could be witness of a strong “exit” phenomenon which will be followed by a “voice” phenomenon.
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Appendix 1: The eight main Romanian regions



Region 1 Region 3



Region 4 Region 2 Region 5 Region 6 Region 8



Region 7
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Appendix 2: Number of points affecting negatively firms’ activity Number of points from the collective Percentage of firms which consider bargaining agreement negotiated at a that this point affects negatively their national and/or branch level activity 1 7.52 2 5.64 3 8.65 4 12.78 5 8.27 6 4.14 7 4.51 8 2.26 9 1.13 10 0.75 11 2.26 12 0.75 14 0.75 15 1.13 19 1.13 20 0.38 21 1.13 22 4.14 23 17.67 24 15.04 Number of firms answering to these 266 questions Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family
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Appendix 3: Determinants of wage collective bargaining



Determinant of wage collective bargaining



Percentage



Employees demand a wage increase as prices raised 90.41 Employees demand a wage increase as salaries raised in other firms 47.67 Employees demand a wage increase as salaries raised in State-paid sectors 22.54 To take into account the evolution of work productivity inside the firm 66.06 To increase the competitiveness of the firm 54.66 Other reasons 4.66 Number of firms 386 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family



Appendix 4: Determinants of employees’ voluntary departures Determinant of voluntary departures Percentage Wages are inferior to those proposed by rival firms 56.18 Minimum wage of the firm is unattractive to young people 58.05 Employees leave abroad for work 61.42 Firm does not offer enough luncheon vouchers 15.36 Firm does not offer any luncheon voucher 23.97 Working conditions are too difficult 37.08 Employees did not correspond to the job as a consequence of the inefficiency of the job selection 25.47 process Employees began their own business 26.22 Other reasons 34.46 Number of firms 267 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family
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Appendix 5: Sensitivity analysis



In the case of the estimation of the treatment effect with matching estimators we consider selection on observable characteristics. However, if there are unobserved variables which affect assignment into treatment and the outcome variable simultaneously, a hidden bias might arise. Since it is not possible to estimate the magnitude of selection bias with our data, we address the problem with the bounding approach proposed by Rosenbaum (2002). We want to determine how strongly an unmeasured variable must influence the selection process in order to undermine the implications of matching analysis. If there is a hidden bias, two individuals with the same observed characteristics have different chances of receiving a treatment. We use the Stata rbounds procedure developed by Gangl (2003). Table 8 describes the results of this test.



Table 8: Rosenbaum bounds for casual treatment effects eγ values



p-critical p-critical sig max sig min



^



t max



Hodges-Lehmann point estimate ^ CI max CI min t min



1.0 0.000000 0.000000 0.175825 0.175825 0.155362 0.194799 1.1 0.000069 0.000000 0.168513 0.183512 0.146126 0.202688 1.2 0.000929 0.000000 0.160775 0.190389 0.113523 0.209045 1.3 0.006697 0.000000 0.153565 0.196372 0.113523 0.214576 1.4 0.029702 0.000000 0.146225 0.202592 -0.100529 0.219549 1.5 0.090097 0.000000 0.137212 0.207623 -0.173851 0.224684 1.6 0.202767 0.000000 0.12425 0.212099 -0.202015 0.229447 1.7 0.361284 0.000000 0.10686 0.215975 -0.21758 0.234325 1.8 0.537508 0.000000 -0.115171 0.219705 -0.231685 0.239519 1.9 0.698161 0.000000 -0.164954 0.223323 -0.241924 0.245624 2.0 0.821898 0.000000 -0.192612 0.227189 -0.248891 0.251523 Field: Romanian firms with at least 10 employees. Sample obtained from a file produced by the Economic and Social Council of Romania in collaboration with the Romanian Ministry of Labour, Social Solidarity and Family Note: Rosenbaum bounds calculated using rbounds (Gangl, 2003).
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