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Abstract

This article returns to a classic question of political economy: the zero-sum conflict between
capital and labor over the division of the national income pie. A detailed description of labor’s
share of national income in 16 industrialized democracies from 1960 to 2005 uncovers two
long-term trends: an increase in labor’s share in the aftermath of World War II, followed by
a decrease since the early 1980s. I argue that the working class’s relative bargaining power ex-
plains the dynamics of labor’s share, and I model inter- and intra-class bargaining power in the
economic, political, and global spheres. Time-series cross-section equations predicting the
short- and long-term determinants of labor’s share support most of my theoretical arguments
and the main findings are robust to alternative specifications. Results suggest that the common
trend in the dynamics of labor’s share of national income is largely explained by indicators for
working-class organizational power in the economic (i.e., unionization and strike activity) and
political (i.e., government civilian spending) spheres, working-class structural power in the
global sphere (i.e., southern imports and foreign direct investments), and indirectly by an indi-
cator for working-class integration in the intra-class sphere (i.e., bargaining centralization).
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This article fills a lacuna in inequality
research by systematically analyzing the
division of national income between the
two dominant social classes—capitalists and
workers. The zero-sum distribution of
national income between labor’s com-
pensation and capitalists’ profits (typically
called ““labor’s share of national income’’),
although a classic question of political econ-
omy, has largely been neglected by current
research. In part, this is because economists
widely regard labor’s share of national
income as one of the great constants of eco-
nomic development. Much like the positive
class compromise argument for mutual

cooperation between classes in capitalist
democracies (Przeworski 1985; Przeworski
and Wallerstein 1982),' the assumption is
that, over time, workers and capitalists both
benefit similarly from the fruits of economic
growth and productivity gains. As I show,
this idea is rather misleading because labor’s
share of national income functioned as an
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indicator of workers’ fluctuating bargaining
position during the postwar period.

Recently, labor’s share of national income
has been making a comeback in economic
research (Atkinson 2009). Much of this revi-
talization is driven by evidence from the
past two decades that contradicts the usual
argument that economic expansion will
make most workers better off. Growth of pro-
ductivity has expanded total income, but in
many countries average real wages and
employment are flat or falling. Income growth
has occurred mainly in capitalists’ profits and
at the very top of the wage distribution,
sharply increasing income inequality (Piketty
and Saez 2006; Wolff 2003). As a result,
most developed countries have seen a large
and persistent reduction in labor’s share of
national income (Blanchard 1997). Neverthe-
less, except for a few studies, little is known
about the scope of the decline in labor’s share
and its timing across countries. Furthermore,
we know relatively little about labor’s share
during the ascendancy of social-democratic
projects in the aftermath of World War IL
This article fills this gap in inequality research
by systematically analyzing labor’s share of
national income in 16 industrialized democra-
cies from 1960 to 2005.

Not only do we lack studies documenting
the distribution of national income between
workers’ compensation and capitalists’ prof-
its, but, with a few important exceptions, there
are no rigorous studies explaining the dynam-
ics of labor’s share. Earlier studies on labor’s
share focus almost exclusively on its short-
term fluctuation and the business cycle, dem-
onstrating that rapid economic growth, high
rates of unemployment, and rising prices
decrease labor’s share (Broddy and Crotty
1975; Glyn and Sutcliffe 1972; Raffalovich,
Leicht, and Wallace 1992; Weisskopf 1979).
Less research is devoted to explaining what
drives longer-term trends in labor’s share.
Some studies do show that workers’ collective
action in the labor market (i.e., unionization
and strike activity) was positively related to
labor’s share of national income in the

postwar United States until the late 1970s
(Kalleberg, Wallace, and Raffalovich 1984;
Rubin 1986; Wallace, Leicht, and Raffalovich
1999).

In this article, I develop a broad conceptual-
ization of workers’ relative bargaining power
as a function of workers’ organizational power
in the economic and political spheres, their
structural power in the global sphere, and their
degree of centralization in the intra-class
sphere. 1 apply this conceptualization toward
an understanding of the dynamics of labor’s
share of national income within 16 capitalist
democracies from 1961 to 2005. By seeking
an overarching pattern across countries,
above and beyond national particularities, I
put the argument regarding the significance
of working-class bargaining power for the
dynamics of labor’s share to a strong test.

In the next section, I describe the patterns of
labor’s share that emerged from 1960 to 2005.
I then discuss the longstanding assumption of
neoclassical economic theory that labor’s share
is constant and its recent reevaluation, intro-
ducing a conceptualization of the relative bar-
gaining power of labor to explain the
dynamics of labor’s share. I use this framework
to understand changes in labor’s share in 16
developed countries by estimating models for
the entire period of 1961 to 2005 and testing
for changes in the coefficients over time. I go
on to test the robustness of the results by exam-
ining their sensitivity to information from indi-
vidual countries, the inclusion of top earners
with the working class, analyzing a directly
observed comparable measure of technological
change across countries, and different specifi-
cations of productivity.

LABOR’S SHARE OF
NATIONAL INCOME IN
CAPITALIST DEMOCRACIES,
1960 TO 2005

By way of introducing the dataset for the

dependent variable, Figure 1 presents plots
of the trends in labor’s share of national
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Figure 1. (continued)
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Figure 1. Labor’s Share of National Income in 16 OECD Countries, 1960 to 2005

Note: Labor’s share is measured as the percentage of GDP (at basic prices) compensating labor (i.e.,
employees and self-employed labor income). I estimate self-employed labor income by multiplying the
number of self-employed workers by the average compensation of wage and salary workers.
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income for the 16 capitalist democracies for
which data are available. Labor’s share is
measured by labor’s compensation (i.e.,
wages, salaries, and fringe benefits) as a per-
centage of Gross Domestic Product.

The figure clearly shows that labor’s share
of national income has decreased since the
early 1980s in the Anglo-Saxon countries,
Continental Europe, and even Scandinavia,
although the scope and timing of the decline
differs across countries. On average, labor’s
share declined by almost 9 percentage points
since the early 1980s, from 73 percent in
1980 to 64 percent in 2005. In contrast to
the recent downward trend, the first half of
the twentieth century saw an increase in la-
bor’s share: the United Kingdom experienced
a distinct upward trend, from 56 percent in
1913 to 72 percent in 1964 (Matthews, Fein-
stein, and Odling-Smee 1982), and the
United States also saw labor’s share of
national income increase by 5 percentage
points from the end of World War II until
the late 1960s (Krueger 1999). Systematic
data on labor’s share for the period before
1960 in other developed countries are not
readily available, but Figure 1 shows that
the increase in labor’s share in the postwar
period is not unique to the United Kingdom
and the United States. Labor’s share
increased in most countries in the 1960s
and 1970s. In Denmark, Finland, the Nether-
lands, Norway, and Sweden, labor’s share
increased by 4 to 6 percentage points during
the 1960s; during the 1970s, labor’s share
increased in Australia, France, Germany,
and Japan.’

To explain what is behind the upward and
downward trends in labor’s share, Figure 2
presents countries’ annual growth in real
earnings and fringe benefits per employee
and productivity growth. The rationale is
that growth in productivity will increase
national income; the question, though, is
how much of that growth translates into
wages and fringe benefits. Clearly, the
upward trend in labor’s share during the
1960s and 1970s, when most workers’

real wages and fringe benefits generally
increased, was due to a more rapid rise in
labor’s compensation relative to productiv-
ity. Contrary to the common economic
assumption that compensation tracks pro-
ductivity, real earnings and fringe benefits
have increased more slowly than productiv-
ity in all countries during the past two dec-
ades. This is partly because less skilled
workers are increasingly restricted to pre-
carious low-wage jobs (Handel and Gittle-
man 2004; Kalleberg 2009) in which
compensation growth is much slower than
productivity growth (Sakamoto and Kim
2010). Because productivity growth ex-
pands total income, slow income growth
for workers implies faster income growth
for capital.

These upward and downward trends indi-
cate that although income inequality among
workers and labor’s share of national income
are related, they are not identical and are
even, at times, negatively correlated. For
example, when earnings inequality showed
little change during the 1960s and 1970s, la-
bor’s share of national income increased in
most countries. Arguably, there are distinc-
tive mechanisms through which labor’s
share, but not necessarily income inequality,
is linked to workers’ bargaining power.
While it is evident that labor unions and
a large public sector increase income and
earnings equality (Card 2001; Lee 2005;
Moller, Nielsen, and Alderson 2009), it is
not clear that they do so at employers’
expense. Pressures of international competi-
tion also had a significant impact on rising
income inequality among workers (Alderson
and Nielsen 2002; Beckfield 2006), but its
overall effect on labor’s share may be zero.
It may be the case that as the demand for
skilled labor relative to unskilled labor
increased, and the returns to each diverged,
aggregate labor’s compensation increased
rapidly, at a pace similar to economic
growth.

The general conclusion from the available
evidence is that there is no real long-term
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Figure 3. Box Plots of Labor’s Share of National Income, 16 OECD Countries, 1960 to 2005
Note: Boxes mark the 25th and 75th percentiles of the distribution of labor’s share for each year. The hor-
izontal line within each box indicates the median. Outliers are indicated by dots.

stability in labor’s share during the postwar
period. I document two common long-term
trends in rich countries since the end of
World War II: an increase in labor’s share
during the 1960s and 1970s (or earlier), fol-
lowed by a decrease since the early 1980s.
Figure 3 presents these two general trends
with box plots of the yearly spread of labor’s
share in 16 developed countries from 1960 to
2005.

FACTORS OF PRODUCTION

The fact that economic research neglects la-
bor’s share of national income reflects what
has long been regarded as a ““stylized fact™ of
economic growth—the constancy of labor’s
share (Kaldor 1961).* Keynes (1939:48), for
example, wrote that ‘“‘the stability [italics
mine] of the proportion of the national divi-
dend [income] accruing to labor . . . is one
of the most surprising, yet best-established,
facts in the whole range of economic statis-
tics.” The constancy of labor’s share is
derived by adopting a standard neoclassical
Cobb-Douglas aggregate production function
that assumes labor and capital are paid their

marginal productivity, labor and capital are
neither substitutes nor complementary fac-
tors in the production process, and factors’
shares are determined entirely by production
technology, which increases the marginal
product of capital and labor by the same
amount. By implication, workers and capital-
ists should benefit similarly from technolog-
ical progress.

Recently, this “‘stylized fact” has turned
out not to be true for many developed coun-
tries. Two explanations for the decline in la-
bor’s share since the early 1980s have been
advanced. The first line of reasoning relaxes
the Cobb-Douglas production function as-
sumptions by suggesting that the increase in
wages in the late 1960s and early 1970s led
to capital-biased technological change (here-
after CBTC), which benefits capital produc-
tivity more than labor (Acemoglu 2002,
2003; Blanchard 1997). That is, the increase
in wages not only led firms to move to tech-
nologies using less labor and more capital,
but it may have prompted firms to develop
new labor-saving technologies to avoid high
labor costs and to better utilize capital assets.
Once this technical change takes place, firms
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gradually reduce their labor demands. Ac-
cording to the CBTC hypothesis, the rise
in labor productivity since the late 1970s
should be negatively associated with labor’s
share, due to a larger increase in capital
productivity; during earlier years, produc-
tivity growth should have been positively
associated with labor’s share. Supporting
the first part of this hypothesis, Bentolila
and Saint-Paul (2003) find a negative effect
for total factor productivity on labor’s share
in industry data for 12 OECD countries from
1972 to 1993. While it seems likely that
technological changes had some effect on
labor’s share, the CBTC hypothesis, by it-
self, cannot explain the current decline in la-
bor’s share. The main problem for the
CBTC hypothesis is that computer and
information technologies have advanced
steadily since the early 1980s, despite
wage moderation during the 1980s and
1990s. CBTC also fails to explain why
countries that are relatively similar from
a technological point of view differ in the
scope of the decline.

Alternatively, Blanchard and Giavazzi
(2003) argue that the explanation for the
decline in labor’s share lies in workers’ bar-
gaining power. Assuming that wages not
only reflect marginal productivity but are
also determined by bargaining in the labor
market, Blanchard and Giavazzi’s model
suggests that, starting in the mid-1980s,
a decrease in unionization led to a reduction
in real wages at a given level of employment,
and, by implication, a reduction in labor’s
share of national income. While this hypoth-
esis seems to fit well with the declining trend
in unionization and labor’s share, this rela-
tion has not been tested empirically. More-
over, by focusing solely on workers’
bargaining power in the labor market, Blan-
chard and Giavazzi overlook much of the his-
torical sequence of labor movements in
developed countries, such as labor-affiliated
political parties and expansion of the welfare
state, as well as the global context of work-
ers’ bargaining power. I therefore suggest

a broader conceptualization of labor’s rela-
tive bargaining power in explaining the
dynamics of labor’s share of national
income.

WORKERS’ BARGAINING
POWER

Figure 4 presents a conceptual diagram of the
causal pathways between indicators for
workers’ bargaining power and labor’s share
of national income. The theoretical model is
guided by the general hypothesis that, con-
trolling for macroeconomic variables, varia-
tion in workers’ bargaining power explains
the dynamics of labor’s share in capitalist
democracies. 1 expect workers’ bargaining
power to influence labor’s share through
three principal pathways: employment, com-
pensation, and the economy’s income. All
else being constant, an increase in employ-
ment and in compensation rates (i.e., the
numerator of labor’s share) increases labor’s
share, while an increase in product growth
(i.e., the denominator of labor’s share) de-
creases labor’s share.

Working-Class Organizational
Power in the Economic Sphere

In general, sociologists have been silent on
the current redistribution of income from
labor to capital, but a few studies argue for
the significance of workers’ collective action
in the labor market to explain the upward
trend in U.S. labor’s share. Conventional
wisdom holds that labor can enhance its
share of income through two forms of collec-
tive action—union organization and strike
activity—mainly by increasing levels of
employment and compensation while
decreasing firms’ profits (Kalleberg et al.
1984; Rubin 1986; Wallace et al. 1999).
Due to the inverse relationship between
workers’ organizational power in the labor
market and capitalists’ profits, changes in
unionization and strike activity may explain
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the upward trend in labor’s share during the
1960s and 1970s, and its downward trend
since the early 1980s. Although national
labor movements have experienced vastly
different trajectories in the postwar period,
labor commonly held a strong position rela-
tive to capital in the two decades after World
War II. In the capitalist democracies of Eu-
rope, North America, and the Pacific region,
unions organized between one and two thirds
of all workers (Western 1997). Labor’s
robust position was characterized by militant
demands for better wages and working con-
ditions (Shalev 1992). However, labor organ-
izations lost power in nearly all industrial
economies in the 1980s, and the decline con-
tinued during the 1990s. Unionization rates
also fell during this period (Ebbinghaus and
Visser 1999; Western 1997). With labor’s

organizational base crumbling, the power of
the strike to boost average employee wages
was severely weakened (Rosenfeld 2006),
and labor militancy fell sharply over the
past two decades (Piazza 2005).

This conventional wisdom is challenged,
however, by evidence of wage restraint
(Layard, Nickell, and Jackman 1991) and
high rates of productivity (Hicks and Ken-
worthy 1998) in countries with high levels
of unionization. Strong unions might not
only be good for workers, they might, as
Wright (2000) claims, be even better for em-
ployers. Labor union power adversely affects
capitalists’ material interests only up to a cer-
tain point. Once workers’ organizational
power crosses a certain threshold, labor
unions begin to have a positive effect on cap-
italists’ profits, primarily by imposing wage
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restraint while providing significant gains in
productivity due to high levels of cooperation
between workers and capitalists. Applying
Wright’s argument to labor’s share of
national income, we would expect very
high levels of unionization to have a zero
or even negative effect on labor’s share if
strong unions promote faster economic
growth than growth in real wages and fringe
benefits.

Working-Class Organizational
Power in the Political Sphere

Previous research, mainly on the U.S. econ-
omy, focuses almost exclusively on how
workers’ collective action in the economic
sphere generates distributional inequalities,
neglecting how collective action in the polit-
ical sphere affects labor’s share. In fact, one
may assume that labor has greater relative
power vis-a-vis capital in the political than
in the economic sphere. Wage-earners who
are disadvantaged in the economic sphere,
where they are subordinated to their employ-
ers, can combine to take collective action in
the political sphere. According to power re-
sources theory, workers’ organization in
social-democratic parties, often with the sup-
port of unions and allied leftist parties, re-
sults in a shift in the relative bargaining
power of capital versus labor, with a strength-
ening of labor’s position (Esping-Andersen
1985; Hicks 1999; Korpi 1983; Stephens
1979). Previous studies demonstrate that
social-democratic parties use their cumula-
tive power to redistribute income among
workers through progressive taxes and social
transfer payments (Brady 2003; Moller et al.
2003). In addition, I argue that these parties
redistribute income from capital to labor
through workplace regulations and relative
protection from market forces.

Political parties affiliated with the work-
ing class should support redistribution of
the national income pie in favor of labor.
Labor governments’ promotion of legislation

on issues such as unemployment insurance
and the minimum wage, as well as their pro-
motion of a favorable political climate for
organized labor, can be seen as an attempt
to reduce inequalities inherent in employ-
ment relations. In the U.S. context, to take
one important example, changes in political
affiliation during the Reagan administration
arguably had a key influence on labor’s rela-
tive bargaining power: Republican opposi-
tion to organized labor hit its stride in the
summer of 1981, when Reagan dismissed
striking air-traffic controllers and replaced
them with non-union employees. I expect
leftist governments, which draw their politi-
cal power base from the working class and
tend to support policies that increase earnings
and employment, to be positively related to
labor’s share of national income.

In addition to labor-affiliated govern-
ments, free or subsidized provision of public
services and goods, such as education and
health care, amplifies the size of the public
sector and should increase labor’s share of
national income by increasing levels of com-
pensation and employment (especially for
women). Public employment facilitates
women’s entry into the labor force by offer-
ing a large supply of care and service jobs
along with convenient working conditions
(Esping-Andersen 1990). Public-sector work-
ers also earn more, on average, than do work-
ers in the private sector, and most earnings
advantages are concentrated at the low end
of the earnings distribution (Bender 1998;
Gornick and Jacobs 1998). In the United
States, Devine (1983) found that the level
of social spending, which includes public
social services and transfer payments, had
a positive effect on the labor-capital income
ratio between 1949 and 1976. Yet the two
components of social spending—public
social services and transfer payments—do
not necessarily affect labor’s share in a simi-
lar way. Although social transfer payments,
which are particularly generous in social-
and Christian-democratic regimes, redistrib-
ute income among workers (Moller et al.
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2003), they are much less likely to redistrib-
ute income from capital to labor because they
have only a minor effect on workers’
employment and compensation.

The explanation for the long-term trends
in labor’s share of national income may
thus also lie in the political sphere. In the
aftermath of World War II, formerly weak
leftist political parties and their allies, the
trade unions, greatly increased their political
strength. For the first time in history, leftist
political parties were either government par-
ties or major opposition parties in most of the
capitalist democracies (Piven 1991). In the
1980s, however, the social-democratic model
came under severe attack in France, Ger-
many, the Netherlands, Belgium, and Britain,
and by the 1990s it was being challenged
even in the Nordic countries. Labor parties
lost power (Piven 1991; Pontusson 1995),
and those that retained power were unable
to support their traditional working-class
constituencies through social welfare and
full employment policies (Korpi and Palme
2003).

Working-Class Structural Power in
the Global Sphere

The final component of workers’ inter-class
bargaining power is more global. During
the past three decades, advanced economies
have increasingly integrated into interna-
tional markets for goods, capital, and labor.
This globalization, in particular the entry of
less-developed countries into the world mar-
ket, should have undermined workers’ struc-
tural power in the economic system and
exerted a downward pressure on the least
skilled workers’ wages and employment in
developed countries. Because the vast litera-
ture documenting gains from globalization
suggests a positive effect on an economy’s
income (Haskel, Pereira, and Slaughter
2007), if average earnings do not track eco-
nomic growth, the decline in labor’s share
due to globalization may be substantial.

First, globalization may raise profits rela-
tive to wages by increasing manufactured im-
ports from developing countries (e.g., China,
India, and the Eastern bloc) to developed
countries (i.e., southern imports). Importing
goods from less-developed countries reduces
firms’ costs and places workers in industrial-
ized countries in direct competition with
lower-paid workers in developing countries.
This competition curbs the bargaining power
of workers in rich countries. As a result,
southern imports bring down the wages of
the least skilled workers in developed coun-
tries, increase unemployment (Wood 1994),
and most likely decrease labor’s share of
the national income.

A second feature of globalization is the
rising flow of migrant workers from low-
income to high-income countries. In 2000,
nearly 9 percent of the workforce in
advanced countries was foreign-born, while
the top dispatchers of migrants were all
low-income countries—China, India, and
the Philippines (Freeman 2006). Growth in
the global labor supply, in particular the
influx of low-skilled migrants, is expected
to depress wages by threatening or displacing
native workers. Indeed, most empirical stud-
ies find a negative effect of immigration on
less skilled native-born workers’ wages and
employment, although this effect is relatively
small (Freeman 2006). I therefore expect
a greater rate of immigration will decrease
labor’s share of the national income.

The final component of the globalization
triad is increased capital mobility, that is,
more outflow and inflow of foreign direct in-
vestments (FDI). One consequence of the rise
in FDI is that an increasing share of coun-
tries’ output is accounted for by foreign af-
filiates of multinational firms. Research
finds that direct investments in multinational
firms weaken labor’s bargaining position and
exert a downward pressure on the wages of
(typically) organized, middle-income work-
ers (Brady and Wallace 2000). This is mainly
due to foreign-affiliated firms’ opposition to
unionism (Milkman 1992) and their heavy
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reliance on flexible employment to reduce
production costs (Budros 1997). Multina-
tional firms are also associated with national,
cultural, and linguistic divisions among co-
workers that obscure the bases for collective
action (Brady and Wallace 2000). Although
multinational firms contribute to an increase
in the wages of higher-income workers (Hut-
tunen 2007), the negative effect of direct in-
vestments on aggregate compensation is
most likely higher than its positive effect.

Working-Class Bargaining Power
and Workers’ Integration in the
Intra-Class Sphere

Intra-class conflict among workers over the
definition and organization of their common
interests is the fourth sphere relevant to a bet-
ter understanding of labor’s share of national
income. Ever since Marx ([1847] 1963),
scholars have suggested that workers’ suc-
cess in extracting economic rewards from
employers depends, in part, on their collec-
tive ability to reduce intra-class competition.
In applying Marx’s long-standing argument,
workers’ intra-class competition is best con-
ceptualized in terms of the level at which col-
lective bargaining is conducted.

In general, the continuum ranges from
a highly centralized corporatist system,
where wage agreements cover the entire, or
almost the entire, workforce, to a highly de-
centralized system where many local unions
sign numerous collective agreements that
cover workers in specific firms or occupa-
tions within firms. In a centralized system,
wage agreements should promote the wide
interests of all workers and thus overcome
internal competition. Centralization therefore
empowers low-skilled workers and increases
organized workers’ overall capacity to bar-
gain for better wages and employment. By
contrast, wage agreements signed by nar-
rowly based unions boost antagonistic inter-
ests among workers. With decentralized
bargaining, fewer workers are covered by

collective agreements and more of these
workers are low-skilled and employed in var-
ious nonstandard employment relations. In
a decentralized system, organized workers’
capacity to redistribute income in favor of
labor is thus undermined.

Consequently, decentralization not only rai-
ses wage inequality among workers (Hicks and
Kenworthy 1998; Kristal and Cohen 2007;
Wallerstein 1999), but it also undermines the
effectiveness of workers’ organizational power
in advancing labor’s share of national income.
Decentralization should also increase workers’
vulnerability—especially workers employed in
the periphery of the labor market—to the entry
of manufacturing goods and migrant workers
from less-developed countries. Decentraliza-
tion likely occurred throughout the 1980s and
1990s across developed countries, even where
formal measures of centralized bargaining
show little change. During this period, firm-
level bargaining flourished alongside central-
ized wage talks across Europe (Freeman and
Gibbons 1994; Katz 1993).* Growth of firm-
level bargaining since the 1980s suggests that
intra-class competition among organized work-
ers has intensified. I therefore expect that the
positive effect of workers” organizational
power on labor’s share has declined in the
past two decades while there is a larger nega-
tive effect for workers’ structural powerless-
ness in the global sphere.

DATA

The sample includes 16 industrialized
democracies (Australia, Austria, Belgium,
Canada, Denmark, Finland, France, [West]
Germany, Ireland, Italy, Japan, the Nether-
lands, Norway, Sweden, the United King-
dom, and the United States). To test the
theoretical model, I use time-series cross-
sectional (TSCS) data, that is, yearly obser-
vations for each country throughout almost
the entire 46-year period (1960 to 2005).
There are 702 country-year observations;
using first differences decreases the number
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of observations for each country by one year.
In addition, data on productivity for Ger-
many are available only since 1971, there is
a discontinuity in strike data for France since
2002, and there is an absence of comparable
data on migration rates for the United King-
dom for 2003 to 2005. Table 1 shows defini-
tions, data sources, and averages by country
for the variables used in the analyses.

The dependent variable is labor’s share of
national income. I follow previous studies
and measure labor’s share as the percentage
of Gross Domestic Product (minus net indi-
rect taxes) that compensates labor. Recent
studies argue that a measure of labor’s share
including only employees’ compensation on
the labor side is biased over time because it
does not take into account the move from
self-employment to wage and salary employ-
ment (Gollin 2002; Krueger 1999). In this
study, the numerator of labor’s share is
labor income (of employees and the self-
employed), including wages, salaries, and
fringe benefits, and GDP is the denominator.
I estimate the ‘labor portion” of self-
employed income by multiplying the number
of nonemployees by the average compensa-
tion per employee.” According to national ac-
counts definitions, GDP is the sum of labor
income and capitalists’ profits (i.e., firms’
profits and income from dividends, interest,
and rent).® Thus, if labor’s share of national
income rises (or declines) by a certain
amount, capital’s share must decline (or
rise) by the same amount. Realized capital
gains through the exercise of stock options
and other assets, which became key compo-
nents of top executive remuneration in the
1990s (Piketty and Saez 2006), are generally
not counted in the national income accounts
and therefore are not part of either labor’s
compensation or capitalists’ profits.

I measure union density as the percentage
of wage and salary workers that are union
members (excluding the self-employed and
retired union members). For theoretical and
pragmatic reasons, in this analysis the princi-
pal measure for strike activity is strike

volume, which is calculated as the number
of days lost to strikes and lockouts relative
to the total number of wage and salary work-
ers in each year. This measure represents the
total economic damage inflicted on employ-
ers due to strikes, as well as the economic
costs incurred by workers who engage in
strikes.’

For workers’ organizational power in the
political sphere, I draw directly on data col-
lected and coded by Swank (2008). The
best indicator available for labor-affiliated
government is leftist cabinet, defined as left-
ist seats as a percentage of seats held by all
government parties. According to this defini-
tion, leftist cabinet is scored 100 for each
year the left is in government alone and as
a fraction of the left’s seats in parliament
when the left is in a coalition government. I
treat the U.S. Democratic Party and the
Canadian Liberal Party as leftist parties,
given their pro-labor orientations in their spe-
cific national contexts.® I calculate govern-
ment civilian spending as a percentage of
GDP; it includes expenditures on direct
social services like education and health
care and is an approximation of the size of
the public sector. Social security spending
is not part of this value.

I measure southern import as manufac-
tured imports from non-OECD countries as
a percentage of GDP. Manufactured imports
are defined as Standard International Trade
Classification (SITC) groups 5, 6, 7, and 8.
Because data are available only since 1962,
and for a few countries only from 1963, I
impute missing data points using linear inter-
polation according to the average annual
change in the following five years. I calculate
net migration rate by the number of immi-
grants minus the number of emigrants as
a percentage of a country’s total population.
This measure aims to capture the effect of
increased movement of migrant workers
from low-income to high-income countries.
For international capital mobility, I use for-
eign direct investment inflows as a percentage
of GDP.
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All models control for macroeconomic
variables, including productivity growth,
which captures effects of periodic expansion
and contraction of output and longer-term
trends in economic growth. Studies often
use productivity growth as a proxy for the
significance of technological change to deter-
mine changes in labor’s share of national
income.

METHOD

For theoretical and methodological reasons, I
analyze the determinants of labor’s share of
national income in time-series cross-sections
dynamic specification (a lagged dependent
variable is included among the predictors)
by fixed-effects estimators (Beck 2001; Kit-
tel and Winner 2005). Fixed-effects estima-
tors, which exploit within-country variation
as a means of purging unit heterogeneity,
make it possible to obtain unbiased and con-
sistent estimates of parameters when country
effects are arbitrarily correlated with mea-
sured explanatory variables (Halaby 2004).
By applying fixed-effects estimators, I can
explain variation in labor’s share over time
within countries but not differences in levels
between countries.

To remove potential spurious relations
between the variables due to a time trend,
and to estimate the differing long- and
short-term contributions to labor’s share, I
use single-equation error correction models
(ECMs). Although ECMs are not limited to
analyses in which cointegration is a problem,
I should note that such models offer method-
ological advantages when, as is the case here,
the possibility of unit root problems cannot
be rejected.” Recent research demonstrates
the utility of ECMs, which include separate
parameters for contemporaneous effects and
long-term equilibrium effects, in analyzing
dynamic processes (De Boef and Keele
2008). Estimating both short- and long-term
effects is of particular importance for this
study. I argue that increasing manufactured

imports from developing countries, for exam-
ple, will not only bring down current wages
and employment for the least skilled workers
in developed countries (i.e., the short-term
effect), but it will also affect labor’s compen-
sation in the following years (i.e., the long-
term effect) as firms invest abroad in search
of lower labor costs. Unionization and strikes
should also increase wages and benefits in
both the short and the long term because col-
lective wage agreements are usually signed
for a period of a few years. I therefore spec-
ify the TSCS variant of the single-equation
error correction model for the dynamic
relationships:

Alabor's_share;; = ag + B AX;,
— B, (labor's_share;;—y — B3Xis—1) + €.

In this model, current changes in labor’s
share of national income (measured in first
difference, Y~Y, ;) are a function of both
short-term changes (i.e., first differences) in
the independent variables and their long-
term levels. Specifically, ; captures any
short-term effects on labor’s share, while 35
captures long-term effects. The long-term
effect occurs at a rate dictated by the value
of 3, that captures the rate of return to equi-
librium. I estimate this model using OLS
with panel-corrected standard errors (Beck
and Katz 1995), which mitigate within-group
heteroskedasticity and contemporaneous cor-
relation of errors. The estimations are also
adjusted for panel-specific patterns of auto-
correlation. I use country dummy variables
and time dummies to control for country-
specific and time-specific fixed effects.

RESULTS
Basic Regressions

Using the methods described in the preceding
section, I estimate a basic error correction
model in column 1 of Table 2. I model the
change in labor’s share of national income
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Table 2. Unstandardized Coefficients from Single Equation ECM of Labor’s Share,
Employment, Compensation, and Product, 16 OECD Countries, 1961 to 2005
Change in Labor’s Employment Compensation Product
Share® Growth? Growth? Growth?
Short-Term Effects
AProductivity —.234* .094* .153* .369%*
(-9.89) (3.78) (3.93) (9.55)
AUnemployment, —.457* —.830% .289* 2217
(-6.56) (-10.79) (2.63) (1.68)
Alnflation, .034 .054" -.019 .016
(1.14) (1.77) (—.41) (.29)
AUnion Density .379% .640%* —-.219 147
(3.47) (3.99) (~1.04) (.72)
AUnion Density Squared —.004* —.005%* —-.000 —-.002
(-3.89) (~4.00) (~.24) (-1.13)
AStrike Volumey*? .021 —-.009 .067* .035
(1.34) (=.52) (2.43) (1.22)
ALeftist Cabinet,” —.420% .220 245 .003
(-2.19) (1.02) (.79) (.01)
ACivilian Spending, .620%* .096 .583* —.162
(7.92) (1.35) (5.19) (-1.18)
ASouthern Import .268* .195 .047 .101
(1.98) (1.64) (.24) (.43)
AFDI, -.032" —.023* -.024 —.039*
(-1.83) (-2.79) (-1.33) (—2.06)
AMigrationy .031 .055 .060 .056
(1.35) (1.59) (1.34) (1.22)
Long-Term Effects
Productivity.1) —.155% 172% .291%* .484*
(~4.97) (4.54) (5.11) (8.77)
Unemployment_q) —.048 —-.016 —-.029 .077
(~1.40) (=.27) (-.58) (1.56)
Inflation 1) .033 —-.020 —.056 —-.013
(1.32) (-.55) (-1.21) (-.30)
Union Density(,.1) -.026 .001 —.049 —.050
(-.91) (.03) (~1.08) (~1.16)
Union Density Squared ;1) .000 .000 .000 .000
(1.30) (-1.10) (1.20) (.38)
Strike Volume_y)*" .041% -.001 .184%* .064"
(2.00) (-.02) (5.18) (1.74)
Leftist Cabinet,_y)° 122 .088 .520% 464*
(.92) (.41) (2.34) (1.99)
Civilian Spending 1) -.065" —-.024 —.162% —.245%
(-1.75) (-.55) (~2.97) (=3.51)
Southern Import;_q) —.164* .157* —-.040 .355%
(~3.06) (2.54) (-.41) (3.27)
FDI(y -.004 -.016" .010 —.004
(-.19) (~1.79) (.49) (-.22)
Migration._;) -.038" .210* -.057 .107*
(~1.84) (5.08) (-1.28) (2.60)
Dependent Variable(._) —-113* —-.026" —.055% —.046*
(error correction rate) (=5.79) (-1.69) (=5.71) (-3.74)
Constant Yes Yes Yes Yes
Time Dummies Yes Yes Yes Yes

(continued)
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Table 2. (continued)

Change in Labor’s Employment Compensation Product

Share® Growth? Growth? Growth?
Country Dummies Yes Yes Yes Yes
N 702 702 702 702
R 551 .561 659 664

Wald Xz 6,149* 9,684* 13,637* 80,074*
Rho 113 .333 .246 .153

Note: Table entries are OLS estimates corrected for panel-specific autocorrelation. Panel-corrected
standard errors are applied and numbers in parentheses are z-values.

#A dummy variable controls for a change in strike definition in the United States, which, since 1981, has
excluded work stoppages involving fewer than 1,000 workers.

bGoefficient multiplied by 100.
“Change is calculated in first differences, y~y; 1.

dGrowth is a rate of change, calculated in percentage change scores, 100*[y—y,_11/y;1.

*p < .10; * p < .05 (two-tailed test).

as a function of short-term changes (i.e.,
first differences) and long-term levels (i.e.,
lagged values) of macroeconomic factors
(i.e., productivity growth, unemployment,
and inflation) and workers’ bargaining
power indicators in the economic sphere
(i.e., union density, union density squared,
and strike volume), political sphere (i.e.,
leftist cabinet and civilian spending), and
global sphere (i.e., southern imports, FDI,
and migration). To specify the mechanisms
through which the variables affect labor’s
share, I follow Raffalovich and colleagues
(1992) and decompose change in labor’s
share into three additive components
(measured by percentage change scores):
employment growth (column 2), average
compensation growth (column 3), and prod-
uct growth (column 4). To illustrate the
dynamic pattern of the relations, Figure 5
plots their lag distributions. The lag distri-
bution, presented by the comparable semi-
standardized coefficients, is the amount by
which labor’s share changes each year, ex-
pressed in percentage points, in response
to an increase in one standard deviation of
the independent variable.

Overall, I find that indicators for workers’
bargaining power in the economic sphere
redistribute income toward the working class.

The positive effect of the first difference of
union density on labor’s share and the nega-
tive effect of the square of union density
reveal that labor unions adversely affect cap-
italists’ profits, but, as expected, only up to
a certain point. Unionization increases la-
bor’s share through its positive association
with employment growth, and there is no sig-
nificant relation between unionization and
compensation growth for the entire period
from 1961 to 2005. Contrary to my hypothe-
sis, unionization (lagged) level does not
relate to changes in labor’s share. Conse-
quently, the bulk of the effect of unionization
on labor’s share occurs immediately, with no
effect over future time periods (see Figure 5).
However, unionization levels may positively
relate to labor’s share through other varia-
bles, such as the tendency for unemployment
to decrease when strong unions participate in
policymaking (Kenworthy 2002).
Coefficients for changes and lagged levels
of strike volume are consistent with theoreti-
cal expectations. Strike activity positively af-
fects labor’s share of national income in the
long term, essentially by increasing workers’
rate of compensation. The positive relation-
ship between strike volume and labor’s com-
pensation is most likely due to the positive
effect on compensation of workers who
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Figure 5. Estimated Lag Distributions for Labor’s Share of National Income for Various
Independent Variables (semi-standardized coefficients)
Note: Change in labor’s share of national income over time after a one-point increase in the independent
variable. Unstandardized regression coefficient multiplied by the sample standard deviation of the inde-
pendent variable X. This represents the change in Y associated with an increase of one standard devia-

tion in X, in original units of Y.
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directly participate in a strike, as well as the
““strike threat effects” that boost non-striking
workers’ pay (Rosenfeld 2006). As expected,
workers benefit more from strike activity in
the following two years than in the year
they strike, when strike activity is converted
into a new wage agreement.

Contrary to my hypothesis, a growing
presence of labor-affiliated political parties
in a government has a negative effect on la-
bor’s share of national income.'® However,
the fact that the lagged value of leftist cabinet
raises both compensation and economic
growth, and therefore has no overall effect
on changes in labor’s share, is consistent
with previous studies.'' During the 1960s
and 1970s, wages grew faster in countries
with labor governments (Western and Healy
1999) that supported their working-class
base by raising real wages. Concurrently,
labor governments across developed coun-
tries enhanced economic growth (Hicks
and Kenworthy 1998). The rationale here
is that labor governments have an interest
in pursuing a collective gain strategy (i.e.,
economic growth) and enacting policies
that guarantee workers will benefit through
real wages. Consequently, the lagged value
of leftist cabinet has no overall effect on la-
bor’s share of national income within
countries.

The distributional consequences to in-
come of civilian spending are, as expected,
in favor of labor. An increase in civilian
spending on direct social services increases
labor’s share of national income by increas-
ing workers’ rate of compensation, most
likely through the public sector and its spill-
over effect on private employers. Yet the
positive effect of change in civilian spending
is offset by a negative effect (although
smaller in size) of the lagged value of civil-
ian spending. This result suggests that an
increase in civilian spending makes only
a short-term contribution to labor’s share.
Following expansion in government civilian
spending, there is a slowdown in wages and
production that results in a decline in labor’s

share. The overall effect of civilian spending
on labor’s share, however, is positive.
Results concerning the three variables
related to globalization are consistent with
the theoretical model. A rise of three percent-
age points in imports from less-developed
countries, which occurred from 1980 to
2005, depresses labor’s share by nearly 4 per-
centage points.'> Although importing manu-
factured goods from less-developed countries
increases employment and an economy’s
income, it does not translate into a rise in
average earnings. The positive association
between southern import and employment
growth explains the increase in labor’s share
in the short term. Yet because southern import
has a long-term positive effect on the size of
the national income pie but does not lead to
increased wages, labor’s share of national
income declines in the following two years.
The second component of globalization—
inflow of foreign direct investments—
decreases labor’s share of national income
in the short term, essentially by lowering
employment rates and compensation. The
increase in the share of a country’s output ac-
counted for by multinational firms’ foreign
affiliates exerts a downward pressure on
employment and average earnings, most
likely due to multinational firms’ common
practice of flexible employment, which may
spill over to local firms. This negative effect
of FDI, however, is not distributed across
future time periods. The overall effect of
migration on labor’s share is negative, as ex-
pected. The higher the rate of migration, the
faster the growth in employment. Over the
following years, however, migration’s effect
on the labor market tends to reduce labor’s
share, most likely due to a slowdown in
low-skilled workers’ earnings and benefits.
Finally, consistent with prior research, la-
bor’s share of national income declined
throughout periods of productivity growth,
indicating that the rewards of increased
worker productivity fall disproportionately to
employers. Although productivity growth
opens more employment opportunities and
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improves workers’ compensation, capitalists’
profits also increase, and the rise in productiv-
ity does not translate into an increase in la-
bor’s share. The negative relation between
productivity growth and labor’s share fits the
CBTC hypothesis that technological change
improves capital productivity to a greater
extent than labor productivity, although this
negative relation is expected to have arisen
mainly in the past two decades. Unemploy-
ment’s negative association with labor’s share
reveals that the massive increase in unemploy-
ment in the past two decades, which has been
particularly persistent in Europe, has shifted
income from labor to capital. Growth in
unemployed workers may provide another
indication of labor’s weakening bargaining
power vis-a-vis employers (Korpi 2002).

In summary, the results generally confirm
the theoretical model. Net of macroeconomic
variables, organizing new union members,
surges in strike activity, and expansion of
the public sector increase labor’s share of
national income over time. On the other
hand, importing goods from developing
countries, increases in migrant workers, and
growing inflows of foreign direct investment
decrease labor’s share over time. Leftist gov-
ernment increases both earnings and an
economy’s income growth; it therefore has
no direct effect on changes in labor’s share
within countries.

Changing Effects over Time

By estimating a single coefficient for the
entire 1961 to 2005 period, I assume a con-
stant and stable relation between workers’
bargaining power and labor’s share of
national income. However, the impact of
workers’ bargaining power on labor’s share
may change over time. In particular, I expect
to find significant differences between the
last two decades and the early decades of
the period, which may be due to the process
of bargaining decentralization as firm-level
bargaining flourished across countries.

Indicators for workers’ organizational power
should have a larger positive effect on labor’s
share in the early period, while indicators for
workers’ structural powerlessness should
have a larger negative effect in the more
recent period. To account for these consider-
ations, I re-estimate Model 1 in Table 2 with
interaction dummies for two subperiods:
1961 to 1980 and 1981 to 2005. I interact
these period dummies with all variables of
interest. Table 3 presents the results. To
address the question of the variables’ relative
impact on labor’s share, I present the semi-
standardized coefficients, expressed in la-
bor’s share percentage points.

Results for workers’ organizational power
are partly consistent with the theoretical argu-
ment. Increasing unionization’s positive effect
on labor’s share of national income was
higher in the first period. I find positive rela-
tions between change in unionization and
average compensation growth only during
the 1960s and 1970s. Looking at the long-
term coefficients, I find evidence for wage
restraint by strong labor unions during both
periods but especially during the 1960s and
1970s. Similarly, the short-term coefficient
for strike activity is significant for labor’s
share only during the first period. Increasing
government spending on direct social serv-
ices, however, seems to have had a larger
effect on labor’s share during the second
period. Yet the public sector’s expansion
occurred mostly during the first period,
when civilian spending as a percentage of
GDP increased, on average, from 13.5 percent
in 1961 to 20.4 percent in 1980. Since 1981,
government civilian spending has stayed rela-
tively constant across countries. Thus, the
overall increase in labor’s share due to civilian
spending was larger in the first period.

Turning to effects of the globalization indi-
cators over the two periods, I find that imports
from developing countries decreased labor’s
share of national income mainly in the last
two decades, most likely by bringing down
the wages of the least skilled workers in devel-
oped countries. The negative effect of foreign
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Table 3. Unstandardized and Semistandardized Coefficients from Single Equation ECM of
Labor’s Share, Employment, Compensation, and Product with Period-Specific Effects, 16

OECD Countries, 1961 to 2005

Change in
Labor’s Share

Semistand. Employment Compensation Product

Coefficient  Growth Growth Growth
Short-Term Effects

AProductivity 1961-1980(, —-.290%  —.720%* 0577 .216%* .377%
(-9.44) (1.83) (4.19) (7.51)

AProductivity 1981-2005, —-162%  —.322% .128%* .125% .411*
(—4.59) (2.87) (1.97) (6.46)
AUnemployment 1961-1980, —562%  —.264* -.816* .264 .364
(—4.40) (-6.36) (1.29) (1.58)

AUnemployment 1981-2005, —.484%  —.379* —.905* 219 .3047
(-5.43) (-8.60) (1.51) (1.90)

Alnflation 1961-1980, .005 .010 .011 .067 .125%
(.17) (.32) (1.22) (2.00)

Alnflation 1981-2005, 072 .079 .143* -.227% -.207"
(1.30) (2.57) (—2.62) (-1.90)
AUnion Density 1961-1980( .301° 275" -150 .558* .008
(1.99) (-.90) (2.18) (.03)

AUnion Density 1981-2005, 214 .164 1.618* -1.371* —.246
(1.25) (6.10) (—4.01) (-.81)
AUnion Density Squared 1961-1980, —.004* —.341* .001 —.006* .001
(-2.33) (.64) (-2.57) (.35)
AUnion Density Squared 1981-2005, —-.002 -.173 —.012* .008* —-.001
(-1.32) (-6.03) (2.94) (-.33)
AStrike Volume 1961-1980(,*" .033" .085" .005 .044 .018
(1.78) (.23) (1.38) (.55)

AStrike Volume 1981-20054"" .046 .071 -.008 114%* .009
(1.36) (-.25) (2.02) (.16)

ALeftist Cabinet 1961-1980(, -.276 -.043 179 481 .465
(-.99) (.63) (1.06) (.89)

ALeftist Cabinet 1981-2005, -.356 -.058 .027 7527 .014
(-1.35) (.09) (1.77) (.03)

ACivilian Spending 1961-1980 424% .252% -.066 .590%* -.173
(4.41) (-.79) (4.39) (-.97)

ACivilian Spending 1981-2005( 1.026* .484% .2547 .614%* -.265
(8.15) (1.88) (3.06) (-1.43)

ASouthern Import 1961-1980(, .267 .064 -113 .168 -.288
(1.08) (-.60) (.48) (-.83)

ASouthern Import 1981-2005, .246 .093 .509* -.186 .180
(1.63) (3.24) (-.79) (.61)

AFDI 1961-1980(, -.128 -.030 .256 .346 .393
(-.60) (1.11) (1.02) (1.01)

AFDI 1981-2005(, -029" -—1217" -.030* -.020 -.041*
(-1.66) (-3.12) (-1.00) (-2.25)

AMigration 1961-1980y, 012 .018 .043 .033 .058
(.43) (1.34) (.69) (.32)

AMigration 19812005 .036 .041 —.048 113 .017
(.94) (=77) (1.40) (.23)

Long-Term Effects

(continued)
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Table 3. (continued)

Change in
Labor’s Share

Semistand. Employment Compensation Product

Coefficient Growth Growth Growth

Productivity 1961-1980(._1 -.220%  —601* .104* 403* 479%
(-5.32) (2.26) (5.26) (6.64)

Productivity 1981-2005(,_1, -133*  -.262% .280%* 1517 .544*
(~2.86) (4.36) (1.73) (6.11)
Unemployment 1961-1980,_y -179%  —.387*% 012 —.277% -.024
(~2.61) (.16) (~2.49) (=.21)

Unemployment 1981-2005;_4) -.052 -.237 .063 -.094" .101%
(-1.37) (1.09) (-1.66) (1.96)

Inflation 1961-19801) .00 .016 —.056 —-.002 109"
(113) (~1.25) (-.04) (1.96)
Inflation 1981-2005(1) .025 .083 .040 —.138%* -.139
(.63) (.79) (-1.98) (-1.96)
Union Density 1961-19801) —-121* —2.987* .006 - 167* .022
(-2.87) (.09) (-2.37) (.29)

Union Density 1981-2005(,_1) -061" -1.640" -.005 -.059 —.093*
(-1.87) (-12) (-1.17) (~2.09)
Union Density Squared 1961-1980(;_4) .001* 1.851* —-.000 .002* —-.001
(2.85) (—.68) (2.27) (-.93)

Union Density Squared 1981-2005(; 1) 001" 1.229% —.000 .001 001"
(1.95) (-1.04) (1.50) (1.93)
Strike Volume 1961-1980(,_;)*" .066* .213%* .037 .184* .049
(2.51) (1.21) (4.35) (1.04)
Strike Volume 1981—2005(t_1)a’b .126* .213% —.060 .232% —-.030
(2.84) (-1.33) (3.27) (—.43)
Leftist Cabinet 1961-1980_1) .040 .014 .036 559" 433
(.20) (.01) (1.89) (1.17)
Leftist Cabinet 1981-2005(_1) .163 .057 .018 576" 468
(.99) (.07) (1.92) (1.63)

Civilian Spending 1961-19801) —.043 -.370 —.048 —.160* —.233*
(-1.13) (-1.08) (—2.58) (—-2.87)

Civilian Spending 1981-2005(_1) .009 .090 —-.067 —.136" —.335%*
(.19) (-1.20) (-1.89) (-3.78)

Southern Import 1961-1980(;_4) —.054 —.050 .142 .073 470"
(—.44) (1.06) (.34) (1.94)

Southern Import 1981-2005(_) —.248%* —.576%* .181* —.184" .303*
(—4.20) (3.02) (-1.86) (2.79)
FDI 1961-1980:) —.678%* —.387* 423" —.708%* .229
(-3.98) (1.83) (-2.35) (.68)
FDI 1981-2005;4) .003 .015 —.021* .023 .001
(.15) (-2.03) (1.08) (.08)
Migration 1961-1980_) —-.033 —-.075 .100* .041 .055
(-1.09) (2.61) (.76) (.95)

Migration 1981-2005(;_) —-.035 —.089 .294% —-.130* .154%
(-1.31) (6.19) (-2.32) (3.16)

Dependent Variable(,_,) —143* —-.024" —.043* —.044*
(error correction rate) (=7.25) (-1.82) (-3.92) (-=3.77)

Constant Yes Yes Yes Yes
Time Dummies Yes Yes Yes Yes

(continued)
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Table 3. (continued)

Change in
Labor’s Share

Semistand. Employment Compensation Product

Coefficient Growth Growth Growth
Country Dummies Yes Yes Yes Yes
N 702 702 702 702
R? .592 .666 .700 .688
Wald x* 6,283* 11,833* 27,340% 195,712%*
Rho 064" .326 2467 1497

Note: Table entries are OLS estimates corrected for panel-specific autocorrelation. Panel-corrected
standard errors are applied and numbers in parentheses are z-values.

?A dummy variable controls for a change in strike definition in the United States, which, since 1981, has
excluded work stoppages involving fewer than 1,000 workers.

PGoefficient multiplied by 100.
+p < .10; * p < .05 (two-tailed test).

direct investments on labor’s share also differs
between the two periods. During the 1960s and
1970s, the lagged value of FDI was negatively
associated with labor’s share due to its nega-
tive effect on average earnings growth. In
more recent years, the change in FDI has
decreased employment rates and thus labor’s
share. While a larger flow of migrant workers
increased employment during the entire 1961
to 2005 period, more recent waves of migrant
workers, mainly from developing countries,
have suppressed wage growth and labor’s
share of national income.

Based on differences in the coefficients of
the variables and their averages between the
two periods, few conclusions can be drawn
regarding the processes that explain the
upward and downward trends in labor’s share
of national income across countries. The rise
in labor’s share during the 1960s and 1970s
was partly an outcome of organizing new
union members, strike waves of the late
1960s, and rapid expansion of the public sec-
tor. The declining trend of labor’s share since
the early 1980s is associated with deterioration
of workers’ organizational power resources in
advanced capitalist countries. Unionization
rates and levels of strike activity have fallen,
government civilian spending has stagnated,
and workers’ collective action power to

redistribute income in favor of labor has
been severely weakened. Labor’s capacity to
influence state policies has also declined
across countries, and governments’ targets of
full employment have been abandoned in
favor of labor market flexibility and low infla-
tion. The current decline in labor’s share is
also due to workers’ lessening power in the
global context due to integration of countries
into international markets, which has caused
an increase in imports from developing coun-
tries, cheap immigrant labor, and capital
mobility.

Robustness Analyses

I assess sensitivity of the results to informa-
tion from individual countries with a jackknife
analysis. More precisely, I re-estimate Model
1 in Table 2 by excluding one country after
another. Table 4 presents the resulting mini-
mum and maximum values of the estimates,
as well as the excluded country for which
that estimate was obtained. The analysis dem-
onstrates the robustness of the reported find-
ings to outliers. None of the coefficients
change signs with the exclusion of a particular
country. The coefficient for migration, how-
ever, becomes zero when Ireland is removed
from the model. Ireland’s migration rate
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Table 4. Jackknife Analysis, Single Equation ECM of Labor’s Share, 16 OECD Countries, 1961
to 2005

Country Minimum Estimate Maximum Country
Short-Term Effects
AProductivity, Netherlands —.245% —.234* —.212% Ireland
(-9.75) (-9.89) (-8.73)
AUnemployment Denmark —-.515%* —.457%* —.425%* Norway
(~6.00) (-6.56) (-5.99)
Alnflation, Belgium .016 .034 .049 UK
(.54) (1.14) (1.49)
AUnion Densityy Sweden .225% .379% 475% Denmark
(2.04) (3.47) (4.11)
AUnion Density Squared Denmark —.005* —.004* —.002 Sweden
(~4.58) (-3.89) (-1.51)
AStrike Volume,® Ireland .012 .021 .0337" Italy
(.76) (1.34) (1.59)
ALeftist Cabinet,” Us —551% —.420% -.257 Belgium
(~2.45) (-2.19) (-1.33)
ACivilian Spending Norway 461* .620* .810* Sweden
(5.87) (7.92) (8.97)
ASouthern Import, Norway .185 .268%* 433* Ireland
(1.31) (1.98) (2.63)
AFDIy Belgium -.046* -.032" -.029 Ireland
(-2.14) (-1.83) (-1.58)
AMigration Norway .018 .031 .060* Canada
(.81) (1.35) (2.25)
Long-Term Effects
Productivty(;) Denmark —173* —.155% —.122% Ireland
(-5.34) (—4.97) (-3.86)
Unemployment_s) UK -.066" —.048 —-.025 Finland
(-1.91) (-1.40) (—.70)
Inflations ) Japan .016 .033 .049" Ttalty
(.62) (1.32) (1.71)
Union Density(;.q) Canada —-.047 —-.026 -.011 Norway
(-1.55) (-91) (—.36)
Union Density Squared—,)  Ireland .0002 .0004 .0005* Netherlands
(.71) (1.30) (1.67)
Strike Volume, ;)™ UK 033" .041% .052% Canada
(1.53) (2.00) (2.41)
Leftist Cabinet(,_;,® Sweden —-.003 122 .207 Canada
(—.02) (.92) (1.48)
Civilian Spending 4 Netherlands —.090* —-.065" —-.021 UK
(-2.28) (-1.75) (=51)
Southern Import._q) Norway —.200* —.164* —-.016 Ireland
(-3.70) (-3.06) (—.16)
FDI(q) Ireland —-.010 —.004 —-.001 Canada
(—.48) (-19) (-.05)
Migration._;) UK —.048* -.038" -.005 Ireland
(—2.25) (—1.84) (—.23)
Labor’s Share (error UK —.128* -113* -.101* Ireland
correction rate)_q) (-6.15) (-5.79) (-5.08)

Note: Entries are coefficient estimates from Model 2 in Table 3, together with minimum and maximum
coefficient estimates resulting from re-estimates of the model while excluding each country one at

a time. They reveal the responsiveness of the coefficient estimates to the inclusion of particular
countries.

#A dummy variable controls for a change in strike definition in the United States, which, since 1981, has
excluded work stoppages involving fewer than 1,000 workers.

bGoefficient multiplied by 100.

*p < .10; *p < .05 (two-tailed test).
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increased from around zero in the early 1990s
to 16 percent in 2005. Re-estimating the mod-
els for the components of labor’s share with-
out Ireland yields similar results regarding
the positive effect of migration on employ-
ment and its negative effect on compensation.
Yet, without Ireland, migration has no effect
on economic growth, which probably explains
the zero effect on labor’s share. Apart from
migration, the main results are robust and
nearly all significant coefficients retain their
signs in the jackknife analysis.

One possible criticism of analyzing the
distribution of national product between the
aggregate categories of capital and labor is
that, by doing so, we ignore the likelihood
of ““contradictory locations within class rela-
tions” (Wright 1978:61), that is, workers
whose interests may be more aligned with
capitalists than with workers. Indeed, labor’s
total compensation includes top managers
who extract wages, salaries, and fringe bene-
fits while also drawing capital income such
as dividends."? Nonetheless, including top
managers with the working class does not
necessarily bias the analysis; if anything, it
puts my argument to a stronger test. Given
the proliferation of such high-earning sala-
ried professionals, it is a wonder that labor’s
share is not at a record high. Based on recent
estimates of the share of total income held by
the richest groups (Atkinson and Piketty
2007, 2009), I calculate a modified measure
of workers’ share for a restricted sample of
13 countries.* T subtract an approximation
of the top 1 percent earners’ income from
aggregate labor’s compensation and divide
that amount by GDP. As expected, in all
countries workers’ share is lower than la-
bor’s share by about 3 to 6 percentage
points. In the United Kingdom and the
United States, there was also a more rapid
decline in workers’ share during the 1990s
relative to the decline in labor’s share. I esti-
mate the same models presented in Table 2
with the modified measure of labor’s share
as the dependent variable. Results for this
restricted sample from 1961 to 2000 are

substantially the same as those for the full
sample, most likely because the correlation
between changes in labor’s share and
changes in the modified measure for labor’s
share is .982."

So far, as is common in the existing liter-
ature, I have analyzed relations between pro-
ductivity growth and labor’s share of national
income as a proxy for the significance of
technological change in determining changes
in labor’s share. According to the CBTC
hypothesis, a negative coefficient for produc-
tivity suggests that while labor productivity
increased in the past decades, capital produc-
tivity increased faster, boosting capitalists’
profits. The underlying assumption is that
capital inputs are more complementary with
computer technology than are aggregate
labor inputs. Productivity growth is therefore
an indirect measure of technology. Because
the omission of a direct measure for techno-
logical change may bias the results, in Table
5 1 investigate whether effects of workers’
bargaining power indicators on labor’s share
hold when analyzing a directly observed,
comparable measure of technological change
across countries (i.e., R&D intensity in
manufacturing). A measure of investment in
computers or information technology may
have some advantages over R&D as a proxy
for technological change, but data are gener-
ally available only for a subset of countries,
and even then for only a few recent years.
Another drawback is that this measure relates
only to manufacturing industries, but labor’s
share is measured at the country level. Nev-
ertheless, results presented in Table 5 are
perhaps the most rigorous test for the inde-
pendent effect of workers’ bargaining power
on labor’s share of national income.

I draw on data from the OECD ANBERD
(Analytical Business Enterprise Research
and Development) and OECD STAN (Struc-
tural Analysis) databases to construct R&D
intensity, measured by R&D expenditure in
manufacturing divided by value added in
manufacturing. Yearly data are available
since 1973 for all countries except Austria


http://asr.sagepub.com/

Kristal

755

Table 5. Unstandardized Coefficiants from Single Equation ECM of Change in Labor’s Share
Including R&D Intensity as a Predictor and IV for Productivity

14 Countries,

16 Countries,

16 Countries,

Sample: 1974-03 1961-05 1962-05
I I III v A% VI
Short-Term Effects
AProductivity, -.216* —.211*
(~7.40) (~7.34)
R&D Intensity in 192 .263
Manufacturing_,) (1.14) (1.58)
AAverage Productivity( —.257%
(-6.91)
AProductivity IV, —.247% .300
(—6.24) (.57)
AUnemployment, —.542% —.523* —.250% —.250% —.157* —.257%
(-7.51) (-7.56) (-3.51) (-3.51) (-2.20) (-3.56)
AlInflation, .034 .089* .089* .050 .086*
(1.02) (2.83) (2.83) (1.61) (2.67)
AUnion Density 237 .256" .331* .331% .263%* .339%
(1.61) (1.91) (2.71) (2.71) (2.15) (2.70)
AUnion Density Squared —-.002 -.002" —.004* —.004* —.004* —.004*
(-1.33) (-1.73) (-3.77) (-3.37) (-3.34) (-3.81)
AStrike Volumey™? .021 .030 .030" .030" .024 .036*
(1.00) (1.54) (1.75) (1.75) (1.43) (2.03)
ALeftist Cabinet,” -.202 —.417% -.418* -.368" —-411%
(-.93) (-2.03) (-2.03) (-1.81) (-1.94)
ACivilian Spending, 1.011* 1.029* .806* .806* .844* .867*
(10.04) (10.09) (10.50) (10.50) (10.90) (10.72)
ASouthern Import 125 144 144 .249" 157
(.83) (1.01) (1.01) (1.81) (1.13)
AFDIy —.058* -.040" -.032" -.032" -.030" -.031%
(-2.11) (-1.84) (-1.85) (-1.85) (-1.77) (-1.79)
AMigration .038 .041 .012 .012 -.010 .016
(.99) (1.07) (.14) (.47) (—.40) (.65)
Long-Term Effects
Productivity.1) —.174* —.163*
(~4.49) (~4.37)
R&D Intensity in —.041
Manufacturing, 1) (-.57)
Average Productivity_s) —-.319*%
(—4.39)
Productivity IV, —.226% .440
(=5.08) (.52)
Unemployment;,_y -.078" —-.076% -.067" -.067" —.044 -.051
(-1.87) (~2.14) (-1.83) (-1.83) (=1.21) (~1.35)
Inflation ) .023 .044" .045% .038 .045%
(.76) (1.73) (1.73) (1.54) (1.71)
Union Density(;1) .028 —-.046 —-.046 —-.026 —.052
(.54) (-1.40) (-1.40) (-.69) (~1.49)
Union Density Squared 4 —-.000 .000 .000 .000 .000
(-.03) (1.53) (1.53) (.57) (1.48)
Strike Volume, ;)" .040 .057% .044% .044%* .041* .050%*
(1.48) (2.63) (2.06) (2.06) (2.01) (2.33)

(continued)
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Table 5. (continued)

14 Countries,

16 Countries,

16 Countries,

Sample: 1974-03 1961-05 1962-05
I II 111 v \% VI
Leftist Cabinet,_y)° —.060 .166 .166 151 .199
(-.36) (1.26) (1.26) (1.15) (1.48)
Civilian Spending 1) —-.092 —-.086 —.054 —.054 .003 —.056
(-1.53) (~1.64) (~1.46) (-1.46) (.07) (1.49)
Southern Import_q) —.264* -.318* —.198* —.198* —.197*% —.200%*
(-3.16) (-3.95) (=3.20) (=3.20) (-3.22) (-3.25)
FDI(q) —.025 -.009 -.009 —.008 —.006
(-.73) (—.44) (—.44) (-.39) (-.32)
Migration,.,) —-.071* —-.074* -.041" -.041" —.048%* -.034
(-2.32) (-2.37) (-1.75) (-1.75) (-2.10) (-1.41)
Labor’s Share (error correction —.160* —.150* —127* —127* —.126* —126*
rate)(_y) (~4.92) (~4.98) (-6.24) (-6.24) (-6.08) (=5.90)
Constant Yes Yes Yes Yes Yes Yes
Time Dummies Yes Yes Yes Yes Yes Yes
Country Dummies Yes Yes Yes Yes Yes Yes
N 417 417 702 702 686 684
R* .680 .673 .464 .464 .504 471
Wald x? 7,093 6,814 5,715 4,487 4,440 6,890
Rho -.077 -.174 —.158 —-.158 —-.169" .140
Instruments Lagged L. expec.

Note: Table entries are OLS estimates corrected for panel-specific autocorrelation. Panel-corrected
standard errors are applied and numbers in parentheses are z-values. Models in columns I and I include
R&D intensity as the independent variable; the model in column III does not control for productivity
growth; the model in column IV includes the average productivity growth in a year across countries; and
models in columns V and VI include instrumental variables for productivity.

#A dummy variable controls for a change in strike definition in the United States, which, since 1981, has
excluded work stoppages involving fewer than 1,000 workers.

bGoefficient multiplied by 100.
*p < .10; * p < .05 (two-tailed test).

and Belgium. I imputed some data points
using linear interpolation due to missing ob-
servations.  All  countries  continually
increased the proportion of value added
given to R&D between 1973 and 2005,
with the largest increases occurring in Den-
mark, Finland, Japan, and Sweden. On aver-
age, R&D intensity grew from 3 percent in
1973 to 5.5 percent in 1990 and up to 7 per-
cent in 2003.

At the country level, I find negative corre-
lations between levels of R&D intensity and
labor’s share and positive correlations
between the first differences of the two vari-
ables. This might suggest that technological

change benefits workers’ relative share in
the short term but contributes more to capi-
talists’ profits over the following years. Neg-
ative relations between levels of R&D
intensity and labor’s share, however, may
also be due to a time trend. Results in Table
5 reveal no significant relations between
R&D intensity and labor’s share, with or
without controlling for productivity growth.
Using results from the full model, I removed
several variables whose z-values are less than
1. Overall, the main findings are robust, and
including levels and changes in R&D inten-

sity does not change the results presented in
Table 2.'
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Because the CBTC hypothesis argues that
firms responded to the 1960s’ and 1970s’
profit squeeze by investing resources to
develop technologies that are more comple-
mentary with capital inputs and could thus
increase capital productivity, taking productiv-
ity to be exogenous may bias the results. Given
that I am particularly interested in the effect of
workers’ bargaining power on labor’s share of
national income, controlling for macroeco-
nomic variables, such a bias from reverse cau-
sation, if it exists, will most likely not affect
the main findings. Nevertheless, because pro-
ductivity growth is most likely affected by
some of the independent variables in the model
(e.g., leftist government), the endogeneity of
productivity may result in inconsistent esti-
mates of the effects of the variables. To test
the robustness of the results, I first estimate
the basic model without controlling for produc-
tivity growth (column 3 in Table 5) and with
a measure for the average productivity growth
in a year across countries (mainly to control for
the business cycle). Except for inflation, which
became positively significant, the main find-
ings are robust for these specifications.

Next, to deal with this potential endogene-
ity, I created two plausible instrumental var-
iables for productivity. In the first stage, I
regress productivity growth on the in-
struments; in the second stage, I use the pre-
dicted values for productivity in place of the
endogenous regressor to estimate the change
in labor’s share. Columns 5 and 6 in Table 5
contain these results. It is notoriously hard to
find convincing instruments for productivity
and, because my instruments are not very
powerful, I present this as only one of several
robustness checks. I first use the lagged value
of the endogenous regressor as an instrument
for its first difference and the lagged differ-
ence (X.; — X.») as an instrument for its
lagged value. These variables are most likely
uncorrelated with the error term and more
weakly correlated with the exogenous
variables. Compared with the models where
productivity growth is assumed to be
exogenous (see Table 2), the IV coefficient

estimates, although estimated with less preci-
sion, are remarkably close. The second
instrumental variable for productivity growth
is made up of the variation in productivity
caused by the initial level and the rate of
improvement in life expectancy at age 40.
Life expectancy is a plausible instrument
because recent studies show that better health
at a young age has long-term consequences
for workers’ productivity at the micro and
macro levels (Aghion, Howitt, and Murtin
2009). Data on life expectancy at age 40
are available from the OECD Health Dataset.
Although correlations between productivity
growth and the health instrument are not
low (.492 for first differences and .632 for
levels), correlations between the instrument
and change in labor’s share are lower
than the relations with productivity growth
(—273 compared with —465); coefficients
for the instrument are not statically signifi-
cant. Nevertheless, the main findings for
the indicators for workers’ bargaining power
are robust to this specification as well.

CONCLUSIONS

Capitalists’ profits play a crucial role in the
process of social stratification. Yet inequality
research largely neglects the dynamics of
national income distribution between capital-
ists’ profits and labor’s compensation. Even
studies on income inequality between social
classes tend to identify the capitalist class as
a subset of the self-employed. This approach
ignores the fact that corporations, not individ-
ual business-owners, dominate production for
private profit in modern capitalist economies.
This article brings relations between capital-
ists” profits and workers’ income back into
inequality research by analyzing labor’s share
of national income in 16 capitalist democra-
cies during the postwar period. As is the
case with earnings inequality, the past two
decades have seen a reverse long-term trend
toward increasing inequality between capital-
ists’ profits and labor’s compensation.
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To explain the upward and downward
trends in labor’s share of national income
within countries, I developed and tested a the-
oretical model of the relative bargaining
power of capital versus labor. I conceptual-
ized this argument as a model of inter- and
intra-class bargaining power in the eco-
nomic, political, and global spheres. The
findings support the theoretical model and
underline the value of using a broad concep-
tualization of labor’s relative bargaining
power. Labor’s share of national income
increased in the 1960s and 1970s due to
unions organizing new members, the surge
in strike activity, and the consolidation of
the welfare state. These factors all increased
labor’s compensation faster than the
economy’s income. Labor’s share declined
since the early 1980s with the decline in
unionization rates and levels of strike activ-
ity, stagnation in government civilian spend-
ing, and bargaining decentralization. Labor’s
capacity to influence state policies has also
declined across countries, and governments’
targets of full employment have been aban-
doned in favor of labor market flexibility
and low inflation. The current decline in la-
bor’s share of the national income can also
be traced to an increase in imports from
developing countries and the increased pres-
ence of foreign affiliates of multinational
firms. Contrary to previous studies (Jaumotte
and Tytell 2007), once Ireland is removed
from the analysis, migrant labor is not associ-
ated with the decline in labor’s share.

Overall, the findings do not support the
additional explanation—that is, capital-
biased technological change—for the decline
in labor’s share of national income (Acemo-
glu 2002, 2003; Blanchard 1997). Although
productivity growth has had a negative effect
on labor’s share, this effect did not increase
over the past two decades. Likewise, there
is no evidence that R&D intensity (as
a directly observed, comparable measure of
technological change) relates to changes in
labor’s share. The design of this study,

however, which analyzes changes in labor’s
share at the country level, might conceal
part of the technological change effect that
most likely differs between industries. A rig-
orous test for the significance of technologi-
cal change in explaining the decline in
labor’s share of national income requires
industry-level data.

A few caveats deserve mention. First, and
most obvious, by estimating an average
effect for 16 countries, the analysis does
not provide an account of the specific his-
torical circumstances in each country. Sub-
stantive knowledge about individual cases
is important to further confirm the causal
importance of workers’ bargaining power
factors (Kristal 2010). Second, by applying
fixed-effects estimators to obtain unbiased
and consistent estimates of parameters, the
findings uncover sources generating the com-
mon upward and downward trends in labor’s
share but only partly advance our knowledge
about why the levels of labor’s share are
higher in some countries (e.g., Belgium and
Sweden) than in others (e.g., Australia and
the United States). Several causal processes
that explain the variation in levels across
countries probably differ from the causal
pathways that explain variation over time
within countries. For instance, leftist govern-
ments may be a major determinant of cross-
country variation in the levels of labor’s
share but have no effect on changes in labor’s
share within countries.

At a broader level, the findings suggest
equilibrium in the relationship between the
relative bargaining power of capital versus
labor and labor’s share of national income
during the postwar period. Labor’s share
increased when capital’s bargaining power
was threatened by the ascendancy of social-
democratic projects in the aftermath of
World War II. The past two decades have
seen a new swing of the pendulum toward
a restoration of the capitalist class’s bargain-
ing power. Harvey (2005) argues that this
countermovement is the essence of the
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neo-liberal revolution, usually attributed to
Margaret Thatcher and Ronald Reagan. Ac-
cording to Harvey, neo-liberalism—*“the free-
dom of the market”—has not benefited
everyone everywhere. On the contrary, neo-
liberalism is actually an attempt to restore
the capitalist class’s share of income to its
pre—World War 1II levels. I find that the capi-
talist class has succeeded in creating a climate
conducive to promoting profits. In fact, across
capitalist democracies, labor’s share of
national income in 2005 was the smallest it
had been for at least four decades.
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Notes

1. Evidence in favor of the positive class compromise
argument, according to Przeworski (1985:162), is
the narrow range of the distribution of labor’s
share in European countries between 1953 and
1964: ““within a very narrow range, at the time
between wages that equal 50 and 55 percent of
total product . . . all outcomes are equally possible,
outside of this range they are nearly impossible
[italics mine].”

2. The trend in labor’s share in Norway is similar to
that in other Scandinavian countries, although its
level is lower by 8 percentage points, most likely
due to oil revenues.

3. Distribution of national income between the factors
of production was of central importance to classical
economists. Ricardo ([1821] 1971) declared on
more than one occasion that national income distri-
bution is the “principal problem” in economics.

4. Even in Sweden’s centralized bargaining system, to
take an important example, in the early 1980s the
Swedish metalworkers and Volvo withdrew from

centralized negotiations; thereafter, bargaining
lurched toward the sector and firm levels.

. Because data on the self-employed are available

only from the late 1980s for New Zealand and Swit-
zerland, I exclude these countries from the analysis.
Measuring the share of employees’ compensation in
GDP in New Zealand reveals that employees’ share
increased until the late 1970s and decreased since
then. Switzerland saw a continuous increase in em-
ployees’ share. Yet these results are most likely
biased due to the move from self-employment to
wage and salary employment.

. From a firm’s standpoint, rent and interest payments

would be seen as costs, but for the economy as
a whole, they are forms of income received by other
members of the capitalist class, such as landlords and
bankers. In addition, while labor’s share is commonly
measured by dividing labor’s compensation by GDP,
capital share in my measure includes net capital
income and capital depreciation. Some scholars argue
that capital depreciation should be taken out of capi-
tal income and that labor’s and capital’s shares are
much less stable than is usually claimed. On average,
labor’s share without capital depreciation declined
from 86 percent (73 percent with capital deprecia-
tion) in 1980 to 76 percent (64 percent with capital
depreciation) in 2005. Because capital depreciation
measurements are subject to debate (Fraumeni
1997) and may be affected by tax policy, in this study
I use the common measure of labor’s share that in-
cludes capital depreciation on the capital side.

. Comprehensive data on strikes in the United States

are only available for 1960 to 1980. Starting in
1981, during the Reagan administration, the Bureau
of Labor Statistics (BLS) began to collect data only
for strikes involving more than 1,000 workers. The
1960 to 1980 and 1981 to 2005 segments of the
strike series for the United States are thus not com-
parable. To control for this anomaly, I include
a dummy variable equal to 1 for 1981 to 2005
and 0 for 1960 to 1980.

. U.S. Democrats and Canadian Liberals are not com-

parable to leftist political parties in other countries
and should more correctly be categorized as centrist
in comparative research. Yet my analysis explains
the dynamics of labor’s share only within countries,
not the levels of labor’s share between countries
(given fixed-effects estimators); in the specific
national contexts of the United States and Canada,
these political parties have pro-labor orientations.
I argue that governments’ political affiliations dur-
ing the 1960s and 1970s (e.g., the British Labour
Party, the German Social-Democrats, the Swedish
Social Democrats, or the Johnson administration
in the United States) positively affected labor’s rel-
ative bargaining power. Indeed, when explaining
the levels of labor’s share between countries, the
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higher level in Sweden compared with the United
States is most likely partly due to the cumulative
power of the Swedish Social-Democratic party. Dif-
ferences in the levels of labor’s share of national
income between countries, however, is not the sub-
ject of the current research.

9. Itested the data by applying the augmented Dickey-
Fuller test to individual country time-series.

10. Estimating the same model with dummies for elec-
tion years, I tested (and rejected) the possibility that
the negative coefficient for leftist government does
not necessarily capture the effect of a specific pol-
icy but rather the short-term cost of elections.

11. T estimated the same model with rightist political
parties in the government instead of leftist cabinet.
Research finds that rightist political parties, whose
policies favor free markets and business interests,
increase household income inequality (Brady and
Leicht 2008), but I do not find any effect on labor’s
share of national income, with and without control-
ling for leftist governments (analyses not shown).

12. This is a result of dividing the coefficient of the
lagged southern import (—164) by the coefficient
of the lagged labor’s share (.113). This calculation
yields the long-term multiplier that represents the
total long- and short-term effect on labor’s share
for a one-point increase in the independent variable.

13. According to the national accounts classification,
workers whose income is derived from a mixture
of earnings, fringe benefits, and profit-linked mech-
anisms (such as dividends) would have their income
split proportionately between the labor and capital
components.

14. Data are not available for Austria, Belgium, and
Denmark for the entire period and for Australia
(2003 to 2005), Canada (2001 to 2005), Finland
(2005), Germany (1999 to 2005), Ireland (1960 to
1974, 2001 to 2005), Italy (1960 to 1973), and the
Netherlands (2000 to 2005).

15. None of the coefficients in a model with labor’s
share as the dependent variable are significantly dif-
ferent from those in a model with workers’ share as
the dependent variable.

16. 1 also estimated models without time dummies that
eliminate any common trends and external shocks to
which all countries are jointly exposed, and the results
are generally the same. Additionally, I constructed
a measure for R&D intensity for the entire economy
based on data from OECD Main Science and Tech-
nology Indicators. The analysis, available only for
1982 to 2005, supports the robustness of the results.
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