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Abstract:

This paper examines four empirical questions concerning
the movement of relative wages and prices in the
Brazilian industry between 1976 and 1983, namely: (i) 1Is
there a relationship between the capacity of firms to
index (or ‘over—index' ') costs and the bargaining power
of unions, in the same industry? Answer:. yes, a pPoOsitive

correlation. (11) Can we identify ‘star winners’ and
‘star losers’ amongst relative wages and prices over the
per iod under consideration” Answer: yes, there are
winners and losers. (ii1l} Does the reiative (to the

average) bargaining power of unions and relative mark-up
of firms play any role 1n explaining changes 1in wage and
price differentials? Answer: yes, they are quite
important (i1v)y Is there any mar ked tendency in the
behaviour cf the dispersion o+ the relative power of
unions and of the mark—-up power of firms over the
period? Answer : yes, dispersion of both fall,

Resumo:

Este trabalho examina quatro questoes empiricas sobre o
movimento de diferenciais de pregos e salarios na
industria brasileira entre 1976 e 1985, sao elas: (i)
Existe alguma relag¢3o entre a capacidade das firmas de
indexar (ou sobre-~indexar) custos e o poder de barganha
dos sindicatos, em uma mesma industria? Resposta: sim,
uma correlagdo positiva. (ii) Podemos identificar
‘ganhadores’ e ‘perdedores’ entre os salarios e pPregos
relativos ao longo do periodo em considera¢ao? Resposta:
sim, ha ganhadores e perdedores. (iii) 0 poder relativo
(com respeito a4 media) de remarcar custos das firmas e o
poder de barganha relativo dos sindicatos té&m alguma
importancia para explicar o comportamento dos pregos e
salarios relativos, respectivamente? Resposta: sim, eles
s30 muito importantes. (iv) Ha alguma tendéncia clara no
movimento da dispers3o dos poderes de barganha dos
sindicatos e de remarcar custos das empresas ao longo do
periodo? Resposta: sim, ambas as dispersdes caem.



1. Introduction

Is there a relationship between the capacity of
firms to index (or “over-index’ ) costs and the
bargaining power of unions, in the same industry? 1In
other words, if firms in a certain industry are able to
over-index their costs does this tell us anything about
their attitude in bargaining with unions, and hence the
degree of indexation of wages to inflation? These are
the central gquestions concerning the Brazilian industry
we ask 1n this paper. We are concerned also with the
factors accounting for the movements in relative wages
and prices, and the degree of dispersion of relative
wages and prices as annual inflation accelerated Ffrom

40% 1n 1976 to 250% 1n 1985

The Relation between Bargaining Power and Mark-up Power

The relation between the determination of wages
and prices in a given industry is intimately associated
with the competitive structure faced by the firms in the
goods mar ket and the institutional setting based on
which labour unions organize and collective bargaining
takes place. The product and labour markets have
their own dynamics, but they certainly interact, and the
nature of such interaction may be an important element

in understanding the movement of relative wages and

prices.

.]n the case of the Brazilian i1industry, until
very recently, because the economy was quite closed,
and the degree of industrial concentration was

significant in most sectors, price leaders were able to
f1x their prices with little risk of losing their mar ket
shares. There are, however, factors which explain
differences in the capacity of firms in each sector to

index their costs. One is price controls which have been

effective in certain periods. The other are ditferences
in the ‘degree of oligopoly ' of industries due to
product differentiation, barriers to entry, monopoly



rights, etc.

As for the structure of collective bargaining,
the most prominent feature in the Brazilian case is the
decentralized and desinchronized way in which wages are
set. Unions are organized on a regional basis, most of
them at the municipal level, and each wunion negotiates
once a year with the corresponding firm. Negotiations

are scattered over the year. Since the early '80's there

has been a tendency towards a greater degree of
centralization of collective bargains witlhin
industries. In industries were this has happened, the

bargaining power of unions increased not only because
thhey were able to mobilize a greater number of workers,
but also because there ig a tendency for {firms to become
more tolerant when negotiating together with their
competitors in the goods market. Calmfors and Drif+fill
(1988, p. 33) have an interesting argument which lends

some support to this idea:

As unions get larger, they acquire greater
mar ket power . In an individal firm, workers have little
mar ket power. Indeed, any isolated increase in the
naminal wage results in a large employment fall, since

the firm is unable to raise its output price unless all
firms in the industry do so. But, if the union were to
control labour supply to all firms within the industry,
its market power would grow. Indeed, each Ffirm within
the industry has the same incentive to raise its output
price which, therefore, rises in the whole industry . ..
Consequently, an industry union tends to set a higher
wage .

The centralization of negotiations within
industries tends to raise both the bargaining power of

unions and mar ket power of firms. The opposite is true

in industries in which negotianions are less
centralized. This might be an important factor 1in
explaining the positive correlation between their

movements over time.
Another aspect concerning collective bargaining
i1s the growth of the labor movement in Brazil since

1977-78, and the creation of two important and quite



powerful central unions around 198i-82. The average
capacity to mobilize workers and the level of labour
activism due to these factors has increased dramatically
and has spread out over the economy. There are, indeed,
evidences of an 1ncrease in the bargaining power of
wor kers after 1976.\8 On the other hand, the
significant differentiation betweeen the bargaining
power of unions of the late seventies gave place! to a
gradual dissimination of labour activism and labour
power .

In order to wunderstand the evolution of
relative wages and prices in the Brazilian 1industrial
sector, as well as the relation between the mark-up
power of firms and the bargaining power of unions 1n the
same industry, 1t is important to bring 1inflation into
the analysis. Inflation is a chronic phenomenon 1in
Brazil -~one with which agents have learned to live and
defend themselves against. Indexation 1s the key word
here. How effectively can unions 1ndex wages to
consumers’ price inflation, and how effectively can
firms index their prices to the rise 1n costs? What
concers us here is the possibility of over—-indexation of
wages and prices in certain industries, and the
‘under-indexation’ or ‘just—indexation’ in other
industries. This, together with the differences in the
evolution of labour productivity and costs in different
industries, 1s what acounts for the movement in wage and
price differentials.

The hypothesis being tested in this paper 15
whether or not the relative (to the average) bargaining
Power of unions is correlated to the relative mark-up
power of firms in the same industry. There are reasons
to beleive that there is a positive correlation between
themA\3 14 Firms 1n an industry are able to mark-up (or

E. As noted in Amadeo (1990), real wages in the
industrial sector increased on average 33% between 1976

and 1985.

3 L. .
The reasons for a positive correlation were



over—-mar k—up) costs with a small risk o+ losing their
mar ket shares --and the degrees of oligopoly and of
centralization of wage negotiations within the industry
are important factors in this respect-- they tend to
become more tolerant in the process of wage bargaining.
In being tolerant they avoid the costs of conflict with
unions, and at the same time, increase the bargaining
power of the latter as measured by the ,degree of
indexation of wages to consumer prices inflation . a}
symmetric argument applies to industries in which firms
tface mar ket constraints to fix prices or negotiations
are decentralized.

There are two subsidiary questions in this

1inguliry . The +irst refers to the relation between the
acceleration of inflation and changes in wage
differentials: Can we identify ‘star winners’' and ‘star

losers’ amongst relative wages and prices over the
period of acceleration of inflation that goes from 1976
to 198537 The second question 1s associated with the
sources of changes in price and wage differentials:
Does the relative (to the average) bargaining power of
unions and relative mark-up of firms play any
identifiable role in expalining changes in wage and

price differentials?

Wage and Price Dispersion

When inflation is high and accelerating agents
stop looking to the past and start looking to the
future. They form expectations concerining the evolution
of the relevant inflation for each one of them, and try
to fix their prices accordingly. The dispersion of
expectations together with the differentiation in the
mar ket power of the agents induces an increase in wage
and price differentials, and thus in the degree of wage

first discussed in Camargo (1990) and Amadeo and Camargo
(1989) .



and price disper‘sion.\q

There are, however, forces acting in the other
direction. In the case of Brazil, one important element
is the effectiveness of the wage policy, that is, the
extent to which there is ‘'wage drift' in relation to the
indexation parameter recommended (but not enforced) by
the government . The level of excess demand (or supply)
in the economy is an i1important factor i; determining the
effectiveness of the wage policy: when unemployment
rises, the number of unions which are able to over-index
Pprices falls, and the wage policy becomes the rule in
most negotiations. The shortening of the indexation
period of wages to inflation according to the wage law
also tends to level out the bargaining power of unions,
and thus the movement of relative wages. Finally, the
growth of the union movement and the activities of the
centrel unions also work in the direction of reducing
the dispersion between the bargaining power of unions.

Hence, the final question examined in the paper

is concerned with the disperion of the relative
bargaining power of wunions, and indirectly, the
dispersion of the relative mark-up of firms, and of

relative wages and prices.

The rest of the paper is organized as follows.
In section 2 we define the relevant variables for the
analysis, in particular, the bargaining power and the

mar k—-up power. In section 3 we present empirical tests

4 On the other hand, the greater the
decentralization of wage negotiations (in the economy
not within industries), the greater the inflationary

pressures for, as noted by Jackman (1988, p. 17),

in a decentralized system, each union pushes up
its money wage in the hope of gaining higher real wages .
In the outcome, the result is a general rise in all

money wages... The economy experiences inflation, which
in turn leads to higher money wage claims as unions
attempt to protect their recl wages . Each individual

union perceives itselfas caught up in an inflationary
spiral which its own individual actions are powerless to
Prevent .



for the gquestions pumed above. Section 4 concludes.

2. Definitions

When negotiating wages, unions try +to recover
the purchasing power losses of wages incurred due to
inflation since the last round 5{ collective bargain.
They also negotiate the 'real increase’ in wages due to
changes in the productivity of labour . In short, we
assume that unions i1n industry j try to fix the wage in

period t according to the following equation:

3o J "3
113 d(wt) = w-xz[i + d(lt) Et]

where d(w:) is the desired wage, wi is the wage level

12
corresponding to the last negotiation (same month in

last year, e: accounts for the sum of consumer price
inflation and change in labour productivity i1n sector 3
since the last negotiation, \5 and d(Kb is de ‘desired
indexation factor’ ', that is, the factor according to
which the union would desire to 1i1ndex past inflation
plus productivity changes.

The actual indexation factor, however, depends
on the negotiation and will be at most equal to the
desired indexation, that is, KSS d(li), We will refer to
the actual (or ex—-post) indexation factor as the
‘bargaining power of the unions’ . Hence the actual wage
level will be given by:

{21 wi = wizz[i + Ri éi)

S The following notation will be used:

Sy - -
= + &
€ Py y

~

where Ptis the rate of consumer price inflation and
5: is the rate of variation of labour productivity.



and the proportional rate of variation in wages in

sector ) will accordingly be given by:

PR "

[31 W, = Kl * e

From equations [2] and [3] we can define the index of
wage differential (relative‘to the average) of industry

J 1in period t:

— I }
[4] r = w = owl, (1+7\t e’

w, W o * (1-4-7\t et)

and the ratio between chages 1In money wages in industry

J and 1n the industrial sector as a whole which is, in
fact, a measure of the change in the wage differential:
i " - 3 "
[s1 RvA E ow, E kt e,
——— ——— * —.
w A e

According to equation [5], a change in the relative wage
of industry j can be decomposed into two parts: one
which accounts for the relative (to the average)
bargaining power and another which accounts for the
ratio between changes in the inflation plus productivity
factor. Note that i¥f the bargaining power in all
industries were the same (that is, kj= A, far all 1)
changes in wage differentials Qould depend only upon the
differences in changes in labour productivity, ie, the
second component part i1n egquation [3].

The determination of the price in industry j in
period t follows the same logic. The actual price will

be given by the following equation:\6

6 Note the difference between the consumer
Price index (p) —-the relevant price from the point of

view of the workers—- and the wholesale industrial price
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where 8{ is the ex—-post mar k—up power (at most equal

~

the desired mark—-up) and ci

3,73
rd (Nt
;

that 1s, the rate of change

assume, 1s given by the sum

costs (that 1s, in money

productivity) and the

as represented by the chang
industrial praice (77} .

are multiplied by their wei

in the case of labour costs and 1—YJ in the case of

others).\7 It

basket of goods which accounts for the

industries 1is

of the basket

costs of all
composition
wholesale industrial price
We can now write t

and [3S] for the case of

£71

and

(n)—-~the relevant one from

7. The value of ¥
the share of the wage bill

in the year of 1977.

8. This
reduces the degree
which accounts for changes
the simplifying assumption
available.

J
n + £
21

variation

Each of the

is assumed that

J ;j
t

. )

to
is defined as follows:
23 )
ét) + (1 royom
in direct costs which, we
of the change 1N labour
wages net of changes in

in material direct costs

e in the average wholesale

two cost components

ght in total direct costs (;?"x

the

the compucition of the

material direct

the same, and equal to the

which composes the average
index.\8

he analogons of equations (4]

industrial prices:

the perspective of the firms.

in each sector 15 given by
in direct or wvariable capital

is an admitedly bad assumption for it
of specificity of the industries

in relative prices. However ,

is an 1mposition of the data

10
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Again, as in the case of equation [5], the ratio between
changes in the price of industry j and the average price
can be decomposed into the relative mark—-up power of the
industry and the ratio between changes 1n costs in
industry jJ and in the industrial sector as a whole. I+
the mark—-up power of firms in all industries were the
same (5j= €}, changes 1n relative prices would depend

only upon the relation between changes 1n costs.

3. Empirical analysis \9

We now turn to the empirical questions posed in
the 1ntroduction, that is, (1) the existence of winners
and losers amongst relative prices and wages, (2) the

sources of changes in relative wages and prices, (3) the

relation between movements of the relative bargaining
power and the relative mark-up power within the same
industry , and (4) the dispersion of relative barganing

and mar k—-up powers over time.

3.1 The Evolution of Wage and Price Differentials
In Table { we list: 1) the average values of

the i1ndexes of relative wages (rJ } and prices ( )

v, t "r,t
as defined in equations (4] and [71 over the period

1976-1985; (ii1) the average values of changes in wage

differentials (R: t) and price differentials (R; t) as

.defined in equations [51] and [81; and i11) the
. h] 3 b} b}

correlations between rv't and rn,t' and Rv,t and Rn,f

9' The source of the data 1is the Monthly
Industrial Survey (PIM) of the Brazilian Institute of
Statistics and Geography (IBGE).

11



Teat: )¢ h]
Evolution of Price and Wage Differentials (18976-18805)

. A e N+ N+ i N4y

r. . cor(rv'rn) Rv Rn Lor(Rv,Rﬂ)
Star Winners
Rubber 119 118 0O 79(0) 1 00 1 10 -0 . 16(+2)
Ext Iret, 112, 128 0. 88(0) 1.08 1 15 0 30(+2)
Phar ma 109 106 0 49(+3) 1. .05 1 04 -0 P4(+1)
Metallura 104 111 G S7(-2) 1 04 1 06 O 2éi+1)
Mase o Ferlormerncesr
Flecs  21ec 107 94 O B1(-3) 1 04 O g7 O 20~
Ctiemicals 105 o7 O 47 (+3) 1 0= O 9= C 09¢-3=)
FPaoery 102 e -0 51O 1 OE O 9&= O 200-5)
Text: lec 101 B& C 10(=-3) 1 00 oogh -0 F
Fooerorud 57 A G S5+ O S s 07 <
Average Performances
Process Q9 Q4 0. 87(0) 0. 99= 0. 99= 0O 35(+4)
Transport 100= 100= 0 .65(+3) 0.99= 1.03= O0.es(-g2)
Mechanic 98 Q7 0.44(-2) 1 00= 1.00= 0.34(-3)
Tobacco 98 9= -0 .43(+3) 0.99 1.0e= -0.38(+2)
Star Losers )
Liquors 81 91 0.49(0) 0. .94 0.98= -0.36(-2)
Per fums 93 Q4 0.26(+3) 0.98 0.95 0.26(-3)
Cloth 93 96 -0.956(0) 0.97 1.00 -0.24(0)
Plastic 93 a8 0.73(0) 0.97 0.94 0.21(+1)
(%) Average relative wage (r:) and relative wholesale price
(r;) over the period (1976 - 1985) in comparison with General
Industry. 1976.14 = 100 for wages amd prices in all sectors.
(+) Annual average rate of wvariation of rel. wages (Ri) and
wholesale prices (R;) over the period (1976-1985) in

comparison with General Industry.

(#%)Correlation between relative wage and price (or rates of
variation). The numbers in parenthesis indicate the lag (-) or
lead (+) of relative prices (or their rate of variation) in
which the highest correlation with relative wages (or their
rate of variation) was observed. (0) indicates that the
contemporaneous corrrelation was the highest observed.

= Not significantly different from 100 (rel. wages and prices)
or 1 .00 (rates of variation of rel. wages and prices) at 5%

level of significance.

ie



We first note that _there are, indeed, star
winners and star losers. Both relative wages and prices
are winners in the rubber, extractive, pharmaceutical
and metallurgical jndustries. Both wages and prices are
losers in the ligquors, prefume & candle, clothing and

plastic industries. The painels in tigure show the

3 3 .
movements o+ oot and oot for some of the star winners
» »
and losers. There are industries in which neither

relative wages not prices changed significantly in

relation to the average over the period under
consideration. They had, SO to speak, ‘average
performances’ (process, transport, mechanic, and
tobacco). Finally,there are sectors 1n which wages were
winners and prices were losers (electronics &
telecomunications and chemicals) and in which the

opprosite took place (foodstuf+f) .

i3



(IR .
!

!

e

TS

PR
i

ees

Qe

HArar T en

. .

Yo~ TE jun =~ 77 N

[t _.iffu .

Q. -

MEAnTAT Y AT e

fur~TF  jun-TT  juq

Ceye e

[ VRS

Figu:e 1ta}

bl )
,
>
T
- R
-
+
ety -
<
1 1 +
- Ly ¢
N ) ot
Pelative wage
9 i
. e -
4
n
!
. E
N ,
. '
s
N !
+ : K\\\\
Y 7 .
s q Relative Price
. +
4 ¥
al I
R
TR TTTER T Y T T g T T e Ty Tt ey hT
e P B T jure - =% pan~ B3 Jun- ®

Figure 1 (b}

ST IHBUST.

Re.ative wage

Relative Price

PP T T T O T TN ST A O T A I T OTARI T e )

= jun- 73 (LN jun— A jun—82 s B2 Jur- B

DR .

14




Figqure 1 (¢}

[ A L . H .
P i FIN
; P [
R 4 Ve
i 3 PR
[ [’ j ‘, Relative wage .
< ¥ R e G
ca ' + ¥ ;
T Yy ¢
* . e N
= "
' ¢ N
B /’z i ’;' N
‘ - yout .
- Relat:ive wace B ' -
- 4
. ,
3 .
- § .
3 .
N ’ -
bR ) v
t i ¢
t ?' 4
?' 1 Q‘ ’J
| |
B -4«—m~m;,,.-.m-n,vq- R A R L IR R e e Y R I L AR PRI RTE oo Lt
[ N O R T jur- &1 jun-®2 . B Jurr =T L=
Figure 1 (4}
FLASTIC FROGDUCTS
e .
y
{* ’ Relative wage
4 L
o, . -
«uﬁ_,r’»n.wm\’ 3 e -
“5‘ o
B —
M g "’t - -~
I *H PR 7 f \6 NN
gt s ¥ * -~
¢ Y ¥ S H
Py * . -
AOF t |
v 7 3 ,
+ i 1
% 3 '
*
3 ]
%
- Relative Price *:.-*
! A ity
- J[ . Temi P |
-

A e e R T, YT e

fan- 7 WN-T7 jun-TE un-22 {un-80 jun-8Y  jun-82  jun-82 fan-84  jun—BS

15



It is i1nteresting that except {o[ a few cases,

the correlation between the movements of relative wages

and prices, cor(r:'t, r;'t), was Apositive and
significantly different from =zero; and that in the
majority of the cases, the correlation between the
indexes of changes 1in relative prices and wages,
cor(Ri't, R;,t)' was also positive. However , the fact

that these correlations are positive does not imply
necessarilly anvything about the correlations between
relative bargaining powers (Kj/K) and relative mark-up
powers (81/5). For as we noted already, the evolution of
relative wages and prices depends not only on the
movements o+ relative bargaining powers and mark-up
poweres, but also on the relative movements oOf labour

productivity and the composition of direct costs.

3.2 Sources of Changes in Wage and Price Differentials

There are two sources of change for variations
in the relative wage of a given sector ) as represented
by the ratio Rj given by equation [D]. ODne 1s the
relative bargaining power (Kj/K) of the sector and the
other is the ratio between changes in the sum of
consumer price inflation plus labour productivity in
sector j and the industrial sector as a whole (;J/;), In
order to evaluate the weight of each of these sources,
we take the log of both sides of equation [31 and then
divide them throu by log [Ri] thus obtaining:

~ . ~

13 log [R

The first ratio in the right hand side of
equation [9], that’is, log [X: /ltlllog [Rit]' provides
a measure of the relative bargaining power ‘s share in

‘explaining’ changes in relative wages. This ratio is

16



positive whenever the relative wage in sector J gr ows
faster (slower) than the average wage and the bargaining
power 1n sector J is greater (smaller) than the average.
When this ratio is greater than 0.3 the share of Kj/X in
explainin? changes in relative wages is greater than the
share of ebé. On the other hand, i+ the ratio is
negative it means that the relative bargaining power 15
greater (smaller) thah one when wages in sector ) grow
slower (faster) than the average wage.

Table 2(a) presents the annual average values of
the ratio log [Kg /h, 1/10g9 ERiAJ for a sample of
star winners and losers. In most vyears, the ratio 1is
positive and greater than 0.5 implying that the relative

bargalning power index explains most of the changes 1n

relative wages.

17



1CAL1( i_ ((,‘)

Share of Relative Bargaining Power
over the Variation of Relative Wages
(Annual Averages)

Star binnere
Rubber Ext Ind Pharm Metallurg.
1977 c &2 O &b 4 10 0O =7
1571 O 2 L -1 Q- LT
15Ty O 7& -0 4 O 74 135
18ED O Bé 1 07 5 A7 197
PSR -0 R -0 0% ¢ == 5 Le
1eoe 1 o3 3 30 A G 79
193 1. .32 -1 &7 1 1B r 10
16864 3 16 O 11 3 BZ 0 99
1985 0 714 0 89 0 83 0. .77
Star losers:
Liquors Per{fums Cloth Plastac

1977 -1.82 -0.85 0.50 0.06
1978 0.79 2.714 0.52 1.27
1979 0.08 2.40 -0.69 1.04
1980 1.28 1.4 0.98 1.46
1981 2.45 0. 22 1.1i2 0.24
1982 0.86 3.97 2.23 0.20
1983 1.84 0.21 1 26 1.57
1984 0.82 0.94 -1 .67 -1 .45
1985 0.89 -0.89 1 32 0.83

i8



1977
1976
1979
1960
1961
1682
1683
1984
1985

1977
1978
1979
1980
1981
1982
1983
1984
1985

Table 2((L)

Share of Relative Mark-up Puwer over
The Varilation of Relative Prices
Aver ages)

Star Winners

O OO0 0720

Star Losers

Liquors

OCORrOOMOFOD

Cut b

&
e
10
0)C]

.97
.76
.03
.93
.oe

.90
.45
.88
.04
.95
.91
.10
76
.83

(Annual

1E
BE!
55
01
57
29
33
.10
16

ey e OO

Perf.

.94
.69
.35
.48
.0e
.90
.97
.42
.37

> OO0 OO0

i9

= O OQC QOO (s e

Cloth

O

O Q0OOCONOO

.94
.70
.74
.10
.99
.89
.92
.96
.05

Me 4

OO b Ony e

Telur o

O¢é
Of
&7
67
cec

.93
.96
.10
.81

Plastic

.25
.18
.15
.88
.01
.98
.94
.12
.89



We may apply an analogous operation for egquation

[B]] to obtain:

Table 2(b) presents the annual average values of
the ratio log CES /513/109 [R;,tj’ The conclusion we
reach 1s that the share of the relative mark-up pPOwer
tactor in explaining changes 1n reiative prices 1s
clearly greater than the share of changes in relative

costs.

3. 3 The Relation between the Bargaining Power and the
Mar k—-up Power

We turn to the anslysis of the correlation
between the relative bargaining power and the relative
mar k—up power 1n the same industry. In table 3 we list
the average values of Kj/k and Bj/s over the period
1976-1985 as well as the correlation between the two
series.

Notice that in the case of the star winner, the
average values of Kj/K and Sj/ £ are always greater than
1, whereas they are at most egqual to.one in the case of
the star losers. This is yet another evidence that the
reletive bargaining power and the relative mark—-up power
are 1mportant elements in explaining the performances of

relative wages and prices respectively.

20



Table 3
Relative Bargaining and Mark-up Fower (1977 -85)

Avg (Ki) Avg(ej/C) Cor (3\1/3‘\,51/5)\1.E
Star Winners
Rubber 1 OB 1 09 0. .S (+3»
Fvd Iridd 1 04 112 -0 1l 43y
P m I 0 (GRS O $3 (-4,
Mo * 0l 1 0r 10k O 4t (a3

Eloel &0eler

M: zed Porfcormances
I 0=

f
sl
bl
I
rny

& =
S R Y 1 00 SR TR (45
Feien I 00 ¢St 0D (=3
Textilles 0O 98- 0 995 .27 (-1
Foodstuf4 1 01= 1 04 0 BO (-3
Average Performances
Process 0.99= 0.97 0. 23 (+3»
Transport 1 03 1 03= 0. 39 (+3)
Mechanical 1.04 0.98= 0. .68 (-3Y
Tobacco 0.98 1.04= -0.30 (+3)
Star Losers
Liquors 0.93 1 00= -0.55 (-1)
Per fumes 0.98= 0.95 0.57 (-3Y
, ¥ Cloth 0.99= 1.00= n.s.
w1y Plastic 0.99 0.95 0.26 (-3)
(#) The mumbers in parenthesis indicate the lag (-) or lead

(+) of the relative mark-up power (£ /£) in which the Hhighest
correlation with the relative bargaining power (A, /A)  was
found. (0) indicates that the contemporaneocus correlétion was
the highest observed.

= Indicates that the average relative bargaining power of
mark—-up power is not different from 1.00 at the 5% significance
level .

n.s.Correlation is not significantly different from zero.
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The correlation between the bargaining and
mark-up powers are positive and significantly different
from zero :n all sectors with the exception of {four of
them, thus confirming the hypothesis that, in general,
the capacity to mark-up costs of firms has a pPositive
influence over the capacity of unions 1n the same
industry to index their wages. This seems to be~’ a
strong evidence that there is a relationship between the
capacity of firms in a certain industry to 1ndex costs,
on the one hand, arnd their attitude in negotiating with
unions and the degree of indexation of wages to prices,
on the other hand.

3.4 Dispersion of Bargailning and Mark-up Powers

It is a well known stylized fact that relative
price dispersion increases with the acceleration of
inflation,\io In an economy in which wages are set 1n a
decentralized and desisychronized fashion one would
expect the same to be the case with relative wages.

In face of the evidences provided above, that
1s, that the bargaining power of unions and the mark-up
power of firms are important factors in explaining the
movements of relative wages and prices, respectively, we
should expect that their dispersion would either reamin
constant or increase with the acceleration of i1nflation.
But this is not the case. Figure 2 shows the behaviour
of the coefficient of variation of the relative
bargaining power and the relative mar k-up power between
1977 and 1985, and it is evident that they both fall
quite sharply. Also, Figure 3 shows that the dispersion

of annual wvariations of wages and prices falls over the

periodV\11
iO. See Fischer (1981) and Vining & Elwertowskl
(1976) .

11. It is important to note that the reduction

in the dispersion of indexation factors of wages and
prices (or relative bargaining and mark—-up powers) does
not 1mply a reduction in wage and price dispersion. In
fact, all we can say 1is that 1¥ the dispersion of wages
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and prices is indeed increasing, the rate according to
which it i1s increasing is gradually falling over time.

Figure 2 tfa!
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Figure 2 {b)
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It is true that“ with the acceleration ot
inflation and the dispersion of expectations which
accompanies this process, and i1n face of the differences
in the market powers of firms and unions in different
industries, we should expect the dispersion of
bargaining and mark-up pPoOwers (that is, of the
indexation factors of wages and 1industrial pPrices 1in
different industries) to increase. -However, as noted 1n
section 1, there are forces coming from the other
dirrection, and tending to reduce dispersion. One 1s the
chhange during this period in the wage policy 1mplying a
gradual reduction in the period of adjustment of wages.
This tends to level out the capacity to index wages to
inflation of unions in different industries, and
increase the effectiveness of the wage policy. The other
possible cause is the recession of 1981-83 which reduced
the bargaining power of unions thus making the wage
policy the ruling indexation factor in negotiaions. And
last but also important is the leveling out effect over
the bargaining power of unions of the reemergence of the
union movement (after the militar regime) and the growth
of the central unions.

The reduction in the dispersion of relative
mar k—up powers and of the rate of variation of prices
must be associated, on the one hand, with the reduction
in the dispersion of wages, and on the other, with the
gradual shortening of the djustment period of all
prices which also tends to reduce the dispersion of

indexation factors.

4. Conclusions

In sum, we conc lude that the relative
bargaining power of unions and the relative mar k—up
power of firms play an important role in modifying the
movement of wage and price differentials as governed by

changes in sectoral productivity of labour and costs.



Accordingly, the positive correlation between movements
of relative wages and prices should be credited to the
positive correlation between the relative degree of
indexation of wages to CPI inflation and of i1ndustrial
prices to costs. In turn, bargaining pPowers and mark—up
powers move together as a result of certain
characteristics of the competitive structure of the
product market and the institutional arrangements based
on whicth wages are set in Brazil.  Finally, we conclude
that in spite of the generally accepted arguments for an
increase in the divergence of indexation factors of
wages and prices as inflation accelerates, coutervailing
forces led to a reduction 1n the dispersion ot relative
bargaining and mark-up powers 1in Brazil over the peri1od
1976~1985 when the yearly rate of inflation accelerated
from 40 to 250% year.
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