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7. Segmented Labour Markets

First, studies of urban labour and poverty in the USA in the 1960s ... approach. We argue that the dualist variant is both misguided and .... Were they confined to secondary employment, with its labour-intensive ... The part played by labour-market influences, particularly excess demand but .... divergent interpretations. 
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7. Segmented Labour Markets ROBERT McNABB and PAUL RYAN 7.1 INTRODUCTION During the past twenty years economists dissatisfied with orthodox theory have proposed different explanations of how labour markets operate. Some of the alternatives simply extend orthodoxy to include the effects of various institutional factors; others have explicitly sought a new paradigm. All reject a predominantly competitive analysis, insisting instead upon the fragmented nature of labour markets and the importance of institutional and social influences upon pay and employment. `Labour market segmentation' (LMS) provides a common label for these alternative approaches.1 The segmentationist approach has both a recent and a distant history. Its recent origins are twofold. First, studies of urban labour and poverty in the USA in the 1960s documented the failure of a manpower policy based upon increasing individuals' human capital to improve their fortunes in the labour market (Piore, 1970). Second, segmentation of work experiences has provided radical economists with a theory of the political fragmentation of the US working class (Gordon, Edwards and Reich, 1982). In a longer perspective, the segmentationist approach may be traced back to John Stuart Mill and Cairnes, who explicitly rejected Adam Smith's essentially competitive conception of the labour market in favour of 'non-competing groups' (Mill, 1885; Cairnes, 1874); and to the American institutionalists of the 1940s and 1950s, who developed the concepts of balkanised and structured labour markets (Dunlop, 1957; Kerr, 1954). The contemporary segmentationist literature is highly variegated. Analyses differ in the outcomes of interest (pay or mobility); in the delineation of segments (by job, industry, gender, race or age); and in the methodology of investigation, whether qualitative or econometric. However, straddling these differences is a broad orientation towards a dualist formulation, first advanced by Piore (1970), in which primary and secondary segments are distinguished within the labour market. In this chapter we consider both dualist and alternative, less restrictive, formulations of the LMS approach. We argue that the dualist variant is both misguided and misleading - misguided in that the evidence generally fails to support dualist propositions, misleading in that it has obscured alternative, less restrictive formulations of segmentation. The segmentation baby need not be discarded along with the bathwater of duality however. Thus this chapter continues with an outline of alternative expositions of segmentation (section 7.2). The postulated causes of segmentation are discussed in section 7.3, followed in section 7.4 by an assessment of the evidence. The conclusions are presented in section 7.5. 7.2 DESCRIPTIONS OF SEGMENTATION The starting-point must be the `segment,' an area of employment which is separated or segregated from the wider labour market. Thus John Stuart Mill argued that social, occupational and spatial barriers to mobility often made it difficult or impossible for workers to move from one part of the labour market to another. In particular, unskilled manual labourers and their children were confined to the least-rewarding segment of the labour market as a result of their inability to acquire the skills required for advancement (Mill, 1885). The advantages of workers in favoured segments thus lay outside the reach of the less well-placed. The modern dualist literature advances similar propositions. In Piore's well known description: the primary market offers jobs which possess several of the following traits: high wages, good working conditions, employment stability and job security, equity and due process in the administration of work rules, and chances for advancement. The ... secondary market has jobs which, relative to those in the primary sector, are decidedly less attractive. They tend to involve



low wages, poor working conditions, considerable variability in employment, harsh and often arbitrary discipline, and little opportunity to advance. The poor are confined to the secondary labour market (1970). Duality is manifested principally in job rewards: in particular, pay is low and job loss is high in the secondary sector. Furthermore, in the secondary segment the acquisition of more education and training fails to improve a person's job rewards - and may not even permit movement into the primary sector. The LMS approach emphasises demand side and institutional factors, in contrast to the supply side and individual factors which dominate orthodox analysis of the labour market. Thus duality is seen as the result of the characteristics of jobs rather than workers. Nevertheless a parallel duality is found in worker attributes. Secondary jobs are filled largely by groups whose attachment to paid employment is weak, notably non-whites, females and youths. Primary jobs tend to be the preserve of `prime age' white males. Jobs in the primary segment tend to be part of internal labour markets, i.e. employment structures where the pricing and allocation of labour is governed by administrative and institutional rules rather than by market processes. Access to such jobs is granted preferentially, even exclusively, to existing members of the organisation, be it a firm, a public agency, a professional association or a craft union. Pay structures within internal markets respond not to excess demand or supply in the external market but rather to organisational requirements. Imbalances in supply and demand vis-a-vis the external labour market are dealt with through a variety of non-wage adjustments, including recruitment and training, job redesign, subcontracting and output variation (Doeringer and Piore, 1971; Osterman, 1984). Three issues came to the fore at an early stage in the dualist literature. The first involves the dimension of labour market outcomes to which duality is most relevant. For some, the key dimension is the stability of employment. Although Piore placed high pay first in the above listing of the advantages of primary employment, he also maintained that the most important distinguishing attribute of primary jobs `appears to be the behavioural requirements which they impose upon the workforce, particularly that of employment stability' (Piore, 1970; Berger and Piore, 1982). Dualism is commonly interpreted in terms of mobility in the British literature (Mayhew and Rosewell, 1979). Other writers, on the other hand, have remained closer to Piore's initial ranking, treating high earnings as the main reason for describing primary jobs as good jobs (Bluestone, 1970; Wachtel and Betsey, 1972). The second issue is the comprehensiveness of the dualist schema. Dualism was initially conceived as a partial classification, comparing the experiences of urban minorities to (at most) the remainder of the manual labour force. Subsequent work has however sought to develop it into an exhaustive classification of workers and jobs. The resulting heterogeneity of the enlarged primary segment has been accommodated by a dilution of the original duality, as subsidiary dichotomies (upper and lower tiers, independent and subordinate tiers) are elaborated amongst primary jobs (Edwards, Reich and Gordon, 1975; Piore, 1975). The third issue concerns the viability of dualism itself, strictly interpreted. Duality may be seen as a restrictive formulation (or special case) of segmentation, notwithstanding the bias of critics towards treating the two as synonymous. For segmentation to prove a valid interpretation of outcomes in the labour market, all that is needed is a substantial dispersion in the distribution of labour market outcomes across workers (Figure 7.1, panel b). Strict duality, on the other hand, requires in addition bimodality (two peaks) in the distribution and a clear frontier between the two segments (a in Figure 7.1, panel c). Although dualism has dominated the LMS literature, some have viewed the labour market in terms either of multiple segments (Freedman, 1976; Buchele, 1976) or of a continuous `job queue' in which job rewards are highly differentiated but no clear segments are distinguished (Thurow, 1975). In the latter interpretation, dualist terminology may still be employed, as when all jobs above an arbitrary frontier such as λ in Figure 7.1 (panel b) are defined as primary and



the remainder as secondary. In this case duality is simply a heuristic convenience, a vivid but essentially arbitrary way of conveying the wider concept of segmentation.



The orthodox critique The distinctiveness of segmentationism has been questioned by orthodox economists, who tend to treat its propositions as either empirically incorrect or best interpreted in competitive terms (Wachter, 1974; Cain, 1976; Taubman and Wachter, 1986). Thus, taking pay first, the low earnings of secondary workers are seen from the orthodox perspective as the result of the implication in competitive markets of the low quality and productivity of their labour power. The verdict echoes Hicks's dictum that unskilled labour is `often badly paid, not because it gets less than it is worth, but because it is worth so appallingly little' (Hicks, 1963, p. 82). Put in Marshallian terms, the visible differentiation of wages across segments conceals an invisible competitive equalisation of efficiency wages (i.e. wages per unit of quality-adjusted labour input). Similarly, in terms of job stability the job ladders, employment security and low turnover rates of primary employment are seen as consistent with efficient resource allocation under particular technological conditions. The stability of jobs and workers in the internal labour markets of the primary segment are interpreted as the result of firm-specificity in job skills, which makes it profitable for employers to protect their investment in employees by providing job security and promoting from within (Becker, 1975). Efficiency is also improved by the incentives which jobladders and internal promotion prospects provide to intrinsically stable workers to apply for primary employment (Nickell, 1976; Lazear, 1981). Finally, to the extent that improved labour quality permits secondary workers to move into primary jobs, the lack of a return to education and training in the secondary segment is by no means inconsistent with orthodox analysis (Cain, 1976). The thrust of the orthodox critique is thus to deny the economic distinctiveness of the institutional generalisations of the LMS (particularly dualist) literature. At best LMS is given credit for the institutional flesh of labour analysis; the bones are however reserved for a generally competitive version of orthodoxy. A distinctive approach? The orthodox critique has helped to clarify the requirements for a specifically segmentationist analysis of labour markets. Three features clearly differentiate the LMS approach. The first distinguishing attribute of segmentationism is a view of the labour market as systematically differentiating the job rewards achieved by comparable individuals. Thus the high pay of primary workers cannot be explained simply in terms of higher quality of labour. Many secondary workers are capable of performing well in primary jobs but the rationing of access to good jobs denies them the opportunity to do so. The labour market is thus seen as a key ingredient in the generation of economic inequality and not a passive mirror of the inequalities which people bring to it from family and social class. This is not to argue that all secondary workers are as good as all primary workers. Labour quality will in general be higher in primary jobs. The key points are rather that the difference in labour quality across jobs is less than that in pay; and that the direction of causality between pay and labour quality is reversed. Wage structure is taken as given, differentiated by employer characteristics rather than worker attributes. Under such conditions high-paying employers can take their pick from the applicant queue and rationally hire labour of high quality. The compensation, however, is only partial, with the difference in job-rewards exceeding that in workerquality. Labour-quality and labour-productivity must therefore be carefully distinguished. Productivity is seen as an attribute of the job rather than the worker, depending upon the equipment available and the product market served. Primary workers have higher productivity than do their secondary counterparts because of the jobs in which they work rather than because of who they



are. Were they confined to secondary employment, with its labour-intensive techniques and unfavourable product markets, their productivity would be correspondingly lower. A similar divergence of interpretation occurs for employment stability. While the roles of many secondary workers in the family (youths and married females) or society (inner-city non-whites) may mean lower intrinsic job-stability than for primary workers, in an LMS interpretation the instability of jobs is the more important influence. Many secondary workers, particularly married females, are interested in and available for steady work but are denied access to it. Thus while the supply side does indeed exert an influence, it is seen as less important than the demand side and social institutions in explaining the differentiation of outcomes in the labour market (Doeringer and Piore, 1971, p. 167). The second distinguishing attribute of LMS follows from the first. The role of market forces in affecting labour outcomes is not denied; however, their locus is the product rather than the labour market. The part played by labour-market influences, particularly excess demand but also trade unions, is seen as subsidiary to such attributes of the product market as demand variability, employer power and production technology (section 7.3).2 Similarly, internal labour markets are seen as the result not so much of technology and skills as of power relationships and control strategies within the enterprise. The final differentia involves the widening of the scope of the analysis. In contrast to the orthodox assumptions of given tastes and indeterminate public policy, LMS treats both tastes and policy as endogenous. Thus the instability of inner-city employment is attributed to an adverse interaction between worker-attitudes and job-attributes: the experience of unstable jobs cumulatively disposes secondary workers to high quit rates. Similarly, the common confinement of youths and married females to secondary jobs reflects preferences that are not just exogenously determined but rather moulded by their subordinate positions within both family and society. These attributes distinguish the LMS approach and contradict the charge that it is simply descriptive, taxonomic and compatible with a competitive interpretation. 7.3 THE SOURCES OF SEGMENTATION Theories of labour market segmentation all focus, upon the interaction between organisations and product markets, and in particular on the way their relationships have evolved over time. Interpretations of LMS which centre around stability and mobility analyse the responses of firms to product market instability. Piore's approach centres upon the evolution of product markets from the competitive and the localised to the producer-dominated and the national. Technological change makes possible capitalintensive methods of production. However, employers are unwill ing to undertake large-scale investment unless product demand is stable and predictable. When demand is variable labour-intensive techniques are preferred. A growing division is found between firms which cater for stable markets (or the stable portion of demand in unstable markets) and those which do the opposite. This adaptation of Smith's dictum that the division of labour is limited by the size of the (product) market carries implications for the labour market. Firms which cater to stable product demand create primary conditions of employment, including notably jobsecurity; firms which face unstable demand operate in the secondary segment of the labour market (Berger and Piore, 1982). Instability of product demand is not the only reason for secondary status. Employers are unwilling to invest in declining industries. Elsewhere, production may be technically unsuited to mass production, particularly where the size of the market is limited by customer service requirements. In such situations, Piore observes that some work tasks remain complex and require substantial skill, while others are reduced to low skill requirements and allocated to secondary status. The gap in skill levels prevents upward mobility between these categories. In



such cases the frontier between primary and secondary segments cuts through the workplace itself. The contours of segmentation, defined according to stability, fluctuate with the state of the economy. When labour markets are tight and product markets favourable, employers seek to tie workers to the firm by expanding their provision of primary jobs. However, when the opposite is the case, and particularly when a downturn proves longer and deeper than anticipated, employers seek to increase the share of secondary jobs, proclaiming the virtues of flexibility (Sengenberger, 1981). The theory of segmentation advanced by radical economists in the USA takes a different tack, focusing upon changing systems of organisation within the capitalist firm. The key to segmentation is sought in the varied employer-strategies for the control and motivation of their workforces - i.e. for the setting of the undetermined component of the labour contract: the work to be provided in return for wages. Previous systems of labour control, notably the personalised discipline of `simple control' and the impersonal machine-pacing of `technical control' proved decreasingly effective as firms turned into giant corporations and worker organisation become more insistent. Large employers turned instead to 'bureaucratic control', erecting impersonal procedures and providing job-security and career prospects in order to win the loyalty of employees. Thus emerged the internal labour market and the difference between its jobrewards and those of employers who lacked the incentive to abandon the secondary segment (Edwards, 1979; Gordon et al., 1982). The forces which led some employers to create primary jobs begin with the emergence of the large corporation. Simple control, or the open, highly visible, direct command-rule by supervisors over subordinates, proved unviable in large plants: the interdependence between workers in mass production made it difficult to measure the output of individuals. The power wielded by large firms over product markets permitted them to take a longer view and to provide superior job-rewards. The high turnover associated with previous systems of control was found to involve high costs. Last, but by no means least, worker-solidarity was to be undermined by status differentiation along job-ladders, the rationale for whose existence lay in workermotivation rather than skill-development. The internal labour markets of primary employers represent a sophisticated version of the traditional capitalist strategy of `divide and rule'. These theories of segmentation concentrate to a greater or lesser degree upon its stability and mobility attributes. Explanations which focus upon pay structure also look to the characteristics of employers and product markets. The key distinction, often neglected, is that between the internal and external (i.e. within and between organisations) dimensions of wage-structure. Taking external wage-structure first, the source of much subsequent theoretical endeavour was the linking of labour-market outcomes to an underlying duality in industrial structure by Averitt (1968). Jobs in the primary segment are generated by employers in `core' sectors, whose ability to pay is boosted by large size, high capital-intensity and profitability, as well as a degree of unexploited power in product markets. Secondary jobs are provided by firms located in the `periphery', where firm-size and capital-intensity are lower and product-markets are highly competitive on price. Secondary work may also involve `irregular' activities, i.e. those not included in the national accounts (odd jobs, crime).3 The advantages enjoyed by core firms however, are permissive rather than deterministic. Their implications for labour outcomes may even be indeterminate in some cases. Thus powerful employers may use their extra resources to deny special advantages to employees (e.g. through direct union-busting and relocation of production) as readily as to grant them to them (Hodson and Kaufman, 1982). Similarly, even highly competitive product markets may yield primary jobs if employees are well organised and able to fend off unorganised competition from home and abroad - as in the parts of the coal, trucking and construction sectors in the USA (Levinson, 1967). To take another example, public employment may involve superior job rewards under permissive political conditions, but inferior ones elsewhere.



In any event, core employers typically need not extend primary jobs to all their employees. As a range of functions, particularly in cleaning and catering, is generally limited to secondary status either within the firm or in subcontractors, the contours of segmentation run through firms, not simply between sectors (Rubery and Wilkinson, 1981). Similarly, jobs in small firms include not only the low pay and job-instability of the classic sweatshop, but also the high rewards offered by producers of speciality goods (Brusco and Sabel, 1981). The latter point is developed in some accounts, particularly in Britain, into a central role for trade unions and professional associations, alongside employers, in the generation of primary employment conditions. The downgrading of skills by mechanisation led many craft unions to cushion their decline in two ways. They protected their bargaining power by expanding to include the semi-skilled workers who were displacing them in production. They used their bargaining power to encourage the growth of internal labour markets, restricting entry to the best jobs and facilitating the maintenance of their members' advantages in the labour market (Rubery, 1978). More generally, it has been argued that the attributes of core firms will provide superior job rewards for workers only when labour shows both energy and skill in turning such resources to their own ends (Hodson and Kaufman, 1982). Turning to internal wage structure, the differentiation of pay within internal labour markets was initially explained primarily in terms of firm-specific skills which can only be developed through on-the-job training. The senior workers who possess such skills must be sufficiently well paid and secure in their jobs to ensure their willingness to train others (Deoringer and Piore, 1971). A sharper differentiation from orthodox analysis, however, is achieved by elaborating a further factor suggested by Deoringer and Piore: custom. The stability of work groups within internal labour markets permits the generation of norms, foremost amongst which stand concepts of fair treatment. Employers must accommodate such values if production is to proceed without interruption (Piore, 1973). Custom is both the accumulated total of such norms and a norm in itself: the requirement that established practices be respected. Thus two groups of workers whom the worker-collectivity holds should be paid the same will often be paid the same, even if the presence of excess demand for one and excess supply for the other calls for different pay rates (Ryan, 1980). Similarly, the job-evaluation techniques which determine pay in many internal labour markets reward skill and responsibility in proportions which vary with the relative importance of craft and process employees (Theochorakis, 1988). The role of trade unions in formulating and enforcing such norms may be minimal.4 These theories of segmentation are diverse and even contradictory. They do however share a common emphasis upon the influence of organisation, power and norms, in contrast to an orthodox agenda which for the most part limits itself to the implications of technology and individual preferences. one of the earliest empirical studies of pay (Osterman, 1975). A national sample of male workers was classified into secondary and primary (lower and upper tier) segments according to occupational characteristics. Separate earnings functions were estimated for each category. As the returns to both schooling and work experience proved significant only in the primary segment, the presence of duality was inferred (Table 7.1). 7.4 THE EVIDENCE The outstanding characteristics of the empirical evaluation of labour market segmentation are (i) the difficulty of attaining strong tests; (ii) the lack of support for a strict dualistic formulation; and (iii) the importance of indirect evidence from employment and turnover patterns. Difficulties in testing Strong tests have been difficult either because of a confusion concerning the nature of segmentation or as a result of the rarity of comprehensive data sets on the characteristics of



both employers and workers. Both difficulties can be illustrated from the results of one of the earliest emperical studies of pay (Osterman, 1975). A national sample of male workers was classified into secondary and primary (lower and upper tier) segments according to occupational charachteristics. Separate earnings functions were estimated for each category. As the returnsto both schooling and workexperience proved significant only in the primary segment, the presence of duality was transferred (Table 7.1)



Osterman's study has been criticised for its subjective classification procedure - a difficulty avoided by more recent studies, some of which reach similar conclusions.5 More fundamental problems arise however at two levels. In the first place, the absence of a return to human capital in a secondary segment (termed the `incremental' formulation of segmentation) is neither necessary nor sufficient for the viability of a LMS interpretation (Ryan, 1981). It is not necessary because any two segments, each of which pays higher wages to more educated and



experienced workers, may still differ greatly in the rewards which they offer to a given level of education or experience. It is not sufficient because in a competitive model differences in the returns which any two segments offer to experience are compensated for by lower starting-rates in the one which offers the higher returns to experience. The incremental formulation may capture neatly the concept of dead end secondary jobs, which provide no reward for additional education and training, but a wider assessment of segmentation need not depend upon this particular issue. The importance of the incremental formulation is diminished still further to the extent that higher levels of labour quality provide a return through facilitating exit from the secondary segment. When a sample is truncated on the basis of variables highly correlated with the dependent variable (earnings), it is inevitable that the lower segment will contain predominantly lowwage occupations. By effectively standardising for occupation, such a procedure thus denies to schooling and training their effect on earnings through upward occupational mobility (Cain, 1976). The more fundamental attribute of segmentation involves levels of, rather than increments in, labour quality. - It asks whether comparable workers achieve different outcomes depending upon where and for whom they happen to work.6 Osterman's results are also consistent with the `levels' aspect of segmentation as well. His secondary segment contained many individuals the quality of whose labour was statistically comparable to that of, but whose earnings were roughly one-fifth lower than those of, their primary counterparts. The extent of `levels' segmentation in pay structure has proved still greater in other US studies.7 In the British context, the earnings gain from relocating a representative male member of a secondary segment defined on `periphery' sectoral characteristics into its primary counterpart (in a 1975 General Household Survey sample) amounted to more than 30 per cent (McNabb, 1987). Yet even then the sceptic is entitled to remain unconvinced. The limitations of the data permit divergent interpretations. An orthodox assessment would emphasise the limitations of years of schooling and work experience as indicators of labour quality, hypothesising that if the unmeasured dimensions (quality of schooling and experience, health, attitudes and ability) were to be included the difference between segments would disappear. For the segmentationist, however, the ability of high-wage employers to hire applicants with the highest prospective productivity means that some of the return to education and experience actually represents the underlying structural differentiation in the pay rates attached to jobs. The impossibility of a decisive test in the dispute between LMS and orthodoxy is clear.8 Nevertheless, evidence of a link between the attributes of employers, production technologies and product markets, on the one side, and labour-market outcomes on the other, is by now sufficiently extensive to underline the credibility of many segmentationist propositions. Studies of both pay and mobility find moderately strong and consistent associations with product-market concentration-ratios, capital-labour ratios, firm size and access to government contracts in a variety of advanced economies.9 The empirical analysis of segmentation has, moreover, begun to delineate and explain differences across time and place. Historically, the gap between the productivity and pay of workers in a core/periphery dichotomisation of US industry widened secularly between 1950 and 1980. The change has been attributed (speculatively, to be sure) to the consolidation of a long wave in capitalist development, following earlier waves in which labour was successively proletarianised and homogenised (Gordon et al., 1982; Reich, 1984). The ensuing sequence of economic slump and currency overvaluation has seen considerable rearrangement in the industrial wage-structure, the difficulties of the giant steel and automobile firms being mirrored in an at-least-temporary reduction in the job rewards available to their employees (Mitchell, 1985).'° Institutional rearrangement has proceeded on a wide front in the USA. A managerial offensive has sought the rescinding of the internal labour-market rules, bargained during the post-war



`labour accord', in order to regain greater control over the allocation of workers to jobs (Piore, 1982; Strauss, 1984; Edwards, Garonna and Todtling, 1986). Important differences in the contours and sources of segmentation can be seen across countries. The centrality of the job and the occupation in US labour-market structuring contrasts with that of the employer aPA in Japan. Access to government purchases proves a particular source of advantage to employers and employees in the USA; centrality to the planning process, in Hungary (Cukor and Kertesi, 1986). Indeed, the importance of the state has been brought to the fore by recent comparative work. The very existence of occupational markets in the face of pressures for internalisation depends crucially upon institutional support from public policy (Marsden, 1986). Where governments have responded to economic crisis in a corporatist manner, seeking consensual solutions (as in Sweden and Norway), labour-market inequality has remained low relative to that in countries (such as Britain and the USA) where government has espoused market ideology and undermined the statutory protection of secondary workers (Kalleberg and Hanisch, 1986). The weakening since 1977 of both incomes policy and the minimum-wage protection provided in Britain by Wages Councils has increased markedly the extent of segmentation in the British labour market (Brosnan and Wilkinson, 1987). Strict duality? Such differences across time and place in institutional structures and labour-market outcomes cannot realistically be attributed mostly, let alone entirely, to the effects of differing workerattributes as worked out through competitive markets. However the LMS approach has not had things its own way in other respects. In particular, interpretations of the labour market in terms of strict duality (i.e. including bimodality) have failed to muster adequate empirical support. The high-water mark of strict dualism has been the finding of bimodality in distributions of industry characteristics in the USA (Oster, 1978), along with correlations between the latter and labour-market outcomes (Wallace and Kalleberg, 1981; Buchele, 1983). A representative example is provided by a factor analysis of sector attributes in Britain (Table 7.2). (McNabb and Ryan, 1986) Three independent dimensions of sectoral structure emerged. The first factor accounting for more than half the variation in the sample, loaded strongly on concentration, plant-size and capitalintensity. It corresponds to the producer-power factor which typically dominates in US studies. The second factor, accounting for a further 25 per cent of the variance, was closely associated with



exposure to import-competition (generally absent from US studies) and, inversely, with bargaining coverage. The third factor indicates a subsidiary role for productivity growth, particularly in sectors with small plants and low bargaining coverage. The distribution of sector scores on the first factor suggests a division between a `core' composed primarily of heavy industry, transport and communications, business services and public administration and a `periphery' dominated by light manufacturing, construction, distribution and personal services. Earnings functions estimated for males in the two sector groupings (holding labour-quality constant, insofar as is possible) indicated an advantage in 1978 annual earnings of 30 per cent for core- over periphery- workers - suggesting a moderately strong degree of segmentation in the British labour market (Table 7.3). Such evidence does not however establish the existence of strict duality.11 Bimodality is typically found, if at all, in only one of the several dimensions of industrial structure (factors), while the classification of sectors as core or periphery (and labour segments



as primary and secondary) relies on only one of those dimensions. Even though the factor upon which the classification is based typically both shows bimodality and leads the explanation of variance, the link between product and labour market remains unacceptably oversimplified. For example, the removal of mining, construction and transportation from an application of the core/periphery duality developed by Oster (1978) is justified by Reich (1984, p. 74) in terms of the implausibility of the periphery status to which a unidimensional classification based upon an



'employer-power' factor would assign them, given the large numbers of firms, small plant sizes and low capital-intensities found in these sectors. The minumum price to be paid for establishing strict dualism proves then to be the exclusion of more than half of national employment. It would be preferable to extend the classification and attempt to develop a factor representing the combination of high labour-organisation and restricted producer-entry which underlies high earnings in such sectors. Strict dualism, however, would prove a casualty in such a move, as there is no reason to expect parallel bimodalities in the distributions of sectors across these two factors, let alone others. 12 In any event, the bimodality established in such studies refers to product-market attributes rather than to labour-market outcomes. The labour-market consequences of bimodal dualism (in studies attempting to establish strict duality) have been limited to differences between earnings or turnover in the two segments. No one has established the existence of a bimodal duality in pay or turnover parallel to that in industrial characteristics - for the simple reason that they do not exist.13 Thus even the strict dualists have implicitly accepted that duality applies to the labour market only in the heuristic sense (Figure 7.1, above). The plain fact is that the links between product and labour markets are too multidimensional and complex for a strict dualist formulation to prove viable (Wallace and Kalleberg, 1981; Hodson and Kaufman, 1982).14 Analytic effort would be better devoted to the elaboration of the linkages between product and labour markets. For example, the position of trade unionism requires particular attention. To treat union-membership density simply as another component for a factor analysis of industrial structure is to ignore its own dependence upon industrial attributes, as an intermediate linkage between product- and labour-markets. This complex issue has received more attention in the orthodox than in the LMS literature. As has been argued above, failure to establish strict duality does not however scupper the entire LMS enterprise. The distinction between primary and secondary jobs will still be used as a convenient shorthand for segmentation as we turn to employment and mobility patterns for indirect evidence of its presence. Employment patterns A central observation in the LMS literature is that secondary jobs are filled not randomly but rather by particular types of worker, notably non-whites, females and youths. The various secondary segments defined in empirical work show extensive overrepresentation of each of these three groups. In one particular (non-dualist) formulation, the share of youths in manual employment is found to vary inversely across sectors with the pay of adult males in all EEC economies (Table 7.4). The pay of adult males is taken as a broad indicator of the standing of a sector in the industrial dimension of segmentation; its inverse association with youth employment shares corresponds to LMS predictions. LMS analysis holds further that confinement to bad jobs reflects not lack of human capital but rather discrimination. In support of this proposition LMS writings point to the considerable skill attained by secondary workers in sectors such as cutlery, and jobs



such as catering (Craig et al., 1982); to the low skill-requirements of many primary jobs (Blackburn and Mann, 1979); to the tendency for skills to be learned on the job rather than being a condition of access to the job (Doeringer and Piore, 1971; Thurow, 1975); and to the fact that primary jobs frequently require dependability and relaibility,as well as compatability withexisting work groups, rather than the technical skills (Edwards, 1976). To some extent the difficulties of secondary workers involve lack of these personality traits - as in the incompatability between the street culture of urban non-whites and the requirements of good jobs. `Primary employment requires the individual to abandon street life and conform to an ethical code which is not recognised in the street' (Doeringer and Piore, 1971, p. 176). Similarly, marginal status in the family and society, reinforced by limited access to social security,



disposes many youths, immigrants and married females to offer their labour-power at low supply prices. However, while the characteristics of secondary workers may indeed to some extent run parallel to those of secondary jobs, the LMS interpretation is valid only if the variation in worker traits is significantly less than that in jobs. Many young workers, nonwhites and (particularly) married females must be available for stable employment and interested in high earnings but unable to gain access to primary jobs. Explanations of such employment patterns have tended to rely upon discrimination, with primary employers favouring adult male white applicants for jobs because of either their prejudices or statistical discrimination. Thus the poor prospects of females are attributed partly to widespread hostility - associated with patriarchal male attitudes - to the improvement of female employment conditions (Humphries and Rubery, 1984). While the part played by prejudice in setting employment patterns is undoubtedly important, only intermittently has recognition been granted to that expressed by primary workers intent upon guarding their own privileges in the labour market and able to impose sanctions upon employers who seek to undermine them (Cockburn, 1983). However, in many situations employers are both free to hire whom they please from available applicants and interested in cutting employment costs. In such cases an explanation of employment patterns may be based upon a combination of the concepts of the job queue and statistical discrimination, the outline of which has been sketched by Thurow (1975). An exogenous wage-structure is postulated, highly differentiated across employers and unresponsive to the attributes of job applicants. Firms rank applicants in terms of their prospective trainability (more generally, productivity). Information about individual applicants is costly, as must be the case for example when not even the individual knows the likelihood of his or her remaining in the job. Youths, non-whites and females find themselves placed low in the queue for the best jobs because the average attitudes, skills and/or quit propensities of group members are expected (on the basis of experience, general knowledge or prejudice) to be lower than those of white adult males. Only in the lower regions of the job distribution do they find themselves at the top of the queue. The uniformity of youth employment patterns across European industry (Table 7.4) is most readily explained in such terms. A negative relationship between adult male pay and the employment shares of youths could arise in a competitively determined industry wage structure only if high adult male pay were to reflect high skill levels, with youths as poor substitutes. However, adult pay is only weakly correlated with the skill mix across sectors (Marsden, 1979, ch 3). A more convincing interpretation involves segmentation, with profit-seeking employers faced with a given position in the wage-structure selecting the prospectively-most-productive applicants for jobs (Marsden and Ryan, 1986). The average youth might be only slightly less productive than the adult male counterpart, but small differences in labour quality would still be capable of producing large differences in employment patterns in such a world. 15 Mobility and turnover The issue of mobility has been more central to LMS writing than might be inferred from this discussion. The proposition that the poor are confined to the secondary segment suggests an extension of the inequality-creating effects of segmentation from the point in time to the individual life cycle. If workers cannot change places in the structure of earnings inequality over their working lives then the oppressive effects of segmentation are correspondingly greater. The original `confinement' proposition has received at most qualified support from the evidence. Dualist studies which define a clear frontier between primary and secondary segments have typically found both moderately high rates of mobility across that frontier and a significant role for human capital in determining the probability of individual crossings. Even when the



secondary segment is limited to the original category of inner-city residents in menial work, typically one half or more of male workers who held secondary jobs on entry to the labour-force in the USA moved subsequently into primary employment, assisted in a somewhat uneven fashion by higher levels of schooling and work experience (Rosenberg, 1977, 1980).16 For Britain, although lifetime mobility out of low-level occupations is indeed limited, significant amounts are still observable, again generally associated with schooling and experience (Mayhew and Rosewell, 1979). The rate of exit from the secondary segment remains significant even when the criterion is tightened from the simple crossing of an arbitrary frontier to travelling a substantial distance along the spectrum of job-rewards. Thus the average change in relative earnings position within age cohorts (in the USA between 1957 and 1971) amounted to 21 percentage points and depended only weakly on initial positions in the distribution (Schiller, 1977). Elements of segmentation were indeed suggested in a rate of movement across an arbitrary dualist frontier roughly one half of what would be expected on a random basis; and in an average distance of travel for blacks in the lowest 5 per cent which was only one half that of whites. Although such results have been interpreted as inconsistent with segmentation, the damage inflicted upon LMS analysis is again less extensive than some have claimed.17 Accepting that `the secondary segment is not airtight' (Rosenberg, 1980) does not require the abandoning of the broader LMS endeavour. The reasons may be examined at two levels: taking mobility first as an attribute of segmentation in its own right and second as indirect evidence of segmentation in pay structure. Treating immobility as the intertemporal extension of segmentation, non-eligible inter-segment mobility does not imply that most or all "secondary workers can attain primary employment. The foregoing studies all exclude females, many of whom may be unable to obtain primary jobs. Moreover, an unduly favourable view of male mobility rates may result from failure to control either for retirements from or for expansion in the primary segment. The retirement of older males from primary jobs undoubtedly creates opportunities for young men to enter. The fact that many men working in primary jobs started their careers in secondary jobs carries no implication that those who failed to make the transition when young can still do so in middle age (Osterman, 1980). Similarly, most studies make no controls for the size of the primary segment, despite the presence of economic expansion in the period to which most of the data refer. A rough corrective is provided by comparing downward- with upward-mobility. The incidence of downward-mobility from primary jobs in Rosenberg's study (12 to 26 per cent across race/city groups) proved much lower than that upward from secondary employment (47 to 67 per cent; 1977, Table 7.1). Nevertheless, mobility studies suggest that enduring imprisonment in secondary jobs applies, amongst males at least, only to the inner-city minorities whose experiences produced the proposition in the first place. Even so, the essence of the LMS approach - the existence of a hierarchy of rewards for comparable workers - survives the news unscathed. When mobility is considered as indirect evidence of segmentation and measured from the side of the job rather than the worker, i.e. through turnover rates, the presence of segmentation remains clearly visible. In the LM S hierarchy of job-rewards, workers at the high end of the distribution are expected to affirm their position by taking pains to hold onto their advantages. A low quit-rate is the anticipated result. Conversely, low job-rewards at the bottom of the ladder imply high quit-rates. The concrete result is an inverse wage-quit relationship amongst comparable workers. (An inverse relationship may also hold for lay-offs and redundancies, in which case the relative job rewards of primary employees are wider than simply higher pay.) Statistical assessment of the prediction is complicated by the tendency of high-wage segments to employ high-qualify labourpower - in this context, individuals or groups with low quit-



propensities, such as `prime age' males with dependents. The principal source of evidence is the distribution of quit-rates across sectors, ranging in 1960 in the USA from 0.39 per cent per month in petroleum refining to 2.65 per cent in confectionary (Pencavel, 1970, p. 60)." A highly significant inverse wage-quit relationship emerges, with an elasticity estimated at -0.9 in the presence ofstatistical controls for workforce composition (ibid, Table 1). The spread in quit-rates between the highest- and lowest-wage industries, controlling inter alia for workforce composition and unionisation, is estimated at nearly 100 per cent, ranging from 0.92 to 1.81 per cent per month. Not only have the segmentationist implications of the wage-quit relationship generally gone unrecognised; it has even been construed as supportive of a competitive analysis, by confirming the Iallocative role assigned to voluntary mobility by economic theory' (Stoikov and Raimon, 1968). It is true that low-wage employers lose labour at a faster rate than do high-wage firms. This is however a necessary but not sufficient condition for a competitive interpretation. Sufficiency is attained only when the wage-structure adapts in the face of mobility - and, as institutionalists have insisted, this just does not occur (Ulman, 1965). Instead, secondary workers move largely amongst secondary jobs and only gain access to primary employment when retirement and expansion creates vacancies. A non-price rationing of access to primary jobs is therefore indicated by the low quit-rates of their incumbents.19 7.5 CONCLUSIONS Recognition of segmentation in the labour market leads to interest in its magnitude. Although much of the controversy in the area remains qualitative (does LMS exist?), segmentation is clearly a matter of degree: you can have more or less of it. Instead of requiring a choice between competitive and institutional forces in labour markets, the economist is better advised to gauge the relative importance of the two sets of influences. Thus a relativistic approach might seek to understand why segmentation appears more marked in the Third World than in industrial economies; and in South Africa than in the USA, for example. The claims made on behalf of segmentation must be limited. Dualism is not strictly applicable to the labour markets of advanced capitalist economies (with the possible exception of South Africa). Moreover, the constraints upon segmentation deserve elaboration, although they in turn involve institutional as well as competitive considerations. The limits to segment-differentiation in the advanced economy may be illustrated by comparison with the international economy. The productivity and earnings of workers in many lessdeveloped economies are held down relative to those in advanced economies by the higher rates of investment and productivity growth attained in advanced economies, as well as by the undervaluation of their output in a system of unequal exchange. Each of these phenomena has its counterpart within the advanced economy. The growth of physical productivity is greater in primary than in secondary employment, while output prices are inflated in the former as part of the higher returns achieved by both capital and labour. Yet the dispersion of labour outcomes is incommensurately greater in the international than within the advanced economy. The narrower scope of segmentation within than between economies reflects to some extent the coincidence of obstacles to factormobility with national boundaries. Labour cannot move as readily from Hong Kong to the USA as it can from textiles to chemicals within the USA. However, there are two more powerful constraints upon the dispersion of value productivity growth and earnings within the advanced economy, each of which lacks a counterpart at the international level. The first is the relocation of production. Sectors which achieve only slow growth in physical productivity either see production transferred to low-wage developing countries (in the case of tradeables) or revalued upwards by price rises (in the case of nontradeables). As the international economy lacks an analogue to the former mechanism, its dispersion of valueproductivity growthrates is accordingly greater. Second, the world economy lacks any effective



equivalents to the phenomena of relativity bargaining (for the unionised) and statutory wage protection and indexed socialsecurity provision (for the unorganised) which limit segmentation within advanced economies. Although these constraints upon segmentation have been relaxed substantially in many advanced economies by the growth of both unemployment and deregulatory politics, the differentiation of labour outcomes within advanced economies which they permit has remained moderate relative to that at the global level. Less than global, however, does not mean insignificant. Even when the limits to segmentation are recognised, the central LMS tenet remains intact: the labour market itself constitutes an important source of economic inequality.
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