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NON-TECHNICAL SUMMARY

Common sense suggests that companies prefer not to face unions because
they increase firm’s wage bills. Evidence indeed indicates that unions get a
wage premium but, paradoxically, it also casts doubt on the fact that unions
have a depressive impact on company profits.

Economic reasoning explains this puzzle: so long as companies can pass on
wage increases through prices charged to customers, profits will not be
harmed. Indeed, companies may even justify price increases to their
customers by referring to increases in their own production costs.

Antitrust policies often neglect this use of labour-management relations to
distort prices, even if evidence of such cases emerges in the literature (e.g.
the well-known Pennington case in the United States).

The economic literature uses the phrase ‘cost-raising strategies’ to define such
behaviour. Theories that formalize the conditions for cost-raising strategies do
exist, but do not take into account the bargaining relationship between unions
and firms. This relationship has been modelled recently and contributes to a
formalization of the way cost-raising strategies can be used by firms as a
rational behaviour. This is an important gap because for decisions to be taken
on antitrust grounds, it is necessary to show how a certain action is the result
of voluntary behaviour.

This paper proposes such a model of labour-management relations. In
addition, it addresses two other questions: (i) what is the effect of union power
on the existence of cost-raising strategies?; and (ii) what institutional features
concerning labour-management relations are more favourable for cost-raising
strategies to arise? These questions are important as union power is argued to
have decreased significantly in recent years, and because different countries
and industries show significantly different institutional features of labour-
management relations.

Our main findings are the following. First, using standard intuition, higher union
power makes companies more willing to avoid unionization. Yet higher union
power sometimes widens the incentives for firms to distort prices (invoking
wage increases) and gain market powetr.

A second finding is that the widening of incentives for firms to distort prices is
contingent on items contained in the agenda of union-firm negotiations. For
instance, when only wages are negotiated, the firm retains the right to set the



level of output and, accordingly, empioyment. In this way, it reaps the benefit
of higher prices charged invoking greater union power and higher wages. In
contrast, when employment is in the bargaining agenda as well, the
advantages for firms derived from the possibility of distorting prices can be
outweighed by the disadvantage of sharing higher profits with unions. Thus, an
increase in union power sometimes reduces the incentive for firms to engage
in cost-raising strategies.

A third finding is that cost-raising strategies arise more frequently when union-
firm negotiation takes place at an industry-wide (country-wide) level. This is
because coordination among unions creates further pressure on output prices
charged to customers. Moreover, when employment is also an issue in
negotiations, additional favourable coordination effects arise, further justifying
cost-raising strategies.

This latter aspect, which we define as a ‘cartel-like’ effect in the paper,
provides the main scope for antitrust intervention. The provision by unions of
‘cartel services' to firms should be under the scrutiny of antitrust laws because,
in the end, they adversely affect consumer surplus. This is more likely to
happen in sectors facing industry-wide bargaining and when the agenda for
negotiations contains more than the wage level.



1 Introduction

The common sense about unionization is that firms prefer not to be unionized because
of the supposedly higher cost of an unionized workforce. Empirical evidence indicates in-
deed that union wages include a premium over non-union ones [PENCAVEL (1991)], yet
the evidence on how unions offset firms’ profits remains vague [CONYON and MACHIN
(1991) and BUGHIN (1996)].

The objective of this paper is to update the early literature on cost-raising stategices
about the possibility for firms to agree on being unionized despite higher costs [c.g.,
NELSON (1957) or MALONEY, Mc CORMICK and TOLLISON (1979)]. This literature
often takes the example of unions to point out that this could be an optimal strategy to
gain market power because unions can allow firms to reduce output and charge higher
prices Lo customers.! However, to our knowledge, no explicit union model has been set
up to analyse the mechanisms by which unions can lead to cost-raising strategics.

This paper adds to the heuristics of that literature, by using recent union firm bar-
gaining theories to scope out the magnitude, and analyse the drivers, of cost raising
strategies.  An advantage of this approach is that explicit game-theoretic bargaining
solutions can be derived, which are consistent with rational behaviour [sce BINMORE,
RUBINSTEIN and WOLINSKI (1986)].2 A further advantage of using union-firm har-
gaining theory is that union power per se can be analysed as a factor eventually trigger-
ing cost raising strategies by firms. By union power, we mecan the ability by organized

unions to influence the wage-bill setting, which itself depends critically on the bargaining

I . What will happen to the incomes of owners [...] as a result of labour unionization resulting
in higher labour cost?”, asks NELSON (1957, p. 387). Later on the same author argues that “... an
increase in variable factor costs ([such as] a new union contract) shifted forward by a cost-plus priciug
policy may tend to increase the returns to the fixed (residual returns or accounting profits) by reducing
the level of output” [NELSON (1957, p. 392)].

“The heneeforth well known generalized Nash solution proves for instance that union wages will
depend direetly on firni’s output restrictions, so that the effects of higher union wages and lower oligopoly
output. cannot be analysed separately, as done in NELSON (1957).



structure and scope prevailing in the economy.

The bargaining scope, i.e. what 1s included in the bargaining agenda, has been
vividly discussed in the labour literature. In the ‘right-to-manage’ model only wages
are bargained over [NIdKELL and ANDREWS (1983)], which is an institutionally fair
assumption for instance with respect to Anglo-Saxon countries [LAYARD, NICKELL
and JACKMAN (1991)]. On the other hand, the ‘efficient bargaining’ model supposes
that employment is also a matter of bargaining [Mc DONALD and SOLOW (1981)],
which is very rare in practice. Nevertheless, this model represents a very convenient
approximation of institutional situations where unons and firms bargain over work con-
ditions other than wages, such as manning ratios [CLARK (1990) and BUGHIN (1996)].>

The union power effects on firm strategies will also depend on the bargaining strue-
ture, i.c. whether bargaining is firm-specific or centralized, because the level of central-
ization affects how players eventually coordinate ex ante their moves in a given market
[DAVIDSON (1988)]. In the Scandinavian countries, unions usually operate in a heavily
centralized framework while in Canada and in the US, for instance, it 1s an institutional
fact that bargaining takes place at the firm level.?

Not surprisingly, the union—-duopoly model presented herecafter illustrates the stan-
dard intuition that union power generally reduces the incentive to enter the unionization
process. However; one first finding, generalizing the early literature, is that union power
can create strategic mcentives for firms to use union wages and gain market power by
distorting output prices. However, this effect is not monotonic, nor is union power always
a suflicient condition for cost-raising strategies to arise.

A second finding is that this effect is contingent to the bargaining scope. For instance,

under the right-to-manage assumption, the firm retains the right to set output and reaps

SJONNSON (1990) reveals that bargaining over the crew size can be common in the US. BUGHIN
(1992) shows analogous results for Belgium with reference to the early 1980’s, when the manufacturing
sector experienced a huge employment loss.

"For & comparative study of different countries, see LAYARD ef al. (1991).



the benefit of higher prices due to higher union power. In contrast, under the efficient -
bargaining scope, any increase in union power translates, among other things, into lower
profits which ceteris paribus reduce the incentive for firms to engage in cost raising
strategies.

Last, but not least, a third finding is that cost-raising strategies arise more frequently
under centralized bargaining, because coordination among unions creates further pres-
sure on output prices charged to customers. In addition, under efficient bargaining, wage
and output coordination creates attractive ‘cartel-like’ market power, further justifying
cost raising strategies.

Thus, the main message of this paper is that unionization can create interesting
vertical links with product market competition, which vary significantly bascd on the
institutional features of the bargaining process. The fact that such features are consider-
ably different across countries [see LAYARD et al. (1991) for empirical evidence] might
explain why their unionization rates diverge so widely and why the unionization rate
is positively correlated with unions’ (as well as employers’) coordination in setting the
hargaining agreement.” Finally, a normative implication of our findings 1s that unions
can provide cartel services which should be under scrutiny of antitrust laws. This was
also conjectured in MALONEY et al. (1979) and nicely illustrated in ULMAN (1955).¢
However, our paper emphasizes the role of centralizations and scope of negotiations for

cost raising strategics to be welcome by profit—maximizing firms.

"BUGHIN (1992) shows for instance thal the unionization rate decreased in Belgium in the 1980,
while the level of bargaining significantly shifted from centralized to rather firm-specific. Also, Anglo
Saxon countries provide evidence of low bargaining coordination and low unionization rate [LAYARD
et al. (1891), especially table 6 at page 52).

S“In window glass, industry-wide bargaining was but part of a larger arrangement under which
the union was to police the operation of output and sales cartels.” [ULMAN (1955, p. 526)] “Since
attempts by the manufacturers themselves to restrict output failed to achieve enduring success [.] the
contribution of the Union was a crucial one.” [ULMAN (1955, p. 528)]



2 The model

The model is made as simple as possible, for it aims at isolating the effect of the
vertical dimension of inter—firm competition through wage bargaining as a possible way
for the firm to adopt a cost-raising strategy and gain market power.

A Cournot—Nash duopoly is considered, with two profit-maximizing firms producing
the same homogeneous commodity.” Firm ‘17 is supposed to be unionized while the other
firm (labelled as ‘2’) is considering whether to recognize or not unions, and possibly
cngage in cost-raising strategies.

This setting is consistent with the two following facts. First, entrants in an unionized
industry often face the decision whether to enter and step unionized. Multinationals
for example use to face that choice and can in some instances impose their view to
join or not the cohort of unionized firms in their target industry (e.g., BMW in North
(‘arolina). Second, incumbent unionized firms are often engaged in long-term contractual
relationships with unions, so that the union process is sunk. contrary to entrants facing
the ex ante decision to be unionized.

The only variable input is labour [, priced at the wage rate w. Lach firm produces
under constant returns to scale, and one normalizes the technology as ¢; = i, where ¢,
denotes tth firm’s output. The wage firm 2 pays to workers if not unionized is denoted

by 1, and is exogenous. The product demand in the domestic market is lincar:®

plq1,q2) = a—q (1)

where pis the output price in the domestic market, a a shift parameter and ¢ = ¢, + ¢,.

"The Clournot assumption is consistent with the hypothesis of substitutable goods, see SINGH and
VIVES (1984).

®A lincar demand is used in order to derive explicit solutions to the total game. This 1s the common
approach taken in models on union-oligopoly bargaining [see, e.g., DOBSON (1994)] and is empirically

relevant soe, €8, BRACK (1967)).



Workers, when organized into unions, bargain over firms’ surplus in the product
market [sce c.g. DOWRICK (1989) and STEWART (1983)]. Unionized firms face a
rent maximizing union, which puts the same weight on employment and unit wage.
Labour mobility is considered nil among firms.”

Various types of bargaining organizational forms are considered. With respect to
the barqgaining agenda, it is assumed that firms and unions are engaged cither to a
Gight to manage’” (RTM) bargaining or an ‘efficient bargaining’ (1:B) game. The RTM
agenda stipulates that the wage is the only variable bargained upon by firm(s) and
union(s), while the firm retains its own management right over the level of employment
[NICKELL and ANDREWS (1983)]. On the contrary, under the EB agenda, both wages
and cmployment are simultancously bargained {[Mc DONALD and SOLOW (19581)].

Coneerning the bargaining structure, one distinguishes the following cases. First, full
unionization, in which both firms are unionized. Here we further distinguish between
full unionization with decentralized bargaining (simply ‘decentralized bargaining’, from
now on), where bargaining takes place at the firm level, and full unionization with
centradized bargaining (simply ‘centralized bargaining’, from now on), where the union
firtn bargaining process is centralized and gains are distributed among union’s members
and between the two firms.'Y On the other hand, ‘partial unionization’ defines the case
in which firm 2 decides not to be unionized and pays the wage w,.

The following sequential game is investigated. At the first stage, firm 2 chooses its
wage policy based on the profitability of cach strategy. At the sccond stage, bargaining
takes place. Both wages and output are negotiated simultancously in the case of IiB3

while, in the RT'M case, wages are negotiated first and output (and thus employment)

“This assumption ts standard in models of union—firm bargaining. In BUGHIN and VANNINI (1994)
the case s considered where labour can be mobile among firms. While mobility affects the labour market
cquilibrium outeome, the issues on which we focus in this paper are not aflected by assuming no labour
mobility.

WRecall that decentralized bargaining at the firm level characterizes for instance Anglo Saxon coun-
trics, while industry wide bargaining is common e.g. in Scandinavian countries.



is set subsequently by the firm(s). The model is solved by backward induction in order
to derive subgame perfect equilibrium.!!

Giiven the pair (wy,wy) —and w, = w, under partial unionization—, cach firm ¢ maxi-
mizes its profit 11;:

Mi(qivq5) = [plgirgi) —wi - g 2 # (2)

while union’s objective function is:!?

Ui(wi,wj) = w; - qi(wg, wj), i 7. (3)

The C'ournot solution is used for variables not subject to bargaining, while for variables
under bargaining, the generalized Nash solution is used. The latter corresponds to
maximizing the weighted product of unions’ rents U; and uniomzed firms’ profits II;,

which can be expressed as follows. Under centralized bargaining,

2 2

P(wiy ;) = [3 Uiwrw)]* - [0 Wi(wi w0 i # 7, (1)
i=1 i=1
while under deceuntralized bargaining

I (wi, ;) = [U(awy, ;)] - [Ti(ws, ;)] 1 # 7. (5)

where o (0 < o < 1) 1s the union relative bargaining power and both Nash bargaining

"'Note that an interesting feature of the rent-maximizing union assumption stated before is that the
contract curve in the EB model is vertical, i.e. union wages are independent of employment. [see e.g.
ABOWD (1989)]. In fact, it can be shown that the level of employment on the contract curve does not
depend on the bargained wage, but on the wage threat-point. This allows to model the output and
wage game as if there were two different stages also in the EB model, and not only in the RTM model
where unions act as Stackelberg and firms react by setting employment on their labour demand curve.

More generally, the union’s utility function corresponds to U;(w;, l;,b) = I; - w; + (1 — [;) - b, where
b represents the fall-back wage, i.e., the wage paid to union during temporary disagreement [see BIN-
MORE et al. (1986)]. Normalizing Uy = 0 and recalling that [; = ¢;, we obtain the objective function
expressed in equation (3).



solutions should be constrained by wages being not lower

than the non-unionized wage,
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“PU adentifies a duopoly with partial unionization; alternatively, FUd (resp., F'Uc) stands for
(full and) decentralized (resp., centralized) bargaining. Recall that, under partial unionization,
firm 2 pays the exogenous non-unionized wage wy.

"Under FPUc, tirms internalize their rivalry, set the monopolistic output and share the corre

sponding profits.

Table I Reduced-form solutions for the wage and output stages of the game.

Fquations (1) and (5) are also maximized with respect to wage(s) under the additional

constraint that firms arc on their labour demand curve (i.e., for cach firm ¢, ¢, = ¢7), when

"Eor simplicity, we assume that, if firms are both unionized, their bargaining power is the same.
Moreover, we can observe that a = 1 stands for the case of monopoly union and « = 0 means that
unions have no power during the bargaining process. In addition, under centralized bargaining a single
wage s negotiated which applies to both firms, while employinent duties are split under EB between

the two (henee symmetrie) firms.



RT'M bargaimng 1s considered, while the same equations are maximized simultancously
over wages and labour under EB. The reduced-form solutions for the wage and output
stages of the game are summarized in table 1, where the first part is referred to RTM
and the second to EB.M

C'oncerning the wage outcomes, the following remarks are in order. First note that,
under full unionization, decentralized bargaining makes firm-specific unions nof internal-
ize the eross—-wage elasticities of labour demand, so that the competition among unions
results in lower wage claims. Secondly, note that the B wages are (equal or) higher
than the RTM wages, e.g. because under RTM the firms exploit the Stackelberg struce-
ture of the union-firm bargaining game by unilaterally changing the employment level

after wages have been agreed upon.'®

3 Unionization choice

Using table 1, this section analyses the unionization choice by firm 2 in terms of the
exogenous variables wy, o and a.

As shown in the following equations (6)-(9), the sufficient conditions for firm 2 not
to be mnionized are of the form w, < f(«,a), with 0f/da > 0 and df/da > 0. This
means that the lower the union power and the tighter the market, the more likely firm
2 15 willing to recognize unions. In particular, the function f(«,a), which is derived by

comparing Il, under partial unionization with Il, under full unionization, corresponds

"Observing table 1, the minimal constraints on w» for firm 2 to be active under partial unioniza-
tion, respectively under RTM and EB, are: w, < i%‘il and wy < 5 are always met under the Nash
bargaimng constraint that wj > w,.

Y One can also sce here that union power does not affect EB outputs, which reflects our previous
observation that the labour contract curve is vertical in the wage-output space under the assumption

of rent maxnmzing unions.
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Figure 1: Indifference locus and unionization choice.

4



to
Jaa . S .
fla,a) = . if bargaining is centralized and (6)
-«
aq : L .
fla,a) = R, if bargaining is decentralized, (7)
-«

under RT'M, while under EB we have

. 3VIi—a, . L .
fla,a) = %(1 — ——2—7:)—EY—) if bargaining is centralized and (8)
fla,a) = % (I = V1 —«) if bargaining is decentralized. (9)

Proposition 1 is derived using equations (6)—(9), and is represented in figure I for a

given market size, a.
Proposition 1
a) Union power reduces the incentives for the firm to be unionized;

b) Bargaining centralization makes union power a stronger (respee-

lively, weaker) deterrent to unionization under RTM (vesp., EB);

¢) The largest deterrence effect by union power occurs under central-

wed RTM, except for very high level of union power.

Part «) of this proposition reflects df/0a being positive. In turn, such a derivative
15 posttive because high union power increases wage claims and represents an incentive
for firm 2 not to be unionized. Part b) highlights the importance of the bargaining
scope to assess the effect of union power. Recall that, under RTM, wage centralization
makes unions internalize their wage rivalry, so that union power has more effect on wage

claims; under BB, however, output rivalry is eliminated under centralized hargaining



and the increase of profits due to output collusion outweighs the effect of wage rivalry
internalization.!® Part c) states which bargaining structure most probably deters union-
ization, for a given level of union power. The fact that EB becomes less favourable than
RT'M to wage decentralization when union power is high, is the consequence of profit

sharing under EB (which is evident in the bottom of table 1).

4 Cost-raising strategies

The above conditions (6)-(9) provide little guidance on the existence of cost-raising
strategies, i.e. the possibility that firm 2 adopts a wage policy giving rise to a wage
higher than the one arising under the alternative wage process.

In order to investigate whether the entrant firm will prefer to join the unionization
process despite higher costs, the locus of equal wages w, = w3, 1s defined, where w;
(taken from table 1) is the wage faced by firm 2 should it choose to take part in the

bargaining process. This locus is expressed, under RTM, by

Wy, = 363 if bargaining is centralized and (10)

Wy = ) if bargaining is decentralized, (11)
-«

while, under EB, it corresponds to

Wy = 922 if bargaining is centralized and (12)
5 aa : . .
Wy = - if bargaining i1s decentralized. (13)

1Ty see why the wage effect is lower than the output effect, remember that wages are tied to profits in
the product market through the generalized Nash solution; the wage effect is thus only of a second- order
one.



and f(«,a) < wy < w} is synonymous of the existence of union cost-raising strategies.!”
Given that the Nash bargaining solution ensures that w, < w3, a suflicient condition
for cost raising strategies to arise is f(a,a) < w,. Using quations (6)-(9) and (10)-(13),

it can be recasted as ¢g(«,a) > 0, where:

aa(2 —« C :
gla,a) = —M if bargaining 1s centralized and (11)

2(8 - a)

gla,a) = 0 if bargaining is decentralized (15)

under RT'M, while under EB we have

al3/2(1 —a) —4(1 — «)]

gla,a) = 3 if bargaining is centralized and — (16)
(31— 2a0 — 3 e C e .
gla,a) = ol Cé+ o~ 3] if bargaining is decentralized. (17)

Considering a given a = a, these conditions are represented by the shaded areas in figure 2

for the various bargaining cases, and support the following proposition:

Proposition 2 . Under unionized Cournot oligopoly, cost raising
stralegies arise under any organizational form of union—firm bargaining,
creept for decentralized RTM.

Proow: Straightforward by inspection of equations (14)-(17).

This proposition, derived under the Nash bargaining framework, is consistent with the
usual claim that cost-raising strategies can arise under oligopoly. Interestingly, propo-
sition 2 also states that cost-raising strategies are not to be found in the decentralised
RI'M case because wage premia cannot be compensated under linear Cournot oligopoly

by sufficiently higher revenue in the product market. In other words, cost increases

“Cost radsing strategies (l.e. Wy < wj) arise in which firm 2 chooses to be unionized (ie.

wy = [l a)).
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Only the region below the w,*schedule is relevant, because union wages (w5) include a premium
over non-union wages (W), i.e. Wy'>W, .

Above (resp. below) the flut,a) schedule, firm 2 recognizes (resp. does not recognize) unions.

The shaded region identifies the cases in which cost-raising strategies arise.

Figure 2: Cost-raising strategies.



improve union rents but, by actinig as an incomplete 'pass-through’ to customers, they
never increase firm’s profitability.
Taking the derivatives of ¢g(a, a) with respect to a, the effect of union power on the

emergence of cost-raising strategies is summarized in the following proposition:

Proposition 3 . Union power affects the emergence of cost-raising
strategies. Under centralized RTM (and for feasible values of «), higher
unton power makes cost-raising strategies more likcly to arise. Under I'B
(both centralized and decentralized), union power increases the likelyhood
of cosl -raising strategies up to a certain threshold, above which further
union power makes cost-raising strategies less likely to emerge.

Proor: :7’(% > 0 for Vo only in the centralized RTM case. In both EB cases, g(«, q)

reaches a maximum in the interval of the feasible values of «, at @ = 7/16 for decen-

tralized EB and at o« = 23/32 for centralized EB.

Now, consider the relationship between centralized and decentralized bargaining.

Again, using cquations (14)-(17), one proves the following proposition:

Proposition 4 . Under unionized Cournot oligopoly, cost raising
strategies are more likely to arise under centralized than decentralized
bargaining.

Prook: ‘j;)l g{a, @) dee > 0 1n all cases but decentralized RTM (of course). It is higher

i both centralized cases with respect to the corresponding decentralized ones.

Take first the RT'M case. Under centralized bargaining, ‘wage coordination’ makes easier
for unions to gain wage premia. Otherwise stated, less union power is needed to attain
the same er post wage (say, Wy = w5). Lower union power means lower pressure on
firm’s profit and therefore lower willingness to avoid unionization. In contrast, and as

revealed 1n the prcvi()us proposition 2, competition under decentralized RTM bargaining



across wage claims reduces this effect, and so much that any incentive for the firm to be
unionized disappears.

Now, take the EB case. Under decentralized EB, and comparing (13) with (9), one
sces that there exists a level of union power (i.e. a = 2) above which f(a,a) > w3,
l.e. cost-raising strategies do not arise when union power is too high. 'The intuitive
reason for this is that an EB firm acts as if it passed a profit-sharing agreement with
its workforce. As with profit—sharing schemes, the firm creates a ‘wedge’ and competes
on the output market with lower variable costs than its contractual wage to grab more
market share at the expense of Cournot rivalry. Provided that the profit arrangement
is sufliciently beneficial for the firm (i.e. that union power is low), there is a strategic
incentive for the non—unionized entrant to become unionized.'® Under centralized BB,
in contrast, firms do not compete anymore on the output market, because uniomzation
allows for better output (‘cartel-like’) coordination and thus better exercise of oligopoly
power. The eflect of this implicit brand of collusion is in fact so strong that it prevails

over the cost of the profit-sharing agreement.

5 Conclusions

Using Nash union-oligopoly bargaining theory, this paper has extended the previous
literature on cost-raising strategies by analysing the incentives by a firm to choose to be
unionized as a way to increase its market power.

The existence of union power reveals that cost-raising strategies can arise, whose
effect largely depends on the type of contractual agreement and on the organzational

forms of labour-management bargaining.

18Note in passing that this strategic effect of stealing market share to competitors by creating a wedge
between actnal marginal and average costs does not exist under decentralized RTM and explains the
lack thereof of cost-raising strategies opportunities.



The findings in this paper stress again the necessity to reconsider the role of unions
under oligopoly for antitrust matters [see e.g. WILLIAMSON (1968) and BUGHIN and
VANNINI (1994)]. Here, it has been suggested that unionization can be an optimal
choice by a firm (and not necessarily imposed to her), despite the usual higher cost of
untonized workforce. This is because unionized firms can leverage their workers during
negotiations to distort product markets and impose price premia to their customers,
using the possible vacuum of antitrust laws targeting labour unions.

Also, an important prediction of this paper is that the necessity to consider in an-
titrust laws such an adverse effect of unions on the consumer surplus will be even more
important in sectors facing industry-wide bargaining over more than simply the wage
level.

Of course, the model has been derived with a specific set of assumptions, such as
C'ournot Nash behaviour, homogeneous goods and linear demands. A more general
model, while complicating the solution, would however not qualitatively change our re-
sults. In fact, what is crucial here is the vertical linkage between firm competition and
union power, which would remain to affect agents’ (unions and firms) ability to appropri-
ate oligopoly rents. Thus, our main message is that unionization can be an interesting

strategic commitment device for firm to exert market power and that, despite higher

unionized labour costs, the firm can be better off undergoing an unionized workforce.
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