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Right-to-Work Laws Don’t Lower Private-Sector Pay

James Sherk

dvocates for compulsory unionization have

argued that right-to-work (RTW) laws reduce
wages by 3 percent. A forthcoming Heritage Foun-
dation Backgrounder finds instead that, when liv-
ing costs are fully taken into account, private-sector
workersin RTW states enjoy real wages equivalent to
those in non-RTW states. Policymakers considering
RTW legislation may do so confident that it will have
no negative impact on private-sector wages. RTW
laws do appear to slightly reduce the pay of govern-
ment employees, easing constraints on hard-pressed
state budgets.

Right-to-Work Laws

The National Labor Relations Act (NLRA)
allows unions to negotiate contracts requir-
ing workers to pay union dues. The NLRA also
allows RTW laws that prohibit this compul-
sion. Twenty-five states have adopted RTW laws
that make union dues voluntary. In the other 25
states, unions can force workers to pay union
dues. Understandably, unions have much lower
membership in states where workers can opt out
of union membership. They represent 17 percent
of workers in non-RTW states, compared to only
7 percentin RTW states.!

This paper, in its entirety, can be found at
http://report.heritage.org/ib4457
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Unions and their advocates argue that, by reduc-
ing their membership, RTW laws reduce wages. They
claim that weakening union power reduces the pres-
sure on businesses to pay more.

In its new study, The Heritage Foundation has
replicated the research that unions and some econo-
mists use to support that claim, and has found it fun-
damentally flawed, as it only partially controlled for
cost-of-living differences among states.> Using the
same model but fully controlling for price differenc-
es shows that RTW laws have no effect on private-
sector workers’ purchasing power. Heritage did find
that government employees make approximately 5
percent less in RTW states.

Different Living Costs

Workers earn lower nominal wages in RTW states.
However, RTW states also have below-average living
costs. As Map 1 shows, virtually the entire South
has passed RTW laws; no Northeastern states have
done so. The Northeast has higher costs of living
than the South. In fact, all but one RTW state—Vir-
ginia—has living costs below the national aver-
age.® Consequently, the higher nominal wages in
non-RTW states do not necessarily purchase more
goods and services. Researchers need to account
for differences in the cost of living among states to
determine how RTW affects workers’ real purchasing
power. Most academic studies that do this find that
RTW has little effect on real wages.*

However, a new study from the Economic Policy
Institute (EPI), a union-backed think tank, con-
cludes that workers earn 3 percent less in RTW
states, even after controlling for differences in living
costs.® That study is fundamentally flawed.
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*Twelve counties in Kentucky have passed local right-to-work ordinances, and another six counties have passed preliminary right-to-work laws
that await final votes.

Source: National Right to Work Committee, "State Right to Work Timeline," 2015, https:/nrtwc.org/facts-issues/state-right-to-work-timeline-2/
(accessed August 28, 2015).
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1. Heritage Foundation calculations using the 2010-2013 Current Population Survey outgoing rotation groups.

2. This Issue Brief summarizes a forthcoming Heritage Foundation Backgrounder—"Union Membership and Compulsory Dues: No, They Don't
Raise Private-Sector Wages"—that examines this question in detail.

3. Heritage Foundation calculations using 2010-2013 Regional Price Parity data from the Bureau of Economic Analysis.

4, William J. Moore, “The Determinants and Effects of Right-to-Work Laws: A Review of the Recent Literature,” Journal of Labor Research, No. 19
(Summer 1998), pp. 445-469.

5.  Elise Gould and Will Kimball, “'Right-to-Work' States Still Have Lower Wages,” Economic Policy Institute Briefing Paper No. 395, April 22, 2015,
http://www.epi.org/publication/right-to-work-states-have-lower-wages/ (accessed August 28, 2015). AFL-CIO President Richard Trumka
chairs, and nine other union presidents sit on, the EPI's board of directors.
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Table 1 shows how that study came to that
result. In developing the table, The Heritage
Foundation used the same data,® econometric
model,” and control variables® to replicate the
EPI findings. In Table 1, columns 1 through 4
replicate the main findings. Column 1 shows the
raw difference in wages between RTW states and
non-RTW states. Workers earn about 13 per-
cent less in RTW states, taking nothing else into
account. Column 2 adds demographic and indi-
vidual-level labor market variables to the analy-
sis. That reduces the RTW “penalty” to about 8
percent. Column 3 shows the researchers’ pre-
ferred specification, which adds state living
costs and unemployment rates as control vari-
ables. Column 4 adds 2013 data; the earlier study
only covered 2010 to 2012. Both columns 3 and 4
report workers earning approximately 3 percent
less in RTW states.” That is essentially the EPI
result. Unions have used that study to argue that
Missouri, Kentucky, and West Virginia, among
other states, should continue to force workers to
pay union dues.

Accounting for Living Costs

That study has a serious flaw, albeit one invis-
ible to most readers. The econometric model that
drives the results in columns 3 and 4 only accounts
for three-quarters of the difference in living costs
among states."

The model adjusts wages based on the cost of
living in each state. But it only partially adjusts
for these differences. Researchers have found that
wages generally move one-for-one with living
costs.! New Yorkers pay about 15 percent above

the national average for goods and services.!? They
also earn about 15 percent above-average wages.
The model to which unions point ignores about a
quarter of this effect.

This artificially makes workers in RTW states—
with below-average living costs—look like they
have below-average real wages. The researchers
claimed they accounted for cost-of-living differ-
ences, but their model does not fully do so.

A better approach is to adjust wages for purchas-
ing power differences before running the model.
This fully controls for differences in living costs
among states. Column 5 of Table 1 shows how doing
so changes the results.

This one change eliminates almost the entire nega-
tive relationship between RTW laws and wages. The
estimate falls from 2.8 percent lower wages in RTW
states to a statistically insignificant —0.7 percent. All
the control variables remain the same between the eco-
nomic models in columns 4 and 5. Column 5 differs
onlybyanalyzing real wages instead of nominal wages.
Completely controlling for price differences eliminates
the negative correlation between RTW and wages that
unions allege.

Government Versus Private Sector

RTW laws affect wages differently in the private
sector than in government. Unions contend that
RTW reduces union membership and thus unions’
ability to pressure businesses to pay higher wages.
In government, however, unions raise their mem-
bers’ pay primarily by negotiating expensive con-
tracts with friendly politicians. RTW reduces the
amount of money that government unions can use
to campaign for their political allies.

6. Both Gould and Kimball, and the forthcoming Heritage Foundation Backgrounder, used data from the Current Population Survey outgoing
rotation groups. Gould and Kimball used 2010-2012 data while The Heritage Foundation used 2010-2013 data.

7. Both Heritage and the EPI used a regression model of the form Y, where Y, = a+ yRTW, + X, + ¢, represents the log of individual hourly
earnings, a is a constant, RTW, is a dummy variable indicating if the individual lives in a right-to-work state, X, is a vector of additional control
variables, and ¢, is an error term. The coefficient on y indicates the effect that RTW laws have on wages.

8. Both studies control for age, age squared, sex, marital status, union status, education, race/ethnicity, industry, occupation, full-time status,
hourly versus salaried status, and state unemployment rate. The EPI model also included state living costs as a control variable.

9.  Gould and Kimball (2015) reported that workers earned 3.2 percent less in RTW states, not the 2.8 percent that Heritage found following their
methods. The Economic Policy Institute declined to share its data and code, so Heritage could not investigate the source of this discrepancy.

10. The appendix in Gould and Kimball (2015) reports a coefficient on the living cost variable of 0.77. Heritage's replication similarly found a
coefficient of 0.72. This means that the model expects nominal wages to rise from 7.2 percent to 7.7 percent in states with a 10 percent above-

average cost of living, not the 10 percent they actually do.

1. John Winters, “Wages and Prices: Are Workers Fully Compensated for Cost of Living Differences?” Regional Science and Urban Economics,

Vol. 39, No. 5 (September 2009), pp. 632-643.

12. Heritage Foundation calculations using 2010-2013 Regional Price Parity data from the Bureau of Economic Analysis.
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Because RTW laws affect wages through different
channels in the government and in the private sector,
analysts should examine them separately. Columns
6 and 7 show results of analyzing cost-of-living-
adjusted wages separately for state and local govern-
ment employees, and for private-sector workers.

Column 6 shows the results for government
employees. State and local employees earn approxi-
mately 5 percent less in RTW states. This reduction in
state government payrolls is an important economic
benefit of RTW laws. State government employees in
all but five states earn more than similarly skilled pri-
vate-sector workers."” Private-sector workers should
not pay excessive taxes so that government employ-
ees can enjoy higher living standards than they do.

Column 7 shows that RTW laws have an even
smaller impact on private-sector wages than on the
economy overall. Private-sector workers earn a sta-
tistically insignificant 0.1 percent less in RTW states
than in non-RTW states.

Overtime, Tips, and Commissions

Column 8 shows a final specification. The EPI
study used a wage measure that excluded overtime,
tips, and commissions from hourly workers’ pay.
Such performance-based compensation has become
an increasingly large part of workers’ pay over the
past generation—especially for non-union workers."*
Column 8 shows the same calculation as column
7, but it includes overtime, tips, and commissions

for all employees. This more inclusive definition of
pay reverses the sign of the RTW coefficient. Using
it shows that RTW laws are associated with 0.5 per-
cent higher private-sector wages, a result that is not
statistically significant. Fully controlling for living
costs and including everything that private-sector
workers earn shows that RTW laws have little effect
on their wages.

Unions: Little Effect
on Private-Sector Wages

Union allies argue that “RTW laws seek to ham-
string union’s ability to help employees bargain
with their employers for better wages, benefits, and
working conditions.””® If so, RTW laws are wholly
ineffective. Many workers opt out of union mem-
bership when union dues become voluntary. None-
theless, real wages in RTW states are just as high
for private-sector workers as they are in states with
compulsory dues.

Policymakers have no economic justification for
forcing workers to pay union dues. Workers who
want to unionize have the right to do so. But the
government should not force workers who see little
benefit from union representation to purchase it.

—James Sherk is Research Fellow in Labor
Economics in the Center for Data Analysis, of the
Institute for Economic Freedom and Opportunity, at
The Heritage Foundation.

13.  Those states are Indiana, Kansas, Minnesota, South Dakota, and Virginia. See Andrew Biggs and Jason Richwine, “Overpaid or Underpaid?
A State-by-State Ranking of Public Employee Compensation,” American Enterprise Institute Policy Working Paper 2014-04, April 2014,
Figure 13, http://www.aei.org/wp-content/uploads/2014,/04/-biggs-overpaid-or-underpaid-a-statebystate-ranking-of-public-employee-

compensation_112536583046.pdf (accessed August 28, 2015).

14. Thomas Lemieux, W. Bentley Macleod, and Daniel Parent, “Performance Pay and Wage Inequality,” Quarterly Journal of Economics, Vol. 124,

No. 1(2009), pp. 1-49.

15.  Gould and Kimball, “'Right-to-Work’ States Still Have Lower Wages."
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