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Preface

As indicated by its title, this book is concerned with the impact of
accounting information on collective bargaining. We take accounting to
be ‘the process of identifying, measuring and communicating economic
information to permit informed judgements and decisions by users of
the information’[1, p. 1]. It follows that ‘accounting information’ is all
information which may be relevant to economic decision making.
Whilst this may clearly encompass quantitative financial information of
the type commonly associated with accounting reports such as baiance
sheets and profit and loss accounts, it also covers information of a non-
financial nature insofar as this may be relevant to decision making.

The identification of what information is indeed relevant in a
particular decision-making context has been the subject of much recent
accounting research, especially in relation to the needs of investors [2],
[3]. It was, in fact, a consciousness of the relative neglect of the needs of
other users of accounting information which first prompted the present
authors to begin the research which led to this book. Unlike investment
decision making, however, which already had strong links with
accounting as a teaching and research field, the present subject matter
required an integration of two disciplines which have had little academic
or professional interface in the past —accounting and industrial re-
lations.

We expect, therefore, that, like each of the authors initially, most
teaders will be unfamiliar with at least one of the underlying disciplines
involved. Nevertheless, readers with prior accounting experience and/or
education should find the material of the book relatively self-contained,
at least as far as Chapter 6. For a full appreciation of Chapter 6 some
comparative knowledge of modern accounting theory is probably
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desirable. Because of its specific relevance, we recommend Revsine [ 3]
for this purpose.

For those readers who are not accounting specialists a plethora of
books exist on ‘accounting for the non-accountant’, a dip into any one
of which should be sufficient to decipher the accounting terminology
used as far as Chapter 6. For Chapter 6, we again recommend the book
by Revsine[ 3] which includes a good introduction to and critique of the
methodology of modern accounting theory.

This book then is intended to serve a variety of readerships, although
we should expect the material to be of particular interest to students on
degree level courses in accounting or industrial relations/labour econo-
mics, practitioners in the same fields (both management and union
based), and fellow academics.

Chapter 1 describes the legislative background to information
disclosure in collective bargaining and compares this as between the
U.K., the U.S.A. and certain European countries.

Chapter 2 examines the arguments which have been put forward for
and against the disclosure of information in general.

Chapter 3 then looks at a particular issue raised in Chapter 2 —the
possible macro-economic relationship between the financial results of
employers and wage and earnings levels. Particular attention is focused
on the question of whether there is empirical support for the thesis that
the declaration of increased profits may lead to increased labour costs
and cost led inflation.

Chapter 4 surveys the literature of labour economics and industrial
relations for collective bargaining models from which predictions can be
made about the effects of information disclosure on bargaining
outcomes. The results of some empirical research into the effects of
information on particular bargaining outcomes are also examined.

Chapter 5 discusses the practical background to the use of infor-
mation by both sides in company level bargaining. Properties of
information actually used are examined, together with arguments for
and against the disclosure of specific types of information.

Chapter 6 offers some preliminary analysis on a range of issues which
the disclosure of information in collective bargaining raises for account-
ing theory and practice.

Chapter 7 is also concerned with identifying and making general
comments on some possible problem areas —in this case the implications
of a prediction of substantially increased disclosure in the future for
certain interested groups.

As a result of legislation, in both the U.K. and U.S.A. union
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bargainers now constitute an effective demand for company accounting
information. In view of this, the objectives of this book can be
categorised as:
(1) summarising the current ‘state of the art’ with respect to the problem
of identifying what union representatives’ needs are; and
(2) bringing together practical and theoretical material which may be
useful in taking decisions on what should be disclosed.
A root and branch approach to the identification of what should be
disclosed requires the assistance of a logically sound, empirically verified
model of the bargaining process by means of which the relationship
between information inputs and bargaining actions could be predicted.
With such a model the expected costs and benefits of disclosure could be
quantified and disclosure decisions ‘optimised’. Unfortunately, as will
be seen herein, no such model yet exists. A third objective therefore is:
(3) to draw the attention of potential researchers to the many gaps in
knowledge which need to be filled if disclosure decisions are to be
more nearly ‘optimised’.

It needs to be made clear, however, that the material of this book does
not form a complete analytical structure for evaluating disclosure
decisions. We do not ourselves propose any new model of the bargaining
process herein —our research is at a stage where we feel this would be
presumptuous.

Instead, recognising the need for people to take decisions now on what
should be disclosed, we have brought together material which we feel
represents the best assistance which can be offered at this stage. Thus the
book will, we hope, at least enable decision makers to identify more
easily the sources and nature of costs and benefits associated with
information disclosure. The relative importance of these will still need
evaluating in terms of the specific circumstances which apply. We do
however, offer certain fairly definite conclusions about the nature of the
necessary evaluation process (see Chapters 4 and 7).

We should like to thank the Nuffield Foundation for financing our early
work with trade unions — the results of which contributed substantially
to Chapter $.

Thanks also, for the gargantuan task of deciphering and typing, must
go to Mrs V. Wilson, Mr J. E. Price and the secretarial staff at Hull.

Our colleagues at Hull and Lancaster have, wittingly and unwittingly,
contributed towards any academic merit the finished product may have.
We alone are responsible for the defects.

Finally, for the fact that the book was completed at all we owe a great
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debt to the ever-persistent pressure (encouragement?) from our wives,

Julie and Pauline. The fact that it was delayed, on the other hand, owes
something to the activities of Millie and Timothy James.

K. T. Maunders

University of Lancaster

B. J. Foley

February 1976 University of Hull
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1 The Legislative
Background: Some
International Comparisons

Unlike their counterparts in other developed economies, trade unions
and employers in the United Kingdom have traditionally concentrated
upon and developed collective bargaining at a national level. In such
circumstances, i.e. where industry-wide negotiations have been either
the rule or the ultimate objective, interest in the fortunes of any single
company is obviously fairly limited. As a consequence of this historical
bias, pressure from the official union movement for a general policy of
company disclosure has only really built up strongly in the last decade.
This pressure is, in turn, partly attributable to the emergence of shop-
floor, plant or domestic bargaining which has been a growing feature of
U K. industrial relations over the past 25 years. Other countries with
different systems of industrial relations, e.g. those where company
bargaining has been prevalent, or those which have established formal
structures at company or plant level, have in contrast been dealing with
the disclosure issue for a much longer period.

The purpose of this chapter is twofold: first we shall look at some
international experience in the practice of disclosure — this is important
insofar as such practice may influence policy by example, as has
certainly been true of American labour law in the case of the U.K.,! or
even directly, where European developments may affect the legislation
of member states of the E.E.C.; secondly, we shall review critically
recently proposed or enacted statutes which deal with disclosure of
company information to trade unions and/or employees as they relate
specifically to the United Kingdom.

(A) THE US.A.

Collective bargaining in the United States has generally been regarded
as relatively decentralised, operating primarily at company, rather than
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industry level.2 Unions have traditionally tended to employ so-called
‘whipsaw’ tactics whereby they extract the best terms and conditions of
employment possible in the more affluent companies; they then attempt,
via parity arguments, to generalise the agreement throughout the
industry [14, pp. 136-7]. European unions, on the other hand, appear
more concerned to protect the least efficient employer by striking a
bargain at industry level which will not endanger employment, and
thereafter use less formal bargaining at plant level to supplement the
industry agreement.3 The tendency to concentrate on company agree-
ments seems to have led American labour to be more conscious of ability
to pay in bargaining tactics and, therefore, to request financial and
economic data from companies4 [1], [2]. Requests for information of
this nature have, in fact, been made since the mid-1930s and, within the
context of American legislation, have been relatively successful.

Industrial relations in the U.S.A. have been regulated for the past 40
years by two major Acts of Congress: the National Labor Relations Act
1935 (the so-called Wagner Act) and the Labor-Management Relations
Act 1947 (the Taft-Hartley Act). Broadly speaking, the first Act
extended the rights of trade unions and the scope of collective
bargaining. The second Act, which subsumed much of the first within it,
was slightly more restrictive of union activity attempting, in a sense, ‘to
restore the balance in collective bargaining’ [15]. .

A third Act of Congress, the Landrum-Griffin Act, was passed in
1959, but this deals mainly with the internal affairs of unions and
relations between union officers and the rank and file.5 The adminis-
tration and interpretation of these statutes is carried out, in the first
instance, by the National Labor Relations Board (the N.L.R.B).6
Rulings by this body do not themselves carry the force of law and can be
appealed against in the courts. In general, and particularly in the case of
information disclosure however, the courts have tended to uphold
decisions of the Board.

The right of trade union officials to obtain certain information from
management is nowhere specifically stated in the above Acts. Rather,
such rights have been inferred by the N.L.R.B. from a more general
provision of the Acts: that it is an unfair labour practice for an employer
to refuse to bargain in good faith about wages, hours and other
conditions of employment.?’

The procedure has thus been for unions who have been refused access
to information in bargaining situations to file unfair labour practice
charges against the relevant employer and obtain a ruling on the case
from the N.L.R.B. This ruling might then, if not immediately accepted,
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be taken to the courts for testing. Decisions on such issues have in fact
been made by the N.L.R.B. since 1936.8 In this first case the Board took
the view that the president of the company ‘did no more than take refuge
in the assertion that the respondent’s financial condition was poor; he
refused either to prove the statement or to permit independent
verification. This is not collective bargaining’® [Italics added .

Since this early decision a number of cases have been dealt with
involving issues of information disclosure. Three broad situations or
categories may be distinguished:

(1) where a company refuses to provide data on business operations
likely to affect the pay and status of employees;

(2) where a company refuses to supply wage data to unions for the
purpose of negotiation;

(3) where a company refuses to support a contention of inability to pay
the costs of a union’s demands [16].

In general the N.L.R.B.’s decisions have been in favour of the unions
in each of these types of situation. With regard to wage data, specific
information on individual wage rates, incentive earnings, hours worked,
jobevaluation criteria, etc. has been ruled to be obtainable by the unions
on request. Qualifications appear to extend only insofar as the union
request is not shown to be motivated solely by a desire to harass
management and that the employer does not need to go to unreasonable
lengths to comply with the union’s request. Thus, ‘it would appear, at
least in the light of the Board’s interpretation of the limits on the duty of
the employer to furnish wage data —as stated in the Whitin Machine
Works case —that a union’s request for wage data must not be used as an
instrument of harassment against the employer; that the union’s
request must still evidence its “good faith’ in the same; and, further, that
arrangements for the compilation of the requested data must be
reasonable, with apparent reference to volume, extent, time elements,
and other factors relating to the procurement of such data’ [16, p. 44].

On the subject of financial information the N.L.R.B., and sub-
sequently the U.S. Court of Appeals, have ruled that an employer is
guilty of ‘lack of good faith in bargaining’ if he argues inability to pay
and then refuses to supply information to the union to substantiate his
claims about the company’s financial status. Trial examiners have
recommended that firms be required to disclose such items as a
breakdown of manufacturing costs including wages, raw materials,
salaries for officials, depreciation, overheads and finally incoming and
outgoing orders. 10

The generally liberal interpretations of an employer’s duty to provide
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information evident in earlier judgements were, however, somewhat
restricted by decisions taken in the 1950s when it was indicated in two
cases ‘that the duty to inform trade unions need not extend to opening
the books to inspection or changing established accounting practices’.
The company merely had to ‘substantiate’ its counter-claims. As was
pointed out in the McLean case, ‘Either side may take a bargaining
position regardless of the actual worth of a business and the success of its
current operations . . . there is no right per se to review company books
every time a claim of financial inability to meet economic demands is
made, the requirements of collective bargaining may properly be met, in
particular cases, by furnishing relevant information, data, financial
reports or, perhaps, inspection of records depending on the circum-
stances.’!1

This statement reinforced an earlier comment by the Court of Appeals
when supporting an order by the N.L.R.B.: ‘The Board’s order does not
require the respondent to produce any specific business books and
records but information to “substantiate” its position in ‘“bargaining
with the union”. As we interpret this, the requirement of disclosure will
be met if the respondent produces whatever relevant information it has
to indicate whether it can or cannot afford to comply with the union’s
demands.’12

Secondly, if an employer refused to provide a specific financial
statement, such as a quarterly or half-yearly report, then this need not be
interpreted as an example of bad faith, i.e. if the company did not
normally prepare such statements then it would not be obliged to change
its normal accounting practices to accede to a union’s request.13

Although the limits on disclosure have thus been drawn somewhat
more tightly, there has been considerable antagonism to the N.L.R.B.’s
general posture on disclosure: ‘Most American employers object
strongly, on the grounds that it allows unions to pry into an employer’s
internal affairs, thus giving unions an unfair bargaining advantage, and
makes available to a union which bargains with many employers
information that might adversely affect the competitive position of one
or more of the companies with which the union deals’ [13, p. 92].

The American attitude founded as it is on case law and precedent is
obviously very flexible in that decisions made by one court may be
overturned, reinterpreted or limited by a later decision of the same or
other courts. One would, therefore, quite naturally expect the line on
information disclosure to be shifted back and forth according to the
details of specific cases.

Given the prevailing philosophy of business unionism in the United
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States, the issue of disclosure is regarded, fairly strictly, as a problem in
collective bargaining; it is to trade union negotiators that such disclosure
applies and not to works councils, joint consultative bodies or other
non-union employee representatives. In Europe, on the other hand, the
picture is considerably more confused, partly because of the overlapping
nature of employee representation and partly because of continuing
discussions about the most effective means of producing greater
industrial democracy.

(B) EUROPEAN ATTITUDES

The European approach to the question of disclosure of company
information is to see it as part of the development of industrial
democracy and worker participation. Most continental European
countries have, in fact, for many years accepted the general philosophy
of worker participation in management and have established, via
legislation, a set of formal institutions through which this process may
be implemented.

Unlike the U.K. and the U.S.A. where trade union organisations and,
therefore, collective bargaining have been strongly entrenched, for the
past half century trade unions in Europe have relied more on the
intervention of the State and legal pressures to advance employee
interests. The balance of industrial relations, therefore, tends to be more
heavily weighted toward formal workshop organisation in the guise of
works councils. 14 It is argued by some authorities!5 that this approach
is particularly suitable where unionism is weak, underdeveloped or
badly divided; in such conditions unions may not have the leverage to
represent employees adequately. Thus, for example, they may not be
able to obtain recognition and bargaining rights and, therefore,
supplementary institutions may be set up by statute.

The European model has been regarded with some suspicion by
British trade unions as it is seen as a possible way in which employers
may undermine the status and authority of the union, by-passing it by
establishing direct relations with works councils composed of employees
who may, or may not, be union members or representatives. Similar
suspicions have, of course, been entertained by certain European
unions: ‘Plant egoism describes a heightened feeling of solidarity
between council and management which unions fear may ultimately
lead to the formation of “yellow” or “‘company” unions (or in any case
may weaken the cohesion and combativeness of the union)’ [22, p. 159].

There is, thus, a major division between those who see the interests of
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employees as operating only through the trade union and those who are
against exclusive reliance on this particular channel of representation.
That there is room for compromise, however, is indicated by attitudes
toward the question of information disclosure. Thus, for example, in
Belgium works councils were recently granted legal right to an extensive
range of company level information; partly as a result of this, the
socialist Fédération Générale du Travail Belgique (F.G.T.B.), which
consistently opposed worker participation via ‘co-determination, co-
decision, or any other form of integration’ now favours ‘the con-
tinuation of the works council system, largely because of the company
information they receive through this channel’ [4, p.87]. Similarly, when
one looks at the German system, although only 30 % of the labour force
are members of unions federated to the D.G.B. (the equivalent of the
T.U.C.), ‘the present level of union membership among works council-
lors is estimated to be about 80 9’ [4, p. 27]. In industries characterised
by a high level of unionisation works councils may quite often be
composed almost entirely of union members. In these circumstances,
therefore, certain legal rights enjoyed by works councils such as, for
example, the right to a considerable range of company information,
would de facto become available to trade unions also.

We shall be looking at the German and Belgian cases further below.
Meanwhile, these two examples serve to show that the conflicting views
on worker representation may be reconciled because the works council
system can sometimes further the purposes of trade unions by acting as a
vehicle for obtaining company information.

Access to more information on a company’s operations may be
gained by unions and/or other employee representatives within the
E.E.C. if certain proposals put forward by the Economic Commission
are adopted throughout the Community. These proposals are embodied
in:

(a) the statute on the European company;
(b) the draft Fifth Directive on Company Law.

The first of these was put to the Council of Ministers in June 1970 and
constituted a set of proposals which would, if adopted by member
countries, provide a legal framework for companies which have plants
or enterprises operating trans-nationally throughout the Community.
The aim of the statute is therefore to transcend the different company
laws which apply in member states. The proposal is by no means
operational yet and will remain the subject of continuing discussion, but
it is hoped that in the long term as firms develop Community-wide
interests they will find it advantageous to register as Euro-companies
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and not merely be subject to registration in each of the individual
countries where they operate. The ability to opt for Euro-company
status may thus facilitate mergers, joint holding companies and joint
subsidiaries.

Company information would become available to employee rep-
resentatives in this new type of supra-national organisation via two
channels:

(i) the supervisory board;
(i) the works council or equivalent structure.

The statute envisages the establishment of a two-tier board structure.
Day to day management would be the responsibility of a management
board, but overall control would be vested in a supervisory board. This
board would comprise both shareholders and employee representatives.
The latter would constitute at least one third of total membership and
they would be elected by nationally-based employee representative
bodies.

The controlling function of the board extends in three directions: first,
it has the right to appoint the management board and to choose the
chairman; second, it can authorise or refuse permission for important
changes in the organisation, namely, mergers, ‘substantial’ closures or
extensions, and ‘substantial’ structural alterations within the company;
third, the supervisory board has certain rights to information about the
undertaking. These information rights are comprehensive as to subject
area: as a matter of routine the board will receive quarterly progress
reports, draft accounts and communications on ‘all matters of import-
ance’ from the management; perhaps more significantly, however,
special reports and documentation of any kind will be available on
request. Although employee representatives would apparently have
unlimited access to company information, they may be restricted in their
right to communicate certain types of ‘confidential’ information to their
constituents as such data is not to be passed outside the board. Thus, ‘a//
members of the supervisory board will be required “‘to have regard for
the interests of the company and of its personnel and to exercise
discretion in respect to confidential information concerning the com-
pany or its dependent companies’ '[23, p. 44]. The definition of what is
or is not confidential will clearly be crucial here.

The second channel through which more company information
would become available under the statute is the European Works
Council. It was originally envisaged that each separate establishment of
the company would have its own works council set up under respective
national laws. These would, in turn, elect in proportion to their size,
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employee representatives to the European Works Council. 16 This body

would then enjoy three rights or powers: consent, consultation and

information.

The management board would have to seek the consent of the council
when deciding the criteria which will govern recruitment, dismissal and
promotion, safety and health regulations and the introduction of
vocational training. Certain wage issues also require consent, e.g.
overall principles and methods of payment, normal working hours and
the timing of holidays. Consultation with the works council is prescribed
for decisions regarding the operation of the payment system and job
evaluation schemes, while the supervisory board must similarly consult
the council before deciding upon the major issues within its competence.
Finally, the information rights of the council are, as usual, not specific
but include regular access to the management board for ‘discussions’,
the right to obtain a quarterly report on the company and data on future
developments and investment.

It is important to note that, technically, the information obtained by
employee representatives on the supervisory board and that received by
the E.W.C. is not to be used in the process of negotiations. It is extremely
difficult to see this restriction being effective in practice as the council
and the board are likely to contain union members, or even lay-officials
(i.e. shop stewards in the case of the U.K.), who could pass on to their
negotiating colleagues, or use themselves, in the negotiating process,
information gained in these other capacities. Thus in Germany, where
the two-tier board structure already exists, the D.G.B. has claimed that
the right to company information enjoyed by the supervisory board ‘has
been helpful in providing information for collective bargaining pur-
poses’ [23,p. 44].

The draft Fifth Directive on Company Law put before the Council of
Ministers in September 1972 is similar to the Euro-company statute in
providing for a two-tier board structure, but it may have much greater
impact in that, if it were adopted, it would be mandatory on all public
companies in the E.E.C. There are no provisions for the establishment of
works councils and only in companies with more than 500 employees
would there be a requirement for employee representation on the
supervisory board. The Directive envisages appointment to the super-
visory board as being decided by one of two general guidelines:

(a) Not less than one third of the members will be appointed by the
workers, the remaining two thirds being appointees of the share-
holders. Election to the supervisory board can be carried out by
direct elections, with the electorate being all employees or simply
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employee representatives, but practices may differ in member states,
e.g. works councils in Germany, recognised shop steward com-
mittees in the U.K.; or elections could even be conducted via the
official union machinery.

(b) The second guideline (which has been called the Dutch system)
allows for the co-option of the whole supervisory board including
worker representatives. The general meeting of shareholders and
employee representatives in the company retain the right to veto all
the nominees to the board, either on grounds of lack of ability or on
the question of ‘balance of interest’. There is no specific ratio of
employee/shareholder representatives. It is merely required that
they should in some sense ensure a balance. Any objections raised
would have to be sustained by an independent tribunal.

As yet, it remains unclear which employee representatives would in
fact employ the power of the veto, but presumably this could again be
left to the discretion of member countries.

The powers and rights of the supervisory board differ slightly from
those laid down in the Euro-company statute: the Fifth Directive gives
the board the right to appoint the personnel ‘director’ on the manage-
ment board, but not to appoint the chairman. Perhaps more important
from our point of view, however, is that the Directive would expand the
board’s information rights as it would allow only one-third of the
supervisory board to ‘obtain for itself, or a delegate member or expert,
all information and relevant documents to undertake all necessary
investigations’ [4, p. 10]. Obviously this provision would considerably
extend the ability of employee representatives, acting in concert, to
ferret out and evaluate information in whatever area is thought
desirable.

The implication of both these major proposals seems to be clear for
the question of information disclosure: if the supervisory function of the
top-level board or the consultative function of the E.W.C. are to work
effectively, they will require data relating not only to the previous and
current performance of the undertaking, but also to its plans and
expectations. To expect this type of information to remain outside the
realm of collective bargaining would appear extremely optimistic,
particularly in the case of the U.K., and bearing in mind the comments
made by the D.G.B. referred to earlier.

In this latter respect it may be instructive to investigate the German
approach as:

(1) the E.E.C. proposals mirror the German system fairly closely;!7 and

(2) prior to the Works Constitution Act 1972, there had been criticism
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of the type of information made available to worker representatives
in Germany; as a result of these criticisms information rights of
works councils have been extended.

(C) WEST GERMANY

The German system of Mitbestimmung or co-determination first came
into being in 1951 in the coal and steel industries. This differed in two
significant respects from the Works Constitution Act 1952, which
otherwise generalised the notion of worker participation on supervisory
boards and works councils. 18 The supervisory boards of coal and steel
companies comprise an equal number of representatives and sharehold-
ers, with a ‘neutral’ member chosen by both sides. The workers’ side is a
mixture of employee and trade union representatives. Also one member
of the management board is nominated or simply accepted by the trade
union. He is usually the labour director and is responsible for industrial
relations problems.

The 1952 Act extended worker representation into the internal
management of the German corporation: under the Act, employees in
companies with a labour force in excess of 500 could directly elect one
third of the supervisory board on the basis of nominations made by the
works council. 19 The representatives are elected by secret ballot and at
least two of them must be employees of the company; any others may be
non-employees including trade union officials.

The Works Constitution Act 1972 is a further addition to the lengthy
history of legal intervention in German industrial relations. Although
basically the structure remains fairly intact there have been certain
extensions: wage earners and salaried employees are to be separately
represented; a company council must be éstablished in multi-plant
enterprises; and if the company has over 100 employees it must form an
economic committee of the works council to liaise with the management
on economic affairs and to act as a channel through which management
can pass economic information to the council.20 Two further important
provisions of the Act are that it is now possible to invite a trade union
official on to the council, and the council’s rights have been extended in
the areas of co-determination, consultation and information. While the
roles of union and works council are conceptually distinct there is
evidence that the influence of the trade unions has been growing: as the
T.U.C. points out, ‘increasingly, the system has been dominated by
trade union activity’ [23, p. 15] and this is reflected in the high
penetration of councils by union members and the fact that ‘D.G.B.
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nominees now effectively control 70 9, of works councils’ [23, p. 16].

There is an attempt not to trespass on the territory traditionally
occupied by trade unions, insofar as: ‘Works agreements shall not deal
with remuneration and other conditions of employment that have been
fixed by collective agreements’,2! except where the agreement has
allowed for supplementary negotiations at plant level. In practice,
however, there is a certain leeway which allows a form of plant
bargaining to develop. Thus each enterprise has a wages committee
consisting of equal numbers from management and the works council;
this ‘Lohn und Akkord Kommission’ oversees the application of job
evaluation systems, piece-work rates and overtime. It is possible to
manipulate the job evaluation system to obtain a regrading of a
particular group and in this way push up the wage level. The
development of plant bargaining is limited by the simple fact that works
councils cannot legally initiate strike action; their bargaining power,
therefore, depends upon the degree of union support the council has at
the outset.

The works council has traditionally been charged with four separate
functions:

(1) general functions covering production, technical and financial
information about the enterprise. Proposals arising out of such
matters tended to be largely advisory;

(2) social functions dealing with welfare activities, training facilities,
vacation schedules, accident prevention, employee housing, etc.;

(3) personnel functions: recruitment, transfer, job assignment, disci-
pline and discharge;

(4) economic functions: work practices, plant layout, production
programming and the introduction of new techniques.

Since the 1972 Works Constitution Act these functions of the council
have been increased. Under ‘economic’ issues, for example, co-
determination now extends to reduction or close-down of the company
or subdivisions, transfer of the company or subdivisions thereof,
mergers, important changes in organisation, business purposes or
production facilities. 22

The last three functions are strictly co-determinative in the sense that
the permission of the works council is required before decisions on these
matters take effect (in the absence of permission such issues require
arbitration); the first is more in the nature of a co-operative, consultative
function. Prior to the 1972 Act it was trenchantly criticised by one
observer: ‘The system has worked quite differently from the way the law
prescribes . . . consultation on economic matters is often meaning-
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less —that is, information is provided after the fact, and advice, when
given, is disregarded’ [21, p. 95].

In an effort to counter this type of criticism, the new Act proposes that
the works council or the economic committee are informed on
investment plans, personnel and manpower planning and a quarterly
report on company affairs. In fact, to be more specific, information must
be provided on stocks, production, planned changes in production and
investment, plant-level changes in production objectives, planned cut-
backs in production and any issues which could threaten the interests of
employees. Further, to make these provisions more effective, if an
employer does not provide adequate information within a satisfactory
period of time, he may be reported to an arbitration tribunal which may
impose a fine of 20,000 Deutschmarks.

Formally at least, employee representatives in West Germany have
information rights considerably in advance of their British counterparts.
This situation may not of course continue, given the dual combination
of the Industry Act and the Employment Protection Act now in
operation in the United Kingdom. The disclosure provisions of these
statutes will be discussed further below [pp. 15—18] but at the time of
writing it is too early to evaluate their practical impact. Despite access to
more company information becoming more effective since the Works
Constitution Act 1972, the situation is possibly less problematical for
German employers: although the bargaining activities of works councils
are evidently growing they certainly remain more limited than joint
shop-steward committees which are their broad equivalents in the U.K.

There have of course been occasional difficulties in the German
system as ‘It has sometimes proved difficult to establish a demarcation
line between a worker’s activity as a member of the works council or
staff council . . . and his function as the union shop steward, and there
have even been occasional clashes in this connection’ [18].

In a sense, the major advantage for German companies and the major
difficulty for German trade unions is that legally, there is a gulf between
the official movement operating at regional and national level and the
works councils which are primarily responsible for workplace industrial
relations. The councils, therefore, are outside the direct control of trade
unions23 and, furthermore, have very few industrial sanctions of their
own with which to back up plant-level negotiations. It can be argued,
therefore, that information given to works councils may result in
‘responsibility without power’, i.e. the council stands in danger of
becoming identified with management policy and may not effectively
represent employee interests. It has been suggested that ‘Management
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generally considers that the works council is essential and conducive to
effective management. There is very little feeling that management is
hindered in its actions by the works council . . .’ but, ‘In order to use the
works council for its own purposes management must meet some of its
demands so that there is a trade-off in the situation as successes on the
part of the works council strengthen its members at election times.
Nevertheless the situation does give rise to difficulties because if the
works council becomes increasingly integrated into the enterprise, then
its policy is likely to be increasingly influenced by the policy of
management’ [4, p. 31].

It is precisely this type of situation which U.K. trade unions fear most
in the works council structure, i.e. that employee representatives will
become ‘collaborationist’ thus weakening union influence at plant level.
German trade unions also strongly disapprove of this co-operative
posture. In order to change the situation and to close the gulf between
themselves and works councils, trade unions in Germany have been
pushing to get more explicit union/council integration and co-operation
written into the law. In this way they hope to establish control of wage
negotiations down to company level. In the United Kingdom, as is well
known, the power to negotiate at shop-floor level is taken for granted
and, therefore, the giving of financial and economic information will not
be passively accepted as a consultative procedure but is likely to produce
a bargaining response, particularly if discussions of future plans and
prospects are involved.

(D) THE UNITED KINGDOM

There have been several important legislative developments in the U.K.
in recent years which relate to the disclosure of financial and economic
information by companies. In fact, there are currently six Acts of
Parliament requiring provision of information of one sort or another.
Not all of these are concerned with employee or trade union needs and,
therefore, we mention them very briefly for the sake of completeness. In
addition, a number of White Papers and Bills have explored various
proposals, and these, without necessarily becoming law, may have
influenced the eventual legislation.

Until very recently, company disclosure was governed solely by the
Companies Acts of 1948 and 1967 and the Contracts of Employment
Act of 1963. The Companies Acts are obviously geared much more
closely to the interests of shareholders and creditors rather than any
other party. Nevertheless, a considerable volume of information is given
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about the performance of the undertaking in the annual report and
accounts required by the legislation. Such information may, however, be
of only limited use to trade unions and perhaps even less use to
employees. Possibly the most significant criticism from the view point of
unions and employees concerns the degree of aggregation and the fact
that the information is invariably historical.

Beside the Companies Acts there are obligations imposed on the
employer under the Contracts of Employment Act mentioned above.
This requires the company to indicate to employees the terms and
conditions of their employment, including such things as the rate or level
of pay, hours of work, holiday entitlement and pay, the minimum length
of notice to quit, sick schemes, pension arrangements (where they exist)
and the nature of grievance procedures. This information will normally
be given in writing to each individual and this will either detail the items
mentioned or refer the employee to documentation relating to specific
items. This statute seems necessary as a means of clarifying the nature of
the employment relationship and giving employees certain minimum
protections. It is of course precisely within the competence of trade
unions to change these conditions via bargaining, or they may be
unilaterally changed by management. Whichever occurs, such changes
must be notified to employees. Extending this the 1970 Finance Act
made approval of pension schemes for tax purposes conditional on
every employee receiving written particulars of the scheme. Then, too,
the Social Security Pensions Act passed in 1975 requires both employees
and unions to be informed, and recognized trade unions to be consulted,
if an employer elects to contract out of the Act.

The Health and Safety at Work Act 1974 makes it obligatory on
employers to give full information about their safety and health policies
and programmes, and it also places a duty on inspectors to pass on
information about safety and health conditions at premises to which the
Act applies.

The legislation so far discussed, while indicative of increasing pressure
on companies to become ‘open societies’, is not necessarily central to our
interest: instead, two further recent statutes, the Employment Pro-
tection Act 1975 [7] and the Industry Act 1975 [11] are of much greater
concern as they directly relate to disclosure of company information
which may be important to employees or trade unions for the purposes
of collective bargaining.
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THE EMPLOYMENT PROTECTION ACT

The clauses dealing with disclosure in this Act have their roots in the
Labour Government’s Industrial Relations Bill of 1970 and the
Conservative Government’s Industrial Relations Act 1971. In Place of
Strife [12], the White Paper which preceded the Bill, gave a commitment
to ensure a greater flow of information for bargaining purposes:

If employee representatives are to participate with management on
equal terms in the extension of collective bargaining and consultation
at company or plant level, they will need adequate information to
allow them to form an independent judgement on management
proposals, policies and decisions . . .

The Government proposes to go beyond the recommendations of
the Royal Commission by including in the Industrial Relations Bill a
provision to enable trade unions to obtain from employers certain
sorts of information that are needed for negotiations. It will have
detailed consultations on this proposal and will give full consideration
to the safeguards needed to protect firm’s ‘commercial interests’ (12,
Clauses 47 and 48].

Although this Bill did not eventually reach the statute book, the
commitment to provide information for bargaining purposes was
carried over into the highly controversial Industrial Relations Act 1971
in virtually the same terms. Furthermore the authors of the Employment
Protection Act seem simply to have taken the disclosure provisions of
the Industrial Relations Act (see Sections 56 and 57), which themselves
were extracted from the Industrial Relations Bill, and slotted them into
the new statute. This comment applies to both the general duty to
disclose and the qualifications to this.

Essentially, the Act obliges the employer to disclose to trade unions:
(a) ‘information without which the trade union representatives would

to a material extent be impeded in carrying out . . . collective
bargaining;

(b) information which it would be in accordance with good industrial
relations practice that he should disclose to them for the purposes of
collective bargaining’ [sec. 17].

The exceptions to these general provisions constitute the following:
(a) ‘any information, the disclosure of which would be against the

interests of national security, or
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(b) any information which he could not disclose without contravening a
prohibition imposed by or under an enactment, or

(c) any information which has been communicated to the employer in
confidence, or which the employer has otherwise obtained in
consequence of the confidence reposed in him by another person, or

(d) any information relating specifically to an individual, unless he has
consented to its being disclosed, or

(e) any information, the disclosure of which would cause substantial
injury to the employer’s undertaking for reasons other than its effect
on collective bargaining, or

(f) information obtained by the employer for the purpose of bringing,
prosecuting or defending any legal proceedings.’
Finally there are two further points of interest which appear to limit
the general duty to disclose: an employer shall not be required
(a) ‘to produce, or allow inspection of, any document (other than a
document prepared for the purpose of conveying or confirming the
information) or make a copy of, or extracts from any document, or

(b) to compile or assemble any information where the compilation or
assembly would involve an amount of work or expenditure out of
reasonable proportion to the value of the information in the conduct
of collective bargaining.’

With respect to the last two points, they appear to be very close to
current American practice, and the emphasis on ‘materiality’ and ‘good
industrial relations practice’ are similar criteria to those used by the
N.L.R.B. in the United States.

In the context of the Industrial Relations Act, the question of what
precisely constituted ‘good industrial relations practice’ in the matter of
disclosure was passed over to the former Commission on Industrial
Relations for definition. The report of this body emerged in 1972 and
met with very little enthusiasm on either side of industry [3], [8]. The
interpretation of the 1971 Act would ultimately have been the res-
ponsibility of the National Industrial Relations Court and the question
of what is meant by ‘material impedence’ to collective bargaining and
the application of the exceptions would have resided with the Court. The
repeal of the Industrial Relations Act in 1973, however, swept away the
legal structures through which the disclosure provisions were to operate.
Thanks also to the intransigent opposition to the whole Act by the trade
union movement we do not have the benefit of even one test case as a
precedent.

The Employment Protection Act, therefore, while retaining almost
exactly the same clauses, established a slightly different set of procedures
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for their implementation. Thus, for example, a new body, the Advisory,
Conciliation and Arbitration Service on whose council both employers
and unions are represented, has issued a draft code of practice on
disclosure which is to be taken into account in deciding what infor-
mation should be made available [24]. The types of information which
the code lists as presumptively relevant to collective bargaining are
similar to the C.I.R.’s recommendations [3]. The A.C.A.S. list is,
however, more extensive insofar as it includes reference to productivity
data, work schedules, orders, market share and, perhaps more impor-
tantly in the area of finance, relevant cost structures, transfer prices,
government financial assistance, intra-group loans and interest charged.

The procedure envisaged in the Act for dealing with an employer’s
refusal to disclose information again seems to be little different from
that set out in the Industrial Relations Act: in the latter case, a refusal to
disclose could be taken by a registered trade union to the National
Industrial Relations Court. The Court could then make one or more of
three orders:

(1) determining the rights of the union or the employer in the matter;

(2) directing the employer to discharge his duty by disclosing the
information,;

(3) authorising the presentation of a claim by the union to the Industrial
Arbitration Board.

The latter body could then make an award which would be an implied
term in the contract of employment of the employers concerned. This
award could also be back-dated to the time when the employer was in
breach of the disclosure provisions.

In the new Act the union may complain to the Central Arbitration
Committee in the event of an employer refusing or failing to disclose.
The complaint would then be referred to conciliation to be undertaken
by the A.C.A.S. If conciliation fails the Central Arbitration Committee

is to decide on the complaint and will make a declaration specifying:

(a) ‘the information in respect of which the Committee finds the
complaint is well-founded;

(b) the date on which the employer refused or failed to disclose . . . any
of the information specified under (a);

(c) aperiod within which the employer ought to disclose [7, sec. 19(6) ].

A further refusal at this stage may result in the trade union submitting a
written claim that the information be included as part of the terms and
conditions of employment for the group concerned. After a further
meeting the C.A.C can direct that these terms and conditions, or others
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that it considers appropriate, shall have effect as part of the contract of

employment.

It is clear that problems of conflict over disclosure are to be resolved
primarily via moral suasion and conciliation.

Given the approach to disclosure adopted by the Employment
Protection Act, there are two major points of criticism worth making:
(1) Many critics of the Industrial Relations Act felt that the list of

exceptions contained in section 158 (1) were sufficiently widely

drawn for any determined employer to refuse to disclose anything.

Precisely the same criticism can be levelled at the present statute. In

particular, three aspects of the Act might effectively emasculate the

disclosure provisions:

(a) the list of exceptions to the general duty; (sec. 18 (1))

(b) the fact that the union will be unable to inspect any original
documentation; (sec. 18 (2) (a)) and

(c) the question of what amount of work or expenditure is
reasonable in proportion to the value of the information (sec. 18
(2) (0)).

These appear to constitute effective channels for any employer to get

around the legislation. This is particularly true of section 18 (2) (b),

insofar as it is extremely difficult to define ex ante what the value of the

information in collective bargaining will be.

(2) The second major point of criticism relates to the rather cumber-
some and lengthy appeals procedure. Unless disputes are dealt with
expeditiously they tend to produce frustration, particularly if the
data or information sought is out of date when a declaration is
finally made.

THE INDUSTRY ACT 1975

The Industry Act received the Royal Assent on 12 December 1975. Its

provisions cover five major areas:

(a) the setting up of a National Enterprise Board with a set of
miscellaneous rights, including the right to buy into or take over
established, profitable companies in the private sector, to establish
new manufacturing concerns, to give financial and managerial
advice and to extend grants and loans to industry where necessary;

(b) it gives the Government powers to stop undesirable foreign
takeovers of U.K. manufacturing companies;

(c) it expands the powers of the Industry Act 1972;
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(d) it sets out the arrangements for voluntary ‘planning agreements’ to
be concluded between the Government and major manufacturing
companies;

(e) finally, it gives power to ministers to compel firms, whether or not
they are entering into planning agreements, to disclose certain types
of economic/financial information to the Government and to trade
union representatives where thought desirable.

Our discussion will be confined to those aspects of the Act dealing
with disclosure. We shall first discuss the Planning Agreements as these
will apply to a relatively small range of companies, i.e. larger concerns in
key sectors.

(A) PLANNING AGREEMENTS

The Act envisages a series of ongoing discussions between Government
and major companies taking place on an annual basis and concluding
with a signed agreement about strategic plans. The agreements are
strictly voluntary and there are no sanctions or powers envisaged to
induce reluctant companies to enter into the arrangements. In the event
of an agreement being established, however, any promises of assistance
will be binding upon the Government and not subject to change with
shifts in overall economic policy. Theoretically the exercise is an attempt
to reconcile macro-economic decision-making with micro-economic
planning, so that each level benefits from knowledge of how the other
operates, or plans to operate. The Government, therefore, will look for
certain types of information from companies in return for certain quid
pro quos, i.e. the State will provide help via grants and loans, support
export programmes and find skilled workers where necessary. It will also
provide information about its own short- and medium-term forecasts of
inflation, G.D.P. and sectoral movements and an assessment of world
trade and prospects in the major industrial countries. The information
to be provided by the companies covers:

(1) overall strategy and longer-term objectives, but including
‘quantification of the important changes in the envisaged balance of
the company activities in the longer term and the broad implications
for investment, productivity, employment, exports, and product
and process development’ [5, p. 9];

(2) specific aspects of company plans with details of U K. sales, exports,
investment, productivity, employment and training.24 The way the
planning agreement will tackle each of these items may be
exemplified in the following:



20 Accounting Disclosure and Collective Bargaining

A. With respect to U.K. sales the company is expected to divulge:
(i) sales for each main product;
(i) market share;
(iii) the basis of company forecasts and how they fit in to N.E.D.O. or
trade association forecasts;
(iv) the effect of government policy;
(v) in the appropriate cases, the prospects for import substitution or
saving.
B. Where investment is concerned, Government departments will
concentrate on:
(i) the level of investment, identifying major projects and the total
investment by company division and major plants;
(ii) investment in assisted areas;
(iii) export-related or import-saving investment;
(iv) data on investment per employee and any investment constraints.
The underlying emphasis throughout is on company plans, expectations
and decision-making criteria.

The agreements, therefore, will obviously require considerable dis-
cussion of factors which, heretofore, have been regarded as within the
confines of the company’s management. This may at first sight seem a
radical departure until one realises that these sorts of discussion were
undertaken under the Industry Act 1972: section 4 of this Act says that
companies requesting Government aid may have to submit to con-
ditions imposed by the Industry Secretary: these may include examining
the company’s books. The major difference with the new Act is simply
that these procedures are formalised into a Planning Agreement and any
levels of aid agreed will be guaranteed and not arbitrarily cut off as
Government policy might require.

Originally it was also envisaged that unions would be heavily involved
in the system, e.g.:

19. Employees and their representatives will have a major interest in
the issues covered by the Planning Agreements. The Government
intend that the plans to be covered by an Agreement will be drawn up
by management in close consultation with trade union representatives
Jrom the firm. The framing and updating of Agreements will thus
involve a continuing discussion between the management and unions,
and will constitute an important advance in the part to be played by
industrial democracy in the planning of company strategy. The
Government envisages that union representatives from companies,
while not formally parties to Planning Agreements, would also take
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part where they so wished, in consultations . . . with the Govern-
ment.

20. If consultation is to be effective, union representatives must be
provided with all the necessary information relevant to the contents of
Planning Agreements. The Government will, therefore, require em-
ployers to disclose information of this kind, except where disclosure
could seriously prejudice the company’s commercial interests or
would be contrary to the interests of national security [17, p. 5]

[Italics added ].

This initial view, with its emphasis on ‘union representatives’ having
access to ‘all the information’ has, however, been considerably toned
down and made nebulous. In its discussion document, the Government
now simply states: “‘Workers have a right to be informed and concerned
in decisions affecting wider areas than pay and conditions, and the
Government is convinced that the new climate which it is the aim of
Planning Agreements to create will contribute to a greater spirit of co-
operation between both sides of industry in the major areas of common
interest’ [5, p. 4]. Obviously this reduction in the role of union
representatives will be regarded by management with relief, as it
apparently restricts union access to sensitive or confidential data in the
event of a company opting to involve itself in an Agreement. Holding
union representatives at arm’s length in this way, however, may forfeit
one potential advantage which could otherwise have resulted: a
Planning Agreement obviously has to take into account the future
development of wages and salaries. By involving the unions in dis-
cussions prior to the signing it may have been possible to induce them to
discuss their own wage strategy. If successful this would fix an important
element in future uncertainty for the company and, ultimately, could
have led to the emergence of longer-term wage agreements in the
relevant firms. As the Planning Agreements are not compulsory there
has been relatively little controversy regarding that particular aspect of
the statute. The same cannot be said for those provisions which deal
explicitly with disclosure of information to be required of manufactur-
ing companies (secs. 27—31).

(B) DISCLOSURE
It would appear that companies making a ‘significant contribution’ to

the U.K. manufacturing industry (i.e. those described in Orders III to
XIX in the Standard Industrial Classification) may be required to
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divulge information to the Industry or Agriculture Minister and then to
trade unions. The information may relate to the past or, more
importantly, to some future period. Information or forecasts may be
required on the following items: persons employed, capital expenditure,
capital assets used, intended disposals and acquisitions, output and
productivity, sales, capacity utilisation, R. & D. expenditure, etc. (sec.

29 (2) (5) (6)). Confidential information must nevertheless be given to

the relevant Minister, but there are restrictions on passing on this type of

information to unions and other Government departments. Thus,
information or forecasts are not to be passed on if in the Minister’s view
1t:

(1) is against the national interest;

(2) contravenes an existing statute;

(3) is given in confidence;

(4) would cause substantial injury to the company;

(5) would cause substantial injury to a substantial number of employees
(sec. 30 (3) & (4)).

The Act also includes a set of penal sanctions to enforce disclosure to
the Ministers or to union representatives. Similarly, prosecution and a
fine may follow if a person makes a statement knowing it to be false or
reckless in a material particular. Finally, in an attempt to ensure
confidentiality, it is an indictable offence liable to a possible term of two
years imprisonment, to disclose information of a confidential nature
without consent.

Thus there are four remarkable features in Part IV of the Industry
Act:

(1) the extremely wide discretion given to the relevant Minister to
decide the type of information he requires, the companies to which
an order may apply and whether or not to give the information to
union representatives;

(2) the information may relate to the immediate past, but more
problematically, it may relate to forecasts of a short- or long-term
nature. The problem for most businessmen is simply the notorious
difficulties involved in forecasting beyond the short run;

(3) the third aspect of this part of the Act is that the confidentiality
strictures do not apply to information once given to trade unions:
thus, businessmen fear that competitively sensitive information may
be passed to competitors by union representatives —how far this
fear is justifiable is discussed in Chapter 2;

(4) finally, the Act is not very specific about the purposes for which the
information disclosed is to be used. Thus it may be used ‘to form or
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further national economic policies’ and for ‘consultations’ between
Government, employers and workers on the prospects for a
particular sector or major companies in that sector (sec. 27 (1)).

Clearly, as in the case of the Planning Agreements, the data is to be
used to clarify and reconcile macro- and micro-economic decision-
making in an attempt to improve both. It may also be hoped that giving
this information to union representatives will result in a better
understanding of company problems and a willingness to become more
deeply involved in solving them. It may well be of course that the fact
that disclosure can be forced on companies under this part of the Act
(and then be passed on to the unions) may make the Planning
Agreements system more attractive, i.e. if one has to disclose anything, it
might as well be in circumstances where Government financial assist-
ance may be forthcoming, and ‘consultation’ with unions is the order of
the day. The Planning Agreements, therefore, do not require back-up
powers —in effect they will exist anyway.

This Act undoubtedly gives the Government power to ‘open company
books’ much further than any previous legislation. It has been pointed
out that this could damage a company’s competitive position if civil
servants, or more particularly, trade unions, pass on sensitive infor-
mation. This argument is taken up at a more general level in the next
chapter, but in the context of this Act a great deal will hinge on how the
Minister interprets the ‘substantial injury’ clauses. It has also been
argued that the Act will damage investment flows into the U.K. from
abroad, e.g. ‘Let us look at the effect on employment of companies
which have investment to make in this country or elsewhere in Europe,
because they want a base within the Common Market. Will they come
here? Will they invest in this country? Will they invest in partnership
schemes in Europe with British companies knowing that they have the
choice between a non-British and a British partner, one of which carries
with it total disclosure, and the other total confidentiality?’ [10].

These questions are important, but they do rather overstate the case:
we have already seen that some E.E.C. proposals and some European
countries have in fact been in advance of the U.K. in certain disclosure
areas. Thus, if we may briefly illustrate with yet a further
example — Belgium: ‘Under a Royal decree of November 1973 the
nature and amount of financial and economic information that the
employer is required to impart [to works councils] has been greatly
extended, and is now among the most extensive in Europe’ [4, p. 84].

The councils have the right to an enormous range of information,
including such items as:
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(iv) ‘Competitive position . . . competitive possibilities; fundamental
sales or purchasing agreements; government contracts; general
information on the sales patterns, distribution channels and profit
margins of the company’s products; turnover; costs and selling
prices by unit of production;

(v) productivity including production by number, volume and weight
as well as value per man-hour and per head;

(vi) budget and calculation of costs, including sufficient information on
the elements or structure of costs to make informed criticism of the
evolution of costs, set out under cost-headings by products or
group of products or department’ [4, p. 172].

The list goes on to talk about ‘the foreseeable evolution of sales, orders,

the market, production, costs and cost prices, stocks, productivity and

the numbers employed’ [4, p. 172].

More information is available as of right, but this short list serves to
show that the U.K. is by no means alone in expanding requirements for
company disclosure. Some of the arguments for and against these
developments will be examined in the next chapter.

NOTES

1 Itcan be argued that the Industrial Relations Act 1971 was to some extent modelled on
American legislation —see Iserman [13].

2 For a discussion of recent American practice see Cullen [6].

3 Hence the emergence of the ‘Earnings Gap’.

4 This particular style of bargaining may help to explain why ‘profitability’ shows up
more strongly in econometric studies of wage determination in the U.S. compared to
British studies —see Chapter 4.

5 A short but comprehensive review of U.S. labour law is provided by Gregory [9].

6 Charged with a role similar to the Industrial Relations Court under the former
Industrial Relations Act 1971: the N.L.R.B. is not itself a Court.

7 Thus section 8 (d) of the Taft-Hartley Act defines the obligation to bargain collectively
as follows: ‘For the purposes of this section to bargain collectively is the performance
of the mutual obligation of the employer and the representatives of the employees to
meet at reasonable times and confer in good faith with respect to wages, hours, and
other terms and conditions of employment, or the negotiation of an agreement, or any
question thereunder . . .” 61 Stat. 142 (1947), 29 U.S.C. 158 (Supp. 1949).

8 Pioneer Pearl Button Co. (1 N.L.R.B. 837 1936) see Shanklin [19].

9 N.L.R.B. loc. cit.

10 Southern Saddlery Company (90 N.L.R.B. 1205, 1950) and The Jacobs Manufactur-
ing Co. (94 N.L.R.B. 1214, 1951) enforced 196 F2d 680 (C.A.2 1952) cited in [20] and
[19].

11 McLean-Arkansas Lumber Co. (109 N.L.R.B. 157, 1954) and Truitt Manufacturing
Co.—F2d —(C.A.4 1955) den. enforcement to 110 N.L.R.B. no. 143, 1954.

12 Jacobs Manufacturing Co. cited in note 10.

13 McLean-Arkansas Lumber Co. cited innote 11.



International Comparisons 25

14 A lucid discussion of the history of works councils with particular reference te France
and Germany is provided by the same author in [21].

15 ‘Works councils were established in Germany and in other European nations when
trade union organisation was weak and collective bargaining poorly developed’
T.U.C. [23].

16 The accession of the U.K. has involved minor problems insofar as there are no legal
requirements in this country to establish such councils, as in Germany, France, Italy
Belgium and Holland. The nearest comparable institution is the joint consultative
committee which is a voluntary body and has been in decline for some years.
Nevertheless the statute covers this problem in allowing each country to decide its own
system for electing councillors to the E.-W.C. The T.U.C. has already suggested that
these representatives and those elected to the supervisory board should be members of
the relevant trade unions.

17 Doubtless this indicates the relative success of the German system of board structure
and works councils. The fact that the U.K. entered the E.E.C. late meant that we could
not bring our own brand of pragmatism and voluntarism to bear.

18 Works councils have been in existence in Germany for many years. See Sturmthal [22].

19 Under the Works Constitution Act 1972, Works Councils are to be established for
industrial undertakings with as few as five employees; for agriculture and forestry
concerns the limit is ten employees.

20 As this committee has no decision-making power it has been suggested that it is merely
a means of limiting the number of people who obtain confidential information. Its
membership is limited to between 4 and 7.

21 Works Constitution Act 1972 Section 77 (3).

22 A complete list is provided in [4].

23 The same can be argued for shop stewards and joint shop-steward committees in the
U.K. but the latter do have considerably more bargaining leverage than seems to be the
case where works councils are concerned.

24 These items will be required in the early phases. Certain other information may be
required as general background in the first year, and then, may come further into the
picture in later years, e.g. Finance, Industrial Relations, Consumer and Community
interest, Product and Process development [5].

REFERENCES

1 AF.L.-C.1.O,, ‘Financial Information in Collective Bargaining’, Collective Bargaining
Report, 3, no. 3 (Mar 1958).

2 O. Brubaker, L. Kirkland, W. Gomberg e? al., ‘What Kind of Information Do Labor
Unions Want in Financial Statements?’, Journal of Accountancy (May 1949).

3 Commission on Industrial Relations, Report no. 31, Disclosure of Information
(London: HMSO, 1972).

4 Commission on Industrial Relations, Study no. 4, Worker Participation and Collective
Bargaining in Europe (London: HMSO, 1974).

S The Contents of a Planning Agreement, A Discussion Document, Department of
Industry (London, 1975).

6 D. E. Cullen, ‘Recent Trends in Collective Bargaining in the United States’,
International Labour Review, 105, no. 6 (June 1972).

7 Employment Protection Act, 1975 (London: HMSO, 1975) ch. 71.

8 B.J. Foley and K. T. Maunders, ‘The C.I.R. Report on Disclosure of Information: A
Critique’, Industrial Relations Journal, 4, no. 3 (Autumn 1973).

9 C. Gregory, ‘Government Regulation or Control of Union Activities’, in Labor in a
Changing America, ed. William Haber (New York: Basic Books, 1966).



26 Accounting Disclosure and Collective Bargaining

10 M. Heseltine, House of Commons Parliamentary Debates, Weekly Hansard, no. 989,
1420 Feb 1975, col. 964 (London: HMSO, 1975).

11 The Industry Act 1975 London: HMSO, ch. 68.

12 In Place of Strife: A Policy for Industrial Relations, Cmnd. 3888 (London: HMSO,
1969).

13 T.R.Iserman, ‘Labour Laws Anglo-American Style’, Management Today (Mar 1972).

14 E. M. Kassalow, Trade Unions and Industrial Relations: An International Comparison
(New York: Random House, 1969).

15 C. C. Killingsworth, State Labor Relations Acts, A Study of Public Policy (Chicago:
University of Chicago Press, 1948).

16 M. J. Miller, ‘Employers’ Duty to Give Economic Data to Unions’, The Journal of
Accountancy (Jan 1956).

17 The Regeneration of British Industry, Department of Industry, Cmnd. 5710 (London:
HMSO Aug 1974).

18 H. Reichel, ‘Recent Trends in Collective Bargaining in the Federal Republic of
Germany’, International Labour Review, 104, no. 6 (Dec 1971).

19 J. E. Shanklin, ‘The Employer’s Duty to Supply Data for Collective Bargaining’,
Monthly Labor Review (Oct 1952).

20 H.L.Sherman jr., ‘Employer’s Obligation to Produce Data for Collective Bargaining’,
Minnesota Law Review, 35, no. 24 (1950).

21 A. F. Sturmthal, Comparative Labor Movements (Illinois: Wadsworth, 1972).

22 A. F. Sturmthal, Workers Councils (Cambridge, Mass.: Harvard University Press,
1964).

23 Trades Union Congress, Industrial Democracy, Interim Report by the T.U.C. General
Council (London, 1973).

24 Advisory Conciliation and Arbitration Service, Disclosure of Information to Trade
Unions for Collective Bargaining, Draft Code of Practice, (London, 1976).



The Disclosure Debate 27

2 The Disclosure Debate

We have seen in Chapter 1 that a considerable volume of legislation
dealing with greater disclosure of company information has been
proposed and enacted in most of the Western economies. In the UK.,
for example, every major political party has accepted the principle of
greater disclosure of financial and economic information to both
employees and trade unions.! Sections of the business community have
similarly displayed sufficient concern to suggest, as standard practice,
certain disclosure proposals in advance of the law [23].

The main purpose of this chapter is to examine the arguments
bearing upon the issue of disclosure as they have clearly been
instrumental in producing the kind of behavioural and legislative
changes referred to above. The chapter is, therefore, divided into two
sections —in the first part we shall deal with the case for greater
disclosure; in the second we shall take up some of the major objections.

(1) THE CASE FOR GREATER DISCLOSURE

Although those advocating disclosure do so from a number of different

social and political standpoints their arguments can be organised round

two distinct yet interrelated areas:

(a) those concerning disclosure directly to employees;

(b) those concerning disclosure to, in the first instance, officially
recognised trade unions.

This distinction must be borne in mind throughout since there are

considerable differences in the objectives of those favouring one or the

other.

(A) DISCLOSURE TO EMPLOYEES
Four or five major arguments are adduced by those who advocate and

support disclosure directly to employees. In the first place there are those
individuals and groups, influenced to some extent by the ‘human
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relations’ approach to management, who view disclosure, in a rather
utilitarian way, as a motivational phenomenon. On the basis of research
findings by organisation theorists it is possible to argue that ‘feedback of
information’ to employees will improve job performance via learning
effects and also serve to increase motivation.2

The behavioural characteristics of control systems have constituted a
highly controversial area in management accounting for some time [41]
but one of the few clear-cut conclusions to emerge from related research
concerns the influence of feedback: ‘Harold J. Leavitt and R. A. H.
Mueller, in a study of the effects of varying amounts of feedback found
that performance improved as the quantity of feedback increased. They
also observed that the absence of any feedback was accompanied by
high hostility and low confidence’ [18, pp. 89—90]. Similarly Herzberg,
summarising the factors which produce a positive motivational re-
sponse, included ‘making periodic reports directly available to the
worker’ [30].

Whilst any efficient control system will provide some feedback of
information to the individual about his immediate activities as a matter
of standard practice, the arguments for doing this may be generalised to
support the provision of further information as to the financial and
economic performance of the department, the plant or the company
since this may in turn produce some convergence, or rather congruence,
of objectives between employees and the company as a whole.

There is no direct evidence to support this generalisation, although it
is certainly plausible and accepted by large sections of management: the
British Institute of Management in a survey of the objectives of
providing financial information to employees conducted in 1957 found
that almost 40 9, of the 160 firms sampled gave as the major reason for
disclosure ‘identification of [employees] interest with employer’ [12].

One might well argue that the link between company-level infor-
mation and the shop floor’s effort is much too tenuous to produce
greater motivation. A policy simply resulting in the employees receiving
the annual accounts is unlikely to be a great deal of use in this respect
unless it is supported by greater disaggregation and more interpretative
material than is currently the case. It is conceivable that merely making
the accounts available will, in fact, be counter-productive: it might, for
example, lead to a concentration on absolute levels of profit rather than
rates of return, or it may divert attention to extraordinary items which
inflate profit abnormally. This is not an argument against disclosure,
rather it serves to underline the point that financial reporting, as it is
presently orientated, is primarily for shareholder purposes. Disclosure
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for employees or unions should be designed differently in order to
minimise misunderstanding.

In the meantime, until conventions on reporting to employees are
widely agreed and established, firms will, and on balance ought to,
continue to offer information based on their annual accounts. This is a
minimum commitment which may contribute to greater understanding
of company affairs and help to eradicate rumours which may damage
morale.

The second main argument put forward by some protagonists of
greater disclosure concerns its role in worker participation in manage-
ment. The latter has become extremely fashionable over the past decade
or so and has been treated very seriously by a number of European
governments of different political complexions [16].

Whatever the details regarding the institutional structure of worker
participation there seems to be a fairly wide consensus that it will
contribute to the efficiency of the company [ 56]. This, it is argued, will
occur through a number of factors operating simultaneously, e.g. a
greater readiness to accept technological change because such decisions
are shared; better two-way communications will improve management
knowledge of actual operating conditions; stronger possibilities of
industrial peace; and, even more, nebulously ‘the recognition of the
human being’s right to be treated as an intelligent human being desirous
of controlling his own destiny, will increase efficiency by increasing
employees’ willingness to work and to contribute their best to the
enterprise’ [56, p. 16].

Whether or not such benefits do actually flow from worker partici-
pation is not at issue here;3 the fact remains that many people predict
such consequences. They, therefore, tend to favour greater disclosure of
company information from two angles: first, as part of a strategy for
moving toward the type of participation they regard as desirable;
second, in situations where the institutions of participation exist, e.g. in
the form of joint committees or works councils, greater disclosure is
regarded as a necessary, even if insufficient, condition of real partici-
pation.

The characteristic feature of these first two arguments in favour of
greater disclosure is their emphasis on it as a device for improving the
efficiency and stability of the firm. The motive for its introduction into
company industrial relations policy can, in these terms, be rationalised
as highly practical and economic and, therefore, in conformity with
traditional views of the function and nature of the business enterprise. 4

The third argument favouring disclosure of financial and economic
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information derives precisely from our changing notion of the role of the
firm in a modern society. Traditionally, private companies have been
required by the law to act in the interest of shareholders only. As late as
1962, this essentially nineteenth-century view of company obligations
was upheld in the case of Parke v. the Daily News and others.S In line
with this approach, as mentioned earlier,6 the purpose of financial
reporting via annual accounts and statements has been seen primarily as
a way of demonstrating to shareholders how the resources of the firm
have been deployed and husbanded in the year in question. Disclosure of
information to other interested parties, for example employees and
trade unions, had not been regarded as of major importance until fairly
recently.

The traditional, and in many ways, the classical view of the business
enterprise which has conditioned the attitude of both company lawyers
and management accountants originates very largely in economic
theory.7 Essentially the firm is analysed, in a highly mechanistic frame of
reference, as a locus of decision making in which the manager/en-
trepreneur attempts to maximise profits subject to a well defined and
known set of external, market and technological constraints. Combined
with other restrictive assumptions, some of which are concerned with
the nature of these external constrainfs, it is possible to demonstrate that
the pursuit of maximum profit will simultaneously maximise the benefits
to society as a whole.8 This identity of interest, while subject to the most
rigorous of theoretical assumptions became, and still remains, the basis
of laissez-faire ideology. It offered a ready-made justification and
rationale for businessmen to make profit the over-riding goal and to
promote the interest of owner-shareholders while ignoring or even
downgrading the interests of other parties in the productive process.
This vision of the firm, combined with prevalent attitudes to the rights of
ownership, has constituted the bedrock upon which company law and
much management accounting practice is based.

Since the 1930s, however, research into both the empirical and the
analytical dimensions of company behaviour has been continuously
undermining the simple ‘instrumental’ version of the firm. The work of
Berle and Means on patterns of share ownership [8] aided and abetted
by the propagandising of James Burnham [15] has made it com-
monplace to discuss the divorce of ‘ownership’ from ‘control’ of the
modern company, the increasing professionalisation of management
and the wider possibilities of pursuing other business objectives than
mere profit maximisation. There have also been a number of important
developments in economic theory, each recognising that non-
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competitive environments afford the decision maker considerable dis-
cretion over his choice of goals. As a consequence numerous models of
the firm now abound emphasising various possible objectives, e.g. sales
maximisation [3], maximisation of managerial emoluments [57], or
simply satisficing [49].

The notion of the ‘socially responsible’ business firm is only one step
away from these empirical and theoretical contributions: to a large
extent this conception of the company has emerged in a great deal of
recent academic research. Thus, in his later work, Berle talks about the
‘corporate conscience’ which acts to restrain management from selfish
or socially irresponsible behaviour, and the ‘public consensus’ to which
managements are accountable [6], [7]. The concept of the ‘soulful
corporation’ has similarly been used expressively to encapsulate the
view that the private company is responsible to more than one
constituency and that its activities transcend more than one interest
group. Fogarty has been a consistent proponent of this ‘organic’ view of
the company: ‘The Company is the meeting place of a number of groups
of individuals, each with his own purpose in view, who combine to set up
a socio-technical system in order to achieve acommon good . . . The set
of purposes which the company pursues is thus a composite of the goals
needed to attract its participants . . . including among others the goals
of workers’ [25, p. 1].

Many of these ideas have been around in academic circles for 30 to 40
years and have gradually percolated through to the business community
at large; it is not at all uncommon to hear sentiments such as: ‘. . . any
company which forgets that it has three co-equal interests to
serve —those of its shareholders, its employees, and its customers — will
be failing in its duty and could not achieve the maximum degree of
success, and it seems to me to be sterile to attempt to rank the claims of any
one of those interests above those of the others’[33, p. 49]. This could be
supplemented by numerous statements from company chairmen and
industrialists in many areas of business in both the U.K. and the U.S.A.
The point is that these radical changes in the vision of the firms’
responsibilities have made it quite legitimate to ask what should be the
proper relationship of the firm to its employees. We shall try to deal with
this issue below, at least in terms of the informational requirements of
this relationship. At this juncture we merely wish to establish some of the
reasons why management and government seem prepared to ac-
knowledge the need for greater disclosure of financial and economic
information to employees. The ‘utilitarian’ and ‘ethical’ reasons so far
advanced certainly go some way to explaining why, from time to time,
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pressure has arisen from within the ranks of management for greater
disclosure. As far back as 1949 the British Institute of Management
sponsored a conference to sound out opinion on the desirability of
disclosure and explanation of financial information as an important
element in joint consultation [11]. Further, in 1957 the B.LLM. in
conjunction with bodies such as the A.C.C.A. (now the Association of
Certified Accountants), the .C.W.A. (now the Institute of Cost and
Management Accountants) and the I.LP.M. (Institute of Personnel
Management) published a booklet investigating the methods and
reasons for disclosing information to employees [12]. This looked at
current U.K. practice and that of some continental countries.

The salient fact about these two pioneering efforts is that disclosure is
primarily seen as an adjunct to joint consultation and not collective
bargaining. In other words it is seen as relating to areas of common
interest to management and employees rather than areas of disputation
and conflict. This tends to be a typical managerial orientation insofar as
it arises from viewing the company and industrial relations within a
unitary frame of reference where ‘everyone is part of the same team’, or
‘we’re all in the same boat’ or ‘we all ultimately share the same
aspirations’, are prevalent attitudes.9 If this were really the case there
would be no reason for management ever to refuse any information, yet
among reasons for not doing so can be found the suggestions that this
information will be used unscrupulously or that competitors will acquire
it.10

The attitude of employees, given their experience with shop-floor
bargaining in the post-war world, is likely to be very different. Financial
and economic information for them will act primarily to clarify and then
to enlarge the bargaining area. McCarthy’s study of shop stewards
carried out for the Donovan Commission pointed out the paradoxical
nature of ‘joint’ consultation: ‘it is assumed that management should
only agree to share responsibility on controversial and conflicting
subjects, like wages, on non-controversial and common interest sub-
jects, like manning, it cannot do more than consult. So we reach a
position where it is suggested that agreements are possible when the two
sides are basically opposed; when they are really united there cannot be
any question of an agreement’ [37, p. 36]. Partly because of the
‘unilateral’ nature of joint consultation it has declined in importance in
the U.K. since the Second World War.!! A further decline could be
expected particularly as stewards ‘tend to believe that any subject which
affects their members is a fit and proper matter for negotiation and
agreement’ [37, p. 36].
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Given these contrasting attitudes there is clearly room for consider-
able disagreement between management and employees (through their
immediate representatives) over the objectives, the timing and the
content of the financial and economic information to be disclosed.

The arguments so far advanced for the greater disclosure of
information to employees: that it is in the long-term interest of the
company; that it recognises the fundamental change in the nature of the
firm; and that it may be an important component of joint consultation,
are all arguments which have recommended themselves at one time or
another to management and to those of an essentially reformist
mentality. Underlying this approach is a basic acceptance of the mixed
economy, disclosure is viewed as a way of making that economy more
efficient, more humane and more democratic.

There are two further arguments put forward in favour of disclosure
to employees: arguments which derive from minority viewpoints outside
the general consensus. The first of these is in the socialist tradition and,
while the ultimate objective is a change in the basis of ownership and
control of economic resources, it sees the extension of information to
employees as partially serving this objective by helping to increase
‘workers’ control’ and developing ‘workers’ self-management’.

The demand for management to ‘open the books’ has a very long
history in socialist thought and reflects a deep-felt mistrust of the
‘capitalist’ economy, in which, it is thought, companies are able to
manipulate their financial and economic operations at the expense of the
workers. Thus, Hugh Scanlon, President of the A.U.E.W., has argued as
follows:

For the proper understanding of the functions and problems of any
undertaking it is necessary, in the first instance, to have ready access to
the relevant information. There seems to be an organised conspiracy
to shut off the workers from effective knowledge of the firm’s
operations, financial dealings and plans . . . One of the key demands
of industrial democracy is open the books. This does not mean as it has
so much in the past, just the cooked up balance sheets that shop
stewards are frequently saddled with in the negotiations they
undertake. It means that workers have full and detailed information
concerning costing, marketing and all other essential financial details

[45,p. 6].
The proponents of workers’ control reject joint consultation and most

schemes of worker participation as potentially injurious to employee
bargaining power by causing divisions among the rank and file and their
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representatives. They similarly question the bona fides of companies

which voluntarily offer information: ‘Fancy formulas for calculating

bonuses or the ‘‘sharing” of “added value”’, combined with the selective
doling out of misinformation adds to the possibility of confusion among
workers and to the danger that some shop stewards may find themselves

cosily incorporated into management’s ethos and ‘“‘mysteries”’ [54 p.

101]. The essence of the argument is that nothing less than ‘an

unambiguous, general and unrestricted access to all commercial secrets’

is required, but in the meantime, offers of partial information should be

taken up ‘since appetite grows with the eating’ [ 54].

The case for greater disclosure from this school of thought appears to
be based on two fundamental principles:

(1) that it is a technique which helps employees to establish greater
democratisation of decision making in industry;

(2) that it may usefully act as a check on those aspects of the market
system which result in adverse external effects in the form of
pollution and environmental degradation.

The question of democracy in industry is too broad a topic to detain
us here, 12 suffice it to say that there remains considerable disagreement
on such basic issues as what precisely it means, what institutional
structures are necessary to achieve and maintain it and finally, given the
nature of technology, whether it is even possible.!3

What is not in dispute is that, whatever the ultimate shape of
industrial democracy, relevant information is a sine qua non for a
discerning and mature electorate. The issue then becomes, what
constitutes relevant information for employees given that they are a
significant part, if not the whole, of this electorate?

While the question of industrial democracy is highly controversial the
second argument favouring greater disclosure is much less so. ‘Externa-
lities’ or ‘spillover’ effects arise where a firm is imposing, as a result of its
main activity, costs (or benefits) on individuals who themselves are not
directly party to the activity. The problem of social costs (or benefits)
thrown up by the market system has a fairly long history of analysis in
conventional economic theorising, !4 but only in the last few years has it
really begun to catch the attention and interest of accountants [27].
When one combines this interest with recent ideas on the theory of the
firm, the greater emphasis on social accountability which has emerged
over the past decade is largely explained. According to this view
management is seen as the custodian of scarce resources and the misuse
of these resources may damage not simply the firm but also the wider
community. The efficiency of management, therefore, is to be evaluated
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in broader terms than conventional profitability and possibly from the
standpoint of different interest groups [47]. As employees have inside
knowledge of the firm’s actions and potential they may be a key group in
the development of social accountability since disclosure to them could
become a useful and powerful instrument of social audit. To the extent
that employees can act in this capacity advantages may accrue to the
other parties: customers, government, the local community or even
conceivably shareholders.

The final argument advanced in favour of greater disclosure derives
from employers who see it as a possible way of breathing life into the
concept of joint consultation as a means of avoiding unionisation. It
must be emphasised that, while this is a minority view, it may well be
significant. Anti-union feeling has certainly not disappeared in the U.K.
as is evidenced by the concern for union recognition embedded in much
recent industrial relations legislation. In a specific example studied by
Coker and McCarthy it was noted that ‘management had decided to
wind up the consultative committee for manual workers because the
stewards refused to stand for election to it; at the same time they created
a new consultative committee for non-manual workers, as part of a plan
to discourage them from joining trade unions’[37,p. 34] [ Italics added]. It
is this possibility which has led the Labour Party and large sections of
the trade union movement to insist upon ‘a single channel of rep-
resentation’ for employees. The fear that simple, direct involvement of
firms with employees or non-union-accredited employee rep-
resentatives will by-pass and weaken the trade union structure is a very
real one. It goes a long way to explain why many unionists are lukewarm
towards various schemes for worker participation and why they insist
that disclosure should primarily be to trade union representatives who
will in turn communicate with their members. Company policies which
may help to set up a new focus of loyalty for employees, for example by
identifying the worker with the interests of the firm, are potentially
divisive of union membership!5 and are, for that reason, unlikely to be
wholeheartedly endorsed. These comments are particularly apt in
relation to white-collar workers: traditionally their loyalties were
assumed to be direct to the company and, consequently, this has been an
area where union recruitment and recognition proved both difficult and
precarious until recent years.

The notion that voluntary disclosure may help to pre-empt the
development of independent union organisations has particular appeal,
therefore, to the more paternalistic employer sharing the ‘unitary’ view
of industrial relations referred to earlier.
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Given these arguments in favour of greater disclosure to employees,
the question naturally arises as to what precisely should be disclosed?
Two distinct strategies are possible:

(1) a blanket request or demand that comprehensive and detailed
information be made available or accessible;

(ii) a rather more cautious approach which starts by identifying broad
employee needs and then relates specific items to these needs.

The first of these strategies is perhaps exemplified by the lengthy,
itemised list drawn up by the T.U.C. in 1970 [5S, p. 462]. This was done
by simply circulating member unions inviting them to add to the list, or
offer comment, on the types of information they would like to receive. It
must be noted that they were primarily concerned with information for
collective bargaining rather than for employees but, nonetheless, the
implications of this approach are that companies would have to divulge
what they may regard as competitively sensitive information, for
example, production schedules, cost-structures and performance in-
dicators of various kinds. They may also have to collect data with which
they would normally not bother: smaller and medium-sized firms may
not carry such details as rates of turnover, sickness or absenteeism, and
very few of any size have anything as sophisticated as a manpower plan,
plans for recruitment, selection and training, all of which are included in
the T.U.C. list. However, the assembling of this type of information and
the construction of company plans may produce beneficial side effects as
managerial supervision, control and, therefore, efficiency could be
improved in areas previously ignored because of deficient or non-
existent data.

Apart from the vexed question of competitive sensitivity which will be
further examined below there is another, more substantial argument
against a blanket approach to disclosure. Management may not gather
certain types of data, not because of inefficiency, but rather because
there are costs involved in the collection, analysis and dissemination of
information: it requires both time and manpower which are scarce
resources within the firm. It is important to recognise, therefore, that it
may be quite legitimate to refuse to collect certain types of data where
the costs significantly outweigh the potential benefits. In terms of
conventional economic theory, information should be collected up to
the point where marginal costs and benefits are equated. While this is
self-evidently correct there are real problems in specific applications of
the idea. It may be possible to calculate marginal costs but the
calculation of potential benefits is very much more difficult.16

The resolution of this problem on practical grounds suggests the
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second way of approaching the disclosure issue. Instead of attempting to
delineate a priori the maximum area over which disclosure will operate,
we should initially identify broad areas of interest or need and look
again, in each case, at disclosure of information as and when new needs
arise. Information, to all but the purest of scientific investigators, is
needed to solve certain problems, and the size of the problem normally
dictates the effort required to produce a solution. In other words we
should attempt to define the necessary information flow in terms of what
it costs if the data is not available; We balance the cost of collection,
analysis etc. against the advantage of overcoming a specific problem.
This implies initially, a rather more pragmatic, circumspect indication of
‘consumer’ needs.

In the case of employees it is possible to argue that their needs in the
first instance fall into four major categories:

(1) Job security

In spite of the existence of an extensive network of social security
provisions, job security remains a question of crucial importance to
most work-people. This has become increasingly the case in the
atmosphere of rising unemployment and uncertain job prospects which
has characterised the world economy in the last two years. Concern for
security of employment has always been widely expressed, for example,
in the hey-day of productivity bargaining in the U.K., i.e. 1964 to 1966
unemployment was not particularly high yet the majority of agreements
included ‘no redundancy’ clauses or guarantees —indeed it is arguable
that such guarantees were the most significant factor in getting deals
accepted. 17

Financial and economic information relating to job security will
clearly have a high priority. This does not mean that employees should
simply be informed of the company’s or the group’s overall profitability,
it must include issues such as, how external economic changes affect
company stability, how the firm obtains money to cover reported losses
and the importance of an adequate flow of liquidity. The current state of
the company’s order book will also constitute a significant influence on
the stability of both jobs and earnings. It may similarly be helpful to
discuss the criteria which determine decisions on plant closure and
redundancy.

These changes, which are hardly controversial, would mean that
employees would be in a much better position to judge for themselves
the need for such decisions. It would also increase the possibility of their
framing and advancing constructive counter-proposals to obviate the



38 Accounting Disclosure and Collective Bargaining

threat of unemployment, a procedure presumably preferable to the
technique of ‘working-in’ to which some groups have felt compelled to
resort in the recent past.

(2) Working conditions
Hours of work, patterns of shift-working and stable earnings are clearly
important factors for many employees. Where their social life is
disrupted they obviously ought to be directly informed of the bases on
which changes in shift-working patterns are decided, e.g. costing out of
shift-working practices may demonstrate which of the systems is best in
terms of capital utilisation and which is best in terms of least disruption.
It is also possible to demonstrate to workers how overtime can be
reduced or eliminated, while simultaneously earning levels can be
maintained or expanded by more effective working during normal
hours. Again this is not particularly novel since such changes were
emphasised in most of the early and successful productivity bargains.
Some notion of what factors determine when equipment is to be
replaced would make management decisions appear less arbitrary and
more rational. It is quite common for employees to be antipathetic to
new techniques, not only because they fear possible unemployment
repercussions but also because they know ‘there was nothing physically
wrong with the previous machinery’ since they may not be aware of the
concept of ‘economic life’ or technical obsolescence.

(3) Achievement or performance indicators

These are very commonly used in industry particularly in connection
with piece-work and other payment-by-results schemes. They tend to
relate directly to the individual’s immediate place of work, for example,
output norms and spoilage rates, but it is also important to show how
they may affect broader problems. The management may, for example,
show how higher productivity can aid the competitive ability of the firm
or why unit costs are reduced when output volumes increase. Employees
require standards by which they can measure their own or their plant’s
performance. The usual managerial techniques of work measurement
may be less important in setting these standards than inter- or intra-
plant comparisons. Greater information on a disaggregated basis, e.g.
sectionally or on a plant-by-plant basis would be useful in this latter
respect and may make it easier for employees to identify their
contribution to a company’s overall performance.



The Disclosure Debate 39

(4) Equity

One of the most powerful influences operating on working people today
concerns attitudes towards fairness in the distribution of economic
reward. Equity is a concept which applies in a number of directions:
between employees and shareholders, between workers and manage-
ment and between workers themselves, i.e. within the wage structure.!8

The overall division of company resources between workers and the
rest is normally determined through the collective bargaining mech-
anism. It would nonetheless be attitudinally important for the company
to produce more detailed information on the disposition of its revenues.
Thus, for example, firms might explain why dividends should be
maintained, what criteria influence the retention ratio and depreciation
provisions and how loan finance affects profits.

It may be equally important to describe, explain and justify the
company’s wage structure and policy. This does not imply revealing
every single worker’s wage packet but it does mean a greater readiness to
indicate more precisely the wage distribution so that rumours and
grievances, real or imagined, can be dealt with. There is the continuous
danger that only the extremes of the distribution will be noticed in the
absence of information giving full details: ‘Of course, all workers have
some knowledge of the earnings of their workmates but, given all the
complications of different hours of work, different tax codes and the
like, this knowledge is likely to be impressionistic and unreliable’ [14,
p. 73] [Italics added]. It is interesting, and perhaps supportive of our
earlier assertion, !9 to note that management itself is not always fully
apprised of data on earnings: ‘In most of the factories covered . . .
management’s own knowledge of earnings was very incomplete’ [14, p.
751].

Whatever the nature of the relevant information it is important that
disclosure should be a continuous process and not used simply as an ad
hoc device when the company runs into difficulty. It is obvious that
employees will eventually become suspicious of management which sees
fit to ‘open the books’ only when the firm is in trouble.

(B) DISCLOSURE TO TRADE UNIONS

The arguments favouring greater disclosure of company information to
trade unions resolve themselves into two major areas. First, there are
those, inside and outside the trade union movement, who see it as a
means of shifting bargaining power from management to union
negotiators. They clearly see disclosure as a phenomenon which will
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increase the number of ‘favourable’ settlements to union members. The
second argument is that given any particular distribution of settlements
it is possible for disclosure to improve bargaining processes by making
them more rational, reducing the possibility of break-down and
developing other dimensions than that of distributive bargaining only.

The essence of the first argument seems to be that ‘knowledge is
power’ and, where only one of the parties has access to it, the bargaining
process is inherently unequal to the ultimate disadvantage of the
ignorant party —in this case the trade union. Despite its initial
plausibility, this view is not universally accepted and it has been
suggested by several eminent academics that ignorance in bargaining
situations is a powerful weapon because the uninformed can demand
and receive favourable outcomes [46 ], [48]. At first sight this appears to
contradict the orthodox view and implies that a trade union’s negotiat-
ing position is weakened by disclosure. If this is true one is tempted to
ask why employers have not learned the lesson in the real world. Why
have they been so lukewarm in their attitudes to disclosure? These
questions are answered in a later study which clearly shows that
ignorance is strength only when it is opposed by ignorance [35]. In
situations where a single bargainer is aware of the pay-off structure
inherent in each potential agreement he can: ‘neutralise [his ] opponent’s
manipulative strategy by responding to it in kind, rather than by
truckling to unreasonable demands’ [35,p. 440].

The informed bargainer, i.e. the employer, would certainly appear to
be better placed, as he can, in any single round of negotiations, readily
accept claims which are, from his point of view, favourable while he can
contend those which are not. As it is believed that such an arrangement
consistently favours the employer, supporters of the trade union case
wish to eliminate it by making the relevant information available —if
necessary by enforced disclosure.

The second argument favouring disclosure for purposes of collective
bargaining is less concerned with the distributional results of any one set
of negotiations. Collective bargaining is seen as a continuing process
whose scope need not be limited to the traditional areas such as wage
negotiations or grievance procedures, instead it should be developed asa
technique for arriving at mutually beneficial solutions to new problems.
The sharing of company information is a necessary condition if
integrative bargaining is to develop. Thus as McKersie and Hunter
point out ‘the more information the parties share, the better the
problem-solving is apt to function. Some companies still feel reluctant to
reveal the “inner-workings” of the enterprise. Such hesitation makes the
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definition of problems, the development of alternatives and the selection
of solutions difficult to execute. Without basic data and the overture of
trust that is involved in sharing sensitive information, problem solving
cannot be effective and attitudes will remain frozen’ [31,p. 173].

The emphasis here is on expanding and improving collective bargain-
ing.20 To the extent that such bargaining has become a plant or
company level phenomenon carried out by shop stewards and other
non-official worker representatives it could be argued that disclosure to
the official union structure is misplaced: the full-time officers are
generally concerned with the negotiation and application of national
industrial settlements and company information may not be appropriate
at that level. Nevertheless, trade unions are generally anxious to be the
prime focus for disclosure, 2! first of all because direct disclosure to shop
stewards confers recognition, status and authority which one day may
constitute a challenge to the official union structure and secondly
because they feel better equipped to deal with the type of data likely to be
forthcoming. They are clearly better placed to process, analyse and
question data where full-time research facilities are available.

Insofar as trade unions can assimilate shop stewards more closely into
their formal structure the first objection is less acute. Also, where very
large companies are concerned, the issue is less problematical because
the firm may comprise a very high proportion of the industry’s
employment, in which case company information may quite naturally
be relevant as part of national negotiations. Nevertheless, where it is
common practice for employees in an industry to negotiate in-plant
payments additional to the national award, disclosure of information, as
a means of improving bargaining, may apply to their immediate
representatives as well as to union officers. In what follows, therefore,
although we may refer to information for bargaining purposes as
relating primarily to the official union structure, the other levels at which
‘unofficial’ negotiations take place must be kept in mind.

Collective bargaining in the U.K. deals with many issues but the most
important single item is that of remuneration. Whatever the level of
negotiations —shop, section, plant, company or industry-level, one or
more of the following criteria are used to support a claim for increased
pay:22
(1) changes in the cost of living;

(2) comparability;

(3) productivity changes;

(4) ability to pay.

The emphasis shifts from one to the other according to the circum-
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stances of the case but essentially these constitute the underlying
arguments in nearly all wage claims. Ability to pay is rarely used by
itself, or even as the most important factor, instead it tends to be used as
a final supportive argument. Data on all four issues are normally
deployed to decide, first of all, if there should be any increase in wages at
all, i.e. as a way of re-opening negotiations, and then to help influence
the size of the claim. In this sense cost of living and comparability
arguments are usually ‘defensive’ as they are used in an attempt to
maintain absolute real income and relative ranking in the pay hierarchy.
Obviously the information used here is normally external to the
company, from official and semi-official sources, but occasionally intra-
company parity arguments do arise, in which case internal information
may be necessary. Productivity and ability to pay arguments are more
clearly related to plant or company performance and consequently rely
almost entirely on internally generated data.

How far such financial and economic information does, in the last
analysis, determine the precise size of the initial bid or the magnitude of
the final settlement is difficult to decide and opinions are divided on the
issue.23 Some economists argue that the collection and use of infor-
mation is mere ‘window dressing’ and that the union’s stance is
determined primarily by the exercise of ‘raw power’ or ‘what it expects
the employer to concede’ [42]. Others argue that ‘statistical facts are
important primarily in providing a central area from which it is difficult
to stray very far’ [2].

As will be argued in Chapter 4 bargaining processes are highly
complex and not simply a case of ‘take it or leave it’. One or other of the
parties may, by the introduction of new information, influence initial
expectations so as to reduce expectational disparities, effect the
possibility of equilibrium and increase the rate at which equilibrium
solutions are reached. The basic argument for disclosure of company
information to trade union negotiators is that it tends to make
distributive bargaining more efficient and simultaneously offers the
opportunity of developing mutual trust and confidence which is an
essential component of integrative bargaining. Thus, for example, the
Commission on Industrial Relations’ report on disclosure pointed out
that ‘Trade unions claim certain advantages might result from improved
disclosure of information — a speeding of the bargaining process because
information is readily available, a greater likelihood of longer term wage
deals and an increased chance of the employer obtaining greater co-
operation from his employees’ [21, para. 60, p. 13].

The fact that certain benefits may accrue from greater disclosure of
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company information to unions and employees must not blind us to
some of the problems a more open policy could also induce. So far we
have generally confined ourselves to a discussion of the arguments in
favour of disclosure. There are, however, several objections of a more or
less serious nature which also need to be considered. Some of these
objections, on further analysis, may appear spurious or insubstantial
but, nevertheless, as they may be quite widely held we shall deal with
them in the following section.

(2) THE ANTI-ARGUMENTS —SOME OBJECTIONS TO
DISCLOSURE

The first argument against a policy of greater disclosure relates to the
fact that most union negotiators, particularly shop stewards, lack
expertise and training in financial accounting. Revealing information in
these circumstances may, therefore, result in misunderstanding, mistrust
and damage to the bargaining process. This was mentioned as a major
disadvantage of disclosure in the B.I.M. survey of 1957[12] and comes
up quite regularly as an objection. A N.E.D.O. (National Economic
Development Office) study of the rubber industry indicated that
management was reluctant to confide information to employees and
shop stewards as ‘they would not understand the complexity of the
enterprise even if we told them the facts’[31, p. 209]. Even more recently
it has been argued that ‘unless negotiators are in a position to be able to
understand fully the implications of any information which they may be
given, it is unlikely that a policy of greater disclosure of information will
have the desired effect of improving industrial bargaining’[36, p. 43].
The fact that shop stewards and other union negotiators are not
trained in the fields of financial or management accounting cannot itself
be an objection to disclosure: applying the same sort of reasoning to
shareholders could result in the non-disclosure (or very limited
publication) of the annual report and accounts as many members of the
company are unable to understand the structure and meaning of a
balance sheet or profit and loss account. This type of argument was
effectively repudiated by Harold Rose more than ten years ago when,
writing prior to the 1967 Companies Act, he pointed out that:

The contention that the provision of particular items of information
would be wrongly construed is frequently made, especially in periods
of difficult trading. Over the past year or so, for example, it is
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noticeable that a number of companies have ceased to publish figures
for sales turnover on these grounds, and the general excuse that
information might be misconstrued is the one commonly used to
withhold half-yearly or quarterly reports. However it is difficult to
imagine any single piece of information potentially more misleading
than that which forms the foundation of present accounts, namely the
annual profit figure, and in general it is hard to understand why
shareholders are likely to make a false assessment if they are presented
with more information rather than with less [43, pp. 18—19] [Italics
added].

Inability to comprehend financial statements clearly implies a need
for better trade union (and shareholder) education rather than a policy
of non-disclosure.24 In any case the process of making company data
available to union negotiators may itself be highly educative: it is highly
unlikely that management would simply present a list of figures and
ratios without explanation or interpretation. The material will almost
certainly be supported by verbal or written clarification. The difficult
problem here then is not so much that union negotiators will necessarily
misunderstand or misuse the data but that management itself will be
tempted to bias data in its own favour. This tends to happen in any case
as each party may well put its own construction on precisely the same
information. The real danger is that if management were to manipulate
the information deliberately and union negotiators become aware of this
at a later date the atmosphere would be embittered for a long time
thereafter.

The second argument against disclosure starts from the assumption
that it will strengthen the bargaining position of shop stewards and trade
unions: more aggressive bargaining and larger pay settlements may be
expected as a result of this change especially in industries where
industrial relations are already in poor condition —thus: ‘Where em-
ployers thought unions resorted too readily to industrial action in
support of their claims they were unwilling to disclose any information
which might indicate changes in the strength or weakness of their
bargaining position’ [21, p. 14]. It is further argued that any such
increase in militant behaviour is potentially damaging to the company
and ultimately self-defeating. Even if larger settlements do not actually
endanger the viability of the firm they certainly appropriate part of
current resources; this, in turn reduces the ‘investible surplus’, inhibiting
future development of the company which ultimately lowers the growth
of earnings and jeopardises future job prospects. If the rate of return to
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capital is depressed it also becomes more difficult to raise investment
funds in the capital market.

The extent to which this particular scenario is true is not at issue
here:25 the point is that if we take the argument on its merits then it
clearly implies that union negotiators take the short-sighted view to the
disadvantage of their members. On the other hand, to suggest that they
take a longer view and reduce pay claims or accept lower settlements
now, in the hope of higher future earnings, is implicitly asking for some
form of investment on their part by foregoing current consumption in
the expectation of larger real income in the future. It is reasonable to
suppose that rational investors, including most company managements,
when assessing their investment programmes, do so on the basis of the
best current information as to likely returns. Presumably union
negotiators and their members are no different in this respect, therefore,
if one argues that they should accept lower settlements now, they should
be informed of the reasons for expecting increased earnings later. This
would necessarily involve the company in discussing ability to pay,
investment policy, employment plans and the like. Paradoxically then
an argument originally proposed to prevent or minimise disclosure may
well be one of the stronger points in its favour.

The third objection to the more liberal provision of financial and
economic information is indeed extremely important as it relates to the
competitive position of the firm. It is a constant source of anxiety to
businessmen that information of a sensitive nature, i.e. dealing with cost
structures, efficiency indicators, pricing policy and future development
plans once revealed to the union or the company’s employees may
become known to competitors.26 The Confederation of British In-
dustries, for example, argues that:

The constraints which arise from competitive considerations are of
absolutely vital importance. It is in the interests of everyone in a
company that information should not be divulged if or at a time when
to do so would have adverse consequences. Job security might well be
jeopardised by inopportune or premature disclosure of information
relating to mergers, takeovers or changes of location. Information
about launching a new product or research and development should
not be divulged if or when to do so would harm the company’s
prospects of sustaining or gaining a competitive edge [23].

Similar worries have been expressed by the Consultative Committee
of Accountancy Bodies in its reaction to the disclosure provisions of the
Industry Act:
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We fear that having to carry on business in public in this way will
inhibit management leading to a lack of initiative and enterprise
rather than a regeneration of British industry. We have particular
concern over disclosure of future plans and research and development
information to employees, shareholders and others but it must be ac-
cepted that any requirement leading to possible premature disclosure
of future plans may be a disincentive to enterprise [24, para 10].

In particular the Committee is very concerned at the possibility that
foreign competitors may obtain significant competitive advantages over
British firms because they may be in a better position to avoid the impact
of the UK. legislation: this is obviously true of foreign companies
without a U K. subsidiary, but the C.C.A.B. is also dubious about the
law’s application to foreign-owned subsidiaries: ‘a Minister may be able
to require a foreign parent company with a manufacturing subsidiary in
this country to disclose information about the parent company’s plans
for the subsidiary: we doubt whether such a directive could be as
effective as one served on a British parent company’ [24, para. 9].
Whether such doubts will be borne out in fact we must wait and see, but,
in the meantime, a further result of extending disclosure legislation in
the United Kingdom may be to deter the flow of investment capital from
abroad. The basic problem underlying these arguments about foreign
competitors and investment is that we may be pushing back the borders
of commercial secrecy considerably further than our external rivals27
and the result may be costly as far as future employment and balance of
payments prospects are concerned.

A different but related objection concerns the question of joint
ventures undertaken by U.K. and foreign firms: quite obviously the fact
that the British end of the operation may be subject to extra disclosure
requirements may deter this type of co-operation. This type of difficulty
may occur, for example, where consortia are being organised to deal
with projects in other countries.

These anxieties about external competition and the future of certain
types of foreign co-operation derive, primarily, from the disclosure
provisions of the Industry Act insofar as these relate to company plans
or forecasts.28 As pointed out in Chapter 1 these clauses concern
disclosure to the Minister and the relevant departments but there is
provision for the data to be given later to trade union representatives.
Safeguards do exist to prevent sensitive information being passed on to
other parties but how effective these safeguards will be, must, at this
stage, be a matter of guess-work.
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Disclosure of company plans or forecasts constitutes a radical
departure in the U.K. legislation and may itself bring up several further
problems particularly in relation to budgetary information. Some
companies may draw up perspective plans or long-range forecasts which
do little more than delineate major objectives perhaps over a five- or ten-
year time horizon. If such forecasts are prepared at all, management is
unlikely to be too fearful about disclosing them as they are widely
acknowledged to be highly uncertain and speculative. Where short-term
planning or budgeted information is concerned, however, considerable
difficulties are likely to occur. Planning, over however short a time
period, is still extremely problematical: assumptions have to be made
about availability of inputs, prospective costs, market reactions, the
behaviour of major competitors etc. If any of these assumptions are
mistaken the chosen course of action may be totally inappropriate.
One very significant and almost inescapable difficulty is that the very
disclosure of plans or forecasts (or the assumptions on which they are
based) may have an ‘announcement’ effect, i.e. they may induce
behavioural changes which falsify them.29 A second problem posed by
disclosure of plans or forecasts has been pointed out by the Accountants
International Study Group in the context of profit forecasts: ‘if forecasts
were to be published regularly with explanations of variations between
forecast and actual performance, the prime management objective of
many companies might become the achievement of the profit forecast,
this would inevitably detract from management’s normal role and
proper aim of improving the profitability and efficiency of their
company on a medium-term or long-term basis’ [1, para. 19]. In other
words management may become committed to justifying the original
forecast rather than abandon a particular line of action.

A third objection relating specifically to budgetary disclosure may be
framed as follows: a budget is ‘a plan detailing a period’s operations and
actions in physical and monetary units’ [28, p. 216], therefore, it
performs two functions: (1) it disseminates specific instructions and
resources to various management agencies for implementing and
executing a programme; (2) it may act as a motivational stimulus and
serve as a measuring rod for assessing performance.

The first function is the more traditional role of budgeting [4] and it
may well be that this is what is uppermost in the mind of government and
trade unions when they request budget information. Stedry has pointed
out, however, that ‘it seems reasonable to suppose that it is the proper
task of budgetary control to be concerned with strategies for constant
improvement in performance’ [50, p. 147]. In this particular context,
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therefore, budgets may be prepared in such a way as to manipulate
aspiration levels and improve behaviour rather than determine detailed,
specific courses of action, i.e. the primary function is to motivate rather
than inform [5].

If government and/or trade unions are to be made privy to budgetary
details then the motivational dimension may have to disappear
altogether because non-attainment of a budget would appear to indicate
failure whereas higher management may have consciously set a non-
attainable standard. Consistent ‘failure’ of this sort would lead to union
(and perhaps government) representatives questioning the efficiency of
that particular level of management in circumstances where they may be
performing quite well.

This particular set of objections to disclosure of company planning
and budgetary information on the grounds of competitive position vis-
a-vis foreign rivals, effects on joint ventures and the possible reper-
cussions on the planning and budgeting process itself seem to us to be
cogent arguments. Business anxiety on these points is certainly quite
legitimate but nevertheless one or two points should be considered. If
the argument on competitively sensitive information implies that union
negotiators will deliberately divulge such information to the company’s
rivals we are doubtful. In the case of shop stewards as negotiators it is
difficult to see what they would gain for themselves or their members in
taking a course of action which damages the competitive ability of their
own firm. In the case of official union negotiators where they bargain
with different companies there may be a temptation to make cross-
company references in situations where parity arguments are being
deployed. In the last analysis, however, when one looks at actual
practice two facts stand out: in the U.S.A. where, as indicated earlier, a
limited form of disclosure has existed for many years, breaches of
confidentiality have not proved a significant problem; also in the U.K.,
during the period of productivity bargaining when ‘competitively
sensitive’ data was discussed with both stewards and officials, no case .
was reported of any trading of company secrets.

A further argument against the more liberal provision of financial
information revolves around the problem of confidentiality where the
rights of third persons or shareholders are concerned. The privacy of
third persons can be protected by adopting specific exclusion clauses as
was the case with the Industrial Relations Act 1971 and has been
reaffirmed in both the Employment Protection Act and the Industry Act
1975 where information and forecasts are not to be given to trade unions
if the relevant Minister considers that the information was originally
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given in confidence.30 The rights of shareholders also need to be
considered, however, as there is an ethical problem in disclosing certain
types of information to shop stewards or trade unions while the legal
owners of the firm are not consulted. The Stock Exchange has been very
concerned about partial disclosure of financial information but it has
largely looked at the issue in terms of mistakes or malpractices which
allow some shareholders to gain at the expense of others: ‘Directors
should not divulge price sensitive information in such a way as to place
in a privileged position any person or class or category of persons
outside the company and its advisors’ [51,p. 14].

There are no legal obstacles to prevent companies disclosing financial
information to union negotiators: it has been common practice to allow
government officials, banks and other potential creditors access to
confidential information. One may, therefore, take the pragmatic view
and argue that as long as shareholders are not substantially disadvan-
taged by disclosure to union negotiators the practice should be allowed.
On balance we think that members of the company will not suffer as a
result of greater disclosure, on the contrary they may well gain. Whether
it is ‘fair’ that the owners of the enterprise should be left in the dark
about certain aspects of the firm’s performance is ultimately a judge-
ment of value which each individual must make for himself, but in the
light of the knowledge that other groups are already ‘privileged’ in this
way.

A sixth argument put forward against disclosure is that it encroaches
upon and diminishes ‘management’s right to manage’. This really boils
down to a question of what constitutes managerial authority and how it
is exercised. Obviously management prerogatives have been restricted
increasingly over the past 30 years by challenges from inside and outside
the firm [38]. The solution here is to re-establish the legitimacy of
managerial authority and, as legitimacy implies acceptance, then
authority may only be regained in terms of ‘management by agreement’.
The existence of restrictive practices and non-cooperation clearly
reduces managerial discretion, so if disclosure can help to secure greater
agreement it may actually extend the area of management control.

The final objection to disclosure is a development of the second
argument: put simply it is that selective use of financial information,
particularly about ability to pay, will result in highly inflationary wage
settlements which cannot be absorbed by allowing profit margins to
shrink further, thus: ‘Some employers were sceptical of the whole idea
that greater disclosure of information would contribute to better
industrial relations and feared it might lead to greater militancy and more
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inflationary trade union wage demands’ [21,para.15, p. 14].

Given the desire to reduce inflation, it seems that disclosure may fly in
the face of government policy. It is vital, therefore, to clarify the role of
ability-to-pay indicators in an empirical sense by looking at their
influence, if any, on the rate of increase of wages. This is the objective of
our next chapter.

NOTES

1 The Liberal Party’s position is too well known to require specific reference. The
Conservative Party’s attitude is reflected in Sections 56 and 57 of the Industrial
Relations Act 1971 [32] and the White Paper on Company Law Reform [22].

2 Some game theorists have noted similar effects in studying artificial bargaining
situations [29].

3 There are, of course, those who are not so sanguine about the effects of participation
[52].

4 For some interesting comments on managerial ideology and attitudes to the firm see
Nichols [39].

S Parke v. the Daily News and others 1962 2 All 929—948 —in this case the judge ruled
that making ex gratia redundancy payments to employees of two other newspapers
was outside the legal competence of the directors that ‘this was not in the interests of
the company’.

6 See p. 28.

7 Theimplications of different behavioural views of the firm for management accounting
are examined by E. H. Caplan in [17].

8 Asimpleintroduction to these ideas is provided by Bohm [10]; similarly Pen [40] offers
a simple and stimulating review of the development of this idea.

9 For the distinction between unitary and pluralistic frames of reference see Fox [26].

10 See [12] —this and other arguments against disclosure will be dealt with below.

11 See McCarthy [37 pp. 32—4]. For a less pessimistic view see Clarke, Fatchett and
Roberts [19, p. 72].

12 See, however, Clarke, Fatchett and Roberts [19].

13 For a variety of conflicting views see Clegg [20], Blumberg [9] and Broadway [13].

14 Thus for example, Pigou’s The Economics of Welfare discussed these issues in some
detail in the 1920s. )

15 Or may be an obstacle to trade union recruitment.

16 The benefits of the information are only apparent when it has been collected by which
time costs have already been incurred: ex ante, one would need to assess the potential
benefits according to some probabilistic calculus which will, of course, vary for
different participants. The construction of such a calculus is extremely problematical.

17 See, for example [44, para. 112, p. 26] ‘A guarantee against redundancy is, therefore,
often regarded as in practice an indispensable prerequisite for any serious nego-
tiations’.

18 Yetanother party could be included here, i.e. customers — they too may be said to have
some interest in the company’s performance particularly in non-competitive in-
dustries.

19 See comments above, p. 36.

20 See also [38], [53].

21 The so-called single channel of representation school of thought is clearly seen in[34].

22 These are dealt with in considerable detail in Chapters S and 6.
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23 See Chapter 4.

24 Lyall [36] does in fact point to the need for improvements in this area.

25 For further discussion see Chapter 4.

26 Itisnot simply union negotiators or employees who may be regarded as ‘security risks’:
extensive disclosure to civil servants via the Industry Act 1975 is equally distasteful to
many businesses. See also Chapter 1.

27 Thus disclosure of company information under the Companies Acts of 1948 and 1967
already goes further than is the case in other countries.

28 For a more extcusive discussion of the Act see Chapter 1.

29 Thus they may cause trade unions or employees to behave in a different manner. If the
information gets into the hands of suppliers or competitors similar effects may occur.

30 See Chapter 1.
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3 Disclosure, Collective
Bargaining and Inflation:
Some Empirical Evidence

Among the various arguments put forward against greater disclosure of

company information to union negotiators perhaps the most important

is that the shift in bargaining power which such a policy is expected to
produce will result in an increase in the rate of wage inflation. Two
questions would appear to spring directly from this argument:

(1) To what extent can trade unions, by the exercise of their monopoly
power, exert continuous upward pressure on the wage level inde-
pendently of general economic conditions?

(2) Will greater knowledge of company information of a financial and
economic nature produce a rise in trade union pressure or ‘pushful-
ness’ and an increase in negotiated wage rates?

In Chapter 4 we shall be looking at the ways in which analytical
models of bargaining have dealt with information disclosure. The
purpose of this chapter is essentially empirical, i.e. to investigate the
above questions in the light of the considerable volume of econometric
evidence on the major determinants of money wages. The weight of this
evidence may help the reader to decide whether disclosure of economic
and financial information by companies is likely to add to wage inflation.
This issue has, of course, been given more point by the recent inflation
experienced in the U.K. and other Western economies.

We shall begin with a review of early investigations of aggregate wage
behaviour and then proceed to discuss some of the more recent
disaggregated studies. There were several preliminary ‘skirmishes’ [8],
[23] prior to the now famous article published in 1958 by Professor
A. W. Phillips [39] but this latter work is now regarded as the progenitor
of the empirical investigations which followed. This seminal contribution
is, therefore, highly important and deserves special attention.
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A. W. PHILLIPS

On the basis of data covering the period 1861 to 1957, Phillips tested the
hypothesis that the percentage rate of change of money wage rates is
largely explained by the volume of unemployment, measured as a
percentage of the labour force, and by the rate of change of this
unemployment. Phillips had, in fact, assumed that the rise in money wage
rates was really determined by the degree of excess demand for labour
but as this was, and is, not directly observable, he was forced to use
unemployment as a proxy. He further assumed that the relationship
between wage changes (AW) and unemployment (U) was non-linear,
arguing as follows:

When the demand for labour is high and there are very few
unemployed we should expect employers to bid up wages quite
rapidly, each firm and each industry being continually tempted to offer
a little above the prevailing rates to attract the most suitable labour
from other firms and industries. On the other hand, it appears that
workers are reluctant to offer their services at less than prevailing rates
when the demand for labour is low and unemployment is high, so that
wage rates fall only very slowly. The relation between unemployment
and the rate of change of wage rates is therefore likely to be highly non-
linear.

To estimate the relation, and in particular to capture the assumed non-
linearity, Phillips used a logarithmic transform of the following

equation: W=a+bU

where W is the percentage rate of change of money wage rates, U is the
percentage rate of unemployment and a, b and ¢ are constants.’

Two conclusions were immediately claimed on the basis of Phillips’
work: first the original hypothesis seemed to be supported; second, and
perhaps more importantly, the structural relationship between unem-
ployment and the rate of change of money wage rates seemed to be highly
stable for the whole period. This stability was somewhat surprising given
the institutional changes which had occurred over the years in question
and it suggested that money wages were fundamentally determined by
economic factors rather than the development of trade union activity and
the extension of collective bargaining.

A stylised graphical representation of Phillips’ basic equation is
described in Figure 3.1 below and for obvious reasons this relation has
come to be called the Phillips curve.
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While the overall regression curve LL relates wage changes and
unemployment, Phillips explored the effects of changes in the level of
unemployment by plotting the time path of successive observations of his
primary variables. More formal methods of estimating the effect of
changes in unemployment (AU) are used in later studies, but this fairly
simple technique of plotting the time path graphically allowed Phillips to
conclude that in most of the sub-periods covered there were marked
loops around the basic regression line. Thus, at any given level of
unemployment, if the rate of unemployment was falling the regression
equation underestimated the associated change in wage rates; on the
other hand, if unemployment was rising the equation overestimated the
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change in wages. These ‘distortions’ around the average relationship
between unemployment and wage changes seemed to follow the pattern
of the trade cycle: in the upswing of the cycle when unemployment was
falling (ie. AU was negative) the change in wages was larger than
expected from the regression line, and in the downswing of the cycle (i.e.
when AU was positive) the wage change was smaller than expected.
Several hypotheses have been put forward to explain this looping
behaviour but they need not concern us at this juncture.?
There are two further points of interest in the original Phillips analysis:
(1) assuming productivity growth of 2 9 per annum it was claimed that a
policy of price stability would be successful if aggregate demand were
maintained so as to keep unemployment at a little less than 23 %;

(2) prices play a rather insignificant role in the process of wage
determination and wages are assumed to respond only when very
large increases in the cost of living occur, induced, for example, by
import prices.

These two conclusions have clearly not stood the test of time but the
study was nevertheless extremely useful as it provoked a virtual torrent of
econometric work on the determinants of money wages over the
following decade and a half in the U.K. and abroad, especially in the
U.S.A.

In a follow-up study published in 1960 Lipsey [27] improved Phillips’
approach in a number of ways: first, he demonstrated more rigorously
the rationale for using unemployment as a proxy for aggregate demand;
second, he developed an alternative hypothesis to explain the looped

P
time paths and third, he included the rate of change of prices <F) and the

U : .
rate of change of unemployment (b—) to test for their effect as potential

explanatory variables.

In general Lipsey’s results supported and consolidated the Phillips’
relation: unemployment was certainly the most important factor explain-
ing wage behaviour in both pre- and post-World War I periods. Prices
appeared to have a relatively more important role in the later period but
the significance of the rate of change of unemployment appeared rather
dubious in view of the fact that its coefficient changed from a positive toa
negative sign over the two sub-periods. Despite these minor problems,
however, Lipsey’s study, taken with Phillips’ observations, certainly
seemed to show that trade unions and collective bargaining activity
played no substantial part in the determination of wages.
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Among several critical reactions which greeted Phillips’ 1958 article
[24], [43], one which is particularly interesting from our point of view
came from Mr Nicholas (now Lord) Kaldor [22]. The essence of
Kaldor’s position was that, while he accepted the statistical association
between unemployment and changes in money wage rates as well and
truly established, he did not accept the inference which Phillips (and
others) drew from it. Indeed, Kaldor offered a rival interpretation of the
figures which he felt would prove superior. The alternative hypothesis
proposed by Kaldor was that: ‘the rise in money wages depends upon the
bargaining strength of labour; and bargaining strength, in turn, is closely
related to the prosperity of industry, which determines both the
eagerness of labour unions to demand higher wages and the willingness
and ability of employers to grant them’ [22, p. 293].

The inverse relationship between wage changes and unemployment is,
therefore, attributed to:

(1) a positive causal relationship between wages and industrial pros-
perity; and
(2) a negative relationship between industrial prosperity and unemploy-
ment.
As it stands, however, the theory is fairly vague, as the expression ‘the
prosperity of industry’ can be measured in a variety of ways. Kaldor did
go on to make a quite specific prediction based on his rival theory: ‘If
instead of relating wage increases to unemployment and the rate of
change of unemployment, Professor Phillips had related them to the
increase in production, or to the increase in profits of the previous year, I
am confident that he would have found an even better correlation —for all
his periods, inter-war and post-war as well as pre-war . . .’ [22, p. 294].

In general terms, some variant of this bargaining power approach is
implicitly maintained by those who fear adverse consequences from
greater disclosure: they believe that the ability of unions to extract
concessions from employers is not constant, it varies with overall
economic conditions including the state of the labour market and the
state of the product market. The power theory is not of course
inconsistent with the Phillips curve as one might well argue, for example,
that high employment and tight labour market conditions weaken the
employer’s position vis-a-vis the union because:

(1) in the event of industrial action non-union labour is not readily
available as a replacement; and

(2) union members are less reluctant to strike.

Bargaining power theorists would go on to argue, however, that holding

conditions in the labour market constant, a significant independent
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influence on wages can be ascertained from the level of profits or some
other indicator of ability to pay.

The Kaldor variant of the bargaining hypothesis was, in fact,
exhaustively investigated on the basis of U.K. data by Lipsey and Steuer
[28]. Their study was, and remains, particularly interesting for several
reasons: in the first place, they specified and tested three versions of the
way in which profits might affect changes in wages; secondly, the relation
was investigated at both industry and aggregate levels over three sub-
periods, 1949-58, 1926-38 and 1870-1913; finally, almost as an added
bonus, they made some preliminary observations on other possible
specifications of the bargaining power theory.

The three major versions of the wage-profits relation considered were
as follows:4

1. The Phillips correlations between W and U can be explained away
by a causal relation between W and D plus a cross-correlation
between D and U. High profits cause wages to rise; but since high
profits and low unemployment figures happen to go together, a
statistically significant correlation will be observed between W and
Uus

2. Although both profits and unemployment may influence W, profits
are the more important of the two, so that profits will be
statistically a better explanatory variable than unemployment.

3. Whatever the relative importance of profits and unemployment,
profits do exert a significant influence on the wage bargain and they
will be statistically an important variable [28, p. 141].

For the most part the results obtained were more favourable to the
Phillips ‘unemployment’ explanation of wage changes rather than the
‘profits’ theory. This was particularly true of the post-war period when,
despite showing up rather weakly in the aggregate equation, the profits
variable collapsed completely as an explanatory variable at industry
level.

Only in the case of the inter-war period did the evidence support
Kaldor’s theory but even then in the attenuated form of hypothesis 2. As
a parting shot, however, Lipsey and Steuer suggested three further,
slightly more complex formulations of the wage-profit relation. They
took as their dependent variable the difference between the rate of change
of wages in each industry and the average rate of change of wages in
general.® This was then regressed separately against:

(i) the difference between the rate of change of industry profits and the
rate of change of aggregate profits;
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(ii) the ratio of industry profits to aggregate profits;
(iii) the ratio of each industry’s profit performance in the year in question
to its average profit performance in preceding years.

In none of these cases did the variables yield a statistically satisfactory
explanation for the behaviour of the regressand.

On the basis of U.K. data, therefore, the Lipsey-Steuer article dealt a
severe blow to the bargaining power approach to wage determination, at
least as far as the ‘profits’ version is representative of this theory. Their
study did not conclusively dispose of the bargaining theory because, as
the two authors themselves freely acknowledge, it is perfectly possible to
argue that profit, i.e. last year’s realised profit, is not the only, nor the best
indicator of business prosperity or ability to pay, and that other variables
would perform better. In other words the rate of change of wages may
still be the product of unions’ aggressive behaviour but that behaviour is
conditioned by and related to a mix of financial and economic variables,
some of which are examined further below. Second, further evidence has
shown that profits may in fact have an independent role in wage
determination. This evidence, which appeared after the Lipsey-Steuer
article came from two disparate sources: an O.E.C.D. report on wages
and labour mobility published in 1965 [31] and a series of investigations
of wage behaviour in the American economy.

The O.E.C.D. report obtained data on profits by industry for five
countries: the United States, Canada, Sweden, France and the UK. We
will shortly discuss the U.S. case separately as it certainly is the best
documented. For the other four countries relative changes in earnings
were correlated with the percentage change in profits in the same period
and in the previous period. The result was that while the lagged
relationship proved weak and unsystematic, the same period cor-
relations yielded a majority of positive relationships. The report further
pointed out that while the relation for the U.K. was considerably weaker,
it was primarily because ‘wage developments throughout the period
[1949-58] were strongly influenced by the inter-bargain spread of
arrangements made by wage round leaders. However, when a rather
different question is taken up, namely whether the differentiation that did
occur was in line with relative profit experience, the data appear to
support the hypothesis’ [31, p. 107].

Before turning to the American studies we ought to point out that
foreign experience of wage behaviour may not always be relevant to the
UK. In this particular case, however, it may indeed be helpful for the
following reason: demand theories of wage determination should
presumably stand up, i.e. display validity, in different environmental
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conditions as it is precisely the nature of such theories that institutional
structures make little difference to the underlying economic re-
lationships. There is a genuine difficulty, of course, in specifying the
correct proxy for aggregate demand so as to make results comparable,’
but, given that this measurement problem can be overcome, one would
normally expect a fair degree of correspondence of results. Most of the
early American investigations did in fact demonstrate the negative trade-
off between the level of unemployment and the rate of change of wages in
the U.S., but the relationship was considerably weaker than in the United
Kingdom. Thus, only tentative support for the basic Phillips relation
came from Samuelson and Solow in 1960 [ 44], while an extensive study
by Bowen [ 6] showed that other factors beside unemployment may play
a powerful role. Further, in two consecutive articles Bhatia looked at
factors affecting wages in the U.S. In the first [4], using data over the
period 1900-1958, he attempted to replicate the Phillips analysis; in the
second [ 5], he tested for the effects of profits and the change in profits as
explanatory variables. In the earlier paper he found no clear-cut evidence
for the unemployment/aggregate demand explanation of wage changes:
in the early years of the century, 1900-1932, a rather weak association
between variables was apparent, but even this fairly loose connection
deteriorated in the post-war period, i.e. 1948-58. Nor did Bhatia find any
relationship between wages and the rate of change of unemployment
over the same period.

The second article, following up these negative conclusions, examined
the influence of profits and the change in profits on wage changes. The
profit variable was defined as ‘the percentage rate of return on equity
before tax’, although Bhatia also argued that other definitions would
yield similar results. Monthly data were employed and he found that,
with a two-month time lag, the level and rate of change of profit
explained 80 % of the variance in wage changes with each independent
variable appearing as significant. With this kind of evidence he went on
to argue that profit gave a much better explanation of wage behaviour in
the post-war period than did unemployment. These results were prima
facie a complete rebuttal of the Phillips hypothesis, at least insofar as it
applies to the American environment. Insofar as each article isolated one
variable at a time it may be subject to the criticism that wages are
determined by the simultaneous interaction of several variables.

In the spirit of this criticism two further important studies appeared
[12], [36] which demonstrated a more complex set of relationships. The
investigation by Eckstein and Wilson published in the Quarterly Journal
of Economics tested a series of hypotheses about wage determination —
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some institutional and some economic. The major institutional hy-
pothesis was that wage settlements follow a wage leadership pattern with
a key group setting the example for a complete wage round. The
economic hypothesis was that both factor market (i.e. supply and demand
for labour as measured by unemployment) and product market (i.e. the
profit rate) would influence the rate of change of wages. The results of this
detailed investigation show that a wage round mechanism was indeed in
operation in the U.S. and that both unemployment and profits affect the
rate of change of wages, particularly in the key group where quite
extraordinary results were obtained, even after allowing for the relatively
small number of observations. Both variables proved significant at the
0.99 level and the coefficient of determination (R?) was .9975. It must be
added that nothing like the same degree of fit on profits and unemploy-
ment was found for wage determination outside the key group—only in
three of the eleven industries did the variables come out as significant at
the .95 level. Among their conclusions Eckstein and Wilson make the
following comment on the weakness of the Phillips relation in the U.S.:

Observers have puzzled over the wide scatter of points around a
Phillips curve for the United States, the curve relating wage changes to
unemployment. Our findings help to explain this looseness of fit. Since
profits and unemployment are both important variables and are not
highly intercorrelated, one cannot expect a curve plotting wage
changes against only one of the explanatory variables to fit the data
well. Further, the wage round mechanism is missing as well [12, p.
406] [Italics added].

The second important contribution to the explanation of wage be-
haviour in the context of a more complex model was that of Perry. The
essence of his empirical study was published in an article in the Review of
Economic Studies, 1964 [ 36] and was considerably extended and refined
in a carefully argued book which appeared in 1966 [37]. The basic wage
change function W =f(U) is made considerably more elaborate by:

(i) theaddition of a price change variable to capture cost of living effects

(P);

(ii) a variable to test for the effect of profit (R)—defined as net profits
after tax as a percentage of shareholders’ equity; and

(iii) in an attempt to gauge the impact of expectations he also allows for
changes in both the rate of profit (AR) and the direction of
unemployment (D,).

The general form of the model tested, therefore, becomes:
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W=f(U, D,, P, R, AR)

The direction in which unemployment changes proved to be insignificant
and added very little to the explanation of wage changes so it was
eventually dropped from the final estimating equation. The empirical
relation chosen by Perry as most representative of American experience
was:

W,=—4.313+0.367P,_, +14.71 1f11— +0.424R,_; +.796AR,
t
All the variables were highly significant and the coefficient of multiple
determination, i.e. the percentage of variation explained, was 87 %,.
This particular analysis merits our attention for several reasons. In the
first place, Perry’s justification for including a profit variable is highly
interesting, as he argues that:

the aspect of the bargaining situation most clearly identified with
profits is the ability of employers to pay a given wage increase. It may
not be entirely clear that profits are an appropriate measure of this
ability. For instance, if wage changes in a firm lead to price changes for
the output of a firm, all or part of a wage change may ultimately be paid
for, in some sense, through increased prices. As the ability of a firm to
pass on wage increases changes, say through a change in its degree of
monopoly power or in the prices of competing products, so too would
its resistance to a wage increase. But the first of these is a long-run effect
of little importance here, and the second would surely show up in the
profits of the firm in question, although imperfectly. More to the point,
however, the use of profits is not meant to capture all the dimensions of
a firm’s ability to pay a wage increase. Rather, the fact that this ability is
partially reflected in profits is one of the reasons for expecting profits
to help explain wage changes [37, p. 28].

In other words, the inclusion of profits may be taken to be a direct test of
the bargaining power hypothesis where profits or the profit rate act, in
this instance, as a proxy for ability to pay. The fact that each of the profit
variables used is statistically significant during the period studied may be
interpreted as lending support to the power-bargaining explanation of
wage changes, although not in the strong form originally suggested by
Kaldor. Something like the Phillips curve is discernible for the U.S. but it
cannot be drawn up except on the basis of very strict ceteris paribus
assumptions, keeping, for example, the price level and the profit rate
constant. In fact as Perry shows, there would be several Phillips curves
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depending upon one’s assumptions about prevailing profit rates. Figure
3.2 below illustrates this idea.

.
w

= 12% R =14%

R = 10%

FiG. 3.2

The suggestion is that at any given level of unemployment (i.e.
aggregate demand) there will be a number of possible rates of wage
increase depending upon the prevailing rate of profit—thus with the
profit rate at 10 %, the rate of wage change associated with U, is W, ; when
the profit rate is 12 %, wages increase at a rate of W, and when R is 14 %,
the rate of wage change becomes W,.

A further point of interest in Perry’s model concerns the role of prices
or the cost of living term. It has been suggested that the inclusion of prices
(i.e. some form of general price index) in the wage determination equation
will in fact capture any influence deriving from the profit variable — thus:

If profits are increased by expanding output and holding prices steady,
capital’s share ought to increase at the same rate as labour’s share
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(unless the process started in a recession when labor was being
hoarded, in which case labour’s share was above equilibrium).
However, if profits are increased through profits inflation or through
diminishing returns (demand-pull) inflation, then wage earners will
bargain for a share of the increased profits. In other words, wage
earners will bargain for a share of the increased profits when these
profits have risen through an increase in prices; otherwise they will not.
This relationship is completely captured by the price term in the wage
equation. Profits when added, make no net contribution and in fact
have a slightly negative sign in the regressions we computed [13,
p. 270].

The implication of this argument seems to be that there is some
generally accepted ‘equilibrium’ distribution of income between wages
and profit, and only when this equilibrium is disturbed do wage-earners
react by pressing for compensatory adjustments. Such a view is difficult
to accept for several reasons: it seems to regard trade unions and union
negotiators as essentially defensive, whereas one of the major objectives
of labour organisations has been to shift the distribution of national
income in favour of labour in general and their own members in
particular [50]; secondly, the gradual reduction in the profit share
experienced in many Western economies since World War II [38]
indicates that if such an equilibrium exists it has yet to be reached; and
finally, at an empirical level, as shown by Perry’s model, it is possible for
both prices and profits to enter the wage equation separately and,
therefore, for each to exert an independent influence.

The upshot of these studies of the American economy was to cast
doubt on the simple Phillips curve as a general economic phenomenon
and this in turn set off a reassessment of the relation for the U.K. Sceptics
could argue that the relationship between unemployment and the rate of
wage change only really held good in the period prior to World War I,
that it deteriorated badly in the inter-war period and that it was less than
stable in the years after World War II. This kind of destructive criticism is
empty, however, unless one has a hypothesis of equal (preferably greater)
explanatory power. As the profits theory had been analysed and rejected
for the UK., economists who favoured an institutional/bargaining
version of wage determination sought other possible explanatory
variables. Most obviously they could appeal to trade union militancy or
aggressiveness. But the basic problem here was to translate this rather
nebulous concept into a quantitative measure so that the hypothesis
could be tested in the conventional manner. One of the first re-
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interpretations of wage behaviour along these lines was that suggested by
Hines in 1964 [ 15]. He argued that pressure on the level of money wages
and, therefore, the rate of change of wage rates, were related to union
militancy and that the rate of change of unionisation could be taken as an
appropriate proxy for this militancy. The ‘Hines’ hypothesis, therefore, is
that:
W=fT,T)

where T is the rate of change of unionisation and T is the level of
unionisation.

When tested for the period 1893-1961 these variables accounted for
more than 80 9; of the variance in money wage rates. For the sub-period
1921-61 his estimated equation explained nearly 90 9, of the variation in
wage changes. This quite extraordinary set of results could quite easily
have been explained in terms of the more conventional Phillips analysis if
the rate of unionisation was itself determined by the level of activity in the
economy. Thus if increasing union membership occurs when aggregate
demand is high (producing low unemployment and tight labour market
conditions) and if membership is stagnant or contracts in periods of high
unemployment, then his main variable 7" would itself appear to depend
upon the strength of demand for labour. In fact, Hines went on to show
that the rate of change of unionisation could not be explained by such
factors as the level of unemployment, the rate of change of unemploy-
ment or previous changes in wage rates or earnings. He found instead a
strong connection with the rate of change of prices and a smaller, but still
significant connection with the level of profits. Moreover, he also
demonstrated that the demand theory of wage behaviour was relatively
less successful than his own ‘aggressiveness’ index in accounting for the
rate of wage change after World War I-whether demand is measured
simply by the level of unemployment or unemployment minus vacancies.
Indeed, in his multiple regression including U and T together the former
was found to be insignificant so that Hines was led to argue that
unemployment was not a determining factor in the rate of wage
change — particularly since the end of World War II. Similar conclusions
were derived about profits per employee, which again did not emerge as
an important factor in wage determination.

Hines’ theory and results which have been reiterated and further
developed in successive publications [16], [17] clearly support the view
that unions are an independent causal influence on the rate of wage
inflation. Despite the apparently powerful nature of Hines’ findings,
however, his hypothesis has attracted a great deal of sustained criticism
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[10], [14], [41], [42], [49]. As there is no underlying theory of union
behaviour from which the hypothesis is derived many economists simply
feel uncomfortable with what seems a rather ad hoc procedure: it just
does not seem very plausible to argue that union recruitment campaigns
are pursued in such a manner as to build up industrial muscle
immediately prior to a wage demand. Other economists have quarrelled
more directly with the model’s detailed structure: statistical and
theoretical objections have resulted in respecifying the dynamic structure

[49], redefining variables [42], rerunning the time periods [41] etc. but

the best that happens as far as the critics are concerned is that the

significance of T is reduced but it still remains statistically significant.

The rate of change of unionisation is not of course the only proxy one
could use to test a theory of wage behaviour based on union aggressive-
ness. Several studies have been undertaken in both the U.K. and abroad
using a different proxy for ‘pushfulness’, i.e. strike activity [2], [3], [14],
[48], [52]- The results obtained on this variable have been nothing like as
clear-cut and unambiguous as the Hines’ case for a number of reasons:
(1) first of all, strike activity is a difficult variable to define as it can mean

frequency, days lost or number of workers involved;?

(2) second, many ‘strikes’ go unrecorded and other types of industrial
action, e.g. overtime bans, a work-to-rule or go-slow may exert quite
as much leverage as an all-out strike;

(3) finally, as the regressand is normally the union/non-union differential
there is a priori ambiguity about the direction of causality and the
expected sign of the relation.

Thus it is possible to argue that union militancy causes wage inflation
or that wage inflation causes an upsurge in union militancy. It is also
possible to argue that an increase in strike activity will widen the
union/non-union differential so that a positive association between
variables is to be expected; alternatively one might postulate an increase
in strike activity when the differential is compressed — perhaps as a result
of other factors—in which case a negative association is to be expected.

Nevertheless, it must be remarked that, apart from the rather negative
conclusions reached by Ward and Zis in their study of 6 European
economies [52], most of the studies using some definition of strike
activity in their wage equations have picked up a significant positive
relationship.

A number of other investigations have been undertaken to assess the
possible impact of trade unions on wage inflation, these have dealt with
such factors as:

(1) industry profitability;
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(2) industry concentration ratios in order to reflect monopolistic
product-market conditions; and
(3) the proportion of the labour force found in trade unions.

These variables are not themselves measures of aggressiveness, but
‘permissive’ factors insofar as they allow any given level of militancy to be
more easily translated into wage increases. We have discussed in some
detail the role of profitability in determining wage changes at an
aggregate level. Studies by Segal [45] and Bowen [6] of the American
economy illustrate that profitability may play a small but significant role
in the wage equation at industry level and when combined with strong
union power and a high concentration ratio a large proportion of the
total variance in industry wage changes is explained. Levinson [25] has
shown in a later article, however, that by redefining ‘monopoly power’ in
terms of entry conditions rather than the conventional concentration
ratio the profit variable loses its explanatory power.

Studies of the effect of the level of unionisation on wages have a fairly
long history in economics [ 26] and the general view appears to have been
that, while it might have an ‘impact’ effect, displacing the relative earnings
of the newly-organized, it would not thereafter impart a continuous
upward bias on the wage level. More recent research has attempted to
assess the effect of unionisation by dividing the labour force into a
unionised and a non-unionised sector and then estimating a Phillips
relation for each. An early investigation along these lines by McCaffree
[29] showed that the Phillips curve for the unionised sector (L ,L, in
Figure 3.3) was less steep than that for the non-unionised sector (L L ,).
The implication seemed to be that the presence of unions could be a two-
edged sword: at certain levels of unemployment, e.g. greater than U,,
unions gave the wage relation an upward bias, but at levels of
unemployment less than U, they exerted a dampening effect on the
normal market adjustment process. This study had been performed on
cross-section data but similar effects had been picked up in Lipsey’s time
series analysis of the U.K. which is compatible with a hypothesis of
stronger trade unionism in each of his sub-periods [27].

Two later investigations by Vanderkamp in 1966 [51] and Pierson in
1968 [40], of the Canadian and American economies respectively,
indicated that the effect of unionisation may be to shift the relation
between wage changes and unemployment in an upward direction
throughout its length (i.e. L,L , in Figure 3.3) so that at any given level of
unemployment a higher rate of wage change is noted. It is also worth
pointing out that many studies of wage behaviour involving trade unions
indicate that the cost of living or price term becomes more significant:
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whatever else unions do they appear capable of making wages more
responsive to increases in prices.

Nearly all the research we have so far reviewed has accepted that some
kind of short-run trade-off between wage inflation and unemployment
exists, but it has also shown that the precise form of that trade-off can
change in different environmental conditions. Thus although in-
stitutional factors such as unionisation, product market conditions,
militancy, etc. may change the position and/or slope of the relation, it
remains discernible in most of the analyses,’ albeit in a modified form. In
the mid-1960s, however, (i.e. towards the end of 1966 and the beginning
of 1967) most of the Western economies, including the U.K., experienced
the onset of a simultaneous combination of accelerating inflation and
rising unemployment.!® This combination of increasing rates of wage
change with growing slack in labour markets was clearly not compatible
with the normal inverse correlation and seemed to indicate the final
demise of the whole Phillips curve approach. Some economists took it to
be a final vindication of the institutional wage-push interpretation of
inflation. Thus, to quote one eminent authority on the reaction to these
events:
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. .. the whole Phillips curve approach has suffered a severe set-back in
recent years as a result of the prevalence of a combination of
abnormally high unemployment and abnormally rapid inflation in the
United States and the United Kingdom. These phenomena are in my
view easily explicable in terms of the more sophisticated quantity
theory that has emerged in recent years, and which makes use of
complex models of expectation-formation and lagged responses of
price and wage determination to changes in macro-economic policies;
nevertheless, they have been widely interpreted by those whom I shall
refer to as ‘political economists’ as evidence that the Phillips curve has
broken down (or even never existed), that inflation is a matter of
sociology or ‘trade union militancy’, or the abuse of monopoly power
by giant corporations and that the appropriate remedy for it is some
form of social control over the determination of money wages and
prices, described generically as incomes policy [21].

THE COLLAPSE OF THE PHILLIPS CURVE

The apparent failure of the Phillips relation to explain the behaviour of

inflation in the later 1960s produced three types of reaction:

(1) those who held a wage-push theory of inflation saw it as a
justification of their argument;

(2) some economists attempted to explain the breakdown of the
relationship by investigating more closely the adequacy of unem-
ployment as an indicator of excess demand;

(3) the third approach was to introduce a price term into the wage
equation to reflect price expectations and thereby construct an
expectations-augmented excess demand theory of inflation.

We have already discussed much of the empirical evidence dealing
with institutional influences on the wage relationship at an aggregate
level, so we shall briefly deal with reactions (2) and (3) before turning to
some of the less highly aggregated studies of wage behaviour which have
been done recently.

The notion that unemployment ceased to be a useful indicator of the
pressure of aggregate demand towards the end of 1966 has been
investigated by Taylor [48] and Bowers, Cheshire and Webb [7]. Taylor
finds that if adjustments are made to the unemployment variable to allow
for changes in the pattern of labour hoarding and if some allowance is
made for union militancy (via the number of stoppages) then the Phillips
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curve ‘reappears’ particularly when these variables are regressed against
weekly earnings. Similarly Bowers, Cheshire and Webb are led, after
extensive investigation, to conclude that an increase in ‘structural’
unemployment (i.e. a situation where job vacancies and unemployed
workers can coexist because the latter do not have the correct skill, for
example) had occurred. They go on to argue that if the increased
‘structural’ component is allowed for an excess demand explanation
adequately covers the experience of the late 1960s.

The problem with both of these approaches is that while they may very
well help to explain why the Phillips curve or excess demand hypothesis
remains tenable until 1970/71, it becomes progressively more difficult to
explain subsequent experience through to 1975. With unemployment in
the United Kingdom in excess of 59, the least one would expect is a
levelling off in the rate of wage inflation — instead of which it continued to
climb beyond 259, per annum. Clearly in these circumstances the
structural hypotheses simply will not do.

The introduction of price expectations into models of inflation
appears to offer a substantial advance in our understanding of in-
flationary processes as they gather momentum, and, it is argued, can also
help to explain the wage-price explosion which occurred from the late
1960s onward. Thus, Parkin has argued that:

The combination of a large budget deficit and an increase in the rate of
monetary expansion creates an overheated economy. The overheating
normally takes the form of overtime working, longer delivery lags and
inventory reductions. However, the secondary response is for wages
and prices to be marked up at a faster rate. Since in a complex
industrial economy the output of one stage is the input of subsequent
stages of production, these initially rising prices and wages are
transmitted through the economy as increased costs to others. This
leads to further rounds of price and wage rises. If such a process
persists for long enough, a third stage of the transmission mechanism
comes into force: namely, an upward revision of inflation expectations.
Such expectations, if firmly enough held, will lead firms and unions to
raise wages and prices by the amount which they anticipate others will
be raising theirs, quite independently of the current state of demand

[32].
The basic hypothesis, therefore, is that: .
W=f{U)+AP¢ where 0 <A<1and P* represents price expec-
tations.
The effect of introducing price expectations in this way makes the
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position of the Phillips curve vary in the wage-unemployment space.
Thus in Figure 3.4 below, the original Phillips curve can be drawn up as
C, and with inflation expectations of zero the normal trade-off between
money wage rates and unemployment holds. As price expectations
adjust to on-going inflation within the economy the money illusion
disappears and in bargaining for, or being offered higher real wages,
money wages must be notched up to cover the expected increase in
prices —thus the curve shifts outwards in a north-easterly direction to C,,
C,, etc.

The coincidence of rising wages and rising unemployment can
therefore be explained for the late 1960s and the 1970s in terms of a
continuous upward shift in price/wage expectations. Just such a model
has been tested by Parkin, Sumner and Ward who conclude that the
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expectations variable contributes very highly to the explanatory power
of their equations [35]. The key question in this kind of research is, how
are expectations conditioned and formed? Two approaches to this issue
are possible and have been tried: the first is to assume at the outset that
current expectations about the behaviour of future prices are simply an
extrapolation of previous experience. The so-called adaptive expec-
tations model therefore assumes that the present state of expectations is
simply a weighted average of all past rates of inflation. As one would
expect, the weights are chosen in such a way as to give greatest emphasis
to recent experience [46]. The problem with this kind of approach is that
one can never be sure that the weighting system is correct and it does
assume that unions, firms and individuals learn in a very automaton-like
fashion. There is no room here for the intrusion of one-off
political/economic events like the oil price increases of 1973/74. The
second approach to the formation of expectations, therefore, is to sample
expectations directly via surveys like that of the C.B.I. or the Financial
Times on the state of business confidence. This questionnaire-type study
was used by Parkin and Carlson [33] to derive a series for the expected
rate of change of prices in the U.K. and they found that the adaptive
expectations model conformed reasonably well to the behaviour of this
empirically derived series.

There is no doubt that considerable insight into wage behaviour has
been gained by allowing for expectational adjustment. Studies of
inflationary expectations have gone a long way towards re-establishing
the demand/monetary interpretation of inflation which was badly
shaken by the post-1970 wage-unemployment explosion. They have also
shown that while the old-style Phillips curve may still operate in the
short run, over the longer period it may become considerably steeper or,
in the limit, disappear completely as inflation becomes fully anticipated.

With these models we seem to have come full circle as trade unions and
institutional factors play a negligible role compared to, say, the rate of
expansion of the money supply. We must, therefore, at this stage offer
some tentative conclusions regarding our first problem: namely, the
ability of unions to exert pressure on the wage level. While much of the
evidence, especially concerning the relationship between wages and
profits is open to rival interpretations of a ‘demand’ or ‘push’ type,
certain other studies are much less ambiguous. Thus, investigations
which proxy union militancy or which measure the ‘power’ variables,
such as concentration ratios and degree of unionisation, demonstrate
that trade union activity does result in greater pressure on wage levels in
labour markets. To this we may add that spillover effects, wage transfer
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mechanisms and key bargains constitute a further dimension through
which labour organisations may induce inflationary bias in the economy.
There are certain high levels of aggregate demand (and presumably
certain low levels) at which the trade union influence may be swamped,
but within these ‘extremes’ there is a discernible union effect.

The second problem, with which we started this chapter, concerned
the degree to which knowledge of company information might itself
produce an increase in union ‘pushfulness’ and negotiated wages. This
hypothesis is virtually impossible to test directly as we really need to
compare situations which are alike in every respect except for availability
of information to union negotiators; any difference between wage rates
(or the change in wage rates) could then be ascribed to the impact of the
more freely available data. The same problem bedevils all types of
economic investigation but is particularly acute in this case as there is no
official, systematic publication of data on wage settlements concluded at
company level.

At this stage, therefore, we must content ourselves with a rather more
limited question: is there any evidence to demonstrate that wage
increases are related to financial and economic variables at the level of the
firm? Are some of these variables more important than others? In an
early study Brown [9] demonstrated that the inter-industry wage
structure is influenced by ability to pay where the latter was measured by
a set of different indicators, some financial, others economic. These
indicators included:

(1) value added per man-hour;

(2) concentration of the industry;

(3) profitability measured by ratio of profit to sales;

(4) ratio of payroll cost to value-added,;

(5) employment mix in terms of male/female composition;

(6) change in employment.

Significant, simple correlation coefficients between average annual wages
and each of these variables except for (4) were obtained. In particular the
productivity, market structure and profitability variables had coefficients
of .471, .406 and .411 respectively. Moreover the multiple correlation
coefficient between wages and expected ability to pay as measured by the
6 indexes was R = .861, i.e. inter-industry differences in the ability to pay
variables explained almost 75 9 of the inter-industry variance in wage
levels. Similarly, in a study of negotiated wage increases, Sparks and
Wilton [47] used a sample of 133 individual contracts collected over the
period 1951-65 for a cross-section of Canadian manufacturing. The
dependent variable in this case was the percentage change in hourly wage
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rates and this was regressed against the rate of unemployment, the rate of
change of unemployment, profit as @ percentage of total assets, relative
productivity, the growth of employment and relative wages. In some runs
the equation was extended to include a strike dummy and certain
variables used to capture possible interaction effects, e€.g. productivity
x relative wages, unemployment x rate of change of prices. Unemploy-
ment, profitability, the price term and the unemployment/price in-
teraction variable performed consistently well; results on the use of other
variables were mixed, e.g. employment gowth and relative wages were
insignificant in some equations but with the inclusion of relative
productivity, relative wages become significant.

These studies, however indicative of the financial and economic factors
which may determine wages, either in terms of overall structure (Brown)
or in terms of individual contracts (Sparks and Wilton) are still
conducted at too high a level of aggregation to answer even our modified
question about the effect and importance of company information on
company wage settlements. This particular issue has been taken up by
Horwitz and Shabahang [18] who have looked at the relationship
between published accounting information and company wage increases
in the United States.!! These authors point out that in many arbitration
cases in the U.S. the concept of financial ability to pay is frequently
mentioned. It is also referred to in submissions to the National Labor
Relations Board and other official wage review bodies. The concept is,
however, fairly nebulous and can be measured in several different
ways — see for example Chapter 6 below. Horwitz and Shabahang select 7
variables which could be taken to represent various aspects of ability to
pay. These variables are derived from company accounts and are as
follows:

(1) net operating profit as a percentage of sales;

(2) total sales divided by net worth;

(3) rate of investment in plant and equipment;

(4) current assets divided by current liabilities, i.e. the current ratio;
(5) dividends per share;

(6) accounting net income divided by total assets;

(7) earnings per share.

The rationale for choosing this particular set of ratios is that indicators
1, 2 and 3 are to represent productivity at the level of the firm; 4 and 5
obviously show the short-run liquidity of the company as they indicate
working capital and a potential call on working capital; finally 6 and 7
clearly represent the firm’s overall profitability. These constitute the
independent variables in the analysis. Horwitz and Shabahang then
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relate these variables taken from reported data in period t—1 to wage
increases in period t. A one-year lag is used on the simple assumption
that expectations about future financial variables help to determine
current wage increases and these expectations are themselves a function
of previous values of the variables.

The data on which the calculations are based comprise 205 obser-
vations taken from 15 companies over the period 1945-65. The results of
their analysis demonstrate that two variables only are associated with
wage increases to a significant degree, i.e. at the 959 level. These are:
(1) profit divided by sales—the mark-up variable;

(2) dividends per share.
The first enters with a positive, the second with a negative sign.

In an attempt to investigate further the results obtained by Horwitz
and Shabahang the present writers conducted an essentially similar
study for the UK. Unfortunately, data limitation at this level of
disaggregation is even more severe in the United Kingdom. The fact that
no systematic collection of company level wage settlements is under-
taken by any official body implies that rather ad hoc procedures had to be
followed. Also, given the periodic imposition of incomes policies in the
UK. over the past 30 years, the use of time-series data becomes
problematical as government intervention may distort any underlying
relationships. Thus, we were confined to a cross-section analysis on a
sample taken in a year when no incomes policy was in operation. In all,
some 117 observations of company wage settlements were obtained for
the year 1971-72.1% The relevant financial data for the same companies
were collected for the financial year preceding the settlement [taken
from 30]. Percentage wage increases were then regressed against a
similar set of variables to that used by Horwitz and Shabahang: a minor
modification was introduced insofar as we employed the figure for gross
profitin preference to the net concept in variables 1 and 6. As a test of the
hypothesis:

W=ag+a;x,+a,x,+a3x3+asx,+asxs+agxg+a,x,+u

Where:
W = percentage wage increase
x, =total profit/sales
x, =sales/net worth
x5 =increase in plant and equipment
x, =current assets/current liabilities
x5 =dividends per share
x¢ =total profit/net worth
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X, =earnings per share
The following results were obtained:

W =14.57366 + 7.75381 x; + 0.28259 x, — 0.00002 x 3

(6.90) (0.51) (1.76) (1.11)
— 1.99477 x, — 0.08431 x5 — 3.91811 x4 + 0.06261 x-
(1.78) (1.17) (0.48) (1.68)
t.=1.67 for 95 %, confidence level, one tail test
R*=1049

One or two comments appear to be in order, though in many ways the
poverty of these results speaks for itself. First of all these results fail to
support the hypothesis. Three variables come out as apparently signi-
ficant:

x, —sales divided by net worth;
x, —current assets divided by current liabilities;
X, —earnings per share. ’

Considerable collinearity was expected on a priori grounds and was
borne out from the correlation matrix, particularly between x, and x4, x5
and x,, thus interpretation of the ‘¢’ statistic is in these cases fairly
meaningless. In fact, only the variable indicating the short-run liquidity
position was both significant and not strongly correlated with any other
variable. The R? is also extremely low at 10 %, even allowing for the fact
that cross-section results tend typically to be on the low side.

On the basis of these results, therefore, the underlying hypothesis, that
published company data on ability to pay can affect wage increases, must
be regarded as very doubtful. We cannot reject the hypothesis entirely,
primarily because the data on which it was tested are clearly not very
satisfactory. Nevertheless, until better data are available we must make
do with what very limited resources can manage to uncover. Secondly, of
course, it may be that different combinations of data are used in
bargaining, although from our knowledge of the use of company
information in bargaining (see Chapter 5) this particular objection seems
very unlikely.

If we may summarise this chapter very briefly: it is felt by some that
further disclosure of company information will produce greater in-
flationary pressure from trade unions in the form of higher wage
demands. We have seen that the first assumption implicit in this
argument, i.e. that unions can influence the rate of wage inflation is, on
balance, supported by a great deal of macro-economic evidence,
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although considerable disagreement remains. The second assumption,
that greater disclosure will increase union pushfulness cannot be directly
tested. When we examined the modified version of this assumption there
was some conflict of evidence: Brown’s study for the U.S. shows that
industry wage /evels may be determined by ability to pay, but of course
here ability to pay is measured by a different set of variables than those
used by Horwitz and Shabahang who tested for the effects of published
accounting data on wage increases. The evidence for this particular
relationship does seem to be rather weak but several caveats are in order:
(1) the absence of any correlation between wage increases and the
variables used may not preclude other possible financial factors
being determinants;
(2) thelagsystem chosen was the simplest possible and may not catch the
underlying relationship;
(3) finally, other factors of a more general economic nature influence
wages and these may reduce the effect of company information.

NOTES

1 The actual relation obtained by Phillips was W +.900 =9.638U ~1-3%4,

2 It was clearly not refuted.

3 The behaviour of the loops themselves was not very stable—in the 19th century they
behaved according to a clockwise time-path; in the 1950s they were anti-clockwise. The
interested reader may wish to consult [11], [27].

4 W is the percentage rate of change of wages.

D, is an index of real profits, i.e. money profits deflated by a price index.
U is unemployment as a percentage of the labour force.

U is the percentage rate of change of unemployment.

D, is the percentage rate of change of profits.

5 As Lipsey and Steuer point out, this is essentially the Kaldor hypothesis —the other two
versions tested are weaker versions.

6 Hourly earnings were in fact used.

7 Unemployment figures for the U.K., for example, are not strictly comparable to those in
the U.S. The American figures are arrived at by sampling techniques; the British figures
are a count of those registering to claim unemployment benefit. To make some form of
direct comparison, the U.K. figure should be revised upward by as much as 50 %,.

8 Or some composite of all three. See [52].

9 The major and important exception being that of Hines.

10 The process has been even more marked in the 1970s.

11 A further, more recent study by Tomczyk [50 ] has come to our attention. This extends
the work of Horwitz and Shabahang by employing more variables in a multi-variate
framework but is essentially similar in terms of its theoretical approach and
conclusions.

12 For sources, see [19], [20].
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4 Collective Bargaining
Models and the

Theoretical Role
of Information

Although there are a number of useful surveys of the literature on
collective bargaining models already available [2], [3 ch. 2], [4, ch. 2],
[13, sec. L] none of these is specifically concerned with the question of
the role of information disclosure. This chapter therefore looks at the
same field as earlier authors but with rather a different purpose in mind
and consequently may give a slightly unusual emphasis to certain
features of the models. In addition, we have found it necessary to refer to
published results of empirical research from sources which may not be
readily accessible to the person we imagine to be the ‘average’ reader. To
these extents the contents of this chapter may have a certain novelty of
appearance.

However, the bulk of it is certainly not novel but is nevertheless
included here with the intention of providing an introductory guide
(primarily aimed at the management/accounting reader) to a field of
enquiry which can, on first acquaintance, be fairly overwhelming in the
variety of methods of analysis employed and conflicting conclusions
reached. Amongst other things we can be criticised for perhaps paying
too much attention to models which are untested and often inherently
untestable. Regrettably, these are often precisely those which offer the
clearest insights into the possible effects of information disclosure. Our
first concern has therefore been to examine a representative set of
collective bargaining models from the point of view of their possible
theoretical implications for the role of information. Once this ‘academic
incest’ has been consummated we turn to the question of which of the
various theoretical implications for information disclosure may rest on
satisfactory empirical evidence. To have proceeded the other way around
would, as we shall see, have meant dismissing the bulk of the theoretical
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literature without consideration and, perhaps, thrown out the baby with
the bathwater from a prescriptive point of view.

COLLECTIVE BARGAINING MODELS AND INFORMATION
PROVISION

There are probably as many ways in which the numerous bargaining
models so far developed can be classified as there are individual models.
One possible classification is that models may be characterised as
basically deductive or inductive in origin. For example, some writers in
the field, particularly the earlier ones, have built up almost purely
deductive models of bargaining using a minimal set of behavioural
axioms and institutional assumptions. A whole class of game theoretic
models fall into this category and are characterised by their con-
centration on predicting the outcome rather than the process of
negotiations. Indeed, the earliest models of this type virtually ignored the
fact that negotiations occupy a time span. But, in practice, the fact that
negotiations take time means that factors such as learning, search and
expectational adjustment (each of which may be crucially related to the
question of information provision) have a chance to come into play. For
our purposes, then, we deduce that an explicit modelling of the
negotiating process is necessary if we are to evaluate the effects of
information on bargaining outcomes. To that extent much of the game
theoretic literature proves to be of very little relevance to our primary
purpose but is nevertheless fairly extensively covered because of its
relationship to much of the empirical research to be discussed later. A
number of ‘deductive’ type models do, however, exist in which the time
occupied by negotiations is treated as an important variable. Not
surprisingly these offer far more interesting conclusions about the role of
information than the straightforward game theoretic type and we
therefore spend some time examining the implications of perhaps the
most influential of these quasi-temporal models.

The final class of models discussed, the behavioural models, are
basically inductive in nature, usually involving a set of behavioural
assumptions culled from observations of negotiations in practice.

We shall see that, typically, these assumptions are simultaneously
richer in descriptive content and less quantifiable than those used by
deductive modellers." Thus, these models can be criticised as being of
more potential use in interpreting behaviour than predicting it. A good
model of the behavioural type can, however, throw light on the possible
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role of complex variables (such as information provision) with which the
more abstract deductive models may be ill equipped to deal.

In fact, none of the models examined below can be classified as either
completely deductive or inductive. Rather, a sort of spectrum seems to
exist between the more deductive and inductive type models which also
tends to involve a ‘trade off” between quantifiability of predictions on the
one hand and realism of assumptions on the other. This spectrum
roughly corresponds to our order of treatment below of:

(@) game theoretic;

(b) quasi-temporal; and

(c) behavioural models of bargaining.

Non-behavioural models of bargaining are normally related to the
distributive bargaining situation, i.e. one in which the possible aggregate
pay-offs are already determined and the parties are simply concerned to
negotiate their distribution. So, for simplicity, we can illustrate the
essential features of the earlier models below by reference to management
and labour (represented as 2 collective ‘actors’ or ‘players’) negotiating
over the size of a single variable—‘the’ wage rate to be paid. This is
obviously only one, possibly over-simplified, example of a negotiating
situation but is sufficient to illustrate certain fundamental points about
the role of information in most bargaining models.

THE GAME THEORETIC APPROACH

Probably the most familiar form of game theoretic situation is the 2-
person, constant sum game [ 8, ch. 4]. The essence of such ‘games’ is that
each of the two opposing ‘players’ is confronted by a choice between a set
of possible actions, the outcome of each of which is variable, depending
on the choice made by the other player. It is assumed that the outcome of
all possible pairs of action choices are known to both players in
advance.?"?

Consider, for example, a situation in which the total ‘utility’* available
for distribution is 10 units.> Suppose labour is faced with a choice
between putting forward a low (L) or high (H) wage claim which, if
management agreed to it, would involve a split of either (5,5) (labour,
management) or (9,1) of the total. Suppose also that management can
take either a soft (S) or tough (T) line in negotiating. The soft line involves
settling on the terms of labour’s claim (whether high or low), whilst the
tough line involves further bargaining which will eventually result in
either a (2,8) or (4,6) split of the total of 10 depending on whether labour
made a low or high claim in the first instance. This information can be
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shown compactly in the form of a ‘pay-off table’ (Figure 4.1). We have
added a further column and row showing the minimum pay-offs for each
action choice by labour and management respectively. As can be seen, the
best of these worst alternatives for each party (4,6) corresponds to one
box (H, T). In this case, each party should take a relatively hard line to
ensure the best possible pay-off when faced with an opponent as ‘rational’
as himself.® The decision rule which involves choosing the ‘best of the
worst’ alternatives is called the maximin criterion but is in fact only one
alternative in a whole series of possible decision criteria which have been
suggested in the game theoretic literature.” In fact, for the simple example
given above it does not matter which of the usual decision criteria is used
since the action pair H, T is plainly a dominant one (H is consistently
better than L in terms of the pay-off for labour while T is always better
than S for management whatever the other player does). This is not
necessarily always the case.® In fact, the possibility that different decision
rules may give rise to different (or even indeterminate) action choice
selections is one drawback to using this form of game theoretic approach
to predict the outcome of negotiations. The same difficulty applies a
fortiori to the solution of the so called ‘variable sum games’ which may be
met more frequently in practice than constant sum games.’

Whether the pay-off table indicates that we are dealing with constant
or variable sum games, however, the assumptions about information
built into general game theoretic analyses are similar.

As pointed out in note 11 it is assumed that both parties have perfect

Management’s Minimum
choice pay-off for
s T labour
L 5,5 2,8 2
Labour’s J
choice
H 9,1 46 4
Minimum
pay-off for 1 6 h
management :

FiG. 4.1
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information about the utility values involved in the pay-off matrix
(both their own and the other player’s). What they do not know directly,
however, is what choice the other player will make from amongst his
alternatives. Assumptions may be made about the probability of the
opponent choosing a particular course of action but this is a different
matter from having information on what the choice will actually be.
Nevertheless, on the assumption that the opponent is a rational decision
maker, a prediction of what the opponent will do may sometimes be
derived from knowledge of the pay-off table (as in the above example).

It has already been noted that the pay-off values may themselves be the
predicted outcomes of a series of sequential choices on the part of the
player, i.e. they are valuations of alternative strategies. Thus, perfect
knowledge of the pay-off table implies perfect predictions of all factors
affecting the outcome of alternative strategies taken to infinity for both
parties. From our point of view this means that all information relevant
to both parties in negotiations is assumed to have been taken into
account in arriving at the pay-off table values (presumably in some ‘pre-
play’ phase of the negotiations). In effect then, any elements of the
negotiating process which involve information provision as a variable,
e.g. bluffing, persuading and rationalising tactics, are taken to be
completed before the game theoretic analysis begins.'® Thus, three
assumptions of general game theoretic modellers —rationality, perfect
knowledge and play independence of pay-offs — preclude the possibility
that disclosure of information can have any significant role to play within
such models. Even with the benefit of these simplifying assumptions,
however, many games ‘solved’ by such methods simply yield a set of
potential solutions rather than pointing to a unique outcome.

There are, however, a series of game theoretic bargaining models
which do generally predict a unique solution and which, since they have
also had an important seminal effect on later model builders, are worth
looking at individually. We refer to the models of Nash [9], Zeuthen [ 18]
and Pen [10].

J. P. Nash [9]

Although we have just used an illustration in which each player has only
two possible alternative strategies to choose from, in practice the ‘pay-off
matrix’ will probably be characterised by a very large number of possible
cells. In such cases the pairs of pay-off utilities available to the parties may
be more conveniently shown in graphical form. Thus, in Figure 4.2, U,
represents the utility of management and U, the utility of labour. If we
assume that utility can be represented in the Von Neumann-



86 Accounting Disclosure and Collective Bargaining

Y

A

Cc

0 D B Un
FiG. 4.2

Morgenstern [ 15] sense, i.e. with arbitrary origin and arbitrary measur-
ing units (like the Fahrenheit scale on a thermometer),'! we can
conveniently assign the value of zero utility to the ‘no-agreement’
outcome for both players.!? Points on the line AB then represent the
possible incremental utilities to be gained by the players when they adopt
the various alternative strategies which lead to agreement. A line such as
AB will therefore represent the utility frontier for a pair of bargainers.
(Where the locus of possible utility pairs is a straight line such as AB, we
clearly have a constant sum game situation, as in the earlier example.) It
will be determined by the joint objective pay-off possibilities and each
player’s utility function for goods and/or money. In the more general
case, therefore, non-linearity of either utility functions or the objective
pay-off substitution rate may lead to the frontier taking a non-linear
form such as CD.

Of the possible outcomes represented by lines such as AB or CD, the
Nash analysis is able to predict a particular solution which is usually
unique. This is done by prespecifying certain conditions which a solution
should fulfil. These conditions are:

(a) Pareto optimality —the outcome will lie on the northeast frontier of
the set of possible outcomes, i.e. on 4B or CD in the diagram, which
means that no better outcome for one player can be obtained
without simultaneously reducing the other player’s utility.13

(b) Symmetry —if the sets of attainable pairs of values of U, and U,, is
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symmetrical with respect to the line U,=U,, the solution point
should lie on that line.

(c) Independence of irrelevant alternatives — the solution should not be
affected by the removal of possible outcomes from the game which
are neither the solution nor the non-agreement point.

(d) Transformation invariance—order-preserving, linear transfor-
mations of the utilities do not change the solution, i.e. the same ‘real’
outcome must result whatever the scale on which we choose to
measure the players’ utilities.!*

Using these axioms, Nash showed that the outcome of the game would
be that one which maximised the product of the players’ utilities.!® In
general, this would predict a unique agreement point. Because of the
restrictiveness of the assumptions however, it has been suggested that,
rather than predicting what will happen in a bargaining situation, Nash’s
model shows what should happen. As such it may be of some interest as a
comparative yardstick, e.g. for the use of arbitrators concerned with
finding a ‘fair’ solution. Whether or not Nash’s model has normative or
descriptive value the fact remains that for our purposes it encapsulates
the drawbacks with respect to the general role of information in game
theoretic models mentioned earlier. That is, the incremental use of
information is essentially buried in the concept of a strategy and thus
already summarised in the pairs of utility values from which the Nash
analysis starts.

F. Zeuthen [ 18]

Zeuthen’s bargaining model is earlier in origin than that of Nash but has
more recently been shown [6] to predict a point of agreement
corresponding to that of Nash, although the Nash solution is reached
from rather a different angle. Zeuthen’s model is of interest to us in that it
seems to extend the Nash analysis so as to include a description of the
bargaining process. We begin, in Figure 4.3, with a management-labour
utility frontier, CD, as before. It is then assumed that each party begins
with a demand for an outcome on the frontier which is relatively
favourable to themselves. Thus, U; represents the utility of the ith party
as proposed by the jth (i=/, m; j=1I, m) (ie. U,, is the utility for
management proposed by labour etc.).

Using expected utility as a decision criterion Zeuthen asks what will
be the maximum probability of non-agreement a bargainer will accept in
the risky option of either holding out for his own demand or accepting
the other’s offer. In the case of labour immediate agreement to
management’s offer would give a pay-off of U,,, with certainty, whilst
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FiG. 4.3

holding out for labour’s own demand will have an expected value of
(1—P)U,,, where P, is the probability of non-agreement as perceived by
labour (with the utilities of non-agreement being set at zero, as before).
Thus, a critical value of P, will be given by:

Um=(01-P)U,
3 Ull - Ulm
€. Pp=————
ie ) T
and similarly, for management:
Umm - Uml
p,=——"
" Umm

Zeuthen then assumes that each bargainer compares his critical value
of the probability of non-agreement (his ‘risk willingness’) with his
perception of the probability of non-agreement. The player will concede
if the perceived probability of conflict exceeds his risk willingness. To
articulate the model, Zeuthen makes the rather questionable additional
assumption that the perceived probability of conflict is equal to the risk
willingness of the other party (which he can compute, having full
knowledge of the other’s utilities). As a result, the player with the lower
risk willingness will make the first concession, i.e. labour will concede
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first if P, < P,, and vice versa. The concession is assumed to take the form

of a lowering of the relevant player’s demand to the ‘next feasible

outcome’,'® from which stage the process can be repeated. By a

succession of such concessions it can be shown that, in general, the final

outcome will be the same as that predicted by Nash, i.e. that at which the
product of the players’ utilities is maximised.'’

Zeuthen’s model is intuitively appealing in that it appears to fit most
observations of the course of negotiations in practice — offer and counter-
offer with concessions converging on an intermediate settlement point.
However, there are two important reservations about the model’s
practical usefulness:

(a) specifically: the essentially arbitrary equation of the perceived
probability of conflict with the actuarially computed risk willingness
of the other party;

(b) more generally: the underlying (perfect knowledge) assumption that
each bargainer is, in any event, able to estimate correctly the
probability of the other party rejecting a particular settlement. It is
the lack of this kind of knowledge which, in practice, permits
differing opinions on the part of bargainers as to what the outcome
will be. Without these differing opinions, the collective bargaining
process would be reduced to a set of mechanical rules for arriving ata
solution which could, from the start, be predicted solely from
knowledge of the combined utility frontier.'®

Thus, under Zeuthen’s (and the other game theoreticians we have
already covered) assumptions of perfect knowledge we can gain no
insight into the possible effects of varying elements in the bargaining
process because the process is essentially irrelevant to the outcome. It is
precisely because bargaining is characterised by different degrees of
ignorance and perceptive ability in practice that the process may be
relevant to the outcome and hence that the provision of information or
misinformation may be important.

J. Pen [10]

Pen’s model is essentially an extension of Zeuthen’s but (crucially)
distinguishes between the actuarial probability of conflict and a
negotiator’s subjective estimate of the other’s risk willingness. From the
point of view of labour it is assumed that its preference structure is
contained in a utility function for wages U,(W) which has a maximum at

U ,(W,). At a particular stage in bargaining labour must therefore decide
whether to accept a wage offer of W, with associated utility U,(W), or to
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press for the best rate W,. The possible gain involved is U (W};)— U (W)
but there is the consideration that continued bargaining involves a
probability of breakdown (P,) with which a particular conflict utility
(U,) is associated.'® The rational labour bargainer will therefore
continue to bargain as long as the expected value of the gain from an
increased claim is greater than or equal to the expected loss due to
possible non-agreement, i.e. as long as

(1-P)[UW,))-UW)]ZP,UW)-U,,
or U(W)<(1—P). U(W)+P. U,

The question thus arises as to how labour arrives at an estimate of the
probability of conflict P,. Pen argues that this is derived from the
management’s ‘net conflict utility’ (‘ophelimity’).

For management, with utility U, (W) for wage rate W, with a
maximum value at W,, and U, utility in the event of conflict, the net
contract utility is U,,(W)—U,,.. Clearly, if this is negative, a conflict is
preferable to the W settlement as far as management is concerned, i.c. P
must be either 0 or 1 in fact for a particular W. However, each party is
assumed to be uncertain as regards the utility function of the opponent,
thus rather than knowing that P =0 or 1, labour’s estimate of P will vary
between 0 and 1 depending on labour’s estimate of U, (W)—U,,..
Labour is thus assumed to have a correspection function which relates the
net contract utility of management to labour’s estimate of P, i.e.

Pl, = Fl[Um(W) - Umc]
Correspondingly, for management we have the equilibrium condition
Un(W)S(1=P,) Up(W,) + PUpe

and a correspection function which relates management’s perception of
P to labour’s net contract utility at wage rate W,

ie. P, =F,[UW)-U,..].

U(W,)and U(W,,) can be thought of as corresponding to U, and U, in
the Zeuthen model so that the parties may begin with two opposing
‘bids’. However, in Pen’s model it is assumed that the (compromise?)
wage rate W somehow comes ‘under consideration’. Then, providing it
adopts an ‘actuarial mentality’, labour will be prepared to accept any
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probability of disagreement up to

p _ UilW)—UW)
UI(WI) - Ulc

(this corresponds to the ‘risk willingness’ of the Zeuthen model). The
essentially new element in the Pen model is thus the subjectively assessed
risk of disagreement?®

Pll = FI[Um(W)— Umc]

Labour will concede, from W, to W, when P,/ > P,and hence will be on the
point of agreeing to an outcome Wwhen

Uy(W,) — U(W)
Ui(W1)~ Uy,

which gives an equilibrium wage rate for labour (W;). A similar
equilibrium equation can be determined for management (with equilib-
rium wage rate W,,). In general these equalities will not simultaneously
hold for the same W for management and labour (W, #W,,) and so Pen
suggests that the bargaining process essentially consists of producing
shifts in the functions and parameters until the two equations do apply
for the same W. Although Pen has been criticised for not explicitly
dealing with the way in which this equilibrium is reached it can be
recognised that Pen’s model does at least provide for a real role for the
bargaining process. The eventual outcome is not independent of the
manner by which it is reached since the equilibrium W is determined by
whatever shifts in the parameters take place during the negotiating
process. To see more clearly how this may come about consider the Pen
model in diagrammatic form. In Figures 4.4a and 4.4b, which apply to
labour and management respectively, we show Pen’s two implicit
functional relationships between P and W. (The position and shape of the
lines actually shown are based on plausible but highly simplified
assumptions about the exact form of the relationships.) For full
equilibrium W, must be made to equal ,,. This can be brought about by
inducing appropriate shifts in any of the 4 lines shown on the graphs.?! It
seems to us that one way of bringing this about would be for one or both
of the parties to introduce new information which will cause the
opponent to change either his perception of his own value function
directly (by, e.g. making his desired alternative appear less attractive to
him) or indirectly to influence his estimate of the other’s utility function.

However, Pen himself is rather sceptical in his views on the possible

FI[Um(W) - Umc] =
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use of communication of information in this tactical way. In relation to
the possibility of being able to influence the utility function of one’s
opponent by communication of information he writes: ‘It is rather futile
to try to do it when faced with a more sophisticated bargainer . . . One
tries to persuade him that he does not see his own interests clearly and
that he should, therefore, listen to the well meant advice of his opponent’
[ 10, pp. 139-40]. However, this quotation seems to put rather a heavy
strain on the meaning of the word ‘sophisticated’. Clearly, if sophisticated
is intended to mean ‘fully informed’ then Pen’s point is probably valid,
but in that case why introduce the device of correspection functions? If,
however, ‘sophisticated” merely means worldly wise or skilled in
argument then clearly even the best negotiator, in this sense, may be
operating under a misconception or a lack of information and there is no
reason why his correspection function, based on error, should not be
shifted by the emergence of new and unforeseen information.

For labour For management

P

FiG. 4.4a FiG. 4.4b

Thus, from our point of view, for the first time in this chapter we are
dealing with a model in which information disclosure could have a role to
play within the model. It is important to recognise that the reason for this
innovation is that the previous strait-jacket of a perfect knowledge
assumption is dropped and the bargainers are allowed to entertain
different and mistaken views of one another’s preferences. Unfortunately
however, the failure of Pen to fully articulate his model means that a
precise outcome is not predicted. Thus, we also come across the first
instance of a sacrifice of predictive precision for increased realism in
describing the bargaining process. Nevertheless, for our particular
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purposes, it is necessary to have an even more ‘realistic’ model, i.e. one
which probes deeper into the determinants of the ‘correspection
functions’ (or their equivalent) if we are to explore the role of information
in any specifically useful way. As we shall see, however, models which do
‘dig deeper’ in this way tend to suffer to an even greater extent than Pen’s
from a lack of predictive power.

QUASI-TEMPORAL MODELS

Perhaps the most obvious omission from the models already dealt with is
an explicit consideration of the effects of the passage of time on the
bargaining process and hence on the outcome of negotiations. This is
perhaps hardly surprising in the game theoretic models discussed earlier,
since it is of the essence of them either that the bargaining process is
essentially irrelevant to the outcome, or at the least that it cannot affect
the pay-off possibilities, or perceptions of them, during play. Such models
are, therefore, essentially static. On the other hand, the bargaining
process in practice is recognisably dynamic with, as noted in note 10,
constant changes being made to the perceived pay-offs on which the final
action choices, and hence outcome, will depend. To explain the possible
impact of information on outcomes we must therefore recognise
bargaining for what it is in practice: a dynamic, adaptive, process in
which information provision at different times may have differential
effects.

An influential model which explicitly considers negotiations from a
dynamic point of view is that of Cross. It also has particular interest in
that its predictions can be claimed to fit the empirical findings of Siegel
and Fouraker [12] (see later discussion).

J. G. Cross [4]

In this model the effects of time are included in three ways:

(a) through the discounting of future agreement values;

(b) through changes in the absolute value of agreements over time (e.g.
for technological reasons); and

(c) through the effects of bargaining costs which are incurred per unit of
time (these costs are set at zero in our exposition below, for
simplicity).

Cross begins by making an assumption that negotiations are concerned

with the question of how to distribute a variable which is fixed in

aggregate terms. (Let the total utility available for division = Q.) Crucial

to his model is the supposition that each party expects the other to
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concede at a constant rate but does not expect to have to shift his own
demand.
Thus, let @, be labour’s current demand (in utility terms)
Q,, be management’s current demand (in utility terms)
C, be labour’s current concession rate, as expected by
management
C,, be management’s current concession rate, as expected by
labour.
From labour’s point of view, on the assumptions made, agreement will be
expected at time T=(Q,+Q,,—Q)/C,,. Assuming r, to be labour’s
discount rate, and continuous compounding, the present value of the
agreement which gives labour Q, will therefore by Q,e~"'T.
Assuming labour wishes to maximise its utility from such an
agreement we may therefore predict the optimal value of the current
demand by labour.??

A similar expression can be obtained for management. However, clearly
if both management and labour stick to these optimal demands then
their respective estimates for C, and C,, will prove to be wrong.

Cross thus introduces a learning effect whereby errors in estimates of
the opponent’s concession rate cause expectations to be revised over time
as the actual concession rate becomes evident. Using the simple adaptive
assumption that the change in estimated concession rate is proportional
to the absolute error in the last estimate, we get, for labour for example:

dc,, dg,,
o A[ iT +Cm]

where A4 is a constant. (A similar equation is assumed to hold for
management, with coefficient B.) As a result of this change in expec-
tations quite clearly labour’s own optimal demand will change and bring
about a change in management’s demand leading to a further change in
labour’s expectations and so on. Thus Cross’s assumptions essentially
result in a dynamic system of interdependent adjustments of demands by
labour and management which can be represented as a closed loop
adaptive system, as shown in Figure 4.5.?* Normally the adjustment
process will result in the two parties’ initial demands being moderated
over time until an agreement is reached, such that Q,+ Q,, = Q (i.e. the
process is convergent).2* The actual solution values of Q,and Q,, may be
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Labour Management
Demand decision (Q, ) Demand decision (Q,,)
Expectation (C,,) Expectation (C;)
Ad]“?me"t Adjustment

FiG. 4.5

obtained by solving the two simultaneous differential equations (one for
each party) produced by combining the optimising demand equations
with the learning equations given above. When this is done the final
outcomes for each party may be shown to depend on: discount rates,
learning coefficients and initial expectations about concession rates
[4, ch.4]. For example, in the symmetrical case, where r,=r,,and A= B,
Cross’s final equation (with some adjustments)?® gives the solution
outcome for labour as:

n+A

= 0. C=C°[ Qr n-4
9=2%""3r |let+ce

where C,.° and C,° refer to the initial values of these variables.

It is interesting to note that the second term on the right-hand side
represents the deviation from the ‘ideal’ (Nash) solution (in which the
total quantity available would be divided equally). Thus labour can
apparently gain more than their ‘fair share’ by ensuring that C,,° > C°,
i.e. that management’s concession expectations are relatively ‘subdued’
compared with labour’s.

In addition to this effect of initial expectations, where learning rates
differ between the negotiators there will apparently be a tendency for the
final pay-off to the more sensitive (better?) learner to be reduced.?®

These two effects, of differing initial expectations and differing learning
abilities mean that there is implicit in the Cross model a possibly crucial
role for information. Notice, however, that in the Cross model as in the
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earlier game theoretic models information has an effect in the pre-
negotiation state, i.e. on the setting of initial expectations. Once expected
concession rates are established initially the process will be inevitably
determined by comparison between expected and realised concession
rates and adjustments made at a rate governed b* the parameter values
(which are assumed unchanged during negotiations).

However, whereas in the earlier game theoretic models an inde-
pendent relationship has to be hypothesised between information and
pay-offs if we are to predict the incremental effects of information on
bargaining outcomes, at least in the Cross model we are given an
indication of how information may be related to outcomes, albeit
indirectly, through the influence of intervening variables (concession rate
expectations and learning rates) which may in themselves be more easily
identified with the provision of specific kinds of information.

To summarise, the implications of the Cross model which seem to be
interesting from our point of view are that a party should seek to provide
information to its opponent which would tend to:

(a) decrease the other’s expectation of the party’s own initial concession

rate; and/or

(b) increase the other’s learning rate.

However even these fairly vague conclusions can be tentative only, since
the Cross model has not proved tractable to empirical verification and its
predictive use would depend on the specification, inter alia, of para-
‘meters such as the parties’ learning rates, C,°, C,.°, r, and r,, which are
essentially subjective, probably transient and almost certainly specific to
particular bargaining situations.

In addition Cross’s model contains an important logical inconsistency,
which, if not completely fatal to its possible predictive usefulness casts
doubt in that direction. That is, Cross assumes that a player expects the
opponent to concede, but not to do so himself. However, the player will
then generally concede himself after comparing the other’s actual
concession rate with his prior expectations of it. In addition, although a
player expects the opponent to concede at a constant rate in fact the
opponent will concede at varying rates in the adjustment process. Thus,
Cross essentially denies the ability of a player to learn by experience to
the effect (a) that he himself will concede and (b) that the other will
concede at varying rates.

Thus, although the players are assumed to be rational in their decision
making (they optimise their demands), they are simultaneously assumed
to be essentially irrational in the formation of expectations —an implaus-
ible inconsistency.27
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BEHAVIOURAL MODELS OF BARGAINING

So far, the reader may have observed a progression in the models
discussed, from denial of the relevance of the bargaining process (game
theoretic, Nash, Zeuthen), through process relevant but unspecified
(Pen), to process relevant and specified (Cross) models. Even in the last
case, however, the parameters which determine the process and hence the
outcome have no clear predictable causal relationship with the pro-
vision of information, even if we restrict our requirements to directional
predictions alone. Hence, it is necessary to proceed to models which deal
with the mechanism of the bargaining process in much more detail than
has been done so far. As we shall see, however, although this will take us
closer to the complexities of the real world, it will also take us further
away from the ability to make precise (quantified) predictions about the
outcome of negotiations. There is, as always, a great deal to be said for
using the simplest model which gives reliable and relevant predictions.
Unfortunately, in relation to our particular needs — predicting the effects
of information disclosure — no bargaining model, simple or complex, has
yet been shown to give predictions which are both precise and relevant.
What the behavioural models which we shall deal with next do, however,
is to enable us to trace much more clearly the possible causal
relationships involving information provision, which in turn may
enable us to make certain predictions, of at least a qualitative nature,
about the possible effects of disclosure on bargaining outcomes.
Nevertheless, it is always difficult to know how far one can defend
behavioural approaches to collective bargaining as ‘theories’ at all since
they are often very largely descriptive in character, i.e. they tend to
‘explain’ (after the event) rather than predict.

Two major approaches which are based on theories of behaviour
independently established in the literature of psychology (and to that
extent do not ‘hang by their own bootstraps’) are those of C. M. Stevens
[14] and Walton and McKersie [16]. Both of these models have
potentially interesting implications for the impact of information on
collective bargaining.

C. M. Stevens [14]

The models described earlier all rely on a theory of human decision
making which is the one most commonly identified with ‘rational’
behaviour in economic theory, i.e. utility maximisation. As opposed to
this Stevens classifies the bargaining situation, from the point of view of
the negotiators, as a ‘conflict choice situation’. What this implies is that a
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negotiator, faced with a choice between two competing alternatives may
attempt to find an intermediate equilibrium situation rather than opt
immediately for the alternative which maximises utility.

Stevens’ characterisation of the bargaining situation is of a negotiator
faced with two, normally differing ‘goals’—holding out for one’s own
claim or settling on the opponent’s terms. For reasons discussed later
both of these goals may be considered as having a negative expected
value, such that the negotiator will seek to avoid choosing either of them
directly. The negotiator is, in fact, assumed to have a set of attitudes
towards each goal which can be expressed in the form of a subjective
‘avoidance gradient’ which shows an inverse relationship between the
strength of tendency to avoid a goal and the distance from it.

Thus, in Figure 4.6, which applies to the labour negotiator, A4 is the
avoidance gradient with respect to goal A, etc. Since we are still dealing
with a single bargaining variable, the wage rate, we can show ‘distance’
from a goal in terms of the wage rate. For simplicity alone, we also show
the avoidance gradients as straight lines. With the avoidance gradients
shown (solid lines), the negotiator would have an equilibrium wage rate
at D, since for any other wage rate the strength of tendency to avoid one
goal would exceed that with respect to the other goal. In general, the
consequence will be that a negotiator will have an equilibrium wage rate
which is intermediate between goals 4 and B.2®

It is important to realise that a diagram such as Figure 4.6 applies to
one negotiator only (in this case, the labour side). A quite separate
diagram, with different subjective avoidance gradients, will apply to the
other party. A necessary, but not sufficient?® condition for a settlement is,
therefore, that the equilibrium wage rates for the 2 parties are equal. In
this respect the model is similar to that of Pen discussed earlier, since two
individual equilibria must be reconciled. In the case of the Stevens model,
however, the means by which this occurs has been much more explicitly
dealt with, at least at a descriptive level.

To see what this involves we must return to the question of the
assumed negativity of the ‘goals’. Each goal is assumed to be viewed by
the negotiator concerned in terms of its expected value to him, ie. a
combination of pay-off values and associated probabilities. From the
point of view of the labour negotiator it is relatively straightforward to
see how this may result in a negative expected value being attached to
Goal A (settle on management’s terms). On the other hand, in terms of
Goal B (maintain one’s own position) the possible outcomes, apart from
the possibility of gaining a higher wage, will include the possibilities of
breakdown of negotiations, a strike or a lock out. Such events, contrary
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to popular opinion, are not usually viewed with favour by labour
organisers (and hence negotiators) since they may involve paying strike
pay to members, loss of subscriptions, executive time being tied up etc. If
these latter (negative pay-off) events are estimated to have a relatively
high probability of occurrence as a consequence of holding out for
labour’s claim, the weighting process may result in an overall negative
expected value being attached to Goal B as well as Goal 4. (An analogous
argument may be used in relation to management’s attitudes towards the
two goals.)
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The fact that ‘values’ of goals can be seen to be the compound result of
risk perceptions on the one hand and subjective utilities on the other is
the key to the advance in explanatory power, for our purposes,
represented by the Stevens model as compared with that of Pen. Asin the
Pen model differing individual equilibria may be reconciled by shifts in
the parameters (avoidance gradients). However, in the Stevens model it is
clear that this comes about by influencing the risk and/or the valuation
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(preference function) perceptions of negotiators. Put in this way we can
trace more distinctly the possible influence of disclosure of information
on outcomes.

Fairly clearly the tactics of each side in the negotiations will be to try to
move the outcome in their own favour. In terms of Stevens model this
may be achieved by shifting one or both of the ‘opponent’s’ avoidance
gradients and hence shifting his equilibrium position. (It is, of course,
through such shifts that the necessary conditions for a settlement are
eventually achieved.) However, let us consider the positive use of
information disclosure as a possible management negotiating tactic
(termed ‘persuasion’ by Stevens). A lowering of labour’s equilibrium
wage rate to, say, D (see Figure 4.6) may be brought about by either
lowering AA to A'A’ or by raising BB to B'B’ (or some combination of the
lowering and raising of both functions). To achieve such shifts, bearing in
mind the nature of the goals, management may direct its tactics towards
changing labour’s probability estimates, its estimated valuations of
outcomes, or both.

To lower AA, for instance, management might produce information
which emphasised the relative generosity of its offer, thus making it easier
for the labour negotiator to justify acceptance of it to his principals and
hence raising his valuation of the corresponding outcome.

Raising of BB, on the other hand, might be brought about by raising
the labour negotiator’s estimate of the probability of a dispute, e.g. by
disclosing results supporting an ‘inability to pay’ argument or showing
the adverse effects of a settlement on labour’s terms on the employer’s
competitive position. Alternatively, BB might be raised by demonstrat-
ing the employer’s ability to withstand a protracted dispute, e.g. by
revealing a high level of stocks at a time of depressed demand.

Note that although lowering A4 and raising BB might appear to be
substitutes in this respect, there is one important difference: the
equilibrium ‘strength of tendency to avoid’ is higher in the second case
ceteris paribus. This implies that the bargaining situation may be
invested with a higher degree of tension on the part of the negotiators
which may in turn have adverse strategic effects on future negotiations. In
terms of the model the position and shape of the avoidance schedules is
likely to be heavily influenced by the history of industrial relations
between the parties, and the question of information disclosure as a
management policy must therefore be considered in a longer term
context for this reason alone. (We return to the possible influence of the
‘atmosphere’ of negotiations later in dealing with the Walton and
McKersie model.)
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Although Stevens’ model, and its graphical presentation in particular,
gives the impression of being deterministic it suffers in this respect in
much the same way as that of Cross. That is, it is unlikely that in practice
the (essentially subjective) functional forms of the avoidance gradients
could be estimated and even if they were they would, in any case,
probably prove to be both transient and unstable. In addition, to use the
Stevens model for prediction of outcomes we should need to know
precisely how the avoidance gradients were affected by factors such as
information provision. Nevertheless, even in a relatively unspecified form
the Stevens model does, as we have seen, provide a framework for
examining the possible causal connections between information pro-
vision and outcomes which may be used to draw, at the very least, some
conclusions about directional relationships.

In the Stevens model, as in previous ones, we have used the simplifying
assumptions of a single bargaining variable (the wage rate) and,
implicitly, a distributive bargaining situation. Many of the arguments
raised in practice against the disclosure of information by management in
collective bargaining also implicitly assume distributive bargaining. But,
as we have seen above, it is by no means clear that disclosure of
information will always result in a shift in outcomes unfavourable to
management, at least according to the models discussed here, even in a
distributive bargaining situation.

On the other hand, many of the arguments in favour of information
disclosure cannot be properly put by reference to distributive bargaining
alone. It is, therefore, one of the virtues of the Walton and McKersie
model (which follows) that negotiating situations other than purely
distributive bargaining can be dealt with and thus the possible effects of
information in more complex (closer to the real world) situations
analysed.

Walton and McKersie [16]

It is difficult to do justice to the analytical complexity of Walton and
McKersie’s ‘Behavioural Theory’ in the space available here. But, as they
themselves point out, its constituent parts are not novel, and to that
extent they rest on the deductive and inductive foundations of earlier
model builders, some of which have already been covered in this chapter.
What is particularly useful about their model, from our point of view,
however, is the way in which these constituent parts are articulated. Fora
description of what the theory encompasses we can do little better than
quote them directly:
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Labour negotiations . . . [are] comprised of four systems of activity,
each with its own function for the interacting parties, its own internal
logics, and its own identifiable set of instrumental acts or tactics. We
shall refer to each of the distinguishable systems of activities as a
subprocess. The first subprocess is distributive bargaining; its function
is to resolve pure conflicts of interest. The second, integrative
bargaining, functions to find common or complementary interests and
solve problems confronting both parties. The third subprocess is
attitudinal structuring and its functions are to influence the attitudes of
the participants toward each other and to affect the basic bonds which
relate the two parties they represent. A fourth subprocess, intra-
organisational bargaining,30 has the function of achieving con-
sensus within each of the interacting groups [16, p. 4].

We have already dealt in some detail with the distributive bargaining
process which essentially consists of establishing a point on the pre-
specified joint utility frontier of the two parties such that the total pay-
offs available are divided between them in agreed proportions. We have
also indicated, in writing about the Zeuthen model, that in practice each
of the parties usually begins with a demand/offer which, if agreed to,
would afford them a relatively favourable pay-off. This gives rise to an
explicit bargaining range which, typically, is successively narrowed by a
series of concessions until a mutually agreeable solution is reached.

In terms of Walton and McKersie’s model we can think of this
bargaining range as being based on the implicit aspiration zones of each
of the parties. These aspiration zones are in turn delimited by target and
resistance points which are based on subjective expected utility estimates
similar to those met earlier in the valuation of the ‘goals’ in Stevens’
model.

Both target and resistance points represent aspiration levels, the first
being essentially optimistic, the second pessimistic (see Figure 4.7).3!
Resistance points may be set, for example, by beliefs about the minimum
level of achievement the principals (employees and employers) require of
their respective negotiators (which might, for instance, in the employer’s
case, be based on some concept of ‘ability to pay’). On the other hand, the
target level probably represents a best estimate of the other party’s
resistance point. Although other relationships may apply the relative
positions of demands (D), target (T'), and resistance points (RP) will
usually result in some positive possible settlement range being indicated,
as in Figure 4.8 (Note that the settlement range is, strictly, solely
determined by the position of the resistance points). In fact, where the
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Factors determining locations Points on scale Significance
of points on scale of outcomes of outcomes as of points
viewed by

Highest estimate of what is negotiators

needed (utilities)

Most optimistic assumptions about Defines
what is possible (probabilities) Target complete
Most favourable assumptions about (T) success
own bargaining skili relative to

opposition

Lowest estimate of what is needed

(utilities) . Resistance Defines
Most pessimistic assumptions about point minimum
what is possible (probabilities) (RP) success
Least favourable assumptions about

own bargaining skill relative to

opposition

FiG. 4.7

two parties have relatively accurate pictures of each other’s utilities (i.e.
they are reasonably well informed - perhaps by having access to the same
information sources), targets (based on opponent’s anticipated resistance
points) are likely to be set fairly close to the opponent’s actual resistance
points and the result is therefore more likely to be a positive settlement
range.3?

The method of arriving at a solution is then similar to that suggested in
the Stevens model, i.e. the players seek to influence each other’s
preferences and perceptions in a way which will successively narrow the
range until a settlement point is reached. One typical way in which
Walton and McKersie suggest this may be done is through commitment
tactics. ‘Commitment’ means the act of pledging oneself to a course of
action (e.g. making preparations for a strike or lock out) in order to
influence the opponent’s perception of one’s own probability function

Labour

1 I Wage rate

Management

Possible settlement range

13

FiGc. 4.8
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for taking actions [ 11, ch. 2]. It is important to note that such tactics may
or may not be intended to revise the opponent’s perceptions in the
direction of ‘truth’. In distributive bargaining communication of ‘infor-
mation’ may often be designed to obscure rather than clarify knowledge
of where resistance points actually are, since if one side revealed its actual
resistance point it would probably induce the other side to press for at
least that amount. Thus, information provision in purely distributive
bargaining must be regarded as a potential weapon of use in what is an
essentially competitive situation. This poses a crucial conflict, as we shall
see, with the role of information in the other bargaining sub-processes,
such as integrative bargaining and attitudinal structuring, which may be
an essential part of the same set of negotiations.

In the context of distributive bargaining alone, however, quite clearly
information disclosure may be used to operate on the constituents of the
opponent’s aspiration levels so as to move the settlement range, and
hence the eventual outcome in one’s own favour, as in the Stevens model.
This can be done by lowering the opponent’s valuation of his own
preferred pay-offs and/or altering his subjective estimates of the prob-
abilities of attaining them or, as in commitment tactics, altering the
opponent’s perceptions of one’s own pay-off utilities and/or probability
function. Note in particular that ‘It is not necessary for the objective
conditions to change; it is only necessary for the perceptions of these
conditions to change in order for a negotiator to alter his position. In
contract negotiations objective knowledge virtually never becomes
complete in the sense that the true nature of all factors is accurately
understood by all sides. Thus, it is only necessary to change the other’s
perceptions in order to alter his bargaining position’ [ 16, p. 60] [Italics
added].

Such a statement goes some way to explaining why managements may
be reluctant to allow uncontrolled access by labour negotiators to a
company’s internal information sources such as the accounting records.
The result of an open book policy may be feared to be to shift the balance
of power in favour of labour by reducing management’s flexibility in the
use of such information as a potential distributive bargaining tool.
However, such fears may be exaggerated. First, they depend on an
assumption that negotiations are purely distributive in character, and
second that there is some form of absolute ‘truth’ to be discovered in
information sources such as the books of accounts. ‘Facts’ need
interpretation and it is the possibility of different interpretations of the
same underlying data which must always leave a great deal of room for
differing perceptions in negotiators with different objectives.** In any
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event when a set of negotiations is at least partly integrative in nature a
policy of complete disclosure of information to labour negotiators, as we
shall see, may be a necessary condition for increasing the pay-off to
management.

A purely integrative bargaining situation would, in fact, be one in
which negotiations created increases in pay-offs for both management
and labour, i.e. the possible pairs of pay-offs resulting would lie on a
positive sloping line, as in Figure 4.9, rather than forming a negatively
sloping utility frontier, as for distributive bargaining (e.g. Figure 4.3).
This arises from the fact that integrative bargaining is essentially a joint
problem-solving approach to questions of mutual concern to manage-
ment and labour (the search for bona fide ‘productivity’ bargains may be
an example of a potentially integrative situation). A line such as that in
Figure 4.9 must therefore represent the locus of points on successively
higher utility frontiers. (Of course, this interpretation implies that there is
a simultaneous question of distribution, but we shall deal with that
problem later.)

As usual, problem solving should involve at least these 3 steps:

1. identify the problem;
2. search for alternative solutions and their related consequences;
3. evaluate the alternatives in terms of preferences and select one.

Y

FiGc. 4.9
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Information is clearly crucial to this process, i.e. ‘when information is
low, the result will be a less adequate definition of the problem; fewer
alternatives will be generated; and the potential consequences of these
alternatives will be less explored. Finally, when the information is
relatively low, the parties will produce relatively low grade solutions’[16,
p. 140].

In order to gain maximum benefit from an integrative, problem-
solving situation then, it is essential that management employs a liberal
disclosure policy to labour representatives. On the other hand, there may
be fairly substantial information collection and processing costs as-
sociated with such an information policy, and thus it may be considered
important to ensure that a problem has reasonable integrative potential
before the mechanics of full disclosure are invoked. In this connection,
Walton and McKersie observe that ‘agenda items involving strictly
economic values are much less likely to contain integrative possibilities
than are items referring to rights and obligations of the parties’ [16,
p- 129]. In fact, it is doubtful whether this is fully valid —certainly there
may be more opportunity for ‘economic’ issues to involve distributive as
well as integrative relationships with labour, but the history of pro-
ductivity bargaining (not all of which has been a mechanism for
disguising straight wage increases) shows the potential for joint
management/labour problem solving even on economic issues.*

Apart from, possibly, the nature of the item under consideration, a
further ingredient which is necessary for successful joint problem solving
is an atmosphere of trust between the parties, particularly in view of the
need for a comparatively full passage of information: ‘If trust is lacking,
the sender will control information or deliberately miscommunicate.
Each participant must have sufficient trust that the other will use the
information only for purposes of problem solving and not for some other
purpose (such as distributive bargaining)’ [16, p. 142].

To expect that the other will use the information only for problem
solving seems rather a vain and overly restrictive hope, however. As we
discuss later, there is usually a balance which has to be struck by
management between the possible benefits of disclosing information in
integrative bargaining and possible costs in distributive bargaining. The
dependence on an atmosphere of trust between the parties as a probable
prerequisite for constructive integrative bargaining is nevertheless
important. Even where an atmosphere of trust does not exist, however,
there may be an important potential role for information in helping to
create one.

In other words, a liberal disclosure policy may well provide maximum
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benefits to management in the short term when an atmosphere of trust
already exists such that joint problem solving can be undertaken
immediately, but it may also provide benefits in the longer term in other
situations by helping to foster trust which in turn may lead to integrative
bargaining possibilities.

The aspect of bargaining which relates to influencing the overall
relationship pattern between management and labour is called by
Walton and McKersie attitudinal structuring. They characterise overall
relationships between a set of management and labour negotiators as
falling along a spectrum, ranging from conflict, through containment, to
accommodation, co-operation and collusion. Amongst factors which
create and perpetuate these different patterns are: ‘(1) the technological,
market and power contexts of the parties; (2) the basic personality
dispositions of key individuals in the relationship; (3) the social belief
systems of the individuals . . . ; and (4) the actual bargaining experiences
that they have shared’ [16, p. 190]. These factors are listed in ascending
order of their probable susceptibility to change. Thus from a practical
point of view we must look for the possible effects of information
disclosure on the bargaining relationship primarily in terms of their
influences on attitudes arising from shared experiences.

Walton and McKersie make use of psychological ‘Balance Theory’**
in putting forward suggestions for bringing about attitudinal changes.
Briefly, this theory involves emphasising shared attitudes (either positive
or negative) towards some third object (event, idea or third person) which
in turn should lead to a more positive relationship between the two
parties. Thus, Walton and McKersie suggest that a ‘way for [manage-
ment] to be identified with an event which benefits [the labour
negotiator ] is to structure a situation which confers legitimacy, respect or
status on [the labour negotiator]’ [16, p. 236 ]. Our suggestion in turn is
that the gesture of providing information to labour negotiators over and
above any statutory requirements might most obviously qualify as an
attitudinal structuring tactic in this sense.

On the other hand, the direct communication of information to
employees ‘over the heads’ of their negotiating representatives may often
be an example of a tactic which has negative attitudinal effects in that it
would tend to reflect adversely on the self-perceived status of the
negotiator.

However, such a tactic may clearly have value for management in a
distributive bargaining situation. Thus, we cannot continue to ignore the
series of dilemmas created by the possibly conflicting roles of infor-
mation in distributive bargaining, integrative bargaining and attitudinal
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structuring. One such dilemma relates to the fact that the tactics required
for integrative and distributive bargaining may be contradictory:

In the integrative process Party makes maximum use of voluntary
open, accurate discussion of any area which affects both groups, and he
attempts to avoid consequences that would present new difficulties for
Opponent. Just the opposite is involved in the distributive process.
Party attempts to gain maximum information from Opponent but
makes minimum disclosure himself—in fact he often tries to ma-
nipulate and persuade Opponent. And he explores the implications of
action for possible unfavourable consequences for himself but does
not concern himself with the consequences for Opponent.

In brief, integrative bargaining is tentative and exploratory and
involves open communication processes, whereas distributive bar-
gaining involves adamant, directed and controlled information pro-
cesses [16, p. 166].

Worse is to come in that a basically integrative situation almost always
involves a distributive phase and that the general case is, in any case, one
of ‘mixed’ bargaining — where the issues of negotiations have, potentially,
both integrative and distributive aspects.

In addition, as we have seen above, the optimal tactics of distributive
bargaining and attitudinal structuring may be in conflict with respect to
information disclosure: ‘A tactic designed to promote a better re-
lationship frequently entails a sacrifice of the substance of distributive
bargaining, and conversely a tactic designed to achieve a distributive gain
often adversely affects the relationship’ [16, p. 270].

If we accept Walton and McKersie’s analysis then, these dilemmas
appear to make it essential for management to formulate a policy on
information disclosure which takes account of its possible effects (present
and future) on integrative situations and attitudinal structuring as well as
the more visible effects on distributive bargaining.

THE EFFECTS OF INFORMATION DISCLOSURE - SOME THEORETICAL CONCLUSIONS

In Table 4.1 we have tried to summarise, in a very broad way, some of the
conclusions already reached about the possible effects of information
disclosure on bargaining outcomes according to the predictions of the
various models we have discussed here. Obviously, the table is not a
substitute for reading the discussion since a number of the ‘conclusions’
are very tentative, as well as (necessarily) vague. What is fairly obvious,
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however, is that, even given this vagueness, certain contradictions appear
to be present. To a certain extent, therefore, what you believe about the
role of information may depend on the model (if any) in which you put
your trust.

Because of its potential relevance to the selection of the most
appropriate model for this purpose, we have summarised below a
representative selection of what empirical evidence there is on the effects
of information on bargaining.

THE EFFECTS OF INFORMATION ON BARGAINING —SOME
EMPIRICAL EVIDENCE

A number of experiments have been carried out by social science
researchers which have a possible bearing on the role of information in
bargaining. A desire to control, as far as possible, variables other than
those under direct consideration has meant that these investigations
have generally taken the form of laboratory experiments rather than field
tests. Thus, most of the results indicated below have been obtained from
observations of a series of 2-party bilateral monopoly (buyer-seller)
experiments involving students as subjects. The effects of information on
bargaining have then usually been deduced by experimenters from
comparisons of the results of giving these subjects ‘complete’, as opposed
to ‘incomplete’ information. In this context complete information means
being given a schedule of the pay-offs (‘profits’) of the other player as well
as one’s own for all possible sets of action choices. That is, in terms of the
pay-off table of game theory (e.g. Figure 4.1.) the ‘completely’ informed
subject has full knowledge of all the values in the table. On the other
hand, the ‘incompletely’ informed subject knows only his own pay-offs.
These details are emphasised in order to make it clear just how ‘artificial’
are the conditions under which the experimental findings below have
generally been established, and, therefore, to enter a caveat from the start
about the utility of the respective conclusions in relation to possible
practical predictions.

Perhaps the most influential experimenters/authors in this area are
Siegel and Fouraker [12]. They studied the effects on bargaining
outcomes of (a) complete versus incomplete information; (b) variations
in the structure of pay-offs and (c) variations in the ‘level of aspiration’
(the target level of Walton and McKersie). From their results the
following tentative conclusions about the effect of information have been
drawn:

(@) increasing the amount of relevant information available to the
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bargainers strengthens the tendency towards Pareto optimal sol-
utions [12, p. 41];

(b) increasing the amount of information available to bargainers tends
to lead to a more equal division of the joint pay-off [12, p. 70];

(c) if both bargainers have ‘complete’ information they tend to be more
modest in their initial demands than they are in the cases of
incomplete information [12, p. 59];

(d) thereissome (but not statistically significant) evidence that increasing
the information to one player alone tends to decrease his pay-off at
agreement>® [12, pp. 57-8].

Findings (a) and (b) may be of potential interest to legislators in
formulating disclosure regulations to apply to collective bargaining since
Pareto optimality and ‘fair shares’ could be considered to be socially
desirable features of bargaining outcomes. Finding (c) if it led, in turn, to
a reduction in overall bargaining time—by presumably reducing the
opportunities for bluffing—might also be considered socially desirable.
Finding (d) suggests that information disclosure in distributive bargain-
ing may act to the positive benefit of the discloser and, as such, is perhaps
the most controversial conclusion.

On the other hand, the research of Liebert, Smith, Hill and Keiffer [ 7]
suggests that there is an additional interaction between the information
available to a player and the degree of favourableness of the opponent’s
first demand. Their evidence supported the hypothesis that incompletely
informed bargainers tend to use their opponent’s first bid to set a target
level so that the final outcome is less favourable to them when the
opponent’s first bid is unfavourable, and vice versa. On the other hand,
completely informed bargainers use the opponent’s first bid to assess the
reasonableness of the opponent’s target and use their counter-bids to
influence the opponent towards a solution they consider to be reasonable
on the basis of the information they have. Extrapolating from these
findings of Liebert et al. the likely result of creating 2 ‘fully informed’
players (by disclosure) is to render the outcome less dependent on the
level of initial demands. For the discloser this implies a worse (better)
outcome as compared to the strategy of his making a high (low) first
demand when faced by an incompletely informed opponent. Thus, the
Liebert et al. findings suggest that the phenomenon listed as finding (d)
above for Siegel and Fouraker is likely to be reversed, unless the discloser
engages in a rather altruistic bidding policy (i.e. he intends in any case to
make an opening bid favourable to his opponent).

A more recent study, by Harnett and Hamner [ 5], points out that, in
addition to the effects of differential information and opening bids, the
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share of total pay-offs a bargainer eventually receives is likely to depend
on individual differences, such as attitudes toward conciliation, risk-
taking propensity, experience in the negotiation process and financial
needs. Their own empirical work was, however, limited to the interaction
of ‘expectancy’ (the amount of money the bargainer expects to earn) and
information on bargaining outcomes. Significant differences in pay-off
were found both between low and high expectancy cases and for
complete versus incomplete information. Directional effects were such
that while high expectancy tended to increase the pay-off, complete
information worked in the opposite direction. They also found a
significant interaction between the two factors. The overall result was,
.however, such that the average player with complete information was
consistently worse off than with incomplete information, whatever the
state of his expectancies. This tends to confirm the controversial Siegel
and Fouraker finding (d) and Schelling’s hypothesis (see note 36).
However, ‘the model may only apply to inexperienced bargainers, since
one would expect professional negotiators to handle information much
more effectively than the college students who participated in this
research. Certainly no implication is intended that a completely
informed bargainer with high expectancy must always be at a bargaining
disadvantage’ [S, p. 88] [Italics added].

CONCLUSIONS

Since none of the empirical research described above has been directly
concerned with testing the predictions of the bargaining models
discussed earlier it cannot be used to justify adoption of any one of them
for predictive purposes to the exclusion of the others. Nevertheless, one
interesting conclusion does seem to emerge from the sparse evidence
which is available — that the effects of information appear to be correlated
with a number of other variables in the bargaining situation such that
disclosure does not always necessarily weaken the position of the
discloser. This falls far short of confirming the Schelling conclusion ‘that
if two bargainers have different amounts of information, the bargainer
with less information often will receive a greater share of the joint pay-off
than his bargaining position would indicate’ [ 5, p. 81]. But, when it is
realised that the studies have been concerned with purely distributive
bargaining situations the conclusion that information disclosure might
not always be to the disadvantage of management even in that context
may be important when added to considerations of the effect on whatever
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other processes may be involved in bargaining relationships in practice.
Evidence that there may, in fact, be sub-processes involved in most
negotiations apart from the immediately obvious distributive one is
largely of a descriptive, anecdotal, nature rather than deriving from
strictly controlled experiments.3’

Nonetheless, Walton and McKersie’s characterisation of the negotiat-
ing process as one which involves distributive, integrative and intra-
organisational bargaining and attitudinal structuring is intuitively
appealing. Whether or not bargaining relationships can be best categor-
ised in the precise way they suggest, there seems little doubt from the
weight of observational evidence available that management/labour
negotiations in practice are crucially influenced by factors such as mutual
attitudes, intra-organisational politics (e.g. the ability of the union to
control its members) and joint problem-solving activities. To that extent
the distributive bargaining situation cannot adequately be considered in
isolation from the inter-related processes Walton and McKersie call
attitudinal structuring, intra-organisational bargaining and integrative
bargaining.

It is necessary to remember, in this context, in discussing the issue of
disclosure of accounting information in collective bargaining, that such
information originates, in general, from only one party to the
negotiations — management. Arguments in favour of disclosure made
above have therefore been primarily couched in terms of identifying the
possible benefits and costs to management.

However, direct communication of information between management
and labour can, in fact, take place in two sets of circumstances:

(a) discretionary disclosure on the part of management, either as a
unilateral move or in response to a request from labour; or

(b) socially regulated disclosure as a result of specific regulations, case
law or guidelines laid down in a code of practice arising out of
legislation.

From the point of view of being able to measure information value and
so justify disclosure on a strict benefit/cost basis in either of the above
situations we have seen that no collective bargaining model yet available
gives sufficient predictive precision to quantify the incremental effect of
information on bargaining outcomes confidently.

Thus, we have had to fall back on making general directional
predictions about the probable effect of information on bargaining
outcomes and it is in this context that a clearer identification of all the
possible constituents of the negotiating process may have been import-
ant. It is perhaps too easy for management, and particularly those
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involved most closely in day to day negotiations, to equate the effect of
information on collective bargaining as a whole with its possible effect on
distributive bargaining alone.

Thus, an acknowledged possibility (but only a possibility) that
information disclosure may have adverse distributional effects from
management’s point of view may be sufficient for a risk-averse manage-
ment negotiator to fail to draw attention to the possible simultaneous
benefits linked to integrative bargaining possibilities and attitudinal
structuring for the purposes of reaching a decision on disclosure. This is
particularly understandable in a situation where, in the short term, witha
poor relationship already existing between labour and management, an
experiment in integrative bargaining can lead to the realisation of a
manager’s worst fears about the possible effects of information dis-
closure, since: ‘The shift [ back ] from integrative to distributive decision
processes is difficult because precisely what one has revealed in
discussing the item in order to establish the greatest joint gain can
weaken his position in bargaining over the shares of that gain’ [ 16,
p. 166 ]. To accept such (real) dangers as a continuing justification for a
negative policy on information disclosure to labour negotiators is,
however, to get trapped in a vicious circle.

In the long run the potential benefits to management from integrative
bargaining may be considerable but may not be obtainable without some
restructuring of attitudes. Both attitudinal structuring and integrative
bargaining may require a liberal disclosure policy, one element of the
costs of which may be the possibly adverse effects on management’s
distributive bargaining position in the short term. It is not denied that
these adverse effects may be occasionally so important as to endanger the
organisation’s ability to survive to reap any longer-term benefits. Rather,
what is argued is that while the possible distributional bargaining costs
and risks of disclosure cannot be ignored by management they must be
properly weighed against all the associated possible benefits before a
decision is reached.

It seems to us, in this respect, that the self-preservational instincts of
managers engaged directly in distributive negotiations may already be a
more than sufficient lobby for risk aversion in relation to disclosure
decisions. We think it imperative, therefore, that top management
become involved in formulating an organisational policy in this field
since it is they who may, from a longer term and broader perspective, be
better able to balance the possible requirements of attitudinal structur-
ing and integrative bargaining against those of distributive bargaining.

From the point of view of legislators, on the other hand, the disclosure
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argument cannot be conducted solely in terms of possible costs and
benefits to management. On this point we have seen above, in discussing
the Siegel and Fouraker research, that ‘full’ disclosure of information
could bring about certain socially useful results such as a tendency
towards Pareto optimal agreements, ‘fair’ shares and a shortening of
bargaining time. Whether or not these particular results do hold, and a
lot more research is necessary before we can be adequately assured that
they do, these are the kinds of issues it is suggested that governments, and
their advisers, should be looking at in the process of drawing up
disclosure regulations. Certainly there should be no question that
governments, in formulating regulations, should be restricted to the
criterion of possible benefits to management as a justification for
requiring disclosure.

On the other hand, if there is any outstanding lesson to be learnt by
management from a survey of collective bargaining models such as that
carried out here it is that the list of possible benefits of disclosure may be
more extensive than appears at first sight. To the extent that this results
in more of the relevant benefits being recognised and weighed against the
more obvious costs of a disclosure policy in the future, one intriguing
possibility is that many more managements may find themselves taking
decisions to move ahead of statutory disclosure regulations in this field,
purely as a matter of organisational self interest.

NOTES

1 This is not to say that the more deductive models have, in fact, proved any more
successful in prediction than the inductive ones. Some possible reasons for this are
indicated later in the chapter.

2 This is the so-called perfect or complete information assumption. It implies that each

player knows, and is known to know, with certainty, the pay-offs for both players

associated with every possible pair of action choices.

Strictly, each choice for a player represents a possible strategy rather than a single

action. Thus, the perfect information assumption implies that the results of all possible

future actions on the part of both the player and opponent are known to infinity.

Uncertainty exists only insofar as the precise actions the opponent will take to complete

his alternative strategies are unknown.

4 Game theoretic and most other models are based on a behavioural assumption that the

player is a utility, as opposed to money value, maximiser.

Which may be measured in ‘utils’. As to the measurability to utility, see note 11 and

(151

6 Herein lies another implicit set of assumptions — that the player knows, and is known to
know, that his opponent adopts certain decision criteria consistent with ‘rationality’.
For an explicit consideration of what this involves, see [13, chs. 3 and 7].

w

w
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7 Other suggested decision criteria include minimum regret, Hurwicz and Laplace. For a

discussion of these, see [8, ch. 13]. S T
8 Consider, for example, the game:

which has no unique solution using the maximin | 5.5 73

criterion (but note that (L, T) involves relatively

‘perverse’ pay-offs in this case). H 9,1 4,6
9 Any pay-off matrix involving ‘cells’ in which the totals are not ¢ " is a variable sum

game. Obviously, in relation to the whole range of S T

combinations of pay-offs which are possible, con-

stant sum games are only a small proportion. For 55 2,8

example, a game which has a zero cell (see diagram)

is a variable sum game, and also, if we interpret (H, g 9,1 0,0

T) as the non-agreement (strike, lockout) result, is
an example of a ‘fixed threat’ game (see note 12).

10 However: ‘The fact is that evaluations of the outcomes are not constant during the
course of negotiations. Indeed, apart from the final single moves of the two negotiators
by which they make a choice and conclude negotiations, the negotiators’ bargaining
activity serves primarily to estimate these utilities and to alter them’ [16, p. 48].

11 The measurability of utility is the subject of considerable theoretical disagreement but,
with the proviso that the necessary Von Neumann-Morgenstern assumptions are
fulfilled, most model builders in the bargaining field seem to be agreed that utility
functions such as AB in Figure 4.2 can be constructed which are determined up to a
positive linear transformation and have preferred to express their models in such utility
terms rather than monetary values. We may, therefore, rephrase our earlier comment on
the assumptions of perfect information to say that each player knows, and is known to
know, all relevant data, including each participant’s Von Neumann-Morgenstern
utility function. For a critical review of the Von Neumann-Morgenstern axioms see [ 1,
ch. 22].

12 We are here implicitly assuming a ‘fixed threat’ bargaining situation in which the origin
of both players’ utility functions can be associated with a single, non-agreement point,
which is the worst that either player can threaten. For an introduction to the added
difficulties involved in ‘variable threat’ games see [2].

13 This means in effect that the outcome will always be an ‘efficient’ one from a welfare
economics viewpoint.

14 This assumption coincides with the Von Neumann-Morgenstern cardinal utility
axioms.

15 Consider a utility frontier of the form U, + U,,= K(AB on graph): By the symmetry
axiom, outcome should be at mid point (K/2, K/2).Let product of utilities U,.U,,= P

dp du,,
F P,—
or maximum v =U,+U—-+ au, =0
daUu, U, dau, U,
ie. _E,'fu_,: But, at mid point _HJ—_U_ (by congruent triangles)

So outcome (mid point) also represents the maximum utility product. By the
transformation invariance axiom this applies also for any other straight-line utility
frontier since the mid point always represents the same ‘real’ outcome. Thus, outcome is
always at the mid point of any straight-line utility frontier. By invoking the
independence of irrelevant alternatives axiom, we can say that, for any continuous
concave-to-the-origin frontier, such as CD, since we can always find a straight line
which is tangent to it at the mid point of the straight line (this can be seen to be true by
rotating a tangent line around the boundary), that point must be the outcome and must
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also maximise the utility product. It can only be said to divide the total pay-off equally,
however, if we associate the pay-off possibilities with AB.

Uy—Upp < Unm—Umi
Ull Umm
ie. Uy.Up<Up.Upm

—the utility product proposed by labour is less than that proposed by management.
Thus, the ‘next feasible outcome’ must be a point for which the inequalities change in
sign.

For a concave-to-the-origin outcome set each concession to a ‘next feasible outcome’
will raise one of the utility products, the other remaining constant. This will continue
until the two utility products are equal, and at their maxima.

Even the size of the initial demands is irrelevant to the solution in the Zeuthen model (as
interpreted by Harsanyi), so there is no question of even being able to use information
disclosure to influence initial demands in the hope of influencing the outcome.

To compare directly with previous models we have to set U, and later U,,, equal to
zero.

Actually, Pen brings a further element of uncertainty into the model by applying a ‘risk
valuation function’ to the actuarial computation, but this does not introduce anything
new for our purposes.

The eventual outcome will thus depend on the precise shifts which take place and hence
is not determinate within the confines of Pen’s model.

Obtained by setting the differential du/dQ, equal to zero, in the usual way.

Adapted from [3, p. 14, Figure 1.4].

P,< P, means

24 The system could, however, be an unstable one, see [4, pp. 74-7].
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25 From [4, p. 83], with adaptations to meet the simplifying assumptions adopted here
and also to correct for the error pointed out in [13, p. 245, note 90].

26 For a fuller discussion of these conclusions, see [4, ch. 4].

27 This is a result of the ‘level’ of decision rule adopted by Cross. The point is very well
covered in [3, ch. 4] and [13, sec. L. 5].

28 Although if one avoidance gradient lies everywhere above the other the negotiator will
choose one of the goals immediately.

29 A sufficient condition would be that the coincidence of the two equilibria is
communicated to both parties without disturbing those equilibria. The mechanism by
which this might be achieved is not covered here (see, instead, [14]).

30 This is not discussed here, but see [ 16, chs. 8 and 9] and note that intra-organisational
bargaining can influence the labour negotiator’s utility function for the purposes of the
other bargaining sub-processes.

31 Taken from [16, p. 42].

32 Where the settlement range is not positive, no settlement is possible which would be
minimally acceptable to both parties, with the probable result that a strike will occur, to
be followed by enforced revision of aspiration levels.

33 This is not of course to say that perceptions cannot also be influenced by the impact of
‘new’ information.

34 For instance: ‘Union examination of company books has not always been destructive.
Occasionally, such analysis has shown clearly that the lack of profit sufficient to provide
an increase has been the result of factors other than wages. For example, in the [U.S.]
clothing industry, unions have co-operatively aided management in the reduction of
operating costs and thus in effect created an ability to pay. In this type of “backhanded”
creation of ability to pay the union sometimes steps up productivity to enable the
employer to meet the increase’ [ 17, pp. 320-21].

35 See [16, pp. 212-21].

36 As well as, possibly, fitting the predictions of the Cross model [4, p. 60], this fits the
hypothesis of T. C. Schelling, [11], that the lack of knowledge by the less informed
bargainer of what is fair or reasonable will generally induce him to concede more slowly
than his opponent.

37 For an introduction to such evidence, see [ 16, passim].
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5 Trade Union and
Management Uses of
Company Accounting
Information

The reader will no doubt have observed that, so far in the book, we have
been mainly concerned with the issue of what information should be
disclosed in bargaining. In addition, because of the lack of sufficiently
specific predictive models, we have been treating ‘information’ as if it
were some homogeneous commodity, i.e. we have been concerned about
the possible effects of a change in the general level of information
disclosure rather than its constituents.

In this chapter, in contrast, we shall look mainly at aspects of the
current and past use of particular types of company level information in
collective bargaining. We shall also examine some arguments for the
(future) disclosure of specific items by companies. The reason for
dealing with such proposals at this stage, rather than earlier, is that
demands for the disclosure of particular items seem mainly to arise out
of practical experience of information deficiencies and/or knowledge of
practice elsewhere. To that extent we feel that analysis of specific
disclosure proposals cannot logically precede a discussion of past and
current disclosure practice (whereas arguments relating to disclosure in
general may be a necessary prerequisite for understanding much current
disclosure practice). The subject matter of this chapter is, therefore, a
discussion of sources and uses of company (mainly accounting)
information in collective bargaining, together with some specific
proposals for extending company disclosure practice. For this purpose,
the chapter is divided into two sections, one relating to the trade union
(labour) side of negotiations and one to management, although the two
are necessarily interdependent.

It should also be mentioned that, for the U.K. in particular, there
appears to be far more documentary evidence available for the trade
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union side than management. This is perhaps a reflection of the
relatively one-sided nature of pressures for increased disclosure in
collective bargaining. As a result, for evidence on the management side
we rely mainly on U.S. sources. We feel that U.S. material is relevant to
the U.K. also, however, on the grounds of general economic and societal
comparability and, specifically, the fact that the U.K. appears to be
moving towards a legislative position on disclosure which parallels that
established some time ago in the U.S.A.!1

TRADE UNIONS

We deal with trade unions in relation to information disclosure, rather
than labour negotiators in general, because all the evidence which is
available relates to unionised employees and, in any case, the organ-
isational resources of the unions mean that practice in relation to labour
negotiators’ information usage is likely to be at its most developed in
union/management negotiations. The trade unions have, in fact,
devoted considerable resources to research in connection with prep-
aration for negotiations.2 Most of the larger unions have their own full-
time research departments staffed by specialists.3 The services of these
departments are available to negotiators for the preparation of ‘briefs’
and documentation supporting claims and, often, to shop stewards for
answering queries relating to their employing organisations.

Perhaps the most spectacular and well publicised instances of use of
financial information by unions in the U.K. have been in the ‘prestige’
analyses supporting wage claims prepared by the Trade Union Research
Unit at Ruskin College, Oxford.4 Although these are not necessarily
typical of the way in which financial information may be marshalled in
arguments by union negotiators, they do give an indication of the
sophisticated nature of the resources to which unions potentially have
access.’

We have already discussed, in Chapter 4, the role played by
information in negotiations, whether it be in distributive bargaining,
integrative bargaining or attitudinal structuring (to use the terminology
of the Walton and McKersie [47] model). Another role, also mentioned
previously, is that of ‘rationalising’ the union’s demand in order to
influence third parties such as the general public, government or
potential arbitrators, and hence indirectly influence management’s (as
well as the union membership’s) attitudes.

For example:
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During the 1970 dispute the Ford management went over the heads of
the union negotiators and offered an extra £3 a week straight to the
men. They hadn’t dreamt of money like that and immediately
accepted the offer.

But last year we circulated the claim to the rank and file. They might
not have understood all the figures but they certainly got the message
that Fords could afford to pay more. So when the management again
took its offer straight to the workers, it was they who walked out
before the shop stewards even suggested it.6

This is a perhaps unusual illustration of the way in which union
members’ attitudes can be changed by the presentation of information
by the union. A more common instance of the same type of effect is
where management and the union by making use of information jointly
or separately may ‘rationalise’ a settlement they have both agreed upon
in order to make it acceptable to the union members who have to accept
it formally.7

Despite this, a number of union sources appear to play down the
significance of financial information in wage negotiations, viz.:

In relatively few negotiations does management or the union
emphasise the company’s or industry’s financial experience in great
detail. Most of the bargaining is based primarily on the factors other
than profits and financial status. The issue is normally willingness to
pay and not ability to pay . . . Profitability and the level of business is
usually significant as a background and psychological consideration
[4, p. 18].

In fact, this description fits the Walton and McKersie model, discussed
in Chapter 4, in which information may have a psychological role to play
which, if not direct, is nevertheless real. In apparent contradiction of
this, however ‘there does exist a point of view, perhaps held by the more
hardened practitioners in the industrial relations world, that the actual
impact of mere facts and figures in the wage-bargaining situation is
minimal, compared to some unspecified “forces” allegedly at work in
the negotiating process. The mountains of statistics and other factual
information are only put forward, so the theme runs, to give the useful
illusion of rationality to the whole affair’ [2, p. 6]. This is, in fact, a
description of the school of theorists and practitioners who maintain
that negotiating outcomes are determined by the relative ‘power’ of the
participants.

As has been pointed out [16, p. 17] such power ‘theories’ may, in fact,
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be mere tautologies. This is because in them ‘power’ is often defined
synonymously with ‘the ability to get a better outcome’ and the resultisa
completely circular argument which cannot add anything to knowledge
in a predictive sense. On the other hand, a definition of power which is
linked to the determinants of the outcome, which is a suggested way out
of the circularity [16, pp. 17—-18], could well restore a meaningful role to
information, since the possession of information may be one important
constituent of ‘power’.

In practice the constituents of wage claims, at least, seem to be clearly
linked to information provision, for example:

The 9, Net Increase required includes three increases:

1. The cost of living increase
(The minimum demand necessary to hold the line on the real
standard of living.)

2. The productivity increase
(The workers’share of increased output per worker at the factory
or firm —necessary to hold the line on the workers’ share of the
Gross National Product.)

3. The parity increase
(An attempt to alter the national distribution of income in favour
of workers, by bringing their pay up to the level of workers doing
equal work in another area) [5, p. 2].

Using this as an example of the construction of a ‘typical’ wage claim
it can be seen that factors (2) and (3) will depend mainly on the use of
organisational ‘labour force’ information (see below). Organisational
financial information, on the other hand, rather than entering into the
direct computation of the claim, seems, typically, to be referred to ‘after
the fact’, i.e. in rationalising the organisation’s ‘ability to pay’ the claim.
This would appear to fit union views that the primary factor in
constructing a wage demand should be what the workers are ‘entitled to’
rather than what the organisation is able to pay.

Indeed, it has been questioned whether a union should be at all
concerned that an organisation may possibly be ‘unable to pay’ a wage
increase, Viz.:

There is of course a question of principle, of whether it is a
responsibility of workers to subsidise a company by accepting wages
which lag far behind those paid elsewhere ... The financial
difficulties of some companies are due to reasons which cannot begin
to be met by restricting wages . . . Unions are aware that, if an



124 Accounting Disclosure and Collective Bargaining

employer knows they will relax efforts to raise wages, he will be more
inclined to let his business slide along as in the past, hoping that some
broad economic change will come along to better his position. But if
the union keeps pushing firmly for wage advances, the employer is
forced to find better ways to run his business to offset the costs of
higher wages . . .

If acceptance of an inadequate wage increase might seriously
jeopardise the union’s negotiations at other companies, the union
may be unwise to accept it. The union must consider not only the
situation of members at one company, but the interests of its
membership as a whole.

Also, in fairness to other employers who have already agreed to
certain terms, and in consideration of its future bargaining relations
with them, the union may not want to undercut them by agreeing to
lower wages from competitors . . .

At some time, a laggard company must find a way to take higher
wages in stride. If it cannot, and must go out of business, that may
mean the loss of some poorly paying jobs. But even though any job
loss is serious, this may be only a temporary blow, for the bulk of the
workers involved very likely will then gradually improve their
position as they gain better paying jobs elsewhere [4, pp. 19-20].

Clearly there are a number of institutional assumptions built into
these opinions which may or may not apply in a particular negotiating
context. What the quotation does suggest, nevertheless, is that there may
be a number of negotiating situations in which financial information
(relating to ability to pay) appears to be irrelevant, at least from the
union viewpoint.

There is, however, no reason why such a view should be accepted at its
face value. In terms of the computation described previously, measure-
ments of ability to pay may influence the calculation of item (2), in
particular, where this is based on some estimate of the marginal or
average revenue product. In addition, although ability to pay may
appear to have merely a ‘ratchet’ influence in that it appears to be used in
wage demand rationalisations only when it is favourable to the union
case, in fact ‘inability to pay’ may also depress the union’s expectations
generally, and hence implicitly affect the computation of factors (2) and
(3). Thus, financial information would appear always to have, at least
potentially, an implicit effect on wage claims (where it is known to the
union).

Clearly, though, we must also bear in mind the distinctions between
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explicit wage demands, negotiators’ implicit expectations and settle-
ment outcomes. We have already (in Chapter 4) put forward reasons for
believing that financial information can have a role to play, through the
adjustment of expectations, in the determination of outcomes.

Whatever the relationship between documented wage claim argu-
ments and union negotiators’ ‘actual’ expectations, it is apparent that
the information used in circulated documents can play an effective role
in determining wage settlements simply by influencing the expectations
of union members. 8 The fact that documented wage claims could play a
‘real’ role, then, gives relevance to an analysis of their informational
content.

We can analyse the type of information used by unions in terms of the
three factors listed in the illustration of a computation of a typical wage
claim® above i.e.:

(a) cost of living;
(b) productivity;
(c) comparability (or parity).

(A) COST OF LIVING DATA

As rates of inflation have increased, the cost of living element in wage
claims has become increasingly important, e.g. ‘The cost of living will
remain a principal issue which needs to be taken into account in
collective bargaining’ (T.U.C., Economic Review, 1974).

In the U.K. the statistic most frequently used by trade unions for
measuring cost of living changes is the Retail Price Index. This has the
advantage that it is published monthly, although its conceptual
disadvantages, as regards coverage for example, appear to be well
recognised by the unions.10 The need to take account of expected
inflation rather than experienced inflation has also been recognised in a
period of accelerating price rises. A further sophistication has been the
suggestion that the percentage cost of living increase should be adjusted
to take into account the incidence of taxation, i.e. %, Gross Cost of
Living Increase Required

Expected Inflation Rate 9 (1 —Average Tax Rate)

(1 —Marginal Tax Rate)
where the ‘tax rate’ includes items such as National Insurance contri-
butions as well as Income Tax. 11 To employ this method, it is obviously
necessary to work with the statistics of a ‘typical” worker, since specific
assumptions need to be made about tax allowances etc. The result, if the
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increase were granted, is then supposed to insulate such a ‘typical’
worker from the effects of inflation on take-home pay.12

In the U.S.A. rather than using the equivalent of the Retail Price
Index, unions have tended to use statistics taken from ‘family budget
surveys’, the scope of which is deemed more appropriate to unionised
workers. 13 It is interesting to note, incidentally, that a switch to using
family budget data rather than the ‘cost of living’ index occurred in the
U.S.A. in the 1930s when the cost of living index actually fell.14

One obvious extension of the use of cost of living data by unions is to
demonstrate, where appropriate, that wages and/or earnings have not
been maintained in ‘real’ terms and that, therefore, an element of
‘catching up’ is necessary.15

(B) PRODUCTIVITY DATA

Productivity has a fairly long history of separate consideration in
collective bargaining. 16 It appears to find favour with participants in the
bargaining process for a number of reasons:

(1) from the union or shop-floor negotiator’s point of view, pro-
ductivity growth, when expressed as changes in output per man, or
per man-hour, is a succinct way of characterising labour’s contri-
bution to the productive process (whether this contribution is active
or merely passive is not necessarily a material issue as far as the
negotiating ploy is concerned);

(2) management may be more amenable to productivity arguments
because wage increases commensurate with productivity change
may be absorbed without increasing final prices;

(3) finally governments have also welcomed productivity based argu-
ments in collective bargaining precisely because they are more likely
to result in non-inflationary settlements. In fact during the mid
1960s in the U.K., productivity growth became one of the most
important gateways by which increases above a specific norm were
allowed. 17

In the absence of any direct internal data union negotiators may be
forced to approximate productivity growth by referring to such statistics
as changes in sales value per employee [24, p. 18] calculated directly
from the published accounts. Other, similar, indicators used have been
wages and salaries as a proportion of sales [34, p. 26] and value added
per employee [19, p. 17]. Clearly there is a good deal of room for
argument over the relevance of different productivity indicators and
their various methods of computation even given the restrictions on
what is available in published accounts. One question which seems
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appropriate, therefore, is whether a particular indicator of productivity
can be considered ‘best’ in some sense.

Economists have long been aware that productivity data are ex-
tremely tricky to use and can be quite misleading when employed
uncritically — particularly when making short-run comparisons. The
concept itself has a deceptively simple definition —it is the ratio of
outputs to inputs — but problems begin to arise immediately one tries to
apply it in specific cases. For instance, some types of activity, e.g.
research and development or servicing jobs, may not have any
immediately recognisable outputs. Output measures, even when avail-
able, may be based on gross concepts rather than net concepts; product
data may be crudely lumped together into broad categories; quality
variations may be quite marked between batches or at different times
and finally technological change may affect the basic nature of the
product such that one is no longer comparing like with like. Similar
problems arise on the input side: where labour is the denominator,
employees and man-hours of different skills may be treated as equiv-
alent; the data may be based on hours clocked instead of hours actually
worked; the effectiveness of work may vary; changes in the quality of
other inputs may go unrecorded and the scope of the input data may not
coincide with the scope of the output data. Value measures of
productivity are no less susceptible to these criticisms and suffer from
the further disadvantage of relative price fluctuations.!8

Nevertheless ‘productivity’ has played a significant role i many pay
claims. The measurement problems imply, however, that considerable
confusion may arise in the use of productivity criteria. Thus, bargaining
activity might arguably become more efficient if both parties were aware
of the various data currently used by management to construct
production control systems and internal productivity indexes since these
should be inherently more relevant than data obtained from the
published accounts.

The C.I.R. report on disclosure [14, p. 32] indicated that some U.K.
companies were, in fact, willing to give information on such items as
standard performance levels, output per man and production schedules
as well as costs of different shift systems and costs of overtime.

Knowledge of currently used performance indicators may also serve
to indicate areas of potential improvement. In the particular case of
productivity bargaining which emerged in the U.K. in the early 1960s
disclosure of plant efficiency indicators appears to have been a necessary
component of successful agreements. As this form of collective bargain-
ing requires comprehensive and detailed reassessment of working
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practices it is self-evident that union officials, shop stewards and

employees, need internal data. These data are crucial at two phases in

the programme:

(1) inthe ‘problem solving’ phase of ‘mixed’ bargaining !9 when possible
changes and objectives are under discussion. Here they assist the
definition of the range of potential actions and relative rewards; and

(2) intheevaluation or follow-up stage. There may be the suspicion that
management does considerably better out of productivity bargain-
ing than the workers — this can only be determined by continuous
access to, and monitoring of, the relevant data by stewards and/or
union officials.

As productivity bargaining demands a considerable amount of
management time and commitment of company resources there should
normally be a periodic post audit of the agreement.20 From the
management point of view it is probably most important that the
package successfully controls unit costs, checks wage drift and reduces
overtime. Union representatives will similarly be interested in these
things but will in turn want to know the effect of the bargain on the level,
distribution and stability of earnings.

(C) COMPARABILITY

In relation to the construction of arguments over comparability and
what ‘parity’ adjustment may be necessary, unions make use of two
major classes of information:

(i) external wage data; and

(ii) internal wage data.

Many claims based upon comparability arguments require external
data since the reference group may be in another industry or in another
region. This is particularly true in national negotiations but such
comparisons are made at all levels of bargaining. The level of wage rates
and earnings in other plants or companies induces claims for parity of
treatment especially when the work done is similar. Thus, many union
officials negotiate with several companies in the same industry and are
certainly aware of rate of pay and nationally negotiated skill differen-
tials in different firms; similarly shop stewards, through combined
committees or informal contacts, get to know data on rates paid in other
plants. In these circumstances they will quite naturally frame their claim
in terms of wage data external to their own particular bargaining unit.
What union negotiators are not always fully informed about, however,
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is relative earnings or relative wage structures in other plants and firms.

Even data on wage rates paid by comparable companies are often not

easily obtainable.

The result is that, unless unions also bargain with comparable
companies they may not have systematic access to relevant external
wage data (and the same partial ignorance may, of course, apply to
management). There are two dangers in using wage comparisons in
situations where the bargainers are only partially informed: firstly, often
quite unrepresentative cases may become the focus of attention;
secondly, word of mouth is the main way in which information is
transmitted between union negotiators and this is itself notoriously
unreliable.

It is certainly arguable, therefore, that bargaining might be con-
siderably improved if more systematic data on relative earnings on a
company basis were made available. This could perhaps be done on
similar lines to the U.K. Department of Employment’s New Earnings
Survey. As well as average hourly and weekly earnings, the Survey also
provides information on the dispersion of earnings in each case. Two
measures of dispersion, within any given classification, are provided, the
first shows the upper and lower quartiles and deciles of the distribution,
as well as the median; the second gives a cumulative frequency
distribution indicating the percentage of that particular group earning
less than a specific amount —for example, in the 1975 survey 18.4 9, of
full-time male, manual workers in engineering were estimated to earn
less than £45 per week compared with only 9.2 9 in U.K. shipbuilding
and ship repairing [18, p. B11].

The advantages of presenting data in this way may be appreciated
with two examples:

(a) in many cases the median is a more representative indicator of
‘typical’ wages in a firm or an industry than the arithmetic mean,
which tends to be distorted by extreme values in the distribution;

(b) if the structure of earnings is highly skewed this will be signalled by
the data so that it may be possible to spot and renegotiate a more
equitable wage structure before it becomes a source of conflict.2!

The main point here, however, is that statistics of this nature allow
negotiators to test the validity of claims based upon comparability
arguments for industry level bargaining. It would seem quite feasible, as
well as advantageous, for employers’ associations to collect and make
available to both management and unions systematic surveys of this
type for their particular industry to be used in company and plant level
bargaining.
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Many wage claims are, of course, based on intra-company or intra-
plant comparisons. In fact, with the growth of shop-floor bargaining it
can be argued that these have become the most important preoccupation
of the work-force. Brown, for example, points out that: ‘the main force
behind the bargaining process becomes one of comparison in an
unending stream of fragmented bargains between individual workers
and junior managers’ [12, p. 16]. Quite clearly, where the reference
group is internal to the particular firm or plant, wage discussions would
be facilitated if management and unions were fully appraised of earnings
levels, changes in wage structure and the composition of relative wages
in terms of over-time, shift premia, bonuses etc.

It has been commented, however, that ‘Unions use internal wage data
infrequently; and when they do use them they do so primarily to show
inequities among the wages and working conditions of the employees’
[6, p. 56]. This obviously refers to the explicit, tactical use of
information by unions. As emphasised many times in this book,
however, the implicit effects of information on expectations have also to
be taken into account and the selective (explicit) use of information is
not necessarily a sound reason for its selective provision.22

ABILITY TO PAY

As already indicated, statistics on ability to pay seem to be referred to by
unions as a ‘permissive’ rather than ‘determining’ factor in wage claims.
A very wide range of ‘ability to pay’ indicators have been used at various
times. Some indication of the variety involved may be gathered from the
following list of ability to pay indicators derived from (only) 16
arbitration cases in the U.S.A.:

1. Accumulated profits, accumulated surplus and past profits.

2. Profits of the industry (in industry wide bargaining).

3. Amount of dividend payments and dividends per share (on all
classes of stock).

. Working capital (amount and changes in).

. Changes in invested capital —total and per share.

Effects of loss of line of credit on working capital.

Income before interest on income bonds.

Relationship of labour cost to total costs.

Rate of return (profit/capital funds invested).

Rate of profit on sales.

Profits before and after taxes.

—SvoNouwas
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12. Relationship of par value and market value of shares.

13. Profit after fixed charges (before dividends).

14. Departmental or divisional (versus entity) profits.

15. Earnings per share.

16. Profits in the future.

17. Net book value of plant and equipment.

18. Expenditure for ordinary maintenance of equipment.

19. Gross revenues (changes over a period of time in physical units of

output and dollars).

20. The amount of company securities retired.23

In relation to the U.K. the range of ability to pay indicators used
appears to be just as diverse. For example, during 1972 the authors were
allowed access to records of the research departments of 2 of the larger
U.K. trade unions. We examined a large number of ‘briefs’ prepared by
staff of the research departments for the use of union negotiators. From
a sample of 102 such briefs, dated between 1957 and 1972, the
information in Table 5.1 was extracted.

In referring to the table, it is necessary, above all, to stress the possibly
non-representative character of such ‘evidence’ of union uses of
financial information. Only 2 unions were involved and we had no
means of estimating the total population from which our ‘sample’ was
drawn. In addition, we were working with information at least ‘once
removed’ from negotiations, i.e. we do not know whether it was actually
used, or even considered relevant by negotiators. It was also noticeable
that the briefs we examined were of a fairly stereotyped nature with
identifiable ‘switches’ in the pattern of uses of information which seemed
to be associated with changes in ‘fashion’ (e.g. the onset of productivity
bargaining) or changes in the research staff involved. Nevertheless, in
the absence of other, better, evidence we can offer certain comments on
what may be shown by Table 5.1.

Firstly, it will be noticed that almost all the information appears to be
obtainable from published accounts. There are two possible reasons for
this: one, that it is used simply because it is available and relevant (but,
possibly, as a surrogate for less accessible but more relevant infor-
mation); and the other, that the information provider and/or user is
‘conditioned’ to its use by familiarity (this is obviously a function of the
availability). It is, in fact, not possible to say definitely whether all the
information is derived from published sources since precise definitions
of the terms used were not given. Interviews with current research staff
indicated, however, that published accounts were a major source of their
information in preparing such briefs.
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In relation to ‘ability to pay’ it is noticeable that the most popular
measure of profits referred to was also the ‘grossest’ (trading profits)
although the separate provision of depreciation figures meant that the
recipient of the brief (the union negotiator) could also ‘add back’

TaABLES.]1 Financial Accounting indicators quoted in nego-
tiating briefs

Indicator Frequency
Turnover 77
Trading profit 66
Dividends 61
Profit before tax 55
Capital employed 52
Directors emoluments 49
Mark up (gross profit/sales) 49
Net profit/capital employed 49
Gross profit/capital employed 47
Aggregate remuneration 41
Gross assets 39
Net assets 38
Depreciation 37
Reserves 32
Sales/employee 32
Labour cost/total cost 31
Profit after tax 28
Trading profit/employee 24
Remuneration/employee 21
Output 15
Earnings for ordinary shareholders

Output/employee

Gross profit, before tax and interest

Cash flow

Investment grants
Output/man hour
Exports

Gross profit/employee
Labour costs

Scrip issue
Assets/income
Capacity utilisation
Cash outflow
Dividend yield

Fixed assets

Fixed assets/employee
Sales/man hour

Share price

Total income

Trading profit/capital employed
Value added/employee
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depreciation if thought necessary. That measures of profit ‘grosser’ than
trading profits may be used by union negotiators can be seen, for
example, in the 1971 I.C.1. claim prepared by the Trade Union Research
Unit, in which ‘gross trading profit, before depreciation’ is referred to
[34, p. 33].24

The tendency to use as large a measure of profits as possible is, of
course, explainable in terms of the ‘tactical’ use of information.
(Although in Chapter 6 we discuss another possible reason.) Clearly
other items, such as directors’ emoluments and dividends, could also be
made use of tactically by emphasising their possibly discretionary
nature.

Itis also noticeable that a number of financial ratios were used, whilst
the separate provision of basic information such as turnover, aggregate
remuneration, gross assets etc. enables the negotiator to derive further
ratios if necessary. To a certain extent the popularity of standard ratios
(mark up, net or gross profit/capital employed etc.) may be a function of
the stress placed on them in accounting text books and courses i.e. of the
conditioning of research staff to their use. It is feasible, however, that
such ratios satisfy certain underlying ‘real’ information needs of
negotiators.

One possible reason for using ratios rather than absolute financial
values is that they may assist comparability by taking the ‘scale factor’
out of the comparison. For instance, it should be theoretically possible
to compare validly a profitability ratio for different ‘sized’ firms, either
cross-sectionally or longitudinally (ceteris paribus). The difficulties
introduced by varying accounting practices, inter alia, however, make
ratio comparison a tool of doubtful validity in practice, although this
need not deter the negotiator from making use of it for tactical reasons.

On the other hand, as suggested in Chapter 6, ratios may also serve the
purpose of assisting in the prediction of future ability to pay. Since
negotiations are concerned with future conditions it is future ability to
pay which is presumably directly relevant. To the extent that past
measurements are actually referred to in negotiations, they are therefore
classifiable as either direct predictions of future ability to pay (e.g. the
‘profit measures’) which implicitly assume no change, or else as tools to
assist the prediction of future ability to pay (e.g. ratios). The first of these
classes (which assumes the past is to be repeated in the future) seems at
first sight to represent a rather perverse use of information in the face of
the known fluctuating nature of year to year company financial results.

The use of such information, which seems on the face of it not to be
directly relevant may, however, occur simply because the information
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base for making anything other than a ‘no change’ assumption is not
available.25 On the other hand, it is possible that information which is
known to have faults may be quoted by labour negotiators in order to
provoke management into providing more relevant measurements. As
one possible example of this,26 in the 1971 1.C.I. claim the unions
derived a measure of the change in ‘productivity’ from 1965—70 by
comparing constant (1963) price sales per employee. In so doing, in the
absence of other information, the union made use of statistics for .C.1.’s
U.K. activities as a whole [34, pp. 26—7]. The company’s response was
to produce similar information referring to ‘those parts of the company
directly affected by the current negotiations’ [31, p. 13].

It is possible in this particular case, of course, that I.C.1. simply did
not know in advance what information the union side required, and this
explanation is, in fact, supported by the company’s offer to provide
certain requested information in the future[31, p. 7]. On a more general
level, however, this case may serve to illustrate one argument for a
liberal disclosure policy —i.e., if the unions are not given access to
information which they consider relevant, then they will estimate it
themselves —and their assumptions are hardly likely to favour
management’s case!

In general, the major sources of financial information to trade unions
are published company reports27 and government publications (for
industry wide data). The snag about such sources is that they are not
necessarily best suited to providing information for collective bargain-
ing.28

Asis well known, the traditional focus of company reporting has been
shareholders and creditors. Whilst it is possible that such users may have
many specific information needs in common with negotiators, on some
items (such as manpower data) it is likely also that their needs will differ.
The expansion of published information to meet negotiators’ needs
may, however, exacerbate problems of ‘information overload’ for
existing users as well as adding to reporting costs.29

‘Information overload’ is only one implicit cost of increased disc-
losure as far as the recipient is concerned. More obviously, the use of
financial information by unions in bargaining implies processing costs
for them. We have already noted that many of the larger unions have
research departments which provide ‘financial information services’ to
negotiators and that, in the U.K. for example, the Trade Union
Research Unit at Oxford has also been used by unions for preparation of
sophisticated ‘prestige’ claims, whilst other smaller unions, and in-
dividual negotiators, may make use of the services of the Labour
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Research Department. As a result, where several unions may be
negotiating with the same employer, there could be a considerable
amount of duplication of effort in obtaining and processing relevant
organisational information.

Inthe U.K. there is, in fact, no central research agency for unions. The
T.U.C. acts as a focus for research activities in that it publishes relevant
literature and organises conferences on the subject but it does not keep
any kind of central record of company financial information as does, for
instance, the Industrial Union Department in the U.S.A.30 However,
the T.U.C,, in its representative capacity, has frequently commented on
the drawbacks associated with current sources of information for
collective bargaining and made suggestions for ‘improving’ (by increas-
ing) the current level of disclosure.

General union criticisms of company financial information have,
however, perhaps best been expressed by an American union source, i.e.:

(a) The typical financial statement summarises business experience in
a past period ... A financial statement is therefore not an
adequate tool for measuring likely future effects of a wage
bargaining settlement [4, p. 21].

(b) Profitability can be understated because (1) financial policies

and/or the choice of accounting methods can significantly alter

the amount of reported profits, (2) temporary or non-recurring
expenses can affect a year’s operating figures, and (3) some

companies are not run merely to make a profit [4, p. 23].

The typical published financial statement is a highly condensed or

summarised statement which masks many of the distinctions

meaningful for bargaining purposes. It fails to give breakdowns
on various costs and other data often needed for sensible
evaluation, for example, on productivity, unit labor costs, and the

role wage increases might play in the company’s operations[4, p.

21].

The ex post nature of accounting results means that comment (a) must
necessarily be true where it is future ability to pay that is at issue. On the
other hand, it is possible to use past results to predict the future. Thus, in
order to make accounting reports more relevant we may either present
direct predictions or else provide information which has improved
predictive ability. Ways of ‘improving’ disclosure according to both of
these alternatives are examined in Chapter 6.

Ciriticism (b) relates partly to the discretionary nature of accounting
practices. To the extent that ‘Statements of Standard Accounting

(c
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Practice’ [30, Sec. M] succeed in reducing the variety of practices
adopted, it may be considered that this criticism is now being met in the
U.K. However, there is a danger that such standardisation will result in
less relevant accounting reports. This could happen if an organisation
was prevented from using a non-standard accounting practice which
‘best’ suited its own peculiar circumstances. For this reason, the U.K.
Accounting Standards Steering Committee has been careful to preserve
a certain amount of flexibility in the Standards.3! But such ‘flexibility’
reintroduces problems for comparability.

To meet such problems it seems necessary to know how the accounts
are constructed, so that, if necessary, they can be reconstructed on a
preferred alternative basis. 32 For this purpose what is ultimately needed
is access to the ‘building blocks’ of the accounts, not merely a statement
of accounting policies. (As we shall see in Chapter 6 such a solution may
also be necessary for predictive purposes.) But this, in turn, increases the
possibility of ‘information overload’. (We return to this discussion in
Chapter 6.)33

Criticism (c), although superficially different, again suggests the same
solution, i.e. that more ‘basic’ information should be disclosed. One
obvious problem with expanding disclosure to cope with this is that the
usual counter-arguments about effects on confidentiality etc. may be
raised by management (see Chapter 2). To a certain extent these
arguments may be met on a practical level by pointing out that in the
U.S.A. both the general level of disclosure in published accounts and
specific disclosure to trade unions in collective bargaining have been
more extensive than that practised in the U K. as a result of legislation
and extra-statutory regulation. The comparative economic records of
the two countries do not lend support to the hypothesis that such
disclosure disadvantages companies as a whole. Of course, disclosure
may sometimes disadvantage individual organisations —but that has
not been felt by regulators to be an overriding objection in the
development of previous disclosure legislation (e.g. in the U.K.
Companies Acts).

Other ‘problems’ stressed in relation to the use of financial infor-
mation during interviews the authors had with research officers of most
of the larger U.K. unions were:

(1) the need for information related to the bargaining unit;34
(2) the lack of information on multi-national companies; 35
(3) defects in the present system of filing accounts. 36

The first two of these issues could again, in principle, be met by an

increase in the general level of disclosure.



Trade Union and Management 137

In the case of (1), a satisfactory solution would seem to require not
replacement of what is currently disclosed by more disaggregated
information, but rather its supplementation. This is because the degree to
which inter-related units could ‘manipulate’ their accounting results is
already recognised as a potential problem by unions, viz: ‘The profit
total also has little significance in the case of some subsidiary companies
which accept contracts from their parent company on pretty nearly a
cost basis and so make little profit . . . Or the reverse is sometimes true’
[4, p. 22].

In fact, it was problems of this kind which led, in the U.K., to legal
requirements for more aggregated accounting reports (consolidated
accounts). Thus, while on the one hand unions seem to want the benefit
of ‘seeing the whole picture’ (in consolidated accounts), they are
simultaneously pressing, for understandable reasons, for financial
reports on sub-group and sub-organisational bargaining units. But to
give such results inevitably involves the use of yet more accounting
discretion with respect to the allocation and transfer pricing policies
adopted.37 Again, one possible way out seems to be to give sufficiently
detailed information to rework the calculations, if considered ne-
cessary.38

These problems, of course, occur also with respect to the subsidiaries
of multi-national companies. An added complication here is that access
to even the overall (group) accounts has not always been straight-
forward, at least in the U.K. Enforcement of the provisions of the 1976
Companies Act should, however, remedy this situation.

Similarly, criticism (3) above relating to defects in the current filing
system may also prove to have been alleviated by the passage of the 1976
Companies Act. In particular, one of the commonest complaints in the
past has related to the average length of time expiring between the
completion of a company’s reporting period and the date on which the
accounts are made available for public access. The 1976 Act has
introduced new time limits for filing accounts with the Registrar of
Companies and lays down penalties for defaulters in this respect. This is
potentially significant for unions in that for predictive purposes it is
obviously necessary that the information available to negotiators
should be as ‘up to date’ as possible.

Apart from the resolution of such administrative questions, the
overall impression is that what the unions are asking for is an extension
in the detail disclosed in company accounts. This is evidenced, for
instance, by the ‘shopping lists’ for information which have been issued
through the T.U.C,, e.g.:
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The disclosure of information to trade union representatives should
cover the following points: Manpower: Numbers of employees by job
description; rates of turnover, short time, absenteeism, sickness and
accidents; details of existing provisions for security, sickness, ac-
cidents, recruitment, training, redeployment, promotion and re-
dundancy. Finance: Sales turnover by main activities; home and
export sales; non trading income including income from investments
and overseas earnings; pricing policy. Costs: distribution and sales;
production costs; administrative and overhead costs; costs of mat-
erials and machinery; labour costs including social security payments;
costs of management and supervision. Incomes: directors’ re-
muneration; wages and salaries; make up of pay-negotiated rates,
payment by results, overtime and bonuses. Profits: before and after
tax and taking into account Government allowances, grants and
subsidies; distributions and retentions. Performance indicators: unit
costs, output per man, return on capital employed, value added etc.
Worth of company: details of growth and up to date value of fixed
assets and stock; growth and realisable value of trade investments.
Prospects and plans: Details of new enterprises and locations,
prospective close downs; mergers and takeovers. Trading and sales
plans: investment plans including research and development. Man-
power plans: plans for recruitment, selection and training; pro-
motion, regrading and redeployment; short time and redundancy
provisions. General information: A description of the company’s
activities and structure: details of holding companies and subsidiaries;
organisational and managerial structure; outside contracts. Details of
ownership: Directors and shareholders in the company and in holding
companies; beneficial control of nominee shareholdings [45,
pp. 17-18].

This rather long quotation serves to illustrate the type of information
and the degree of detail which unions seem to be seeking. In this respect
it is by no means the longest such ‘shopping list’ for information.39 We
do not intend to comment on the specific information involved here, or
on what part of it represents an extension of current U.K. disclosure
regulations,40 but rather we shall concentrate on the general nature of
the proposed extensions of disclosure.

Firstly, there seems to be one primary conceptual novelty as
compared with disclosure under the present U.K. Companies
Acts —that extensive information should be required on prospects and
plans, i.e. direct predictions.4! We have already noted the direct
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relevance of future information to negotiations about future conditions.
The provision of direct predictions is, however, only one possible way of
meeting this need. A discussion of the advantages and disadvantages of
predictions as compared with predictive information is, however, left to
be dealt with as a topic irr Chapter 6.

Apart from extending disclosure to cover predictions, the other
noticeable feature of the shopping list given is that it seems to be divisible
into 2 classes of information. Firstly, there is a request for information
of the ‘labour force’ type, i.e. that which relates to wages, terms and
conditions of work. Such information is obviously necessary for the
union to assess the productivity and parity elements in constructing
wage claims and to react to the employer’s offers. It is also clearly a
prerequisite for rational bargaining on non-wage issues. It may also be
required for the post audit or ‘policing’ of the agreement. In addition:
‘manpower information may be needed in order to allow unions to
recruit members, collect subscriptions and to provide adequate services
to their members particularly in the handling of individual and other
grievances’ [14, p. 13].

For these purposes, unions may be seen to have a potential need for
almost any conceivable class of information relating to labour usage,
payment and outputs. This perhaps explains the almost ‘open-ended’
access the Courts in the U.S.A. have granted to unions for obtaining
such information from employers. 42 Similarly, under the U.K. Employ-
ment Protection Act it may be considered that most of such information
could fall within the terms of Section 17 (1), although the constraints of
Section 18 may limit disclosure of information which is otherwise
relevant. The interpretation of Sections 17 and 18 are, of course, a
matter for the Courts, although, on the face of it, the ‘loopholes’ of
Section 18 seem to be wider than those allowed by the U.S. Courts.43

What seems important to stress, however, is that the relevance of a
particular item can only be judged in the knowledge of the particular
circumstances applying. More than this, relevance, in the sense of
‘bear[ing] upon or be[ing] usefully associated with the action [the
information] is designed to facilitate or the result it is desired to
produce’ [3, p. 9], depends, inter alia, on the quantitative dimension of
the information. That is, a piece of information may be relevant at a
particular time simply because it signals some extraordinary or un-
expected event. For instance, ‘consultancy fees paid’ may not in itself
appear to be a very relevant item in the normal course of events.
However, if the level of consultancy fees paid to members of a holding
company by its subsidiary were suddenly to increase, then the infor-



140 Accounting Disclosure and Collective Bargaining

mation might become relevant to negotiators with the subsidiary. Thus
the disclosure of relevant information implies flexibility (or alter-
natively, completely open-ended access to the records).

In particular, a requirement that relevance has to be demonstrated is
overly restrictive, since without access to the information it is not
possible for the union to tell whether it may be ‘material’ enough to be
relevant to negotiations.44 On the other hand, a requirement that all
information which is potentially relevant should be disclosed is effec-
tively a directive to ‘open the books’, since, as already stated, almost any
piece of information could, under certain circumstances, be material
enough to be relevant. It is, therefore, not possible to have a
conceptually satisfactory (and non-exhaustive) set of disclosure reg-
ulations or an information agreement which specifies the list of
(relevant) items to be disclosed. From this point of view, then, proposals
such as the T.U.C. shopping list can be regarded as unsatisfactory. They
are likely to result both in the disclosure of non-relevant (immaterial)
items and in the non-disclosure of relevant (material) items in a
particular situation.

To be fair, the T.U.C. shopping list and its ilk must probably be
looked upon as suggestions for the kinds of items which will most
usually be found to be relevant in negotiations, so that they represent an
idea of the minimum level of disclosure required based on expected
relevance.

As with the Companies Act regulations, it will probably be found,
however, that minimum disclosure becomes typical disclosure. Thus it is
important that in U.K. case law the overriding necessity to provide all
relevant information is established45 since, unless a relatively ‘liberal’
disclosure policy, based on a conscious examination of user needs, is
seen to be part of the law’s requirements from the start, the development
of disclosure regulations in collective bargaining is likely to follow the
same unsatisfactory, ‘fire fighting’, course as statutory disclosure under
the Companies Acts.46

It may be objected that this could place unions in a better position
than shareholders and other interested groups. Insofar as ‘labour force’
data are concerned this is undoubtedly the case. Such a situation can,
however, be justified in that much of the employment data being
discussed here are of specific relevance to negotiators. In any case, the
fact that shareholder disclosure regulations are unsatisfactory is not an
argument in itself for formulating unsatisfactory regulations with
respect to collective bargaining.

There are, of course, more valid reasons for concern where the
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information disclosed to negotiators is ‘price sensitive’. In this respect it
has been pointed out that: ‘It is wrong to suggest that the requirements
of the Companies Acts and the Stock Exchange Rules inhibit employers
from disclosing financial information to employees. These requirements
are not restrictive in what should be disclosed but are designed to
safeguard the interests of shareholders by seeing that information likely
to influence share values is not disclosed in a way which might create
privileged interests’ [ 14, p. 25].

The moral to this particular story, then, is that if management feel
that certain price sensitive information is relevant to labour negotiators
it should ideally be simultaneously disclosed to them and to investors at
large.

Such a situation is, of course, more likely to arise in respect of the
second category of items the T.U.C. would wish disclosed, i.e. financial
information, including expectations.

Much of this can be claimed to be of simultaneous relevance to
investors and negotiators. Indeed ‘price sensitive’ information must
necessarily be relevant to investors. Once again, then, the ‘ideal’ solution
(based on relevance) would seem to be simultaneous disclosure. In
practice, however, there may be significant costs to such a solution. To
the extent that legislators accept the social significance of such costs they
can, of course, impose constraints on the information which labour
negotiators are entitled to demand (as in Section 18 of the U.K.
Employment Protection Act).

This does not, of course, then prevent an employer from voluntarily
disclosing information which is so ‘protected’. Where such information
was price sensitive its circulation would, however, need to be restricted
unless investors were simultaneously informed. To the argument that
information cannot be restricted once it is passed on to labour
negotiators, the response is a practical one. That is, while unions and
management must have experienced shared price sensitive information
under U.S. law for many years, we have been unable to find a single
documented reference to consequential ‘abuses’ with respect to the
release of ‘confidential’ information. There is no reason to suppose U.K.
unions to be less trustworthy in this respect than their U.S. counterparts.

One implicit problem may certainly arise, however, despite the ‘good
faith’ of bargainers. That is, unions do have shareholdings held both for
investment purposes and on behalf of their pension funds. To ensure
that there is no suspicion of a division of interest in this respect it might
be best if unions were prohibited from holding shares, either directly or
through nominees in companies with which they engage in bargain-
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ing.47 Where this may be unduly restrictive, e.g. for a large national
union with bargaining relationships throughout industry, some form of
neutral trustee arrangement could possibly be made.

To summarise, trade unions have basically requested the disclosure of
organisational information of two types: manpower or ‘labour force’
data and ‘ability to pay’ related data. The primary purpose of the labour
force data appears to be for the construction and evaluation of
arguments related to the productivity and comparability elements in
negotiations. ‘Historic’ or ‘actual’ data would often seem sufficient for
this purpose. On the other hand, financial data seem to be required for
constructing ability-to-pay arguments, for which purpose it is future
ability to pay which needs to be predicted. Whilst we shall have more to
say about the conceptual background to such predictions in Chapter 6,
itis clear that it is this aspect of information usage which gives rise to the
most serious objections as far as management is concerned. This is
because in order to satisfy theoretical union needs on this point either
direct predictions (budgeted or planned information) of critical financial
variables or sufficient details to form the basis of informed forecasts —or
both —need to be provided.

MANAGEMENT

In this section we shall be concerned with what information manage-
ment may need for decision making in relation to collective bargaining.
Essentiallv there appear to be three phases into which bargaining
activities fall for this purpose:

Phase 1 —those activities which relate to preparation for negotiations;
Phase 2 —activities carried out during the period of negotiations;
Phase 3 —activities associated with the interpretation and adminis-

tration of the contract. 48

PHASE 1 —PREPARATION FOR NEGOTIATIONS

Preparations for negotiations can themselves be divided into 2 sub-
phases: (a) the collection, analysis and interpretation of data, and (b) the
setting of bargaining policy based on the results of (a).49 It is to the first
of these that we direct our attention here.
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Thorough (but somewhat dated) surveys of management practice in
this area have been published in the U.S.A.[6],[11],[41]. Because we
feel that U.S. practice to some extent points the way for the U K. also, as
well as because of the dearth of U.K. evidence, we have drawn almost
exclusively on these sources in what follows.

One example of a practice developed in the U.S.A. which seems to be
equally applicable to the U.K. is the preparation of a bargaining book:

Many companies today spend a considerable amount of time
marshalling factual information prior to the beginning of neg-
otiations. Company executives try to anticipate union demands,
estimate their costs and weigh the pros and cons of each possible
demand carefully. When this is done they can defermine the course of
action they expect to follow and perhaps even develop countermands
of their own as to revising the collective bargaining agreement.

To back up their arguments, company negotiators assemble a great
mass of information. Wage and fringe benefits surveys, and
significant settlements in the area or the industry provide part of the
source data. Analyses of the internal problems that have arisen during
the term of the contract also provide strong bases for possible
contract changes.

As an aid to bargaining, many companies bring together all or part
of the information they have gathered in what is known as a
bargaining book. The format of these books varies from a simple
listing of union demands and company counter demands in a
looseleaf notebook to elaborate tomes that include the historical
development of each contract provision, many types of cost data and
comparative statistics and detailed outlines of the company’s position
[6, ch. 2].

One class of information which is presumably always necessary for
determining management’s bargaining policy is that related to the
evaluation of the costs of alternative ‘packages’, i.e. feasible negotiating
outcomes. For the prediction of what ‘packages’ are most likely to be
demanded by, and acceptable to, unions, knowledge of ‘comparability’,
i.e. external wage, data may be crucial. This will most obviously be the
case where the employer is a ‘pattern follower’, i.e. where wages etc. are
likely to be largely determined by comparison with a prior settlement
elsewhere in the industry, area or economy.

The other source of information on what ‘packages’ are likely to be of
interest to labour is, of course, an independent computation by
management of the expected union claim. For this purpose management
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will obviously need information on the elements entering into the
union’s calculation of the gross increase required.

From the above it is deducible that the information normally
necessary for management’s bargaining book is similar to that already
discussed in relation to unions i.e.:

(a) external wage data;

(b) internal wage data;

(c) productivity data;

(d) cost of living data; and
(e) ability to pay data.>0

(a) External wage data

Relevant comparative wage data are likely to be of two sorts:

(i) data on wage rates, earnings etc., of a comparable group of workers
in other companies;

(ii) increases and other changes involved in other recent negotiations.

The purpose of collecting such data may obviously be to predict, and
if possible counter, the union’s parity arguments. Another reason,
however, may be to determine the ‘going rate’ which may need to be paid
to retain workers in a tight labour market.

The difficulties involved for management in obtaining such data to a
certain extent parallel those of the union discussed earlier. That is, there
may be no systematic source of statistics on wages and earnings in
comparable organisations.

To the extent that information can be shared between employers on
industry or area bases, voluntarily and informally, then the employer
may be in much the same position as unions who often do likewise. Of
course, there is always the possibility that information sharing can be
arranged formally, through, e.g., the employers’ federation. Otherwise,
it may be necessary to fall back on national statistics such as the New
Earnings Survey discussed earlier.

The use made of external wage data in bargaining, in a U.S. context,
has been succinctly described by Ryder ez al.:

Both parties use their external wage data in a selective manner. The
parties frequently differ about the external wage criteria that are
appropriate for comparison purposes; the most common disagree-
ments are over the use of area versus industry criteria. If one of the
bargaining parties has consistently favoured the use of a particular
criterion, however, it becomes difficult for that party to shift ground
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in a year when the previously favoured criterion operates against its
interest.

In a number of firms, the parties have agreed on the external wage
criteria they will rely on during negotiations. Through such agree-
ments, management and union have been able to remove a consider-
able part of the controversy that surrounds wage bargaining [41,
ch. 5].

A possible reduction in bargaining time and effort associated with a
diminution in the opportunities for confusion are also reasons for trying
to come to such agreements about relevant external comparisons in a
U K. context. The dangers involved are, of course, a possible freezing of
inappropriate differentials and ‘leap-frogging’ settlements. Neverthe-
less, since collection of data on external wage comparisons is in any case
an essential element of managerial planning for collective bargaining,
explicit consideration should be given to the possible advantages (and
disadvantages) of sharing such information with unions.

(b) Internal wage data
One possible reason for collecting this type of information for bargain-
ing purposes is, once again, to try to anticipate union calculations.
Another important reason is to enable the costs of the various ‘packages’
of feasible outcomes to be estimated. If carried out on a strict
‘opportunity cost’ basis this estimation process gives rise to serious
theoretical and practical difficulties, which we shall leave for discussion
to Chapter 6. Here we shall assume that management merely wishes to
arrive at approximations of the ‘direct’ (labour) costs of packages which
may come under discussion, i.e. that: ‘Internal wage statistics are most
frequently used by company executives to provide wage cost estimates.
They feel they need reliable estimates of the total wage costs that would
be entailed by any union demands or company counter proposals. To
facilitate the calculation of wage costs, many companies, before
bargaining, develop tables that show the cost to the company of any
possible wage demands’ [6, p. 56].

Examples of types of internal data found useful for this purpose in
practice are:
‘1. Average hours worked.
2. Number of employees — by job class, by step within each job class, by

seniority and by sex.
3. Number of employees on incentive and amount of incentive
earnings.
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Number of employees on each shift.

Straight time and gross weekly earnings by job class.

Costs of fringe benefits.

Chronologies showing when firm gave increases in wages and
fringes’ [6, p. 67].5! The use of break-even charts to demonstrate the
effects of alternative wage levels may also be found useful.52
One possible use of internal wage data, mentioned in the Bambrick
and Dorbant survey, is to determine what would be an acceptable
settlement. The criteria suggested for a ‘fair’ settlement are that it:
‘(a) maintains proper differentials between various job classes;

(b) ensures that no one group gets the lion’s share of the increase;
(c) will be acceptable to the union membership’ [6, p. 69].

Fairly clearly internal wage statistics of the type suggested above
should enable management to predict the effects of various outcomes on
different employee groups, so making it easier to evaluate the ‘politics’
of alternative outcomes and hence their chances of being accepted by the
union. Perhaps the most effective use of internal wage data is, however,
during negotiations, i.e. Phase 2 —which we discuss below.

Nowa

(c) Productivity data

Organisation-wide productivity information serves two possible pur-
poses in bargaining. Firstly, unions may seek to use past ‘increases in
productivity’ as a justification for increased payments to their members.
This is obviously an attempt to redistribute possible gains and may be
connected with such questions as the equity of relative rewards to labour
and other ‘contributors’ to the organisation —relevant information for
the evaluation of which we discuss in Chapter 6.

Secondly, productivity information may be used in an ex ante sense,
i.e. to explore possibilities for productivity increases in the future (by
joint problem solving), the expected benefits of which become the
subject of distributive negotiations. For such purposes, the more
detailed the information, the more likely it is to be useful in identifying
opportunities for improvement. Where management is interested in
obtaining future increases in productivity from negotiations they would
therefore seem to have a vested interest in focusing attention on
disaggregated, rather than organisation-wide data. This in itself implies
a need to go further in disclosure than the information in published
accounts.

As well as negotiating a full-blown, once-for-all productivity agree-
ment, e.g. for buying out restrictive practices, some companies have
attempted to formalise the productivity element in wage settlements by
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linking future wage increases to changes in an agreed productivity index.
For example, an Institute of Personnel Management report, published
in 1968 [27], indicated that a large engineering firm with plants in the
Midlands had used an ‘Index of Competitive Ability’ to ascertain the
latitude for wage increases. This index was simply

Output per hour

Hourly wage rate

If output per hour increases faster than the hourly wage rate, then unit
wage cost is falling, which in turn presumably implies the competitive
ability of the firm is improving. Such an improvement would then justify
the payment of a bonus. Output per hour was calculated on a ‘net’ or
added value basis, allowing for changes in final sale prices and deducting
the cost of bought-in materials.

Clearly, in respect of negotiations which are expected to be solely
distributive (i.e. do not involve any proposed future change in pro-
ductivity), the major concern of management in preparing for nego-
tiations as far as productivity data are concerned, may be to try to
anticipate (in order to counter) union calculations of any ‘productivity
increases’ which have taken place.

Thus, overall ‘productivity’ indicators may, for example, have a
tactical value for management in ‘demonstrating’ low productivity to be
the reason for not making a high offer to the union. This is, of course,
management’s counterpart to union arguments about high achieved
overall productivity levels.

Another reason for computing overall productivity indicators may
simply be in order to resolve uncertainty about labour’s demands and
expectations whether or not ex post productivity change is a factor
which in itself ‘justifies’ a wage increase. 53 In this connection there are
no fixed statistics which may be considered independently relevant to
management; rather the whole range of ‘productivity’ indicators most
likely to be available to, and used by labour negotiators—e.g.
sales/employee, value added/employee etc., should find a place in the
bargaining book. On the other hand, if negotiations are expected, or
hoped to be of a ‘mixed’, partly problem solving character as well as
partly distributive, then what is theoretically needed is freedom of access
by negotiators, both management and union, to detailed organisational
data if maximum joint benefits are to be obtained.54

In such a situation it appears to be counter-productive and too space
consuming to suggest here a list of information which might be of use.
Since the demise of productivity bargaining in the late 1960s, pro-
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ductivity arguments seem, in any case, to have resumed a subsidiary role
in negotiations, at least in the U.K.55

(d) Cost of living data

Clearly in times of high inflation (as at present) the need to maintain
employees’ ‘real’ wages may become a major determinant of union
claims and expectations. In such conditions it is obviously necessary for
management negotiators to have information available on the cost of
living statistics most likely to be used by the union side, i.e. in the U.K.,
movements in the Retail Price Index.

One possible positive approach management may make to counter
union claims is to try to demonstrate that the organisation’s wage rates
and/or earnings have increased in line with the cost of living. For such
purposes internal wage data and an appropriate index are clearly
necessary.

If cost of living changes are regarded as a legitimate determinant of
wage increases then ideally an index appropriate to the workers covered
by negotiations should be used. The Retail Price Index may, for
example, not be wholly satisfactory for this purpose in terms of
coverage.

Clearly the choice of an index becomes most critical where a cost of
living increase is built formally into the labour contract, e.g. in
‘threshold agreements’. In such cases it may be advantageous to
commission a special family budget survey to obtain an appropriate
index. However, expenditure surveys of union members whose earnings
may depend on the results of the survey obviously need careful designing
to avoid abuses. This in itself implies such a survey may not be cheap,
and that such statistics as the R.P.I. may be a good enough approxi-
mation in cost/benefit terms.

(e) "Ability to pay’ data

This section is limited to consideration of organisational financial
information not already dealt with above. For instance, we have already
discussed the use of internal wage data to estimate the direct costs of
bargaining outcomes. In addition we have deferred until Chapter 6
consideration of the opportunity costs of outcomes, i.e. their effects on
profits etc. However, other financial information of a wide variety of
classes, as we have already seen, may be used by unions to ‘rationalise’
the organisation’s ‘ability to pay’ a wage claim. We discuss a suggested
theoretical concept of ability to pay, and the way it may be measured in
practice in Chapter 6. Where management wish to counter the unions
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‘demonstrations’ of ability to pay we believe the material of Chapter 6
should assist them in constructing relevant arguments.

One issue which remains to be discussed here is that attempts by
management to show ‘inability to pay’ may create a potential entitle-
ment, on the part of the unions, to a wide range of organisational
information, on the grounds of relevance. This has been most clearly
established in a U.S. context, where the National Labor Relations
Board has stated: ‘An employer’s duty to bargain also included the
obligation to furnish the bargaining representatives with sufficient
information to enable the union to bargain intelligently and to
understand and discuss the issues raised by ihe employer in opposition to
the union’s demand. The extent and nature of such information depends
upon the bargaining which takes place in any particular case’S6 [Italics
added]. As a result the ‘fail safe’ rule operated in the U.S.A. has been: if
an organisation wants to avoid the possibility of being compelled to
disclose additional financial information to unions it should not plead
‘inability to pay’.

That such a situation could arise in the U.K. as a result of current
legislation is pointed to in the ‘guidelines’ of the C.I.R. Report: ‘The
relevance of financial information depends both on the bargaining area
and the arguments used, e.g. the argument of inability to pay on the part
of the employer creates its own need for information to justify the
argument’ [14, p. 29]. Although the C.I.R. is now defunct, the force of
this argument seems to be of an enduring nature.

Of course, ‘confidential’ information, of various types, should still be
protected under the ‘loophole’ clauses of section 18 of the U.K.
Employment Protection Act, the interpretation of which in turn
depends on the establishment of case law. That it may not always be in
the best interests of management to take full advantage of such
loopholes, i.e. to pursue a minimum disclosure policy, is, however,
indicated by the analysis of Chapter 4.

Detailed discussion of the types of information which are theoreti-
cally needed to support arguments about ability to pay and relative
equity are postponed until Chapter 6, but it is worth pointing out at this
stage that, whether or not company financial information is believed to
have a direct influence on labour negotiators, it may be useful for
‘rationalising’ the employer’s case to third parties, including the union
membership, who may have an indirect influence on bargaining
outcomes. For that reason, it is to be recommended that a whole range
of ability to pay data (including forecasts) is prepared for the use of
management negotiators, whether or not it is to be passed on to unions.
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Guidance as to the useful content of negotiators’ ‘primers’ in this respect
can be found in the section on union uses of ability to pay data earlier in
this chapter and the relevant material of Chapter 6.

PHASE 2 -DURING NEGOTIATIONS

Decisions on the timing of information use during negotiations and its

precise effects are, of course, dependent on specific circumstances. To

generalise, however, the preparation of information as previously
described, and its availability in the bargaining book make possible the
following types of benefit during negotiations:

(a) management can produce more effective counter-arguments to the
union’s demands: ‘The union tends to accept statements as to costs,
knowing that we refer to specific figures, whereas the union tends to
discount broad statements. We gain by being factual and, to a
degree, documentary’ [6, ch. 2].

(b) Management negotiators’ decision-making ability may be im-
proved: ‘Information gained during the process of setting up the
bargaining book, and the knowledge that many useful data are at
hand, negotiators say, helps to increase the assurance of the
management team’ [6, ch. 2].

(c) The support of third parties can be gained, e.g. management may
publish its case in the form of newspaper advertisements, or simply
circulate employees. 57

(d) Decisions may be made more quickly and effectively with a possible
shortening of negotiations resulting: ‘We have in the bargaining
book the cost figures for every demand the union can make. Instead
of just saying that the union’s demand for a specific item is too
expensive we add up the costs and show the union’s negotiators just
how much it will cost. Of course, if the union’s proposal is
reasonable, our bargaining books cost figures show that too and
we’re in a position to readily accept’ [6, ch. 2].

In the case of (a) and (d) it is internal wage data that are likely to be
most useful to management, whilst for (c) all forms of data discussed
above (i.e. internal and external wage, productivity, cost of living and
ability to pay) may be useful in ‘rationalising’ management’s position.

PHASE 3 -~POST NEGOTIATIONS

Disclosure of organisational information after completion of bargain-
ing is necessary for at least three purposes: (a) the joint interpretation



Trade Union and Management 151

and administration of the agreement, including the processing of

grievances; (b) the immediate need to ‘sell’ the agreement to union

members and/or influential third parties (e.g. the government); and (c)

the continuing need to justify the ‘fairness’ of the outcome arrived at,

again to unions, employees and, possibly, third parties.

(a) Information for interpreting and administering the agreement will
obviously depend on the specific contents of the agreement, e.g. cost
of living data will be crucial where a threshold agreement is
employed, etc. Internal wage and ‘manpower’ data will presumably
almost always be necessary for this purpose, however.

(b) ‘Selling’ the agreement will, in principle, involve rationalisation
using a range of types of available data —essentially selecting what is
judged will be most effective in the circumstances. In relation to
government policy, of course, ‘selling’ the agreement may involve
demonstrating conformity with specific guidelines, e.g. on pro-
ductivity or allowable cost of living increases.

(c) In demonstrating the ‘fairness’ of an outcome, consideration must
obviously be given to effects on individuals —and for this purpose
grievance records and reference to internal wage data may be
important. In addition, however, ‘ability to pay’ data may be
employed to demonstrate to employees the equity of distributions of
rewards, e.g. in the form of ‘employee reports’, statements of value
added etc.58 It may be equally important, in this respect, to
demonstrate ex post fairness to union negotiators since collective
bargaining is a continuing process and, if one side feels it has been
totally out-manceuvred on one occasion, attitudes will tend to
become more uncompromising in future.59

THE COSTS AND BENEFITS OF INFORMATION
DISCLOSURE —A SUMMARY

Immediately above we have been concerned with the types of infor-
mation management negotiators may find it useful to have. In some
cases its disclosure to unions was also implied, e.g. when we spoke about
‘rationalising’ management’s case. In general, however, both the fact of
disclosure and its timing will be a matter for management’s discretion.
Clearly there may be tactical advantages in the selective disclosure of
information, which will be dependent on circumstances.

What we wish to examine here, however, is the general nature of some
of the advantages (benefits) and disadvantages (costs) associated with
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the disclosure of specific sorts of information by management to unions.
‘Disclosure’ presumably means the communication of information in
management’s possession which is not otherwise available to unions, i.e.
generally, that related to productivity, internal wage data and (some)
ability to pay data.

One significant cost of disclosure of such information would appear to
be the extra processing costs involved in its collection and presentation
in a form relevant to the unions. As far as collection and processing are
concerned, in fact the incremental costs of these should be negligible
since we have argued that information which may be relevant to unions
should be available to management negotiators in any case. The
presentation of information in a form specifically useful to unions, where
this would involve ‘an amount of work or expenditure out of reasonable
proportion to the value of the information in the conduct of collective
bargaining’ is presently excluded from being the subject of compulsory
disclosure.60 There is nothing, of course, to prevent management
voluntarily preparing information in a form specifically useful to unions
where the benefits in bargaining relationship terms are thought to be
sufficiently high.

Nevertheless, it can be seen that, in general, ‘disclosure’ involves
information which should have little incremental effect on processing
costs. The more significant costs and benefits therefore have to be looked
for in terms of the possible effects on bargaining outcomes.

Clearly there is always the possibility that the effect of disclosure of
information in bargaining may make for a worse outcome, from
management’s point of view, than would otherwise be the case. As we
have argued in Chapter 4, however, collective bargaining is a continuing
relationship and the effects of disclosure have to be evaluated for the
long as well as short run. Even in a purely distributive bargaining
context the argument has to be weighed that: ‘demands made in
complete ignorance of the true picture are much more likely to be
unrealistic than demands made after a study of figures which both
parties can accept’61 —although demands can be ‘unrealistic’ down-
wards as well as upwards!

However, a successful shift from distributive towards integrative
bargaining relationships seems to require an atmosphere of mutual
confidence between management and unions —one useful instrument
for the encouragement of which could be a ‘liberal’ disclosure policy.
Certainly fullest disclosure is logically necessary if the maximum
potential benefits from integrative bargaining are to be realised.

This is, of course, an argument we have already developed in Chapter
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4, but in the present context it is necessary to point out a particular
conclusion in terms of specific disclosure policy. This is that, if joint
problem solving activities are to be encouraged, clearly the information
most relevant to such activities must be provided. Since ‘problems’
involve future choice it is future information (i.e. budgets, forecasts and
plans) which is most relevant. There is therefore an uncomfortable
paradox for management in deciding on disclosure policy: that the
information which management usually seek most to protect on the
grounds of its disclosure costs to them (which for the inverse reason may
also be that most sought after by unions) could also, in the long run, be
the information whose disclosure would bring the greatest joint benefits
to both management and union.

NOTES

1 See Chapter 1.

2 Although there are reasons to feel that more could be done in the U.K. to improve the
research facilities available to smaller unions, e.g. by setting up a central research
agency —see [20].

3 For adescription and analysis of one such U.K. union’s research facilities, see [36 ] and
9, pp. 115-16]. .

4 For an easily accessible example of the work of the Trade Union Research Unit, see
[28].

5 Another reason for giving emphasis to prestige claims in this chapter is that they are so
well documented. In the case of the 1971 I.C.I. claim [34] a very full reply by the
employers, giving extensive attention to the informational aspects of the claim, was
also circulated [31].

6 John Hughes, Trade Union Research Unit, quoted in the Sunday Times, 27th
February, 1972.

7 Here, information can be said to serve an ‘intraorganisational bargaining’ purpose, see
[47, chs. 8 and 9].

8 See the quotation above by John Hughes (referenced in note 6).

9 Unions need information for purposes other than constructing wage claims, of course.
Indeed many negotiations are not concerned with wages as such — but we believe the
discussion below is general enough to cover union’s non-wage bargaining needs also.

10 See, e.g. [9, p. 117] and [43, pp. 334].

11 See [5, pp. 3—4] and [33, pp. 35-7].

12 To achieve this, the marginal tax rate has to be calculated on the total wage after the
proposed increase and the inflation index will need to reflect the expenditure pattern of
the ‘typical’ worker.

13 See [6, pp. 86—93].

14 [6, p. 86].

15 For an illustration of a cost of living argument which contains most of the features
mentioned above, see [34, pp. 18—19].

16 See, for example [40].

17 For a useful survey of U.K. government policy with respect to incomes since W.W. II,
see: ‘The Uses of Prices and Incomes Policies in Britain’, Midland Bank Review, August
1973, pp. 11-20.
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18 These and related difficulties are discussed in [21 ] where 15 possible definitions of the
concept are listed.

19 See [47] and Chapter 4.

20 A comprehensive list of the control data which management should collect is offered by

[23]. For a discussion of the system used by one major U.K. union to classify and

monitor agreements, see [49].

Another advantage of having this type of data applies to industry level bargaining: ‘In

a situation, for example, where only wage or salary minima are being negotiated, the

basic need is no longer for data on average earnings, but for the frequency distribution

type of statistical survey . . . It must be ascertained how many employees will be
affected by new minimum rates, where they are employed, and which firms will have to

sustain the maximum cost’ [2, p. 7].

22 Here we are alluding, basically, to the possible effects on bargaining relationships, i.e.
‘attitudinal structuring’ (see Chapter 4).

23 D. Kleinerman, Ability to Pay Wages: Concept and Measurement, Ph.D. thesis,
University of Chicago, 1961, quoted in [50, p. 66].

24 Note also the comments of one trade union researcher: ‘The 1.C.I.,, Ford and
Pilkington wage claims demonstrated that the unions consider profitability to be
measured by trading profits before depreciation and interest charges, as this represents
the employees’ contribution to profits’ [43, p. 35].

25 In this connection it has been observed that: ‘Unless financial data of management are
made available to unions, they will of necessity rely primarily on data from published
financial reports and will, therefore, be estimating the firm’s ability to pay in terms of
past profits. Management, on the other hand, equipped with data which probably
would not be published, tends to estimate the ability of the firm to pay in terms of
future profits’ [26, p. 629].

26 Another possible instance is the 1973 Ford claim [24], about which it has been said:
“This kind of case is clearly inviting confirmation or correction of the data which have
been estimated, so that the negotiation can proceed on a firm basis. Any data which are
released may provide the union and its advisers with a basis for developing further,
more detailed estimates’ [48, p. 4].

27 Sometimes ‘once removed’, e.g. in the form of Extel data or the information services of
the Labour Research Department, which itself mainly relies on information from
published accounts.

28 As is well recognised by the unions, see [45, p. 6].

29 For an analysis of the ‘data expansion’ method of improving disclosure, and the
problems of ‘information overload’, see [37, pp. 8—19].

30 See, e.g. [25].

31 See [30, sec. M].

32 ‘The trade unionist would prefer being able to recalculate the corporation’s statement
according to his own views. It is for this reason, that is [sic ] would petition for detailed
supplementary statements necessary for such recalculations’ [7, p. 756].

33 Criticism (b) (3) — ‘Companies are not run merely to make a profit’ seems to allude to
the discretionary level of certain expenses — this again could, in theory, be met by access
to sufficient ‘basic’ information to identify and recompute the ‘necessary’ level of such
items.

34 See also [14, p. 13].

35 See also [46, p. 7].

36 See also [10, p. 13].

37 See Chapter 6.

38 Although this appears to lead potentially to the kind of situation warned against by the
AFL-CIO: ‘[Union representatives ] should be aware that, unless they are experienced
in evaluating company finances, it is easy for a company to steer them away from the
main financial points and to muddy the picture with complicated explanations of

2

—
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bookkeeping practices . . . It is usually not enough merely to hire an accountant to
examine the books, because he may only certify that the books are “correct” or that
‘““proper accounting procedures” were used or he may end up having the union
debating accounting techniques rather than the merits of a wage increase’ [4, p. 21].

39 See, for instance, [8] for a much fuller list of suggestions.

40 Instead, refer to [14, Appendix 7] for a comparison with disclosure under the U.K.

Companies Acts, and [15, Appendix ] for the information required by other Acts.

The present Companies Acts require this to only a very limited extent, e.g. ‘where

practical’, contracts for capital expenditure should be disclosed (1967 Companies Act,

Schedule 2, Section 11 (6)).

42 See Chapter 1 and [35].

43 See, e.g. [48, p. 6].

44 Thus, in a U.S. context it has been ruled that: ‘Since the employer has an affirmative
statutory duty to supply relevant wage data his refusal to do so is not justified by the
union’s failure initially to show the relevance of the requested information. The rule
governing disclosure of data of this kind is not unlike that prevailing in discovery
procedures in modern codes. Any less lenient rule in labor disputes would greatly
hamper the bargaining process, for it is virtually impossible to tell in advance whether
the requested data will be relevant except in those infrequent instances in which the
inquiry is patently outside the bargaining issue’. (NLRB v Yawman & Erbe
Manufacturing Co.). Although a different ruling has, in fact, been applied in the case of
financial information (White Furniture Co.), the logic of the situation would in fact
appear to be unchanged.

45 There is a particular danger if ‘relevance’ is too narrowly interpreted in terms of the
value of information, see [22].

46 For acritical view of legislative developments on disclosure under the U.K. Companies
Acts, see [39, pp. 20-23].

47 Rules against ‘insider trading’ would also need to be extended to cover union officials
who obtain privileged access to price sensitive information. This point would appear to
be covered by the proposals in [32, ch. 8].

48 This analysis is suggested in [13].

49 See [41, ch. 1].

50 Again, this list is primarily applicable in the case of wage bargaining, but covers the

types of information likely to be useful in non-wage bargaining also. ‘Wage’ data has,

however, to be read as including information on fringe benefits, where applicable.

Extensive examples of the way in which such information may be usefully presented are

given in [6, ch. 4].

52 As is suggested by [17, p. 553]. N

53 Questions of equity —which are essentlally what ex post productivity arguments are
about —may be better envisaged in terms of the ‘divisible fund’ of the organisation
(discussed in Chapter 6), although settlements can, of course, always be ‘rationalised’
in terms of productivity changes —where this seems advantageous.

54 Although an atmosphere of mutual trust will also probably be a requirement viz: ‘One
can observe in productivity bargains financial and operating data of a sort never
published by companies being used responsibly by shop stewards and management to
improve wages and conditions by increasing the efficiency and profitability of
companies. Such information, given voluntarily in an atmosphere of trust and
constructive discussion, really is potent information’[38, pp. 112—13].

55 Valedictory surveys of productivity bargaining are provided in [29] and [44].

56 16th Annual Report of the National Labor Relations Board (for Year Ended 30th June
1951) as quoted in [42, p. 382].

57 Although this can have adverse effects on the longer term bargaining relationship if it is
regarded as ‘going behind the backs of the union,” see Chapter 4.

58 See Chapter 6 and the suggestion for an ‘Employment Report’ put forward by the

4
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Accounting Standards Steering Committee in ‘The Corporate Report’ [1, pp. 51-3].
59 The need for ex post information is only one of the reasons why information useful in
bargaining should be collected on a continuing basis —the need to prepare and
maintain the bargaining book is another. Hence: ‘The collecting and analysing of facts
and figures is a continuous responsibility and should not be an emergency operation
just prior to or during negotiations’ [11, Research Finding no. 13].
60 The quotation is from the U.K. Employment Protection Act, Section 18 (2) (b), but
similar restrictions on the need to go to unreasonable or impossible lengths in
supplying relevant information, and on supplying it in a specific form, appear to apply
also in the U.S.A. (see [35, p. 42—4]).
L. Kirkland, American Federation of Labor Researcher, quoted in ‘What Kind of
Information Do Labor Unions Want in Financial Statements?’, Journal of Account-
ancy (May 1949) p. 371.
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6 Some Issues for
the Accountant

Although the indirect involvement of accountants (through the use of
accounting information) in collective bargaining is not by any means a
new phenomenon, recent legislative developments, allied to changing
social attitudes on management-employee relationships, make it pre-
dictable that this involvement will increase in the future, particularly in
the U.K. The purpose of this chapter is, therefore, to examine some of
the conceptual and practical issues which the accountant can expect to
meet in what may be, for the individual, an unfamiliar area of practice.
To this end the chapter is divided along functional lines: financial
accounting; management accounting and auditing, although the inter-
relationships necessarily involved mean that much of the material
should be of interest to most accountants whatever their main functional
specialisation.

In this book we are not concerned with the undoubtedly important
role of accountants in the management of trade unions. Accountants
are, however, also involved in the collective bargaining function of
unions, usually as members of research departments, in connection with
the preparation of ‘briefs’ for labour negotiators and documentation
supporting wage claims. In the future we may expect to see extensions of
union interest in accounting information, particularly in the manage-
ment accounting field as unions, employees and managements become
more involved in the joint problem solving activities (integrative
bargaining) which may be fostered by current trends towards ‘industrial
democracy’. Accountants may also be employed directly by the union
side in the increased educational programme for union representatives
which may be necessary if the hoped for benefits of increased infor-
mation disclosure are to be realised.!

On the management side, on the other hand, accountants will
necessarily continue to be involved in the preparation of accounting and
economic information to be used by both sets of negotiators and should
also become more directly concerned with the form in which such
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information is presented (e.g. in ‘employment reports’).2 This should
apply not only in the financial field —the presentation of information
related to ‘ability to pay’ — but also in management accounting, through
the need to provide ‘labour force’ data and detailed calculations of the
effects of alternative bargaining outcomes on costs, employment, prices,
investment alternatives etc.

On behalf of management and union sides jointly or separately,
accountants may also be involved in an auditing capacity —to give an
independent opinion on the ‘truth and fairness’ of any information
which may be communicated over and above that covered in the general
audit report, e.g. in an ‘open book’ situation. The function of the audit in
such a case would be, as usual, to lend credibility to information which
arises out of a basically management controlled system.

Issues which may arise out of these involvements by accountants in
the collective bargaining field are the subjects of this chapter, the
procedure of which is to discuss a series of what appear to us
inadequately explored topics of concern in each of the three main
accounting areas of specialisation. Before looking at functional issues,
however, it is first necessary to deal with a conceptual problem which
applies to accounting in general.

Insofar as accounting is a service function it may be said to exist
primarily to meet the needs of the information users.3 A vital question to
ask, therefore, is: what information do management and labour
negotiators ‘need’ in the context of collective bargaining? If this
question can be answered, it leads immediately to another: should the
information ‘needs’ of labour negotiators be met?

To a certain extent legislative developments may assist the accountant
in dealing with this secondary question, by specifying or leading to the
specification of the information to which labour negotiators are
automatically ‘entitled’. Otherwise, the issue may have to be referred to
top management for decision, either directly or indirectly through the
interpretation of a previously laid down managerial disclosure policy.
Such questions of ‘entitlement’ are not the concern of this chapter.4

In any event, identification of negotiator’s information needs still has
to be carried out if social and managerial disclosure policies are to have a
‘rational’ foundation. But this gives rise to a conceptual dilemma well
recognised by accounting theorists: should we, in identifying user needs,
subscribe to the user sovereigntys or educationalé view of the role of
accounting?

The user sovereignty school of accounting theorists view the identifi-
cation problem as one of determining what user needs actually are by
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means of empirical enquiry, e.g. through the use of questionnaires or
indirect evidence such as trade union ‘shopping lists’ for information.
This we will call the positive approach to the identification problem.

On the other hand, there is the normative approach, which considers
that accounting information has an educational role. This view derives
support from observations that potential users of accounting infor-
mation may not be educated sufficiently in the discipline to ‘know what
is good for them’, or alternatively, that they may be conditioned to
accepting what is available and what they are familiar with, rather than
‘what they really need’.”

The phrases in quotation marks make clear the nature of the
normative approach: that it attempts to specify what information users
should want as contrasted with what they actually do want. The
methodology of this approach is to set up some kind of model of the way
in which the users’ decision processes would operate if ‘efficient’8
decisions are to be taken and to deduce from this what information the
‘rational’® decision maker would need.

According to this view, therefore, information should be provided
whether or not it is asked for and whether or not users are capable of
using it immediately, but rather because it is believed that it should be
relevant. An additional, implicit, assumption seems to be that providing
such information will eventually educate users to make actual use of it to
take ‘efficient’ decisions.

Quite apart from any doubts which may arise as to the validity of this
last assumption, to implement the normative approach we should have
to have models of the relevant decision processes (in this case decision
models for collective bargaining) which are detailed enough for the
contribution of specific kinds of information to the ‘efficiency’ of
decisions to be identified. We have seen, in Chapter 4, that such models
have yet to be developed.

On the other hand, the obvious limitations to the user sovereignty
approach make it unsuitable as a complete substitute for the normative
approach if we are concerned with what information should be provided
to make the bargaining process more ‘efficient’, in some sense. Thus we
are in a position where the normative approach alone is, currently,
unworkable while the positive approach alone is, arguably, unsuitable.

In discussing the possible usefulness of various kinds of information
below we shall, therefore, compromise by referring to the characteristics
of the information both from the revealed preference (user sovereignty)
or positive, and decision relevant (educational) or normative, points of
view. 10
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FINANCIAL ACCOUNTING

For our purposes, we shall take it that the distinctive feature of the
financial accounting function is that it results in the presentation of the
‘final accounts’ of an organisation. Throughout the rest of the chapter
we shall also assume, unless otherwise indicated, that the bargaining
unit is the entity for which accounts are produced (the ‘organisation’).
We shall, however, discuss the problems of aggregation and disag-
gregation which arise where this assumption does not hold.

The question which is addressed in this section is: what information
relating to an organisation’s overall financial results may be relevant to
collective bargaining negotiations? From the observational evidence
available,!1! i.e. from a ‘positive’ point of view, the short answer to this
seems to be ‘ability to pay’.12 There is, however, a wide range of
interpretations of what precisely is meant by ability to pay. Much of our
analysis below is, therefore, concerned with the question of what may be
an appropriate way to measure ability to pay, in theory and practice.

From a normative viewpoint, assuming that we are dealing with a
bargaining situation which can be adequately characterised by the
Walton and McKersie [25] ‘model’,13 we may relate the concept of
ability to pay to the desire by a negotiator to identify the position of his
opponent’s resistance point. It will be recalled that a negotiator’s own
target will probably be set on the basis of the best estimated position of
the opponent’s resistance point, i.e. a negotiator will preferably want to
push the opponent into making the maximum possible concession. (See
Figures 4.7 and 4.8).

If one assumes that management’s resistance point will be based on
some economic estimate of the maximum concession to labour the
organisation could sustain then the possible relevance of some concept
of ability to pay to estimate its position is clear. Of course,
management’s resistance points will actually be based on the maximum
concession its negotiators would be willing to sustain. But it seems
reasonable to assume that knowledge of the organisation’s probable
‘resistance point’ (as determined by ability to pay) will enable a better
prediction of the negotiator’s resistance point to be made.

Thus, from labour’s point of view a measure of ability to pay may be
necessary as a basis for predicting the position of management’s
resistance point. The better this estimate is the less likely negotiations
are to break down because of basic incompatibility between the
negotiators’ aspirations.14
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One group of indicators of ability to pay which are currently used are
those related to the profits of the organisation.!5 Even if we were to
accept the positive point of view, however, there is some danger of
confusion as to what this evidence really represents because of the
tactical purposes which such information may serve for labour nego-
tiators. In terms of the Walton and McKersie model these may be
considered to be part of the process of attempting to influence
management’s perceptions of labour’s valuations and/or risk per-
ceptions, since they involve an apparent communication of information
about labour’s expectations and its commitment to them.16 To serve
this end there is obvious advantage to labour in making management’s
ability to pay appear as large as possible within credibility bounds. This
may also explain the selective use of ability to pay information (and
concepts) by labour, since the aim is presumably to influence
management’s perceptions unidirectionally. Management can, of
course, respond by similarly selectively drawing attention to alternative
ability to pay measures which are less favourable to labour’s case. Such
selective uses of financial information may, in practice, be beneficial
insofar as they allow the parties’ initially inconsistent aspirations and
demands to be adjusted and reconciled without recourse to the actual
implementation of bargaining ‘threats’. Thus, for instance, the pro-
vision of ‘fresh’ information may make it possible for one of the parties
to make a necessary concession without apparent loss of ‘face’. It is
important, therefore, to ensure that any accounting contribution to the
collective bargaining framework does not impose unnecessary in-
flexibilities which might inhibit this adjustment process.

On the other hand, there seems to be a very real danger that too much
flexibility in the choice and use of accounting information could mean
that it is not taken seriously even when it may carry a ‘real’ message
about management’s resistance point.!7 In what follows, therefore, we
propose to draw up a tentative analytical framework for evaluating the
relevance of ability to pay indicators which may be acceptable to both
sides in bargaining.

We shall see that this framework still leaves a great deal of room for
diverse interpretations and predictions of organisational ability to pay,
so that, in fact, the flexibility in the use of such information should be
preserved. On the other hand, by creating such a framework some of the
more obvious ‘red herrings’ may be eliminated, whilst arguments about
ability to pay and its determinants could be channelled along more
constructive (integrative) lines. In our discussion below, we shall look,
therefore, at the use of ability to pay indicators from the point of view of
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their relevance to labour in estimating management’s resistance point. 18

To construct some kind of evaluative framework for ability to pay
indicators it seems necessary first to set up some kind of definition of an
‘ideal’ measure of ability to pay. In fact, relatively few theoretical
definitions of ability to pay have been offered, !9 and since these have not
specifically been related to the problem we have identified (the
estimation of resistance points) we propose to try to develop such a
definition a priori.

It seems to us that the question of what may be the maximum net cost
of meeting labour’s claim which the organisation could bear (its ‘ability
to pay’) is conceptually analogous to that of determining the maximum
dividends the organisation could bear. We therefore begin our search for
a definition of ability to pay by looking at a fairly recent approach to a
solution of the latter problem.20

Revsine has described ‘that portion of net operating flows that can be
distributed as a dividend without reducing the level of future physical
operations’ as the ‘distributable operating flow’ of the firm [22, p. 34].
He then went on to show that this is effectively the same as the expected
income component of economic income [22, pp. 96-7].

Since we are searching for decision relevant information an expected
or ex ante measure seems appropriate for our purposes also. But what
about ex ante economic income as a basis for ability to pay? This
measure of income has been described as representing ‘the maximum
amount the owner of capital anticipates he can consume during the
period without impairing his capital and future consumption’ [17,
p. 31]. Itis based on a discounted cash flow measure of capital. As suchit
can be claimed to be normatively superior to alternative income
measures2! and, hence, is adopted here.

From the point of view of labour negotiators this concept of income
could also be potentially acceptable in that it can be shown to imply the
maintenance of future physical ‘operations22 which in turn could be
related to the maintenance of future employment and/or total labour
remuneration. 23

But the most important quality required, as far as labour negotiators
are concerned, may be predictive ability, i.e. will knowledge of economic
income help them to predict where management’s resistance point
should be? From this point of view it can be argued that given the need
for efficient resource allocation the break-even point of zero economic
income should (normatively) be one of management’s potential con-
straints. We tentatively suggest, therefore, that an ‘ideal’ definition of
ability to pay which should be acceptable to both labour and manage-
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ment may be based on expected economic income, i.e. distributable
operating flow. Remembering that this measure was used to define the
maximum dividend payments possible, however, the maximum amount
which is available to meet the increased organisational costs associated
with labour’s claim would seem to be: distributable operating flow less the
minimum required return to providers of capital. This, then, is our
proposed definition of ‘ability to pay’.

In a perfectly competitive economy, and in the long run, this would
result in ability to pay being measured as zero, since the distributable
operating flow should be just sufficient to cover the risk appropriate
rates of return for subscribers of capital. In the real world, however,
ability to pay as we have defined it can be positive as a result, inter alia, of
the existence of supernormal profits and imperfections in the capital
market. Thus, there may exist some maximum level of ‘slack’ which
could be available to meet the increased costs of labour’s claim.

Whilst it is believed that this definition of ability to pay could be
considered relevant by both management and labour, for reasons
already stated there may still be disagreements about how it should be
measured in practice, and it is to these we now turn.

If we accept the ‘positive’ evidence of Chapter 5 the use of some
measure of profits as an ability to pay indicator is common experience in
negotiations. It has also been observed that unions tend to use as ‘gross’
a measure of ‘profits’ as possible in their arguments, e.g. by adding back
depreciation and interest charges. This in itself might be taken to imply
an overwhelmingly tactical purpose for adopting such measures. Even if
this was the primary motive, however, it would not preclude the possibly
simultaneous acceptance of such measures as significant indicators by
unions themselves in setting their own aspirations. In addition, as we
shall see later, such ‘gross’ measures may serve purposes other than as
indicators of ability to pay. Let us for the moment, however, assume that
profit measurements (possibly grossed up in some way) are seriously
considered to be acceptable indicators of ability to pay by labour
negotiators and not merely an opportunity for bluffing.

First of all it is necessary to point out that any measure of profits
derived from the published accounts of an organisation is unlikely to
measure ability to pay precisely in the way that we have defined it.24 On
the other hand ‘profits’ might be an acceptable surrogate for our ‘ideal’
ability to pay concept.25 We have therefore to provide for the possibility
that the relevant question to ask may not be: does the proposed measure
coincide with our definition; but rather, does it have the attributes to be
an acceptable substitute?26 Such a question will, in part, require an
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empirical answer which we do not attempt to provide here. What we can
do, however, is to examine some a priori reasons why a proposed
surrogate may not correspond with our ‘ideal’ conception and to
consider whether these indicate that the principal-surrogate relationship
is likely to be found to be a useful one if and when the appropriate
empirical research into the question can be carried out.

The major advantage accounting profits can be said to carry as
‘pragmatic-surrogates’ is that they are ‘objective’. On the other hand,
labour negotiators have rejected accounting profits in the past precisely
because of the discretionary (subjective) elements which may be
involved in their calculation. Depreciation, for example, is considered to
be a ‘discretionary’ item by virtue of management’s apparent ability to
change the size of the depreciation charge by adopting different
depreciation methods, assumptions about asset lives and scrap values.
As a result it is common to see ‘profits’ quoted by labour negotiators
after adding back depreciation.

Such usage appears to incorporate the assumption that ability to pay
can be calculated without taking account of the costs of fixed assets.27
This is clearly not so from our definition since a provision for
replacement of fixed assets is necessary for the maintenance of the
economic value of the organisation.

Another aspect of ‘capital costs’ which is omitted by this usage is the
dividends necessary to service the capital. The reluctance of labour
negotiators to deduct dividends in arriving at ability to pay indicators
may be related to a political belief in the irrelevance of shareholders. But
the need to take account of an opportunity cost of capital exists
regardless of the political structure of society. Of course, there is nothing
to suggest that the actual dividends paid represent the opportunity cost
of capital —but an estimate of the latter needs deducting in any case.28

Let us for the moment resort to the artificial assumption of a
stationary (no growth and no price movements) state. Among other
things this would involve the capital investment for a period being equal
to the depreciation charge (in replacement cost terms). It would also
involve a payment to suppliers of capital of the risk appropriate rate of
return multiplied by the amount of capital each subscribes. Entries in the
income statement could be expected to remain at the same level for ever,
except, possibly, for ‘extraordinary items’ which were of a windfall
nature.29 The presence of profits implies a corporation tax liability
which would presumably be reduced if labour costs were increased. It
could not, however, be reduced below the tax charge on the profits
required to maintain the minimum necessary dividends.
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Thus, in a stationary state, as a first approximation, it is suggested
that an appropriate measure of ability to pay might be: Profits before
tax and extraordinary items but after deducting the grossed up minimum
dividends necessary to service the capital.30 Such a measure would,
however, imply that the only ‘slack’ recurrent in the profit and loss
account was that related to payments to shareholders. Suspicions that
this may not be the case are not confined to trade unionists.3! In our
own non-stationary and imperfect economy there are, in fact, a
multitude of reasons to suppose that accounting profits before tax but
after grossed up dividends may not be equivalent to ability to pay. Some
of these arise out of accounting conventions, as well as the concept of
‘organisational slack’. The nature of the problems which arise because
of the conventions adopted in financial accounting is probably too well
known to the reader to require repetition at length here. 32 However, the
discretion which is undoubtedly involved both inestablishing the ‘real
level’ of expenses and the choice of accounting representations of them
may lead the user of accounting information to try to eliminate, for
comparative purposes, obviously discretionary items such as depre-
ciation from a quoted ability to pay indicator. To leave it at that,
however, is a non sequitur, even for comparative purposes, since the
precise circumstances of organisations (e.g. their holdings of fixed
assets) vary, which means in turn that the ‘real’ values of the omitted
items (e.g. depreciation) will vary. If an item is eliminated from ability to
pay simply because of disagreement with its calculation, then the action
required is the replacement of it by a better estimate of what its ‘real’ and
‘necessary’ level should be and not its omission. To perform this
operation effectively, however, requires detailed knowledge of the
circumstances of the organisation and its accounting policies.
Ultimately, in accounting terms, this requires access to the ‘building
blocks’ of the accounts to enable them to be reconstructed in a different
manner. Taken to its logical conclusion this means that only a
completely ‘open book’ management disclosure policy could satisfy
labour negotiator’s theoretical requirements for an ability to pay
indicator on the lines of the one we have defined. 33 Whether or not such
a disclosure policy prevails, however, ‘profits before tax but after
grossed up dividends’ seems to qualify as a practical surrogate for ability
to pay in a stationary state. 34 (We return to the difficulties introduced by
non-stationary assumptions later.)

As aiready indicated (note 27) apart from their possible tactical
usefulness, ‘grossed up’ profits may have an ‘internal’ significance for
labour negotiators. That is, negotiators in ‘valuing’ the various possible
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outcomes of bargaining may be influenced by considerations of equity,
either directly through their personal valuation functions or indirectly
through the effects of a perception that ‘equity’ influences the attitudes
of their ‘principals’ (the employees). To the extent that financial
indicators may thus be significant in determining negotiators’, and their
principals’, attitudes towards the relative equity of possible settlements,
these indicators may in turn influence demands and bargaining out-
comes. Consequently, the notion of the divisible fund of an organisation
in which labour takes ‘equitable’ shares may perhaps give relevance to
measurements much ‘grosser’ than those we have already discussed.

A concept which suggests itself as a possible measure of the ‘divisible
fund’ is the organisation’s net output or, perhaps more familiarly, its
value added. Support has recently been given to the disclosure of this
figure in published accounts: ‘The simplest and most immediate way of
putting profit into proper perspective vis-d-vis the whole enterprise as a
collective effort by capital, management and employees is by pre-
sentation of a statement of value added (that is, sales income less
materials and services purchased). Value added is the wealth the
reporting entity has been able to create by its own and its employees’ .
efforts’[ 1, p. 49]. A suggestion as to how value added information might
be presented is shown in Table 6.1.35 Although this proposal has been
made in the context of disclosure to employees, there is reason to
suppose that it would also be of interest to labour negotiators in the light
of the discussion of the ‘divisible fund’ above.

The provision of such information to employees in general may, in
fact, put pressure on labour negotiators to take account of it, since the
implication is that their ‘principals’ may be being conditioned to
evaluate questions of equity by means of such statements. 36

The essential distinction between ‘ability to pay’ and the ‘divisible
fund’ seems to relate to the question of equity. That is, the divisible fund
must, in some sense, measure the total sum available to meet the claims
of all ‘contributors’ to the organisation. If relative equity is then to be
judged there must also be a breakdown showing the proportions of the
fund going to each contributory group. It is from this point of view that
we must examine the usefulness of the value added statement.

Firstly, it is necessary to question what we mean by ‘contributors’.
Fairly clearly we could include employees, creditors and shareholders
without much objection, but what about the government and suppliers
of raw materials and services? There are two possible ways of
‘rationalising’ the inclusion of payments to the government (taxes) in the
divisible fund. Firstly, we may take the view that taxes represent the
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exchange value of the social goods provided by the government which
benefit the organisation. Less tenuously, we can say that if, for instance,
the whole of taxable profits were ‘redistributed’ to labour, then company
tax would presumably be zero. Thus the tax charge should certainly be
included in the divisible fund, whether or not we regard it as a necessary
distribution to a specific ‘contributor’.

TABLE 6.1 Statement of Value Added
X Ltd. 19XX
£mn
Sales XX
Less: Raw materials and services purchased XX

Value added (net output) £XXX

Of which:
To pay employees:
Wages, pensions and fringe benefits
To pay government:
Taxes
To pay providers of capital:
Loan interest
Dividends
To provide for maintenance and expansion:
Depreciation
Retentions

Value added

o)
el
H§L><>< T XK X

Shareholders, as contributors, benefit, directly or indirectly, from the
payment of dividends and the retention of earnings (which, formally,
belong to them). On the other hand it is not clear that the depreciation
provision ‘benefits’ any such group specifically. To the extent that it
measures the ‘real cost’ of using the services of fixed assets, it might be
classified with the item ‘raw materials and services purchased’. The
essential difference between it and that grouping seems to be that its level
is not directly fixed by market forces. But we have already stated that
disagreements about the way in which an item should be computed do
not warrant its exclusion from an otherwise appropriate category.

Thus, it seems to us that depreciation should be treated as being
essentially of the same nature as the item ‘raw materials and services
purchased’, at least from the point of view of measurement of the
divisible fund. Taking the conventional view that suppliers (including
suppliers of capital goods) are not contributors to the organisation, we
can thus say that an appropriate measure of the divisible fund appears to
be Value Added—Depreciation.37
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Thus far, then, we have arrived at two suggestions for information
which may be relevant to labour negotiators:

Ability to Pay =Profits before tax but after grossed up dividends

Divisible Fund = Value Added — Depreciation.

The latter needing to be accompanied by a breakdown of its constituents
to allow for relative ‘equity’ considerations. We have also indicated that,
because of the possible existence of organisational slack and disagree-
ments about accounting policies, this information should, ideally, be
supplemented by sufficient detail to ‘rework’ the calculations, if
necessary.

In addition to possible disagreements about the appropriateness of
the accounting practices adopted by the organisation, the fact that the
world is imperfect and non-stationary gives rise to other conceptual
difficulties which apply equally to ability to pay and the divisible fund.
Perhaps the most obvious of these is that, since both measures are
intended to be ‘decision relevant’, they should, strictly, be related to
conditions expected to obtain in the future. As long as we have a
stationary state past (historic) measures can be taken as perfect
substitutes for future measures.38 As soon as we move away from this
assumption then past values are not directly relevant to the concepts we
may wish to measure. This in turn implies the need to forecast the
behaviour of our proposed surrogates.

One way in which this could be done would be for management to
supply the forecasts direct, i.e. to give labour negotiators planned or
budgeted information. The arguments about whether this is in
management’s interests are not relevant here.39 Neither are we con-
cerned, at this point, with the question of whether management’s
forecasts would be ‘credible’ to labour (although we shall have
something to say about this when discussing the audit function later in
this chapter). Rather, the more fundamental question of whether
management’s predictions are what labour negotiators need has to be
faced.

The alternative to management providing direct predictions is for
them to provide predictive information, i.e. information which labour
can use to make their own predictions. The result may be two quite
different estimates of the future value of a variable of interest. This
difference does not merely arise because of the possibly conflicting views
of negotiators about the effects of the various outcomes of negotiations,
or even about what those outcomes might be. Rather it arises because
any two sets of persons may come to different conclusions about what
may happen in the future, because of different attitudes (optimism
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pessimism) and different assumptions about the impact of exogenous
factors, even if they start with the same ‘data base’.

From the point of view of the expected accuracy of the two estimates,
it might be pointed out that management appears to be in the best
position to evaluate the firm’s future, by reason of its experience of the
firm. Certainly, if management alone has access to the detailed
information on which forecasts are based then they will start with a
comparative advantage. But labour negotiators may also have a
comparative advantage in their knowledge of other organisations in the
same or related industries. 40 The result is that, given access to the same
historic information there is nothing a priori to suggest that manage-
ment is able to make better forecasts than labour representatives.

Thus it would appear that labour’s information needs could be better
satisfied by predictive information rather than predictions. Before we
accept this view, however, it is necessary to consider the distinction
between forecasting and planning.

If labour negotiators are given access to the bases of forecasts as well
as their final versions, independent projections can be made by them by
separately forecasting future levels of physical items (unit sales,
production etc.) and applying forecast unit prices to these. There may,
however, be a very important conceptual reason why the result will
differ, and perhaps be inferior to, management’s predictions. This is
because financial aggregates such as ability to pay, value added etc. may
be planned variables in their own right. For instance, if the achievement
of a target rate of return is one of the current goals of the organisation,
by working backwards from this management may ‘plan’ the values of
the financial variables required, such as profits, value added etc. Such
plans, when constraint information is applied, become management’s
overall predictions — which may be quite different to forecasts based on
an assumption of passive response to external changes.

Faced by such difficulties, it is by no means clear that labour would
benefit more from predictive information rather than predictions. If
predictive information is given, however, it can be seen to require,
ideally,41 a detailed statement of planning objectives as well as the
detailed building blocks of forecasts.

Thus, both predictions and predictive information should perhaps be
provided —the first because it may be a better ‘statement of intentions’,
and the second because it facilitates an independent check of
management’s forecasting abilities. If management is, however, neither
convinced of the need to ‘open the books’ so wide nor willing or required
to provide direct predictions, it may still be possible to improve the
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relevance of the organisation’s financial reports to labour for the
purposes of forecasting future ability to pay and the divisible fund. This
could perhaps be done if, for instance, the classification of items in the
organisation’s profit and loss account were made more appropriate to
the needs of external forecasters.

This problem is obviously analogous to that facing investors and
potential investors in the organisation who have similar needs to
forecast organisational earnings. In view of the possible needs to
reconcile the ‘rights’ of labour vis-g-vis shareholders, therefore, there
may be advantages if some new form of the profit and loss account could
be found which was of improved relevance to both groups. One such
statement has, in fact, been proposed in relation to investment decision
making [8, pp. 121-2] and we have adapted it to produce Table 6.2.

It will be noticed that one significant feature is that, in Table 6.2,
items are classified as to whether they are ‘fixed’ or ‘variable’ in relation
to organisational activity. Whilst this is not a completely satisfactory
basis for forecasting,43 it does mean that future estimates of income,
ability to pay and distributable surplus can be arrived at after taking
account of at least one factor which may cause changes in them. Thus, a
‘naive’44 estimate of future costs might, for instance, be calculated as
follows:

Future Sales  Present Fixed

Future Costs=Pre i T
sent Variable Costsx Current Sales Costs

This does not, of course, take account of the fact that aggregates in the
accounts are not composed of homogeneous items, so that different
sectors of variable costs, for instance, may bear different relationships to
activity measures. In addition, the effect of other factors on costs may be
as important as that of activity. Nevertheless, the fixed/variable
dichotomy does represent a potential improvement, for forecasting
purposes, over the present system in which items in the accounts are
totally uncategorised as to their possible behaviour patterns.

It will also be noted that we have recommended that the predictive
information should be in replacement cost terms, rather than historic
costs. To justify this, we rely on the analysis suggested by Revsine [22,
chs. 4-6]. Firstly, he points out that current (replacement cost)
operating profit is equivalent to distributable operating flow in a
perfectly competitive economy, and that it may be used to approximate
itin other circumstances[22, pp. 95-114]. From this we can deduce that
Jfuture current operating profits may be used as a practical surrogate for
Jfuture distributable operating flows, and can, therefore, be adjusted by
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an estimate of the minimum necessary dividends to give a surrogate for
our ‘ideal’ ability to pay measure.

Secondly, Revsine suggests that in forecasting future distributable
operating flows, current and past replacement cost information could
have twofold relevance: (a) operating profits plus holding gains
(replacement cost income) may be useful as a ‘lead indicator’[22, ch. 4],
while (b) operating profits may be useful for extrapolation purposes[22,
ch. 5]. However, he points out the restrictive assumptions necessary for
these variables to qualify normatively for such purposes, and the need for
empirical research to confirm their practical relevance.

Briefly, in justifying replacement cost income as a lead indicator he
contends that holding gains reflect possible increases in income in the
future, although this will only happen if the rise in asset prices is a
reflection of an increase in their ‘user values’45 [22, p. 114]. Alter-
natively, if operating profit alone is to be extrapolated, then there must
be an assumption that current replacement cost margins will be
maintained in the future — which may be true if the organisation is able
and willing to pass on any future cost increases in absolute terms [22,
p. 121].

Whether or not these assumptions hold, and even if they do not,
whether replacement cost information is a good predictor of its own
future values, is a matter for empirical research. Even without the benefit
of the results of such research, however, we feel that replacement cost
information is inherently more relevant for our purposes than historic
costs. 46

If we, then, accept Table 6.2 as a potentially useful basis for
predicting ability to pay, it has the advantage that it can readily be
adapted to show also the divisible fund. It would, however, imply an
extension of current minimum disclosure practice. Nevertheless, if any
significant improvement is to be made in the provision of predictive
information, Table 6.2 seems to us to give an indication of its minimum
necessary extent. It has the advantage, of course, that it might
simultaneously improve the relevance of accounting information from
the point of view of investors as well as labour negotiators.

Apart from accounting profits, a number of other indicators have
been used by labour negotiators in actual bargaining situations.47 Some
of these have been labelled ‘ability to pay’ indicators and so merit
consideration in this section.

A number of these measures are, however, quite clearly predictive aids
to, rather than surrogates for, the organisation’s ability to pay. Into this
category seem to fall break-even charts and the numerous ratios which
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TABLE 6.2 Profit and loss account for year ended 31 December 19XX

Accounting Disclosure and Collective Bargaining

(In replacement cost terms)

Operations — Major:

*%

*%

Notes

*

Inflows: Sales (by product line)
Less: Outflows:

(1) Responsive to sales or production volume and mix:

Materials
Labour
Other variable operating costs

* Inventory level adjustment

Variable cost of goods sold
Other variable costs (specify)

(2) Committed:
Fixed operating costs (excluding depreciation)
Interest
Administrative expenses:
Labour
Materials
Other

a3

~

Discretionary:

Research and development (by programme)
Adbvertising

Directors emoluments

Replacement of capacity

(4) Taxes
Profits from major operations

Operations — Minor:
Inflows: Interest and dividends (specify)
Less: Outflows: investment expenses
Profits from minor operations
Profits from operations
Realisable holding gains/losses (specify)
Replacement cost income
Extraordinary profits/losses (specify)
Profits after extraordinary items
Less: Distributions: dividends (by class)

Retained: Holding gains/losses (revaluation reserves)

For expansion

shown).
** See note 42.

[ ¢ >¢ ¢

XX

XX
XX
XX
XX
XX
XX

XX

XX
XX
XX
XX

XX

Jp

XX
XX

XXX

XX
XXX

(PREIRE: PE LR

adjusted for inventory level changes, where appropriate (adjustments should be
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have been suggested. Even such ratios as future profitability
(profit/capital employed) and 9, of labour costs in total costs48 can be
seen, in the light of our earlier definition, to represent only one facet of
ability to pay, whilst more general ratio analysis of historic accounting
results can serve no apparent purpose but to assist in the prediction of
future results and, hence, ‘ability to pay’. However, the use of one group
of such indicators reflects an aspect of ability to pay which we have not
yet discussed. These are the liquidity indicators.

As soon as we allow for uncertainty, the timing of cash flows, and
hence liquidity, may become a critical determinant of ability to pay,
since an, albeit temporary, adverse effect on liquidity could lead to the
organisation’s non-survival. To cater for this possibility, a sup-
plementary statement similar to that in Table 6.2 may be produced, but
in cash flow terms,49 to serve as predictive information for the
organisation’s liquidity. A slightly less useful instrument for this
purpose might, of course, be a conventional funds flow statement.

To summarise, in a non-stationary economy, in the presence of
uncertainty, we maintain our belief in the potential relevance of the two
measures of ability to pay and the divisible fund we arrived at earlier.
However, in such conditions, clearly ex post versions of these measures
are not directly relevant —their future values need to be predicted. If
predictive information is to be provided for such purposes then, ideally,
the predictor needs open access to the basis of management’s forecasts
and plans. As a second best solution, however, we suggest that
statements such as Table 6.2, in both replacement cost accounting and
cash flow terms may enable potentially more useful measures of ability
to pay and the divisible fund to be derived.

Alternatively, management could, of course, publish its own direct
predictions of both cash flows and accounting profits, from which ability
to pay information could be inferred.

Whether predictive information or direct predictions are provided,
however, problems may still arise as to the appropriateness of the results
of the accounting entity in relation to the bargaining unit. So far, we
have implicitly assumed that the bargaining unit is the same as the
financial reporting entity. This will generally only be true for company,
or group wide, bargaining. In the case of industry wide, or
employers —federation bargaining situations, the basic reporting pro-
blem is one of aggregating the results of the individual organisation.
This raises few problems of principle, except in relation to the need to
standardise accounting practices between the underlying entities before
aggregating their financial results if the latter are to be meaningful. The
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practical procedures involved in this have been well documented in
relation to employer information sharing schemes already in existence,
such as those run in the U.K. by the Centre for Interfirm Com-
parisons.30 Provided that standard definitions can be arrived at, and
differences reconciled, there seems no reason in principle why a
statement such as that shown in Table 6.2 should not be prepared for the
combined bargaining unit. 51

More serious problems of principle occur when the bargaining unit is
a sub-unit of a reporting entity, e.g. a factory in a multi-factory
company. The problems raised here are those of disaggregation with
which accountants who are concerned with the measurement of
divisional performance should be familiar.52 Briefly, these problems
relate to the allocation of joint items and transfer pricing. Thus, for
instance, there may be certain administrative costs which are incurred
for the benefit of all factories in an organisation. If we are to present the
results of one factory bargaining unit separately, presumably such costs
should not be ignored and on the other hand, there seems little to be
gained by management from ‘over’ allocating them for tactical
reasons —such ploys are usually found out eventually and may then
have a high cost in terms of the ‘atmosphere’ of future negotiations.
Thus, some rational and credible basis has to be found for allocating the
joint costs over the factories which benefit from them. The problem is
that, in theory, there is no single method of allocation which can achieve
this unequivocally[ 26, ch. 7]. In practice, of course, such allocations are
performed as a matter of routine, e.g. in systems in which ‘full costs’ are
calculated (‘absorption costing’). Since such systems can never have full
conceptual backing, however, there is always room for argument about
financial reporting results which derive from them. Once again, ideally,
this could be met by allowing access to sufficiently detailed information
such that results based on different allocation assumptions could be
compared.>s3

Whether or not the allocation ‘problem’ is resolved, there may still
remain the question of the appropriateness of any transfer pricing
methods used. To a certain extent this is similar to the allocation
problem in that, where services are transferred between units of the
organisation, a suitable transfer price for them might simultaneously
provide a rational basis for allocating their associated costs (provided
the transfer price was a cost based one). Another situation in which the
transfer pricing problem may be critical is one in which some in-
termediate product is transferred from one bargaining unit to another.
The result is that the price fixed for the product will affect the financial
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results of both units, in opposite directions.

Once again, if there was a theoretically ‘correct’ method of transfer
pricing then there would be little problem, but in most cases there is
not.54 Thus, again there is room for dispute about whatever transfer
pricing rule may be adopted for pragmatic reasons. Problems such as
these obviously lay the financial results of sub-organisations open to
challenge and suspicion, especially in relation to the subsidiaries of
multi-national companies. The only satisfactory way to alleviate such
suspicion, ultimately, seems to be to present sufficient information on
the accounting practices and underlying ‘building blocks’ to enable the
results to be reconstructed alternatively, if necessary. Failing this, a
report on the ‘fairness’ of the practices adopted by someone who has
access to the necessary detailed information may lend the sub-unit
results credibility. Certainly, the impression from trade union sources is
that sub-organisational financial information is sought after, ‘warts and
all’.

There are very many financial items other than ability to pay and
distributable surplus measures which are of potential relevance to
labour negotiators, at least if trade union shopping lists are to be taken
as an indication. 55 Some of these (e.g. a breakdown of cost information
in the Profit and Loss Account) would be covered if statements such as
Table 6.2 were to become standard disclosure practice. Other items are
of a more detailed nature and are covered in our next section, on
management accounting. If the ‘Corporate Report’[1] is an indication
of future trends, however, the annual reports of companies may,
sometime in the future, extend to include an ‘Employment Report’ [1,
pp. 51-3] containing more of the information requested by labour
negotiators. Again, much of the detail of this arises, presently, from the
management, rather than financial, accounting system and so will be
treated in the next section.

MANAGEMENT ACCOUNTING

Like financial accounting, management accounting information tends
to be directly relevant to management negotiators and, hence, indirectly
relevant to labour negotiators. For example, evaluations of strike costs,
alternative outcomes and productivity deals (which are predominantly
management accounting information) are directly relevant to manage-
ment negotiators in decision making.

One difference between the discussion below and that related to



178 Accounting Disclosure and Collective Bargaining

financial accounting, however, is that with the latter it was possible
effectively to ignore the kinds of specific ‘issues’ involved in bargaining,
i.e. ability to pay, for instance, may be considered relevant whether
negotiations are concerned with wage levels, fringe benefits, manning
agreements or any other issue which might have an ‘economic’ impact
on the organisation. On the other hand, since we shall be talking about
much more detailed, possibly non-monetary, information below, it is
theoretically necessary to relate the concept of its relevance to particular
negotiating issues. Rather than refer specifically to each of the infinite
variety of non-wage issues which may arise to justify the disclosure of a
particular item, however, our approach below is to suggest some general
classes of information which may be found useful to management
and/or labour negotiators, leaving it to the reader to make adjustments
for the actual scope of negotiations, as necessary. To begin with, though,
we examine a possible use of information by management which applies
whatever the negotiating content.

Bargaining implies the possibility of non-agreement. The result may
be a work stoppage by labour, or some other conflict situation which
imposes potential costs on management —e.g. a ‘work to rule’. We have
seen, in Chapter 4, that management’s actions in collective bargaining
may be affected by the estimated magnitude of these ‘conflict costs’. 56 It
is not necessary, in fact, to subscribe to a particular model of collective
bargaining to see that these costs may be relevant to management
decision making in negotiations. Since the information which relates to
the calculation of conflict costs largely originates in the management
accounting system, it seems relevant here to consider some of the
measurement problems which may arise.

Strictly, the evaluation of conflict costs should be carried out in
‘opportunity cost’ terms, i.e. there should be a comparison between the
forecast results of a non-conflict situation and a conflict situation in
which the next best options are taken by the organisation. Since the
results of a non-conflict situation imply agreement with labour, this side
of the calculation involves evaluating, probably in terms of ‘packages’,
the possible alternative outcomes of negotiations. This may obviously
be a useful exercise in its own right, from the point of view of
management negotiators. Let us for the moment, however, turn to the
other part of the calculation — the evaluation of the possible results of a
conflict.

As already indicated these have to be estimated assuming that
management optimises its actions in the event of a conflict. It is this
optimisation assumption that may give rise to the severest measurement
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problem. This is because the measurer has, essentially, to ‘think himself
into management’s shoes’ in a hypothetical situation. To illustrate some
of the difficulties involved, consider the individual elements which may
go to make up the costs of a conflict.

Firstly, there may be revenues lost, in terms of sales foregone or
deferred. In the event that orders are deferred rather than lost, a
prediction of the effects this may have on cash flows and any consequent
‘time value of money’ lost may have to be made, i.e.: if we suppose the
effect is to defer a cash flow from Sales (S) by n periods, with the
organisation’s cost of capital equal to i9%, per period, then the
incremental cost to the organisation of the deferral could be calculated
to be S[1—(1+i/100) —"] in present value terms, where S, i and n may
each give rise to serious estimation problems. Remember also that this
cost has to be minimised by, for instance, buying in goods for resale, and
that the probable effect of such cost minimisation policies on labour
actions (picketing, ‘blacking’ etc) has also to be borne in mind.

Secondly, there is the impact of a conflict on the firm’s input costs.
Fairly obviously ‘period’ costs such as rent and rates may be unaffected,
but other ‘fixed’ costs may in fact increase, for instance certain
administrative costs may rise, e.g. for clerical work carried out in
abnormal conditions. On the other hand, variable costs will almost
certainly be affected —the effect on labour costs, for instance, being
dependent on the type of conflict envisaged. If there is a ‘go slow’, labour
cost/unit may actually increase, while materials costs may be affected by
an abnormal amount of spoilage etc. In addition, all such items may
have to be related to the estimated duration of the conflict if we are to
work in present value terms.

Although only a few, general difficulties have been mentioned, it is
obvious that the calculation of the expected results in the event of a
conflict poses severe estimation problems. A further problem is that
since we are dealing with forecasts, it may be necessary to give
management not merely a single valued estimate but the whole range of
possible results, with their associated probabilities, as in Figure 6.1
(where it is assumed that measurements are in NPV terms). A similar
analysis needs to be carried out in respect of the financial results of all the
feasible non-conflict (settlement) outcomes, with the same kinds of
estimation difficulties applying.

Since for an opportunity cost calculation we need to compare the net
effect of conflict versus non-conflict results, the above distribution of
net present values of conflict outcomes needs to be compared in turn
with the estimated results (in NPV terms) associated with each possible
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Probability

\

Net Present Value of the Organisation Assuming Conflict Occurs (£)

FiG. 6.1

agreement outcome. But these in themselves, since they are based on
forecasts, will give rise to probabilistic distributions similar to Figure
6.1. We are thus theoretically faced with the necessity to amalgamate 2
probability distributions to get the combined distribution of oppor-
tunity costs associated with a particular settlement. This in itself can be
done by simulation methods fairiy straightforwardly, as long as the
distributions are independent of one another. But, since external factors
can simultaneously affect conflict and non-conflict results, the 2 sets of
distributions are not likely to be independent.57 In this case, care has to
be taken to control the pairs of values which are to be combined.

Of course, management negotiators may not want information as
sophisticated as that suggested above —indeed, they may not be able to
understand it! But, as was suggested earlier for labour negotiators, the
purpose here is to suggest what information should (ideally) be relevant
to negotiators. In practice they may be satisfied with far less, but that is
no excuse for the (management) accountant not to be aware of the
conceptual problems involved in providing ‘ideal’ information, or,
indeed, not trying to educate negotiators into the use of it.

A simpler approach, which may provide useful enough information
for management negotiators in practice, is to display the effects of
various bargaining outcomes on a break-even chart, as in Figure 6.2.
This shows the new and existing relationships which may hold between
costs, volume and profits. It can also be used to infer the maximum
increase in variable labour costs which the organisation could sustain,
i.e. that for which break even occurs at the expected sales volume. Thus,
this type of diagram has been suggested as a useful visual indicator of
one aspect of the organisation’s ability to pay, which, therefore, may be
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presented to labour negotiators as such[9, pp. 553—4]. Obviously, in this
connection it might be most effective where the union’s claim could be
shown as an increase in costs which were either completely variable or
completely fixed in relation to sales, or production volume. In fact,
much the same reservations as to its applicability for this purpose apply
as have been pointed out in the context of its other possible uses.58 The
validity of break-even analysis in a multi-product organisation is, in
particular, questionable, although as an instrument for emphasising the
relationship between higher costs and output requirements it carries the
possible advantage of easy understandability.

Information such as conflict costs, costings of the various possible
agreements and break-even charts are all items which may be useful to
negotiators. In a particular set of negotiations, it is also vital that
management’s negotiators are equipped with a detailed factual basis for
evaluating on the spot any issues likely to be raised by labour
negotiators, since the bargaining process frequently necessitates quick
responses to changing demands or concessions by labour. It is
suggested, for this purpose, that information of potential relevance to
management negotiators should be prepared in advance and collected
together in the form of a ‘bargaining book’. What should be the precise

Revenue

Costs with
wage increase

Present costs

(If OA = Expected Sales
then wage increase is
maximum sustainable)

Sales volume £

FiG. 6.2



182 Accounting Disclosure and Collective Bargaining

contents of the bargaining book for a particular organisation can only

be suggested by knowing the bargaining relationship and issues

involved. In broad outline, however, 4 types of information have been
suggested as being usefully included in the bargaining book:59

(a) External wage data — e.g. wages and salaries paid by other firms to
particular groups of workers, and other organisations’ wage
settlements. The purpose of these data is obviously comparative.

(b) Internal wage data —details of basic rates, overtime, differentials,
wages and salary structures etc., along with the number of
employees involved in each case. This can serve, inter alia, as a basis
for rapid costing of union demands or possible counter proposals.

(c) Productivity data —this might include information related to stan-
dards for the purposes of incentive payments, work study data, or
simply the bases of performance reports in standard costing. Once
again, it may serve the purpose of enabling the union’s claims to be
costed out roughly by negotiators. Such statistics as value
added/employee are now being increasingly emphasised by unions,
however, and thus should also be known to management’s nego-
tiators.

(d) Cost of living data and trends in ‘real’ take home pay —since these
have been emphasised by unions in supporting wage claims, it is
incumbent on management to have such data available for its own
reference.

Sources of such information and the ways in which it might be used
have already been covered in Chapter 5. At this stage it is merely
necessary to point out that much of the information will originate in the
management accounting function, so that it is necessary for the
management accountant to ensure that the information which is
gathered for this purpose is the best available and that any possible
limitations on uses other than that for which it may have originally been
prepared are clearly pointed out to negotiators. Clearly this implies the
need for management accountants to familiarise themselves with the
functions, and hence possible information needs, of management
negotiators.

Much of the content of the bargaining book may, in fact, be a
derivative of what information it is believed labour negotiators will
actually use, or what they will consider relevant. It will therefore be
necessary to look, inter alia, at the question of the kinds of information
falling within the management accounting compass which may be
relevant to labour.

From the evidence of Chapter 5, it appears that much of this may be
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summarised as ‘labour force’ data. We have also seen in Chapter 5 the
types of information which might fall under this heading, as evidenced
by their appearance in union shopping lists and documentation
supporting wage claims.

What is clear is that management will require guidance, in formu-
lating a disclosure policy on such items, not only as to the possible
entitlement of labour negotiators to such information, but also on its
possible relevance. By being the group most familiar with what kinds of
information of this type are actually available, and their limitations,
management accountants may have an important future role in this
aspect of industrial relations. What we have not felt it useful to do here is
specify exactly what information of the ‘labour force’ type may prove to
be relevant in a particular set of negotiations, since that would depend
primarily on what both sets of negotiators, consciously or uncon-
sciously, believe to be relevant to the bargaining issues, which may vary
even during negotiations.

Even if labour negotiators are provided with the type of information
they consider relevant, however, it may still not be acceptable to them,
and hence have no effect on their decisions, because it lacks credibility.
The credibility of information is the concern of the audit function.

AUDITING

It can be maintained that the primary function of the auditor is to lend
credibility to the information on which he reports.60 The need for an
audit function arises because the system from which information is
derived is not independent of one of the parties who are interested in
it —management. Thus, for example, if a company’s accounting results
are regarded as a report on the stewardship of management there arises
the possibility that the group who are judged by such results may have
the incentive and opportunity to manipulate them. The result is that the
accounting information may lack credibility for its potential users, with
the result that the information may not be used by them in decision
making. Where it is considered that such information should be used
then a way must be found to make the information more credible for the
intended users. .

One possible solution to this problem would be to let the users check
the veracity of the information themselves by giving them full access to
the system generating it. In most situations this solution is not practical.
Reasons for this include the fact that most intended users would have
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neither the resources nor skills requisite to carry out the necessary
checks. Rather, the task is delegated to a person, or persons (the
auditors) who can act effectively on their behalf. Since such persons are
intended to identify any ‘bias’ in the information introduced, con-
sciously or unconsciously, by management’s control over the infor-
mation system, it is vital that they be recognised as independent of
management by the information user. The perceived independence of the
auditor may therefore be an important prerequisite for the use of
information which is normatively relevant.

It might be objected that, in the case of collective bargaining
information there is no necessary role for the auditor. This might be
claimed, for instance, where a company ‘opens the books’ to labour
representatives so that they are able to perform their own credibility
checks. But, in such a situation the practical argument for an inde-
pendent auditor remains —the users may have neither the skills nor
resources to carry out an effective audit function themselves.

Alternatively, it might be pointed out that the scope of an
organisation’s statutory audit should cover the information concerned.
Such an argument neglects the importance of the limited responsibility
of a statutory auditor —to report on the ‘truth and fairness’ of the
published accounts —which means that there is no guarantee that
published information would be considered to be ‘true and fair’ by the
auditor if the suitability of its use in collective bargaining was the
subject of his report. The statutory auditor reports on the truth and
fairness of the accounting results in their entirety and his report in
normal form cannot therefore lend credibility to individual pieces of
information, even if extracted from the accounts or, at the least, covered
by his statutorily determined investigations.

Whether we are talking about information culled from the annual
accounts or additional disclosures, then, the need for an independent
audit function may arise. This is not to say that all accounting
information communicated in collective bargaining will necessarily have
to be separately audited. Whether an auditor is formally involved or not
will presumably depend, in any particular situation, on factors such as
the importance labour negotiators attach to the information, the
‘atmosphere’ of industrial relations, etc. This said, there will un-
doubtedly be situations in the future in which auditors will be called
upon to report specifically on information communicated in collective
bargaining. It is therefore necessary to consider the question of the
perceived independence of the auditor in this relatively novel situation.

Whether an auditor is actually independent is a matter of fact. This
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can be stated since independence in fact is an attitude of mind allied to
the skills and experience necessary to render an unbiased opinion based
on audit work carried out in line with the average standards of the
profession.6! But to render information credible, it is not independence
in fact which is important but independence as perceived by the
information user.

Some social, psychological and economic factors which tend to
weaken the perceived independence of auditors from management have
been analysed by several authors [16, ch. 4], [20, ch. 8]. A number of
suggestions for tackling this problem have also been put forward,62
although mainly in the context of auditor independence as perceived by
investors and creditors. Some of these suggestions have recently been
implemented in the U.K. —e.g. the new ethics code of the Institute of
Chartered Accountants in England and Wales may require disposals of
shares in client companies and restrictions in the possible economic
dependence of a professional firm on income from any one client [14,sec.
E]. Such changes cannot, however, completely remove the causes of the
identification of auditors, both as a profession and as individuals, with
management and the ‘business ethic’. That is auditors, qua auditors and
accountants, must be involved with managements on a professional and
social basis as an inevitable consequence of their work. As long as such
relationships can be seen to exist, it may be useless in practice for
auditors to protest that they are, in fact, independent, since it is other
groups’ perceptions of that independence which count. Unfortunately,
perceptions of the auditor as a tool of management are particularly
prone to arise in relation to collective bargaining information because of
the entrenched social and political attitudes of many labour negotiators.
This is a vicious circle out of which it is difficult to see a way. One radical
suggestion63 is for the effective ‘nationalisation’ of the audit profession,
i.e. to have some central auditor-employment agency which levies
charges on organisations for audit work and which assigns the necessary
staff. The disadvantages of such a scheme have been thoroughly
discussed in relation to statutory audit work and do not require
repetition here. Rather, the suggestion is included as an illustration of
the kinds of drastic remedies which some people believe to be necessary
if perceptions of auditor independence are to be improved (and
remember these suggestions were made in relation to a potentially far
more sympathetic relationship —investor/management).

If auditors are to play a more significant role in the future in lending
credibility to information used in collective bargaining or employee
relationships generally, then the issue of their perceived independence of
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management will require more consideration. ‘We must get away from
the idea that accountants are the tools of management’64 is a sentiment
with which all auditors will probably agree. What seems to be needed at
present is a greater discussion as to how the necessary shift in attitudes
can be best achieved. Our intention here is merely to try to encourage
such discussion to take account of collective bargaining, as well as
investment needs.

Let us suppose that the issue of auditor independence can be resolved
satisfactorily and this leads, as we believe it will, to a much greater
involvement by auditors in the ‘vetting’ of information of potential use
in collective bargaining, either on an ad hoc (investigations) or
systematic (part of an information agreement ?) basis. What kinds of
issues are likely to arise for the auditor?

One which occurs immediately is in connection with the possibility
that management may provide predictions (rather than predictive
information) to labour negotiators. Understandably, in the past audi-
tors have been reluctant to take responsibility for checking the veracity
of forecast information, perhaps on the grounds of the possibility of
liability arising if the forecasts are not achieved. But the fact remains
that such ‘opting out’ occurs in relation to the situation in which there
may be most need for the auditor’s services. This applies whether the
forecast information is intended for use by investors or labour
negotiators.

In fact, involvement with reporting on forecast information has
already occurred both in relation to the contents of prospectuses and
documents circulated in connection with proposed takeovers and
mergers.65 It is clear, from such experience, that the auditor can report
on the acceptability of the accounting bases and calculations and also,
perhaps, on the ‘reasonableness’ of the forecasting model and assump-
tions used, without necessarily taking responsibility for the achieve-
ment of the forecasts. All this seems to involve is an extension of the
conventional audit approach to deal with a new set of ‘facts’.66

A second possible extension of the auditor’s duties, implied by what
we have written earlier, is that, where the bargaining unit is not
coincident with the normal accounting entity, then the auditor might be
called upon to report on information relating specifically to the
bargaining unit. This raises particular difficulties, as we have already
noted, in relation to sub-organisational reporting.

Thus, the auditor may, for instance, be asked to report on the
appropriateness of transfer prices and allocation methods for common
costs. Insofar as such duties already arise in relation to intergroup
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transactions for the purposes of consolidation this merely seems to raise
an old problem in a new guise.

SUMMARY OF THE CHAPTER

In this chapter we have raised a number of issues which we feel to be
worthy of further analytical and empirical research. Our efforts have not
been directed towards providing ‘the’ answers to problems raised,
although quite clearly we have indicated on a number of points in what
direction we think that answers might most usefully be sought. Some
problem areas identified were:
(1) Financial Accounting —the measurement of:

a) ‘ability to pay’; and

b) the ‘divisible fund’
(2) Management Accounting:

a) the evaluation of conflict costs and the effects of

bargaining outcomes; and

b) the contents of the ‘bargaining book’
(3) Auditing —the problems of:

a) independence: and

b) forecast and ‘segmental’ information.
Whilst this is by no means an exhaustive list, it is, we feel, sufficient to
demonstrate that collective bargaining affects, potentially, almost the
whole spectrum of accounting theory and practice. To that extent we
hope that this chapter will serve the purpose of encouraging all
accountants, whatever their specialisation, to take an interest in
developing the theory and practice of the use of information in collective
bargaining.

NOTES

1 For some U.K. evidence on the need for education of trade unionists in the use of
financial information, see for example [18].

2 See [1, pp. 51-3 and Appendix 3].

3 ‘Accounting [is] the process of identifying, measuring and communicating economic
information to permit informed judgments and decisions by users of the information’
[2,p. 1]

4 Rather, see Chapter 1 for an outline of the statutory provisions and proposals relating
to ‘entitlement’, and Chapters 2 and 4 for considerations relating to the need for a
voluntary disclosure policy.
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5 This apposite label is suggested in [6] although the concept has much earlier
origins —see, e.g. [22, pp. 49-53].

6 See [23, pp. 106-7] and [22, pp. 53-6].

7 For a more extensive critique of the ‘positive’ (user sovereignty) approach —see [22,
Appendix to Chapter 2].

8 We are not concerned here with the specification of the efficiency criteria which may be
appropriate for this purpose, as long as they can be specified, e.g. in terms of
organisation or societal objectives.

9 ‘Rational’ in the sense of secking to make ‘efficient’ decisions.

10 The dichotomy is not, in any case, as complete as it seems. The normative, model
building, approach can only be useful if, ultimately, its assumptions about user
behaviour and objectives correspond with real world conditions — something which
requires ‘positive’ confirmation.

11 See Chapter 5.

12 This is not to imply that ability to pay is necessarily thought of as a determining factor
in settlements. There are, however, situations in which inability to pay has been
claimed to be an effective constraint on settlements, and to that extent ability to pay
can be considered to be ‘positively’ relevant.

13 There could be doubts about whether Walton and McKersie’s ‘theory’ is normative or
positive in itself, but the concept of resistance points may also be derived, for instance,
from the net contract ophelimity calculations of Pen’s model (see Chapter 4 and [21,
ch. 4]) —which is certainly normative in character.

14 This is not to say that it is desirable for labour to be certain about the position -of
management’s resistance point, since this would probably provoke an adamant
demand for a settlement at that level. Fortunately for management, as we shall see
later, the provision of ability to pay information can never be sufficient to eliminate
entirely labour’s doubts about the ‘correctness’ of its own perceptions in this respect.

15 See Chapter 5.

16 Apart from such tactical uses (which have been termed ‘persuasion’), another purpose
(termed ‘rationalisation’) may be to influence third parties, such as the general public,
governments and potential arbitrators who may have an indirect effect on outcomes.
For a discussion of such uses, see [19, p. 117].

17 This danger may arise through the frequently observed ability of the two parties to
select accounting measures which, on the face of it, appear to be contradictory. The
result may be a ‘neutralisation’ of whatever message such information may be actually
capable of providing. This, in turn, could be one explanation for the relatively limited
significance negotiators attach to financial information as a determinant of bargaining
outcomes in practice (see Chapter S).

18 Ifit proves possible to develop a particular measure of ability to pay which is perceived
as relevant by both sides in bargaining in relation to this particular information need,
then it can be argued that it should also be effective as a persuasive tool and thus be
relevant for tactical uses too.

19 Zulauf [28, pp. 136—7] provides a comparative table of 6 suggested definitions of
ability to pay, of which his own ‘theoretical definition’ appears to be analytically the
most well developed. It is: ‘The maximum amount of total wages a firm could pay in a
specific period consistent with the long run retention of invested assets and other
productive factors in the firm’ [28, p. 137]. This definition is obviously fairly close to
our own, although Zulauf, in fact, emphasises the achievement of a particular rate of
return, rather than the maintenance of physical capacity, as the feature essential to its
measurement.

20 Readers who may find our analysis below insufficiently rigorous are referred to
Revsine [22, chs. 4-6], who deals, inter alia, with the necessary assumptions and
caveats in much greater detail than we have space for here. It is important to note, in
this connection, that we feel that, in practice, the establishment of some consensus
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definitional framework for ability to pay may be more important than its precise
specification — which is why we feel it constructive at this point to put forward tentative
suggestions, based on what the reader may feel to be unduly ‘heroic’ assumptions.

For a concise discussion of the properties and relative advantages of alternative
measures of income and capital, including economic income, see [17, passim].

See [22, pp. 97-91].

There has been much theoretical controversy as to whether maximisation of
employment or the total remuneration of its members are or should be union goals.
Here, however, we take the view that either or both could be effective constraints as far
as union negotiators are concerned, depending on the attitudes of union members and
their interaction with the union negotiator’s personal goals. See [3].

Perhaps the most obvious reason for this is the essential futurity of the concept as
compared to the ex post nature of accounting results.

For a discussion of the relationship between ‘surrogates’ and ‘principals’, see [13,
ch. 1].

Given the futurity of the concept, there are two inter-related aspects to this question.
Firstly, what measurement rule for ability to pay, if its future value were known, would
‘best’ reflect the ‘ideal’ concept as far as the decision maker is concerned. Secondly,
what is the ‘best’, presently available, measure to use in predicting the future
measurement concept decided upon. For a discussion of the theoretical and practical
difficulties involved in establishing such measures, see [4].

There may be an alternative explanation —that ‘grossed up’ profits may be being used
as a measure of the ‘divisible fund’ (see later).

In a stationary state it could be argued that dividends need not be paid since no further
equity finance would be necessary, i.e. shareholders would be ‘imprisoned’. In fact,
such a situation could not persevere in practice since, perceiving this probability
shareholders would presumably require some enforceable commitment from the
organisation to pay dividends before they subscribed the initial capital. More
realistically, in a dynamic economy, dividends have, in any case, to be paid in order to
provide for the possibility of raising more external capital for foreseen and unforeseen
purposes.

Even though underlying economic relationships may produce a stationary state, there
may be stochastic factors at work which affect organisational results on a random basis
but which do not have any lasting effects.

Hereinafter referred to as ‘profits before tax but after grossed up dividends’. Notice at
this stage we are basically trying to identify an acceptable a priori surrogate for ability
to pay regardless of whether it is a good predictor of its own future values (see note 26).
On the other hand, extraordinary items are clearly not predictable and we have
therefore anticipated events by eliminating them at this stage.

See for example [27] for a discussion of the existence and effects of ‘organisational
slack’.

If necessary, refer, for example, to [5, ch. 1.].

On the other hand, access to ‘too much’ information could, conceivably lead to
information overload [22, pp. 13—19 ] implying that ‘opening the books’ might not after
all be an ‘ideal’ solution.

As long as suitable adjustments are made to suit varying assumptions about, e.g., the
nature of organisational slack and appropriate accounting policies. This in turn
implies that management and unions may arrive at very different estimates of the
‘profits before tax but after grossed up dividends’ which are relevant to each of them.
Adapted from M. Renshall, Accountants Weekly, 25 July 1975, p. 15.

The mechanism by which labour negotiators’ attitudes may be shaped by those of their
principals’ is discussed by Walton and McKersie under the heading of ‘intra-
organisational bargaining’ [25, chs. 8 and 9].

Since we do not deal separately with predictive ability relative to the divisible fund it is
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worth pointing out at this stage that, for similar reasons to those stated later with
respect to ability to pay, we feel both value added and depreciation should here be
measured in replacement cost terms.

In a non-stationary state we need to distinguish between the ‘stream’ of future
measurements and its present value equivalent. Irregularities in flows can always be
eliminated by using an ‘equivalent annuity’ but in an uncertain world this may result in
the loss of crucial information (e.g. about liquidity implications). An implicit
assumption here, therefore, is that the need is for estimates of the stream of future
measurements.

Rather, see Chapter 2.

This does not imply that unions need to break any confidences in using such
information. They do not need to make reasons for their beliefs explicit, just as
management may not wish (or be able) to reveal the basis for its beliefs.

Subject to the possibility of information overload (see note 33).

Whereas all realisable holding gains should be included in Replacement Cost Income,
not all of them need necessarily be retained in order to maintain physical operating
capacity. Thus, a difference between the two double starred items might arise when
holding gains have been made on assets held for purely speculative purposes (see, e.g.
[15, pp. 21-3]) —since these may not need to be retained in order to maintain the
expected flow of income from operations.

Because, inter alia, it does not take account of management’s planning intentions.
‘Naive’ in the technical, forecasting sense of an estimate derived purely from its own
past values, see [7, ch. 2].

i.e. their net present values to the organisation.

Notice that we have preferred replacement cost, rather than ‘current cost’ information
because of its potentially better predictive ability (see [15, p. 222, note 2]).

See Chapter 5.

The 9, of labour costs in total costs may, for instance, when considered along with the
price elasticity of demand for the organisation’s products, be useful for predicting the
feasibility of passing on increased labour costs in prices —one determinant of future
ability to pay.

The progenitor of Table 6.2 [8, pp. 121-2] was, in fact, in cash flow terms, but in this
form is not, we believe, such a useful instrument for predicting ability to pay in general.
For an illustration of a published system similar to that used by the Centre for
Interfirm Comparisons see Business Ratios (Dunn and Bradstreet, published 1966—70)
especially no. 1, Autumn 1966, pp. 20—32.

However, using aggregate information to measure ability to pay implies a comparison
of labour’s demands with the results of the ‘average’ organisation. Some organisations
could thus find themselves "unable to pay’ labour costs which are negotiated on an
industry wide basis, see, e.g. [9, pp. 542—3]. A result may be that managerial resistance
points in industry wide bargaining may be set on the basis of a somewhat lower ability
to pay criterion than our analysis above suggests.

For an analysis of such problems, see [24].

This presumes that unions have both the resources and incentive to rework such
calculations — neither of which assumption may be true at the moment, but both of
which might be affected by actual experience with greater information disclosure.
See [24, chs. 3 and 4].

See Chapter 5.

See, for example, the Pen model (pp. 89—93 above), in which it is necessary to evaluate
U,. and U,,., which probably depend in turn on estimating conflict costs in monetary
terms.

For an illustration of simulation and the combination of probability distributions
(although in a capital budgeting context), see [11]. Note that statistical dependence is
implied because we are comparing total NPVs with and without conflict. We do not
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work with incremental NPVs because the pattern of labour costs may be different for
the 2 situations, even after the conflict period.

See for example [10].

See Chapter 5 for a more detailed discussion.

See [16, pp. 30-31].

For a fundamental analysis of the concept of auditor independence see [20, ch. 8].
For a summary of these, see [16, pp. 814].

See [16, p. 82].

K. Sharp, outgoing president of the Institute of Chartered Accountants in England
and Wales, reported in Accountants Weekly, 23/30 May 1975, p. 11.

See Chapter 3 of Published Profit Forecasts, the Accountants International Study
Groun, 1974.

For a discussion of the theoretical constraints on auditing forecast information, see
2]
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7 Conclusions
and Implications
for the Future

The disclosure of information in collective bargaining is a subject about
which much discussion has been generated at a practical level, especially
in relation to proposals for making such disclosure mandatory. Apart
from bringing together the strands of these practical arguments this
book has included a survey of the theoretical material which the authors
feel could serve as a framework for analysis of the issues involved.

We have not attempted to build the fully articulated multi-variable
model of decision making in collective bargaining which would be
logically necessary for predicting the precise relationship between
information inputs and bargaining outcomes in any particular circum-
stances. ! To that extent the book does not provide specific guidance for
those who have to be decision makers in this field. Nevertheless, by
drawing together apparently disparate practical and theoretical argu-
ments we hope at least to have assisted the decision maker to identify the
general nature and sources of the relevant costs and benefits of
information disclosure. We have left the evaluation of the relative
importance of these costs and benefits to the decision maker in the light
of his own particular circumstances. Even given the generality of our
approach, however, certain fairly specific conclusions have been sug-
gested by the analysis.

Firstly, in the case of an organisation, it has been suggested that
information disclosure needs to be evaluated in terms of the continuing
relationship between management and labour negotiators. Thus, if a
piece of information is considered to be relevant by management then it
will probably need to be disclosed on a systematic basis, since the ad hoc
production of information only when it is favourable to management is
not likely to encourage labour negotiators to treat it seriously.

Secondly, and relating to the first point, it is suggested that such
systematic information disclosure should be the subject of a policy
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decision, to be taken at top management level. This is necessary because,
as we have seen, the effects of disclosure can only be properly evaluated
on an organisation-wide and long term basis. There is a particular
danger of sub-optimisation where functional managers are left to take
disclosure decisions, since they are, understandably, likely to focus on
the short run, tactical effects of providing information. This is not to
deny that, in appropriate circumstances, such tactical effects may not be
over-ridingly important. But we have argued here that explicit con-
sideration needs to be given to the effects of information disclosure on
the organisation’s total activities and relationships —and this can only
be done adequately at top management level.

Our belief is that, given full consideration of the effects of disclosure,
organisations should move voluntarily, as a matter of self interest,
towards more ‘open’ management-labour communication systems. This
in itself implies that the interpretation of what is ‘good industrial
relations practice’ may shift over time so as to require increased
disclosure from those not already providing it.2

Additional reasons for believing that U.K. legislators in particular
will require increased disclosure in future are as follows:

(a) by direct analogy with legislative positions elsewhere (vide the
situation in the U.S.A. —Chapter 1);

(b) by indirect analogy —given the pressures for extending industrial
democracy (cf. the position in other E.E.C. countries —Chapter 1
again); and

(c) by extrapolation, on the basis of legislators’ apparent commitment
to the principle of a more ‘open’ society, given the nascent state of
statutory disclosure in collective bargaining.

We need, perhaps, to elaborate on (c). From the ‘right’ of the political
spectrum, the Conservative Government’s White Paper on ‘Company
Law Reform’ of 1973 included the following statement of principle:

Disclosure of information is an essential part of the working of a free
and fair economic system. Obviously there are limits —imposed, for
example, by the need to preserve commercial confidentiality in a
competitive situation. But the bias must always be towards disclosure,
with the burden of proof thrown on those who defend secrecy. The more
people can see what is actually happening, the less likely they are to
harbour general suspicions —and the less opportunity there is for
concealing improper or even criminal activities. Openness in company
affairs is the first principle in securing responsible behaviour [3, p. 7]
[Italics added].
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Since the White Paper was partly concerned with the accountability of
company managements to employees we may assume that this statement
is intended to cover disclosure of company information to employees
(and, de facto, to their negotiating representatives). As such, although it
is very carefully qualified, the quotation implies a willingness to impose a
‘liberal’ disclosure policy on companies, if necessary. This is, of course,
in line with previously expressed Conservative beliefs in freedom of
competition, for which freedom of information can be claimed to be one
necessary constituent.

On the left of the political spectrum, on the other hand, there is also a
commitment to increased disclosure, although for different ideological
reasons. The Conservative White Paper was, in fact, followed by a
‘Green Paper’ from the Labour Party —‘The Community and the
Company: Reform of Company Law’, in 1974 [7]. This proposed a
considerable extension of disclosure. Whilst it was considered that:

it is not critical whether [the disclosure requirements] are included in
company law or industrial relations legislation . . . it would be
sensible to include mainly Control Questions and Financial Details in
the former and Manpower, Development and Related Plans in the
latter. Some forms of disclosure will be required from the company in
its capacity as a corporate organisation; others in its function as an
employer. With reference to the latter it is essential that legislation
should ensure that disclosure is made through recognised trade union
machinery at both plant and higher levels [7, p. 29].

Whether information is to be channelled through employees or goes
to trade unions direct, the implication is that future legislation is likely to
tend to increase the information available to labour negotiators in the
U K. at least. It therefore seems useful to explore some of the possible
implications of an increase in disclosure from the point of view of:
(1) government policy, (2) management, (3) unions, (4) the account-
ing profession and (5) academic accounting.

(1) GOVERNMENT POLICY

From the point of view of current social priorities perhaps the most
important issue is whether an increase in disclosure is likely to be
inflationary. In Chapter 3 we examined some of the evidence for a
relationship between wage or earnings changes and company financial
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results. The hypothesis that the two are linked appears, on the whole, to
be ‘not proven’.

Even if the two were found to be statistically dependent to use such
evidence to make deductions about the effects of increased disclosure on
inflation involves two additional assumptions: (1) that increased infor-
mation on financial results leads to changes in labour payments and
(2) that increases in labour payments lead to increases in prices. The
second assumption is the familiar ‘cost push’ thesis and itself is difficult
to substantiate. However, the first assumption seems positively ‘heroic’
if it is supposed to be founded on an analogy with a financial
results—change in labour payments relationship. The kinds of financial
results which have been linked empirically with wages/earnings change,
e.g. profits, profitability, liquidity indicators etc., are already available
to labour negotiators, so such relationships cannot, on the face of it,
assist in predicting the possible impact of new types of information.

There is, in fact, no empirical evidence bearing directly upon the
relationship between information inputs and labour costs and prices at a
macro-economic level. It is therefore necessary to try to reason
deductively from ‘micro’ to ‘macro’ levels at the risk of committing some
‘fallacy of composition’. Taking the popular practitioner’s view, for
instance, it is possible to argue that the disclosure of information must
be inflationary since it strengthens the ‘power’ of labour negotiators thus
giving an upward bias to wage claims and settlements. Research into
negotiating behaviour is ambivalent on this point however, both from
theoretical and empirical points of view (see Chapter 4) —it is not clear
that a more informed negotiator will necessarily gain disproportionately
from the bargaining process. One possible explanation for the ambival-
ence is that ‘factual’ information may have no systematic effect on either
claims or outcomes since such information may cause labour’s expec-
tations to be revised downwards as well as upwards.

Even if disclosure of information could be shown to be inflationary in
the short term, the social and private costs might be swamped by longer
term benefits associated with an increase in joint problem solving (or
industrial democracy).

As a final point, note that the above analysis presupposes that we are
talking about a situation in which wages and earnings are set in ‘free’
collective bargaining. If bargaining outcomes are to be constrained
under some form of ‘incomes policy’, as in the U.K. at present, then it
may be possible to obtain some of the potential benefits of increased
information without, for the period of the policy at least, too much risk
of inflationary results.
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(2) MANAGEMENT

The possible effects of increased disclosure on labour’s claims and
settlements will obviously be of concern to management. As already
indicated, even the directional effects of new information are not
unequivocally predictable according to theory or past evidence.

In any event, it is necessary to stress that it is not information per se
that will affect negotiators’ aspirations and actions but their in-
terpretations of that information. Fairly clearly the notion that knowl-
edge of ‘the facts’ will somehow eliminate conflict is overly simplistic.
Two parties could use the same set of data to support totally differing
arguments —and this is doubly the case where those data are to be used
as a basis for prediction. A more relevant question is, therefore: will
increased information reduce the scope for disagreement? One view
appears to be —not necessarily. For instance, it has been questioned
whether ‘the provision of greater quantities of information, whether
shared or not, may serve not to diminish but to reveal and emphasise the
basic conflicts of interest that are inherent in the collective bargaining
situation’ [ 1, p. 10]. This seems, however, to be too pessimistic a view,
based on a short run view of industrial relations. It appears to derive
from observations of the following kind: ‘Indeed we can envisage the
circumstances where the provision of yet more information, far from
resolving a conflict situation, may even aggravate it. Certainly such
information as might reveal, if well analysed, the strike vulnerability of a
firm (e.g. the order-book, cash flow, and capacity situation), if disclosed,
let alone discussed, could shift bargaining power to an extent that there
would no longer be the room for compromise, on which the whole
process depends’ [1, p. 10].

But this is merely stating that sometimes the effects of information
provision may make the outcome worse for management. Even given
such a situation, the analysis is not complete. That is, if such information
is discovered after settlement (and sooner or later such ‘facts’ seem to get
back to union members), then the perceived value of the outcome to the
labour negotiators will be reduced, resulting in a possible hardening of
attitudes in future negotiations.

In any case we have argued that the best way to gain union acceptance
of the relevance of certain types of information is to disclose it on a
systematic basis. The information referred to above, which was
interpreted as favouring the union, could then also presumably be
claimed to be relevant when the maintenance of employment is at stake.

The disclosure of information on a systematic basis does of course
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conflict with its use as an ad hoc tactical instrument by management,

although fresh interpretations and presentations of information can still

be used tactically to support arguments and positions.

What is being given up by a voluntary disclosure policy, therefore, is
the possibility of ‘concealing’ information which might otherwise be
considered to be relevant to negotiations. What is gained in return?
Possibly:

(a) the more convincing use of ‘relevant’ information when it is
favourable to management;

(b) a reduction in negotiating time and effort spent on issues which
might be more easily resolved if the relevant information was
disclosed; and

(c) acontribution to the establishment of trust in the long run, with the
possibility that this will lead to a more positive attitude to joint
problem solving activities.

These effects have to be weighed against any adverse shifts in particular

bargaining outcomes due to disclosure.

One possible way of obtaining a reduction in bargaining time and
effort may be to obtain agreement in advance on what definitions of
certain types of information will be accepted as relevant by both parties.
Our discussion of ‘ability to pay’ in Chapter 6 may be of some use in this
respect.

With a measure such as ability to pay the important point to realise,
however, is that it is not intended to determine what the settlement
should be, but rather to make possible a more ‘rational’ framework for
arguments about the impact of any particular settlement on the
organisation and its employees. In this respect there may be distinct
advantages for management, as well as unions, if information relevant
to future ability to pay is provided. This is because the measurement of
future ability to pay, as we have seen, implies that a view needs to be
taken of the organisation’s minimum financial requirements and their
employment consequences. Whether or not management and labour
can agree on an appropriate benchmark for these, their very discussion
may necessarily involve the union side in explicitly taking a longer term
view of factors affecting the organisation’s performance.

This is, of course, one possible argument in favour of the type of
‘budgetary disclosure’ provisions in the U.K. Industry Act [6, sec. 30
(3) (¢) ]- That information on ability to pay may be seen by the unions to
be relevant in such a context is indicated in the suggestion for a draft
planning agreement put forward by the A.S.T.M.S., which includes the
following sample clause: ‘It has been agreed between the relevant trade
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unions and the company that employees’ remuneration will be nego-
tiated in a free collective bargaining atmosphere but that negotiations
take some account of the Surplus Revenue position of the company’
[2, p. 32].

Of course, it may be counter-argued that the implicit involvement of
unions in organisational planning constitutes a reduction in manage-
ment’s freedom of action. Whether or not some reduction in managerial
prerogatives in this direction could be desirable is a moot point.
However, it may be questioned whether there would, in fact, be an
effective reduction. More information being given to the unions may
indeed widen the range of issues which are subject to bargaining, but
once agreement on these issues is reached the result should be a
reduction in one general source of uncertainty, with a consequent
improvement in management’s forecasting and planning environment.
Some alternative choices of action may indeed be eliminated but,
equally, others may be added as a result of the stimulation of joint
problem solving activities. Overall, this may imply an extension of the
potentially effective scope of managerial decision making and control,
rather than its reduction.

Efficient management in a more ‘open’ information context may, of
course, require certain organisational adjustments. Where information
is communicated to employees in general, resources may have to be
directed into explaining the meaning of that information. Where
information is provided to labour negotiators at a plant or company
level there may be an effective extension of bargaining since ‘issues’ may
arise more frequently as a result of the information. The scope for
disputes based on ‘red herrings’ or misinterpretation of the information
may then need to be contained by providing facilities for more joint
consultation in connection with the information. Insofar as ‘real’ issues
are highlighted, however, there may be benefits in being able to deal with
them at an earlier stage and lower level than otherwise.

Such points suggest that management may have a primary interest in
communicating information to employees and their plant or company
level representatives. Since bargaining on minimum wage rates usually
takes place between management representatives and the unions at a
higher level, however, there is an argument that an equally free
communication system should operate between management and the
union hierarchy, if only as an instrument for encouraging mutual trust in
such bargaining. A further practical argument for such direct com-
munication is that the union could probably obtain the information
indirectly in any case, and to appear to ‘favour’ plant or company level
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representatives may have particularly adverse effects on union attitudes
in the light of their internal political structures.

To summarise, for the ‘typical’ organisation, the wider provision of
information will have certain predictable implications —greater joint
consultation is likely to become necessary and ‘bargaining’ may be of a
more continuous nature. In addition, in respect of the content and
presentation of information, there will be a greater need for co-
operation and mutual education between the industrial relations and
information specialists in the organisation.

(3) UNIONS

At first sight the prospect of obtaining more information relevant to
bargaining would appear to be ‘pure jam’ as far as the unions are
concerned. In addition, if the process goes so far as to require all
potentially relevant information to be disclosed, we have seen in
Chapter 6 that organisations may ultimately need to ‘open the
books’—an outcome much advocated by certain unionists.

In fact certain implications need to be considered before judging a
situation of having relatively unrestricted access to organisational
information on demand to be one of pure gain for the union. In the first
place there will be problems and costs of adjustment: expertise will need
to be developed in handling the information. This in turn probably
means a need for greater resources in union research and education. The
source of the necessary resources is a particular problem for smaller
unions. One possible solution would be some form of co-operation
between unions in such fields.

Insofar as certain problems, such as education and the collation of
information, are common to all unions then there is an obvious
argument for centralised services operated, e.g., in the U.K., through the
T.U.C. Since union education and, as we have argued, the use of
information by unions, may be socially desirable, there is also an
argument that such centralised services have a prima facie case for
government financial support. In the meantime, however, whilst some
unions are proceeding with educational programmes and the develop-
ment of research facilities to deal with increased information there are
clearly going to be cases in which management offers to ‘open the books’
are not taken up with alacrity.

One reason for this, apart from a lack of the requisite skills, may be a
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suspicion that such offers are only made in order to demonstrate
‘inability to pay’. Whilst this may often have been true in the past,
unions may gather from this book that managements should in the
future, out of self interest, begin to provide information on a systematic
basis whether or not it favours their own case. The lesson is clear —the
results of an investigation could now strengthen either the unions’ or the
managements’ case.

A further reason for reluctance to take up offers of information may
be a feeling that to get involved in financial arguments would essentially
mean a step towards accepting management’s views on the objectives of
the organisation. That is, unionists may feel that there is a danger of
being ‘conditioned’ by information. Whilst it is undeniable that the
purpose of providing information is to change attitudes and beliefs, it is
also true that ‘facts’ can serve more than one objective. The same set of
data could often be interpreted in totally different ways by people with
different aims. Thus, to resist the offer of information which could be
turned to one’s own advantage smacks of ‘don’t confuse me with the
facts —my mind’s already made up’. It is true, of course, that some
minimum sophistication in the use of information is necessary to check
the validity of arguments and the possibility of alternative in-
terpretations, but such skills develop partly out of experience.

In relation to information of the ‘labour force’ type, which is often
most obviously relevant to bargaining issues, initial problems are likely
to be of the ‘information overload’ type, and negotiators’ education may
thus need to take the form of providing ‘data handling’ skills, e.g.
training in the use of averages and other descriptive statistics. Organis-
ational financial information, on the other hand, is already likely to be
in summary form and skills may need to be built up both in interpreting
and reconstructing it. In the short term, however, where financial
information is felt to be critically relevant, it may be necessary to obtain
the assistance of independent accountants to deal with it.

Research staff, as well as negotiators, will probably need to be trained
in the use of financial information. Whilst some union research
departments already collect such information to provide services to
negotiators, there may be an obvious advantage if some form of
common ‘data bank’ on companies can be built up on which small as
well as large unions can draw.

A particular problem exists at present with respect to obtaining
information on multi-national companies’ operations. Some improve-
ment in this respect may come about as a result of changes in company
law, but as far as overseas operations are concerned some form of



202 Accounting Disclosure and Collective Bargaining

international information sharing scheme amongst unions might have
to be the answer.3

One further potential problem with respect to information provision
is its possible effects on the structure of unions. In writing about the
effects on management it was pointed out that management may have a
primary interest in providing information directly to employees or plant
or company level representatives. As also pointed out this may tend to
increase the number of issues which are raised, and perhaps settled, at
such levels. To some extent this may bring about a downwards shift in
decision making, and perhaps power, within unions. Whether this is
good or bad in itself is a moot point but it points up the need for a greater
educational effort with respect to shop stewards, both as regards
information usage and general bargaining skills.

When non-confidential information is provided at a plant or com-
pany level it is important that it is available for use by negotiators
elsewhere for comparative purposes. Whilst information sharing at
shop-steward lev