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Chair Brown, Ranking Member Toomey, and the distinguished members of the Committee, |
thank you for inviting me to testify before you today. My name is Trevon Logan and I am a
professor of economics at The Ohio State University, where I teach courses in economic history
and population economics. As an economic historian whose scholarship is focused on
understanding the historical roots of contemporary disparities and inequality, I am honored to
provide an overview of the evidence on worker well-being and its relationship to aggregate
economic conditions, policy, and the role of the financial system in this relationship.

The COVID-19 pandemic presents us with stark and uncompromising evidence that economic
inequality in our country has material consequences for worker well-being and, indeed, the
overall functioning of our economy. We must recognize the role that government has to play in
both setting a floor for working conditions, including a minimum wage that tracks the cost of
living, ensuring our labor and product markets are competitive, as well as investing in public
goods, such as physical and social infrastructure, that boost productivity and produce high-
quality jobs.!

I would like to emphasize three dimensions in which we should think about economic
performance and material well-being. First, we must improve and invest in accurate
measurement of the economy and disaggregated, granular information about the well-being of
workers and families. Second, trends in inequality and working conditions today bear an
uncomfortable similarity to the late 19th and early 20th centuries, where we know worker well-
being was poor despite significant economic growth. Third, these present issues of inequality are
related to policy, sometimes in unanticipated ways.

Measuring the Economy and Well-Being

Many times we mistake the tenuous relationship between aggregate measures of economic
performance and well-being for being more informative than it is—for example, thinking that
economic growth, GDP, or well-controlled inflation are evidence of an economy that is operating
appropriately and successfully. While such measures are useful in thinking about trends and
long-run changes, it is important to stress several fundamental aspects that should give us pause.

First, aggregate measures tell us less than we would like about well-being, even in a general
sense. Average income, for example, may be relatively uninformative about measures of well-
being such as health, security, and quality of life. We have seen periods of average income and
wages increasing while at the same time household well-being in other dimensions declined.
This has happened in the U.S. history and is also one of the hallmarks of the early years of the
Industrial Revolution more generally.? A period of increasing wages but declining health is not
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unprecedented, and assuming a direct linear relationship between averages in one measure and
well-being more generally is often incorrect.

We also have seen stock market returns increasing over the past several months despite
increasing precarity in the labor market and as food pantries witnessed unprecedented demand.
By one measure our large corporate sector is optimistic and has fully recovered, but by another
hunger and starvation are at unprecedented levels. And both can be true simultaneously. An
additional example can be seen in something as presumably straightforward as inflation.
Economists know well the problems of bias in the CPI, and their impact on federal expenditures
and private expenditures tied to it.> What is less appreciated is that households of different types
are more exposed to some types of price changes than others.* A household in a food insecure
environment, with limited transportation options, faces much more exposure to increases in food
prices than a household who can more easily shift to bulk buying and substituting to cheaper
food options. An average change in prices for all households does not reflect the changes for
particular groups.

Second, distribution and short-run changes are particularly important. We saw during this
pandemic the need to accurately measure such impacts. We would not know that real personal
income grew twice as fast for the top 10 percent of income earners following the Great
Recession as for the bottom 50 percent without the Bureau of Economic Analysis’ new
distributed personal income prototype.> We would not have known that more than a quarter of
households with children were facing food insecurity this summer without granular information
from the Census Pulse survey.® We would not have known that Black Americans waited an
additional week to receive unemployment benefits, on average, without detailed data collection.’
And we would not have known that more than a decade of gains made in closing the racial
disparities in life expectancy between Black and White Americans was erased in one year of a
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devastating pandemic.® It is critical that we redouble our efforts to collect data that will allow us
to understand the ways in which our economy is functioning at a microeconomic way. We have
seen a tremendous outpouring of data in light of the COVID-19 pandemic, but at the same time
the lack of investment in government statistical data collection hamstrings our ability to
understand all features of our economy.’

Third, economists have long understood that quality of work is an important dimension to
measure the economy. COVID-19 has exposed the growing reconstruction of what has been
termed “factory discipline” by economic historians.!'® Factory discipline is a world in which the
manager is a de facto authoritarian. They tell workers when they work, control their conduct on
the job, and make sure that they stayed on task. A major distinction in this factory discipline
system is that workers were rewarded not just for the output that they produce but also for their
conduct on the job. There are large and frequent punishments for even minor infractions, and this
does not matter if they are related to output. Some economists view this type of discipline as a
failure of the free market system. Discipline designed and implemented to coerce workers into
doing more than they would have freely chose, in controlling their conduct in a manner
approaching abuse, is not a hallmark of a free market economy, in fact, it is the opposite.

In a coercive framework discipline is profitable because you can force workers to exert more
effort than they would otherwise choose. Theoretically, in a competitive market employers must
pay a “disgust premium” in order to get workers to subject themselves to the conditions of
factory discipline. A “disgust premium” is like hazard pay, but instead of being for hazards
inherent to the occupation itself (say, a firefighter’s risk of harm in preventing the spread of a
fire), the premium has to do with the working conditions being relatively intolerable. Now, it has
to be true that the disgust premium must be less than the gains that you realize from the increased
output. Firms will pay this disgust premium when the amount of fixed capital per worker is
high—so it is opportune to industries with extensive capital investment, including automation
that must be regularly monitored by workers.

It is important to stress that high levels of fixed capital per worker are consistent with essential
worker positions in manufacturing and other industries that could not transition substantially to
remote work. We know that essential workers were more likely to be Black Americans, who
make up nearly 20 percent of this sector.!! When we hear stories of extremely long work days
with no time for restroom breaks, prohibitions on having a cell phone present on the factory
floor, limitations on social interactions with co-workers, and other working conditions that these
are modern parts of the discipline in work environments that first appeared with early
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industrialization.!? This type of discipline can also manifest itself in the way labor is organized in
contemporary settings. The use of part-time work, the increasing number of workers who are part
time, and the volatility of shift assignments can lead to significant income volatility and poor
working conditions. '

What I just said should seem to be inconsistent with other facts about the economy that we
generally accept. We know that wages of workers have stagnated, and I just noted that there
should be a disgust premium for this type of work settings. Over time, either this premium
should increase—Ileading to higher wages, or the working conditions would significantly
improve in these industries. Our evidence points to little improvement in working conditions and
little movement in real wages. This implies something else is happening to our labor market.
Economists have now coalesced around the rise of labor market monopsony as one reason why
wages have stagnated and why we can see both high levels of factory discipline, few protections
for workers, and flat real wages.'*

Labor Market Monopsony

Monopsony is a topic rarely taught in a standard introduction to economics course, but it is
playing a large role in the way in which we understand the labor market today. In layperson’s
terms, monopsony is the exact opposite of monopoly, but it has the same effect of distorting the
market in uncompetitive ways. We have a monopoly when one firm supplies a good, and we
have a monopsony when one firm demands a good. In both cases, the market is inefficient. '
How does monopsony work? In a labor market, monopsony decreases wages—there is only one
employer—and it can increase inequality and can lower productivity. Moreover, the existing
scholarship on monopsony shows it to be particularly powerful in low-wage labor markets,
where workers have fewer employment substitutes and where other market frictions could
strengthen the effects of market concentration on wages, where both the frictions and market
concentration have a disproportionate impact on Black workers. !¢

Recent research shows that labor markets with high degrees of market concentration and few
employers per sector have lower wages, and that the rise of market concentration is a better
explanation of the stagnation in wages for the past 40 years when compared to import
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competition or automation, which are more recent phenomena.'” There are also studies which
look at particular labor markets, such as those for nurses and in the retail sector, which show that
wages do not respond in markets with high levels of market concentration, a sign that
competition is stymied.'®

On the other side of the labor market, recent research analyzing millions of job ads finds that
many Americans are located in local labor markets where only a few employers posted the
majority of job ads.!” Even more important, as concentration increases, wages decline
dramatically, and this effect is more pronounced in rural areas, which are more likely to be
dominated by a small number of employers.

How far could this market concentration reach? The following example from the product market
would be useful. In 2008, the U.S. Department of Justice approved the merger of Miller and
Coors, at the time the second- and third-largest brewers in the United States, and leaving the
market with just one large competitor, Anheuser Bush. When the merger was approved, the
Department of Justice reasoned that the decreased cost of beer production would outweigh any
anti-competitive forces given the increase in market concentration. While beer prices had been
on a downward trend before the merger, they increased immediately after the merger by more
than 5 percent in the market. Changes in consumer demand for beer or cost increases do not
account for this. Rather, with less competition, the two dominant firms can charge higher prices
estimated to be roughly 8 percent higher than what would have prevailed absent the merger, all
at the expense of consumers.

The analysis of the market effects of mergers after they are approved is still a relatively new area
of research in industrial organization, and the analysis that we have is somewhat limited about
the impact of mergers on labor demand and the scope for monopsony.?! At the same time, some
basic facts about the role of market concentration and wages are becoming clear. While
productivity has continued to increase, the median pay for American workers has stagnated.?
There is an abundance of research showing that, overall, labor’s share of income has declined
over time. This is inconsistent with the gains in productivity and a well-functioning labor market,
and the wedge between worker productivity and wages is widening.
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Workers certainly face a smaller number of employers than before. In the last thirty years small
employers have vanished while large companies have become more dominant. Firms with fewer
than twenty employees have declined 15 percent as a share of total employment, while firms that
have 10,000 or more employees have grown 16 percent in the same timespan. More than a
quarter of employment in the United States today is in the largest firms.?> In the last fifteen
years market concentration has accelerated. For example, the two largest firms in hardware
stores, shipbuilding, tobacco, pharmacies, car rentals, amusement parks, and mattress
manufacturing control over 50 percent of their markets. In some high tech sectors the
concentration is even more pronounced: the two largest firms in smartphones and social
networking control more than 80 percent of the total market. When one factors in local market
concentration, which we typically do not estimate, the situation is even more extreme.*

Outside of mergers, market concentration, and monopsony itself is the rise of what I term 21st
century factory discipline. This new form of discipline is related to what you can do during and
even after your employment ends. Employers now are not only attempting to control the work
environment of today, they are also holding workers to agreements that extend beyond their
employment. Examples include Non-Compete Agreements and non-poaching agreements among
franchisees. Both of these can work to depress wages by structurally reducing labor market
mobility, where firms compete for workers who have a choice of whom they will provide their
labor to. Recent survey evidence shows that one in five workers with a high school education or
less are subject to a noncompete agreement. Non-poaching agreements have also proliferated,
and today more than half of all major franchises forbid their franchisees from competing for one
another’s workers.?’

New survey evidence shows that Non-Compete Agreements lower workers’ earnings and reduce
job mobility. Even more alarming is that more granular work shows that if one works in a state
with strict NCA laws but lives in a neighboring state without strict NCA laws, the negative
effects of the NCAs still hold. Moreover, workers without NCAs can be negatively impacted by
workers with NCAs as they have large negative spillovers in the labor market. We now know
that NCAs also exacerbate racial wage gaps, accounting for as much as 9 percent of the wage
differentials.?® Workers are not free to search freely for better opportunities to the degree that
they were in the past. Discipline within firms still exist, but now the discipline of post-
employment options is more prominent than ever, and is related to lower wages.

One particular way in which the financial sector may play a role here is in the rise of passive
investing and market segment (common stock) investing in particular. Under the principles of
diversification, investors have sought to invest in markets, not companies. Holding shares in a
sector fund, for example, make investors relatively agnostic about which particular firm is doing
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best. With more investors following this line of thought and remaining relatively silent
shareholders, the rise of monopsony power drives anti-competitive forces in markets as investors
are concerned with the sector as opposed to specific firms. Common stock ownership can
enhance the market concentration of firms by diminishing the competitive forces of the market—
they can unintendedly lead to more apparently collusive behavior that can lead to both
monopsony and duopoly style pricing for consumers.?’

From Discipline to Worker Freedom

There are solutions to this problem. The first is to understand that antitrust law can and should be
applied to the potential labor market impacts of monopsony power via market concentration.”3
Second, we discourage the use of NCAs and non-poaching agreements, as both of these harm
workers and are against the principles of a free market competition. Indeed, recent research has
shown that bans on NCAs increase wages overall by more than 2 percent, and for the workers
where the NCAs are more common by even more, as high as 15 percent.?’Despite the
coalescence of research on negative effects of NCAs, nearly 80 percent of states have failed to
comprehensively study their NCA statutes, leading to a national patchwork of legal
environments.

Both federal antitrust and state NCA law can move us in positive directions, but both of these
require investments in items [ mentioned at the outset. First, better, broader and more frequent
information about workers, wages, and market concentration are needed. We also need to
carefully consider the labor market implications of mergers (large and small), and specifically
model the potential for market collusion to harm consumers and workers simultaneously. Third,
we must begin to think about how the rise of passive investing influences firm competitive
decisions, which can give rise to de facto collusion leading to higher prices and lower wages.

A fourth area of focus is to encourage small business development and entrepreneurial activity,
the benchmark of market competition and innovation. Our experience from the Paycheck
Protection Program shows the ways in which the largest banks have failed small businesses,
especially small Black-owned businesses. Black-owned firms faced major delays in securing
much-needed PPP funds, and a higher share of Black businesses closed. Part of this is due to
many small Black businesses’ lack relationships with the largest banks, who dominated the PPP
market. We now know that that only a third of healthy or stable Black employers had received
bank funding in the past five years, while more than half of White owned businesses have.>°
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Lastly, we need to stand firm on economic principles of open, fair, and just market competition,
which includes both basic protections for workers and protects their ability to freely move to
better opportunities in the workplace.



