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Executive Summary

In this report we examine the way in which Right to Work (RTW) polesffexted economic outcomes
across US states and wensiderhow the adoption of such a policy in West Virginia would likely affect
economic outcomes in the state. We begin with a simple presentation of various economic outcome
measures for states that have RTW policies in place versus statdsatreahot adoptedsuch mlicies.
Highlights of this section of the report are as follows:

1 Over the period 1950 through014, union membershipvas consistently lower iRTW states
compared tonon-RTW states.

1 Employmenthas grown more rapidliyn RTWstatescompared tonon-RTW states. Overall
employment grew by a factor of 5if RTW states between 1950 and 201darty double the
rate in norRTW states.

1 Gross Domestic Product in RTW states grew faster between 1963 and@dpared to non
RTWstates. GDP gretwy a fator of 7.8in those statesith RTW lawsén place compared with
5.3 in norRTW states.

1 Annual wage and sakarateswere significantiylowerin RTW statesompared tonon-RTW
states betweerf969and 2013

1 Employment growth in the mnufacturing constructon, and mining sectors specifically has
been stronger in RTW statesmpared tonon-RTW states over the last five decades.

While the simple examination of economic outcomes across the two groups of states is important in
allowing us to understand our datand in the process of hypothesis formation, this superficial
examination does not imply that RTW policy has causeadhbiserved differences iaconomic

outcomes Instead, RTW policy may be correlated with other factors that could dlserice economic
outcomes including other economic policies or factors as simpleliasate.

A key benefit of our approach is that we provide a more rigorous examination of the way in which RTW
drives economic outcomdsy controlling for a wide array of statievel poliGes and characteristics that

may correlate with RTW and that may also infloeconomic outcomes. Thiareful approach allows

us to arrive aa much more reliable estimate of the specific causal effect of RTW policy on state
economic outcomes. Highligbf this section of the report are as follows:

1 We estimate that RTW polidgads toa reduction in the statéevel rate of privatesector union
membership of around 1.9 percentage poiirighe longrun. In other words, the rate of union
membership is estimted to fall by around ondifth as the result of the adoption of a RTW
policy (based on an average ratepsivate-sectorunion membership of 10 percent over our
entire 1990-2010dataset).

1 Weestimate that RTW policy leads ling-run rates of employmengrowth that are around 0.4
percentage points higher than in ndRTW states.

1 Weestimate that RTW policy leadslangrun rates of GDP growth that are around 0.5
percentage points higher than in ndRTW states.

9 Our results fail to identify a statisticaligliable relationship between RTW policy ahé rate of
change irreal wageand salary rats.

\Y

Bureau of Busines$ Economic Research



We close with @onsiderationof how the adoption of RTW policy would likely affect economic

outcomes in West Virgini&lo factors were identified that would leéeone to doubt that RTW policy

would generate similar economic effects in West Virginia compared to what has been realized in other
states over the past two decades or so. Ultimately these results lead to the conclusion that the adoption
of RTW policy in &t Virginia would significantly reduce union membership in the state, and would
substantially boost overall employment and output growth in the loag.

Vi
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1 Introduction

In recent yearspolicy makers iWest Virginichave expressed interest Rght to Work (RTWJ)olicy.
Such a law would prevent unions at companies covered by collective bargaining contracts from requiring
workers to pay union dues as a condition of employment. If West Virginia were to pass RTW legislation,

it would become the 26t state to do so, adding to a receintreasein the number of RTVEtates.

Figurel: Right to Work PolicamongU.S.Sates

- Has Enacted Right-to-Work Laws

Has No Right-to-Work Laws

Source: National Right to Work Laws, Legal Defense Foundation

Right to work laws came about as part of the Taft Hartley Act of 1947, which amended the National
LaborRelations Act of 1935, also known as the Wagner Act. The Taft Hartley law barradtdo

GOf 2aSR aK2L¥ O2y iGNy OGa GKIFG NBIdZANBR g2N)] SNE (2
companies covered by collective bargaining contracts. HowevéirHadley left in place other possible
arrangements that could require workers to join a union, or pay union dues at unionized workplaces.

But the act also allowed statés enact laws preventing such agreements, laws that have become

known asRighttoWoNJ, f I gad ¢KS ylFrGA2yQa FANRG we2 €16 o1 a

Wagner Act. After adoption of the Taft Hartley Act, a broad wave of states followed suit during the



1940s and 1950s; and a few additional states adopted such paloseshenext 40 yearsAfter a lull of
around a decade, three statgdndiana and Michigan in 2012, followed by Wisconsin in 204150
adopted RTW laws.

In this report weexamine the potential economic implications of passing a RTW law in West Virginia. We
do not evaluate the merits or costs of RTW policy from a philosophical point of view. Instead, we
provide a broad examination of the way in which RTW laws have affected economic outcomes in US
states during the period 1990 through 2012. In particular, wenestte the effect of RTW policy on state

level union membership, employment growth, output growth, and wage growth.

Because RTW legislation has been heavily politicized over time, much of the prior research on the topic
has been conducted by advocates other side of the issue. Advocates both foildagainst RTW

legislation have made a number of arguments regarding these laws, which we have summarized below:

Proponentsof RTW Policy Opponentsof RTW Policy
T RTW laws promote economic freedom T RTW laws lower union membership and
because they eable workers to choose erode overall labor influence.
whether to join a union in a unionized
workplace. 1 RTWaws allow norunion members to

receive the benefits of the bargaining effort
1 RTW laws remove barriers to labor mobility, 2F dzyA2ya FyR GKSNB
and thereby enhance economic efficiency. members in unionized workplaces.

1 RTW laws boost labor force participation. | § RTW laws reduce wage rates.

T RTW laws lower the cost of doing business|  RTW laws increase income inequality.

and increase mductivity. _ _
T RTW laws reduce middidass spendig

T RTW laws make a state more attractive to power, and diminish overall economic activ
potential businesses. in states.

1 RTW laws ultimately lead to more rapid 1 RTW laws violate economic freedom becau
employment and output growth and higher they invalidate a collective bargaining
levels of economic prosperity. agreement that was negotiated within the

private sector.

2
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Some proponents of RTW policy simply compare employmeattput growth for RTW states to that

of nonRTW states and find faster rates of growth in the RTW states. Howevesyfgedicial

examination does not imply that RTW policy has caused these faster rates of economic growth. Instead,
RTW policy may beorrelated with other factors that could also influence economic growth, including
other economic policies or factors as simplekhmate. A key benefit of our approach is that we provide

a far more rigorous examination of the way in which RTW drivesaumnoutcomes, controlling for a

wide array of statdevel policies and characteristics that may correlate with RTW and that may also
influence economic outcomes. This more careful approach allows us to aravenach more reliable

estimate of the spedit causal effect of RTW policy on state economic outcomes

Our research is organized as follows: We begin with a brief review of the existing literature on RTW
policyin Section 2In Section 3 we provide a broaddcursory examination of economic outcosiéor

RTW states versus ndiTW states. While thexaminationdoes not indicate whether RTW policy is
effective in causing changes in economic outcontas,importantto provide context folour primary
hypothesigestingandto understandthe nature of our data. In Section 4 yeeovide our full statistical
analysis to isolate the independent effect of RTW policy on state macroeconomic outcomes based on
data from all US states for the years 1990 through 2012. In Section 5 we apply the fiesulthe

previous section to West Virginia specificallictmsiderhow the adoption of RTW policy in the state

will likely affect employment and output growth in the statetie longrun.

3
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2 Literature

The impact oRTWpolicyon economic outcomes Isebeen studied extensively in the economics

literature. Much of the academic literature was published in the 1980s and I#8Dthere has been

lessformal research b the topicin recent yearsMany of the studies published in the last decade have

been fom advocacy organizations and thus have not appeared in acadentéts. Thisdoes not

necessarily mean the research is faulty, but it does tend to reflect the point of view of the organization
publishing the researctiMoore (1998)rovides aroadreview of the academic research on the topic

prior to 1998 We have also reviewed a variety of racademic literature on the subject. Both the

academic and noacademic studies have come to mixed conclusions abouttpadt of laws on

various economic indicatorslere wet 2 Odza 2y G KS | @I At | 0 f threefsgedifi® NI ( dzNJB ¢

economic outcomes: unionization rates, wagées, andemployment andndustrialgrowth.
2.1 Unionization Rates

One of the most common ipacts examined in the literature is the effect of Rp@cyon unionization

In hissurvey of thditerature, Moore (1998)wrote that much of the literature has shown that RTW laws

are associated with declisén union membership. Howevgioore cautiorsthat highpreexisting rates

of unionization can reduce the possibility that a state adopts RTW. Masre wrote that esearch

accounting for this potential of reverse causation found little impact on unioioizdtom RTW laws.

However, mn general, Mooreoncludal that RTW laws do reduce unionizatithrough a number of

channels, including difficultiga union organizing anftee-ridingamong norunion workers in

unionized workplacesn a more recentstudy of ¢ 2 Q& S F TS O E@rn/and@zbelik/ (2003 G A 2y =
examina the impactofh 1 £ I K2 Y I Q& RTWR 200X The atitha2sBtimate that private-sector

union membershipvasapproximatelyone percentage pointower in Oklahoman 2007 than it would

have been if the state had not adopt&I'Mwhen it did
2.2 Wage and Salary Rates

AsReed (2003pointsout, the potential effect of right to work laws omages is not obvious.TRVIaws
can affect wages through a number of different channels, none of which point directiwage

increase or decrease. For exampta,Waws have the potential to weaken the bargaining power of

4
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unions, as members are no longequired to pay dues. However, this could lead unions to bargain
more forcefully in order to indicate to members that they are working on their behalf and thus worth

becoming duegpaying members.

Moore (198B) wrote that there is conflicting evidence on the effect of RTW laws on wages. In general,
Moore concludé that the empirical evidence shows that RTW laws have little to no effect on wages for
union or nonunion workers. HoweveReed (2003gstimatesthe impact ofRTWlaws on the average
per-employee wage inthe year 20002 Y RA G A 2 y | £ ZapitapdtsBnalandomé (8nebag LIS NJ
other variables) in 1945, prior to the when T&fartley amendments were passed. féend that RTW

laws were associated with a 6.7 penténcrease in peworker wageselative to where they would have
been withoutRTW

Shierholz and Gould (20ldxamine the impact of RTW legislation on waged found that

compensation among neanionized workers wathree percent lower inRTWstates than in states with

no RTWaw. The report usedéhdividual workerdata from the U ensuBureauand controlled for a

varietyof demographic and economiactors Sherk (2015griticized the Shierholz study in testimpn

0STF2NB (KS 2x2a02yaiy {SylrdiS Rdz2NAy3a G(KIdG adrisqQa O
several methodological choices in the Shierholz study that he said had the effect of inflating the impact

on wages. HoweveGould and Kimball (201805 a4 LJ)2 Yy RSR (2 { KSNJ] Qa ONX A lj dzS

original Shierholz study, and found a similar effect of RTW laws gasaas the previous study.

Two other recent papers use similar methodologies to examine the impd&tT'dflaws.Hiclks (2012)
examined the impact of right to work on the share of income in manufacturing industries and found
little impact.Hicks and LaFaive (201@)more comprehensive study, investigafR@VWQ iafluence on

population and personal income and found RTW laws increasalbwerge and population growth.
2.3 Employment and Output Growth

Employment growth is inherently tied to business formation and industrial composition. Most studies do
not directly addess the implications of RTW laws on employmesnit can be difficult to determine
whetherRTW laws cause employment growth or whether that growth is related to other factors.
However, several studies haegaminedwhether states with RTW laws have graaw@vels of

manufacturingHolmes (1998)for example, used RTW laws as a measure of whether a state is more
5
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pro-business than other states. Using coutgyel data, he found that there elarge change in

manufacturing activity in counties in RTW states relative to nearby counties across the state border in
non-RTW statesKalenkski and Lacombe (2006xamine a similar impact of RTW laws on the share of
YIydzFlF OGdzNAyYy 3 SYLX 28YSyid Ay O2 dAfidiautBois spegffamdodleli K a8 A RS
that accounts for spatial dependence among the counties, meaning that iesuribse to each other are

likely to be more similacomparedto those that are farther away. Brauthorsfound thatRTW

legislation increases the manufacturing share by approximately 2 percent, which was lower than other

studies that do not account foipatial dependence.

Stevans (200¥xamine the effect oRTWaws on a variety of economic indicators, including firm births,
bankruptcies, gross state product (GSP);qagsita personal income, and real wages. Importantly, this
study accourgdfor the potential that the establishment afght to worklaws in certain statesiay be
caused by other factors ihat state¢ particularly high levels of union memberslgpvhich raiseshe
potential for reverse causatiomhusright to worklaws aredeterminedendogeroudy with other

factors, and this endogeneity needs to dddressedn the analysis. After controlling for this
endogeneity, Stevarfeund that RTWaws haveittle impact on employment and economic growth, but
do have a significant negative effect on wages and total personal indastly, in a forthcoming paper
Hicks, LaFaive, and Devaraj (208w that firmlevel productivity is higher in states with RTW laws,

which can influence firm location decisions.

6
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3 Data Overview

3.1 Union Membership

In this section we providan examination ofinionization andnacroeconomic trends in states that have
Right to Work RTW lawsin place versus in states without such lansturally, we begin with a
consideration of union membershgnce union membership is thimary mechanism throughwhich

RTW laws affect broader economic outcom@ssen the basic nature of RTplicy, it isreasonable to
believe that RTW states may experience lower rates of union membership. In Figure 2, we report overall
union membership as a share of the total private sector workforce for RTW states versBR3won

states for the past three decades. As ilfated, union membership in the private sector is substantially
lower throughout the period of analysis in RTW statedeed, union membership in nedRTW states is
consistentlyarounddouble that of RTW states. Also note, however, the overall trend of declining union
membership in both groups of states. Indeed, the privegetor union membership rate has roughly
halved for both groups over thgears falling to 4 percent fronmearly D percent in RTW states and to

around 9percent fromnearly19 percent in noRRTW states.

Figure 2: Union Membership, All Privateector Industries

Union workers as a share of all private-sector workers
20

18
16
14 Other US States

12

10

Right-to-Work States
a4 ﬁ

1983 1985 1987 1982 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013
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In Figurs 3 and 4 we consider union mbership in twespecificindustrial sectorghat have a relatively
high concentration of union membership and a historic reputation of union actjvitgnufacturing and
construction? The general patterns of lower rates of union membership in RTVésstatd an overall
decline in union membership over time depicted igufe 2also exisfor both of thesespecificsectors.
In 1983 manufacturingsector union membership was nearly double in #®fW states compared to
RTW stateshoweverthe two comparison groups lva moved towardonvergence over time. By 201
manufacturng-sector union membership was 11 percent in ARMW stateandaround8 percent in

RTW states.

Figure3: Union Membership, Manufacturing Sector

Union workers as a share of all private-sector workers

35

30

25

Other US States

20

15

10 Right-to-Work States

0

1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013

I Figures 2, 3, and 4 are derivediit unionstats.com. In these figures, RTW states include only states that at a
given year had a RTW policy in place.

2 Data relating to sectespecific union membership are not available for the mining sector.
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As illustrated in Figure 4, the differential in union membership between RTW states afRITWirstates
is mae pronounced in the construction sector, and here we see a much smaller declimsonization
over time. For 2014, constructiesector union membership stood ater21 percent in nofRTW states

andaround6 percent in RTW states.

Figure4: Union Membership ConstructionSector

Union workers as a share of all private-sector workers
35
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Other US States

25

20
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Right-to-Work States

0

1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013
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In Figure 5 we take an alternative approach to depict union membelshifustrating the percentage
point differential in union membership between our two groups of stdteghe first and last years of
our anaysis As illustrated, the differential has declohan all private sector industries, agll as in
manufacturing andonstructionspecifically The differential has become very small in manufactuging
just under Zpercentage points in 2014, but is stilatively large in constructiogover 14 percentage

points.

Figure 5: Union Membershipifferential, Rightto-Work States versus Other States

Percentage point difference: Union membership in RTW states minus union membership in non-RTW states

20
18.4
18 m 1983 m2014
16
14.4

14
12
10

8

6

4.7

4

2 1.7

0

Private All Industries Manufacturing Construction

It should be noted, however, that thus far it is unclear to what extent R@Weyhas actually led to the
differencein union membeshipthat is depicted in these figurek is reasonable to expect that

reductions in union membership are actually caused by the adoption of RTW legislation, but it could also
be the case that sites thathave less union membership initially are more inclined to adopt RTW
legislation.lt is impossible to discern the relative contributiontbése two alternate hypothesis to the
outcomes depicted above in this cursory data overvigawever, our richer ecosmetric analysis below

will shed more light on the issue.

10
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3.2 Macroeconomic Outcomes

Next we turn to an examination of broader economic outcomes between RTW states afriTivgn
states. Beginning with Figure 6, we examine overall employment in the two grosfestes. Here we

use an indexed approach where we show the overall employment level in a given year relative to the
level in theinitial year depicted in each figurds illustrated, total employment has grown far more
rapidlyin RTW statethrough the perdd of analysis. Overall, employment in RTW states grew by a
factor ofnearly5.7, nearly double the rate of growth experienced by #RRW states, where

employment grew by a factor ¢dist under 3over this &l-year window.

Figure 6: Total Employment

Index 1950 = 100
600

500

Right-to-Work States
400

300
Other US States

200

100

0
»‘*"Qx‘*”ms‘f’&@"e«9""5«,‘5“’“x"q’ms*bx"pbx‘*"%s‘f‘ox‘s‘m«,""h'\fs‘6s91%x""?’ﬁ@?’1@%&@4)x"q’%s"gox‘?%ms*h@b'\,‘59%1@01@11@&1@61.@%1&01.@’11@’&
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Similarly, in Figure 7 we report total economic output in the two groups of states as measured by state
Gross Domestic Product (GDP). Here the differential in output growth is large as well: inflation adjusted
GDRgrew by a factor of 7.8 in RTW states wsr§.3 in noFfRTW states.

Figure 7: Total State Grog&omesticProduct

Index, 1963 = 100, Inflation Adjusted State GDP

700
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500 Right-to-Work States

400
300 Other US States
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0
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In Figure &e examineGDP on aper capitabasis Here weobservethat the RTW states tend to have
lower outputon a per capita basis, compared to RBT'W statesThe degree to whiclRTW states have
lagged norARTW states hasarrowed over timeGDP per capita in RTW statesood at around’5

percent ofthat in nonRTW states in 1968y 2013GDP per capita in RTW states was about 84 percent
of that in nonRTW states, a gain of 9 pentage points.

Figure8: GrossDomesticProductper Capita

Inflation Adjusted, $2009

55000

45000

Other US States

Right-to-Work States
35000

25000

15000

5000
RS SO I R L AL LI LR A S AR L S L L g G L L S
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We also consier how annual wages and salary income pergoimpares acrosshe two groups of
states. As illustrated in Figure 9, this metric also follows a similar pattern to overall econdpit iou
that the RTW states have lagged the MW states in terms of wage and splatesover the period

of analysis. However, also in a similar patterGioP per capitahe gap in wages and sayanates
between the two groups of states has diminishaver the period of analysi$Vages and salgrates for
RTW states werB0 percentof those in noARTW states in 1969. The differential narrowed up through
1982, when wages and sayarates in RTW states weB6 percentof those in noARTW statesThis

differential has since remained fairly styasincearound 1982.

Figure 9: Annual Wage and Salary Incopes Job

Inflation Adjusted, $2009
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3.3 Sector-Specific Macroeconomic Outcomes

Beginning with FigureQl we examie macroeconomic outcomes fa@pecificindustrial sectors fowhich
RTWpolicylikely has themostdirect effect Inthis figure we depict manufacturing employment for the
two groups of states over the long russ illustrated, overall manufacturing employment has been
considerably stronger for RTW statésa relaed vein, in Figurellwe report manufacturing

employment as a share of total employment for the two groups of states. As illustrated, there is not a
substantial differencén the manufacturing share of overall employment in the groups of states, despite
the fact that manufacturing employmeiias fared better in RTW states. Overall, the manufacturing
employment share fell to around 10 percdnbm around 30 percent of total employment for both

groups of states over the long run.

Figure D: ManufacturingSe¢or Employment

300 Index 1950 = 100
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Figure 1. Manufacturing Share of Total Employment

In Figure 2 we examine wage and sajaratesin the manufacturing sector for the two groups of states.
Here we find a similar pattern to that depicted in Figure 9, in which wages ang sstlestendsto be
higher innon-RTW states. Imanufacturing, the wage and salary gap was wider at the beginoi the
period, but has narrowed considerallgmpared to overall wages and salary incore depicted in
Figure B, wage and salamatesin RTW states stood at around 75 percent of sthsin nonRTW
states at the beginning of the period of analysist that figure has improved in a relatively steady

fashion over the long run, closing éogap ofaround 88 percenby 2013.

16

Bureau of Busines& Economic Research














































































