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Abstract

This paper critically reviews recent contributions to the sociology

of labor markets. A number of "structural effects" on labor market out­

comes have been reported in this literature. It is shown that the evi­

dence presented for these effects is not always persuasive, owing to

methodological problems. The interpretation of these effects is often

ambiguous. In particular, the "dual economy" literature that has been

developed by sociologists confounds the various mechanisms that may

account for structural effects on labor market outcomes.
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Introduction

Since the mid-seventies, the sociology of labor markets has become

the subject of vigorous quantitative research. The research is concerned

primarily with estabishing structural determinants of various labor

market outcomes, earnings and income in particular. Sociologists of the

labor market often claim that their emphasis on structural variables

contrasts sharply with "individualistic" status attainment research and

human capital theory. "Structure" here refers to a number of factors

related to the economic and social organization of labor markets. The

sociologists' emphasis on structure is shared by neo-institutional and

radical economists, who inspired much of the sociological research, and

sociologists have in turn incorporated into their efforts the assumptions

and policy implications of neoclassical economic labor market theory.

Neoclassical economic theory proposes a specific set of mechanisms to

account for observed variations in labor market outcomes. Despite fre­

quent assertions in the sociological literature that this theory is ina­

dequate, sociologists have provided few alternative theories concerning

mechanisms for such outcomes. A number of "structural" effects on out­

comes have been reported, but no guides have been offered for interpre­

ting these effects.

This paper discusses various interpretations of the sociological

research on labor market outcomes. The main focus is on earnings

attainment; discussions of employment and career processes are incor­

porated when appropriate. Earnings (or income) attainment is the domi­

nant concern in the literature, and is also the outcome that is subject

to sharply contrasting theories.
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The main object of this paper is to evaluate how accurately sociolo­

gical labor market research identifies the various mechanisms that may

account for observed structural effects on earnings. At least three such

mechanisms can be proposed. One is the classic mechanism of labor supply

and demand, as found in standard economic theory. Another is the admin­

strative arrangement of pricing and allocation of labor, as described by

"internal labor market" theory. Finally, Marxist theory has proposed a

separate set of labor market mechanisms that are claimed to form alter­

natives to other theories.

Recent studies by Grannovetter (1981) and by Baron and Bielby (1980)

also argue that most research concerning "structural" effects on labor

market outcomes provides little understanding of the operative processes.

Their diagnoses and solutions differ somewhat from my approach here. In

contrast to Grannovetter, I emphasize the fundamental difference between

market (supply and demand) mechanisms and nonmarket (internal labor

market) mechanisms. Baron and Bielby propose, as a solution to ambi­

guities in existing research, the direct study of interrelationships

among variables that reflect characteristics of business firms. This is

clearly a valuable and important research agenda, but such efforts may

not directly answer a dominant concern: to account for individual dif­

ferences in earnings and employment behavior.

Before I discuss the various treatments of structural effects and

their implications for both research and the interpretation of research

results, there is merit in discussing certain problems of methodology.
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METHODOLOGICAL PROBLEMS

The literature developed by sociologists has recently been reviewed

by Kalleberg and S~rensen (1979) and by Baron and Bielby (1980). A

range of variables has been used to measure "structure" in this litera­

ture. Economic sector variables, identified by industrial classifica­

tions, are perhaps the most common. Industry classifications are some­

times said to identify labor market segments, but the distinction between

economic sectors and labor market is now generally recognized, and shall

be retained here. In some cases, occupational groupings have been used

to identify segments, and class and authority have been employed by a

number of scholars working in the Marxist tradition. Finally, there are

studies that use organizational characteristics of firms, but the main

approach of sociologists remains one of identifying sectors or segments

in national labor markets.

Despite the diversity of approaches and orientations, there are com­

mon features. All studies of earnings attainment use individual-level

regressions, usually on large cross-sectional samples. In these

regressions, annual earnings (in some cases income) or the logarithm of

annual earnings is the dependent variable. Independent variables are a

set of measures of individual attributes, often referred to as "human

capital" variables: education, sex, race, age or work experience, and

socioeconomic background. In some instances occupational status is also

introduced as a "human capital" variable. To these variables are added
4.~

"structural" variables that are measures of economic sector, charac-

teristics of the firm, or class position of the worker. At times the

structural variables are interacted with the human capital variables,

---------_.------------------
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because education and other individual attributes are believed to have

different effects in different segments, firms, or class positions.

The standard criterion used to test for the existence of effects of

structural variables is addition to the amount of variance explained.

Sociologists generally refrain from formulating hypotheses about the

sizes of coefficients; at most, hypotheses about signs are presented.

Using the criterion of explained variance, there is no doubt that struc­

tural effects have been detected, given the specification of the earnings

equations. However, there are problems both with the logic and the evi­

dence when establishing structural effects by this criterion. The

problem of logic will be dealt with later; I will here briefly address

the question of evidence. The issue arises because of certain methodolo­

gical problems that are common to most sociological labor market

research--problems serious enough that critics may claim with justifica­

tion that sociological research has failed to provide convincing evidence

for the existence of major variations in earnings due to structural

variables.

Consider first the dependent variable. Using annual income, as does

for example Wright (1979), confounds labor market outcomes with public

support, nonlabor incomes, and contributions of other family members.

Earnings should better reflect the operation of labor market structures.

The convention is to use annual earnings, and most survey data provide

this variable as a retrospective measure for the year preceding the sur­

vey date. This means that the earnings may not derive from the position

held at the survey date. More important, these earnings are a function

of wages per unit time and amount of time worked and are therefore
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heavily influenced by variation in hours and weeks worked. A number of

studies do not control for weeks worked (e.g~, Beck et a1., 1978; Wright

1979; Ka11eberg et a1., 1981; Bibb and Form, 1977). None controls

for hours worked. This is not a trivial problem. The target in most of

these studies is neoclassical economic theory: a price theory for wage

rates. There is, of course, also a neoclassical theory of labor supply,

but the two are kept separate. It should be difficult to provide con­

vincing empirical evidence against a theory when the dependent variable

is not the one dealt with in the theory.

Weeks worked "explains" quite a bit of variance in earnings

equations. Mincer (1974), using Census data, shows that it adds about

25% to explained variance in an equation with only two other independent

variables (education and experience), for a total of 56% of the variance

explained. This addition to the variance is primarily an accounting

relation, but some endogeneity to human capital and structural variables

can be argued. Such endogeneity is used by Beck et a1. (1980) as a

rationale for not including weeks worked, but this is not a convincing

argument. Just as it is difficult to believe that employment differences

are completely due to supply, it is difficult to believe that employment

differences are completely endogenous to the structural variables that

cause wage rate differences. In any event, as shown by Hauser (1980) in

his replication of analysis by Beck et a1., including weeks worked makes

a great deal of difference for the results. The role of amount of time

worked is an empirical question to be investigated in a simultaneous

equation framework. It would be of considerable interest to determine

the extent to which structural effects are mediated by employment dif­

ference~, but no one has attempted the task.
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The form of the dependent variable is relevant. Interaction effects

established when logarithms of earnings are used may not appear when only

earnings are used, and vice versa. There are good mathematical reasons

for this, and their empirical importance has been shown by Hauser (1980)

in his critique of Beck et al. (1978). There are good statistical

reasons for using log earnings because of the approximate log normal

distribution of earnings. Statistics should cede, however, to a concep­

tual rationale if a reason for not using log earnings is established.

However, the sociological literature provides no such conceptual

rationale.

Turning to the other side of the equation, it is of course important

that the "human capital" variables be well-specified if they are to be

shown inadequate to explain earnings differences. The main human capital

variables are education and experience. Human capital theory provides a

rationale for measuring education in years of schooling, but nonlineari­

ties can be justified without having to resort to alternative theories.

In any event, education does not, by itself, explain a lot of variance,

even in the human capital literature.

Such is not the case with experience, used in human capital theories

to measure skills acquired on the job. In Mincer's earnings equations

(l974),experience--measured as time since completion of schooling--adds

23% to the variance explained by education (which by itself accounts for

13%). Clearly, using the sociological standard (variance explained) for

what is important, experience is a very important variable for earnings

differences, yet sociologists mistreat or ignore this variable (e.g.,

Bibb and Form, 1977, ignore it). A number of other studies include a

linear term for age as a proxy, but it is a very poor one. The rela-
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tionship between age and experience depends on amount of schooling, and

it can easily be shown that using age rather than experience introduces

serious bias in schooling coefficients. Sociologists, further, do not

allow for ·nonlinear effects of experience in earnings equations, though

their existence is well documented. Mincer (1974) used a Gompertz curve

to capture the nonlinearity, but a squared term in experience does almost

as well.

Sociologists often add other measures of individual attributes to the

human capital variables. Some of these, like race and sex, are difficult

to interpret as human capital variables. Occupational characteristics

may be used as a measure of skills (as in Bibb and Form, 1977), but they

should then be interacted with tenure in the occupational category to

justify a human capital interpretation, and this has not been done. Some

or all of the human capital variables are, as mentioned, at times

.interacted with the structural variables. The rationale for doing so is

often vague. One interpretation of structural effects, the operation of

internal labor markets, predicts such interactions, as I will show later,

but the internal labor market interpretation is otherwise usually not

clearly reflected in sociological earnings models. A methodological

problem concerning such interaction effects has been discussed by Cain

(1976). Structural variables which wholly or partly reflect the outcome

variables (low versus high wage markets) may produce spurious interaction

effects by simply reflecting the truncation of the dependent variable.

The structural variables that are implied by internal labor market theory

usually do not present this problem, but those implied by dual economy

conceptions often do so.

The treatment of experience and the omission of measures of amount of

. --------------
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time worked are probably the most serious specification problems in those

sociological earnings models that are designed to test the limitations of

human capital theory. The simplest way to illustrate the shortcomings of

sociological models is probably to use Mincer (1974) as a standard.

Using three variables, he reports a total of 56% of the variance

explained in annual earnings. This is about the same explanatory power

reported by most sociologists of the labor market using a much larger

number of variables, including numerous measures of structural variables.

Using Mincer as the standard does not imply that human capital models

are superior, for their most important variables justify more than human

capital theory alone. Weeks worked represents primarily an (important)

accounting relation; the effect of experience can be explained without

resorting to human capital theory; and there are numerous other interpre­

tations of the schooling effect. But if sociologists insist on using

amount of variance explained as the criterion of importance, sociological

models should explain more variance when structural variables are added.

This has not been demonstrated.

The point is that amount of variance explained is a poor criterion

for determining theoretical importance. Much depends on population

variances and measurement strategies. A variable may contribute little

to variance explained and yet its operation in the earnings attainment

process may still be of major theoretical significance.

The common strategy of establishing structural effects by using addi­

tions to amount of variance explained is not without theoretical implica­

tions. The procedure suggests that structural factors add to the

influence of human capital variables in producing earnings. This assumes

that human capital theory has some validity and that supply and demand
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mechanisms generate earnings--structural variables being used to measure

demand variables. But supply and demand is only one mechanism to account

for the earnings attainment process. Other theories, such as internal

labor market theory, do not suggest that structural variables add to

human capital variables, and therefore indicate that other criteria need

to be considered for establishing the existence of structural effects

(such as interactions of individual attributes with organizational

variables).

The common methodological practice for establishing structural

effects suggests that sociologists believe in the operation of supply and

demand. One should then expect that sociological earnings models reflect

supply and demand mechanisms with respect to measurement and specifica-

tion. This is not the case, as the next section will argue.

STRUCTURAL EFFECTS AS DIFFERENCES IN DEMAND

Most empirical sociological research on the labor market has

attempted to show that labor markets are segmented. The idea of a dual

(primary and secondary) labor market, ·introduced by Doeringer and Piore

(1971) is often applied. The dominant approach, however, has been to use

the idea of a division into economic sectors, there being at least two

sectors--the monopoly, duopoly or core sector; and the periphery or com-

petitive sector. This is an industry classification inspired by institu-

tional and Marxist economists (e.g., Averitt, 1968; O'Connor, 1973). It

is not generally recognized that a dual economy and dual labor markets

are now perfectly associated (e.g., Wallace and Kalleberg, 1981). In any

event, the notion of primary and secondary labor markets is closely

linked to internal labor markets by Doeringer and Piore, and internal
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labor market theory does not inform the dual economy research that has

generated most of the empirical findings concerning structural effects on

labor market outcomes.

A number of highly collinear industry indicators of economic organi-

zation are used to identify economic sectors. This usually results in a

categorical variable (Hodson, 1978; Beck et al., 1978) but, because of

the collinearity, factor analysis has also been employed to obtain a

dimension of dualism (Tolbert et al., 1980). There is considerable

discussion about the number and nature of sectors (Wallace and Kalleberg,

1981; Hodson and Kaufman, 1981). With the reservations indicated by the

methodological discussion in the preceding section, it is accepted here

that, however measured, indicators of economic organization have an

effect on observed earnings. The question is, what do these effects

mean?

Most economists would assert that sociological studies demonstrate

demand effects on earnings. This is also what is said to take place in

one of the few explicit statements on the subject, provided by Berg

(1981), and, as noted above, it is the interpretation that follows from

the usual methodological practices of sociologists. The substantive

rationale for this interpretation is that human capital theory (the

target for most sociological efforts) is embedded in a price theory of

wages. Human capital theory accounts only for the supply side in the

supply and demand mechanisms that generate wage rates for people in a

competitive labor market. To predict earnings from human capital theory,

it is necessary to assume that demand differences are relatively unimpor-

tant for observed earnings variations. It is therefore this assumption

of the homogeneity of labor markets that is questioned when structural

variables are shown to have an effect.
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Its assumption of the homogeneity of labor markets is not the only

reason to question human capital thoery. Several interpretations of the

earnings effect of education, other than that provided by human capital

theory, are available (Arrow, 1973; Spence, 1974); and empirical human

capital research employs heroic assumptions other than the one about

labor markets. Mincer's (1974) much-used earnings model is, for example,

only a structural model of the schooling-earnings relationship, if it is

assumed that all differences of education in lifetime earnings are

equalized (Rosen, 1977). These problems have not occupied sociologists

of the labor market working in the dual economy tradition, despite their

eagerness to improve on human capital thoery.

The interpretation of sector effects as demand differences poses con­

siderable difficulty, given the way economic sectors are measured by

sociologists. The dual economy literature has not proposed a theory of

labor demand that differs from neoclassical theory, in which demand

enters wage determination through marginal productivity theory, stating

that a firm will be in competitive equilibrium when wages are set equal

to the increase in productivity added by the last hired employee.

Product demand, substitution in production, capital intensity, and orga­

nizational factors are among the many variables that enter into this

determination. Measures of these variables should be employed.

The variables used to measure economic sectors vary, but among those

most frequently employed are (1) concentration, (2) economic scale, (3)

firm size, (4) capital intensity, (5) the state as a market, and (6) the

state as regulator. Of these, only capital intensity seems clearly to

measure a demand variable as represented in orthodox theory. The other

variables may indirectly reflect demand factors; Grannovetter (1981)
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interprets some results this way. But these variables seem more directly

to measure economic "bigness." The problem is that "bigness" does not

tell us which mechanism for wage determination is operational. Though

it often is taken for granted that bigger is better with respect to

wages, more concrete specifications are needed to interpret results.

Monopolies in product markets can exist in competitive and homoge­

neous labor markets, and there is no automatic presumption that their

existence invalidates the concept of labor markets as used in human capi­

tal theory. Nevertheless, assuming that economic size does have effects,

there are, in addition to demand differences, two other possible

interpretations. One is that large firms are associated with the

existence of internal labor markets, and that they use nonmarket mecha­

nisms for the determination of earnings. Another possibility is that big

firms have a greater ability to pay. This does not necessarily mean that

they are benevolent. If labor markets are competitive, they need not

share their riches; collective organizations in the form of unions are

needed to take advantage of the employer's ability to pay. This mecha­

nism is again a nonmarket mechanism, though there are other interpreta­

tions of union effects, to be discussed later. Both internal labor

markets and unions can be conceived of as market imperfections; but, I

shall argue, this is not an informative way of viewing the matter.

Identifying structural effects as market demand calls for proper

structural models specifying how demand variables interact with human

capital and other supply variables. This has not been attempted in

sociological research. The task would involve application of economic

concepts and theory that would risk obscuring the professional identity

of the sociologists. It does not follow, however, that sociologists have
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nothing to the contribute to the question of homogeneity of labor

markets.

The existence of demand differences, causing cross-sectional

variations in earnings, would not challenge neoclassical theory. The

important issue is the persistence of these differences; that is, whether

or not they are transient and in the longer run unimportant for earnings

differences among individuals. Homogeneous markets mean that high earn­

ings in a segment act as a signal to attract workers and reestablish the

competitive wage; persistent market imperfections therefore imply

barriers to job mobility and point to labor market segments.

Barriers to mobility would also be produced by internal labor markets

and unions. The existence of those barriers does not necessarily iden­

tify peristent demand differences as causes of variations in earnings.

It is, however, first necessary to identify these barriers. Knowledge

concerning their existence and persistence would have major importance in

the continuing debate over the degree of homogeneity of labor markets.

This knowledge is unlikely to be produced by cross-sectional earnings

models.

Estimation of earnings equations, however properly specified, on

cross-sectional data cannot show whether or not observed structural

effects are persistent, unless one is willing to argue that big effects

are persistent effects. But this only leads to the question of what

constitutes big effects: the dubious validity of an amount-of-variance­

explained criterion has already been mentioned. What is needed is the

direct study of job mobility, and sociologists have acquired considerable

expertise in analyzing mobility processes. Nevertheless, very little has
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been done by them to identify permanent barriers to job mobility in the

economy that would reveal persistent market segments.

STRUCTURAL EFFECTS AS INTERNAL LABOR MARKET EFFECTS

An internal labor market means that the mechanisms for providing

employees with wage rates inside the firm are different from the market

mechanisms governing wages and earnings in external labor markets. In

other words, in internal labor markets the interaction between marginal

productivity and individual supply characteristics does not determine the

specific wage rate an individual obtains. Instead, non-market, admin-

istrative mechanisms are responsible for the observed earnings attain-

ment process.

The concept of an internal labor market has a long tradition in the

institutional economic literature. Recent contributions of particular

importance are provided by Doeringer and Piore (1971) and Williamson

(1975). Williamson stresses the fundamental importance of the nature of

the employment contract in internal labor markets and the efficiency

gains obtained by the establishment of internal labor markets in certain

production systems. With production tasks that are rather complex or

embedded in fairly complex technological and organizational arrangements,

individual market contracts are subject to considerable transaction costs

because of uncertainty and unenforceability. Williamson argues for the

emergence of internal labor markets in such production systems. They are

defined as collective employment contracts between a firm and a set of

employees. Internal labor markets are characterized by (1) non-

individual wage bargaining--i.e., wages become characteristics of jobs

-----_._--_._------
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and not of individual employees; (2) grievance and arbitration

procedures; and (3) internal promotion and the restriciton of entry to

lower-level jobs. Williamson argues that all of these characteristics

provide efficiency gains. Their establishment is reinforced by com­

petition among firms; and the establishment of internal labor markets

should not necessarily be seen as a trade-off between profits and the

need to maintain a certain labor force.

Two characteristics of internal labor markets are especially crucial

in analysis of the earnings attainment process. Wages are a

characteristic of jobs and not of people, and promotion systems are used

as incentive devices. The two features are linked, for individual wage

bargaining would weaken the incentive effect of promotion.

That wages are attached to jobs and not to individuals is a con­

sequence of the insulation of the employment relationship from com­

petition. Both neoclassical economists and their critics agree that in

jobs involving specific training and knowledge, persons are not paid in

relation to their marginal product. In the case of jobs requiring speci­

fic training, the employer pays training costs, employees will not be

paid the competitive wage, and the employer has an incentive to retain

the employee (Becker, 1975). A more extreme formulation of this idea is

presented by Thurow (1975), who advocates the notion that almost all pro­

ductive skills are created on the job: the distinction between indivi­

duals and jobs becomes meaningless, and marginal productivity is purely a

job characteristic (i.e., supply equals demand). A broader formulation

stressing the insulation from competition or the "closed" nature of cer­

tain (internal labor market) jobs is presented by S~rensen and Kalleberg

(1981) •

.~~~~. ---------
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The absence of individual wage bargaining poses an incentive problem.

To some extent this problem can be overcome by supervision, but super­

vision is a cost that increases in proportion to the opportunity for job

shirking and perfunctory performance. The creation of job ladders and

promotion incentives reduces the need for direct supervision and

increases the likelihood for high quality and loyal performance.

Internal labor markets therefore develop hierarchical job structures

where higher-level jobs (with the possible exception of the highest

level) are filled from within. As a result, the earnings attainment pro­

cess is a promotion process. Wage rates are attached to job levels and

the wage variation in a firm is a function of the number of levels.

There appear to be very definite relationships between wages at different

levels, and these are the differences that are established when sociolo­

gists find "authority effects" on earnings (e.g., Wright, 1979; Ka11eberg

and Griffin, 1980).

The relationship between earnings and individual characteristics is

of fundamental consequence. The wages a person obtains will depend on

which job he or she has access to. Changes in wages over time, and hence

the earnings trajectory, will be determined by the mobility system that

characterizes particular internal labor markets. Access and change will

be a question of the availability of vacant positions, which are created

when employees leave for better jobs or for retirement, or when new jobs

are added to the firm. The timing of these events has no necessary rela­

tionship to changes in a person's skills and knowledge obtained from on­

the-job training and experience. The earnings attainment process will,

in other words, by governed by vacancy chains (White, 1970; S6rensen,

1977) that create a mobility system operating quite independently of
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whatever changes take place in the human capital distribution of a firm's

labor force.

Individual attributes affect earnings attainment in internal labor

markets, but they do not measure human capital variables as conceived of

by the theory of competitive markets. Education and other attributes are

important for the individual's ability to obtain access to better jobs

and hence for the rate of promotion to higher wage levels, but they

define mobility potential, not the actual productivity of a person. This

potential is established by comparison to the resources of others com­

peting for the same jobs in a labor queue (Thurow, 1975). Employees with

similar characteristics will be paid differently depending on the distri­

bution of mobility opportunities, in turn determined by the number of job

levels, their sizes, and the rate at which new vacancies are created.

Experience was the main variable in Mincer's earnings models (1974).

Experience is time, and time will of course also bear a relation to earn­

ings in internal labor markets; promotions take time. In fact, it can be

shown (S~rensen, 1977) that the shape of the relationship between

experience and earnings in promotion systems is the same as the one

derived from human capital theory. Time, individual attributes, and pro­

motion opportunities interact in producing earnings trajectories in

internal labor markets. This means that it is the interaction between

structural variables and individual attributes that identify how

"structure" affects earnings.

The typical sociological earnings models used in the dual economy

tradition do not capture this interaction between individual attributes

and mobility systems. Measures of individual attributes are not human

capital variables in an internal labor market interpretation, where
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structural variables do not add money to the amount provided for by indi­

vidual characteristics. Structural variables instead determine the asso­

ciation between individual characteristics and the earnings trajectories.

The typical sociological earnings model suggests that individuals earn

some of their wages in competitive labor markets, some in internal labor

markets. This is not a comprehensible way of looking at the world.

The main effects of structural variables do not lend themselves to an

internal labor market interpretation. Nothing concerning internal labor

market mechanisms implies that individuals will always earn more or less

than the competitive wage. Interaction effects do, however, suggest such

an interpretation. Since dual economy measures seem to capture

"bigness," there may be some justification for interpreting observed

interaction effects as internal labor market effects. The variable of

importance is, in that case, simply firm size. Concentration ratios,

involvement with the state, and similar industry-level variables do not

clearly measure anything connected with the mobility systems of firms or

with how individual characteristics are used in promotion decisions.

Stolzenberg (1978) presents an analysis of the interaction between

firm size and the effect of education on earnings that warrants an inter­

nal labor market interpretation. His results follow from the operation

of promotion systems, if one assumes that education is relevant for one's

promotion chances and that large firms have more job levels than small

firms (as is necessarily the case with hierarchically organized jobs).

Reference to different personnel policies in small and large firms, used

by Stolzenberg to interpret the interaction, are quite unnecessary.

Several studies of the effect of authority on earnings also reflect

the operation of internal labor markets. They are of course not usually
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presented in this framework; instead the effects are attributed to class.

However, I shall argue in the next section that nothing differentiates

Marxist class theory from internal labor market theory insofar as the

earnings attainment process is concerned. The Marxist attribution of the

earnings effect to "authority" seems somewhat misleading. The effects

are due to job levels. For example, staff and line positions may coexist

at the same level and return the same wages. Staff positions may have

few, if any, subordinates, and therefore have less authority (as this

variable usually is measured) than those at the same level in line posi­

tions. Employees in staff positions also need to be motivated by promo­

tions. This accounts for the job-level effects, not their power.

Job-level effects reflect pay scales. Firms often have elaborate pay

scales attached to job levels (the scales in fact often define job

levels) that determine the rewards of promotions. Mobility among these

pay levels is what forms the earnings attainment process in internal

labor markets. These pay scales may, but need not, be established by

collective bargaining. They are usually quite stable over time for a

particular firm or in a particular type of firm. Pay scales may vary

considerably, as they do for example among industries. Rather than con­

tinuing the use of a misspecified individual-level regression suggesting

that earnings represent some combination of individual attributes and

authority, it would seem more fruitful to engage in firm-level analysis

of the variations in pay scales and their determinants. This may be

implied by the program of research proposed by Baron and Bielby (1980),

but no actual efforts seem to have been undertaken. The firm-level

analysis of the wage distribution attached to job levels also may be more
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informative of the consequences of economic organization than the

individual-level analysis proposed by dual economy research.

In addition to the development of a sociology of pay scales, internal

labor market theory suggests the need for sociological research on the

determinants of mobility systems and the earnings trajectories they

imply. To do so requires longitudinal data and the linking of mobility

research to attainment research. Examples of this type of work are pro­

vided by Rosenbaum (1979), Ha1aby (1978), and S6rensen and Tuma (1981).

STRUCTURAL EFFECTS AS CLASS EFFECTS

Sociological labor market research has been inspired by Marxist

theory in several important ways. Some of the original authors of the

dual economy literature use Marxist theory to argue for a dual or tripar­

tite structure (e.g., O'Connor, 1973), and these ideas have heavily

influenced the sociological literature (e.g., Hodson, 1978). There is

also a Marxist literature that explicitly focuses on labor market pro­

cesses. Particularly influential has been the work of Wright (1979),

which has inspired most of the research concerning the effects of

authority on earnings or income, as discussed in the preceding section.

Important also are contributions by Stone (1975) and Edwards (1979) on

systems of labor control.

The application of Marxist theory to the study of labor market pro­

cesses, in particular earnings attainment, is not completely straightfor­

ward. The increased concentration of capital that creates a dual economy

clearly follows from Marxist theory, but a dual labor market is not

implied. Marx's conception of the job structure of capitalist labor
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markets in the highest development of capitalist production can be seen

as a description of the structure assumed in the basic price theory con-

tained in the neoclassical economic theory of wages. It is a job struc-

ture with no differentiation and with open mobility (i.e., a nonstruc-

tured labor market) where labor is treated as a commodity. This should

imply a sympathetic treatment, if not application, of competitive econo-

mic theory in the Marxist analysis of earnings determination. The impor-

tance of market competition has been admitted, at least for certain labor

market segments (Wright, 1979). Less sophisticated treatments usually

see Marxist and competitive theories of the labor market as antithetical.

The class structure of capitalist society as defined by the exploita-

tion of surplus, in particular the structure of domination, is the key

device used by Wright (1979) and others to derive a set of hypotheses

about the income and earnings determination process. These hypotheses

are tested in models very similar to other sociological earnings models.

Wright obtains his concept of the class structure of capitalist

society by cross-classifying the two basic relations of capitalist

society: (1) domination, determined by authority--i.e., control over

supervision and discipline within the labor process; and (2) exploita-

tion, obtained by social relations of control over money and physical

capital (Wright, 1979). Among the various class positions these rela-

tions produce, of chief interest for labor market research are the pure

working class and the contradictory positions of managers and of

semiautonomous employees.

Because Wright's research on income attainment differs from other

sociological research on earnings attainment by providing explicit

I

_._~~~ I
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hypotheses and rationales for the specification of models, the interpre­

tational difficulties are much less serious than in dual economy

research. His argument is that the need to control labor power produces

higher incomes for semiautonomous employees and managers, and produces

higher income returns on education for these contradictory class posi­

tions. His predictions seem borne out by the evidence.

The logic behind Wright's hypotheses is difficult, if not impossible,

to distinguish from internal labor market theory. As noted above, the

development of job ladders and promotion systems is seen by internal

labor market theory as a method of motivating employees in the absence

of market competition. The reasoning, but not the terminology, is the

same as that of Wright if the need to control the labor process in his

theory is replaced by the efficiency gains of the incentives provided by

promotion systems in internal labor market theory. Of course, Wright

emphasizes authority as power or control, but the rationale he offers for

the earnings effect consists of incentives--quis custodiet ipsos custo­

des. Hence, as already pointed out, the operative variable is job level.

Wright does suggest lower returns to education for semiautonomous

employees (staff) than for managers (line), which might assign a special

effect to authority, but it is not clear whether or not the prediction is

borne out. Wright does not use experience in his income equations, and

the resulting specification problems are serious enough that precise com­

parisons are difficult to make. Managers may have longer job ladders

than semiautonomous employees, but it is not a direct authority "effect."

Empirical research on earnings trajectories is needed to resolve the

issue.
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It is generally difficult to distinguish between Marxist labor

control theory and internal labor market theory. The emergence of labor

control systems has received historical Marxist treatment (Stone 1975;

Edwards, 1979) which, in its logic, is very similar to internal labor

market theory. Stone (1975) and Williamson (1975) agree that technology

is not the primary determinant of work organization in internal labor

markets. The efficiency gains of internal labor markets in certain pro­

duction sytems, as argued by Williamson, are impossible to distinguish

from the profit concerns of capitalists in Marxist treatments. It is

possible that a distinction can be made empirically according to whether

or not internal labor markeOs are introduced to avoid class action, even

when additional production costs result. Although qualitative evidence

for the capitalists' wish to control class action does playa part in the

historical Marxist literature, it is nevertheless difficult to see how

the two perspectives differ in implications for the earnings attainment

process.

The similarity, if not the identity, of Marxist theory of labor

control and earnings with internal labor market theory could benefit

Marxist research on earnings attainment. While the incentive reasons for

the higher returns to individual attributes for managers and semiautono­

mous employees are made explicit by Wright (1979) and others, the exact

mechanism through which this effect is created is not specified. These

mechanisms are the interactions between individual attributes and mobil­

ity systems discussed in the preceding section. Much improvement in the

specification of Marxist earnings models would be obtained if this were

recognized.
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Exploitation and manifestations of class conflicts would seem to be a

direct Marxist concern in the sociological study of labor markets, yet

almost nothing in the recent sociological literature pertains to collec-

tive actions or movements to realize class interests. Unions may not be

very revolutionary, but they are the realization of--perhaps imperfect--

class actions. There is almost no discussion of the effect of unions

either in the dual economy or the Marxist literature on earnings attain-

mente There is an extensive literature on unions in institutional econo-

mics and industrial relations, and there is considerable controversy over

the existence and the consequences of union effects on wages (for a

review of some of these issues, see Freeman and Medoff, 1981).

Unions may affect wages for at least three different reasons. First,

they may simply pose a barrier to entry and a labor market monopoly; this

is the interpretation given by neoclassical economists, if they admit

union effects at all. This concept implies that unions benefit members

and hurt everyone else. The second concept argues that unions affect

wages because they create and maintain internal labor markets; union

effects are therefore internal labor market effects. There are theoreti-

cal reasons for expecting a close association between unions and internal

labor markets--Wi11iamson (1975), for example, emphasizes the collective

nature of employment relationships in internal labor markets. These are,

at least in larger firms, likely to involve unions for their realization.

Unions may exist outside of internal labor markets and have an effect

on wages that is not simply a reflection of their possible role as a

labor monopoloy. Depending on the employer's ability to pay and the

union's ability to organize, unions may extract wage benefits that also

I
_~I
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benefit nonunion members and do not come about through internal labor

market mechanisms. This is another nonmarket mechanism for a

"structural" effect on earnings, different from both the demand and the

internal labor market mechanisms discussed previously. Because of its

political nature, it would be a mechanism of considerable sociological

interest.

Some of the structural effects reported in the dual economy litera­

ture are probably union effects. To what extent it is impossible to say,

because unions tend to be seen as just another attribute of the core or

monopoly sector. Even when they are introduced as a separate variable,

it is impossible to tell which mechanisms account for the coefficient of

the dummy variable that is used to measure union membership. Closest to

the concept of what is involved may be the notion of "worker power"

introduced by Kalleberg et al. (1981). But this research attributes both

union effects and internal labor market effects (as well as skill

effects) to "worker power." There is no attempt to distinguish between

the various reasons for the union effects. Kalleberg et al. do find that

union and other "worker power" variables are not closely related to eco­

nomic organization, as has been suggested by the dual economy literature.

CONCLUSION

Sociological analysis of the labor market is a young, vigorous, and

diversified field whose results have now gained acceptance in the major

journals of the profession. In a few years it is likely that a new

generation of researchers will find faults with its conceptual and

methodological equipment, just as sociologists of the labor market have
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justified their endeavors by finding faults in status attainment and

human capital research. This paper has been a preview of some of these

criticisms.

There are methodological problems with much of the research, and the

most serious of these cannot be dismissed as merely theoretical disputes.

Because of these problems, no sociological earnings models have surpassed

simple human capital models in terms of the amount of variance explained,

the criterion adhered to by sociologists.

Variance explained is a poor criterion by which to judge theoretical

importance. The main task for the sociology of labor markets, as argued

here, is to identify how and where alternative mechanisms for labor

market outcomes operate. The main mechanisms proposed are those of the

market (supply and demand), the internal labor market, and collective

action by unions. Research based on the dual economy theory confounds

these mechanisms. The practice of establishing structural effects, using

the criterion of increased variance explained by "human capital"

variables, suggests that structural effects are conceived of as

reflecting demand differences. But cross-sectional variation in labor

market outcomes due to variables that are believed to measure demand pro-

vides little challenge to neoclassical theory. The issue is whether

market segments are persistent over time. Research on job mobility would

be of major importance for resolving this issue, and sociologists have a

great deal of expertise in studying mobility processes. This expertise,

unfortunately, has rarely been applied to the study of labor mobility

among market segments.
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There are difficulties to overcome in carrying out such studies. Job

mobility is strongly dependent on labor market experience and other

car~er characteristics (S~rensen, 1975; Spilerman, 1977), and thus

interacts in complicated ways with the very attainment processes to be

explained by hypothesized labor market barriers. Job mobility data by

industry and other market classifications are more scarce than the

intergenerational data that have dominated mobility research by sociolo­

gists. But such data exist, and considerable progress has been made in

the development of techniques for the analysis of job mobility proceses

(e.g., Tuma et a1., 1979).

The structural variables employed by dual economy research are in

fact less straightforward measures of demand. They seem primarily to

capture economic "bigness." Their effect therefore suggests the opera­

tion of internal labor market mechanisms. Research on such mechanisms

should be of considerable interest to sociologists, and, in fact,

research inspired by Marxist theory (indistinguishable from internal

labor market theory in this area) has a more convincing and straightfor­

ward interpretation than dual economy research. However, much remains to

be done. I have argued that two tasks are especially important. One is

to specify the interaction between individual attributes and mobility

systems that generates earnings trajectories in internal labor markets.

This interaction is very poorly specified in the conventionally used

sociological earnings models. Dynamic models and explicit attention to

how organizational variables shape the earnings process are needed.

The second task inspired by internal labor market theory is research

on pay scales. This means firm-level analysis of the determinants of the

number of pay (or job) levels in a firm and the pay differentials between

----------------
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different levels. Considerable variation may exist in pay scales by

industry and other forms of economic organization. Understanding what

determines pay scales should increase our understanding of what accounts

for structural effects. It is pay scales that account for observed

effects of job-level measures such as authority and class, not, as it

sometimes seems implied, access to petty cash by people in power.

Further, differences in pay scales probably account for many observed

effects of economic sector variables.

The effects of labor unions should also be of considerable interest

to research. They have largely been ignored in the sociological litera­

ture, where unions tend to be seen as an attribute of economic organiza­

tion, not actors confronting employers. Recent articles have called for

bringing into analysis of the labor market a consideration of firms

(Baron and Bielby, 1980) and bosses (Stolzenberg, 1978). If researchers

can also bring in the men and women that engage in collective action and

the measures and models that specify how earnings are generated, the

sociology of labor markets will have a bright future.



29

References

Arrow, K. 1973. "Higher education as a filter." Journal of Public

Economics, 2:192-216.

Averitt, R.T. 1968. The Dual Economy: The Dynamics of American

Industry Structure. New York: Norton.

Baron, J.N., and W.T. Bielby. 1980. "Bringing the firms back in:

Stratification, segmentation, and the organization of work."

American Sociological Review, 45:737-765.

Beck, E.M., P.M. Horan, and C.M. Tolbert II. 1978. "Stratification in a

dual economy: A sectoral model of earnings determination." American

SocioLogical Review, 43:704-720.

Beck, E.M., P.M. Horan, and C.M. Tolbert II. 1980. "Social stratifica­

tion in industrial society: Further evidence for a structural alter­

native (Reply to Hauser)." American Sociological Review, 45:712-719.

Becker, G.S. 1975. Human Capital. 2nd ed. New York: Columbia

University Press.

Berg, I. 1981. "Introduction." In I. Berg (ed.), Sociological

Perspectives on the Labor Market. New York: Academic Press.

Bibb, R., and W.R. Form. 1977. "The effects of industrial, occupa­

tional, and sex stratification on wages in blue-collar markets."

Social Forces, 55:974-996.

Cain, G.G. 1976. "The challenge of segmented labor market theories to

orthodox theory." Journal of Economic Literature, 14:1215-1257.

Doeringer, P.B. and M. Piore. 1971. Internal Labor Markets and Manpower

Analysis. Lexington, Mass.: D.C. Heath.

Edwards, R.C. 1979. Contested Terrain. New York: Basic Books.



30

Freeman, R.B., and J .L. Medoff. 1981. "The impact of collective

bargaining: Illusion or reality?" In J. Stieber, R.B. McKersie, and

D.Q. Mills (eds.), U.S. Industrial Relations, 1950-1980: A Critical

Assessment. Madison, Wis.: Industrial Relations Research

Association.

Grannovetter, M. 1981. "Toward a sociological theory of income

differences." In I. Berg (ed.), Sociological Perspectives on the

Labor Market. New York: Academic Press.

Halaby, C.N. 1978. "Bureaucratic promotion criteria." Administrative

Science Quarterly, 23:466-484.

Hauser, R.M. 1980. "On Stratification' in a dual economy.'" American

Sociological Review, 45:702-712.

Hodson, R.D. 1978. "Labor in the monopoly, competitive and state sec­

tors of production." Politics and Society, 8:429-480.

Hodson, R.D., and R. Kaufman. 1981. "Circularity in the dual economy

(comment on Tolbert et al.)." American Journal of Sociology,

86:881-887.

Kalleberg, A.L., and L.J. Griffin. 1980. "Class, occupation and inequality

in job rewards." American Journal of Sociology, 85:731-768.

Kalleberg, A.L., and A.B. S~rensen. 1979. "The sociology of labor

markets." Annual Review of Sociology, 5:351-379.

Kalleberg, A.L., M. Wallace, and R.P. Althauser. 1981. "Economic

segmentation, worker power and income inequality." American Journal

of Sociology, 87:651-683.

Mincer, J. 1974. Schooling, Experience and Earnings. New York:

National Bureau of Economic Research.

O'Connor, J. 1973. The Fiscal Crisis of the State. New York: St.

Martin's.



31

Rosen, S. 1977. "Human Capital: A survey of empirical results." In

R.G. Ehrenberg (ed.), Research in Labor Economics. Greenwich, Conn.:

JAI Press.

Rosenbaum, J.E. 1979. "Organizational career mobility: Promotion

chances in a corporation during periods of growth and contraction."

American Journal of Sociology, 85:21-48.

Sprensen, A.B. 1975. "A model for occupational careers. American

Journal of Sociology, 80:44-57.

Sprensen, A.B. 1977. "The structure of inequality and the process of

attainment." American Sociological Review, 40:456-471.

Sprensen, A.B., and A.L. Ka11eberg. 1981. "Outline of a theory for the

matching of persons to jobs." In I. Berg (ed.), Sociological

Perspectives on the Labor Market. New York: Academic Press.

Sprensen, A.B., and N.B. Tuma. 1981. "Labor market structures and job

mobility." In D.J. Treiman and R.V. Robinson (eds.), Research in

Social Stratification and Mobility. Greenwich, Conn.: JAI Press.

Spence, A.M. 1974. Market Signaling. Cambridge, Mass.: Harvard

University Press.

Spi1erman, S. 1977. "Careers, labor market structure, and socioeconomic

achievement." American Journal of Sociology, 85:551-593.

Sto1zenberg, R.M. 1978. "Bringing the boss back in: Employer size,

employee schooling, and socioeconomic achievement." American

Sociological Review, 43:813-828.

Stone, K. 1975. "The organization of job structures in the steel

industry." In R.C. Edwards, M. Reich, and D. Gordon (eds.), Labor

Market Segmentation. Lexington, Mass.: D.C. Heath.

--~_----------



32

Tolbert, C., P.M. Horan, and E.M. Beck. 1980. "The structure of econo­

mic segmentation: A dual economy approach." American Journal of

Sociology, 85:1095-1116.

Thurow, L.C. 1975. Generating Inequality. New York: Basic Books.

Tuma, N.B., M. Hannan, and L. Groeneveld. 1979. "Dynamic analysis of

event histories." American Journal of Sociology, 84:820-854.

Wallace, M., and A.L. Kalleberg. 1981. "Economic organization of firms

and labor market consequences: Toward a specification of dual

economy theory." In 1. Berg (ed.), Sociological Perspectives on the

Labor Market. New York: Academic Press.

White, H.C. 1970. Chains of Opportunity: System Models of Mobility in

Organizations. Cambridge, Mass.: Harvard University Press.

Williamson, O.E. 1975. Markets and Hierarchies: Analysis and Antitrust

Implications. New York: Free Press.

Wright, E.O. 1979. Class Structure and Income Determination. New York:

Academic Press.


