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Abstract

A handful of recent studies, both theoretical and empirical, have suggested that corporate governance and labor relations within firms are interrelated. This paper aims to provide new evidence on the link between employment policies and the magnitude of corporate governance conflicts within firms. Our empirical analysis is based on a sample of Russian dual-class stock firms that were traded in the stock market in 1997-2004. The focus on traded dual-class stock companies allows constructing a direct proxy for the private benefits of control, a common measure of the scope of corporate governance conflicts facing the firms’ shareholders. The use of Russian data from around the turn of the century provides us with necessary variation in key variables characterizing both the capital and labor dimensions of firms. On the side of the labor market, we look at the level of wages and non-wage benefits, at wage growth as well as at the magnitude of wage arrears within firms. Regression analysis shows a negative correlation between the generosity of the employment (wage) policies and the scope of the corporate governance conflict. This finding is in line with the existing scarce literature on the topic, which suggests that a part of managers’ private benefits may stem from better labor relations within their firms and/or that managers may pay higher wages in order to protect their jobs or private benefits of control (those not directly related to better labor relations) against potential raiders. 
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This paper has benefited from discussions with Oriana Bandiera, David Blanchflower, Hartmut Lehmann, and Edward Lazear. A usual caveat applies.
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