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made. This seems to leave the occurrence of strikes or lockouts to ran
dom mistakes or deviations from purely rational behavior. Indeed, Hicks 
(1963) argued that no theory of bargaining founded on rational behavior 
with a unique solution could ever explain strikes, since both sides could 
then predict the outcome and agree to it without a costly conflict. 

Yet the conclusion that industrial conflict is essentially random is be
lied by the fact that the frequency of strikes appears to follow predicta
ble patterns (27). One of the most striking empirical regularities is the 
strong negative correlation between industrial conflict and the cen
tralization of bargaining (28). The effect of centralization on strike fre
quency can be observed over time within single countries as well as 
cross-nationally. Norway and Sweden were among the world's most strike 
and lockout-prone countries during the interwar years before collective 
bargaining was centralized. In the post-war period of centralized bar
gaining, in contrast, the frequency of industrial conflict in N orway and 
Sweden was among the lowest in the world (29). With the recent decen
tralization of bargaining in Sweden, the frequenzy of strikes has risen 
again. 

The usual way out of the Hicks paradox is to expand the bargaining 
model to include private information held by one side or both. The most 
plausible candidate is the information that each firm gathers about the 
demand for its output. The difficulty that private information creates is 
easy to understand. Suppose the firm is hit by a sudden decline in de
mand. If the decline in demand was common knowledge, the union 
would adjust its expectations accordingly and contract negotations 
would be no harder than usual. But if the firm notifies the union that 
conditions have worsened, will the firm be believed? After all, the union 
knows that it is in the firm's interest to say that conditions have wor
sened, even if they haven't. Whether demand is falling or rising, the firm 
always has an incentive to be pessimistic in its message to the union. 
Knowing this, the union discounts any message from the firm that is not 
costly for the firm to transmit. One mechanism whereby firms might 
credibly communicate a worsening of conditions is to lay workers off. 
Another way is to endure a strike. In fact, the empirical evidence indica
tes that layoffs and strikes are substitutes at the firm level in the sense 
that strikes (in the US) are procyclical (30). One can speculate that 
layoffs are generally used to communicate during downturns in demand. 
Strikes are more likely to occur during expansions when the union sus
pects that conditions are better than the firm says they are. 

This leads to the following simple explanation of the relationship be
tween centralization and industrial conflict. There is a clear asymmetry 
in the information available to a firm and the information held by the 
union. The existenc'e of an asymmetry in the information held by an as
sociation of employers at the industry level and an industrial union is 
less obvious. An industrial union can do its own studies of the demand 
for the industry's output. At the national level, the existence of any 
asymmetry of information is even less likely. The national confederation 

444 


