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A critique of Maine Logging Industry and the Bonded Labor Program: An Economic Analysis Prepared for MDOL hearing, May 2nd 2000 in Presque Isle
By Mitch Lansky 
The PAC and the Irland Group study on the bonded labor program for the DOL is an important resource for discussions on logging labor in Maine. Although the study contains valuable research, it does have some flaws. Some of the details (for example, figures on logger wages) have limited value because they were derived from small samples of a complex workforce. Some conclusions in the study are editorial opinions rather than statements of fact. In some cases, there are alternative opinions that better fit the facts. My general points, based mostly on the research in the study, are that: There is a major imbalance of political/economic power in the woods industry. This power imbalance has been used to cut costs for landowners and mills at the expense of workers (who have the least power).
The study found that landowner profits have gone up 169% since the 1970s, but inflation-adjusted worker wages have gone down 32%. Despite a surplus of workers displaced by mechanization, employers are claiming that there is a labor shortage.  In a "free market," a labor shortage would lead to higher wages and worker recruitment--not declining wages as is the case in Maine. The labor "shortage," used to justify the bond program, is a shortage of American workers who want to work at artificially low wages. The study's argument, that raising wages will not attract more workers, is flawed. Wages are currently low, given the level of hazard, hard work, hours from home, and necessary skills, and they are not competitive with wages for similar work in other states. The study did not determine what a reasonable wage should be for logging.
While the bond program is not the primary cause of low wages, it is a contributing factor. The key benefit of the bond program to employers is that they can offer a low, take-it-or-leave-it wage. If domestic workers leave it, there are Canadian workers who will take it.This leverage represents an adverse impact to domestic labor. The bond program is a form of government price fixing to deal with an imperfect market. Unfortunately, the government has set minimum wages too low to remedy the problem. Indeed, logger wages are well below where they would be in a true free market. Government should take a comprehensive approach that benefits loggers, their communities, and the forests as well as owners of land and mills. Young, potential loggers will not enter the logging work force if they see low wages, diminishing timber supply and little opportunity to negotiate for better conditions. The current situation is an opportunity to take positive steps to deal with long-festering problems regarding labor in the Maine woods.
While I will use some general conclusions from the study, some specific numbers are questionable. One interviewee (pg. 228) stated that reliance on the document for policy making is "worrisome" due to small sample sizes and differing interpretations of those being surveyed. To some extent, I agree. For some data, sample sizes are small (pg. 84, for example, only 20 Americans sampled for non-overtime hourly wage). It is not clear that these small samples are truly random or a balanced representation of the complexity of the work force. There could be a bias if some job types or areas represented in sampling are greater than their actual proportion in the work force. No confidence levels are given for the various statistics. 
The study is not always comparing apples to apples. When talking about loggers, it is not clear who or what a "logger" is. The word "logger" is used differently at different times and may include: loggers on industry land, loggers on small private lots, covered employees, independent contractors on piece-rate, supervisors, contractors, or heavy equipment operators on wage. Bonds also take many jobs besides "all-round logger," including truck driver, heavy equipment operators, or road-building workers (pg. 60).Averages of such disparate jobs are not entirely useful. The study should have stratified samples more by differing jobs and by regions. Some graphs do not show bell curves, but rather patterns that show different peaks indicating mixed populations with overlapping means (pg. 86 for example)  The study emphasizes that bonds and domestics are not always competing for the same job (pg.184)--thus comparing averages of the two classes as a whole can be misleading.Multiplying the "average" hourly wage times average hours per week and weeks per year does not equal the "average" $31, 505 annual income cited by the study (pg. 14). 
Some of the results of the opinion surveys are questionable because those interviewed had a strong motivation to be dishonest. Some potential participants did not see the study as harmless or neutral. Some contractors and loggers declined interviews. It is not clear if their omission led to a bias in outcomes. Potential participants were aware that the study could lead to policy changes that could cause negative impacts to them. Contractors who use bonds knew that if they stated that the prime reason for hiring was other than a shortage of domestics, the program could be terminated. The key finding - that there is a serious imbalance of power between landowners contractors, loggers, and mills - is not a matter of dispute and has been documented repeatedly over many studies. Landowners and mills (sometimes the same entity) have monopsony or oligopsony market power. The study makes a strong case (hypotheses 3 and 4) that mills and landowners have put wood harvesters under a severe cost squeeze. 
The region is susceptible to domination due to: Sparse population,Geographic isolation, An underdeveloped economy, Few employers, Limited opportunities, High costs of moving to switch jobs (can't sell house), Little competition between employers. The study refers to "the landowners' ability to transfer profits from contractors..."(pg. 144) "No one has reported to us that contractors have had any ability to retain benefits of lower WC costs or improved productivity for themselves and their workers."(my emphasis). The study documents how landowners have used their poitical/economic power to cut labor costs, leading to an increasing disparity of wealth. The study listed long-term changes that have hurt labor's bargaining ability (pg. 145): Ending of company crews; Making unionization more difficult; Getting rid of responsibility for wages, benefits, and WC; Putting these responsibilities on contractors. 
The study documents how contractors have little power to negotiate with either landowners or mills. (pg. 146) It is mostly take it or leave it. Most contractors say profitability is going down. Contractors are in a "double squeeze" from landowners and mills (pg. 144). They pass that squeeze down to labor. Many landowners are going to CLS, where power of contractors to influence prices is even lower (pg. 149). Contractors have cut labor costs by mechanizing, subcontracting, and fudging. Mechanization makes contractors more vulnerable - they must make payments, so they must cut wood. While profitability of landowners went up 169% since the 1970s, and productivity per worker went up 74% or more, real wages for loggers went down 32% (pg. 138). "The trend in the wood harvesting industry in Maine is far more severe than the national pattern." (my emphasis) 
Subcontracting has created a class of workers who are not subject to protections such as WC, OSHA, FICA, or Unionization (pg. 63)."...from the standpoint of US labor law, these workers do not exist." (pg. 64) There are major social impacts from these changes towards reduced wages and reduced power. The overwhelming majority of loggers and contractors, both domestic and bonds, are telling their children to not get into the logging business."The intergenerational chain which has produced loggers in the woods for perhaps hundreds of years may be strained to the point of breaking.." (pg. 198) (my emphasis) The study cites complaints that it is increasingly hard to recruit new loggers - the average age of loggers is rising. The labor "shortage" used to justify importation of bonds is artificial. Despite a surplus of workers (displaced by mechanization), companies who want to hire bonds argue that there is a shortage of labor (pg. 138). The study does not do a good job of explaining this obvious paradox. The study should have emphasized that there is only a shortage at the employer asking price. If Americans will not work at that asking price (which is non-negotiable) there are Canadians who will.This has already been demonstrated. Employers don't have to raise wages, so they don't. When employers were asked if they would raise wages 10% if it would end the labor shortage, 70% said no, 12% were unsure.(pg. 207). 
The study's argument that raising wages will not attract more workers is flawed. The study argues: "Nor is there any indication that Maine workers require premium wages to work in the woods under remote conditions in jobs with relatively high accident rates" (pg. 77) The study argues that the logger labor pool is "inelastic" and will not respond to higher wages. (pg. 214). This argument is an example of the fallacy of hasty generalization. Because the average logger has low elasticity does not mean that all loggers have low elasticity. The study neglects that some loggers have responded to lower wages...by leaving. Some loggers have moved to other jobs or to other states where logging wages are higher. Loggers with less ability to respond to wage price changes are the ones who remain. It is not the average workers who respond first, but the ones on the margin of the elasticity curve. 

The study does not ask what wage level would bring in more domestic labor. If wages were high enough: Labor would come from a distance. Displaced loggers might decide to come back. New loggers might enter the workforce. The study argues that a 1% increase in wages will not lead to a 1% increase in worker supply.(Hypothesis 10). If logging wages in Maine are dramatically lower than in other states, then a 1% increase in wages in Maine would still leave wages too low to be competitive. Rates for feller-buncher operators in western states in 1998, for example, were more than twice the rates in Maine ($28.68 CA, $20.32 ID, $23.70 OR, $10 ME)
The study does not assess how a change in wages might impact the cost of making lumber or paper, or the competitiveness of these industries. The study admits that logging wages are higher in other states (pg. 77), but dismisses this as an issue because wages for construction, heavy equipment operators, and similar occupations in this region are also low. Indeed, the study states that these other wages would be considered "very low" in other states (pg. 77). The study does not entertain the possibility that thousands of displaced loggers might have a depressing impact on these other wages - since these are the jobs that displaced loggers would consider first. 

The majority of contractors said there are advantages to hiring bonds (pg. 172). The study was weak at explaining what the benefits are. The study rejected health care, exchange rate, or subsidized equipment as significant benefits (pg 189). The study did acknowledge that "the exchange-rate differential and the Canadian healthcare system are likely advantages for Canadian workers." (pg. 91)"We are not persuaded that there is merit in viewing these as matters of fairness, nor is it evident to us that their existence has had more than a marginal effect on logging labor markets in northern Maine..." (pg. 189)Yet the study gave very little information to back up this opinion. The major benefit of the program is that bonds will work for wages and in conditions that many Americans will not.This is not theoretical, it is established.
Most loggers are aware that the bond program is not the major cause of low wages in the region, but that it is a contributing factor. Other factors include: geographic remoteness, absentee ownership, export of raw sawlogs (and loss of local value added), and lack of economic diversity. Few apples fall off a cart as it leaves town. The study admits that the bond program did have an adverse impact in the past and has a limited adverse impact now .(Concerning the 1930s to 1970s) "Very likely the dominance of woods work by Canadian contractors and workers during this period contributed to lack of opportunity and continued population shrinkage in these towns." (pg. 173) The study admits there is an adverse impact now in some areas (St. John Valley, pg. 185), but dismisses it as "insignificant" compared to the entire economy of Aroostook County or the state. This is argument by dilution--bigger impacts in small areas get drowned by smaller impacts in bigger region.
The study is not clear as to the implications of the finding that there is an adverse impact to American workers--even if it is to a limited region. The study argues by attacking a straw man - the belief that eliminating the bond program alone and taking no other actions would lead to the solving of labor problems. The study discusses possible complex adjustments in mechanization, wages, or price of equipment if the bond program were eliminated. The study quotes a "shrewd" observer that US workers should "be careful of what they wish for..." because they might get it. (pg 175) 

The study emphasizes a number of times that loss of Canadian jobs would not lead to a 1-to-1 equivalent of American jobs (pg. 184). Because simplistic solutions might not work does not mean there should be no attempt to solve problems or come up with more comprehensive approaches. Because there might not be a 1 to 1 impact from changing or eliminating the program does not mean no benefit at all. Current approaches are simplistic and are not solving the problems. 
The study uses weak arguments to justify importation of foreign labor. The study argues that the international boundary is an artificial barrier in a natural labor market (pg. 184). The study argues that the labor pool in Quebec and NB coming in to Maine is little different from "New Hampshire or Massachusetts workers coming to work at the Kittery Shipyard, the United Aircraft plant at Berwick, or wood products plants at Bethel. They are simply politicized because of the international boundary. One hears no talk of protests over these cross-border movements of workers." 

This argument is more editorial than objective reporting, and reflects a bias.This argument might not be so well accepted in California or Arizona in regard to Mexican labor. Wage levels, government programs, and laws are different in other countries. International borders are not the same as state borders - except, perhaps, for multinational companies. Citizens pay taxes and expect their government to benefit them, rather than benefit people from other countries at their expense. The bond program is a form of government market intervention in an imperfect market. 
The study states that the "H-2 program is an effort in government price fixing in a labor market." (my emphasis) The study authors support that role: "We support the idea that employers be required to pay hourly minimum wages or their equivalents..." (pg. 217) The key problem (not focused on by study) is that the government is fixing wages at levels that are too low. Real wages are falling. The study argues that free-market prices could be 36% higher (pg. 210), which is still 10% lower than real wages in 1975-- which were low enough so that loggers went on strike then.

 Even if modest increases in wage were not sufficient to attract enough workers to totally eliminate a labor shortage, an increase in wages is still justified to stop this slide in real income. Many workers are putting in 60 hours a week or more (plus transportation time). Is this job dedication, or an attempt to make enough to live on? The ratio of bonds to domestics for covered labor was actually higher in 1998 (.27 to 1) than in 1975 (.19 to 1) despite the program (pg. 176) (though this is going down)The DOL has not set prices for the most widely used equipment-- grapple skidders and feller bunchers. This is a serious deficiency of the program. Government should take a comprehensive approach that benefits loggers, their communities, and the forests they depend on, as well as those who own the land and the mills. If the government is going to set prices to correct for a severe market imbalance - it should find out what a fair price would be given levels of skill, hazard, and travel. 
Loggers don't just need skill in cutting trees with minimal damage. They also need to be: Forest technicians (there is very little marking of trees, so loggers must decide what trees to cut); Mechanics; Businessmen; and aware of all laws, regulations, and BMPs. Loggers are being asked to do more (such as follow SFI or CLP guidelines) but are making less. Loggers should make more than burger flippers in Portland--but many do not. Investment in loggers should be seen as an investment in better forest management and increased future revenues. Logging is supposed to be part of forest management (a topic hardly mentioned in the report). Avoiding mention of forest management in a discussion of logging is like avoiding discussions of sex in a high school dealing with an epidemic of teen pregnancy.
Government studies show that over last 15 years, the level and quality of logging has produced some serious problems: A decline in inventory; A shift to lower-valued species; An increase in acreage of seedlings and saplings; A decline in hardwood quality; and Unacceptable levels of logging damage and poor stocking. Forest management can increase the economic value of forests over the long term--making increased costs for logging justifiable. Rather than cut costs for labor and be satisfied with low-quality work, it would be better to increase long-term revenues from better management. 

The study did acknowledge that "shoddy skidding will damage residual trees, and unnecessarily destroy established regeneration..." (pg. 133)  Investment in good management requires an investment in skilled, trained, labor--labor that is worth its cost. Payment has to take into account real cost of machinery and labor based on cutting conditions (stocking, size, terrain, removal rate, skidding distance). Examples: Scandinavia and LIF. Maine can start by setting examples on public lands. 
Training alone is not sufficient to fix the problem of attracting new workers if trained workers face falling wages, diminishing power, and a declining timber inventory. In Sweden, logging is a well paid, well respected profession requiring serious training (not just 4 day class). In contrast to Maine, Sweden's labor is organized and the government is respected by all parties as an impartial negotiator. Loggers (and potential loggers) in Maine need to know that future prospects for logging are better than what we have today. Young people are wise to avoid a job with poor wages, low status, and an unsure future. 
The solution is not public relations, but action. The government can recognize that "implicit contracts" (pg 132) with large landowners are in reality employer-employee relationships. Loggers should be paid wages, given benefits and get paid vacations like other workers in the 21st century. Loggers should have better chances to organize for better wages and conditions - so that relationships with landowners and mills are not so one sided in terms of bargaining power. Loggers should not have to work 55, 60, or more hours a week to make enough to live on. 

The government needs to deal with market imperfections and the imbalance of power. To what extent is current policy encouraging this? To what extent can policy be changed to make a more favorable market environment? The current situation is an opportunity to do something positive for workers and their communities. The solution we seek should be one that benefits the industry as a whole-- including landowners, mills, workers, communities, and the forest-- not just one interest at the expense of another. The issue is complex, but the first step is a no-brainer--pay loggers more money. - M. Lansky 
