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When Size Doesn't Matter

How Multi-Establishment Firms are
Rewriting the Rules of Labor Markets
and Compensation Strategy

Key Takeaway: Within large distributed firms, the 100-year-old Employer Size Wage Premium vanishes completely.
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For over a century, labor economics has rested on a
simple premise: larger employers pay higher wages.
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Standard Monopsony Model:

Firms face upward-sloping labor
supply curves. To hire more workers,
they must pay more to attract them.
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This “employer size
wage effect” has
appeared across
countries, industries,
and time periods with
remarkable
persistence since
Moore’s initial
observations in 1911.
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Within modern multi-establishment firms, the ‘
employer size wage premium completely vanishes.

Single-Establishment Firms Multi-Establishment Firms (MEFs)

Moving along the

supply curve The Zero Effect

/

Wage Level
Wage Level

ame base wage as a plant with 50 worker

A plant with 500 workers pays the exact
S S
under the same corporate umbrella.

Establishment Size Establishment Size

The Scale of the Anomaly: This flatline reality governs roughly 25% of private
employment in advanced economies (and up to 45% of the US private workforce).
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Corporate standardization collides with heterogeneous local labor markets

Network vs. Geography

Nodes within the
same network often

' vary in size by a factor
" of 10x or more.
B \

High Wage
Market

\ Medium Wage ‘ 15-20% prevailing
Market . } wage disparities

between zones

Low Wage e
Market =5

The Strategic Conflict

The Drive for Scale: . The Local Reality:
» Economies of scale * Heterogeneous local competition
« Simplified HR administration + Varying talent scarcity

* Unified employer brand * Geographically shifting cost-of-living
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Top firms willingly accept local recruitment
friction to preserve internal pay equity.

Pull for Standardization Pull for Local Responsiveness

| + Simplifies HR administration across + Avoids underpaying in highly
dispersed sites. competitive micro-markets (preventing
—————————— = : recruiting struggles).
+ Reinforces internal equity, fairness
norms, and works council agreements. « Avoids overpaying in cheaper local
= < markets (preventing bloated labor costs)
+ Builds a unified, coherent employer v |
~ brand.

|« Facilitates frictionless worker transfers
between locations.
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Firm-Wide
Wage Policy

The Verdict: Rather than break internal equity, top multi-establishment firms (MEFs) choose
to operate off the supply curve, substituting wage hikes with non-wage recruitment effort.
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Firm-wide wage policies fundamentally redistribute
advantages between individuals and the organization.

Individual Workers The Organization

Small-Site Workers Corporate Culture

Enjoy compensation levels (0 Achieves streamlined internal
anchored to the corporate parent's mobility and avoids location-to-
massive scale rather than their Q location internal wage wars and
small local footprint. pay-scale fragmentation.
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Massive-Site High Performers Local Agility

Compensation is capped by firm-wide / Slower response times in
policies rather than reflecting the ﬁﬁ high-demand micro-markets;
immense local value and scale they ({/ sub-optimal talent matching at
manage. Often leads to job-hopping. the absolute largest facilities.
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4. Temporal Buffers

Buying time instead of
buying talent.

3. Operational Trade-offs

Substituting capital and tech
for labor quality.
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When base pay cannot flex to local demand, large
establishments scale through non-wage levers

1. Geographic/Skill Zoning

Shifting the boundaries of
standardization.

Fixed Wage
Architecture

2. Brand Intensity

Competing on prestige and
benefits.
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If large
establishments can't
bid up wages to
attract talent, they must
fundamentally alter
how they operate,
recruit, and scale.
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Market-clearing strategies bypass size-based pay
through firm-level equity and strict geographic zoning.

 Firm-Level Equity (Volkswagen)
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* The Scale: Plants range from 500 to 40,000+
workers across Germany.

* The Mechanism: Uniform pay structures driven
heavily by central works councils and transparent
corporate pay bands.

* The Reality: Plant managers have virtually zero
discretion to flex wages for recruitment. Market
clearing relies entirely on robust corporate benefits
and training pathways rather than bidding wars.

B Geographic Zones (Starbucks)
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* The Scale: Cross-country variation. San Francisco
locations pay 30-40% more than Nashville locations.

* The Mechanism: Strict cost-of-living market
multipliers applied uniformly across predefined
regions.

* The Reality: Within the exact same local market, a
40-employee flagship cafe pays the exact same
entry wage as a 15-employee neighborhood cafe.
Size remains entirely decoupled from pay.
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B Tech & Productivity (Target)
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* The Challenge: Scaling massive
distribution centers (50 to 500+
workers).

* The Fix: Investing in heavy
automation, rigorous processes, and
internal supervisory paths rather
than local wage premiums.

» The Trade-off: Accepting modest
shifts in baseline talent quality to
preserve strict internal pay equity.
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Operational adaptations trade immediate wage hikes
for investments in technology, branding, and time.

Brand Intensity (McDonald’s)
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» The Challenge: Staffing 80+ employee
urban flagships vs. 15-employee rural
sites.

» The Fix: Deploying dedicated local
recruiting teams, massive job
advertising budgets, and signature
benefits like tuition assistance.

» The Trade-off: Accepting a
significantly higher cost-per-hire and
overhead at large locations to avoid
altering base wage.
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B Temporal Buffers (UPS)
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* The Challenge: Doubling shipping

hub capacity rapidly from 200 to
500 workers.

* The Fix: Lengthening the expected
hiring cycle from 6-12 months to
18-24 months and heavily utilizing
temp-to-hire pipelines.

* The Trade-off: Committing to
patient, protracted capacity
building over rapid, expensive
scaling via pay hikes.
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Managing dispersed workforces without wage
flexibility requires systemic architectural investments.

MEF Talent Stability

Sophisticated Labor Brand Investment Internal Labor Markets

& a )

Must monitor applicant flow, Because locations can't compete Build clear, transparent,
cost-per-hire, and local on pay, the overarching firm must cross-geography career ladders
competitiveness continuously. compete heavily on mission, and mobility programs.
workplace safety, and signature
benefits.

 investments before local proposition that transcends - becomes a vital substitute for
recruitment crises hit. local market dynamics. - buying expensive local talent.

( Goal: Trigger non-wage {Goal: Create an employee value ‘~ Goal: Moving internal talent
— e e |
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Executing a modern multi-establishment talent strategy
demands new reflexes from HR and operations

Align Architecture: Don't default to size-based pay. It creates complexity
without yielding recruitment advantages.

Fund Non-Wage Recruiting: Accept higher cost-per-hire and longer
time-to-fill as the explicit, necessary price of internal pay equity.

Zone Smartly: Adjust pay for cost-of-living (geography) and skill, but
hold a strict line on establishment volume/size.

Build Internal Ladders: Make cross-site career mobility your primary
retention tool.

Rediagnose Problems: If a large site is struggling to hire, “pay more” is the
wrong reflex. Investigate branding, workplace quality, or recruiting intensity first.
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