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1.

"In the House of Commons on Thursday, Mr. Moore on presenting a petition
from the ribbon and silk weavers of Coventry, moved for leave to bring in a Bill
for increasing the present low prices of manufacture. Mr. Moore stated that
workmen were divided into five classes, all working 16 hours a day, or 96 hours
a week, The first class did not earn more than 10s a week, being about 2-1/2d,
for every two hours of the hardest kind of labor; the second class earned
5s8. 6d. a week; the third 3s 9d.; the fourth 2s; the fifth 18d. or about 3d.
for 12 hours' labor. The motion being gﬁyerally opposed, Mr. Moore withdrew 1it.
(From The Observer, Monday 17, May 1819.-

"The Child Care Center will give free attention to maternity cases and
to babies, for employees up to class 40 on the attached table, as well as their
respective dependents.” (Clause 16 of the 1959 Collective ngeement with the
Workers' Union at the Volta Redonda Steel Works in Brazil). =

I. Introduction

The stark contrast between the world of the Coventry ribbon weaver in
1819, and that of the Volta Redonda Steel worker in 1959, cannot be attributed
to general economic development in Brazil; about half the Brazilian population
in 1959 1lived on incomes between $50 and $100 p.a. 3/ Nor can it be imputed
solely to a? improvement in labor and welfare legislation. At the San Pedro
sugar plantation in North-east Brazil, for instance, '"Two-thirds of the heads
of households made less than the legally established minimum daily wage...
which was then approximately U.S. $0.90... Three-quarters of the family heads
were illiterates; 83 per cent of the children of school age were not going to
school."” Y Yet, 80 per cent of the heads of households were union members?—/
Despite minimum wage laws, an officially recognized union, and a relatively
large firm (about 2,000 workers), the average farm workers' income at San Pedro
was $0.50 a day. 5

These contrasts -- both over time, and within one poor country --

raise questions regarding the actual, and the desirable contribution of wage
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policy. Clearly these contrasts are the joint result of greatly changed labor
policies (along with underlying attitudes - in part, a demonstration effect of
developed countries), and of a different, much more dualistic structure of
economic growth.

On first examination, wage policy appears central to any redistributive
program. Most inequality in poor countries can be broken down into that within
labor -~ the labor "elite" vs. the rest of the labor force -- and that between
capitalists and workers. The obvious redistributive approach is to level wages,
and raise them at the expense of capital income. Also, since many of the rural
poor are part or full-time wage-earners, any attack on rural poverty is almost
certain to require higher rural wage levels. Thus, it is hardly surprising
that wage increases are the most familiar feature of redistributive political
programs,

Yet there is a broad consensus amongst economists that wage increases
are, by and large, "the easy solution" but a "most unfortunate" Z/ gpﬁ;aach to
income redistribution in LDCs. This generally negative attitude towards wage
increases is supportad by three different arguments: such pressure is held to
be (a) futile, because for most of the labor force, and in the long rum, market
forces will dominate, (b) inequitable, because it benefits a relatively small
"middle income" group rather than the mass of the poor, and (c¢) harmful, because
it reduces employment by increasing capital-intensity in the modern sector, and
slows growth by reducing savings. There is, of course, some inconsistency be-
tween the futility and the bad~effects arguments, but each may be valid 1in
different situations.

This paper 18 a review of the arguments and the evidence regarding the

impact of wage policy on income distribution in LDCs. Following this intro-
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duction, the impact of wage policy on income distribution will be traced by
examining policy formulation (Section II), policy implementation, particularly
as it is constrained by market structures (Section III), and the direct impact
of policy on the wage levels of target groups (Section IV).

Direct effeccs on current wage levels are only half the story of wage
policy. Vage changes have indirect consequences throughout the ecomomic system.
The most important of those repercussions are those which affect factor choice
and employment absorption in the modern sector, and those which affect growth.
These repercussions have distributive effects which, in the long run, may be
more significant than the current redistributive potential of wage policies.
This chapter, however, deals only with direct impact; the indirect impact 1is
discussed in both the income distribution model contained in the introductory
chapter by Frank and Webb, and in Bruton's analysis of trade and industrializa-
tion policies. Also, rural wage policy is not dealt with here. Though the
principal target group for distributive policy are the rural poor, many of
whom are chiefly wage-earners, most wage policy, in practice, is directed at
urban and mndern sector workers. This omission 1s compensated to some extent
by the discussion of farm productivity strategies and of rural employment
creation through public works in the chapters by Cline and Lewis respectively.

I define wage policy here as being aimed at either (1) raising, (ii)
maintaining, or (1ii) lowering the market wage that would obtain in absence
of government wage measures. In this sense, policies can be described as
being pro-labor, neutral or pro-capital. Y By "government measures' I refer

to current measures, since today's 'market" wage is obviously partly determined

by the history of government acts that have helped to shape market structures.
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Secondly, "wage measures" are defined here more broadly than is usual, in that
they include direct wage-setting, institutional or legal changes (such as strike
laws) that indirectly affect wage outcomes, and administrative partiality in the
application of rules that affect collective bargaining outcomes. Other aspects
of labor policy, such as social security laws, and the effects of job security
laws on the choice of technologies, are not discussed here. Finally, policy

refers to intent rather than outcome.

I. Policy Formulation

1. The Variables

The choice of wage policy is complicated by the variety of (1) policy
objectives, (i1) target groups, and (iii) policy instruments involved.

Wage policy is relevant to at least four separate political and economic
goals: equity, growth, price stability and political stability. This chapter
is concerned with the first, but wage policies are in practice formulated with
these several ends in mind. Furthermore, each of these objectives may require
wages to rise or to fall in different circumstances. Two basic target groups
will be studied - modern and traditional 2/ sector wage-earnmers, since policy
must allow for the very different market chaxacteristics and usually different
income situations of each. Finally, a major concern of wage policy is with
differentials between various categories of workers such as skilled and un-
gkilled, white- and blue-collar, and with regional and racial categories: again,
wage policy may seek to increase or reduce those differentials.

Wage policy is implemented through a particularly broad and varied set

of instruments. These operate on two levels. The first involves intervention,



both administrative and legal, in the current vage-determination process. It
includes the normal decisions regarding government employee pay-scales, and the
occasional direct wage-setting for the private sector, particularly during
rapid inflation. It includes the greater or lesser government participation

in the setting of minimum wages, and in collective bargaining, usually through
tripartite boards. Finally, it includes the administrative and judicial im-
plementation of labor and price legislation.

Wage policy also operates at a second level by modifying the wage
determination environment, namely the institutional and legal framework, and
the economic structure of labor markets. The most obvious of such changes
consist of legislation regulating union activity -- their legal status, whether
and when strikes are allowed, whether and how union funds can be collected, job
security for union leaders and strikers, etc. Less obviously, government can
affect market outcomes by changing the structural characteristics of the market
in ways that affect the degree of competition. Tariff protection, for instance,
creates monopoly rents that invite wage increases. Conversely, export-promoting
policies will make the business sector more cost-conscious; exporters are less
able to pass on wage increases by raising prices.

One effect of this two-tiered influence on wages is that it makes wage
policy more flexible. A government that is sympathetic to labor, for instance,
can make basic changes in the rules of collective bargaining to favor labor in
future negotiations and simultaneously hold down wages to meet immediate
stabilization or growth targets. Second, it becomes more difficult to know
what a government is actually doing -~ whether its actions are biased towards
raising or lowering wages-- since it can be acting in different directions at

these two levels. Third, changes in the institutional and economic environment
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of collective bargaining tend to outlast the particular bias of the regime or
regime~period. The hiscory of labor policy in most countries records a series
of legislative advances in favor of labor. Such advances have tended to
cumulate, ratchet-wise despite political vicissitudes, because legislative

reversals required major political shifts against labor.

2. Policy Choice

Wage policies seem to cluster around three main approaches which can
be described respectively as (a) the low-wage policy (b) the industrial con-
sensus approach and (c) the pro modern sector labor approach aimed at evolution-
ary political radicalization. t/hile, contrary to most preconceptions, high-
wage policies aimed primarily at redistribution are the exception. Each of
these approaches is consistent with particular economic settings and political
priorities. Elements of each may be found at any one time in a given country.
The combination of a pluralist government with a policy that can be implemented
through several instruments lends iteelf to confused political sharing, where
each view regarding that policy can appear to be satisfied to some extent --
1ike a boat built with several rudders, being steered gsimultaneously by
geveral captains. Policy intent is easier to define when only one major instru-
ment is available. Thus, there is no such easy way of appearing to satisfy
opposite views on the relative priority of mass rural schooling; the schools
are either built or not.

The ambiguity of labor policy results from the variety of instruments
that are relevant to wage levels and that may easily operate in conflicting
directions. Ambiguity also results from the continuous nature of labor

policy-making: wage levels are being decided continuously by the joint



influence of market and government forces so that governments can easily modify,
and even reverse over short periods, the intensity and direction of their inter-
vention, especially, of course, in inflationary environments. Finally, complica-
tions arise from the dual function of wages -~ they are simultaneously a dis-
tributive objective, and a key instrument for other objectives such as stability
and overall growth.

Despite such identification difficulties, it is possible to find cases
where policy appears to be dominated by a stress on low wages, or on collective
bargaining (consensus), or on the institutional reinforcement of organized
(and "organizable") labor. There is surely a correlation between the political
strength of a regime and the choice between these wage policy alternatives.

The low-wage approach could be called the orthodox policy preference

of economists. It aims principally at keeping modern sector wages low, but
it is not inconsistent with (low) minimum wages that would prevent "exploita-
tion" and provide a welfare floor to the very poor. It is advocated both
on grounds of growth and of equity. Most economists would stili subscribe

to the argument that savings are likely to be higher in a low-wage, high-
profits economy either because of the nature of workers' and capitalists'
savings propensities, or because profit income 1s easier to tax. This
traditional argument for low wages is now reinforced by the employment and

equity case against "high-wage islanda".lg/ On the other hand, this line of

economic reasoning, i.e., low wages to encourage rapid, labor-absorbing

modern sector growth, leads to acceptance of skill, occupational and even

regional wage differcntials required to draw labor into high productivity
11/

activities. — Acceptance of such differentials, which may at times be large

and growing.lg/weakens the short-run equity case for this approach but it can
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be argued that the more important result for the poor is that employment
absorption into the modern sector 1s accelerated and, therefore, that poverty
18 reduced more rapidly.

It seems obvious, however, that only strong governments can adopt a
low-wage policy. Such a policy scems to require more than government neutral-
ity; it usually involves active suppression. Part of the reason lies in the
well-known organizational and tactical resources of modern sector labor, and
part of the reason has to do with legitimacy. Of all redistributive claims,
wage demands surely have the highest degree of moral legitimacy. For most
people "justice" is primarily  “desert", or receiving what one has produced.
The motion of equal sharing, or sharing based on need, is a more abstract
and less powerful mover of men. Wage demands carry a claim to desert to
the fruits of one's own labor that is not enjoyed, for instance, by the appeal
for higher agricultural prices, or for larger public expenditures in rural
areas.'Ly Strong alternative moral claims can be used to offset wage demands.
Such claims are provided, for instance, by the highly egalitarian content of
Cuban and Chinese policies, and by the Arusha Declaration that provided the
basis for the 1967 reversal of wage policy in Tanzania. National emergenciles,
such as those created by war, or risk of war, can be another substitute. They
surely gave some legitimacy to anti-union policies in South Korea and Taiwan
thus easing somewhat the degree of repression applied in these countries.
Failing such powerful moral substitutes, however, low-wage policies generally
require considerable repression of the natural political power of modern
sector labor.

The industrial consensus approach is most identified with collective

bargaining, which minimizes government participation, but it includes the



corporate approach to wage determination where government comes close to
direct wage setting. The common element is a largely politically motivated
stress on consensus, on industrial peace. The guiding economic principle for
wage settlements of this approach is capacity to pay.

The collective bargaining approach has been the standard policy f-e-
scription of the ILO and of many labor economista.;&/ It places priority on
the development of a balanced, smooth-running, industrial relations machinery
with the double objective of minimizing government "interference" in labor
markets, and either minimizing or institutionalizing industrial conflict. The
wage outcome is given less importance than the procedure; or else, it is
argued or presumed that an efficient labor market will generate the "best"
wage outcome. Since balanced bargaining forces are an essential ingredient
in this approach, and since labor has traditionally been organizationally
weaker than business, the collective bargaining approach has generally stressed
the institutional reinforcement of labor. Perhaps more important than the
wage outcome, however, is the political attractiveness of a wage-determination
process that minimizes both labor conflict, and government input.

Though the preference for collective bargaining 1s largely independent
of any desired wage outcome, in practice it is commoaly assoclated with what
is close to a golden rule for wage determination: wages should rise in line
with productivity. There is a presumption that "balanced" collective bargain-
ing will tend to produce this outcome, and that such an outcome is socially
Just and efficient.

Liberal and anti-communist ideologies have also contributed to the
widespread avowal, if not adoption, of collective bargaining as a wage-deter-

1
mination process. The ILO, AID and AIFLD -? have reinforced these ideologles
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through recommendations, training programs &nd financial support for non-
communist unions.'gy These ideologies have generated support for pro-labor
policies that consist of institutional reinforcement, but they have inhibited
wage planning and direct wage determination by government.

Few governments do not officially subscribe to the principle of col-
lective bargaining as the desirable mode of wage-determination. In practice,
however, a stress on collective bargaining remains a model or ideal for most
LDCs. The rule is greater or lesser government involvement ranging from un-
aggressive participation in tripartite wage bparda. to almost direct wage-
setting through highly detailed regulations of most working conditions and
strong pressures to force settlements and accept government mediation.

The former, or less government participation, is likely to characterize
weaker governments, while the latter is found in countries with strong corpor-
atist, nationalist ideologies. In weaker governments it is often harder to
identify any dominant wage policy approach at all because competing groups
simultaneously pursue different policies, most notoriously in inflatilonary
settings: pro-labor factions obtain large wage increases while pro-business
groups block price and profit controls. Government implementation of labor
market rules and mediation in disputes may be highly erratic and inconsistent
with regard to its bias. A natural political defense in such settings is to
proclaim the ideological virtues of collective bargaining, and to allow the
stronger market forces, by and large, to win out, despite the existence of
official wage targets for stabilization and growth purposes.

A strong preference for political stability, and therefore for indus-
trial peace, has characterized governments with corporatist and national

ideologies. The populist ideology of Kemal Ataturk, for instance, stressing
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absolute unity of the Turkish people, was accompanied by a rejection of class
conflict and class-based organizations. His prohibition of unions and stress
on public arbitration may be interpreted as a low-wage, rather than neutral,
collective bargaining attitude, but the intention seems to have been strongly
oriented to ensuring consensus rather than imposing a pro-business wage
policy. 17

Mexican wage policy during most of the period since 1910 has been
similarly concerned with avoiding the political instability created by class
conflict, 1y via the incorporation of labor into the ruling party power
structure, and through a wage policy strongly guided by the ability to pay
criterion, 1y A striking example of a corporatist attempt to eliminate class
conflict through legislation on profit sharing and wage determination is pro-
vided by the recent Industrial and Social Property Laws of Peru. Publication of
these laws wns accompanied by explicit reference to the expected elimination of

class conflict.zg/

The third policy approach, favoring modern sector labor organization,

is a straightforward political strategy. I am not referring simply to vote-
buying wage increases, but to the longer-run strategy aiming at eventual trans-
fer of power to labor as a whole, a strategy which accepts the necessity and
feasibility of beginning with the more easily organized and potentially power-
ful modern sector workers. The underlying presumption is that strengthening
the political power of modern sector labor will indeed make possible a next
step involving transfer of power to traditional sector workers.

A paradoxical result is that political groups on the left, who are
presumably most concerned with equity, find themselves defending measures that

favor modern sector workers and which are likely to hurt the very poor, at
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least pending the day that a revolutionary transfer of power becomes possible.
Another implication of this approach is that, if successful, it is self-liqui-
dating: once a socialist regime has been established, the goals of equity and
rapid growth take precedence, and they necessarily require the retraction of
privileges previcusly given to modern sector labor.

A common pattern in many developing countries has consisted of a switch
from an early, largely politically motivated support for labor to greater
emphasis on an incomes policy and on wage restraint. This was noted, for in-
stance, by Arthur Lewis, who wrote that "Recognition of the connection between
wages and employment has opened up a gulf between trade-union leaders and
political leaders in new states, especially where the government is the chief
employer of labor, or is concerned about the adverse effects of high wages on
exports, import-substitution and employment, or even prefers high profits to
high wages because it can tax profits more easily than wages. Governments have
therefore begun to think in terms of an incomes policy." Zy

The above discussion has treated wage policy formulation as if it were
guided solely by long-run economic and political objectives. To a considerable
extent, however, wage policy has been the product of short-run stabilization
needs. Continuing instability has converted successive short-run wage targets
into the ex post long-run wage policy. The standard wage prescriptions of
stabilization programs are wage restraint and the golden rule, i.e., wage gains
limited to productivity incresses. Stabilization goals of themselves, however,
have rarely been the basis for the imposition of a long-run low-wage policy.
For one thing, the belt-tightening required by stabilization programs is gen-
erally sold by alleging a relatively balanced or equitable contraction of in-

comes; this opens the way to prompt readjustments when wages fall too far behind
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other incomes. Also, the recessions that often accompany stabilization efforts
create an incentive to raise wages as a quick way to increase aggregate demand.
In Chile and Argentina, such readjustments have accompanied the continuing and
cyclical course of inflation over the last two to three decades. In the second
place, stabilization targets commonly enshrine the "wage increases equal to
productivity gains" rule which runs counter to the stricter rules of a low-wage
policy. Stabilization income targets therefore tend to produce long run-wage
outcomes similar to those of a smooth-running collective bargaining machinery,
despite sharp, short-run fluctuations in real wages.

The basic wage policy alternatives described above are complicated in
practice by other considerations. The standard growth and employment argument
for low wages, for example, has at times been challenged by the "need for a
large internal market" argument. One form of this argument is that which as-
serts that consumption by profit recipients has a higher import and capital
content and, therefore, that a redistribution of income to wage-earners will
lessen pressure of the foreign exchange and capital constraints, thereby per-

224 This view reinforced the redistributive intent of

mitting faster growth.
wage and price policies of the Allende regime during 1970-1971. So drastic

a redistribution would not have been attempted on political or equity grounds
alone: they were supported by a conviction that wage gains would accelerate

industrial growth.zij

The internal market argument, along with preventive
politics has also been cited as a factor in the switch in South African wage
policy for Black wage-earners. After a deliberate policy decision in 1957,
the Wage Board begun to enforce wage readjustments that led to an average 2-3
per cent annual increase in real wages between 1957-58 to 1966, though wages

for Whites have been rising even faster.zé! A similar mix of preventive
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political relaxation, with a concern for an adequate domestic market may have
contributed to the relaxation of the severe low-wage policy followed in Brazil
between 1964 and 1968-~1969.

Another basic element in the choice of wage policies concerns minimum
wages. The general acceptance of non-intervention in labor markets is reversed
with reference to minimum wages: the state is commonly expected, and often
constitutionally required.%j'to ensure that its citizens at least survive. Over
the last two decades minimum wage legislation has become generalized, though
only recently in many countries: thus, the first national minimum wage laws in
Peru were legislated during 1964-65; in Honduras a general system of minimum
wages was established only this year. The issue regarding minimum wages has
become less their existence than their level, and particularly, the extent
of adaptation to existing regional-sectoral wage differentials. Considerable
adaptation, which amounts to acceptance of a capacity to pay criterion, is the
rule; less frequent is imposition of uniform "need" based rates either nation-
ally or for broadly defined regions. In India, for instance, despite an
egalitarian orientation and the constitutional requirement of a 'living wage",
the Supreme Court has repeatedly upheld the principle of regional-sectoral
differentials in minimum wage rates and the resulting differentials appear to
exceed regional cost of living variations. 26/

Immediate distributive considerations are necessarily in the forefront
of day-to-day decisions regarding wage claims. Governmeats directly affect
the income distribution each time they legislate or decree wage rates or benefits,
or mediate in disputes, or refuse to mediate. Yet the choice between the major

alternative wage policies that underlie daily decisions appears to be much less
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a statement of distributive preference than a response to other, often more
pressing economic and political goals. Since growth is the primary concern
of many, if not most of those governments (on both the left and the right)
that are not entirely absorbed in day-to-day political survival, it seems
fortunate that a low-wage policy appears to be best for both growth and
poverty reduction. However, where equity is not a major objective of the
low-wage policy, other necessary conditions for achieving both rapid and
labor-absorbing growth may not be met?z-/ in which case low wages will hurt
the poor in both the short and long run.

Likewise, redistribution is not the primary consideration leading
governments to stress collective bargaining as a wage policy, or even to adopt
pro~labor policies when those measures are limited to modern sector wage~
earners. In both cases, the objectives are more immediate and are primarily
political. Morecover, both, in practice,discriminate in favor of modern sector
labor, either deliberately, or indirectly by rigging the market in such a way
that wage rates are strongly influenced by capacity to pay. These impllcations
of wage policy choices are developed in the sections on policy implementation

and policy impact.

III. Policy Implementation and Market Structures

The distributive impact of wage policy depends as much on the manner
in which it is implemented as on the basic direction of policy. Furthermore,
policy acts on, and through an economic structure. This section will discuss
some characteristics first, of wage policy implementation, and second, of

labor markets, that have a bearing on how policies affect wages.
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1. Policy Implementation

23/

The distance between laws and implementation is often great.”= How-
ever, this gap is not a measure of frustration between policy intent and
achievement. In the first place, ambitious legal targets are commonly in
advance of expected and even intended short-and mediumrrun implementation:
ve+."The function of the written law in some of the Latin American countries
is sometimes more educational than normative.ﬁzg’ Hore importantly, legal
comprehensiveness and complexity combined with traditions of weak judiciaries
and of greater state involvement in wage~determination, gives executives

more opportunity for discriminatory application of the law. "Labor law in
(Latin America) 1s extremely complex and regulates virtually every aspect of
worker activity. For administrative and political reasons, its provisions are
often selectively or arbitrarily appliedﬂaQJ The institutional and legal
frameworks, inherited by a particular regime (be they defensive or suppressive
of labor), are thus less of a constraint on current preferences. An illustra-
tion of the strength of administrative action vis-a-vis the law is seen in the
growth of the labor movement in Colombia under President Alfonso Lopez (1934-38).
" .. the growth of unionism after 1931...is not the result of legislative
recognition of the right of laborers to organize Colombia. Rather, the develgp-
ment of the labor movement in this period can be accredited, in large measure,

to the informal support which the executive branch of the government gave
unionism and to the manner in which that executive interpreted the law... For
example, the government mediation of labor-management disputes often consisted
of executive pressure on companies to bargain and give concessions, and the

initiative for the creation of unions often came directly from the labor

office." 3-]-/
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Inflation may be another source of wage policy flexibility in
developing countries. Certainly real wages often move sharply over short
periods. Even in Chile, with its long experience of continuous inflation,
annual growth in real wages between 1960 and 1970 ranged from ~8.7% (1962-53)

to +15.5% (1966-67).°%/

This 1s 10t proof that permanent adjustments are
more easily made under inflation, but it suggests that, at least, inflation
makes it easier to put a foot in the door when a permanent redistribution is
intended as in Brazil after 1964. A contrary argument, however, is that
inflation raises awareness of distributive gains and losses caused by price
and wage movements, and increases pressure on the state to intervene in
defense of group interests. As a result, the government may lose some of its
power to pursue either a given wage target, or a collective bargaining "hands
off" wage strategy.

A second characteristic of policy implementation concerns coverage,
This point ties in closely with the dual nature of labor markets, discussed
below, and it may be considered a special case of the laws vs. practice point.
It is notorious that the degree of enforcement of labor laws is much higher
in large firms, and in urban areas. This is true over and above the frequent
legal discrimination between large and small firms: thus unionization is
usually restricted to some cut-off firm size.qg/ Labor inspectorates appear
to be administrative Cinderellas relegated by both low-wage and pro-labor
regimes, since the latter concentrate on either major wage agreements or on
the creation of new unions, rather than on policing existing lerislation.
Despite its advanced labor legislation, the Chilean Labor Inspection Depart-~
ment in 1966 had only one vehicle, and a staff that could scarcely cope with

34
routine inspections. alj And despite the authoritarian regime of Guatemala,
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it is widely believed in that country that labor inspectors can venture into
many rural areas only at the risk of their lives. Two possible measures of
the degree of discrimination in the enforcement of wage laws against workers
in small firms, and against farmworkers in general, would be first, the
number of emall-firm workers receiving less than the minimum wage, and second,
the proportion of the rural labor force that legally could be, but is not
unionized.

The substantial discrimination that generally characterizes enforce-
ment of labor laws cannot be entirely attributed to the nature of implementa-
tion. Discr’zinatory enforcement has two components: one is indeed a depar-
ture from the announced or legislated policy intent that can be explained in
part as an administrative failure, but mostly as anaccommodation to differen-
tial feasibility of enforcement, since laws and administrative systems rarely
admit or provide for the differentia) costs of enforcement. A second, and
perhaps major component of discriminatory enforcement, however, cannot really
be called a "slippage” at the level of implementation but is rather a deliber-
ate administrative expression of a wage policy that wishes to give due allow-
ance to the capacity to pay. In other words, to a large extent, enforcement
is not intended for much of the small-scale and rural sector, despite the all-
embracing language of legislation. This blurs the distinction between policy
choice and its implementation, but there is surely an element of both administra-
tive bias or slippage in enforcement, and unwritten discriminatory intent in
policy as it is implemented. 1?

This distinction is not academic. To the extent that discriminatory

enforcement 1s really unwritten policy (i.e., there is a majority consensus
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within govermment on its desirability or necessity given market or administra-
tive constraints) then a change in policy output, e.g., more widespread en-
forcement of minimum wage laws, would require more than reprimands and/or
additional budgetary support for labor inspectors. It requires a change in
policy. One of the first acts of recently elected President Lopez Michelson
of Colombia, for instance, was to suspend a majority of the government's labor
inspectors on the grounds that the widespread payment of wages below the legal
minimum was prima facie cvidence of supervisory failure. iy I suspect that if
tighter supervision now becomes the rule, it would amount to a change in
policy, requiring therefore substantial support within the Lopez government,
rather than a simple administrative improvement. Of course, such a change in
policy requires also that broader supervision is not offset by a more discrim-
inatory evolution of the structure of minimum rates, i.e., by the extent to
vhich the previous unwritten law becomes written law.

2., Market Structure

Market structures in developing countries impose two substantial
constraints on wage policies: first, they severely limit the reach of such
policies; and, second, they create upward wage pressures within modern sectors.

(a). Coverage of wage policies

The redistributive potential of wapge policies is limited firstly by
the relatively large self-employed component of the labor force. Table 1
below shows that in most developing countries the self-employed make up about
half or more of the active population. The share of employees in the total
labor force is lower in the poorer countries and tends to rise as countries
develop. Wage policies can obviously benefit or hurt the self-employed in-

37 e
directly, chiefly through modern sector employment and growth effects, )/ but
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the potential redistributive impact of wage policies on the self-employed is
comparatively slow, small, and one-sided in that they more easily hurt than
help the self-employed.

In practice, however, the relevant limitation on coverage is the
size of the urban and modern component of the wage-earning sector, i.e., firms
where wages and working conditions can in fact be controlled. The enforce-
ability of pro~-labor policies declines rapidly with size of firm, and is lower
in rural than in urban areas. In agriculture, the size threshold of enforce-
ability is a much larger firm than in the urban sector and is enormously com-
plicated by the prevalence of seasonal employment, "plece rates', particularly
in harvesting, and:pay’'in kind. The threshold of enforceability will vary with
the government's administrative effectiveness, and with the particular instru-
ment involved, e.g., minimum wages are more broadly enforced than compulsory
pension schemes. Finally, the degree of unionization, and particularly the
strength of industrial or occupational rather than enterprise unions will also
affect the margin of enforcement. Nevertheless, the major determinants of

enforceability are size and urban presence.
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Table 1. Structure of Labor Force gj in Some Developine Countries

(as percent of total labor force)

(1) (2) (3) (%)

Cerisus b/ Total Non~farm Modern Scctorc/
Country Year ~ Employees Employees Employees
Argentina 1960 707 61
Uruguay 1963 71 61
Chile 1970 (1960) 70 (73) 57 (54) (27)
Venezuela 1961 61 50 28
China (Taiwan) 1966 (1956) 53 (37) 50 (31)
Brazil 1970 55 43
Mexico 1970 (1960) 62 (64) 43  (35)
Panama 1960 48 40 21
Costa Rica 1963 66 49
Colombia 1964 57 37 18
Iran 1966 48 37 16
Ceylon 1963 65 36
Egypt 1966 (1960) 54 (49) 34 (30) (20)
Algeria 1966 68 33
Peru 1961 48 32 13
Iran 1956 46 30
W. Malaysia 1957 56 30
Korea 1966 (1960) 32 (22) 27 (18) 16
Ecuador 1962 47 26
Morocco 1960 38 25
Philippines 1960 29 22
Indonesia 1971 32 17
Ghana 1960 21 . 15 8
India 1971 a96) 17 30 Y 16 a2 6)
Turkey 1960 19 14 6
Thailand 1970 (1960) 13 (12) 11 (9) (5)
Pakistan 1961 20 10

Nepal 1961 16 3
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POOTNOTES :

(a) Unemployed and persons seeking first employment were subtracted from labor
force totals in most countries.

(b) Bracketed figures correspond to the earlier census.

.(¢) The basic criterion for "modern sector” status was size of firm. Since
size was not known in many cases, common sense apnroximations were used, Thus,
non-agricultural employees from column 3 were broken down by broad industrial
category (ISIC 1-9). The employees in each category were then classified as
modern or traditional using the following methodology:

ISIC 1: mining: all modern; ISIC 2-3: manufacturjnp: modern = enplovees
in enterprises above a given size (this was usually 5 or 10 workers, hut

for India 1t was 20 for industries not using power, for fhana it was 130,

and for Venezuela 1t was the reporting firms): ISIC 4: construction: all
traditional; ISIC 5: electricity, gas, water and sanitary services* all
modern; ISIC 6: commerce: 207 modern, 807 traditional; ISIC 7: transport
storage and communication: 807 modern, 20% traditional; ISIC 8: services:
fgovernment = all nodern, domestic servants = all traditional, the remaining
portion of services vwas then distributed 1/3 modern, 2/3 traditional:

ISIC 9: activities not adequately described: 50% modern, 50% traditional.
In addition, persons in ISCO major groups 0-2 (Professional, technical and
related workers, administrative, executive aud managerial workers, and
clerical workers) who were classified as employees, own account, family
workers, or others (i.e., the non-salaried or wage-earners status catepory)
were added to the wage-earners since they were considered modern sector.

In most countries this increased the modern sector size by 1 or 2 percentage
points.,

Construction workers are not easv to classify: most are low-skilled:; many
workers in large flrms or projects but have high turnover. 1In some countries
nowever, (e.g. Peru) they have as much nolitical and union clout as factory
workers, perhaps hecause the practice of cost-plus contracting in onublic
construction projects made povernment interventions in rape~setting an early
necessity. Once identified as the direct vage-setter, the eovernment is
nolitically more vulnerable to wage demands; and "minimum profitabilitv'
cannot be used as a defense against large wage demands. This aiso annlies
where cost-plus pricing is common in much of private sector construction.

(d) The number in parenthesis is the percentagc share of employces in tha EAP
1f 31 million persons classified as agricultural laborers in the status “'other"
and "unknown' are added to the 2 million agricultural workers classified as
vagc-earners.

(b) Data on government and domestic employees wasg
directly from the censuses of the respective countries excent for Laynt vhere
an estimate made by Doctor and Gallis "Size Characteristics of Wage Pmployment
in Airica: Some Statistical Estimates" International Labor Review Vol. 93 #2
{February 1966) p. 170, was used.
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SOURCES

Columns (1) - 3: International Labor Organization Yearbook of
Labour Statistics 1966, 1971 and 1972. Geneva.

Column (4): (a) Data on employees in manufacturing by size of
firm was from U.N. Statistical Office. The Growth of World Industry 1970
Edition: Vol. I: General Industrial Statistics New Yorl: U.N. 1972,
except for Venezuela which was from Venezuela..Direccion General de
Fstadistics y Censos. Anuario Estadistico 1971. Caracas, 1973,

(b) Data on government and domestic employees was
directly from the censuses of the respective countries except for Egypt where
an estimate made by Doctor and Gallis 'Size Characteristics of Vage Employ-
ment in Africa: Some Statistical Estimates" International Labor Review
Vol. 93 {#2 (February 1966) p. 170, was used.
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For the bulk of that large class of employees working in small,
labor~intensive, and more mobile establishments, a majority of whom live in
small towns or rural areas, pro-labor wage policies are not enforced. The il-
lusion of enforcement is often created by minimum wage systems that discriminate
closely by industry and region and that in practice essentially ratify market
wages. Minimum wage systems, Or other pro-labor laws that attempt significant
departures from market wages can usually be enforced only in the modern sector.
As may be secen from data provided in Table 1, attempts to redistribute via wage
policies will, therefore, usually reach no more than 10 to 20 percent of the
labor force.zﬁy Furthermore, the redistributive potential of labor policies
also depends on the size of the "gurplus", or non-labor income share. Since
surplus per worker is larger in urban and modern sector firms, capacity to pay
1s closely correlated with enforceability. Thus, the enforcement of wage in-
creases in most rural or urban traditional sector firms would not only be
costly in administrative terms, it would also have a smaller redistributive
impact given the lower surplus per worker and the fact that many employers in
those sectors are themselves poor.

(b). Links between implementation and market structure.

The link between enforceability and market structurc has two com=
ponents. The more obvious component was referred to above; it amounts largely
to visibility and accessibility -- features inherent to modern sector firms
because they tend to be large, to locate in cities or along major transport
facilities, and (every cloud has its silver 1lining) to advertise blatantly.

The second link, however, is of a more general nature and is less
obviously related to the modern-traditional sector dichotomy. Any policy

attempt to distort a market outcome will create some degree of disequilibrium
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or "tension", The amount of tension is determined by market conditions, and
is itself a determinant of the degree of political and administrative effort
required for implementation.

More specifically, the degree of market tension will be a function
of the supply and demand elasticities in each labor market: the greater the
elasticities, the larger will be the disequilibrium resulting from a given
departure from a market wage, and, hence, the stronger the market forces work-
ing against govermment policy. Thus, if labor supply is highly elastic, any
wage above the free-market level will generate a large number of job-seekers; and
any wage below could be implemented only by somehow forcing a large number of
potential job-leavers to remain at work. If the demand for labor is elastic,
a wage above the free-market level will cause a large reduction in employment,
and a greater disruption or readjustment in the structure of production.

Tension also results when government attempts to change the under-
lying supply and demand conditions of markets. A major part of wage policy,
for instance, is directed at either increasing or reducing the competitive-
ness of labor supply, chiefly by measures that weaken or strengthen unions.
The amount of effort required to implement such measures will depend on
the structural characteristics that underlie market supply conditions, such as
the skill homogeneity of the labor force, its regional concentration or disw-
persion, its education, and other social characteristics that affect both
market knowledge and ease of organization.

As a general rule, the tension created by a given policy-distortion
of wage levels is smaller in the modern than in the traditional sector. This

1s because the elasticity of demand for labor tends to be lower, and because
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labor supply conditions are more easily affected in the modern sector; e.g.,
unionization is easier, and job stability laws are more easily enforced. These
arguments imply that wage policy is more easily implemented in the modern sector
for two kinds of reasons -~ the greater visibility and accessibility of modern
sector firms, and the lesser tension created by market distortions in that
sector.

(c). The law of rising (modern sector) wages

One of the most frequently repeated empirical genmeralizations regard-
ing developing countries is that modern sector real wages are rising more rapidly
than (1) traditional sector incomes, and (1i) in most cases, than GDP per capita.
This phenomenon flies in the face of the orthodox conception of the underdevel-
oped country as a labor surplus economy with relatively competitive labor markets.
The contradiction 1s most often attributed to unionization and political power
of modern sector labor. 29 An alternative and complementary explanation in-
volves the skill requirements of modern sector activities and the consequent
gkill upgrading of the modern labor force:agj The search for a theory of
rising modern sector wages is relevant to wage policy first, because a "com-
petitive market" explanation (e.g., rising human capital) implies the absence
of distortion. If skills largely explain high wages in the modern sector, there
is no need to lower wages for efficiency purposes, while the reverse implica~-
tion follows from the "market distortion" explanation.

Second, such a theory would reflect on the feasibility of wage
policy, particularly of a low-wage policy: the ease of policy corrections
will depend on the nature of the "distortions" or market forces involved.

My preferred point of departure is the generalization that upward
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wage pressures are created by features inherent to modern sector technology
and market structure. This appears obvious with respect to the higher skill
requirements of this sector. But it 1s also true of wage increases resulting
from unionization and direct political power. The principal features of modern
sectors are capital-intensity, large-scale units, urban presence, and rapid
output growth.Ql/

The skill effect on wage levels is the combined result of the need
for new skills plus a structural constraint on the supply of those skills.
Because such skills are largely learned on-the-job, their supply tends to lag
behind the creation of new job positions. This kind of scarcity, and the re-
sulting wage pressure, will be very sensitive to (1) the rate of growth, since
slow expansion will allow skill supply to grow through some job turnover and
deliberate on~the-job training of extra men; and (11) the degree of structural
change in sectoral output, since the expansion of the same activity will create
a pool of each new skill and reduce the monopoly power of individual workers;
and (111) the absolute size of the market, since a large market will also tend
to create pools of workers with the required or closely related modern sector
skills that diminish the bargaining edge of each individual. Skill premiums
of this type could be reduced by institutional arrangements that forced or
induced firms to generate a larger supply of on-the-job trainees.

Wage differentials may also result because the high fixed costs
created by capital intensity put a premium on low worker turnover and on
dependability. Capital-intensive firms therefore pay higher wages to reduce
turnover, to be more discriminatory in their search for workers who rank

high in personal characteristics associated with carefulness and dependability,

and to elicit responsibility through goed will. Such wage premiums, however,
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will only generate a rising relative wage in the modern sector if employment
in the more capital-intensive component is growing as a proportion of total
modern sector employment.

Modern sectors are also conducive to wage gains through unionization
and direct political pressure. The opportunity for such gains 18 created by
the high productivity and inelastic demand for labor, both of which are due
largely to capital intensity. Elasticity of labor demand varies directly with
the share of labor in total cost.qz/ Also, capital-intensity usually implies
a large rent or quasi-rent component in the return to property, partly because
large~-scale capital assets tend to be long-lived, and partly because modern
sector assets in LDCs are often complementary with natural resources. Quasi-
rent also arises from the monopoly element that is present in much LDC manu-
facturing and other activities as a result of tariffs, licenses and other such
privileges? 3—/

Modern sector characteristics, at the same time, facilitate the
exploitation of such opportunities by labor: unions in LDCs usually originate
in, and are often limited to modern sector establishments. Such firms tend to
hire more experienced and better-schooled workers, concentrate them geograph-
ically -~ in a small number of establishments and in one, or few cities --
and provide them with an external environment of discipline and organization.
Modern sector firms, in short, are natural breeding grounds for unions. This
impact of modern, industrial forms of production on worker consciousness
and organization was the basis of Marx's class analysis.aﬁ/ The same features

of modern sector activity create direct political power: viz. urban presence,

susceptibility to organization, and disruptive potential.
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The processes underlying white-collar salary trends are somewhat
different, on both supply and demand sides. As distinct from the largely
market-determined supply of manual workers (which is either unskilled and
highly elastic, or skilled and subject to supply-creation by the modern sector
itself), the supply of white-collar labor is mostly a function of schooling,
particularly secondary school output, and 1s, therefore, a direct result of
policy. On the demand side, the market for white-collar employees is complicated
by the existence of 3 massive single employer in the public sector -~ vhose wage
policy cannot be separated from consideration of other policy goals, principally
in the area of fiscal policy, and of the major political force represented by
public employees. Changes on the supply side, however, are likely to cause a
cycle in salary trends: secondary schooling output is almost universally grow-
ing faster than modern sector employment opportuniiies, and are likely, there-
fore, to slow the growth of white-collar salary levels.

One major policy implication of these varied forces tending to raise
modern sector wages is that a low-wage policy probably requires much more than
a neutral attitude to competing income groups; it would seem to require active
suppression of the natural political power and ease of unionization of modern
sector labor, as well as an aggressive training and educational policy aimed at
enlarging supply of both on-the-job trainees and secondary school leavers. A
second implication is that the capacity to pay criterion, which implicitly
underlies the collective bargaining approach to wage policy, tends to sanction
and reinforce the dualism and income differentials between modern and tradi-

tional sectors.
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II. Policy Impact

1, Some issues

The following, is a not untypical evaluation of wage policy
in developing countries: 'The reasons for the existence of wage levels,
especially for unskilled labor, which are "too high" are mainly institutional.
In some countries, and at certain periods, trade unions play some role.
But the major factor is govermment policy, and the ideological or political
ideas which guide it. Government is a major influence on wage levels and
structure in most LDCs, by its wage decisions with respect to government
employees, and in its role as regulator through minimum wage policies,

45/

wage boards, Industrial Courts, etc.~ In my opinion, wage policy is
more diverse in intent, more indirect in form, and more constrained in
practice than is suggested by that evaluation.

It is both statistically and conceptually difficult to separate
the contributions of policy, unions and market structure. Today's market
structure, and union strength are both partly the product of yesterday's
policies. 1In this broader sense, much more can be attributed to policy.
But today's wage decisions and mediation in wage disputes only rarely
push wages very far above, or below their market (including union)
determined level. This suggests that a policy reversal will be a slow and
complex process because it must, in turn, unwind the fabric of protective
labor and business laws that are now part of the market environment in
most LDCs, and that largely explains wages that are 'too h:l.g'h!"iﬁ
Furthermore, though it is natural (or rather, professionally

necessary) for an economist to treat policy as an exogenous variable, the

resulting analytical procedure misses out the interrelation that exists
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between policy choice and economic structure, and 1s consequently unable
to assess either the political feasibility, or the mix of political and
economic changes required to implement a different policy. Once a
protected sector of labor and business groups exists, how feasible is a
policy of wage restraint? And how feasible is a policy that notmerely
restrains wages, but carries out other policies required for employment
creation such as the dismantling of many forms of capital subsidy in the
modern sector, and the transfer of income out of the modern sector to

47/

create capital and employment in the traditional sector.-

2. Policy vs. market forces

The literature on LDC wage policies contains some attempts to
assess the separate contribution of government intervention on wage levels,

48/ 49/ 50/
chiefly in the modern sector. Berg,~ Turner and Jackson,— ke~

and Fran
for instance, have stressed the role of active or permissive government
wage and unionization policies in explaining sharp wage increases in the

51/

modern sectors of various African countries. On the other hand, Ramos—

52/

and Isbister— argue that in Mexico and other Latin American countries,
market forces are responsible for most of the recent trend in modern
sector wages. Isbister explains wage increases in Mexico by growing
traditional sector productivity; Ramos argues that rising skill levels
explain wage trends in Latin America. Ridkeggl also suggests that high
modern sector wage levels are to a large extent caused by market rather
than policy forces.

The source of modern sector wage increases was also discussed
by Tidrickﬁa/ and ErikssoéEy who measured the effect of these wage in-

creases on employment, in Jamaica and Latin America respectively. Both

authors begin by assuming autonomous wage increases and then study the
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wage effect on productivity and employment. Tidrick then argues that the
reverse causation is possible but unlikely, given some features of his
data. Eriksson is more agnostic, admitting that causation may run either
way.

One attempt at a systematic measurement of the separate contri-
bution of market and policy forces was made by Ramos, but his argument
consists largely of providing detailed measures of labor quality, which,
according to his figures, has been risiné?ij Though he considers this
data sufficient to explain the observed wage increases, it does not rule
out a parallel and significant contribution by govermment policy.

This issue was also dealt with, at some length, in a controversy
following an article by K:I.lby,s-zl who attributed wage increases in Nigeria
to the political power of unions. Weeks, for example, argued that 'wage
levels in Nigeria have been basically determined by economic donditions,
though superficially through political mechanisms.‘s-g/ Kilby's argument
was supported by Warreéﬁy who stressed the political, rather than the
direct collective bargaining power of unions, even though the resulting
pro-labor policy was implemented through a "concessionary' attitude in
wage negotiations. Knight makes a similar point regarding urban labor in
Uganda?gj This controversy suggests the awkwardness, and perhaps
irrelevance of the original question ("market vs. policy?") since, like
the scissors analogy for supply and demand, “the source” of the wage
increase is clearly an interaction.

Some other aspects of this discussion concern effectiveness
of policy in raising wages through (a) welfare and supplementary benefits
legislation, (b) minimum wage laws, and, (¢) wage leadership. Thus a

common theme in discussions of wage policy is that legislation regarding
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gsocial security and supplementary benefits is a source of additional
upward pressure on real wage levels.él Such benefits often add as much
as 50% or more to the wage bill. It is plausible, however, that part,
1f not all such benefits are eventually offset by smaller future incre-
ments in basic wages, though I have not found any study that examines this
question.

The impact of minimum wages has been discussed more often ia
the context of the more backward African economies where unskilled and
less organized workers make up a larger proportion of the wage-earning
labor force, and consequently where minimum rates are both directly
applicable to more workers, and are a powerful lever on the whole
structure of rates. Several authors have cited minimum wages, (along
with govermment pay-scales) as a main source of the substantial increases
in modern sector wage levels in these countries?z/ The impact of minimum
wages in the more developed and differentiated labor markets of Latin
America 1s probably less pronounced and limited to a small number of

63/

workers on the fringe of the modern sector. According to Berg,~ the

ninimum rate is the effective rate for about half the workers in some
African countries. But, survey evidence for Poru?ﬁ/ for Mexicg?-/ and

the recent statement by the President of Colombiagél suggect that a large
proportion of wage-earners in those countries receive less than the
minimum, and most receive wages eitiier above or below the minimum. On

the other hand, Puerto Rico seems to have been a special case of consider-
able upward pressure on wages exerted through the minimum rates; wage
policy thus dominated and overrode the potential contributions of

QZ/

either unions or rising skills.
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Existing labor force surveys for many countries could be used
for a fuller study of the impact of minimum wages. A first set of questions
would relate to coverage. What proportion of the labor force is in fact
paid the minimum? How many, and who, fall below? What are the political,
market, or administrative constraints that impede full coverage? A second
set concerns the leverage effect of minimum rates, i.e., the extent to
which increases in minimum rates also raise wages of higher-paid workers
because wage differentials must be maintained for market reasons, or to
satisfy union requirements. Presumably, leverage 1is proportional to the
number of workers actually paid the minimum, which in turn is a function
of the degree of skill differentiation, and of unionization.

The demonstration or pull effect of wage increases by "leading"
sectors - chiefly the public sector or large foreign firms -~ on other modern
gsector wages has been citegg/ as a key wage increase mechanism, and one
that presumably is particularly easy to reverse. As with minimum wages,
the argument has been applied most particularly, and plausibly, to the
smaller and less differentiated modern sectors of some African nations.

If wage leadership is to explain rising real wages however, it must explain
who loses from the wage increase; the additional wage income may come out
of modern sector profits, or taxes, or the traditional sector through
relative price changes. All these mechanisms are plausible but an adequate
explanation of the leadership mechanism must explain the particular
mechanism by which real income is transferred, and therefore, why the

wage increases do not simply result in general inflatlon.



34.

3. Wage and GDP per capita trends.

Table 2 compares long-run manufacturing wage and GDP trends
for a sample of developing countries. This comparison is offered as a
very crude, possible indicator of countries following high and low wage
policies over a relatively long period. It is more indicative of the
impact of basic institutional 'behind the scenes" policies towards labor
and market structures, than of the highly variable year-to-year fluctuations
in wages caused chiefly by immediate political and stabilization goals.

There are a surprisingly large number of countries (half the
sample!) where manufacturing wages have grown more slowly than GDP per
capita. This does not, of course, imply income equalization, since the
compensating faster growth in incomes may be accruing to capitalists,
landlords or employees in the non-manufacturing sector, particularly in
goverrunent:.i-9 It could be argued that the per capita GDP is not the
appropriate standard for comparison; if what is sought is an undistorted
labor market, the appropriate comparison would normally be with rural
wages. Nevertheless, the comparison with GDP is in itself surprising in
that modern sector wage trends are commonly thought to exceed the income
trends of all, or at least most other groups in society, and therefore,
by definition, of GDP.

Another feature of Table 2 is that many countries with rapid
wage growth are nevertheless in the category of what could be called
"low wage policy" countries. The converse also holds true. At the same
time, there is some correlation between the trends in manufacturing wages
and GDP with an obvious suggestion that over the long-run market forces
(and thus "capacity to pay") are a powerful determinant of real wage

gains.zg Finally, the more detailed time-period data of Appendix Tables
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Trends in Manufacturing Wages and GDP Per Capita

Tanzania
Nicaragua
Zambia
Colombia
Dominican Republic
Chile
Jamaica
Peru
Ecuador
Venezuela
Ghana
Ceylon
Panama
Egypt
Mexico
Turkey
Brazil
Pakistan
Guatemala
Burma
Coata Rica
Argentina
Taiwan
Korea
India
Philippines
Thailand

(annual average changes in percentages)

(1)
Real Wage

(1956-1972)
9.4
7.1
6.5
4,7
3.6
4.6

(5.6)
4,1
4.1

2.7)
1.4
3.1
5.5

(1.2)
3.8

(3.5)
2.3
1.0
1.8

(0.4)

(0.5)
0.5
3.2
4.2

=-1.3
=1.4
(~2.6)

(2)
GDP per
capita

(1959-1971)
2.2
3.5
3.1
1.9
1.0
2.1

3.1)
1.8
1.8

(0.6)

=-0.1
2.1
4,7

(1.1)
3.9

(4.0)
3.1
2.2
2.1

(2.0)

(2.2)
2.6
5.7
6.7
1.5
1.6

(5.3)

(3)

Difference
1) - (2
7.0
3.6
3.4
2.8
2.6
2.5
(2.5)
2.3
2.3
(2.1)
1.5
1.0
0.8
(-0.1)
-0.1
(-0.5)
-0.8
~1.2
-1.5
(-1.6)
(-1.7)
-2.1
-2,5
2.5
-2.8
(-3.0)
(=7.9)
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Notes: 1. Brackets indicate cases where data was avallable for short
sub-periods only: the periods covered are given in notes
to Table 2
2. The dates shown in column headings indicate maximum period
covered: in some cases (see Table 2), the periods are shorter.
3. The maximum periods for Columns (1) and (2) do not match fully,
but they overlap sufficiently to indicate the approximate
relationship between manufacturing wages and GDP per capita.
Sources:

Column (1): From Table 1, Appendix

Column (2): OECD, Latest Information on National Accounts, No. 7
February, 1973.
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1-3 reveal a considerable diversity of wage trends, including gseveral
cases of prolonged periods of falling real wages, even after short-
period (four-year) variations are removed. This diversity conflicts
with the commonly held impression that manufacturing wages are rising
in a more uniform manner, and generally exceeding GDP growthzl/

The following sections will briefly examine wage policies
in the "high" and "low" wage trend categories as suggested by the
country ranking of Table 2, to test the hypothesis that countries
where growth in GDP per capita exceeded that in wages were indeed
following low wage policies, and vice-versa.

4. Cases of "low-waze treunds"

It is not surprising that most of the countries in the "low~
wage trend" category (GDP growth excecds wage increase) such as South
Korea, Thailand, Taiwan, Guatemala, Pakistan, and Brazil (since 1964),
had long periods of authoritarian and anti-union policies.

In other respects there is a diversity of policies and market
structures. Brazil and the South Korea-Taiwan duo for instance, are
opposite paradigms: Brazil of dualistic growth, where capital subsidy
and sectoral allocation policies reduce the potential employment and
distributive effects of rapid groawth, Taiwan and South Korea of balanced
urban-rural, evenly distributed gtowthzzj Indeed, in Taiwan and South
Korea the task of wage repression must have been facilitated by a lesser
degree of dualism: output is much less concentrated in a few, large, urban,
high productivity firms. The government's repression policies were thus
faced with weaker market and organizational forces favoring wage increases.

Much of this, of course, is circular: lesser dualism is to some extent
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(some say, primarily) a result of wage repress.on.

Wage repression in other countries, even when applied over
paralleled

relatively long periods, has been / - by capital-pricing, licensing
and other policies that both subsidised capitalists, particularly in
manufacturing, and contributed to more dualistic growth patterns. This
policy mix has been most evideat in Brazil]gy but it also characterized
the Philippines, as is argued in the recent ILO employment nission,
48 well as Pakistan during the decade of the sixties. In Guatemala and
Thailand, wage-repression seems to have been the complement primarily of
landlords - rather than urban capitalist-favoring policies, though
tariff and capital-subsidy policies have also been favorable to the urban
wealthy.

Other countries would seem to be in the group for very different
reasons however: India in particular is a major political exception. The
strongly egalitarian intent of the Indian Constitution certainly provides
a basis for a tight rein on manufacturing wages, yet there is much in
the institutions and principles of wage-determination in India that would
lead one to expect wage trends strongly guided by capacity to pay, partic-
ularly the acceptance of collective bargaining or tripartism, the rejection
of direct government intervention, and the approval of industry-cum-regional
differentiation in minimum wage rates. Moreover, India is supposedly a
"soft state,"” and has relatively strong regional governments which
participate in wage-detérmination. Despite these characteristics, which
preserve more democratic appearances, the wage-determination machinery in
fact has managed to establish principles of strong central control, of
74/

wage rastraint and egalitarian wage criteria Along with general wage

restraint, there has been a sharp reduction in skill differentials. Some
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of the instrumehts that have achieved these results, for instance, are
the centralization of the Labor Appellate Tribunals, the establishment
of the industry-region, rather than individual firm, as the basis for
determining the ceiling capacity to pay, and the involvement of independents
in the Wage Boards, persons who generally lean conservatively towards
consumers' and community interests?zj

Argentina appears to have switched from being a classic
case of redistributive pro-labor policies, under Peron, into the category
of low-wage countries. Though the overall trend from 1954 to 1972 1is a
lag in manufacturing wages behind GDP per capita (0.5% vs. 2.6%), the
story of wage policy over this period is complicated by numerous regime
changes, by an overriding concern with stabilization problems, and by
the powerful effect of external terms of trade on the internal distribution
of income between urban wage-earners and farmers. The principal tools
used to affect wage-outcomes involved direct price-setting on a highly
aggregate scale -~ broad wage readjustments, exchange rate policy, and the
rate of inflation; few changes were made in labor legislation, and the
solid organization of labor unions went unchallenged. The net effect
of these broad and continually shifting policy interventions was an initial
and sharp post-Peron reduction in the wage share in national income from
46% 1n 1954 to 38% in 1959, followed by a burst of rapid growth, as real
wages grew 8.4% p.a. from 1959 to 1965 while GDP per capita grew only 2.4%.
The 1965 military coup then initiated a long stagnation and even slight
decline as real wages fell 0.6% p.a. between 1964 and 1972 despite an
annual growth of . .% in GDP per capital. The overall picture shows some
correlation between wage trends and basic regime attitudes, but the extreme

annual fluctuations of key variables, the major impact of external price
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developments - chiefly of wheat and beef - and the relative weakness of
all governments during this period suggest that any conclusion regarding
policy impact is somewhat speculative,

The difficulty of pinning down the impact of policy on wages
can be further illustrated by the case of Brazil where there is strong
prima facie evidence of wage repression: ever since 1968 for instance,
wages have lagged well behind GDP per capita ( % vs. % p.a.), and
government has been strongly suppressive of reformist ideologies and
organizations. Most observors are categorical in describing policy as
wage-repressivezé/ At the same time, however, it is argued that wage-
repression was greatly facilitated by the corporatist history of the
Brazilian labor movement. Control through corporatist arrangements
over a long period of time suggests that the suppression of labor may
have been less strong with regard to incomes than to class organization,
and in fact, real wages have been growing rapidly since 1968. The rigor
of wage-supression between 1964~1968 was probably motivated in part by
the large 1963-1964 increases dictated by Goulart, and by the priority
of anti-inflationary policy over that period. The strong upward trend
in wages since 1968 could be explained as a market response to very
fast output growth, and/or as an easing of wage restraint in the interest
of maintaining corporatist methods of labor control, particularly in the
context of a highly dualistic economy and well-developed union structure
where outright class suppression would face strong opposition. These
possible explanations make it difficult to be categorical regarding
the degree or order of magnitude of the impact of wage policy in Brazil,

despite its stereotype as a wage-suppressive government.
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5. Cases of "high wage trends"

As was expected from the analysis of ea?lier sections, countries
with high rates of wage increase relative to GDP tend to be less authoritarian
and to have relatively dualistic economies. These are the political and
economic conditions that, on the one hand, motivate collective bargaining,
"capacity to pay' -type wage policies,7:: the other, provide the market
structures where such policies can be used to good effect. More general-
izations prove difficult.

If manufacturing wage-earners gained from policy .in these countries,
who lost? In countries with small modern sectors (e.g., Tanzania,
Nicaragua, and Zambia), there was more leverage to finance wage increases
by redistributing income from the traditional sector, via relative prices,
or agricultural export taxes for instance. Yet in many of the high-wage
trend countries, such as Colombia, Peru, and Chile, the traditional sectors
were too small (e.g., under one~third of value added) to support, via such
transfers, the large wage increases in the modern sector. Instead, wage
gains must have been financed largely from capital income, or foregone
taxes; where wage gains resulted chiefly from capacity-to-pay policies,
there would have been little perception of "loss" - the wage gains would
have appeared as a natural sharing in productivity increases.

0f the high-wage trend countries shown in Table 2 - those for
instance where real wage growth exceeded GDP per capita growth by over
2.0% p.a. - only Tanzania could be described as a case of deliberately
redistributive pro-modern sector wage policy. High wage trends in the
other countries seem to be associated instead with consensus-type wage

policies.
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It is easy to find in the history of these countries, periods of
rapid and others of slow wage change, often as a result of fluctuating in-
flation rates and stabilization programs. The capacity to pay orientation
lends itself to greater flexibility of this type. Algo, shifts ia the
political balance of power cause fluctuations around the basic permissive
trend made possible by governments too weak to suppress unions, and by
dualistic productivity differentials that are to some extent self-reinforc-
ing rising wage cocts induce greater capital intensity. In Peru, for in-
stance, wage policy became markedly permissive - favoring the stronger or-
ganized sectors, such as miners - during the first two or three years fol-
lowing the 1968 military coup; the result was a marked acceleration in the
growth of real wages. These increases were achieved directly through the
government's participation in tripartite wage boards. At the same time, the
government began a continuing effort to weaken union organization. These
policies contrasted with the labor policies of the Belaunde government
(1963-1968). Belaunde's policies also involved a pro-labor influence in
mediating disputes and enforcing labor leglslation, but this influence was
less pronounced than in the early years of the Velasco government; instead,
Belaunde followed a mix of consensus and pro-labor organizational policies
that permitted both steady differential wage increases in modern firms, and
greatly expanded the extent of unionization, chiefly in modern agriculture.

A more dramatic case of deliberately redistributive wage policy
was Chile's attempt at massive redistribution to labor under the Allende
regime, particularly during 1971 when an exceptionally powerful attempt was
made to raise wage levels and wage shares. The policy involved sharp in-

creases in minisum wages, price controls, and easy access to credit to
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smaller and medium firms financially affected by the cost-price squeeze.
Furthermore, acquiescence to wage increases was facilitated by the legally
ganctioned threat of government “"4ntervention" (i.e., take-over) in firms
that failed to resolve labor disputes. The combined effect of these measures
was a massive transfer of modern sector property income to lator during 1971:
real wages that year rose 26%! The financial and productive implications of
these measures, however, were untenable, and much of the redistribution was
reversed, in part as deliberate policy, through the inflation of 1972-1973.
This rather erratic instance of an extreme pro-labor policy, 1like the longer-—
1ived Peron experiment, is revealing of the mechanisms involved in imple~
mentation of the market response to such policies, and of the ultimate dif-
ficulty of achieving a permanent redistribution through such means.

An important feature of both the more aggressively pro-labor
and the consensus wage policies is the way in which labor policy has
acconmodated to the existence of large differences in productivity levels,
along with differences in political vulnerability, chiefly between foreign-
owned and national firms. Government policy has accommodated to this dif-
ferentiation by allowing compary unions;;ecome the principal negotiating
units: industry-wide bargaining is the exception in most LDCs. The
history and role of company unions in Colombia is stressed, for instance, by
Urrutiaz;/ Gregor;gl cites the role of plant unions in Chile; he argues
that such unions weakened the labor movement, but this broad political
result 1s not inconsistent with the achievement of differential wage gains
correlated with productivity levels and changes between firms. Bargaining
by company unions results in price discrimination by labor in the sense

that firms with less elastic demand for labor curves can be forced to pay
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higher wages.
Price discrimination by labor helps to explain the wide disper-

sion of wage rates even within LDC modern sectors, i.e., over and above

the differentials between modern and traditional sector firms. Since
productivity is closely correlated with capital-intensity, there 1s a cor-
respondingly close relationship between wage levels and capital-labor ratios
in firms. Gregory cites this correlation for Chile and evidence for Peru
and Colombia is given by Webgﬁy and Nelson, Schultz and Slightéﬁlj respect-
ively. A striking example of wage variance closely parallel to productivity
differences, and explainable largely in terms of price discrimination, is
provided by eight large sugar estates in Peru. Data for 1968 show a similar
structure of wages within each estate (reflecting differences in average
productivity). Thus the average annual wage ranged from U.S. $713 to $1,64§}¥/
A corollary of large productivity differentials is that unless
government wage pressures are highly discriminatory, (rather than equal,
absolute Increases for all firms) they are likely to be unsustainable,
because marginal, high-cost firms will be exceptionally hard hit, and many
forced out. In practice, general wage increases involve equal percentage

not absolute increases.

V. Conclusions

The "high-wage policy" that allegedly characterizes LDCs, and
that is routinely attacked in discussions of employment and equity, is a
crude misrepresentation of wage policy in LDCs.. Cases of straightforward
redistributive pro-labor policies, such as the post-Independence expecrience

of several African countries, and the Peron period in Argentina, have been
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the exception. Wage-restraint and industrial consensus policies are more
common features of LDC attitudes towards modern sector labor. Why then the
common perception that governments favor modern sector wage increases? And
why are such wage increases in fact so common?

The contrast between my description of policy intent - as being ,
primarily repressive or neutral - and observed wage behavior is caused by an
interaction of economic structures and political aims that favor modern

These natural advantages of modern sector labor
sector labor.must either be actively checked, through repression or moral
alternatives, or accommodated through consensus politics.

Perhaps the most frequent policy outcome is one which favors dis-
criminatory wage increases that match differences in productivity growth.
The “capacity to pay" criterion is a hardy plant, fed by political conven=
ience, by the marketplace ideology, by notions of fairmess, and by the
economic opportunities of dualistic economics. This is a pessimistic con-
clusion with respect to the prospects of more equitable and employment-
creating wage policies. The argument of this paper implies that calling
for wage restraint s preaching to the converted, at least in most LDCg,
and that modern sector wage restraint is an option open only to author-
itarian governments. Finally, wage restraint does not guarantee favorable
distributive effects. Authoritarian governments, particularly when dom-
inated by urban business groups, and in economies that are already highl
dualistic, may easily offset the potential employment-creatioa from
lower wages through unfavorable capital subsidy and output mix policies.
Recommendations regarding wage policy should therefore be fully aware of
the different sets of economic policies that are normally assoclated with

different political and market structures since consideration of both the
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feasibility and the desirability of a different wage policy for better in-
come distribution will be a matter of comparing different sets of inter-

related political and market settings.
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See, for instance, Plan Anual 1971, ODEPLAN (Santiago, 1970) p. 17

"La concepcion general del Plan ... se expresa en lo immediato en

una fuerte redistribucion de ingresos a favor de los asalariados ...
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Table 1. Trends in Real Wapes, 1356-72
(average annual changes in percentage)

(1) (2) (3) (4)
1956~ 1950- 1364~ 1963~
1960 1964 1968 1972
Argentina 2.5 5.5 -1,2 -0.1
Brazil 0.3 2.5 0.5 7.6
Chile - 1.6 2.2 5.5
Colombia 9.9 4,9 1.9 ~0.4
Dominican Republic 4.4 13.5 ~-6.4 3.3
Ecuador 0.0 1.7 2.9 6.7
Egypt 0.3 5.4 0.6 0.0
Ghana 5.1 -1.7 2.0 0.7
Guatemala 2.6 1.2 3.2 -0.1
India -0.9 -2.6 -0.4 0.8
Korea 4.4 -3.7 1n.1 6.6
Mexico 2.4 8.6 2.3 1.6
Nicaragua 2.4 3.1 9.7 -
Pakistan -0.9 5.3 -3.7 4.9
Panama 9.9 6.0 2.9 5.6
Peru 2.9 0.7 -1.9 5.5
Philippines 0.5 4.5 0.3 -1.7
Puerto Rico 6.6 4.0 3.7 3.1
El Salvador 5.6 0.2 2.9 1.5
Sri Lanka 9.9 ~-0.8 1.4 1.4
Syria - - -2.9 -0.8
Tanzania 6.8 18.2 4.9 4.0
Thailand - . ~3.9 -0.3
Turkey 1.6 1.6 5.7 2.5
Venezuela - - 3.7 1.8
Zambia 3.1 13.5 3.1 6.2

Sources*® 1) 1956-64: Smith, Anthony D., ed., Wage Policy Issues in Economic
Development (London. Macmillan, 1969),
Table 2, p. 47, and International Labor Organization, Yearbook
of Labor Statisitcs, (1966 ed.).

2) 1964-72: I1I.L.0., Yearbook of Labor Statistics (1973 ed.).




Table 1. (continued)

Notes: Actual period covered are as follows:

Col. (1):

Col. (2):

Col. (3):

Col. (4):

Ecuador 1957-60
Peru 1957-60
El Salvador 1956~59

El Salvador 1961-64

Brazil 1966-68
Korea 1965-68
Nicaragua 1964-67
Tanzania 1965-68
Turkey 1964-67

Brazil 1968-70
Colombia 1968-70
Dominican Republic 1968-70
Egypt 1968-70

Ghana 1968-71

India 1968-70

Korea 1969-72
Pakistan 1968-~70
Panama 1968-71
Philippines 1968-71
Tanzania 1968-70
Thailand 1968-70
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Table 2. Trends in Real GDP Per Capita 1956-72
(average annual changes in percentages)

(1) (2) (3) (4)
1956~ 1960~ 1964~ 1968~
1960 1964 1968 1972
Argentina 1.6 1.7 2.7 3.7
Brazil 3.3 2.1 2.6 6.1
Chile 0.3 2.3 1.9 2.9
Colombia 0.1 1.8 1.4 3.0
Dominican Republic 0.8 3.7 -2.2 7.4
Ecuador 1.6 1.2 - -
Egypt - - -0.2 3.9
Ghana - 0.1 -1.5 1.6
Guatemala 1.2 2.4 2.5 2.8
India 1.7 2.5 -0.5 3.3
Korea 2.3 3.6 6.8 8.9
Mexico 2.3 3.8 3.3 3.6
Nicaragua 0.0 7.3 1.1 1.3
Pakistan 0.7 1.5 1.9 -1.5
Panama - 4.7 5.0 4.8
Peru 3.8 1.6 0.9 2,2
Philippines 0.5 1.3 1.0 2.8
Puerto Rico 6.4 6.2 5.6 5.0
El Salvador - 3.3 1.6 -0.3
Sri Lanka 2.0 -0.5 2.6 2.9
Syria -5.0 7.0 ~-0.9 6.0
Tanzania - 1.2 3.5 1.7
Thailand 4.7 7.2 9.0 5.9
Turkey 0.2 1.9 3.7 3.8
Venezuela - 4.1 0.9 1.3
Zambia - 0.4 7.3 1.3

Sources: 1) 1956-60; U.N., Statistical Yearhook, 1966 edition, pp. 546-549.
2) 1960~72; Ibid., 1973 edition, pp. 549-552.




Table 2.

Notes:

(continued)
Actual period covered are as follows:

Col. (4): Argentina 1968-71
Brazil 1968--70
Chile 1968-71
Dominican Republic 1968-71
Egypt 1968-70
Ghana 1968-70
India 1968-70
Pakistan 1969-71 ~ excluding Bangladesh
Panama 1968-71
Philippines 1968-70
El Salvador 1968-71
Sri Lanka 1968-71
Zambia 1968-70

57.
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Table 3. Difference in Trends in Manufacturing Wages & GDP Per Capita
(average annual changes in percentages)

(Table 1 -~ Table 2)

(1) (2) 3) (4)
1956~ 1960~ 1964~ 1968~
1960 1964 1968 1972
Argentina =4.1 3.8 -3.9 ~-3.8
Brazil -3.0 0.4 -2.1 1.5
Chile - -0.7 7.3 2.6
Colombia 9.8 3.1 0.5 -3.4
Dominican Republic 3.6 9.8 =-4.2 -4.1
Ecuador -1.6 0.5 - -
Egypt - - 0.8 -3.9
Ghana - -1.8 3.5 ~-0.9
Guatecmala 1.4 ~-1,2 0.7 -2.9
India -2.6 -5.1 0.1 -2.5
Korea 2.1 -7.3 3.3 -2.3
Mexico 0.1 4.8 -1.0 -2.0
Nicaragua 2.4 4.2 8.6 -
Pakistan -1.6 3.8 -5.6 6.4
Panama - 1.3 -2.1 0.8
Peru -0.9 -0.9 ~-2.8 3.3
Philippines 0.0 -5.8 -0.7 -4.5
Puerto Rico 0.2 -2.2 ~1.9 -1.9
El Salvador - -3.1 1.3 1.8
Sri Lanka 7.9 -0.3 -1.2 -1.5
Syria - - 0.0 -6.8
Tanzania - 17.0 1.4 2.3
Thailand - - -12.9 -6.2
Turkey 1.4 -0.3 2.0 -1.3
Venezuela - - 2.8 0.5
Zambia - 13.1 -4,2 4.9

Source: Table 1 and Table 2

Notes: lThe dates shown in columnheadings indicate maximum period covered:
in some cases (see notes Tables 1 & 2), the periods are shorter.

2The maximum periods from Tables 1 & 2 do not match fully, but they
overlap sufficiently to indicate the approximate relationship
between manufacturing wages and GDP per capita.





