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December 1978
G. F. Papanek

Real Wages, Growth, Inflation, Income Distributicn and Politics

in Pakistan, India, Bangladesh, Indonesia*

A The Effect of the .ate of Growth on Income Distribution and Real Wages

Pakistan's disintgg?ation as a state in 1971 was an occasion for drawing
conclusions about the linkage between economic development strategies and
political consequences. The drgument was made that since the deveiopment
strategy followed by Pakistan led to political disaster, those who want to
avoid these consequences had better avoid the strategy as well.l The conclusions
drawn by several wnalysts from the e.perience of lakistan, Indonesia ana
Bangladesh, in somewhat oversimplified form, can be stzted as follows:

i) In a mixed economy, with heavy reliance on private enterprise, policies
and programs to achieve a high rate of eccnomic growth also result in a
deterioration of income distribution and no improvement in the absolute income
of the poor.

ii) With the rich becoming ~bviously richer and the poor experiencing
no improvement, political and social tensions ave bound to rise, resulting in

serious pelitical difficulties for the government in power,

*Work for this paper was supported by the Agency for International
Development under Grant No. AID/OTR-G-1525. T am grateful for this support.
Data were collected and analysed by Md. Fahim Khan for Pakistan and by Syed
Samad for the other three countries. David Wheeler provided advice and guidance
particularly on the econometric work. This paper is the result of a joint
effort of the four of us. However, the actual language used is mine. Naturally
everyonc, most notably including AID, is absolved from responsibility for
paper content and errors.

le.g. K. Griffin and A.R. Khan, Growth and Equality in Pakistan, (McMillan,

1972): ". . .faster growth . . .(in) Pakistan and India, . . .has actually led
to an absolute decline in the standard of living of the urban and rural poor."
(In Pakistan) ", . .the fact of growing inequality, have led . . .to the

declaration of an independent Bangladesh." (pp. ix-x). "The concentration of
income and wealth in the hands of the rich has been a key ingredient in
(Pakistan's) development strategy' (p. 200). In Pakistan ". . .the standard
of living of the majority has declined . . ." (p.204).



1) Destabilizing Growth?

A superficial look at the experience of the four countries supports these
conclusions. Riots broke out during the late 1960's in Pakistan and Bangladesh
(then East Pakistan), and in 1973/74 in Indonesia, at the end of a period of
rapid growth. The riots had cconomic gricvances as a major focus and justi-
fication, with criticism specifically centered on neglect of the poor, the
presumed deterioration in income distribution and increasing concentration of
income, wealth, and power. In India, on the othzr hand, the Congress Party,
which had been in power during twenty-five years of virtual eccnomic stagnation,
registerea its great electoral triumph at the same time that Pakistan was
disintegrating. Indonesia and Palistan (including Bangladesh) during their
periods of stagnation scem to have experienced few political disturbances
based on economic grievances.

On the face of it, one can thercfore make a piausible case that there
is indeed a conflict between cconomic growthk and equity in these important
countries. Emphasis on growth seems to have led to neglect of the problems of
both absolute poverty and income distribution and therefore to political

t

difficulties,

2) Income Distribution and the Rate of Growth

In fact, the overall indicators of income distribution do not support the
argument that the policies and programs which made for rapid growth in these
four countries also resulted in less equal income distribution. If anything,

they suggest the opposite.



TABLE 1
Changes in Income Distribution with Changes in Economic Growth

(% change in Gini Coefficient)

Rapid Growth Stagnation Deterioration
(+4 to +6.5%) (+2 to +3%) (-4 to +2%)
(1960's) 1960's) (1970's)
Bangladesh -10 to -25% +60%
India 0% to -7%
Pakistan -10% to -16% +3% to +6%

Source: See Tables 1 in Appendix
N.B. A decline in the Gini Coefficient means a more equal income distribution,
Since population growth is between 2.5% and 3%, a growth rate of 2-3%
means stagnation in per capita income. Various series show Indian income dis-
tribution slightly improved or unchanged over the decade {or which data are
available, during which per capita income stagnated. Pakistan and Bangladesh
show a distinct increase in equality during the 1960's when national
income increascd substantially more rapidly than population. On the other hand,
when per capita income dropped after 1970 in Bangladesh and after 1973/4
in Pakistan, income distribution became distinctly less cqual.
But these overall indices are not very reliable. For Pakistan and
Bangladesh the conclusion on detorioration in the 1970's is based on a single

year and, in the latter case, on rural income distribution only. Since it is



clear that there are annual fluctuations, one year does not provide very
persuasive evidence. For India, it is not clear that different teries

are consistent and the conclusions are heavily dependent on the initial and
terminal years selected. (Sec Appendix Tables 1). For Indonesia there are
no worthwhile data on changes in income distribution and even for the other
three countries the margin of error is undoubtedly large; the really rich
do not answer income questions honestly for fear of the tax collcctor and
the really poor arc often not interviecwed if they have no stable residence.

Still, these data at worst:

a) do not support the helief that income distribution became less
equal in Palistan and Bangladesh during periods of rapid growth.

b) do not support the argument that inceme distribution was less equal
in Pakistan and Bangladesh than in India at the time of the political
disturbances in the late 1960's. (sce Appendix Tables 1\ and 1B)

¢) do suggest that income distribution became less equal during the
period when the economy deteriorated in Pakhistan and bangladesh.

'So the overall data do not provide support for the widespread belief
that there is a necgative relationship or trade-off between growth and equality,
at least with respect to three large Asian countries.

3) Real lagec and the Rate of Growth

More reliable data, for more years, are available for real wage rates,
that is the purchasing power (wages adjusted for changes in the cost of
living) of workers. For all countries the wag> data cover not only industry,
but also wages paid in agriculture and, for some countrics, also wages in
construction and other arban informal sector activities. Therefore changes

in real wages tell something aboul the income of a large proportion of the
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poor. Of course, wage statistics do not directly indicate what happened to the
income of welfare-type families (beggars, handicapped), and the important group
outside the noney cconomy, but even for the latter they provide an indication of
changes in income. In all four countries there is a large group of small-holders
in agriculturc who cultivate their own land and also work for wages, at least
during some seasons. Similarly, some of the self-employed in service or trade
occupations will mcve between self-employment and wage cmployment in response to
differences in inconc between the two. So if wages go up it is usually an indi-
cation that the incomes of small-holder farmers and of other self-employed have
also risen, or the wages would rather soon be driven down by the incrcasing
shift of the sclf-employed to wage employment. ‘The relationship between changes
in average product per person in agriculture and changes in real wages, (see
below) supports the notion that movements in real wages reflect changes in the
incomes of small-holders. Similarly, the consistent movements among wages in
urban areas - for instance among construction, casual, and industrial workers -
indicates that wages also reflect incomes in the urban informal sector.

The data which follow are largely for the wages of tic unskilled and theres.
fore the relatively poor. ‘That ‘act, plus their widespread coverage (rural,
industrial and urban informal) and consistency with othei data on the income of
the rural smali-holder makes it possible to use wage data for inferences on the
income of the pocr,

Real wages data confirm and strengthen the conclusions one can draw from more
scattered income distribution data that rapid economic growth is usually, but
not always, favorable for the absolute income of the poor and does not normally
result in a decline in their relative income. Real wages generally rise during
periods of rapid yrowth, stagnate during slow growth and drop sharply when the

economy deteriorates.



TABLE 2

Changes in Real Wages with Changes in Economic Growth Rates

Rapid growth Stagnation Deterioration

(#4 to 8%) (+2 to +3%) (-2 to +2%)
Bangladesh +11 to +27% 0 -10 to -30%
Indonesia +54 to 114% - -34 to -67%
Pakistan +6 to +16% - -9 to -24%
India - -13 to +7% -

Source: See Tables 2-5 in appendix.
N.B. a) Growth rates are total growth. With popuiation increasing 2.5 to 3%,
a growth rate of 2.5 to 3% means stagnation in per capita income.
b) Average wages for several years are compared to minimize random
fluctuationS. Only major serics, not single firms gencrally used.
See Appendix Tables 2-5 for specific years and series used.
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Moreover in general the more rapid the rate of growth, the more rapid the
increase in real wages. For instance, real wages rose about 2% a year in
Bangladesh, where per capita income was increasing only 1.5% per year,
while in Indonesia, wherc PEer capita income was increasing 5% a year, real
wages rose 15% a year. In addition rapid srowth in the wage-paying sectors
normally also raised employment more rapidly. The manufacturing sector in
Pakistan, for instauce, increased employment by about 7% a year during its
period of rapid prowth in the 1950's and by 10% in the mid '60's. When
sharply higher wage costs and disturbances occured 1n the late 1960's
employment declined by 10% in one year, followed by another temporary 15%
decline with the disturbances of 1971/72.

Of course, factors other than the growth rate play a role in deter-
mining changes 1in real wages and in cmploymert, among them gnoverniment policy.
As a result of these other factors, discussed below wages seem to have
stagnated in Indonesia 1n the 1970's despite continued rapid growth and
rose in Pakistan in the early 1970's despite slow growth. But on the whole
it appears that in these four countries the more rapid the rate of growth the

more rapid the increase in real wages.

4) "Surplus'Labor and the Average Product in Agriculture

That real wages rise with more rapid growth is surprising, since all
four countries are likely to have "surplus labor'" and the essence of surplus"
labor, in most recent discussions of the phenomenon (the Fei-Ranis mode} )~is
that there is an unlimited supply of labor for +he wage-paying sector at the

Prevailing wage. As soon as the wage rises slightly additional workers flood



and prevent a significant or continuing rise in real wages.

But if one accepts the original hypothesis of W. Arthur Lewis one can
readily see why rapid growth usually, but not always leads to higher real
wages. In the Lewis model surplus workers werc family members in agri-
culture, not needed to produce the output of the family farm, but still
fed, clothed and housed by the family. (They received the average product
even if their margiral product was close to zero.) They therefore would
not take a job for wages unless the pay equalled their self-employment
income, that is their share of the product of the f{amily farm, adjusted
for differences in thce cost of living and 1or differences in the attrac-
tiveness between working for wages or on the family farm. But as soon as
the wage rose above their adjusted share on the family farm they would very
quickly join the wage labor force. If one accepts this picture, then real
wage should rise whenever the average product in agriculture increases.
This would happen . if agricultural output incieased more rapidly
than the number of people who share in it. When the average product in
agriculture rises, then the "reservation wage'" of the self-cmployed in
agricul ture will rise as well: those who share in the income f{rom the
family farm will not accept wage employmént unless the wage also rises.
lhny new factorics or businesses sct up will have to pay a higher wage if
Ehey want to attract workers away from family farms, since the workers'
income has increased with agricultural output.

Then there is a rather simple cxplanation why a rapid rate of growth
in the four countries means an increase in the real wage. Agriculture
contributed between 30 and 60% of the national product directly and at

least another 10-20% indirectly through its impact on trade, services,
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construction, government and industry. Therefore, in general, a high'growth
rate in agriculture, by raising the average product, increases the reser-
vation price of farm family labor and can therefore force an increase in
the compensation which the wage paying sector needs to provide to attract
this labor.

There is considerable support in the statistical analysis for the
argument that changes in the average product in agriculture produce corre-
sponding changes in real wages. (see Section 3¢ to 3¢ in Appendix). On
the other hand, the statistical relationship between the annual rate of
growth (in the National Product) and wages becomes quite weak, and once one
has taken account of the effect of rising average agricultural product on
wages. It therefore appears that 1t 1s primarily the effect of average
agricultural product on the supply of labor which affects wages, not the

increase in demand for Iabor, influenced by the rate of growth,

»

5. The Wapes of the Langlg§§.gﬁgﬁlnforﬂgj Sep;gx_ﬁorkers

Even if one accepts that land-owning farm families divided their income
among all family members, although the labor of some is not needed, the question .
remains, what keeps up the income of the landless and the workers in the informal
sector (shoe shiners, barbers, hawkers and peddlers, rikshaw pullers, prostitutes,
casual workers, scavangers, etc.) If some of them are also "surplus" - contributing
little or noth*.o to output or convenience - why do their wages not drop to equal
their (low or zero) contributaon to output, until their income becomes so low that
Malthusian factors, i.c. starvation, bring a new balance? (That is if their

marginal product is close to zero why is their wage not also close to zero?)
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There are three possible explanations:

a) The surplus labor phenomenon is limited to land-owning families; the
number of landless rural workers and urban informal sector workers is sufficiently
limited so they do contribute significantly to output and reccive a wage or income
equal to their contribution (their wage equals their marginal product).

b) There is a work and income sharing system for the landless and informal
sector workers,enforced by social sanctions and informal organization which
assures that no one lowers the pricc of their labor and all share in the income
available from their activity (i.e. although their marginal product is close to
zero, their income is close to the average product). TFor instance, there may be
100 landless laborers in a village or rikshaw pullers in a neighborhood, each
working an average of 15 hours and carning 0 rupees. All would be quite willing
to work 30 hours for 50 rupees. but then half of them would starve. Village
custom which attaches particular workers to paréicular landlords, or the informal
organization of rikshuaw pullers who all comc from the same rural area,assure
that all share in work (and income) at the accepted wage of 40 rupces and that
no one gets more work for more total, but less average, pay by lowering his price.

¢) The landless and infoimal sector workers have discovered, by trial and
error that they will only have a limitecd amount of work and charge enough per
day worked (or shoes shined, or miles travelled) to survive with that amount of
work. No one lowers the price, even if therve is no informal work and income
sharing organization, because they know others will follow suit and the result
will be starvation for many, possibly including the one who started the price

cutting.
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The three explanations are not inconsistent and could operate simultaneously

to keep wages or income of landless and urban informal sector workers roughly at the
level of the average product in an activity, even if the workers are truly
"surplus", that is there are more workers than neecded (their marginal product

is zero). There is evidence that people in particular occupations tend to come
from the same geopraphic area and have evolved a social mechanism for allocating
territory and avoiding clashes, that is for avoiding price competition.1 The
allocation of territory can be physical or a queuing arrangement, which gives
everyone accepted a share of the business or.activity and therefore a share of the
income. The result would be that the earnines of the self-cmployed, instead of
being bid down by competition, are maintained at a level at which everyone earns
enough in total (wape times turnover) to survive, or to provide no incentive

to return to the family farm. !

Then there is another reason why a higher rate of growth can raise the income
or wages of the poor in the informal sector: as the total income they share rises,
because there is increased demand for their services, their average income also
rises under work and income sharing. ijorcover, with more jobs in the formal
sector therc can be fewer sharing the income in the informal sector, again
raising the average income in the informal sector. For instance, with rapid
growth more persons may patronize rikshaw pullers. If simultaneously some of
the pullers have gone off to work in factories, then a smaller number share the

increased business and their income will rise for both reasons.

1See G.F. Papanek and D. Kentjorojakti, "The Poor of Jakarta', Economic Development

and Cultural Change (October 1975),
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The landless may benefit from another effect. As average product in --
agriculture increases their wage or income may go up if it is related to the
size of the harvest, as it clearly is in some traditional Indonesian harvest
practice and reportedly also for thc retainers performing iraditional services
in South Asia,

As the incone of the landless and of informal sector workers rises their
reservation wage also increases. That is, some will no longev be willing to
move into the formal or commercial wage paying scctor unless the wage paid there
also increases. As long as there is substantial movement among the differ:nt
labor markets - family workers on farms or in businesses, landless apricultural
workers and share croppers, informal sector workers whether self-employed or
employees - this movement will, usually with a lag, kecp wages and income
generally rising and falling together in different activities. The effect of
rapid growth in raising the averape 1income, and reservation wage, of landless
laborers and informal sector workers, will then tend to raise wages throughout
the economy.

6. Other Effects of Growth on Real Vages

&apid growth (or deterioration) in the economy can also influence real
wages for other reasons, especially in the short term:
a) With rapid growth, dcmard for many products will increase rapidly. If
employers consider the increased demand to be permancnt, they are likely to
hire additional werkers at the prevailing wage, primarily increasing employment.
lowever, if cmployers are uncertain whether the incrcase in demand will continue,
they may prefer to increase the wages of their present workers, paying overtime

or bonuses to obtain additional work because:



- 13 -

- there are hiring costs for new workers.

- there are familiarization costs for them.

- it may be difficult to fire ther later if demand drops (e.g., for several
years the Pakistan Government made dismissals almost impossible).

i With rapid growth, some employers will always be operating on an overtime
basis, raising real wages, while others will be hiring more workers. (The former
operate on the inelastic short-run supply durve, the latter on the highly elastic
long-run curve).

b)  With increased demand and profits as s result of growth, the cost of strikes,
sabotage or just slow work on the part of the workers increases. Therefore
employers have 2 preater incentive to incrcase vages to avoid such workers'
response, even if they can replace the veluctant workers at the prevailing wage.
They may prefer to pay somewhat more to avoid labor turnover costs and temporary
disruption.

c) Employecs may have in mind a “fair" wage which is related to employers'
profits. With higher profits, they may demand a higher waje, either through
their trade unions (India) or by pressure vithout formal unions (in the other
three countvies, unions were banned or ineffective during periods of rapid growth).
d)  Employers too may believe in a ' fair" wage, related to profits, or they may
have objectives other than profit maximisation vhich they can indulge more
readily when the enterprise is profitable. Lmploycrs may always prefer workers
that smile to workers who spit, but when business and profits are bad because the
economy is stagnating they may not be able to indulge this preference. When
profits are high thay can afford to do so and may also feel a moral obligation

to have workers share in the good times.
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It is difficult to demonstrate the presence of these factors making for
higher wages in periods of rapid growth - overtime instead of additional workers,
higher wages to avoid disruption, and employer and worker belief in a "fair" wage.

They are all related to profits, not to economic growth as such. One would
need data on profits for individual firms to demonstrate that when profits are
high wages are raised for any or all of the above reasons and then to show that
profits rise with the rate of growth. Botl arc plausable, but profil data for
individual firms are not available to provide empirical support. lowever, the
slight indirect evidence which is available is virshalled in the Appendix,

e} One other relaticnship botween the rate of arowth and real wages is more
clear cut and demonstrable: when the wage paying part of the economy deterio-
rates badly, real wages drop. Output declined in Indonesia. {rom the mid 1950's
to the mid 1960's, in Pakistan after 1973/4 and 1n Langladesh after 1970/1. In
all three countries labor had considerable political and economic strength

during the period of detericration, in part because the populist governments

then in power wanted te raintain labor support. Government pressure, or govern-
ment decisions vith respect to public enterprises, could force the hiring of
additional workers. In Bangladesh industrial ewmploynent was increased by more
than 50% in one year (1972/3 to 1973/4) and by a further 20% in the next two
years. Even over the previous high water marh the increase was over one third

by 1975/6 despite a declinc in output over these years. In Indonesia, plantation
employment increased by almost 25% from 1955 to 1963 per hectare harvested, by
17% in total. But in neither country, nor in Pakistan, could worker's pclitical
power, or govermment pressure, keep real wages from dropping. The resources were

simply not available.z
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When the income of the enterprises declined because the needed imported
inputs were short, or supplies were disrupted, or management was poor, or demand
had declined, or strikes disrupted production, the costs had to be borne either
by the public treasury; or by the managers of public enterprises, the owners
for private firms; or by the workers: or by all three. Part of the cost was
always borne by the Public in the form of direct or indirect subsidies (e.g.,
through constantly expanding credit from the nationalized banks). But when
government was unr1lling or unable to provide enough of a subsidy, the govern-~
ment managers or private owners usually could defend their interests better
than unskilled vorkers. In all three countries workers eventually saw their
wages decline. If government pressure had expanded the labor force the decline
in wages was especially severe, since a declining wage had to be shared among
more workers.

This decline in real wages could be brutal., In Indonesia plantation employ-
ment increased by 17% but real wages declined by over 60%, so the total compen-
sation to labor decreased by almost half,

In Bangladesh, the increusc of about 40% in manufacturing employment, accom-
panied by a 50% decline in real wiages, meant an essentially unchanged wage bill.
The industrial workers and his family always felt the decline in wages, while
the increase in employment night benefit another family. In Pakistan the
decline in real wages in industry was “'only" a bit over 20%, but employment
seems also to have decreased by 6 to 20%. The total wage bill may therefore
have decreased by 25-35%.

To some extent the declining wages were compensated by increased services
(education, housing, health) provided by the populist governments then in power.

Moreover, the times of declining real wages were often also times of greater
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opportunities for diversion to personal use of inputs and outputs; secondary
jobs could more readily be taken by workers since somc had little to do in the
overstaffed enterprises except collect their pay; and some workers' families
undoubtedly benefitted from an additional wage earner when employment was
expanded. But the decline in workers' income nevertheless was a brutal one. A
20% to 30% decline in an already very low income (say 45 a month for Javanese
plantation workers in 1969 prices) is not easy to absorb.

W¥hy then did the worlkers not return to self-employment, particularly in
agriculture, when the wages dropped sharply? There may be a ratchet effect here,
with movement into the wage earning sector relatively ecasy, movement out rela-
tively difficult. kxtended families will be more reluctant to sce a return to
the family farm by the wage earner and his immediate relations, since that
depresses cveryonc's income, than they were to see him leave to take wage employ-
ment years ago, with increascd income the consequence. ‘orcover, technology can
have changed in the meantime - when the wage eai. er meved away, a machine may
have been substituted for him and even his previous work may 2o longer be there.
Many city families repularly visait thcir honc villages and even work there in
some countrlcs% Those who do are usually the urban self-employed often bringing
funds from the city, This is obviously quite different from a situation where
low wages exert pressure on large numbers of wage earners to move back to their
villages requiring full support for extended periods., Finally, there are, for
some families at least, severe displacement costs. As wage earners, they have
access to schools, L-~1th facilities and steady income which self employment
does not provide. Ir Bangladesh there was, in addition to these peneral reasons,
a deterioration in security in the country-side at the same time as the wages
declined.

—————— et

1See "The Poor of Jakarta" op. cit.
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For all these reasons, it is difficult to return to the village, to sub-
sistence agriculture, and to a share of the output of the family farm, when
real wages drop in the city, especially if the drop is believed to be temporary.
The lag in return movement scems to be even higher than in migration to the
city when wages rise. And if the decline 1n the wage-paying part of the economy
is a severe one, the needed reverse migration may be so massive that it just
does not occur fast enough to equilibrate real wages and average product in
agriculture,.

In any cuse, it is clear that in three of the four countries, very severe
reductions in real wages occurred over three to ten years as a result of a
deterioration in the economy.,

7.  Why Does Growth Raisc Vages - A Summary, Evidence and Policy Implications

Several reasons have been given why the rate of growth and real wages
increase and decrease together:

a) The rate of growth in these four countries depends heavily on the rate
of growth of agricultural output; as agricultural output increases more rapidly
the average product in agriculture rises, family merbers who share in the average
product of family farms then raisc their reservation wage, the income they require
to accept wage employment, and reduce the supply of wage labor until wapes or
income in non-farm occupations rise.

b) Landless laborers and share croppers, to the extent they share in the
output of agriculture, also raise their reservation wage when agricultural
output per worker increases.

¢) More rapid growth can raise the demand, and thercfore the income, of the
informal sector (cg: peddlers) and decrease the number of people in the sector.
As the average income of people in the informal sector goes up, so does their

reservation wage - the wage that the formal sector has to pay to attract workers.
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d) More rapid growth can increase the demand for the output of the formal
sector. If employers are doubtful that the increased demand will contiiwue they
will be reluctant to hire additional workers, because of turnover costs and the
difficuity of dismissing workers. Instead they may pay overtime and bonuses to
get more output from their current workers, raising the average wage.

e) More rapid growth will increasc the profitability of many enterprises,
and can raise wages becauce:

- the cost of worker dissdtisfaction can be higher

- workers may have a notion of a '"fair’ wage related to profits and be
dissatisfied if not paid more when profits rise

- employers may also feel an oblipation to pay a “fair' wage, or may prefer
a higher wage for other non-economic reasons, and profitability allows them to
indulge that preference.

If wages rise with a rapid rate of growth for these reasons, then it is
possible for wages to stagnate despite high growth if:

a) the growth is due to activities which create few jobs, so that most
additions to the labor force are not absorbed in the formal scctor but are
forced into the informal sector. /If the number of people in that sector
increases more rapidly than 1ts total incoume, this will drive down the wage
or income per person and therefore also the reservation wage.

b) the work and income sharing mechanism breaks down widely, particularly
in agriculture. Some landless laborers and sharecroppers, who previously
participated in agricultural income although their work was not really neceded,
would then be forced to join those scrabbling for a living in the informal

sector, reducing average income and the reservation wage.

1An interesting discussion of the work and income sharing mechanism in a
different context is in Harvey Leibenstein "X-Efficiency Theory, Convention?l
Entrepreneurship, and Excess Capacity Creation in LDCs" in Essays on Economic
Development and Cultural Change in Honor of Bert F. lloselitz (ed. M. Nash),

.- T




Finally, the relationship between growth and real wages exists also on the
downward side. When economies experience severe deterioration in the commercial,
wage paying sector, the entevprises in that sector may simply not have the

\
resources to pay the same recal wage as before. kheir workers may, however, not
be able to return to self-employment, especially Ln family farms, even if the
average income there is now higher than their wage. The result can be, and was,
a brutal dcclzne in real wages in Indonesia in the early 1960's and Bangladesh
and Pakistan in the early 1970's,

Only parts of this description can be supported by the data. A relation-
ship between the average product in agriculture and the real wage is reasonably
clearly cqtaﬁlished, (Appendix sections 3c-c) lending some support to the :
notion of a rescrvation wage in agriculture. That a deterioration in the
economy ledads to a decline in real Lages is quite obvious. Rigorous support
for the other arpguments is generally lacking. liowever, they are plausible
and they do explain why wages did not rise in Indonesia between 1970 and 1976
despite a rise in average agricultural product.

The policy implications of this picturc are clear. First, the relation-
ship between average product in agriculture and real wages adds another, and
powerful, consideration to other arguments for priority to arricultural
development. In the four labor surplus economies examined, wages in many
sectors of the economy seem to rise with average agricultural output. Since
wage earners are among the lower income groups, if one includes those who work
in agriculture, construction and the informal sector, an increase in average

agricultural product appears to be an effective means for raising the income

of important groups of the poor throughout the economy.
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More broadly, rapid growth of the national product appears to be favorable
for wage earners while a disruption of the wage economy can seriously hurt
workers. In all three instances examined the disruption was due at least in
part to populist measures dasipned to benefit workers. But the wage earners
consistently paid a price, at least in terms of wage income, whenever the
economy was disrupted by such populist and nationalist policies as widespread
and abrupt nationalization, sharp increases in the level and coveraye of the
minimum wage, the rapid expansion of military expenditures and cncouragement
of class conflict. whether the populist and nationalist measurcs, if con-
sistently carried out over a longer period, would have been beneficial to
this group of the poor one cannot say. Nor does this paper examine the
benefits to wage carners from other weasures of these regimes. the expansion
of access to education and health services, land tenure reform, or the
important increase in respect and in self respect which some of these govern-
ment provided. And, of course, there are developrment strategies which differ
from the alternatives examined.

It is not really surprising that in a time of shortage, the managers
(whether public or private), the remaining capitalists, the civil servants
allocating scarce resources, the professionals, the military, and the land
owners were all better able to protect their incomes against deterioration
than the workers. Among the workers, the orvdanized ones fared better than
the unorganized ones in the modern sector, who in turn fared better than
those in the informal sector. But all workers suffered from the deteriora-
tion in the economy in countrics whose clite was drawn from non-working classes

groups. Therefore, at least under the circumstances prevailing in the four



economies, policies which disrupt the economy had a cost for workers, policies
which increased the rate of growth generally bencf:tted them. Rapid growth
then was not an alternative, but a contribution, to greater equity.

If, as suggested, real wages are affected by prowth in part because
wages are influenced by the average product 1n the informal sector and the
strength of the income sharing mechanism in that sector and in agriculture,
then several other policies follow:

- the provision of employment in the commercial, modern sector not only
increases the income of those who obtain the jobs, but also of those who
remain in the informal scctor. The fewer the number in the informal sector,
the higher their average product, thercfore their income and reservation wage.
The effect of labor intensive industry, like the effect of increased agricul-
tural output, 1s therefore felt throughout tne cconomy:

- conversely, if wages in the modern scctor are raised by fiat the bene-
fits to modern sector workers need to be measured against the losses of
other workers, whosc average product and reservation wages will decline if
the result is less modern sector employment;

- any policies which undermine work and income sharing will push more
workers into activities wherc work and income sharing continues, lower the
average product in these activities and, via the reservation wage, lower
wages elsewhere. So a shift from share cropping or harvest sharing to hired

labor can have repercussions in large parts of the econony.
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B. Inflation and Real Wages

Real wages were affected not only by growth, but also by the rate of
inflation. Adjustments in (nominal or) money wages seemed rather consis-
tently to lag behund price changes by about two years, whenever price
changes werc rapid and urneapected.

1. Reasons for the Effect of Intlation on Real lages.

There are a variety of plausible reasons why rapid price increases
can result in a decline in real wages. Neither cmplovers nor employees
can accurately forecast the rate of inflation and 1t is only in conditions
of hyperinflation that woney wages are chanped as frequently as every
month. WNormally, many wage rates are changed only once a year at most.
Then real wages will deciine:

a) in proportion to the rate of inflation if wages are adjusted
retroactively at the end of the year/beginning of the next year, to take
account of the past year's inflation.

b) in proportion to the acceleration in inflation if wages are

raised at the beginning of the year to take account of anticipated infla-
tion, on the assumption that next year's inflation will cqual the past
year's.

liovever, if employers and employees attempt to stabilize real wages
by anticipating inflation, then real wapges should not bhe affected by the
rate of inflation if either (i) they learn from ciperience and predict
accurately (ii) they overshoot or undershoot in a random fashion. {1t is
only if decision mwakers are not ''rational", but stubbornly assume that
the future rate of inflation will be exactly the rate of the past, that
wages would always overshoot (real wages risej when inflation slows down

and undershoot (real wages fall) when it speeds up.
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The picture is further complicated because price data are available only
with a lag, the years for which wage and price series are calculated are not
always the same years, and because wages may be adjusted in the 'middle" of a
wage or price year (ep. wage statistics may be collected for a July 1 to June 30
year, wage adjustments may be made Janudary 1, based on price changes for January
to June of the previous year). It therefore becomes very difficult to specify
a model which accurately tests the various hypotheses. It may also be that
wages are adjusted only to take account of past inflation when the rate of infla-
tion is low, but that a further anticipatory adjustment is built in when inflation
has been high for some time.

Clearly if the rate of inflation is low, it makes little difference which
adjustment mechanism prevails, the effect on real wages will be small. But if
it is high, the losses are significant if one assumes only a retroactive
adjusment.1 With an anticipatory adjustment, the level of inflation does not
matter, only its acceleration does. With a mixture of the two, a low and steady
inflation will hardly affect real wares, a rapid and accelerating one will have
serious effects.

2. Evidence on the Consequences of Inflation

As a matter of fact in Pakistan, where the rate of inflation was very low
2 . . .
for all but three years in the 1970's; the impact of inflation on real wages was
not clearly demonstrated in regression analysis. (see Appendix) HMoreover, the

picture is further complicated because this was also a period when average

1eg: If over a year inflation is a steady 1% a month: if next year's wages are
increased to take account of the first eight months of the increase for which
information is available; then the loss in real wages will be 9%; i.e. wages at
the beginning of the new year will go up from 100 to 108, but prices will go from
112 at the beginning to 125.5 at the end of the year; or a loss of 4% at the
beginning and of 14% at the end.

2The cocfficient of variation of prices was .18: for India, the country with most
stable prices of the other three, it was nearly twice as high at .32.
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agricultural output had dropped and it is obviously difficult to know whether
declining real wages were due to accelerating inflation or declining agricul-
tural production. So statistical tests generally showed inflation as not
significant in affecting real wages.

But for the other three countries, and for Pakistan when less rigorous tests
are uscd, the rate of inflation had a significant nepative effect on real wages.
(Table 3} In India and Bangladesh typically nominal wages rose by only 320-40% as
much as prices in the saue year and even in the second year had only made up
40-70% of the price rise. Indonesia has had extensive experience with rapid infla-
tion. The only long series available, for plantation workers, showed 60-80% of the
price increase made up by nominal wage increases the first year and the remainder
compensiated for in the second year for the all-Indonesian series. But when infla-
tion reaches several hundred percent, even if wages catch up by 70%, the losses in
real terms are still very significant, as the real wage analysis shows. Semi-
annual data are availal,le for the 1973-74 inflation in Indonesia, and they show a
decline in rcal wages over 18 months, with another 18 months of increase required
to bring real wages back where they were in 1972, or a 3 year adjustment process.

If one isolates the relatively short periods of inflation from longer term
trends of growth (or stagnation), one can see that the effect of inflation can be
quite dramatic, in fact brutal for the affected workers. [Even a 5-10% decline in
real wages averaged over a two ycar period, characteristic of the mild inflation
of India, Pakistan and Bangladesh in the mid-1960's, is a blow to a low income
wage earner, especially since some groups suffered a 10-20% decline in a single
year. The drop of 20-30% in real wapes, typical of the more rapid inflation in
Indonesia, Pakistan and Bangladesh in the mid-1970's, was obviously even more ... -.

serious. (see Table 3)
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TABLE 3

SHORT-TERM CHANGES IN REAL WAGES RESULTING FROM INFLATION

Annual Rate

of Price Changes in Real Mages With Relatively
Change-percent Stable Prices { Rapidly Rising Prices
Bangladesh
56/9 to 59/64 lto3 +11% to +14%
61/4 to 64/47 5 to 14 -10% to +7%*
67/71 to 71/75 42 to 49 -32% to -42%
73/5 to 75/7 -9 to -20 +19% to +53%
Indonesia
66/8 to 69/71 9 +86%
72 to 7311-741 53 -18%
741 to 1976 12 +28%
Pakistan
62/4 to 64/6 +18% to +13%
64/66 to 66/68 -5% to -8%
71/3 to 74/6 23 -24% to -9%
India
53/56 to 56/58 12 -4 to -26%
58/60 to 60/62 0 +9 to +16%
64/6 to 66/8 21 -4 to -5%

* Rise in manufacturing

wages, probably as a result of structural change

Note: a) Prices are the average
examined; that is, during the later group of years.

rates of inflation during the period being

b) Wage Changes show the change between the average for the later
period as against the average during the base period. Two or four
years arc averaged for the comparison to reduce the effect of
random, short-term fluctations.

c) The wages shown arc: Bangladesh: Average of three series except
for first period when agriculture and manufacturing only:
Indonesia: Planation wages for all Indonesia. Pakistan: manufac-
turing and textiles.

India: Rural, manufacturing, textiles.

Source: Tables 2-5 in the Appendix.
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These declines occur even when two or three-year averages have been com-
pared to minimize random fluctuations. 1f single year changes are com-
pared, the decline in real wages often increases further. For instance,
from 6% for Indian rural wages for 66/67 to 67/68 to 10° for 1967 to

1968 alone. Inflation in India, Pakistan and Bangladesh in the mid-1960's,
when prices increascd by 10% to 20%, generally produced real wage declines
of 5 - 0% if two year averages are uscd and 10 - 20% if one year compari-
sons are made. The one series for which semi-annual data are available,
the Indonesian plantation wages, shows a drop of 25% in the real wage in
an 18 month period.

During short periods of inflation the compensating factors ave
absent which can soften the effect of longer-term wage deterioration:
more employment, greater access to government services, more opportunity
for secondary and 1llcgal incomes. A 25% decliue in purchasing power
then becomes a very severe blow,

Since Indonesian semi-annual data and the regression analyses suggest
that it takes two to three years befcie wages catch up again with prices
after prices are stabilized, the decline in workers' income can be hoth
quite sever. and quite long.

The effect of a given rate of  nflation is different for the four
countries. For Indonesia a 9% or 12% rate of inflation was accompanied
by a rapid increase in real wages; for Pakistan (and Bangladesh) a similar
7 - 10% rate of inflation was accompanied by a decline. There are two
likely reasons for this differenqe:

(i) It has, of course, been argued earlier in this paper that inflation
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is not the only factor influencing wvages. Changes in average product in
agriculture, for instance, may counteract changes in inflation,

(ii) For Indonesia a 9% rate in the late 1960's represented phenomenal
stability, since previous rates of inflation ranged between 100% and 1,000%
a year. For Pakistan a 7% rate was tripling of the previous experience.
Indonesian employers and erployees had adjusted to, and were expecting,
very rapid price increases. Pakistan's were expecting a much lower rate.
The results arc thercfore quite consistent with the hypothesis that not
only the absolute rate of inflation, but also the change in the rate,
affects recal wages. The complexity of the rclationship between prices
and real wages is one reason why the results are not always statistically
significant. Morcover, some firms, especially if unskilled workers:® wages
are a small part of total cost, can and do protect their workers against
short-term price fluctuations because they wish to keep a stable and con-
tented labor force.

For wage earners as a whole, however, Table 3 makes it clear that
sharp setbacks in income, lasting two to three years, can occur as a result
of rapid increases in the prices of the goods they buy. Some of the two to
three year periods of declining wages have occurred during decades of rapid
growth, and succceded several years when wages were rising quite rapidly,
It is plausible that expectations have been raised during periods of rapid
increase in real wages. If wages then not only stop rising, but actually
fall 5-30%, workers are likely to feel especially disappointed and angry.

Political unrest is a natural consequence of declining real wages. If

a sharp drop in real wages over a year or two occurs during a decade or more
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of rapid economic growth, the resulting political unrest may then be attributed,
incorrectly, to the effects of growth. Sharp economic setbacks as a result

of poor weather or changes in the price of export commodities, are inevitable
in the vulnerable economies of manv less developed countries, even if the
long-term rate of growth is high. Since these setbacks usually result in an
inflationary episode, which lowers real wages, it is not surprising to find
political unrest during periods of rapid economic prowth. It can be caused

by the serious temporary decline in wages, all the more difficult to bear if

it follows on an earlier rapid rise 1in wages.

3. The Consequences for Policy

Most governments and political leaders are painfully aware that increases
in the price of wage goods, principally food grains, will cause political
problems. But the magnitude of the effect has often not been realised.

The data from the four countries suggest that (a) while a low ratc of

price increase does affect real vages, bhecause money wages tend to lap
behind even these price changes, price increases of 0 - 6% generally have
little discernible effect on real wages, but (b) but when prices rise 8 - 20%
or when inflation accelerates in countries where such price rises are normal,
real wages of some large proups can and do decline by 10 to 20% (or more)

in a year or two.

Programs to stabilize the prices of wage goods, through storage or ,/ﬁ
imports or both, therefore can have substantial benefits in stabilizing
real wages and in preventing the hardship and unrest which otherwise occur.
Storage or import programs have sometimes been opposed by economists

because of their cost, but the data for the four countries indicate that
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the alternative may be serious declines in real wages for workers in
industry, agriculture, construction and other activities, as many wages
follow prices only with a considerable lay.

C. The Effect of Minimum Wages, !Mandated Employment and Unions

There is rather little one can say about other factors affecting wages
because their impact was usually of short duration and uncertain magnitude
or because it could not be analyzed with the data available.

1. Minimum Wage Legislation

Some minimum wape legislation was generally on the books in all four
countries, but it was ineffective most of the time because it applied only
to manutacturing firms above a certain size (generally 10 - 20 workers in
South Asia), becausc for long periods of time employers knew there would
be no enforcement action especially for smaller firms, and because the
minimum wage was usually adjusted for inflation only with a lag, so that
the minimum wage was gencrally lower than the actual wage in most enter-
prises where minimurm wage legislation applied.

Since most of thc data used here consist of averages for many firms
and different categories of workers, it is particularly difficult to iden-
tify the cffect of minimum wage legislation. This is certainly one reason
why India shows no effect of minimum wage repulations on the real wage.
Moreover, Indian minimum wages were kept quite low and seem to have had
little effect for most workers. In Indonesia minimum wage legislation was
not effective for much of the period under review and its impact was
probably negligible.

In Pakistan and in Bangladesh, there were several years when a major

increase in the minimum wage was decreed, setting the minimum wage
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substantially above the wage actually paid to the great majority of workers,
and dramatically raising the real wage. The first year when this occurred
was 1969, following the rioting and strikes which began in (West) Pakistan,
spread to East Pakistan (now Bangladesh) and led to the ouster of President
Ayub Khan. In Pakistan therc was another ¢ffective increase in 1972/73,
but subsequent increases were less than the rate of inflation. In both
Pakistan and Bangladesh the impact of minimum wages in the few years when
they were effective is picked up by the statistical regression analysis in
a significant (dummy) variable [or various series of wapes in manufacturing.
It is logical and supportcd by these results, that government is able
to raise real wages for organized scctor workers in large enterpriscs.
What is more surprising is that in the years when minirum wage legislation
was effective, the real wages of some workers outside the organized manu-
facturing sector also rose.1 The erplanations for this are conjectural:
this was a period of labor unrest, of strikes and of demonstrations, when
government was clearly anxious to pacify workers. Lmployers with a rcgular
labor force, not onc hired by the day and changing fron day to day, may
have considered it wise to raise wages rather than face strikes or demon-
strations, and workers may have demanded wage increases, even if minimum
wage legislation did not apply to their firms.

2. The Effect of Minimum Wages and Government Policies on Employment

But the conclusion is clear: government can raise real wages substan-
tially for a large proportion of the organized urban labor force, with

some effect on other workers as well, by a massive increase in the (nominal)

1 . . . . . L. ps

For instance, in Pakistan the minimum wage variable was significant for
the small cold storage unit and constvuction labor, but not for casual
workers.



minimum wage. One consequence is likely to be reduced employment, if managers
are free to reduce their labor force. Obviously, as real wages rise, the
enployment of labor becomes less profitable and fewer workers will be employed.
But there are two factors which work against this effect of increased real
wages. First, many employers may be carning abnormal profits because of a
variety of distortions 1n the economy -- c¢g: an import licensing system that
gives windfalls to thosc awarded licenses; government protection against foreign
or domestic competition for monopoly produccrs; indirect subsidies via cheap
credit. Then there may be no strong pressure to reduce the labor force, even
if wage costs increase, especially if the share of unskilled labor .n total costs
is small. Increased wages may mean only negligible reductions in prufits, and
therefore produce no noticeable decline in employment1 if managers are morc
interested in avoiding trouble than in a small increase in profits. liowever,
while employed workers may not lose their jobs, at least in the short run,
higher real wages will undoubtedly reduce the new employment created.

Second, decreased employment can be prevented, and even increased employ-
ment can be made to accowpany rising real wages, by government fiat. A
government concerned with the income of workers in the organized sector can
increase the number of jobs available to them as wcll as their wajyes, especially
if a substantial proportion of the organized sector is under public ownership
and management. But this is a costly proposition for the economy and the
government, and in fact higher government mandated wages usually meant less

employ: ent.,

———e 4 et et ——— ——

IE.g., onc firm in Indonesia indicated that all labor costs were only 10%
of total costs. Costs of unskilled labor, potentially affected by minimum
wage legislation were probably less than 3% of total costs. A 20% increase
in real wages then would be such a negligible share of total costs that it
did not cause any change in employment foi a firm with ample profits.
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TABLE 4

RELATIONSHIP OF EiIPLOYMENT AND WAGES

Indonesia Pakistan Bangladesh
|
[ i
Changes In ) Changes In , Changes In
Yeurs Wagesl Employment i Years Wages Employment ;| Years ‘ages | Employment
! !
' |
1955- | 1966/68- . 1968/69-
1963 -52% +17% ! 1968/71 +25% -8% | 1969/70 +14% -47%
1963- 1968/71- l
1966 +18% -6.5% v 1972773 +18% -14%
i

H
1966- 1972- '
1972 +66% -19% | 1075 S35%  +17% l
{

!

Hote and Sources: Indonesia: Plantation wages and employment for all
Indonesia from Appendix Tables 4.
Pakistan and Bangladesh: all of manufacturing from
Appendix Tables 3 and 2 for wages: enploynent from
Statistical Yearbooks and Bulletins.

Sharply higher wages imposed by fiat quickly raise costs for rnost
enterprises. The governments did subsidisc public enterprises. But
private firms usually did not receive subsidies and when vages were
increased they had to find some way to shed workers, to lower real
wages or to shut down. Even for public enterprises, constraints on the
budget limited subsidies. ‘hen no further increase 1n subsidies was forth-
coming, public enterprises faced the same alternatives. There is no
inherent reason why governments cannot continue to subsidise more workers
or higher wages than needed by the organized, modern, politically impor-

tant sectors. But in fact, in the countries under review where resources

are severly limited the three governments that actively pursued policies
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designed to benefit workers in the organized sector rather quickly seem to
have found the costs excessive and accepted lower wages or less employment.

3. The Effect of Unions

The effect of trade union activity over time is even more difficult to
trace than the effect of government intervention. Strikes were prohibited
and/or union activity severely curtailed in Bangladesh and Pakistan during
much of the 19G9's, and in Indonesia from the mid-1960's on. At other
times unions werc operative in only some industries and within industries
in only some plants, and even where unions existed they were often ineffe-
tive, especially for the unskilled workers whose wages are primarily under
study. Of course, the changes in wages over time, which are being analysed,
do not pive any indication whether there is a difference in the wages of
unionized and non-unionized workers in the same activity, but there is some
slight evidence for three propositions:

a) Unions may have been quite effective in maintaining or raising
wages in capital intensive units, where labor costs are a small fraction
of total costs, potential labor power is high and workers are more likely
to be organized. The evidence for this contention is impressionistic,
stemming wainly from differences in wages between labor intensive and
capital intensive units observable when individual firms were interviewed
in Pakistan and Indonesia, plus statements by a few managers of such units
that a union was active. While the conclusion is plausible and has been
shown to apply elsewhere, this study rcally provides no significant
evidence for it.

b) Worker power did raise wages in the short term in industry in

several instances. For instance, in Pakistan and Bangladesh the increase
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in real wages in the late 1960's, and in the early 1970's for Pakistan,
was almost certainly affected not only by the minimum wage, but also by
strikes and other forms of workers' action. Workers' actions also were
a major reason for sharp increases in the minimum wage. Since both
occurred in the same¢ years, the separate effects cannot be distinguished.
However, increased wages in these years in some f{ields where the minimum
wage was not effective suggest that workers' action. had an independent
effect and 1t certainly was crucial in pressuring governments to raise
the mininum wage. So the hignly significant variable for government
intervention to raise the minimum wage really represents in large part
the effect of direct and indirect workers' action.

c) Over the long term, wiges declined most 1n the three countries
other than India when workevrs' pressure and political power were greatest,
rose when it was weaker. This apparent paradox stems from the relation-
ship between the rate of cconomic growth and real wages discussed earlier.
Labor power was greatest under governments that were little concerned
with economic efficiency or production, when economies stagnated. Wages
declined, despite labor's strength, because labor power was inadequate
in a labor surplus economy to protcct workers' interests in a situation
of declining per capita resources. Hithout labor power, the negative
effects on real wages might have been even greater. Governments at the
time werc also concerned to solidify and increasc their political support
by increasing the number of workers given jobs in the organized sector,
over which government had extensive control. Whatever resources were
available to pay wages, therefore, had to be shared among a larger number

of workers.
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In these four poor, labor surplus economies, the effectiveness of the normal
economic weapons of trade unions in mixed economies is bound to be limited. It
proved simply inadequate tc obtain for labor a constant absolute wage in circum-
stances wherc the total income of many enterprises was declining and usually had

to be shared among an expanding labor force.

D. The Political Consequences of Changes in the Real Wage

It is difficult to provide convincing evidence on the political consequences
of changes in real wages, because no good index exists of support to government
or conflict with employers 1n these four countries. The usual index of labor
dissatisfaction, the number of days lost in labor disputes, of course, cannot be
used for unorganized workers who do not usually enpage in formal strikes and whose
disputes arc not recorded. Moreover, strikes were illegal for long periods in
three of the f{our countries, so an index of man-days lost is more an indication
of the legal status of strikes and the enforcement of anti-strike legislation
than of worker dissatisfaction.

An index of riots proved impossible to obtain for most countries and their
incidence also depends as much on the effort at supression as on discontent.
Moreover, it is impossible to distinguish riots caused by religious, language,
political or regional disputes from those based on economic grievances. For
instance, riots in Bangladesh increased by more than 50% from 1970 to 1972 and
all crimes by over a third, while real wages dropped by 20-35% and these two facts
were certainly related. But the increase in riots also had something to do with
the ending of martial law, the indepcndence of Bangladesh and so on.

Therefore, the best that can be done is to list the major civil disturbances
that occurred in the four countries and, conversely, those electoral triumphs of
government that secmed to reflect some geniune support, rather than outright mani-
pulation, and compare them with changes in real wages at the time. This is not

very accurate, but it is quite suggestive.
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TABLE 5

POLITICAL EVENTS AND REAL VWAGES

Election confirming Ayub Khan as President

of Pakistan (incl. present Bangladesh)
1964-65.

. Riots leading to ouster of Ayub Khan, 1967/68.
Riots
doubled during this period, from 3,500

(64- 66 compared to 66-63) (N.b.:

to 8,000 or more).

. Riots/elections 1n favor of autonomy

of Bangladesh and ouster of military
regime in Pakistan 1970-71 (66-68
compared to 65-70).

Ouster of Barngladesh Awami League
Government, 1975 (69-71 corpared
to 73-75).

. Election confirming President Ziaur

Rahman as President of Bangladesh,
1978 (74/5 compured to 76/7)
(N.B.: Crimes also decreased by 20%)

. Demonstrations/riots supporting ouster

of Soclarno as President of Indonesia
1966-67 (60-061 conprice to 66-67)

Demonstrations/riots stressing economic
grievances, Indonesia 1973-74
(Plantations 72-I to 72-11/74.1
Public torks 71/72-1 to 72-11/73
Industry 72-73)

. Failure of student demonstrations in

Indonesia to gain wider support,
1977 (74-1 compared to 76).

. Electoral success of Indian Congress

1971 (67/69 to 69/71).

Sources:

(61-53 compared to 63-05).

Appendix Tables 2-5 for real wages.

Changes in

Real Wages

+10%
+ 8%
+14%

Agric.
HManuf.
Manuf.
Agric. -13%
Hanuf. 0
Manuf. - 5%

+11%
+14%
+13%

Agric.
Manuf.
Manuf,

Agric. -37%
Const. -29%
Urban -28%
Manuf. -60%

Agric. +5
Const. +5
Urban +3
Manuf. +4

Plantations

Piantation
Pub. Worls
Industry

Plantation

Rural 0
Industry +7%
Textiles +7%

(Banpladesh)
{Banpladesh)

(Pakistan)

{(Bangladesh)
(Bangladesh)
(Pakistan)

{(Bangladesh)
(Bangladesh)
(Pakistan)

-25%
-25%

-24%
-27%
-28%
-39%
-17%

+28%
+19%

(Indonesia)
(Java)

(Indonesia)
(Java)
(Sumatra)
(Sumatra)
(Indonesia)

(Indonesia)
(Java)
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There was one clear instance where political dissatisfaction occurred
despite economic improvements for wage ecarners, who nevertheless parti-
cipated actively in anti-government action: the riots, demonstrations,
and elections in Pakistan in 1970-71. They resulted in the election of
opposition candidates and contributed to the independence of Bangladesh
in the former Last Pakistan and the ouster of the military regime in the
former llest Pakistan. But in all other political development listed,
increases in real wages preceded and accompanied electoral success, while
declines in wapes accompanied riots and demonstrations. Some of the
elections cited involved government pressures against the opposition, but
to a degree they still reflected popular views and are therefore
mentioned as examples of economic benefits leading to political support
for the government.

In all of the political events cconomic factors were, of course, only
partially responsible. In the 1970-71 riots and election in Pakistan/
Bangladesh, political factors were clearly decisive, but the interaction
of politics and economics miay just be more difficult to disentangle
in other instances. Certainly it would be naive to argue that the ouster
of Soekarno as President of Indonesia was simply or even primarily due to
econonic deterioration. But it is also plausible that the widespread
discontent mobilized by anti-Soeharno groups to press for his ouster, was
strengthened by cconomic deterioration over a decade, of which the 25%
decline in rcal wages over the mid-60's was only the last stage. Almost
certainly a major factor in the riots of late 1973 and January 1974, was
the universal and very steep decline in Indonesian wages, which began in

late 1972 and lasted through early 1974. That it was a temporary
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set-back after a period of substantial improvement may only have increased the
discontent. On the other hand the improvement in the years just hefore the
Indian election of 1971 may have helped the government, although it occurred
in the middle of a period when wages had essentially stagnated for some 15

years. The ouster of Banpladesh's Awami ygggue, the party of independence,
l“v‘,{

4

My . .
was undoubtedly the result of many Eactofﬁﬁm But the reported widespread

O
support for the 1975 coup was probably reigted to the cconomic disaster over

o
“r

which it had presided, reflected in a 40% decline in real wapes in three
years. In contrast, the new government of Ziaur Rahman undoubtedly gained
support from the improved economic situation, reflected in real wage rises
of 20-50%, primarily due to a 45% decline in the rice price.

In short, almost universally, lowcr reial wages seem to have contributed
to political dJifficulties, rising wages to political support.

k. The Combing“gfgggg_gimgggyghj‘jpflggyyljgg{ERheg_Factors on Real lages

and Politics.

Before summarizing and interpreting the conclusions on different
factors affecting wages it is necessary to stress that this paper is apparently
the first attempt to analyze how and why wages change over time in less 3
developed countries. As a result, the analytical framework is still quite
primitive. lloreover the data used to test various hypothescs are not very
reliable. Finally it is probable, as discussed earlier, that non-economic
and non-quantifiable factors affect wages. As a result there is a good deal
of noise in the data. For all these reasons the statistical tests of the
quantifiable factors do not provide unequivocal support for the conclusions

reached. The results are interesting to the extent that they breiak new

ground, but they are clearly not conclusive. The hypotheses tested require
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further elaboration, the data need to be extended for a longer time period,
additional data need to be collected, and the statistical analysis needs to
be refined. DBut some interesting preliminary conclusions emerpe.

The two major factors vhich, it was argued, affect real wages, the
average product in self-employment and especially agriculture, and the rate
and acceleravion of inflation, are both in turn affected by:

- weather

- some other exogenous influences, such as changes in the price of

exports (e.g.: rubber, jute, cotton) and the resulting capacity
to import

- government policies

‘Since both major factors which affect real wapes are influenced by
the same events they sometimes move together and then cause major changes in
wage levels. For instance, when poor weather or government policies reduce
per capita agricultural output this can simultaneously:

- decrease the rate of growth in National Income, with effect on

the profitability of many enterprises and the demand for labor

- reduce the average agricultural product, and thereby the reser-

vation wage (supply price) of agricultural labor

- increase the rate of inflation by reducing the domestic supply of

wage goods

- reduce exports and therefore the capacity to import food-grains

and other wage goods, further contributing to inflation

As a result of all four interrelated factors real wares would drop. In

three of the four countries, one can distinguish periods of several years when

several factors combined to make for declining or rising real wages.
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1. Growth Oriented Development Strategies and Rising Wages.

Indian development Stracegy was relatively consistent over the 20 years
under review, but in the other three countries one can Jistinguish sharp
breaks. In Pakistan (then including what is now Bangladesh) in the 1960's,
and in Indonesia late in the decadec, the emphasis was on rapid growth in
national income. Average agricultural output increased. Prices were stabi-
lized by increased output, by more imports, especially of food, partly
financed by aid, and by conservative fiscal and monetary policies.

In terms of the mechanism sketched earlier, with linited empirical
support, rapid prowth with relatively stable prices resulted in rising real
wages because:

a. The reservation wage of 'surplus' self-employed agricultural labor

increased as the average income from agriculture rose,

b. Similarly, increased demand for inforral sector services, and

lessened pressure on that sector as people found employment in
the forial sector, increased the average product and therefore the
reservation wage of informal sector worlers.

c. More enterprises were profitable and with profit, non-economic

reasons for raising wages increased in force:
(1) Employers' ability to pay higher wages increased.
(ii) Toneir willingness also increascd to pay higher.wages for
non-gconoiiic reasons.
(iii) Employees may have revised upward their definition of a
"fair'' wage and pressed for higher incomes.
d. With greater demand and profits, it also made economic sense for
employers to increase wages to:
(i) increase the supply of work without hiring more workers, to

2t Rivine and €iving corts
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(ii) reduce the chances of labor strife, which had become more
costly.

e. That money or nominal wages tend to lag behind prices mattered
less when prices rose little, and resulted in increased wages when
prices fell. (This refers to the rate of price change).

f. With a slowing in the rate of inflation, an attempt to compensate
for future in®lation will actually raise real wages. (This refers
to a change in the rate of price change).

For moc{ or alil of these reasons, real wages in all the three countries
rose when development strategy was prowth-oriented, despite the governments'
neglect of distributive policies and the undermining of labor power.

Rapid growth can also increase employrent in the high wage, modern
sector -- especially industry. It thereby increases the speed with which
workers could mcve from self-employment, where 'surplus" workers contributed
little or nothing to famly incone, to better paying wage employment. Jith
higher real wages and greater productive employnent, wage earning groups
were clearly hetter off in absolute terms during these periods of rapid
growth than during periods of stapnation or decline in the economy. Since
wane earners include those cmployed in agriculture and in tihe unorganized
sector, they encompass a substantia] proportion of the poor . This rela-
tionship of real wapes with prowth and price stability helps explain why
income distribution does not scem to have necessarily deteriorated during
periods of rapid growth,

2. _Rapid Growth and Stagnant Wages - A Possible Caveat
A warning note ueeds to be sounded about the relationship of a rapid

rate of economic growth and rising real wages. 1In Indonesia real wages may
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have stagnated from 1970 to 1976, despite a very rapid (8%) rate of growth

because:

- growth was concentrated in the capital intensive sectors which provided
few jobs for unskilled workers

- jobs were simultancously lost in traditional industry, transport and
trade, partly because of competition from imports and government
supported capital-intensive industry, and partly as a result of
policies which restricted labor intensive occupations

- work and income sharing policies may have become less powerful
as a result of population pressure, technical change, commer-
cialization and a different political cnvironment

- rapid inflation, concentrated in the prices of wage goods,
reduced real wages between 1972 and 1974 and the subsequent

rise to 1976 only made good the earlier loss.

. . . 1 . .
The Indonesia experience 1s not conclusive, because the period of analysis

is short and greatly affected by an exogenous inflationary spurt that may
have had a temporary cffect on vages. But it does suggest that the
mechanism relating wages and growth described earlier can result in a
situation where stegnant vapes accompany rapid growth, although more
generally rapid growth leads to rising wapes. IHowever, the Indonesian
experience may differ from that of other countries because Indonesia is
more dualistic than the other three and povernment adopted some policies
that strengthened dualism and that may have reduced the averajc product

per worker in the informal sector and thercby the reservation wage.

llt is analysed in more detail in vy "The Effect of Growth and Inflation
Worker's Income" in Essays on the Economy of Indonesia (forthcoming).

on
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But cven in Indonesia rapid growth meant a dramatic increase in real
wages during its initial phase and workers were clearly better off with
growth than with a stagnant economy which resulted in reduced wages.

3. Populist Deveclopment Strategies and Real Wages.

The alternative, populist, strategies persued in Indonesia from the
early 50's to the mid-60's, and in Pakistan and Langladesh from the early
to the mid-70's, ncglected growth but did not recally emphasized income
distribution cither. They were "populist" in the sense that they curtailed
the power of the largest business houses and families, increased the power
of the state and the organized workers, and tried to raise the income
and increase jobs for the latter. They also tried to increase the avai-
lability of education, health and other government services to the great
majority of the population. In all three countries, the central hallmark
of the populist strategies, however, was not a different set of priorities
or policies with respect to economic issues but an emphasis on political
objectives and a neglect, bordering on contempt, for economic objectives
or performance. In India the changes in strategy were always far more
limited. Just as there never was a consistent growth-oriented strategy
in India, so there was not a consistent populist one.

The short-term consequences of the populist strategies in the
other three countries differed. In Pakistan the new government inherited
a quite well functioning, rapidly growing, economy and a relatively
efficient government machinery and initially adopted some effective economic
policies. As a result, agricultural output remained high, prices rose

only moderately, foreign resource inflows accelerated and the economy
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continued to function quite well until 1973/74. (The initial effect of
minimum wage legislation and greater worker power, therefore, was a
further increase in real wapes. But over the longer term the deterio-
ration of the economy, which resulted in part from the stratepy persued,
affected real wares by the mid-1970's. In Indonesia and Bangladesh
with economiecs debilitated by civil war and war, and with a weak govern-
ment machinery, the further decterioration in the economy as a result of
populist policies very quickly reduced real wages.

The reasons for a decline in real wapes 1n stapnating or declining
economies were simply the mirror image of the effects of rapid growth.
a declining average product in agriculture (and other self-cmployment),
high and accelerating inflation, declining profat and demand. Govermment,
by raising the minimum wayze, and workers, by usine their greater poli-
tical and cconomic power, may well have dampencd the effects of
other factors on the wages of a minority of worlers, particularly
the labor aristocracy in large-scale manufacturing enterprises. But
in the three cconomies, these actions could not fully offsct the
pressurc on wages from a deteriorating economny and they never helped
much the great mass of unorganized workers. Real wages for workers
as a whole deteriorated., If government then forced enterprises, especially
public enterprises, to hire more workers 1in the face of declining demand,
the real wapes dropped quite sharply. ''Surplus' workers were in the
process transferred from self-employment to wage crployment, but in
a declining or stagnant economy they remained 'surplus', not

contributing to recal output,



- 45 -

GROWTH, INFLATION AND REAL 'AGES

(Percentage Changes)

Average
Time GNP/GDP  Agricultural
Period Growth Product Prices Wages
Bangladesh 50's 2.1 -1 2.5 0
60's 4.2 0.5 5.3 11
70's -3.9 -7.4 38.6 ~29
Pakistan 50's 3.3 3.1 1.2 4)
60's 6.4 3.4 3.3 10
70's 3 to 2.1* -2.8 15.5 6 to -20*
Indonesia 58-67 2.0 N.A. 190.3 -53
67-75 8.0 N.A. 36.6 47
India 50's 3.6 0.7 5.0 (-26)
60's 3.4 0.5 7.0 0
70's 3.0 -2.6 (5.4) (2)

Notes: a) All figures, except for real wages, are annual rates of change

*b) For Pakistan in the 1970's the 6% increase in wages and 3% in GDP is for
all of the 70's. Deterioration 1n the cconomy began in 74. GDP between
74 and 77 1ncicased by 2.1% according to official figures, but in fact
the rate wus less (sce Appendia).  In these years wages declined by 20%.
c¢) The Tiwe periods are:

Bangladesh: 49/50 - 59/60, 60/61 - 69/70, 71/72 - 74/75 for wages, 70/71
1ncluded also for other columns. Real wages are for agri-
culture; so are prices.

Pakistan : 53/54 - 59/60; 62/63 - 69/70; 70/71 - 75/76.
Indonesia : Years as indicuated.

India : 52/53 - 59/60, 60/61 - 69/70; 70/71 - 72/73. Real wages are
rural except for last year, where increase in textile wages
was (illegitimately) spliced on; therefore, in parentheses.
Prices are rural, again except for last year.

d) Real Wages comparisons are averares for longer periods:

50's - Average for sccond half compared to first half

60's - Average for decade compared to second half 50's

70's - Average compared to 60's

For Indonesia : Averape 58-67 compared to 53-57 and average 69-75 compared
to 58-67.

The figures in parentheses indicate that only 5-6 years' data available,
so may be dealing with random fluctuations,

Source: Tables 1 - 5 in Statistical Appendix.
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The decline in income of the poorer group was less than the decline

in real wages because government sometimes succeeded in temporarily
increasing cmployment and in all cases provided more free services,
especially education. These benefits, however. seem to have been
far outweighted by the losses due to declining wages.

4. The Political Consequences of Economic Setbacks

When real wages declined as a result of a development strategy
which produced stagnation in the economy, the government in power
sooner or later faced political problems in many cases (see Table 5).
But political problems alsc occurred during periods of rapid growth,
when there were temporary episodes of declining real wages as a
result of brief periods of economic deterioration. The temporary
economic declines were Jue to:

a. Bad harvests, resulting in a lower average product in
agriculture, high and accelerating inflation, and lower
growth (profits),

b. Reductions in foreign aid, curtailing the supply of
wage goods and investment goods, thereby increasing
prices and reducing growth.

c. Rapid expansion in the money supply, increasing
inflation.

d. beterioration in the terms of trade, again raising
prices and lowering growth.

e. Deterioration in confidence, with the same effects.

Since these recessionary episode took place during or after a period
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of growth, the political effocts were likely to be especially severe.
Growth and rising real wages had raiscd hopes and cxpectations. When
these secmed to be suddenly and cruclly disappointed, that may be more
difficult to accept than a long period of stagnation or minimal increase
in real wages, which did not raise expectations. The political con-
sequences were compounded if conspicuous consumption continued unabated,
So that wage earners, contrasting their sudden sulfering and disappointad
expectations with the continued affluence of the rich, concluded that
sacrifices were only imposed on then.

This describes the situation in Pakistan, Bangladesh and Indonesia.
By the mid-60's in the first two countries, real wages had been rising
for several years (15 - 30% over the late 50's -- see Table 3) and then
quite abruptly declined (-5 to -15%). The rise in Indonesian wages frenm
the mid-607s to the carly 70's had been even more dramatic (nearly 100%)
as was the fall in 1973/74 (-7 to -50%). It was during these periods of
declining wages, following on a period of significant rise, that political
difficulties occurred in all three countries and led to erroneous con-
clusions about the destabilizinyg effects of rapid growth,

5. Is Growth Necessary and Sufficient?

All of this sounds like an argument for a return to the development
strategies of the 50's and early 60's: emphasizing growth, avoiding gov
government intervention to improve equity, in the expectation that
growth would automatically benefit the poor as well as the rich (later
somewhat pejoratively but appropriately called the "trickle~-down"

approach). That is not the case:
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a. The Four countries under review are different from many other less
developed countries in that they:

(i) Had a relatively egalitarian income distribution with Gini
coefficients around 3 - 3.5 as against 4 - 5 in much of Latin
America. In a more dualistic, less egalitarian society, a
higher proportion of the benefits of growth may accrue to
those within a small, modern enclave.

(ii) Vere heavily agriculture-dependent, so rapid growth of
the economy meant rapid growth of agriculture, which
raised real wages throurhout the economy, probably via
the reservation price.

(iii) Were labor surplus, dooming to failure attempts to raise
incomes of the poor by winimum wage legislation or union
action. Surplus labor means that wages remain low for the
bulk of the labor force cven if they are raised by fiat
for a small, shilled or protected, organized sector,

For countries with different characteristics, the effect of a growth

oriented strategy on wages might well have been quite different.

b. This paper does not really analyze in any depth the effect of
development strategy on growth and equity; the trade off, if any, between
growth and the absolute income of the poor. Only in the first section of
the paper were such issues discussed briefly, and that section does not
explore how particular policies and programs affect growth, income dis-
tribution and the absolute income of the poor. Another paper, in prepara-

tion addresses some of these issues in greater depth.
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¢. Nor does the paper really deal with all possible alternative
strategies. It does not examine the alternatives of rapid growth
versus a somewhat lower growth with a more equitable distribution
of income in an economy efficiently managed to achieve these objec-
tives. In fact, in three of the countries the alternative to rapid
growth was a populism that neglected cfficient economic management
and emphasized political poals. Given the political and social
circumstances of these countries, the actual alternatives scemed
to be (i) high growth with little deliberate intervention to improve
equity, or (ii) low growth, with intervention designed to benefit
the political elite and the elite of the wage earners, plus limited
benefits for the poor through modest land reform and improved
government scrvices.

Given thesc alternatives, the poor who worked for wages were
clearly better off in terms of income with more rapid growth. The
choice between reasonably rapid growth with neglect of equity and
stagnation with almost equal neglect of equity is obviously not a
difficult choice -- if one is concerned only with direct economic
consequences.  The extent to which populist governments gave many
of tae poor hope, dignity, a feeling of participation and power
is, of course, not measured by a study of real wages. Nor is the
trade-off in the minds of the poor majority between these
difficult-to-measure objectives and higher incomes. And, of

course, this study did not address the question whether in these
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. countries the only choice available is between broadly political
and narrowly economic benefits. In a neighboring country, Sri Lanka,
the choice really secems to have been between growth and equity, as
the government intervened effectively to distribute income. But
one conclusion can be drawn: the widespread belief that rapid
growth brings no benefits to the poor majority is not supported
by the evidence the growth-oriented strategies generally raised
real wages, the neglect of cconomic performance lowered them, and
often quite brutally.

But stagnant wages could cocxist with rapid growth if the
pattern of growth required little unskilled labor. ilore impor-
tant, during periods of rapid growth, the inevitable setbacks to
the economy, caused by wecather or other outside factors, also
caused scverc declines in real wages and consequent political
troubles. Therefore 1t apparently is not enouph for a government
to achieve a hiph rate of growth if 1t wants to avoid political
problems. It needs also to pay attention to the labor-intensity
of growth and it nceds to cushion the wage earners against the
inevitable rise in wage goods prices. Finally 1t probably should
be sensitive to the potential for cresting political friction of
continuing conspicuous consumption during periods of declining

or stagnant real wages.
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1. Income Distribution and Growth Rates

Data on incoue distridation are notoxionsiy unreliable. Theras is
‘10 question the: in the Doy countries wnder veview al) lncome distribution
davs are seriously sffected By undercoverage of the richest and poorest

groups in the population, The Tich, afvaid o

>y

*he tax eoilsntor, often
vefuss to answer, and if they do answer, generally give largely fictitirus
flgures . Uic only needs ti compare the use of consumer doubles, especially avto-
mobiles, and the income that ¢his laplies, with reported Inenme to be
eanvinced on “his point. The peovest are undevenuaeraced becnuse surveys
Benexally yos 2 sapic of cesidences and owite thuse with no Fixed

residonre, who siuep under bridges. in dovruays ot oi the street, As

8 xesuic, the avsclute valiability of Income i vib o100 duta Ls low,

Bul ihis is a5 decisive rroblem 1Y one i3z concerned with reiative
dats, inderenumeration wiil aot necessarily changr systematiculiy ovar
time. S¢ a cowparison of Indiua data Ffor 1953/% with indian data for
1958/ is 197 veliab'e than a comparison of Tadian income distribution
3tatistics w.th these for Gersany.  forturate.y chres of the four
countirins shared zhs same atutis.ical system ind had similar szmple
desligns, questionnairves and definitions until 2947, Mo of thase countries
Lad the sawe systen until 1871, Therefore comparisons awong India,
Bangladerk 1-d Pakictan nre woch more veliable than is usval in inter~
country comparisons, ‘

e fourth csuntry, Tndonesia, not only has a different sysiem, but
the only data which iend themselves to incoma distribution nnalyses are
of 13ttle velue for that purpesz. The SUSENAS suxveys scem to exclude
such o lacge share of jincome end vary 5o from year to year in coverage
and definition that it is viry doubtful sny meaningfu? conclusions on

lancome distribution can be drawn. {cf. David Dapice, "Income
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Distribution" in g. F. Papanck, ed. Eszays on the Economy of Indonesia

in the 1970's, waruscript:,  Therefore Indonssian income distribution
data have not iean used in this study. The one data point cited, the
Cini confficicnt #or 1971, shows Inlonesiz as luzs epalitarian than
the other thrce couniries, which seems consistent with observation.
In addition ¢c Gini coefficients of incquaiity over time for the
three South Asian countriss (Tables 1A and 13), the share of the top
5% and bettom 20% in 196 and 1870 is shown (Table 1C), as is the
change in shares in Pakistan durine its period of repid growth (Teble 1D),
Ween these indexss of incose distribution ere corparcd with the
rate of grouth ia the Sour countrics (lable 1EY ticre is po support
for ths belief har Tapiu grouth is aciowpaniel oy a less cgalitarian
income di-trihutien. 1In Fakistan end Banglzdash the .vailabie
Indicutors ali show on improvement in inconz distiribution during the
1960's, ths pervod of repid growth, and a deterioralison in the spotty

data available feor 197177 end 107376 Tespoetively, veriods of deeline

=}

in per capita incene in buih countries, DBuring the bric# period when
the serics overiap (1963/4 o 19€8;7) income distrihution in relatively
rapidly growing Pekistan and Banpladesh dmproved, while in more slowly
growing India income distribution in rurcl areas became less equal,
in urban arsus more tqual. HMoveover, if one Jocks ut chsolute {igures
rather than ai change overiMEs, incowe distribution was mere egalitatiun
in Pakistan and Bangladosh in the 1960's than in India,

None cf these figurss aro very s.prificant, as already mentioned.
Moreover, it i3 nlear that thereare substsatiel fluctustions from yoar

to year, so individuial year comparisons erc 2ven less vseful, Finally

data gonerally arc in noninal, not real terus. Since prices .ndites



Table 14

TRENDS IN IMCOME DISTRIBUTION - INDIA, PAKISTAN, BANGLADESH

1958/59
1959/60
1960/61
1961/62
1963/64
1964/65
1966/67
1967/68
1968/69
1969/70
1970/7i
1971/72
1973774

Sources:

(Gini Coefficients)

1) India 2} Pakistan 3) Bangladesh
Rural Urban Rural Total Rural Urban
.340 .348 .38
314 .357 .38
.321 .350 .38
3i2 387
.297 .360 .339 347 .33 .41
.294 .349 .33 .39
313 342 ) .38
.293 .345
310 .350 .261 326 .27 37
.292 323
.284 315
.293 332
)
1) National Sample Survey data cited by P. K. Bardhan

2)

3)

in T.V. Srinivasan and P, K. Rardhan, Poverty and
Income Distribution in India.

Nasim 1), Sadiq, "Statistics of Income Distribution in
Pakistan" cited by S. Guisingzr and N, Micks
{unpublished),

¥. Alamgir, "Bangladesh: A Case of Below Poverty

Level Equilibrium Trap. Scme Analysis of Nistribution
of Income, Consumption, Saving aud Povaerty in

Bangladesh " .Cangladesh Developacnt’ Studies, Volume 2
No. 4, October, 1974 (Bangladesh Institute of Developmen®
Economics).
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Table 1B

A COMPARISON OF INCOME DISTRIBUTION TRENDS
IR ALL FOUR COUNTRIES
(6in1 Cocficiants: Households)

India Pakistan Banéladesh Indonesti~
1953757 .34

1960 .47

1963/64 .37 .37

1964/65 .42

1966/67 .36 .34

1967768 .48

1968/69 .38

1969/70 .37

1970/71 .36

1971 .46

Source: Sheil Jafn, "Size Distribution of Income,” The World Bank,
1975,

Table iC

TREND IN INCOME SHARES - THREE COUNTRIES

Inccme Shares of India Pakistan Bangladesh
1970 5% 8% 9%
Highest 5% - 1960 27 20% 19%

1970 25% 18% 17%
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Table 1D

TREND IN INCOME SLIARES - PAKISTAN

Top 20% tliddle 40% Bottom 40% Bottom 10%
1863/64 36.5 37.5 26.0 5.8
1966/67 34.6 38.0 27.4 5.5
1968/69 33.0 38.5 28.5 5.7
1969/70 33.5 38.7 27.8 5.7
1970/71 32.5 38.1 29.4 6.4
1971/72 37.0 36.1 26.9 5.7
xgzizée 34.5 37.8 27.7 5.8

Source:Calculated by M. Arif from "Household Income and Expenditure Surveys,'
(Central Statistical Office, Government of Palistan) in M. Arif, “Growth,
Redistribution and Basic Jeeds: A Case Study of Palistan," (Unpublished Ph.D.
Dissertation, Boston University, 1978).

GROWTII IN GNP or GDP - FOUR COUNTRILS
(annual percent change)

Pakistan India Bangladesh Indonesia
1950's 3.3 3.6 2.1
1960's 6.4 3.4 4.2 >8-66 2%

657-75% Q.
1970's 3.0(or 2.1)* 3.0 -3.9 67-75 8%
Sources: Official Statistics, such as Economic Surveys, Statistical Yearbooks,

Stattsvtical Pocketbooks.

Notes: *For Pakistan the official statistics show a 3% rate from 196Y/70 to
1976/77, and 2.1% from 1974/75 to 1976/77, the latter a period of declining
wages. Both fipures are probably overestimates, based on dubious estimates
of growth in "services . Over _he seven-year period as a whole, the two
goods-producing sectors for which reasonably accurate data are available
increased by 0.5% (major crops) and by less than 1% a2 year {"larpe scale
industry), while "services" are shown incrcasing by a unbeliecvable tfigure
of more than 4% a ycar. During the 1974/75 to 1976/77 period the annual
change was only 0.4% for crops and -1.7, for industry with services' again
substantially raising the official growth rate.

A 2% rate of growth has been used throughout as the maximum consistent
with the growth rate of the sectors with reasonably reliable data.

For Indonesia estimates were used sinece National Accounts are not
available for some of the period

Time periods: Pakistan : 53/54 - 59/60; 59/60 - 69/70; 69/70 - 76/77

India : 51/52 - 59/60; 60/61 - 69/70; 70/71 ~ 72/73

Bangladesh: 49/50 - 59/60; 59/60 - 69/70; 71/72 - 74/75
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for different income groups do not move together this can introduce
another source of error. So these trends should not be taken seriously,
but at the very least one can conclude with a verdict of ''not proven"

on the undesirable distributive effects of rapid growth.

2. The Data Base - Real Wages, Prices and Agricultural Output Changes

a) Reliability of Nominal Wages

The wage data were collected from a wide variety of sources, including
some primary data gathering in the case of Pakistan. The erphasis was on
wages of unskilled labor, the lowest income group among wage earners. The
problem of underestimation is much less serious for wages than for income
distribution. The very poor, with no fixed residence, are generally not
wage earners, nor are the very rich. So the two groups that cause the most
problems on income studies are not of importance. The problems of definition,
forgetfulness, and valuation which plague income estimates are also much less
important. (LC.g., for incomes there are such problems as the distinction
between net and gross for the self-employed, estimating the income from
vegetable growing and other minor activities, and how to handle services pro-
vided in kind.)

Still the nominal wage data have some problems. Wages paid in kind are
pretty universally supposed to be included in reported wages, but valuation
presents a problem. And while underrcporting to escape taxation is hardly
a problem, overstatement of wages occurs as cmployers try to reduce tax
liability and to demonstrate compliance with minimum wage legislation.

Structural changes are anu.er problem. For instance “manufacturing"

wages in a rapidly developing country are likely to have a sccular upward
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trend simply bscause:

- workers wages rise in a given job ac they gain experience

- the labor force is likely to be increasingly shilled within a given

industry as more sophisticated technology is used

- more capital intensive industries become a larger share of the sector

To reduce the cffcct of structural changes wage  data used include,’
where possible, separate series by regicns, by industries, and even for a
particular occupation in the same fivm over time.

b) Prices and Averape Apvicultural Product

Of course the deflater used should reflect the prices paid by a parti-
cular group of wage ecainers, hut d:t2 are notr available to follow this
principle in all cases. Howaever. wherever possible indices have been used
for agricultural and irdustrial workers, and ror different regions. Still
some noise is introduced by Iunanpropriate nrice indices.

The zverage agricultural product (AP) variable was generally calculated
by dividing the value added in agriculture by the rural labor force. Data
on the rural labor force arc availabic cnly for census years and intermediate
years had to be interpolated. No significaant erroxs should arise from this
fact.

A serious problem does arise on the agriculture products variahle in the
case of India. The only data 2re for the vhole country. Analyses of real
rural wages by State thercfore have to use a national average. which may
be largely irrelcvant for a particular State. The problem is dealt with
inadequately and very nartially by using not the actual average product,
but a thres year moving everage to capture longer term, country-wide, changes

instead of the vagaries of local weather,



¢) Do Changes in Resl Wages Accurately Peflect Reality?

Despite thase taveats, changes in real wages shown in Tables 2-5 quite
accurately reflect actual annual changes in wape incomes. Except for
structural changes most of the problems discussed, while somewhat reducing
the gccuracy of the results with respect to wage levels, have littie effect
on wage chenpes. Overstatemsnt of the wage bill to cscape taxation for
instance, is Jikely to be by a similar percentage in different years and
therafore does not affect changes in wziges. Fven structural changes do not
affect vear to year changes, aithough they can affecs corparisons of one
decade with another. However, agricultural wage, and those for individual
firms are little affected by structural changss, and even wages for a parti-
cular industiry are not likely to be afiected signiflicantly in the course
of a decadn.

The fact that wages of Jdifferent serics move together within each of the
four countvies increases the confidence in the data. Diffcrent neminal wage
series are compiled by different agencies, are deflated by different price
indices and ure differentially affected by strvctural or compesitional
change, yet move broadly together, (See Tubles 2-5.) Where there 15 a dis-
crepancy for some years, therg usiully is a siwple explanation.

However, while the data apparently quite accurately measure change in
real wages, they are less accurate as measures of weilers' incomes, Wnen
Indoncsian wage data, for instance, show a S0% or even 70% decline in
real wages, this does indicate a drastic decline in both wages and income,
but with several factors mitigating the Income decline:

(i) More employment imposcd by Government can bhe a major cause of lower

wages, but of course also means additional income for some workers.
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BANGLADESH - REAL WAGES, PRICES AND

ACRICULTURAL PRODUCT, 1948-76

e —r——— o o = i = mr———

g
Yoars 1) Prices 2)Per Capita’
a)Agric b)Indus{ Agric.
Product
% Change %Change
1948/49
1949/50 S (e
1950/51 -2 2.9
1951/52 6 -1.9
1952753 2 - 1.4
1553/54 -1 1.4
. 1984785 -8 4 _ L 65
1955/56 4 -9.5
1956/57 11 10.¢
1957/58 9 -6.6
1958/59 5 2122
__1059/60  _-0.6 1 4 12.0
1960/61 ~ 0.3 0.7 |7 o T 7T
1961/62 4 5 2.6
1962/63 3 1 5.7
1963/64 -1 2 6.0
. .1%64/65 16 | 4 | -1.0
1965/66 13 0.9 0
1966/67 13 10 -2.1
1967/68 3 1 6.0
1968/69 2 5 -4.0
_.1969/70 __ -0.7} 3 _| .5
1879/71 -3 2 2477 T
1971/72 43 38 -5.5
1972/73 58 46 -5.8
1973/74 53 39 6.9
1974/75 0 42 46 __ -7
1975/76 -9 ‘"‘

1

l

1

Wapes v enTp iy 2 oo,
3) hgir - Q)Hnnu} S)Censtr-| 6) Urban
culture fact l ustion unskilled
(Daily) ~w-vcoena- (Yearly Joeenovanoaaaas
e S e
(3.2)
3.2 ) _ o L
2.9
2.8
2.6
2.6
22 I R S
2.7
2.3 1,227
27 1,270
2.7 1,CR7 943 1 687
7.8 1,8 | 988 g 1,041
T30 T, 308 1,08 1,036
3. 1,323 (1,125 938
3.2 1,415 ;1,228 1,026
1.5 1471 1,302 1,088
o4 | La7iy 1,208 | 1,074
2.9 1,522 | 4,237 1,000
2.7 1,421 {1,134 1,024
2.8 1,511 11,167 1,056
3.0 1,506 11,121 1,075
3.1 1,820 (1,880 1,079
3.7 T T,038 7 [ 1,129
2.6 832 873
2.2 1,718* 687 656
2.1 742
1.2_~ 1,301% 693_ _%“_ L
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Sources:
bt iaciod

la,

Consumer Price Index for Agricultural Workers from AR.R, Khan (see note 3
below), but changed to 1569=100, 1948/9 is fron S.R, Bose: "Real Ince ne

of Rura) Poor in East Pakistan," The Palistan Developnent Roview, Autumn,
12¢g, - -

Fonsumer Price Index for Industrial Workers in Nareyanpany from Statistical
Bulletins and “tatistical Digest, buc using weights from 1968/9 anily

Expenditura Survey, i.e.: Food znd drink 70.5%, Clothing and Footwear
5.8%, Housang 16.2%, Misccllancous 7.55%.

Output in apricy

riculture dividaeg by populaticn, both from Statistical Bulletins,
Yearbeeks and Diges

St

AR, Khan, "Toverty and Ineguality in Ruarad Bangladesh!, World Loployment
Programme Taternationai Labour Organization, ¥orking Paner WEP 10-5/WP 1,
(also in Poverty and Landizsspess 1n Rural Asis, International Labour Office

1977).  1These dati are From the Dircctorate 67 Agriculturc, unweighted mean
of the 19 Jistricts. 1248742 from S.L. Bose {see note 1 ahove),

Through 1969/70 as reperted by the Directoratre of Labour undzz the Payments
of Wages Act 1956 1n Tverly-Five Years of Pakistan in Statisties, 1672
later {*) data rom Céﬁ?ﬁ3~57rﬁgﬁﬁ?55fﬁffﬁ§°TEUEEZ}TE§~EHH”fHEf§f0re not
strictly campaiabie.

™

> § 6. Nominal wiges from Stavistical Digests of Zast Pakistan and of Bangladesh;

Quarterly Bulietin of Wage Rates in East Pakistan and Quarterly Economic
Indicators of Bangladesh.
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TABLE - 2B

BANGLADESH - REAL WAGES AND PRICES: 1963/77
(in 1969/70 prices)

ars

/64
/65
/66
/67

-

Agric, Agric. Indust. Indust. Real Wapes-Annual Construction
?i;g: S:Z;s gﬁ%&% a)Unskilled b)skilled c)average ;;Z;E
(Daily) (Daily)
72.0 3.4 78.7 1,099 2,065 1,572 4.1
73.1 3.5 82.1 1,088 1,977 1,533 4.4
2.5 3.1 82.9 1,137 1.264 1,530 4.0
93.2 3.2 §1.0 1,167 1,845 1,507 3.8
_____ V2 BQ 923 L0 el LS 87
98.0 3.0 97.0 -1,167~ 1,919 1,542 3.8
97.3 3.0 100.0 1,529 2,132 1,831 3.4
94.7 3.2 102.3 1,603 2,217 1,900 3.5
135.1 2.1 140.9 1,195 1,692 1,443 2.7
LLARL e w83 891 . 1,225 1,088 2.3
326.7 1.7(1.9) 286.3 ) 746 946 84¢ 2.8
463.6 1.7{1.9) 419.1 577 746 662 2.3
320.8 2.5(2.7) 379.9 697 932 £15 2.9
292.6 2.7 350.0 805 1,146 976 3.1

Sources and Notes: Agricultural real wages in parentheses arc simple average

of unskilled and skilled workers. Nominal wage data {rom Bangledesh Bureau
of Statistics “Economic Indicators of Bangladesh" January 1978. The Price
Index for Agricultural Workecrs has 1965=100; for Industrial Workers of
Narayanganj (also used for Construction Workers) 1969/70 = 100. The latter
is also from “Economic Indicators ..." The Index for Agricultural Workers
Was constructed as follows: using the weights ana categories of A.R. Khan,
which are based on the consumption pattcrns of the second lowest ir-ome group
(from the 1963/64 "Quarterly Survey of Current Lconomic Conditions," Pakistan
Central Statistical Office) price daia for 1975/6-1076/7 werc found for 74%
of the commodities used in the index. Their weirhts were incrcased pro-
portionately to obtain 100% and the resulting index used.
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Table 2C

BANGLADESH - PERCENTAGE CHANGES GVER TIME - IN REAL WAGES

Long-term Trends

Urban
Agriculturs Manufacturing Construction Unskilled
+11% +27% +21% 0

1960's/1950'5

/50-59/60 to (56/7-59/60 to

(58/9-59/60 to (58/9-59/60 to

/1-70/1) 60/1-69/70) 60/1-70/1) 60/1-70/1)
1950's 0
(49/50-54/5 to
55/6-59/60)
1970's
(68/9-70/1 to
71/2-73/4) (a) -~26% -12% -29% -30%
(68/9-70/1 to
72/3-74/5 (b) -47% -51% -34%
Sharp Price Changes
Mid 1960's
Prices (annual
rates) +14% +5% 1+5% +5%
Wages (time
periods) -10% +7% -1% +3%
Time period
for wages (61/2-63/4 to 64/5-66/7)

Early 1970's

Prices (annual
rates)

Wages (time
periods)

Time periond
for wages

+49% +42%

-42% ~41%

Mid 197C's

Prices (annual
rates)

Wages (time
periods)

Time period
for wages

-20% -8.7%

+53% +19%

(1967/8-1970/71 to 1971/72-1974/75)

-8.7%

+25%

(1973/4-1974/5 to 1975/76-1976/77)

Sources: Tables 2A for all calculations except Part A for the 1970's series b

and Part B frr ti.e 1970's which are from Table 2B,

Manufacturing

figures for the latter are the average of skilled and unskilled,
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Table 3A
PAKISTAN-MANUFACTURING REAL WAGES. PRICES AND ACGRICULTURAL PRODUCT, 1949-1977

Wages per Year(Rs) Wace Indices (Large Firms)
$ Agric.
Price Product Textile Textile Cotton Flour Foreign-
Year Change Change Mfg Textiles Mill I Mill IT Mill Mill Owned
“(69-70 = 100%
49-50 52.8  N.A. 75.2  66.6 44.2
50-51 54.4  N.A. 77.2  68.3 45.3
51-52 18.6 51.2  N.A. 72.5 64.2 42.6
52-53  11.5 -4.3 45.6  N.A. 64.9 57.5 38,1
53-54 0.0 23.9 | 1451 1465 46.4  N.A. 65.1 57.6 38.2
;A$S 7103 -4.8 | 1476 1549 51.2  N.A. 72.5 S4.2 47.8
53-36 T 18 T0.07T T T T | TXe T NA- 730" 652 — 48 %
56-57 5.0 2.5 1568 1246 69.6  N.A. 69.4 61.5 45.8
57-58 9.5 0.0 1523 1443 64.0  N.A. 64.2 56.8 42.3
58-59  -2.9 4.9 65.6  N.A, 66.0 58.4 62.6
59-60 9.0 -4.7 1499 1418 60.8 68.0 82.4 53.5 57.3
60-61" 27T 2T “58.4  65.7 T 7906 TB1.7 T TR
61-62 2.7 5.0 T 57.6 70.8 78.2 50.7 54.4
62-63 0.0 6.0 1332 1317 56.9 70.4 77.8  50.5 54.1
63-64 6.5 -4.5 1466 1369 70.4  66.7 73.6  80.1 55,4
64-65. 2.4 5.9_| 1588 1472 | 68.0 67.8 8.3 77.3 53,5
65-66 1.2 -4.4 1714 1566 67.2  67.0  84.3 76.4 52.8
66-67  10.6 2.3 1601 1457 60.8 €0.7 76.3  ©9.2 47.9
67-68 1.3 12.5 1564 1359 74.4 58.3 73.3  66.3 46.0
68-69  -3.1 3.0 104.8  62.2 75.6 88.4  109.0
69-70 5.3 _6.9 _} 1931 1795 |100.0  100.0 100.0 100.0 100.0
70-71 T 6 Z10.1 | 2026 1635 1983.6 931 7 94,0 1135 T 936
71-72 8.5 2.0 2217 1841 108.8 97.2 85.2 116.6 115.3
72-73 9.4 1.0 2444 2237 130.4  106.9 77.8 135.2 132.8
73-74  33.6 2.0 | 1942 1754 108.0  80.3 140.4 132.3  118.6
24-75 31,0 _-13.6_| 1522 1747 _ | 91.2 75.4 106.8 112.1 102.8
75-76 3.6 2.2 1627 1723 95.8  ©91.6  103.5 118.0  ©9.4
76-77  18.5 2.2 94.4 77.3 §7.3 114.8 02.1

Sources and Notes: 1969-70 = 100
Price index calculated by Fahim Khan (""A Study of the Causes of Fluctua-
tions of Real Wages in the Labour Surplus Economy of Pakistan'" Unpublished
Ph.D. Dissertation, Boston University, 1978), using price data for the -
three major cities for 11 commoditics and two groups in Statistical
Division, "25 Ycars of Pakistan in Statistics, 1947-72.v

The Agricultural Product change is the Value Added in Agriculture
divided by rural population (inter-censal yecrs interpolated).

Wages for 2ll of manufacturing and textiles from the Census of Manu-
facturing Industries. For 1953/4 to 1959/60 these data had been couputed
by S. Guisinger and M. Irfan. ''Real Wages of Industrial Workers in
Pakistan,"Pakistan Devclopment Review, Winter 1974 for production workers
only. Beyond 1970, Census data were available only for Sind (to 1974) and
Puniab (to 1975/6) Provinces. Inflated to all-Pakistan on basis of earliecr
year ratins. Other two Provinces have little industry, so error is rot
serious. !

Remining data collected from employers for unskilled workers only,
Partly hased on memory, so individual years not reliable and exclude
non-cash benefits.




PAKISTAN - REAL WAGES IN SMALL

Small Manufacturing Firms
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Table 3B

(69-70 = 100)

ar Plastics Salt Ice
19-50

59.51 -
21-52

»2-53

3-54

S
5-56 T T
457 212.7 94.6 99.5
7.58 104.1 87.5 91.9
.-59 107.1 90,0 94.5
960 98.1 824 g7.0
10-61 94.4 79.6 83.7
$1-62 93.0 78.1 82.1
32-63 92,5 77.7 81.7
+3-64 87.7 3.6 77.4
3-65 84.6 71.1 74.7
5-66 857 703 738
5-67 77.8 63.6 66.9
768 72.7 61.1 81.9
$65-00 105.0 94.5 105.0
'9-70 100.0 1000 __ 100.0
10-71 93.7 112.5 03.7
71-72 102.2 110.7 111.1
273 115.6 116.7 135.3
3574 86.9 105.3 131.5
M-S 981 80.2 100.2
'5-76 94,9 86.2 96.9
16-77 85,2 90.9 81.7

Sources and Notes:

See Table 3A.

MANUFACTURING FIRMS AND OTHER ACTIVITIES

Cold Casual Munic,
Storage Labor Constr. Sweepers
62.0 63.4 N.A,
T e T o WAL
59.9 74.2 N.A.
61.0 66.4 N.A.
62.0 66.4 N.A,
. 69.0 74.2 N.A.
T 0 Tsa TaaT
88.3 66.0 71.0 N.&,
81.6 61 72.8 N.A.
93.0 62.0 75.0 N.A,
.2 | 650 __ 756 951
822 |  63.0  73.0 s
88.6 61.0 71.6 90.1
£8.0 1.0 71.2 89.6
90.8 64.0 73.6 102.0
_§Z.6*_4 ‘*92.Q__ .__7119_ ___QS;E_
93.6 61.0 70.2 97.3
84.8 656.0 69.0 88.1
89.6 64.0 71.2 84.¢
105.0 66.0 73.6 87.3
]:(-79_.0 ] 1_(_)2.0___ _2)0._(_)-_ ___100.0
116.2 | 94.0 93.8 93.7
105.6 108.0 110.7 85.1
116.7 132.0 108.9 107.7
117.0 98.0 99.5 96.7
89.2 | ¥85.0 _ B89.2 __ 82.4
iE;ZB B gITO 94.9 85?3—
91.0 68.0 87.3 93.7
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Table 3C

PAKISTAN - PERCENTAGE CHANGES OVER TIME IN REAL WAGES

Textile Small Ice Urban
Manuf. Text. Mill I Factory Casual Constr.

Long-term Trends
1960's/50's
6 6 24 =12 5 4
(53/4-59/60 (49/50-59/60  (56/7-59/60  (19/50-59/60 (49/50-59/60
to ) to to to to
62/3-69/70) 60/1-69/70) 60/1-69/70) 60/1-69/70) 60/1-69/70)
Late 60's/
Early60's 16 11 31 5.5 14 6
(59/60-64/5 to 65/6-69/70)
Early 70's/
late 60's 27 21 36 38 51 34
(65/6-69/70 to 70/71-73/74)
Sharp Price
Changes
Mid 1960's
Prices 7.5 7.5 7.5 7.5 7.5 7.5
Wages -5 -8 0 0 2 -1
Time Period (1964/65-.965/66 to 1966/67-1967/68)
Mid 1970's  (plus deterioration in economy)
Prices 22.7 22.7 17.7 17.7 17.7 17.7
Wages -24 -9 -19 -26 -26 -15
Time Per. (70/1-72/3 (71/2-73/4 to 74/5-76/7)
to
73/4~75/6)

Sources and Notes: Tables 3A and 3B. Wage changes compare averages for several

year periods to average out random fluctuations. Price changes are annual
averages for the period under revicw. (e.g., When the period shown is

1964/65-1965/66 to 1966/67-1967/68 the change in real wages compares the
average real wage for the period 66/7-67/8 with the average for the period
64/5-65/6. The price change shown is the average for 66/7 to 67/8.)
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Tablo 4p

INDONESIA - PLANTATION KEAY, WACES AND PRICES
(Monthly Wages - 1869 Prices)

wrmms e MY Inidome 5 ig g . Jeva _ _____Sumatra
Peal Wapes i
Price Temp Price Temp & Frice Temp §
Chonge & Change Pern Change Perm
Zrar L Perm  Permamens | % Wages % Wages
1951 65.06 74154
5% 5.0 4333
qn 2.5 4647 4507 ) 4167 6.3 5118
S S I I 4669 3564 3.3 2074 5.9 7259
37.2 2896 o35 | e 1653 | 7.0 3822
56 11.9 3116 3176 13,2 2693 6.8 3705
37 4.5 3130 3258 5.0 7594 1.3 5850
58 47,4 2525 2844 41.3 2308 66. 5 2768
B LBE 079 .. 2355 .. 200 L ese | s 2948
&0 26.4 1269 250¢ | 27,64 1ies 26 2793
&1 55,07 1796 2299 34,0 (263 322y 287
52 67,0 524 - - 1540 350 - 200.0 511 -
62 134 u:{ 1292 1671 147,02 1005 103.0 4 2023
A 0 0 e T em ,-139:9,73;8_,":,,--"&ﬁ.-@9;§_hk--_-1 .....
6§ 254.0 . - 265.0 | 270.0 5942 -
a6 BS8.0_. 1626 2216 Peass 20 094.0_) 3237
57 193, 1123 2274 IRELR 2L 227.0 2835
08 161.0 1490 1958 153.9 1082 15¢.0 2607
i 8.l L. Qe . 2407 _ 1., 2 1820 ... AL 3508
79 ih.2 2805 2876 f 12.3 2201 7.0 4221
71 6.6 2718 288 9.2 2130 2.7 4105
72 9.9 2724 2919 0.5 2224 5.2 4173
73 52.7 2342 2663 19.2 1849 1.5 3332
BB 2306 2ase ..o J B v 3111
vl 12.2 2523 2696 16.3 * 7, 3.3 3852
74 1.0 2639 17,7 041 13.5 4575

3gurces: Nominal wage data from Biro Pusat Statistik \Central Statistical Purean,
Indonesia) "Statistik Upah Karyawan Perkebirnan® {Mages Paid on Estates},
Jskarta, yearly,

Deflated by urban foed prices frem G.7. Fapanck and D, Dowsett:
"The Cest of Living, 1938-1473" thorcemi dan Keuangan Indenesia, July
1975, for years through 1973, 87471975 constructed on the same basis
fyam Biro Pusat Statistik "Indikuator Ekonomi," varfous monthly issues,

Wages are for both permanent and termporary workers, except for one
polumq for all of Indonesia which is for permanent workers only,
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Table 4B

INDONESIA - SEMI-ANMUAL WAGE CHANGES FOR PLANTATION WORKERS, 1972-75

(Temporary and Permanent Workers)

1072 I Jan-June
I1 July-Dec

1973 1
11

1974 1
I

FHYE I
I1

1976 1
11

Prices for 197
1

cities

Sumatra
Prices Wages
P
-1.0 4311
12.6 4193
36.0 3665
37.9 3071
13.8 3032
-5.9 3252
G 3345
3 4241
5.2 6961
9.0 4190

All Indonesia Java
Prices Hages Prices VVages
%
2,6 2671 2,8 2077
14,1 2756 15.0 2329
29.0 2264 27.9 1701
22,2 2382 19.4 1965
29.5 2101 17.8 110
1.8 2489 3.4 2156
.3 244 g B.u 2051
9.4 2662 10.3 2117
8.6 2706 9.0 1646
6.0 2671 6.0 2136
mmarn pama ne Talala AA
HQSDJ P LTV ) «aa AU AN *TiVvae
2.3 same as Table 4A; however, not all of thzs same
available fnr 1974.75

. 50 aone discrepancies with Table 4A.
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Table 4C

INDONESIA - REAL WAGES IN INDUSTRY

Monthly wages in 1969 Prices

2) Yearly Wages
in 1973 Prices

Large Scale

ried

Large
& tled

Daily

/Wkly | Mthly | AIl

Man

inthadindhal i e g U

71

72-1
72-11
72-1§11
73-1
73-11
73-1811
75

Text

3,856*

- -

1,919
1,613

5,144

4,916

Large

Unskld
New

Series

Foreign
Firm
Unskld

3,163
4,335

-----------------

P o o - ve -

(3,725) (6,021)
(4,890) (5,847)
4,311 5,938
(5,889) (5,136)
(5,904) (4,664)
5,807 4,904

Large Med

110,300

102,600
100,400
97,600
80,500 27,500

35,000

71,600
69,500
46,000
50,400

33,300
35,000
20,700
20,800

e o - - - - - -

83,700 43,200

84,400 44,000
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Table 4C

Sources and Notes:

1) Monthly wages in 1969 prices for :
a) Daily/weekly paid workers are production workers
b) Monthly paid workers are office workers
c) "All" workers = weighted average of daily/weekly and monthly

workers
d) "Man" = for all of manufacturing

"Text" = textile industry only

* = textile industry both monthly and dailv/werkly paid workers
e) "Large & Medium" = weighted average; total wage bill divided

by total workers

f) Large and medium from BPS, "Industrial Census' in Statistical
Pocketbookh, various years, for 1955-72, From Industrial
Statistics 1975, Survey of Manufacturing Industries (Vol 1),
Central Burcau of Statistics, Indonesia, for 1975.

g) Foreign firm from interview with firm management

h) New series from BPS: data for 69 firms that consistently
reported werc compiled.

Monthly wages were deflated by an urban food price index for
Java, Sumatraz, all Indonesia. The index from G.F. Papanek and
D. Dowsett, Up. Cit.

2) Yearly wages in 1973 praces from Mark il. Pitt, "Alternative Trade
Strategics and Employment: Indonesian Country Study", lMinnesota
University (unpublished draft for NBER study). Original source
of wage data same as in 1) for most years. Others from ‘National
Income 1n Indonesia', BPS and unpublished data from "Statistik
Industry' for 1972 and 1973. However, price deflation
different, explaining differences in overlapping years: used
Jakarta 62 commodity costs of living index linked to Dutch
civil servants index for earlier years, not urban food
prices, as in 1).
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Table 4D
INDONESIA - REAL WAGES FOR PUBLIC WORKS, FARM,

OFFICE AND HOUSEHOLD WORKERS

Office
State Elec. INPRES Workers Household
Public Works Enterprise (Works Prog. (One foreign Servants
Sumatra (Index) Java Daily firm) (Index)
monthly monthly

1950 85
1951 67
1952 81
1953 98
1954 100
72 90
1956 85
1957 80
1958 72
1959 70
1960 TTTTTTTTTTTmTmmmmmmmmmmmeeees 62
1961 82 56
1962 69 34
1963 51 35
1964 80 28
1965 49 -
1966 4,507 100 -
1967 4,864 134 -
1968 1,988 133 24,328 -
1969 2,492 220 23,969 -
1970 2,913 116 26,234 -
1971 3,417 119 27,905 ‘-
1972 1 (3,517)

1972 11 (2,482)

1972 1§11 3,004 126 30,498

1973 1 (2,061)

1973 11 (1,731)

1973 1§11 1,887 114 35,184



-21-

Table 4D

Sources and Notes:

Public Works Labor : Wage data for one Province only, collected
from Public Works Department.

INPRES : Wages for a locally administered public works program.
Planning figures were reported by each Kabupaten (County,
Shire) as expected to be paid. Simple average of
Kabupaten fijures,

Office Workers: Collected from one foreign firm for clerical staff.

State Electricity Enterprise : Wases from Ph.D. thesis draft by
C. Manning of Australian National University.

Prices for all of the above from Papaneck and Dowsctt,
Op. cit

Household Workers: Mark M. Pitt, "Alternative Trade Strategies

and Employment : Indonesian Country Study" Op. cit.using
data from "Almanac Indonesia 1968" and Ngroho
"Indonesian Facts and Figures', both BPS.



Table 4E

INDONESIA - REAL WAGES FOR AGRICULTURAL WORKERS
(Preparing rice fields - hoe labor)

1966-70 1.4
1970-74 1.7
1974-77 1.85

Sources and Notes:

Data collected from six villages on Java by the Rural
Dynamics study of the Agro-Economic Survey, Institute
of Agriculture, Bogor. Preliminary unpublished data in
real terms. Averages for several years used to reduce

random fluctuations. Rice prices used to deflate money
wages,






Y

Paim o1l

Lyeraga/Total

Sources

Estimated Erployment o

n

1955 1a¢3 1560 i97z 1¢7s
Worker per Workers iWorker per lorkers Yorker per llorkers Worker per Worrers Worker per Workarsg
hectare 1000) hectare it0)) hecrare {Q00) hectare (DGG) hectars {C00Y

0.45 265 2.%6 226 G.88 207 0,43 152 | 2,55 225
1.25 82 1.43 92 1.94 92 1.25 72 1.48 g7
8.83 36 ¢.83 31 1.0 36 0.87 28 0.7 29
0.42 ; 21 0.77 55 0.53 37 0.587 48 0.70 81
.24 22 0.31 27 0.33 31 0.26 26 0.22 _4
G.47 367 0.5} 431 0.59 403 0.53 326 0.56 482

and calculations:

Hecteares of producing o
Statistica! Pocketbock

catculated form reportin
Karvawan Perkaobunan," va
hectares of producing nr

IS

rﬁ
S t<

ee EPS "Statistik Upeh,
; totatl number of workeyss
vs per hestare,
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Table 5A (Continued)

INDIAM RURAL REAL WAGES RY STATE, PRICES, AND AGRICULTURAL PRODUCT, 1951-72
(Dalily Waga)

Kerala Madhya Punjab West Bengal
5 Price Wage Price Wage Price Wage Price Wage
Change chango chaage Change

=52
54-55 0.0 2.1 0.0 1.5 0.0 2.3 0.0 3.1
5-56( -6.1 1.8 11.0 1.4 5.8 2.3 3.8 2.6
6-571 11.0 2.0 20.0 1.0 9.8 2.1 17.0 1.7
57-58 4.7 1.7 4.7 1.1 0.0 2.2 15.0 i.7
>8-59 3.4 1.9 ~2.7 1.1 4.9 1.0 -0.9 1.6
59-60 5.3 1.3 -5.6 1.1 0.0 2.0 -3.7 1.7
0-61 2.0 2.0 -0.99 1.2 ~4.7 2.3 -1.9 2.0

62 9.9 2.2 5.9 1.2 -1.9 2.3 -1.0 1.9
£2-03 0.0 2.1 3.7 1.1 1.0 2.5 12.0 1.6
33-04 | 10.0 1.8 11.0 1.0 14.0 2.4 9.9 1.7
64-65 4.4 2.1 12.0 1.1 17.0 2.1 4.9 1.6
85-56 1 -3.4 2.6 4.3 1.1 11.0 1.9 1 18.0 1.7
s0-07 1 11.0 2.5 27.0 0.96 21.0 1.9 42.0 1.3
57-051 16.0 2.6 30.0 0.80 11.0 2.5 17.0 1.2
£6-681 12,0 2.2 -10.0 0.91 G.0 3.0 § -17.0 133
a7 4.2 2.6 6.1 0.90 1.8 3.2 -1.4 1.4
70-71 5.2 2.7 -4. 0.97 -1.3 3.2 4,3 1.4
1-7Z21 -1.0 2.7 5.6 0.99 5.6 3.0 1.8 1.5
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Table 5B

INDIA - MANUFACTURING REAL "AGES AND FRICES, 1951-73

Yenrs Prices Agsgre-  Toxtiles Basic Wood Chem.§ Machinery  lransport
% Change  gate Metal Chem.Prod. Except Eq.ipment
Electiical

HONThLY)  me e L (AnnUal) oo
1/52 0.0 131 1581 2118 964 1345 1480 2074
12/53 0.7 135 1622 2351 1035 1457 1403 2071
3/54  -0.7 145 1610 2426 1101 1502 1568 1882
4/55 -5.1 157 1755 1528 1089 1522 1714 2171

/567 105 T T 150 T 1845 T 2595 085 T 1468 T~ 1992 = - 2198
/57 7.5 144 1752 2079 1048 1497 1638 2080
7/58 4.9 141 1710 Jn27 1055 1648 1686 1973
3/59 4.6 140 1694 1978 1082 1715 1627 1879
/60 3.8 137 1591 1869 1051 1668 1507 1823

W61 " 18 T Taas T i790 2047 1oe9 102 1eaz . 1om1
i/62 2.4 155 1892 2256 1103 1981 1814 2053
2/63 2.9 156 1909 2321 1162 2017 1797 2075
1/64 8.0 151 1814 2222 1179 1905 1704 2056
4/95 11,0 147 L7789 2129 1138 1862 1646 2020

3667 1000 T U148 T 1783 T 2135 132t T922° T 1852 — < 2005 -
5/67 12,0 141 Hrd 2026 1053 1830 1611 1501
7768 8.1 141 1706 1964 1030 1796 1581 1900
V69 0.7 149 1795 2049 1075 1887 1629 2045
/70 1.7 155 1872 2037 1077 1920 1837 2098

/70 3.8 T T T T 1868 T 2026 1122 1908 1850 2070

/72 4.7 1827 2045 1228 1890 1875 2321
/730 12,2 1832 1819 1185 1720 1741 2101

/74 23.4

‘tes and Scurces: 1) Consumer Price Index for Industrial Workers, ot 1964
prices; a weighted average of 50 centers; weipghts derived from the
Family Budget Enquiries ('58-'59), conpiled by the Labour Bureau. See
Indian Labour Journal, Oct., 1268.

2) Wages fron Ministry of Labour, collected under Payments of Wages Act,
1936, and Minimun Wages Acts, 1948,
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Table 5C

INDIA - PEQRCENTAGE CHANGE:S OVER TIME IN REAL WAGES

Rure.l
India |Bihar | Punjab Industry |  Textiles
A. Long-term Trends ‘ | ‘
1960'5/1950"s ass L b oas sy | 7%

' | |
(51/2-53/60 to| (54/5-59/60 to | (51/2-59/60 to  (51/2-59/60 to
60/1-70/1} 69/1-70/1} 69/1-69/70) 66/1-70/1)

! |

1950°s ~25% - - 0% 6%
(51/2 - 54/5 ©n 55/6 - 59/60)

]

4 ——

1970's 3% -10% ¢ -- 4%
(68/5-69/70 to 70/1-71/2) (67/8-€9/70 to
70/1-72/3)

B. Sharp Price Charges
1960's - late
Prices (annua)

P

rates) 20,6% 24.7% 11% 11% 11%
Wages (Time
Periods) ~6% -21% -9% -6% -6%
Time Period (64/5-65/6 to (62/3-64/5 to (61/2-63/4 to 64/5-£6/7)
66/7-67/8) 05/6-67/8)

1970's

Prices(anmal

rates) 2.7%
Hages(Tize

Pariods) €.0%
Time Period (64/5-67/8 to

€8/9-71/2)

Sources: Tables S5A and SB.



Only rarely will the additional woikers for a particular enter-
prise come f{rom the frmily of a cLrrently enployed worker, but

the family income of some houssho'% in the wage enrning group will
be augmented.

(ii) Mére important is the fact that additiopral forced empleoyment
increases the opportunities of all workers for mecnlighting.,  When
therz are more workers than nceded 13 an enterprise, some cun coue
only a few hours each day, others can disappear {or vhole days at

. @ time and all can reduce their efSorts to pursue sccordary jobs
and income.

(iii) The disorganization which lowers enterprise incomes and therefore
wages also increases the cpportunity for diversion Lo private use
of some of the firms' inputs and outnut. Usually the principal
beneficiarics asrc WIANALETS N othel Sen1oY empioyeee, but workers
can bencfit ton,

Additional employmunt, miltiple job hoiding, and illegal income, all
mean that the docline - or rise - in real inzowe of workers can be much
less than the change in raal wage, when the latter chances missively. So
when deciines of 70% are shown in Indonesian real Wernes, the real decline
in wages may have been 50% or 60%, and in income 40%-50%, but it was still
brutal.

3. _The Regression Results on Factors in Real Wape Chanages

For reascns piven earlier therc is 3 goed deal of noirce in the data.
Moreover tho wage formation mochanish undoubetedly differs:
- among the four couniries

- for different wage series in each particular country, especially
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between wages for the organized and the unorganized, or informal
sectors

- for different time periods in each councry

As a result one might expect no significant common patterns across
countries, time periods, and wage series. Substantial uniformity, on the
other hanl supgests quitc powerful forces at wowh.

Differcnces are likely to be especlally zreat with respect to the lags
with which wages respond to changes in causal variables (and, conversely,
but to a lcsser depree, the extent to which vages anticipate eoxpected changes).
Therefore most regrescion cquatioas include tie current as well as a lagged
term for the major varicbles.

The regression analysis is by no means complete. As far a:s can be
determined from a scarch of the literature this effort is the first systen-
atic attempt to rdentily causal variables in real wage chonges over time,
The first step 'ms to dbtan consiitent, rather long-term, series of real wages.
This in 1tself was 2 time consuning 1rocess.  The specification and testing
of two similar, simple, mod=ls was the second step. Undoubtedly more
complex models cun end shotld he tested and more extensive analysec should
be carried out with the present models, but that has to be left to future
work.

a) The Approach and ‘odels

General:zed least squares estimates, with Cochrane-Orcutt technique
to correct for auto-correlaticn were used. Tt was assumed that the problem
of simultanerty was not a serious one in the four countries, that while
prices, average agricultural product and government intcrvention influenced

wages, there was no strong causality in the opposite direction.



The impact of wages on prices is limitcd because the total wage bill
in the econony is a small cne, with a majerity in the labor force self-
employed. Even in the ontevprises using wage laber, vaces are a far swmoller
fraction of valone added thun in developed countries. For instance, the
manufacturing sector is typically 10-20% of GNP and wopes in teat scctor
ere one-thivd of value 2dc2d, so manufacturing wages are cbout 5% of GHP,
Similar estimsies are nut available for other scctors. iloveves, prices in
most sectoss are in any cose Jetermined by vorld prices and comtercial
policy. The cost of tiving index in all four countites 15 dominated by
food grains vhich are novmally tradel by all councries. Tho scoond importoct
element in the cest ~f livipg i5 cloth, 2150 a troaded cusaodity. Changes
in wages may well have an jrairces dmpacy om prices over the lepp torn
for instance, goverarent-mandated hinker 1 zes will cauee 2s increasc in
imports, which will ucually force the povainment to raise thz prices of
imported gcods tn conirol the forzign enchrage dsfizit.  But cost-push
inflarion is not an rvportanc nexus betwren prices and wages in these four
countries,

The average product in agriculture is even less aftected by vages than
are prices. it depends on weather, investment over several years and tho
prices of inputs :nd outputs. Wages play a2 minor role in the determination
even of input prices.

Goverrment wage policies have been effective for only a few years in
only 2 or 3 of the countries and were determined by political factors,

While the rcal wagey (the dependent variable) hove 1ittle anfluence
on the cxplanatory {or independent) variusuvies, the latter are sometimos

interdependenc. A decline in average agricultural product, unless



accempanied by a compensating incrcase in imports or reduction in demand,
will increase the inflation rate. Therefore the independont variables of
agricultural prodoct and yate of infistion are uvndoubtedly correlated
during some pevisds. # aurrel:ition RATrIX Tor cach couaniry indicates the
degree of interdopenderce. Jn fact, except for the sase vurishle in current
end lagged form, the correlation amorg tndependent variables js ricstly
below 0.2, not a high correlatinn for time sories. The nejor exception is
the corrclation between the change in the average prodvct in agriculture
and the chanpe 10 GNP, Sinee agriculeure ceasvitutes 46% or wace to GNP

The fict thar chenge in agricunltuze product

.

this is as cne would expect,

enttory vatiable lands support to the notion

f)

is tho rore significont erp
that it is the 1cservation price of labor, ne! the demand far labor which
influences wagey,

The individusl explanatcory variables cap now be teken up.

b) The Efvect of Prices

On the whele the eifect of prices on wages is clear and significant in
the two ccuntrics thas crperienced substantial inflatien fur a musber of -
years: Fangladesh and Irleiesiz. Over the course of fuo years ncmanal
wages rosc by batween 60% and 30% as roeh a5 the rice in prices. ¥hen ip-
flation zccelerates wagss lasw and conversely when it doceleracas, There
is one sevics for Indonasis vhere the lugged price variable is negative
end significant, & puzzling rcsult; rerhups exploinable by the inclusion
of temporary as well as permanent workers in the analysts. Jt may be that
0 large number of temporary workers were oslensilbily put on the payreil in

Sumatra during the pericd of rapid inflaticu, wath nowinal vages  then

declining as the wage bill rose less rapidly then the number of workers,
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Symbols uscd:

Wl =
RW =
C =
P1 =
PL =
APl =
APl =
AP3 =
Dl =
DL =
GD =
D =
WSL2=
WSLX=
SH =
K =
L

Rate of change in nominal wage

Real wage; i.e.: nominal wage/cost of living

Constant

Rate of Inliation; i.e.: % change in prices

tate of change in the esverage (per capita) product in

agriculture

APl, lazoced by a year
Three-year moving average = AP
Rate of chanoe in (NP

Bl, lagped by 2 year

Goverw.aent intervention Dummy - effective minimum wage

legisliation

State of the cconomy Dummy

Rate of change jn the deviation of the actual wage shars

from its mean
WSLZ, lageed by i year
Rate of change in relavyve price of commodity

Change in cutput of co.oclrty

beforc & symbel means the varieble 3s loggod

Figures inside parentherss are the t-s.atistics of the e
parameters,

stimated



REGRESSIONS WITH! PRICE AS EXPLANATORY VARIABLE

Bangladesh -All W1

1)

3)

4)

Rural
Urban Construction
Urban Unskilled

Manufacturing

India -All W1

5)
6)
7)
8)
9)

10

Rural-aggregate

Rural-Bihar

Rural-Punjab

Manuf-agyreguts

Hanuf-textiles

Manuf-basic netals

Indonesia-Plantatzons;

all werkers-All Wi

11)

13)
14)

15)

All Indonesia
Java

Sumatra
Rubber

Tea

Pakistan.All "1

16)

17)

18)

19

Manufacturing

Textiles

Textile Mill I

Urban Casual

.34,
Tabl-

6

0.01 0.33 0.32
(0.6 ) (3.33) (3.1)
0.01 0.33 0.43
(0.4 ) (2.6 ) (3.06)
0.02 0.16 .39
(1.28) (1.73) (4.17)
0.07 0.6 -0.6 0.62
(3.05) (0.1) (-1.2) (3.6 )
0.00 0.27 0.45
(0.12) (0.9%) (1.57)
-0.02 -0.52 0.99
(-0.3 ) (-0.87) (1.7)
0.02 .15 0.84
(0.47) (0.41) (2.33)
G.03 0.44 -0.003
(2.5) (2.11) (-0.001)
0 04 0.32 0.07
(3.31) (1.64) (1.37)
G.007 0.7% -0.27
(0.28) (2.5 ) (-0.89)
~0.02 0.71 3.30
(-0.62) (25.¢.) (9.62)
0.05 0.72 -0.09
(0.35) (10.49)  (-3.91;
0.08 0.61 -2.01
(1.03) (16.49) (-1.01)
-0.004 0.70 .10
(-0.15  (26.76) (2.89)
0.13 0.71 0.01
(0.723 (5.12) (2.11)
2
c Py P, R
12.2 -0.27 0.08
(.39) (-1.14)
5.69 0.52 0.20
(1.6) (1.73)
11.4 -0.06 0.002
(2.77  (-0.19
4 4) 0.54 n.a1

APp R

bt

0.84
0.72
0.69

0.87

0.23

0.36

0.40
0.32

0.41

0.99
G.91
0.96
0.98
0.63
F D¥
1. 1.9
2.1
1.6

0.04

7.7R 1P






c) The Effect of Average Agricultural Product

The elfect of tho wverage arricuiturcsl product on real wages is soma-
vhat less clearcut than that of prices  For Indonesia it wos not readily
possible to include this varizble in the analysis becouse nationnl income
accounts were not coupiled for many yarrs,

They are avzilable since 1956 and {ir eariier periads there are scries
on the production ot major comrsdities like rice. The possible c¢rror is
likely to bo ~upecially poeat in the early yeers, but the in“ormation avail-
able sugpests that per copita apricultu-al product, at best stagnated from
the ecarly 1980%'s vo the nil-1940's and vose thercafter. Thooe tuo time
spans were pericds eof detariovation ¢nd improvenmmt in the econory oo a
whole. Vlor the Indenes:en reprassions in Tebie 8 a dummy variable
distinguishing these tvo periods is penernily significent. Ths provides
indirect support for the hyputhesis that the averaze product in agricultu%e
does influeacc real wages.

For Bangladesh and India ah -t hal: the vogres:iouns Lave the average
product in agriculture as a significart varizhle with the Tight sipn.
Generally it is the lagged, not the current variable which is significant.
This is as one would caprct, since the nechoniswm hrough ubich the average
product in agricuiture (AP) is expected to offect wnres 15 one that woul i
take tine. That is, AP changes tho veservation yrice of workers self-
employed in agriculturce, this affccts the rate of migration to urban areas

as well as the willingness to toke wage lubor in the rural areas. A3 the

supply of wage labor at the preveiling wage is increased or diminished, the



Tabla 7

Regressions with Average Agricvltural Product
(and Prices) as Explaenatory Variables.

2
C P1 PL AP1 APL R
Bangladesh - All Wl
30) Rural 0.02 0.35 0.3 0.14 0.06 0.86
(1.22) (2.9) (2.41) (1.05) (0.4)
21) Urban 0.01 0.45 0.39 0.34 0.46 0.79
Censtruction (0.6 ) (3.3) {3.02 (1.41) (i.9)
22) Urban Unskilled 0.01 0.8 0.41 -0.1% 0.29 0.73
(1.07) (1.61) (4.12) (-0.8) (1.31)
23) Manufacturing 0.07 0.6 -0.6 0.62 6./3 0.87
(3.05) (n.1) (-1.2) (3.6) (4.4 )
India - A1 Wl
24) Rural - Qo 0.4 0.12 0.67 0.27 0.29
aggregate (-0.04) (1.25) (1.4%) {v.32) (1.2 )
¥ p:
A”s AP3L
25) Rural-Bipar -0.0% ~2,78 4,20 -3.1% 3.21 0.50
(-0.3) (-1.8 ) (2.6) (-1.89) (2.03)
26) Rural-Punjab 0.01 ~0.324 1.62 -0.63 0.83 0.54
(¢.08) (-0.53) (2.45) (-1.12) (1.32)
AP1 APL
27) Manufacturing- 0.03 0.39 0.02 -0.06 0.74 0.67
aggregate (3.71) (2,32) {(0.13) (-0.3) {(3.03)
28) Manufacturing- 0.04 n,79 .11 ~0.29 0.48 0.45
textiles (3.6 ) (1.54) (0.61) (-1.2 ) (1.8%)
29) Manufacturing- 0.003 0.73 ~0.21 0.12 0.84 0.56
basic metals (0.16) (2.63) (-0.76) (0.29) (2.1%)



Pakistan - A1l LRY

30} Manufacturing  -9.56
(-2.60)

31) Textiles ~-8.90
(-5.79)

32) Textile Mill I -27.~
(-5.19)

33) Urban Cagsual 21.9

34) Cold Storage «6.8

LAP3

(11,

.55
.83)

.61
.27)

.90
. 20)

~35-

Table 7 cont.

R2

0.74

D.lf.

1,73

2.0

1.7

2.0

2.3

30.4

43.1

60.6

100.8

45.3









d) Why does Average Agricultural Product Affect Wages

The mechanism by which agricultural product affects real vages needs to
be clearly specified, although to a large extent the model here presented
rests on unproven hypotheses. It is, however, Jderived from standard labor
surplus, dual economy and migration theorics, with some major modifications.

These theories all postulate a scctor where the narginal product
(MP) is less than the income kor wage). The assumption here is that this
situation holds true in self-employment and 1n some wage enploymend,
particularly in agriculture. A major group ior which thi« phenuvnienon exists
are family workers on family-owned farms. The total oumput f these family
farms is shured among family members, it is assumed,even 1f no* all acmhers
of the family are needed to produce the output, That 1s, while the (2
is low, or even zero, the family mambe=n' income 15 equal to the average
product (AP). They will then not accept wage cmpioyment unless the wage
income, adjustcd for differerces in the crst of 12viag and 1n attractiveness
of living conditions, 2s at lcact cquael tn the yncome from participation
in work on the family farm, that 15 ity average product. When the AP rises
or falls, the reservation price of part of labor force also changes: the
part whose alteinative is work on the family farm,

This is the standard mechanicm described by W. Arthur Lewis. But it
has been argued, 1f the famil, 15 in;ome miximizing it should send family
members into wage employment os long as the wage is haigher than the
marginal product. As a rcsu;t the family's ircome would increase by the
difference between the wage and the marginal product on the rawily farm,

|
The family member in wage employment, however, would need to receive from

his family the difference between the wage and the average product on the
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famiiy farm, to equal his previcus income. But the family may be unwilling
to transfer this amount to the wage earner because there is no ready
mechanism for such transfer, ond/or because it is not customary to support
someonc who has left the houschold, and/or because the departure for vage
employment decreases leisure and/or because it is considered inapprop iate
for family mewbers to take wage cmployment. If family members do not
receive any share from the farm if they take up wage employment, then the
average, not the marginal, product will determine the reservation price

of family labor on those family farms.

The seme wechanism can also wvork in other family cntcrprises; particularly
in the rural arecas. For instance, fmiilies who own a small retail shop may
support more family members than necded to do the work.

But, and this is not part of the standard two-sector model, there are
two other groups in the lahor force whose reservation price may also change
over time, because they receive the average, not the marginal, product. First

there are t'ie (poor) self-employed in the urban (or rural) informil sectort
the shoe shiners, bicycle richshaw pullers, sidewallk vendors, scavengers,

hY
prostitutes, lottery ticket scllers, stall keepers and other petty
traders, barbers, cobBJers and some other service workers, and so on. In
Iabor surplus cconomics theve are too many of them. That is, some coild
go into wageNemployment at litiic or no loss in convenience and no increase
in cost to thosc who purchase their goods or services. Their MP may
be zero or close to it. But a work and income sharing syst¢n assures
that their income approximates the average product, not the marginal product.
When another bicycle rikshaw ﬁullcr is added to the twenty who besiege

i

any potential customer emerging from a restaurant or shop, everyone's

income drops because the totul work and inceme is divided among a larger
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group. In a neo-classical world the price should decline as competition
8ssures equality with a lower MP. The consumer is better off due to the
lower price and greater supply. In the real, labor surplus, werld, the
a;sumption is that the price will not drep, as additional workers are
absorbed. The price for the scrvice renains unchanged and the total income
géhcratcd is divided among the larger group. Price stability is due to
one or more of the following mechanisms:
- an association of owners of the equipnent used (bicycle rikshaws)
- &n informal organization 0& the workers, who come from the same region
or group of villages and who agree on a—brice

- the threat of retaliation against anyonc lowering the price
- an understandingon the part of all participants in a particular labor
labor market that they (1) can expect only 2 limited zmount of work
(ii) nced to charge a particular price for a subsistence income, given
the expected work, (iii) canaot iower the price to attract more customers,
because competitors will umediately follow suit and everyone will be
worse oft, cspecially since total demand will not increase much. Work
is now going on to provide more evidence on possible mechanisms for
work and income sharing. But in some activities price competition scems

J to be definitely absent, at least in Bangladesh, among the informal sector
sclf-employed.

The other group who may receive closer to tﬁcir average, than their
marginal, product arc those whose income is fixed according to traditional
Tules, particularly workers in agriculturc. More workers may be used than
needed to carry out a particdlar task, because cveryone, at lcast from a

certain group, is allowed to Participate in the harvest or because of

: Lo .
traditional patron-client relations. If the resulting output 1s szhared
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among all who participate in the work, or if tiere is.a traditional
compensation for the work, regardless of actual effort, then the compens
sation can exceed MP, The outstanding example is the Indonesian rice
harvest. A pre-determined share of the harvest goes to all who participate
and, at least at some time and in some areas, anyone who wanted to could
participzte. The MP may actually be negative, as hundreds of people
jockeying for position on an acre of land, trample some of the grain

yet everyone gets one-eizhth or one-tenth of the harvest that person has
krought in.

In borh groups - whether work and inceme sharing is determinced by a
patron or by a group - additional pecple perticipating in the activity
increase the leisure, but reduce the income of all other participants.
But if leisure is already great it may have little or no value. Any
reduction in the labor force 1p this activity thern has little or no
social opportunity cost - it does not rcduce the convenience of consumers,
and does not decreasc utility by decressing wanted leisure.

*  These two groups share the characteristic of family labor that
they receive close to' their average product as compensation, and that
their income or wage thercfore exceeds their warginal product. Including
theg in the analysis mecans thot one needs to pay attention not only to
the rescrvation price of potential wage labor whosc opportunity
cost is work and income sharing on the family farm, (or small enterprisé]
but also those whose opportunity cost is given by self-employment in the
ipformal sector (urban and rural) and those where it is given by work for

1

others, but compensntion is not set strictly by profit maximizing criteria,
’
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As’ 8 result, wages may fall even if the average product in agriculture
rises because at the same time the earning opportunities of these
other groups decline. (For instance, because bicycle rickshows are
banned from the cities, or participsation in the harve.t is limited.)

The other way in which the mechanism describad deviates from the Fei-
Ranis woael is in the assumption that wages will rise as scon as the average
product in self-employment and incomo sharing rises. The Fei-Ranis conclusion
is thnt wrees rise ondy when the MP in asriculture excecds the wage. That
1s pecaust oy massume that agricultural workers are empleysd by landlords
who pi;  ..aditional wage, hipher tham the marzinal product, for non-
economic reasons. As workers are withdraen from agviculture, the surplus
of the landlords rices, as output rerains unciraged (MP=0), bur the wage
bill declines. There is then no reason for the landlords to raise the
wage,until enough workers have been withdrown so the marginal product
equals the (traditional) wage. With the 2gricuitural wage vnchanged,
the rescrvation price eof agricultural labor is wunchanged and therefore
the urban wage remains unchanged until the marginal product in agriculture
equals the wage. The problem with this pzyt of the Fei-Ranis modol is
to . explain why landlords should pay » wage tc their workers .hich exceeds
their margina) product. This is especially difficult sinco once any
significant number of landlords pay a lower wage, equal to the marginal
product, their costs would decline end there would be pressure on others
to do the same in order not to lose in the competitive struggle. So
Eei-Ranis have to assume that practically all landlords pay a traditional
real wage higher than the marginal product and raise the nominal wage to

keep it in line with price rises. This seems an implausible assumption.
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Herc on the contrary, it is assumed that the reasons for an incone
equal to the AP not M are three: sharing among family members, particularly of
the outputrfrom family owned land; participation in output on (traditional)
share basis;and work and income sharing in the informal sector by open
or tacit collusion to avoid price competition. Under these circumstances
the average product, rather than tradition, determines the income and with
it, the reservation price. 7The reservation price can risc either because
productivity and iotal output in a particular activity increased more
rapidly than the number of workers (eg: because of technological change)
or becausc the number of people whe share in the output of that activity
decreases, «r both. Sc rcal wages can rise if the AP rises, even if the
MP remains beltow the income, and even if it remains zero. Conversely,
real wages can fal] because total ocutput declines, the number sharing in
the output inecreases,or because the mechani<ms for work and income sharing
is weakened. Tor instance, as the pressure of population on income and
resources ancreases, [amilies that had very little land to begin with may
lose control over that land and be pushed into other activities, or nay no
longer be willing to share income and work with more distant relatives and
push them out, even as per capita output in agriculture rises. For
similar rcasons, sharing in the harvest work and income may be restricted
as ‘morc and more pcople want to participate and the marginal product turns
from positive to negative or an incrcasing commercialization weakens
traditional pressures for sharing. In the informal sector the sanction;
against price competition can become less effective as the labor mariet

becomes larger, or less sepmented.
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e) Re-interpreting the Average Product Data

With the more complex model or sct of hypotheses of the relationship
between per capita agricultural output and real wages, sketched above, it
is not surprising that there is no single, clear, statistical corrclntinn~\
between the two. The actual developnents can be interpreted in terms of
this more complex médcl.

In Indonesia, the stagnation of real wages from 1970 to 1975, despite'
a.continuing increase in AP in agriculture, can be interpreted as due to
the simultancous: (i) declire in work a&d income sharing for labor in
agriculture, due primarily to increasing commercialization; (ii) the decline
in share cropping which also can provide a share in the average product
rather than the marginal Froduct; (iii) declining average income with increased
numbers in typical work and income sharing activities in trade znd transport
as the labor force increased far more repidly than the modern sector jobs;
anq_(iv) government policies which reduced the total income in some important
activities where income and work are shared (sidewalk venders and bicycle
rigkshaw pullers). As a result, the income, and therefore the reservation
pg%cg of labor, decrecased ia these activit;es, compensating for the increasing
reservation price of family agricultural labor, as the average agricultural
pFQduct'increased. |

In Bangladesh, the lack of security in rural areas in the early 1970's
pushed large numbers into the cities. In the rural areas they may have

shared in output under family and traditional arrangcments, in the cities

they lowered the average product and income in the petty trading, service,
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transport and construction activities which were opcn to then and where
the marginral product may already have been at zero or close to it. This
may have contributed to the decline of S0% in real wages although per
capita agricultural product declined only 40%.

While these data and their interpretation do not provide strong
support for the model sketched earlier they are, at least, not inconsistent
with it. And the more complex set of hypotheses at least provides a
plausible cxplanation for the corrclation between AP in agriculture and

real wages in some cases, but not in others.
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f) The Effects of Economic Growth sr Derand on Real Wages

If the hypotheses, stated earlier are correct, that all four econosies
are labor surplus but that resl wages are influenced by the reservation
price of labor, then changes in demand for labor could affect the real wase in
two ways: (i) as the dewand for lsbor in the modern seciors increases, workers
with a higher reservation price will have to be enticed frow salf-employment
requiring a higher wage (ii) as employers respond to hat they consider &
temporary increcse in demand by raising wages, not by employing more workers,

(i) It has becn suggested that the reservation price for 1sbor is largely,
but not wholly given by the average precduct in activities outsiae the comuer-
cial, wage paying scctor, mostly self-employment. The average product 1in
different seif-cmployment (or wage cwpleyient) activitles is unlikely to be
uniform, even if the merginal product is close to zero in wony activities., A
merber of a land-owning femily may have a far higher average product and
income than one whose income is dependent on a client reclatiomship with a
landlord which 2llows him to obtain a harvest share. That income in turn
may be much higher than that of the really petty trader, who buys a package
of cigarettes and sells individual cigarettes, who in turn has moro than the
scavenger The labor markets are highly segoented, with movement determingd
or inhibited by control of assets, aicess to credit and personal reclationships.

If there are different AP, therefore different incones, thercfore different
reservation prices, the labor supply curve is not likely to be horizontal. It
Bay, however, be highly elastic, because there are a iarge number of persons
whose income is close to subsistence, sz defined in that society, who would

[

eagorly accept work at a wage egual to, or cven slightly below, their current

r

income, if regular ecmployment is offered. If the labor supply is not horizontal

-+

then an increase in labor demand, because of more rapid growth will raise wages.

sy

But if the supply of labor is quite elastic then it may be difficult to measure
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this effect since no good proxies cxist for shift in the demand curve.

(ii) If some emplojers of regular (not casual) labor believe thut any
increase in the derand for their product is a temporary one they may, because
of hiring and firing costs, decide not to increasc their labor force to mect
this demand. Instead of moviag along a very elastic, long term supply
curve for labor, by hiring pew workers near the prevailing wage, they move
glong the quite inelastic short-term supply curve, paying their own labor
force more to induce them to work overtime. However, only a limited number
of firms are likely to behave this way during any period and their effect on
the average wage may ;sually be quite limited.

With the long-ternm supply of labor highly elastic and only a few firms
moving along the short-term sup;ly curve, a change in demand for Jabor then
should have a snall, but perceptible, effect on real wages. Rcal wages then
should be little affected by changes in ti.e National Income or National
Product, which will influence the demand {or labor, evcepu te the extent that
GNP/GDP changes reflect changes in the average product in agriculture, if the
Jatter influences the reservation price of labor. Indecd, when the indepen-
dent effect of AP in agriculture has boen taken into account 4as a separate
Y;riable, then changes in GNP, or GNP lazged by a year, have a significant
effect on wages in only one regression out‘of 7. (Table 9) Since changes in
GNP and AP are substantially corrclated (see table 13) it is not surprising
that the addition of the GNP variable somewhat reduces the significance of the
Al variable. (see Table 7 vs. Table 9). Still AP is more significant than
GNP in explaining changes in the wages, lending slight support to the argument
that it is the rescivation price of labor, not the demand for labor which is
®ore important in determining wages. .

As alrcady noted, for Indonesia, neither GNP nor AP data were available

for most years. A dummy variable was uscd to distinguish the period of stagnant

or declining per capita GNP and AP (early 1950's to mid-1960's) from the period
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Table 9

REGRESSIONS WITH NATIONAL PRODUCT AND GOVERNMENT
INTERVENTION AS EXPLAWATORY VARIABLES

Pl PL

Banglodesh - all Wl
35) Rural 0.05 0.22 0

(r.5y (1.5) (2
36) Urban 0.02 -0.07 O
construction (0.6) (-0.3 (3
37) Urban unskilled 0.02 -0.03 0

(1.0) (0.3) (2
38) Manufactriirg 0.05 ¢ 1 -0,

(1.3 (= (-1
India - 2!l ¥l
39) Manur. - 0.01 0.45 0
aggrepate 0.7y (2.1) (0
40) Manuf. - 0.05 0.15 0
textiles (3.2) (0.8) (1
41) Manuf. - .00 0.76 -0.
basic metals (0.4) (2.2) (-0.
Note: Indc~2~:. See table 8

i

.8)

.2

.34
7

.57
.7

.06)

.15
.0)

24

8)

APl

APL Dl

0.
(1.

06 1
.5) (2.

72 0.
3 (1

.79 0.
5) (1

.73 01
.0) (-0.

.83 -0.
.6)(-0

Kite of change in GNP; DL = D1 lagged by one

D1 =
GD = significant change in minimum wage

DL GD
27 -0.88
3) (-1.2)
.79 -1.50
2) (-1.6)
82 -0.77
.2) (-0.8)
.50 -1.04 0.
7)Y (-1.6) (4
31 0.15 0.
.4)  (0.7) (0
55 =014 20
3} (-n.6) (3
02 0.13 -0.
7)Y (0.4) (-0.

year;

21

.8)

01

.4)

.04
.4)

03
8)

R2

0.88

0.86

0.76

0.92

0.73

0.68

0.60
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°f rapld growth after the mid-1960's. It proved to be highly significant as
one would expect, since the dunsy incorporates both cxplanatory variables.
With tho rising agricultural product the reservation price of labor would
increusc. Morcover the very rapid growth in GNP of the latter period should
causc it substantial nunber of firms to operate on the short-run labor supply
cuch, glven the special difficulties, imposed by law and tradition in
Indoncnla, of dismissing workers. }

for Pakistan a specific attempt was made to distinguish the movement along
the (assumed ncar-) horizontal long term supply curve of labor from movement
along the steeply positively sloping short term curve. It was assumed that when
prices for a commodity rise that erwployers will regard this as a short-term
phenomcnor and will attempt to obtain nore output from their alreody cmployed
workers, by paying higher (overtime) wages i.e. moving along the short term
supply curve. On the other hand, if outpuc increases employess were assumed to
consider this theresult of a long-termincresse in demand, resulting in the employ-
ment cf more worlers siear the existing wage i.e. a movement along the long-term
supply curve. There are no good 2 priori grounds for these hypotheses; the two
explanatory variables should be, and were in fact, clesely related. That is,
when prices risc because of an increase in demand and cmployers pay overtime,
this is presumably to obtéin an increase in output, so output should also rise.
Conversely, if demand increases are first reflected in output, not price rises,
for instancec when capacity is put to work, one might expect initial output

incrcusces to be achieved by over-time pay to avoid hiring and firing costs.

In the tuo cases where relative pricc-énd change in output data were avalil-
ablé - for all of manufacturing and textilqs - these two independent variables were
closely corrclated. (for textiles the correlation coefficignt was 0.80). When
these very poor proxies for movement along the long and short run supply curve were

used, there were no significant results for all of manufacturing, perhaps due
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to aggregation and structural problems in dealing with such a heterogencous
sector. (Table.10) Howcver for the teytile industry, when the relative price rose,

real wages rosc also (movement along the short runsupply curve), but when output

increased then real wages declined. The positive cffect on real wnages of &
‘relative price rise provides some evidence in support of the hypothesis that
increased demand can cause increased wages, as firms move along the short-term
labor supply curve. The nepative correlation of real wages with output is
wore difficult to explain. Even with a horizomial long-term supply curve of
labor, wages should not decline as more workers are hired to increase output,
A plausible explanation would be that increased output reflected to some
extent the inttial operation of new plants, peying lower wages to apprentices,
while declines in output reflected shutdowns by older mills, paying higher
wages because of seniority. In any casc, given the inadequacey of the underlying
model as explanation, these results for Pakistan cannot be given too much
weight.

In short, two more plausible reasons have been advanced why the rate

of growth and changes in recal wages could be related, in addition to the argu-

*

mont that rapid growth-increases the reservation price of lator. First there

is the possibility that the longer term supply curve of labor is not horizontal
but positively sloped although highly elastic. Then with an increase in

demand for labor, (a shift in the demand curve), as a result of rapid growth, real
wages wil rise as a result of movement along the long-term sup ly curve. Second, .
that more rapid growth induces many firms to move along an inelastic short term
supply curve, paying overtime rather than hiring more workers. Rapid yrowth,
prodicing an upward shift in the labor suﬁply curve, plus greater shifts along
botl long and short run supply curves, weuld then produce a sigrificant increase

in real wages, unless counteracted by a decline ir work and income sharing.
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Table 10

REGRESSIONS WITH RELATIVE COMMODITY PRICES

CHANGE IN QUTPUT AND MININUM WAGE AS EXPLANATORY VARIABLES - PAKISTAN

C. LAP3 SH K GD R2 DW B
Manufacturing
42, Price -8.0 2.2 0.02 % 0.09 0.77 11.9
cthange (-1.7)  (2.6) (0.4 (1.8)
43, Cusput -9.0 2.4 0.16 0.07 0.78 12.7
€hange (-1.8) (2.7) (0.8 (1.3 o
Text.’ les
44. Price -8.9 1.9 0.63 0.05 0.92 1.3 39.5
crange (-5.4) (6.1) (3.7) (1.3)
45. Output -2.0 1.0 -0.65 0.11 0.90 2.2 30.0
chzngo -i.2) (1.3 (-2.8)
46. Both -2.6 1.2 -0.04 -0.71 0.11 0.90 2,0 20.2
SRR (-0.9) .77 (2.7 (-2.5) (2.3)
Notes: Sil = Rate of change in price of comodity relative to overall price
index.
K = Change in output of commodity
GD = Minimum wages - dummy for years when changed rapidly



g) The Effoct of Commodity Prices, Wage Shares and Minimum Wages on Real Wages

There are other reasons for belicving that profits and wages are related
and that a higher rate of growth, generally producing higher profits for more
firms, will therefore lead to higher wages. FBEeth workers and/or employers
can believe that there is a "{air" wage share, that wages should be related
to profits. Specifically one can hypothesize that real wages are affected by
several factors which are related to the profitability of the enterprise:

(1) When the enterprise is profitable workers demand a higher wage and

their pressure is eftective

(1i) The higher the profits the greater the willingness and zbility of

employers to raisc wages for cthical reasons or because they prefer
a happier labor force and can now indulge this preference.

Both of these are non-economic considerations and assume that cmployers
are not pure profit maximizers or that employces can expert pressure which
does not stem directly from economic power. But there are also cconomic
reasons for higher wages with higher profits:

(iii) The cost to enmployers of worker dissatisfaction increases

(iv) As discusscd(carlier, employers may pay more to already employed
workers to increase output, rather then hiring new workers at a lower wage if
they think the increase in dewmand/profitability is temporary.

Two quite indirect and unsatisfactory proxy variables were used to test
the relationship between profits and wages, since no dircct data on profita-
bility was available. First, for all of manufacturing in India and for plar -
tation crops in Indonesia the wage share in total value added in a particular
year was compared with the averag; wage shqre. If the wage share drops it

means that the profit share, and therefore perhaps, although not necessarily,

[

the profit rate, has increcased (Table 11). The other proxy varichble compares

the price change in a particular plantation crop, with price changes for all
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Table 11

REGRESSIONS WITH MINIIUM WAGES AND WAGE SHARES AS EXPLANATORY VARIABLES

c P1 PL  WSL2 WSLX AP1  AP2 GD R2

India
47) Manu- 0.03 -0.15 0.50 0.14 -0.18 0.02 0.01 0.03 0.55
facturing (1.6) (-0.4) (2.0) (0.4) (-0.5) (0.2) (0.1) (1.2)

-

Indonesia -
Permanent &
D
Temporary -
48) Rubber 0.23 0.73 0.01 0.14 0.06 0.48 0.99
49) Tea 0.42 0.80 0.05 0.88 -0.38 -0.69 0.97
(1.7) (@4.5) (1.7) (7.0) (-3.2) (-1.5)
LAP3 GD
Pakistan
50) Manu- -7.30 2,10 0.09 0.76
facturing (-1.7) (2.7) (1.9
51) Tex- -8.00 2.30 0.08 0.82
tiles (-3.7) (5.7) (1.6)
52) Tex- -15.70 3.60 0.20 0.87
tile Mill I (3.2) (4.0) (3.2)
53) Urban -13.20 3.20 0.03 0.87
Casual (-6.6) (8.7) (0.6)
54) Cold -3.30 1.40 0.13 0.89
Storage (3.1) (7.4) (4.7
Note: FSL2 = Rate of change in the deviation of the actual wage share from
its mean
WSLX = WSL2, lagged by a year
GD = Effective minimum wage legislation - dummy variable
D = State of economy dummy
Dependant
Variable = W1 or nominal wage for India and Indonesia, LRW or log real

wage for Pakistan
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plantation crops in Indenesia. Here the assumption obviously is that a
greater than average inrrecase in commodity price mecans a higher rate of
profits. (Table 12)

Both proxies give some significant results, as does the proxy variable for
brofitability in the Pakistan textile industry (Table 10). One possible
explanation why thcy do not universally prove significant is that they are not
& very good proxy for the hypothesized variable. The workers' share may decline
during a period when total value added also declines. The profit share may then
g0 up but the absolute amount of profit and the rate of return on capital would
then decline. This conld Luppen when the terms of trade rurn against manufac-
turing, if the employers are better able te defend their interests then the
workers and impose a higher share of the burden of declining total real income
on the workefs. Similarly it is perfectly possible for the relative price of
& commodity to Tise at a time when the absolute price 1s falling, because other
commodity prices have fallen even more, Profitability may then decline even
though relative prices rose. Nevertheless the wage share is significant in
Same regression cquations. Moreover a simple analysis of changes in commodity
priéés, shows that in 45 out of 75 cases, real wages increase/decrease when
the price of a particular Plantation crop increases/decreases rure than the
price of other plantation crops. So one cén conclude that there is some
evidence that wages change directly with profits, but that it is not possible,
using the proxy variables available, te establish an unequivocal relationship.

Government minimum wage legislation is another factor potentially influen-
cing real wages. Of course, minimum wages ‘gencrally affect only the lowest
paid workers in the formal, organized, sector, especially in manufacturing,
Since data are normally available only for the average wage of all workers in

particular industries or all of ranufacturing and,at best, for all production

workers, it jis difficult to trace the cffect of minimum woge legislation,
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Table 12

REGRESSIONS WITH COMMODITY PRICES AMONG
INDEPENDENT VARIABLES - INDONESIA

Commodity Price State of
prices level economy R-square F D.W.
0.26 0.93 0.1¢€ 0.24 8.7 2.4
(2.0) (3.0)
0.26 0.16 0.16 7.9 2.6
(2.0) (3.1)
0.31 0.03 0.13 6.1 2.3

(2.3) (2.6)

Permanent plantation workers real wage is dependent variable.
All plantation (estate) crops for which appropriate commodity
prices could be found were included in the analysis. Most such

Crops are primarily produced for export and the world market price

is more relevant than the domestic price. For sugar, consumed
domestically, the domestic price was used. The analysis covered
rubber, coffee, tobacco, sugar and tea and the period 1953
through 1963 and 1966 through 1972. (The year 1962 was arithme-
tically interpolated).

For the price level, the second derivative was used to represent
changes in the rate of price increase or decrease.

A dummy variable distinguished the period before 1965 from the
period after 1966.

For real wages, the dependent variable, the change from the
previous year was used,

Ordinary least squares regressions were calculated for the 85
observations aiailable.
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ﬂoreover in three of the four countriecs (the exception was Indiz) and for most
of the time minimum wapes were absent, unenforced and/or not changed despite
rapid price increases. One ;
Telationship between minimuﬁ%;agc changes and real wages in most series.,

3

The one country, India, -where minimum wages applied throughout the period
and had wide coverage, scems to have followed a low wage policy throughout
most of the period examined, even during the years when socialism and populism
were most strongly emphasized by goverrment. That is, government-set minimum
wages were generally at or below the prevailing wage for almost all workers
and thercfore had little effect on the real wage of the overnhelming majority.
Most of the workers whose wage was Leluw Che minbmwn were casual, day or
informal sector woﬁkers to whom the legislation did not apply.

Of course, a policy of low minirun wrges is quite defensible in India
and elsewhere in the region not only on grounds of cconomic cfficiency but
also of equity. Workers in the formal or organized sector are the oily ones
for whom the legislation is enforceable and they are already betier off than
the landless agricuitural workers and those in the informal and sclf cmployed
urban sector. The workers who benefit from higher minimum wages are, in the
four countries, no morctthvn 5% of the labo: force. To increase their income
by high minimum wages will not only reduce ‘employment in the organized sector,
it may worsen incore distribution by benefiting those whose income is already
above that of the really poor.

As 4 rcsult of India's policy of not raising the minimum above the prevailing
wage, the minimum wage variable is not significant for the Indian series.
Indonesia did not have effective minimum wage legislation. Pakistan and
Bangladesh sharply raised the minimum wage in the late 1960's (and carly

1970's). A dumuy variable for the years when the risc in t e minimun wiage

excecded the rise in prices naturally proves highly significant (Tables 9 § 11).
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Obviously government minimum wage policy can be effective if the wage is

raised sufficiently.

The Interrelationship Among Factors in Real Wage Changes

After analyzing the impgct of individuul explanatory variables on wages
one need« o consider the correlation anong the independent variables., Not
surprisingly thc rate of inflation is correlated with the rate of inflation
lagged Ly one year, but the correlation is in fact surprisingly low, For
Indonesia it is aeglible and even for India and Bangladesh it is only 0.6
and 0.5. These are clearly separate variables,

The change in average product in agriculture and in nat‘enal product
are closely correlated, as one would expect in countries where agriculture is
& large proportion on the national product. For India, where agriculture is
less than 50% of the national product the correlation is obviously less close
than for Bangladesh where apriculture is far more important.

Most interesting is the low correlation between the rate of inflation
and the average product in agriculture. One might assume that the two represent
simply different indexes of the same phenomenon: when the harvest is bad, the
average product in agriculture declines and prices rise, For India the
correlation is ncg]igiblé, but positive, that is, it has the wrong sign. For
Bangladesh it is negative, as one would expect, but not very high, It is
clear that the weather is only one factor in the rate of inflation, with the
level of imports (and stores) and the change in the money supply also important
factors.  Conscquently the two variables are quite independent and it is

reasonable to treat them as such.



55. Bangladesh

PL
AP1
APL
D1
DL

56. India
PL
APl
APL
D1
DL
GD

57. Indonesia
PL
D

58. Pakistan
AP3
D1
GD
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Table 13

CORRELATION AMONG INDEPINDENT VARIABLES

Pl

-0.20
-0.31

-0.49

0.03
0.08
-0.09
-0.31
-0.26

0.02

0.34

PL

.15
.12
.09

.23

AP}

0.39

0.30
0n.21

AP3

0.55
0.24

APL

0.16
0.93

-0.09
0.47
0.33

D1

0.23

-0.20
0.29

0.54

DL

0.00



