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December 1978
G. F. Papanek

Real Wages, Growth, Inflation, Income Distribution and Politics

in Pakistan, India, Bangladesh, Indonesia*

A. Vie Effect of the ,ate oF Growth on Income Distribution and Real Wages
Pakistan's disintegration as a state in 1971 was an occasion for drawing

conclusions about the linkage between economic development strategies and

political consequences. The ,1rgunent was made that since the deve.Lopment

strategy followed by Pakistai, led to political disaster, those who want to
avoid these consequences had better avold the strategy as well. 1 The conclusions

drawn by several analysts from the ecperience of ,akistan, Indonesia ana

Bangladesh, in somewhat oversimplified form, can be steted as follows:

i) In a mixed economy, with heavy reliance on private enterprise, policies

and programs to achlie-c a high rate of economic growth also result in a
deteriorat.ion of income distribution and no improvement in the absolute income

of the poor.

ii) With the rich becoming obviously richer and the poor experiencing

no improvement, political and social tension. are bouitd to rise, resulting in

serious political difficulties for the government in power.

*Work for this paper was supported by the Agency for InternationalDevelopment under Grant No. AID/OTR-G-I525. I am grateful for this support.Data were collected and analysed by Md. Fahim Khan for Pakistan and by SyedSamad for the other three countxies. David Wheeler provided advice and guidanceparticularly on the econometric work. This paper is the result of a jointeffort of the four of us. However, the actual language used is mine. Naturallyeveryone, most notably including All), is absolved from responsibility forpaper content and errors.

Ie.g. K. Griffin and A.R. Khan, Growth and Equality in Pakistan, (McMillan,1972): ". . .faster growth . . .(in) Pakistan and India, . . .has actually ledto an absolute decline in the standard of living of the urban and rural poor."(In Pakistan) ". . .the fact of growing inequality, have led . . .to thedeclaration of an independent Bangladesh." (pp. ix-x). "The concentration ofincome and wealth in the hands of the rich has been a key ingredient in(Pakistan's) development strategy" (p. 200). In Pakistan ". . .the standardof living of the majority has declined . . .", (p.204).
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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 economic grievances 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 othe-r hand, the Congress Party,

which had been in power during twenty-five years of virtual ecenomic stagnation,

registerea its great electoral triumph at the same timte that Pakistan was

disintegrating. Indonesia and Palistan (including Bangladesh) during their

periods of stagnation seem to have experienced few political disturbances

based on economic grievances.

On the face of it, one can therefore make a plausible case that there

is indeed a conflict between economic growth 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

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 for 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 increased 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 equal.

But these overall indices are not very reliable. For Pakistan and

Bangladesh the conclusion on detrioration in the 1970's is based on a single

year and, in the latter case, on rural income distribution only. Since it is
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clear that there are annual fluctuations, one year does not provide very

persuasive evidence. For India, it is not clear that different :eries

are consistent and the conclusions are heavily dependent on the initial and

terminal years selected. (See Appendix Tables 1). For Indonesia there are

no worthwhile data on changes in income di::tribution 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 collector and

the really poor are often not intervic.,ed if they have no stable residence.

Stil, these data at worst:

a) do not support the belief that income distribution became less

equal in Pallstan and Bangladesh during periods ol rapid growth.

b) do not support the argument that income distribution was less equal

in Pakistan and Bangladesh than in India at the time of the political

disturbances in the late 1960's. (see Appendix Tables 1, and 1B)

c) do suggest thaft income distribution became less equil during the

period when the economy deteriorated in Paki:Stan and Banglade'31.

'So the overall data do not provide support for the widespread belief

that there is a negative relationship or trade-off between giowth and equality,

at least with respect to three large Asian countries.

3) Real 1.ages and the Rate of Growth

More reliable data, for more years, are available for real wage rates,

that is the purchasing powrer (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 countries, also wages in

construction and other arban informal sector activities. Therefore changes

in real wages tell something about 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 economy, but even for the latter they provide an indication of

changes in in'ome. In all four countries there is a large group of small-holders

in agriculture 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 employment in response to

differences in inconie between the two. So if wages go up it is usually an indi-

cation that the incomes of small-holder farmers ani of other self-employed have

also risen, or the wages would rather soon be driven down by the increasing

shift of the self-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 Chat movements in real wages reflect changes in the

incomes of small-holders. Similarly, th, 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 the unskilled and there;.

fore the relatively poor. 'Ihat f.ict, plus their widespread coverage (rural,

industrial and urban informal) an,1 consistency with oth"-' data on the income of

the rural small-holder makes it possible to use wage data for inferences on the

income of the pocr.

Real :ages 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 growth, stagnate during slow growth and drop sharply when the

economy deteriorates.
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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 population increasing 2.5 to 3%,a growth rate of 2.5 to 3% means stagnation in per caplit income.

b) Average wages for several years are compared to minimize randomfluctuations. Only major series, not single firms generally 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, where per capita income was increasing 5% a year, real
wages rose 15% a year. Iii addition rapid urowth in the wage-paying sectors
normally also raised employment more rapidly. The manufacturing sector in
Pakistan, for instaice, increased enployment by about 7% a year during its
period of rapid growtl in the 1950's and by 10% in the mid '60's. When
sharply higher wage costs and disturbances occured in 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 in real wages and in employment, among them government policy.
As a result of these other factors, discussed below wages seem to have
stagnated in Indonesia in 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 model)-is
that there is an unlimited supply of labor for the wage-paying sector at the
prevailing wage. As soon as the wage rises slightly additional workers flood
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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 were family members in agri-

culture, not needed to produce tile 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 th-e family farm, adjusted

for differences in the cost of living and for 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 Incleased more rapidly

than the number of people who share in it. Mhen the average product in

agriculture rises, then the "reservation wage" of the self-employed in

agriculture will rise as well: those who share in the income from the

family farm will not accept wage employment unless the wage also rises.

'Any new factories or businesses set up will have to pay a higher wage if

they want to attract workers away from family farms, since the workers'

income has increased with agricultural output.

Then there is a rather simple explanation why a rapid rate of growth

ikn 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 3c to 3e in Appendix). On

the other hand, the statistical relationshi-p between the annual rate of
growth (in the National Product) and wages becomes quite weak, and once one
has taken accoun1t of the effect of rising average agricultural product on
wages. It therefore appears that it is primarily the effect of average

agricultural product on the supply of labor which affects wages, not the

increase in demand for labor, influenced by the rate of growth.

S. The Wapes of the Laiidless and Informal Sector Workers

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" - contributinp
little or noth'.Kc to output or convenience - why do their wages not drop to equal
their (low or zero) conlributaon to output, until their income becomes so low that
Malthusian factors, i.e. 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 receive a wage or income

equal to their contribution (their wage equals their margin'al 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 price 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). For instanze, there may be

100 landless laborers in a village or rikshaw pullers in a neighborhood, each

working an average of 15 hours and earning .10 rupees. All would be quite willing

to work 30 hours for SO rupees. but then half of them would starve. Village

custom which attaches particular workers to pa-tticular landlords, or the informal

organization of rikshxtw pullers who all come from the same rural area,assure

that all share in work (and income) at the accepted wage of 40 rupees and that

no one gets more work for vore total, but less average, pay by lowering his price.

c) The landless and infolmal sector workers have discovered, by trial and

error that they will only have a limited 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 tnere 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 ore workers than needed (their marginal product

is zero). There is evidence that people in particular occupations tend to come

from the same geographic area and have evolved a social mechanism for allocating

territory and avoiding clashes, that is for avoiding price competition. 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 earnins of the self-employed, 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. Norcover, with more jobs in the formal

sector there can be fewer sharing the income in the informal sector, again

raising the average income in the inforn.al 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. Koncjorojakti, "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 the retainers performing traditional services

in South Asia.

As the income of the landless and of informal sector workers rises their

reservation wage also increases. That is, son'e will no longer be willing to

move into the formal or commercial wage paying sector unless the wage paid there

also increases. As long as there is substantial move;ieilt among the differ at

labor markets - family workers on farms or in businesses, landless agricultural

workers and share croppers, informal sector workers whether self-employed or

employees - this movement will, usually with a lag, keep wages and income

generally rising and falling together in different activities. The effect of

rapid growth in raising the average incoiie, arid reservation wage, of landless

laborers and informal sector workers, will then tend to raise wages throughout

Che economy.

6. Other Effects of Growth on Real Wages

Rapid growth or deterioration) in the economy can also influence real

wages for other reasons, especially in the shoit term:

a) hith rapid growth, dcmand for many products will increase rapidly. If

employers consider the increased demand to be permanent, they are likely to

hire additional workers at the prevailing wage, primarily increasing employment.

However, if employers are uncertain whether the increase in demand will continue,

they may prefer to increase the wages of their present workers, paying overtime

or bonuses to obtain additional work because:
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- there are hiring costs for new workers.

- there are familiarization costs for them.

- it may be difficult to fire them later if demand drops (e.g., for several

years the Pakistan Government nmade dismissals almost impossible).

1 With rapid growth, some employers wtll always be operating on an overtime

basis, raising real wages, uhile others will be hiring more workers. (The former

operate on the inelastic short-run supply 'iurve, the latter on the highly elastic

long-run curve).

b) With increased demand and profits as :j result of growth, the cost of strikes,

sabotage or just slow work on the part of the workers increases. Therefore

employers have a greater incentive to incr, ase uages to avoid such workers'

response, even if they can replace the reluctant workers at the prevailing wage.

They may prefer to pay somewhat more to avoid labor turnover costs and temporary

disruption,

c) Employees may have in mind a "fair" wage which is related to employers'

profits. Wlith higher profits, they miay demand a higher wal e, either through

their trade unions (India) or by pressure w;ithout formal unions (in the other

three countries, 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 v'hich they can indulge more

readily when the enterprise is profitable. Employcrs 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 they 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 aliy or all of the above reasons and then to show that

profits rise with the rate of growth. Both arc plausible, but profiL data for

individual firms are not available to provide enpirical support. However, the

slight indirect evidence which is available is ,' rshaliLO' in the Appendix.

e) One other relationship between the rate of growth and real wages is more

clear cut and demonstrable: when the ware paying part of the econoliiy deterio-

rates badly, real wages drop. Output declined in Indonesia, from the mid 1950's

to the mid 1960's, in Pakistan after 1973/4 and in Dang-l'desh after 1970/1. In

all three countries labor had considerable political and econo:mic strength

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

then in power i anted to naintain labor support. Government pressure, or govern-

ment decisions w.ith respect to public enterprises, could force the hiring of

additional workers. In Bangladesh industrial e:,iploynient 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 mark the iacrease was over one third

by 1975/6 despite a decline 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 political

power, or government pressure, keep real wages from dropping. The resources were

simply not av.ilable.
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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 un.illing or unable to provide enough of a subsidy, the govern-
ment managers or private owners usually could defend thcir interests better
than unskilled workers. 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 increase of about 40% in manufacturing employment, accom-
panied by a 50% decline in real wages, meant an essentially unchanged wage bill.
The industrial workers and his family always felt the decline in wagea, while
the increase in employment might 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 some 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

20'0 to 30% decline in an already very low income (say 5 a month for Javanese

plantation workers in 1969 prices) is not easy to absorb.

Why then did the workers 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 easy, movement out rela-

tively difficult. Extended families will be more reluctant to see a return to

the family farm by the wage earner and his immediate relations, since that

depresses everyone's income, than they were to See him leave to take wage employ-

ment years ago, with increased inc._me the consequence. Mioreover, technology can

have changed in the meantime - when the wage eai. er moved away, a machine may

have been substituted for him .nd even his previous iork may :,.o longer he there.

MIany city fam-iilies regularly visit thcir horc villages and even work there in

some countries. Those who do are usually the urban self--employcd 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 familiec at least, severe displacement costs. As wage earners, they have

access to schools, h'-th facilities and steady income which self employment

does not provide. Ir Bangladesh there was, in addition to these ,eneral reasons,

a deterioration in security in the country-side at the same time as the wages

declined.

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 seems to be even higher than in migration to the

city when wages rise. And if the decline in 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 caise, 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 Raise "1ar'es - 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 raise their reservation wage, the income they require

to accept wage employment, and reduce the supply of wage labor until wages or

income in non-farm occupations rise.

b) Landless laborers and share cr'ppers, to the extent they share in the

output of agriculture, also raise their reservation wage when agricultural

output per worker increases.

c) More rapid growth can raise the demand, and therefore the income, of the

informal sector (eg: 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 contLiue they

will be reluctant to hire additional workers, because of turnover costs and the

difficulty of dismissing workers. Instead they may pay overtime and bonuses to

get more outpt from their current workers, raising the average wage.

e) More rapid growth will increase the profitability of many enterprises,

and can raise wages because:

- the cost of worl,er dissatisfaction can be higher

- workers may have a notion of a 'fair" wage related to profits and be

dissatisfied if not paid mTore when profits rise

- employers may also feel an obligation to pay a 'fair' wage, or may prefer

a higher wage for other non-ecomomic 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 absorhcd in the fornial sector but are

forced into the informal sector. If the number of people in that sector

increases more rapidly than its total incomae, this wall drive down the wage

or income per person and therefore also the reservation wage.

b) the work and income sharinj, mechanism breaks down widely, particularly

in agriculture. Some landless laborers and sharecroppers, who previously

participated in agricultural income although their work was not really needed,

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, Conventional

Entrepreneurship, and Excess Capacity Creation in I,DCs" in Essays on Economic

D.evelopment and Cultural Change in Honor of Bert F. lloselitz (ed. N. Nash),
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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 ente-prises in that sector may simply not have the

resources to pay the same real wage as before. \heir workers may, however, not
be able to return to self-employment, especially on family farms, even if the

average incowe there is now higher than their wage. The result can be, and was,

a brutal decline in real wages in Indonesia in the early 1960's and Banpladesh

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 estalhished, (Appendix sections 3c-e) lending some support to the

notion of a reservation wage in agriculture. That a deterioration in the

economy leads to a decline in real %,aLes is quite obvious. Rigorous support

for the other arguments is generally lacking. however, 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 picture 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 m1any

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 designed 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 covera)'e of the

minimum wage, the rapid expansion of military expenditures and encouracement

of class conflict. 41hether the populist and nationalist ,'asures, if con-

sistently carried out over a lonfer period, would have been beneficial to

this group of the poor one cannot say. Nor does this paper examine the

benefits to wage earners from other ;aeasures of these regimes. the expansion

of access to education and health services, land tenure reformn, or the

important increase in respect and in self respect which some of these govern-

ment provided. And, of course, there are development 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 orcganized 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 elite was drawn from non-working classes

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



- 21 -

economies, policies which disrupt the economy had a cost for workers, policies

which increased the rate of growth generally benef:.tted them. Rapid growth

then was not an alternative, but a contribution, to greater equity.

If, as suggested, real wages are affected by growth in part because

wages are influenced by the aveiagc product in 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 sector. The fewer the number in the informal sector,

the higher theiJr averae product, therefore their income and reservation wage.

The effect of labor intensive industry, like the effect of increased agricul-

tural output, is therefore felt throughout tile economy:

- conversely, if wages in the modern sector are raised by fiat the bene-

fits to modern sector workers need to be measured against the losses of

other workers, whose 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 where 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 croppinp or harvest sharing to hired

labor can have repercussions in large parts of the economy.
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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 behind price changes by about two years, whenever price

changes were rapid and unexpected.

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

There are a variety of plausible reasons why rapid price increases

can result in a decline in real wages. Neither employers nor employees

can accurately forecast the rate of inflation aIt it is only in conditions

of hyperinflation that money wages are chanjLd as frequently, as every

month. Normally, many iwage rates are changed only once a year at most.

Then real wages will decline:

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 equal the past

year' s.

However, if employers and employees attempt to stabilize real wages

by anticipating inflation, then real wages should not be affected by the

rate of inflation if either (i) they learn front experience and predict

accurately (ii) they overshoot or undershoot in a random fashion. (It is

only if decision makers 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 waies rise) 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 (eg. wage statistics may be collected for a .July 1 to June 30

year, wage adjustments may be made January 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 hiph 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

adjustmient. 1 Iiith 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 warves, 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

2for all but three years in the 1970's, the impact of inflation on real wages was
not clearly demonstrated in regression analysis. (see Appendix) Moreover, the

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

Ieg: If over a year inflation is a steady 1% a month: if next year's wages areincreased to take account of the first eight months of the increase for whichinformation is available; then the loss in real wages will be 9%; i.e. wages atthe beginning of the new year will go up from 100 to 108, but prices will go from112 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 coefficient of variation of prices was .18: for India, the country with moststable 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 declihing 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 used, the rate of inflation had a significant negative effect on real wages.

(Table 3) In India and Bangladesh typically nominal wages rose by only 30-40% as

much as prices in the sai.ie 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

compensated for in the second year for the all-Indonesian series. Iut when infla-

tion reaches several hundred percent, even if wages catch up by 70%, the losses in

real terms are still very sinificant, as the real wage analysis shows. Semi-

annual data are available for the 1973-74 inflation in Indonesia, and they show a

decline in real wages over 18 months, with another 18 months of increase required

to bring real wages back where fhcy 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), ooe 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 year period, characteristic of the mild inflation

of India, Pakistan and Bangladesh in the mid-19601s, 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 wages, 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

SIIORT-TEI14 CHANGES IN REAL WAGES RESULTING FROM INFLATION

Annual Rate
of Price Changes in Real hages With RelativelyChange-percent Stable Prices j Rapidly Rising Prices

Bangladesh

56/9 to 59/64 1 to 3 +11% to +14%
61/4 to 64/47 S 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 2 +18% to +13%
64/66 to 66/68 8 -5% to -8%
71/3 to 74/6 23 -24% to -9%

India

53/56 to 56/53 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 rates of inflation during the periad beingexamined; that is, during the later group of years.

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

c) The wages shown are: Bangladesh: Average of three series exceptfor 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. If single year chanpes 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 increased by 10% to 20%, generally produced real wage declines

of 5 - 'J% if two year averages are usc.l 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 are

absent which can soften the effect of longer-term wage deterioration:

more employment, greater access to government services, more opportunity

for secondary and illegal incomes. A 25% decliie in purchasing power

then becomes a very severe blow.

Since Indonesian semi-annual Oita 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 both

quite sever,. and quite long.

The effect of a given rate of inflation 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 difference:

(i) It has, of course, been argued earlier in this paper that inflation
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is not the only factor influencing wages. 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 employurs an(d employees had adjusted to, and were expecting,

very rapid price Increases. Pakistan's were expectinp a much lower rate.

The results are therefore quite consistent with the hypothesis that not

only the absolute rate of inflation, but also the change in the rate,

affects real wages. The complexity of the rclationship between prices

and real wages is one reason why the results are not always statistically

significant. Moreover, some firins, 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, 'Fable 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 succeeded 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 S-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 :hariges in the price of export commodities, are inevitable
in the vulnerable economies of many, 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 surprisinp to find
political unrest during periods of rapid economic ,rowth. It can be caused
by the serious temporary decline in wates, all the more difficult to bear if
it follows on an earlier rapid rise in wages.

3. The Consequences for Policy

"lost 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 rate of
price increase does affect real i:ages, because money wages tend to lag
behind even these price changes, price increases of 0 - 6-0 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 /
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 lag.

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 h'age 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 manufacturing firms above a certain size (generally 10 - 20 workers in

South Asia), because 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 wape was generally lower than the actual wage in most enter-

prises where minimur wage legislation applied.

Since most of the data used here consist of averages for many firms

and different categories of workers, it is particularly difficult to iden-

tify the effect of minimum wage legislation. This is certainly one reason

why India shows no effect of minimum wage regulations 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 (W'Vest) Pakistan,

spread to IasL Pakistan (now Bangladesh) and led to the ouster of President

Ayub lahan. In Pakistan there was another iffective 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 for various series of wajes in manufacturing.

It is logical and supported by these results, that government is able

to raise real wages for organized sector workers in large enterprises.

What is more surprising is that in the years when minimum wage legislation

was effective, the real wages of some workers outside the organized manu-

facturing sector also rose. The eyplanations for this are conjectural:

this was a period of labor unrest, of strikes and of demonstrations, when

goverment was clearly anxious to pacify ivorlkers. Employers with a regular

labor force, not one hired by the day and changing froi 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 W'ages 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 .,ell, by a massive increase in the (nominal)

1For instance, in Pakistan the minimum wage variable was significant for
the small cold storage unit and construction labor, but not for casual
workers.
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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

employment 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 earning abnormal profits because of a

variety of distortions in the economy -- eg: an import licensing syrtm that

gives windfalls to those awarded licenses; govcrnment protection against foreign

or domestic competition for monopoly produccrs; indirect subsidies via cheap

credit. Then there nay 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 prc;fits, and

therefore produce no noticeable decline in employment 1 if managers are more

interested in avoiding trouble than in a small increase in procits. However,

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 waues, 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 well as their wal-es, 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

einploy ent.

1 E.g. , one firm in Indonesia indicated that all labor costs were only 10%of total costs. Costs of unskilled labor, potentially affected by minimumwage 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 itdid not cause any change in employment foi a firm with ample profits.
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TABLE 4

RELATIONSHIP OF Ei IPLOYMENT AND WAGES

Indonesia Pakistan Bangladesh

Changes In Changes In Changes In
Years W~ages Employment Years Iiages Employment Years 1kkages Employment
1955- 1966/68- 1968/69-
1963 -52% +17% 1968/71 +25% -8% 1969/70 +14%6 -47%

1963- 1968/71-
1966 +18% -6.5% 1972/73 +18% -14%

1966- 1972-1972 +66% -19% 1975 -35o +17%

Note 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: employlment from
Statistical Yearbooks and Bulletins.

Sharply higher wages imposed by fiat quickly raise costs for rost

enterprises. The governments did subsidis! public enterprises. But

private firms usually did not receive subsidies and vwhen ',ages were

increased they had to find some :ay to shed workers, to lower real

wages or to shut down. Even for public enterprises, constraints on the

budget limited subsidies. ',Then no further increase in subsidies was forth-

coming, public enterprises faced the same alternatives. There is no

inherent reason why governments cdnot 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 th; 19691s, and in Indonesia from the mid-1960's on. At other

times unions were 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 mainly 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 really 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. 11orkers' 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 the:;e years in some fields where the minimum

wage was not effective suggest that workers' action, had an independent

effect and it certainly was crucial in pressuring governments to raise

the minimum wage. So the higialy significant variable for government

intervention to raise the minimum wage really represents in large part

the effect of direct and indirect worers' action.

c) Over the long term, wiges declined most in the three countries

other than India when workers, pressure and political power were greatest,

rose when it was weaker. This apparent paradox stems from the relation-

ship between the rate of economic growth and real mages discussed earlier.

Labor power was greatust 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 protect workers' interests in a situation

of declining per capita resources. :1ithout labor power, the negative

effects on real wages might have been even greater. Governments at the

time were also concerned to solidify and increase their political support

by increasing the number of workers given jobs in the organized sector,

over which governmert 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 to obtain for labor a constant absolute wage in circum-

stances where the total income of many enterprises was declining and usually had

to be shared among an expanding labor force.

D. The Political Consequences of Chanes in the Real w'age

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 in these four coutries. The usual index of labor

dissatisfaction, the number of days lost in labor disputeE., of course, cannot be

used for unorganized workers who do not usually engage in formal strikes and whose

disputes arc not recorded. Moreover, strikes were illegal for long periods in

three of the four 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 nartial law, the independence of Bangladesh and so on.

Therefore, the best that can be done is to list the major civil disturbances

that oczurred in the four countries and, conversely, those electoral triumphs of

government that seemed 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 l:AGES

Changes in Real WNages

1. Election confirming Ayub Khaa as President Agric. +10% (Bangladesh)
of Pakistan (incl. present Bangladesh) ?lanuf. + 8% (Bangladesh)

1964-65. (61-b3 compared to 63-65). blanuf. +14% (Pakistan)

2. Riots leading to ouster of Ayub Khan, 1967/68. Agric. -13% (Bangladesh)
(64-66 compared to 66-60) (N.B.: Riots rlanuf. 0 (Bangladesh)
doubled during this period, from 3,500 Manuf - 5% (Pakistan)
to 8,000 or more).

3. Riots/elections in favor of autonomy Agric. +11% (Bangladesh)

of Bangladesh and ouster of military -.anuf. +1.1% (Bangladesh)
regime in Pakistan 1970-71 (66-68 Manuf. +13% (Pakistan)
compared to 6S-70).

4. Ouster of Bangladesh Awami League Agric. -37%

Government, 1975 (69-71 compared Const. -29%

to 73-75). Urban -28o
Manuf. -60%

S. Election confirming President Ziaur Agric. +53%

Rahman as President of Bangladesh, Const. +530
1978 (74/5 compared to 76/7) Urban +31%

(N.B.: Crimes also decreased by 20%) Manuf. +47%

6. Demonstrations/riots supp6rtjng ouster Plantations -25% (Indonesia)

of Sockarno as President of Indonesia -25% (Java)
1966-67 (00-(I coh)l 1-u to 66-67)

7. Demonstrations/riots stressing economic Plantation -24% (Indonesia)

grievances, Indonesia 1973-74 -27% (Java)

(Plantations 72-1 to 72-11/74-1 -28% (Sumatra)

Public I.orks 71/72-I to 72-11/73 Pub. Works -39% (Sumatra)

Industry 72-73) Industry -17% (Indonesia)

8. Failure of student demonstrations in Plantation +28% (Indonesia)

Indonesia to gain wider support, +19-% (Java)

1977 (74-I compared to 76).

9. Electoral success of Indian Congress Rural 0

1971 (67/69 to 69/71). Industry +7%
Textiles +7%

Sources: Appendix Tables 2-5 for real wages.
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There was one clear instance where political dissatisfaction occurred

despite economic improvements for wage earners, 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 Ilest Pakistan. But in all other political development listed,

increases in real wages preceded and accompanied electoral success, while

declines in wages accompanied riots and demonstrations. Some of the

elections cited involved government pressures .zgainst 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 economic 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 may just be more difficult to disentangle

in other instances. Certainly it would be naixe to argue that the ouster

of Soekarno as President of Indonesia was simply or even primarily due to

economic deterioration. But it is also plausible that the widespread

discontent mobilized by anti-Soekarno groups to press for his ouster, was

strengthened by economic deterioration over a decade, of which the 25%

decline in real 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 before 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 Bangladesh's A,'ani I ue, the party of independence,

was undoubtedly the result of many facto91m'- But the reported widespread

support for the 1975 coup was probably rertted to the economic disaster over

which it had presided, reflected in a 40% decline in real wal'es 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%0, primarily due to a 45% decline in the rice price.

In short, almost universally, lowcr real wages seem to have contributed

to political difficulties, rising wages to political support.

h. The Combined Lffect of Growth, Inflation and Other Factors on Real 1;'ages

and Politics.

Before summarizing and interpretinw 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

developed countries. As a result, the analytical frameworl, is still quite

primitive. Moreover the data used to test various hypotheses 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 break 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 need to

be refined. But some interesting preliminary conclusions emerge.

The two major factors which, it was argued, affect real wages, the

average product in self-employment and especially agriculture, and the rate

and acceleration 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 wages 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 wages 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 1Wages.

Indian development Stracegy was relatively consistent over the 20 years

under review, but in the other three countries one can distinguish sharp

breaks. In Pakistan (then including what is now Bangladesh) in the 1960's,

and in Indonesia late in the decade, the empha'is was on rapid growth in

national income. Average agricultural output increased. Prices were stabi-

lized by increased output, by more imports, especilly of food, partly

financed by aid, and by conservative fiscal and monetary policies.

In terms of the mechanism sketched earlier, with lirnited empirical

support, rapid growth 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 fron agriculture rose,

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

lessened pressure on that sector as people found employment in

the forral sector, increased the average product and therefore the

reservation wage of informal sector vorkers.

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

reasons for raising wages increased in force:

(i) Employers' ability to pay higher wages increased.

(ii) Their wi-Ilinpness also increased to pay higherwages for

non-economLic 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

,"- *,A h;--_-, andO -Frin;. co.r -,
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Cii) 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 inflation will actually raise real wages. (This refers
to a change in the -'ate of price change).

For mo-L or all 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 employr,-ent in the high wage, modern
sector -- especially industry. It thereby increases the speed with which
workers could ,,eve from self-employment, where 'surplus" workers contributed
little or nothing: to familly income, to better paying wage employment. With
higher real wages and greater productive employment, wage earning groups
were clearly better off in absolute terms during these periods of rapid
growth than during periods of stagnation or decline in the economy. Since
wage earners include those employed in agriculture and in the unorganized
sector, they encompass a substantial proportion of the poor . This rela-
tionship of real wages with growth and price stability helps explain why
income distribution does not seem to have necessarily deteriorated during

periods of rapid growth.

2. Raid Growth a-ld Stagnant 11ages_ - A Possible Caveat
A warning note .ieeds to be sounded about the relationship of a rapid

rate of economic growth and rising real wages. In Indonesin 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 simultaneously 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 incorme sharing policies may have become less powerful

as a result of population pressure, technical change, coimer-

cialization and a different nolitical enironment

- rapid inflation, concentrated iLn the prices of wage goods,

reduced real wages between 1972 an,'! L71 and the subsequent

rise to 1976 only made good the earlier loss.

The Indonesia experience is not conclusive, because the period of analysis

is short and greatly affected by an exogenous inflationary spurt that may

have had a temporary effect on v'ages. 'But it does suggest that the

mechanism relatinp wages and growth described earlier can result in a

situation where stginant waaes accompany raipid growth, although more

generally rapid ,rowth leads to rising wages. Iowever, the Indonesian

experience may differ from that of other countries because Indonesia is

more dualistic than the other three and government adopted some policies

that strengthened dualism and that may have reduced the averal.e product

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

It is analysed in nore detail in iiy t'The Effect of Growth and Inflation on
Worker's Income" in Essays on the Economy of Indonesia (forthcoming).
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But even in Indonesia rapid growth leant 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 Development Strategies and Real 11aes.

The alternative, populist, strategies persued in Indonesia from the

early 50's to the mid-60's, and in Pakistan and Bangladesh from the early

to the mid-70's, neglected growth but did not really emphasized income

distribution either. 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 w'ere always far more

limited. Just as there never was a consistent growth-oriented strategy

in India, so there was not a consiste.t 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 wages. But over the lonler tcrm the deterio-

ration of the economy,which resulted in part from the stratey persued,

affected real wages by the id-1970's. In Indonesia and Bangladesh

with economies debilitated by civil war and war, and with a weak govern-

ment machinery, the further detcrioration in the economy as a result of

populist policies very quickly reduced real wages.

The reasons for a decline in real wa es in stagnating or declining

economies were simply the mirror image of the effects of rapid growth.

a declining average product in agriculture (and other self-employment)

high and accelerating inflation, declining profit and demaN1d. Government,

by raising the minimLum wage, and workers, by usin, their greater poli-

tical and economic po; er, may well have dalmpned the effects of

other factors on the wages of a minority of workers, particularly

the labor aristocracy in large-scale manufacturing enterprises. But

in the three economies, these actions could not fully offset the

pressure on wages from a deteriorating economy 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 in the face of declining demand,

the real wapes dropped quite sharply. "Surplus" workers were in the

process transferred from self-employment to wage employment, but in

a declining or stagnant economy they remained "surplus", not

contributing to real output.
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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* -2.3 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 so'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. D)etcrioration in the economy began in 74. GDP between
74 and 77 inci ased by 2.1E, according to official figures, but in fact
the rate was less (see Appendix) . In These years wapes declined by 20%.

c) The Time periods are:

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

Pakistan 53/5, - 59/60; 02/63 - 69/70; 70/71 - 75/76.

Indonesia Years as indicated.

India 52/53 - S9/o0, 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, i ain except for last year.

d) Real ''ages comparisons are avera.es for lon,er periods:

50's - Average for second half cuMpared to first half
60's - Average for decade compaired to second half 50's
70's - Average compared to 60's

For Indonesia : Average 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 employment 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

"hen 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 due 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. Deterioration 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



- 47 -

of growth, the political effects were likely to be especially severe.

Growth and rising real wages had raised hopes and expcctations. When
Lhese secmed to be suddenly and cruelly 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 suffering and dizappintod

expectations with the continued affluence of the rich, concluded that

sncri fice; wcre only imposed on them.

This describes the situation in Pakistan, Bangladesh and Indonesia.

By the mid-60's in the first t..o countries, real wages had been rising
for several years (15 - 30% over the late SO's -- see Table 3) and then
quite abruptly declined (-5 to -15%). The rise in Indonesian wages from
the mid-607s to the early 70's had been even more dramatic (nearly 100%)
as was the fall in 1973/74 (-7 to -500). It was during these periods of
declining wages, followving on a period of significant rise, that political
difficulties occurred in all three countries and led to erroneous con-

clusions about the destabilizing effects of rapid growth.

S. 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) IWlere heavily agriculture-dependent, so rapid growth of

the economy meant rapid growth of agriculture, which

raised real wages throuhout the economy, probably via

the reservation price.

(iii) I'ere labor surplus, dooming to failure attempts to raise

incomes of the poor by n'inimum wage legislation or union

action. Surplus labor means that w.ag,,es remain low for the

bulk of the labor force even if they are raised by fiat

for a small, slilled or protected, organized sector.

For countries with different characteristics, the effect of a growth

oriented strategy on wages right 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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c. 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 efficient economic management

and emphasized political goals. Given the political and social

circumstances of these countries, the actual alternatives seemed

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 services.

Given these 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



- so -

countries the only choice available is between broadly political

and narrowly economic benefits. In a neighboring country, Sri Lanka,

the choice really seems to have been between growth and equity, as

the government intervened effectively to distribute incone. But

one conclusion can be drawn: the widespread belief that rapid

growth brings no benefits to the poor i.;ajority is not supported

by the evidence the growth-oriented strategies generally raised

real wages, the neglect of economic performaince lowered them, and

often quite brutally.

But stagnant wages could coexist with rapid growth if the

pattern of growth required little unskilled labor. '.lore impor-

tant, during periods of rapid growth, the inevitable setbacks to

the economy, caused by weather or other outside factors, also

caused severe declines in real :ages and consequent political

troubles. Therefore it apparently is not enough for a government

to achieve a high rate of growth if it wants to avoid political

problems. It needs also to pay attention to the labor-intensity

of growth and it needs to cushion the wage earners against the

inevitable rise in wage goods prices. Finally it probably should

be sensitive to the potential for cre,'ting political friction of

continuing conspicuous consumption during periods of declining

or stagnant real wages.
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Distributiot, in G. F. Paprjnk, ed. Essays on the Eony of Indonesia
in the 1970's, ri.,Pvucript: , Therefore Indonesian income distribution
data have not i'ecn (.3ud in t.his study. The one dahta point cited, the
Gini co'3ffici:nt for 1971, shows liilonesia as 1 c,-s ealirarian than
the other thxce ccuntrius, wihich seems consistent with obze-vation.

In addition to Gini coefficients of inequalfty over time for the
thre ,. Sou-h A'ian count-.ri-s (Tables IA and IB), the share of the top
5% and bottonm 20% in 3960 and 1970 is shown (Table IC),as is the
change in shares in Pahistan d'jfri, its period of rapid growth Cr he ID).

W hen these indexes of income da , ore corn-arcd with the
rate of growth in the four countrL.: (5 ble 'E} t;!' is no support
for the belief that .apii groiti is ac pan.! 'y a 1e.5 egalitarian
income di ,tributiCTI In PakJstan and nrw.hi, sh tBhe .vaiable

indicators ali show n irprovenont in inco'ia distribution during the
1960's, tho p-ri.od of raiJ grow:th, and a dtterioraicn in tile spotty
data available for 1971/2 andt 1:73/g, respctively, perio,.!s of decline
in per capita itco-nc in biLt Cou11tries. During the brict priod when

the series ovcrJp (1963/4 to 1968,, ) ii-cmtce distribution in relatively
rapidly growing Pa'cistan and Ba.nv ja,1 : h improv%,d, while in more slowly
growing India inc;rte distribution in rurvA oreas becamc less equal,
in urban ares moro cqual. Hareov r, if one looks nt i.bsolute figures
rather -than at change oirert'YU,, lncomc distribution ws orc egaltat/n

in Pakistan and Ba gladvsh In t 9e 1960's th:an in India.

None of these figures are very s.7r7ifirant, as already mentioned.
Moreover, it J' 'plca-: that theroearc snb th:jtia! fluctuations from year
to year, so individuial year comparisons are even iLss useful. Finally
data generally are in nominal, not real terms. Since prices Ahdie.
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Table IA

TRENDS IN INCOME DISTRIBUTION .. INDIA, PAKISTAN, BANGLADESH

(Gini Coefficients)

1) India 2) Pakistan 3) Banglad~esh

Rural Urban Rural Total Rural Urban

1958/59 .340 .348 .38

1959/60 .314 .357 .38

1960/61 .321 .350 ,38

1961/62 .312 .357

1963/64 .297 .360 .339 .347 .33 .41

1964/65 .294 .349 .33 .39

1966/67 .313 .342 .31 .38

1967/68 .293 .345

1968/69 .310 .350 .261 .326 .27 .37

1969/70 .292 .323

1970/71 .284 .315

1971/72 .293 .332

1973/74 .44

Sources: 1) National Sample Survey data cited by P. K. Bardhan
in T.V. Srinivasan and P. K. Bardhan, Poverty and
Income Distr;bution in India.

2) Nasim 0. Sadiq, "Statistics of Income Distribution in
Pakistan" cited by S. Guisinger and N. 'licks
(unpublished).

3) M.. Alamgir, "Bangladesh: A Case of Below Poverty
Level Equilibrium Trap. Some Analysis of Distribution
of Income, Cnnsumption, Savinr a,, Poverty in
Bangladesh " .Bangladesh Pevelotinf" Studies; Volume. 2
No. . , October, l-7(5ngladesh-Institute of Developqen.
Economics).
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Table 1B

A COMPARISON OF INCOME DISTRIBUTION TRENDS

IN ALL FOUR COUNTRIES

(Gini COefficients: Households)

India pakistan Baniladesh Indoneg15-
1953/57 .34

1960 .47

1963/64 .37 .37

1964/65 .42

1966/67 .36 ,34

1967/68 .48

1968/69 .38

1969/70 .37

1970/71 .36
1971 

.46
Source: Shell Jain, "Size Distribution of Income," The World Bank

1975.

Table iC

TREND IN INCOME SHARES - THREE COUNTRIES

Income Shares of India Pakistan Banfladesh
Lowest 20% - 1960 4% 7% 7%

1970 5% 8% 9%
Highest S% - 1960 27% 20% 19%1970 25% 18% 17%
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Table ID

TREND IN INCOI4E SI;ARES - PAKISTAN

Top 20%- Hiddle 40% Bottom 40% Bottom 10%
1963/64 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
Annual
Average 34.5 37.8 27.7 5.8
Source:Calculated by M1. Arif from "Household Income and Expenditure Surveys,'( -Central Statistical Office, Government of Pakistan) in tl. Arif, "Growth,Redistribution and Basic Needs: A Case Study of Pakistan," (Uinpublished Ph.D.Dissertation, Boston University, 1978).

Table 1.

GROWTH IN GNP or GDP - FOUR COUNTRIES
(annual percent change)

Pakistan India Bangladesh Indonesia
1950's 3.3 3.6 2.1
1960's 6.4 3.4 4.2 58-66 2%
1970's 3.0(or 2.1)* 3.0 -3.9 67-75 8%
Sources: Official Statistics, such as Economic Surveys, Statistical Yearbooks,
Statstical Pocketbooks.
Notes: *For Pakistan the official statistics show a 3% rate from 1969/70 to1976/77, and 2.1%' from 1974/75 to 1976/77, the latter a period of dcliningwages. Both figures are probably overestimates, based on dubious estimatesof growth in "services . Over he seven-year period as a whole, the twogoods-producing sectors for which reasonably accurate data are availableincreased by 0.5% (major crops) and by less than 1% a year ("large scaleindustry), while "services" are shown incrcasing by a unbelievable figureof more than 4% a year. During- the 1971/75 to 1976/77 period the annualchange was only 0.4% for crops ant -1. ', for industry with services' againsubstantially raising the official gro.th rate.

A 2% rate of growth has been used throughout as the maximum consistentwith the growth rate of the sectors with reasonably reliable data.
For Indonesia estimates were used since 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



for different income groups do not move together this can introduce

another source of error. So these trends should not bi 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 Waages, Prices and Agricultural Output Changes

a) Reliability of Nominal Wayes

The wage data were collected from a wide variety of sources, including

some primary data gathering in the cpse of Pakistan. The emphasis 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, noT are the very rich. So tht two groups that cause the most

problems on incone studies are not of importance. The problems of definition,

forgetfulness, and valuation which plague income estimates are also much less

important. (E.g., for incomes Lhere 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 underreporting to escape taxation is hardly

a problem, overstatement of wages occurs as employers try to reduce tax

liability and to demonstrate compliance with minimum wage legislation.

Structural changes are an-,101r problem. For instance "manufacturing"

wages in a rapidly developing country are likely to have a secular upward
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trend simply because:

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

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

industry as more sophisticated technology is usel

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

To reduce the effct of structural changes ware data used include,'

where possible, separate series by rogions, by industries, and even for a

particular occupation in the saae fim over time.

b) Prices and Aver-i;e Agricultural Product

Of c.urse the doflttcr usod should re1'ee the prices paid by a parti-

cular group of Wage cainers, but dto are nor a.ailable to follow this

principle in all cases. Hoiever. wherevcr possible indices have been used

for agricultural and irdustrial -,orkers, and ror different region's. Still

some noise is introuced by 4iappropriatc rrice indices.

The everge agricultural pioduct (AI-) variable was generally calculated

by dividing the value added in agricultiure by the rural labor force. Data

on the rural labor foxce are avail: hb, only for census years and intermediate

years had to be interpolated. No signiFicaat errors should arise from Zhis

fact.

A serious problem does arise on the agriculture products variable in the

case of India. The only data are for the whole country. Analyses of real

rural wages by State therefore have to use a national average, which may

be largely irrelevant for a particular State. The pioblem is dealt with

inadequately and very partially by using not the actual average product,

but a three year moving average to capture longer term, country-wide, changes

instead of tho vagaries of local weather.
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C) Do Changes in Real Wages Accurately Pefluct Rpality?

Despite these caveats, changes in real wages shown in Tables 2-5 quite
accurately reflect actual annual changes in wage incomes. Except for

structural cbanigeS Most of the problems discussed, while somewhat reducing
the accuracy of the results with respect to wage levels, have little effect

on wage chnpes. Overstatemc.nt of the wage bill to escape taxation for
instance, is likely to be by a similar percentage in differcnt years and

therefore doe5 not affect changeU s in w'ages. Even structural changes do not
affect year to year changes, although they" can aff-ct conp-risons of one
decade with another. However, agrculzura) wag?., arid those for individual

firms are little affected by structural ch:nng.,s, an,! even wages for a parti-

cular industry are not likely to be affected sJnificatiy in the course

of a decad.,.

The fact that wages of different series move tofether within each of the
four countries increases the confidence in the data. Di€ff-cent nominal wage

series are cotipiled by different agencies, are deflated by diffvrent price

indices and are differentially affectect by strvctural or compositional

change, yet move broadly togethcr. (See Tc~hes 2-5.) Where there is a dis-

crepancy for some years, there u-ihully is a sidple explanation.

However, while the data apparently quite accurately measure change in
real wages, they are luss accurate as muaiures of woe:.ers' incomes. W1nen

indonesian wage data, for instance, show a 50% or even 70% decline in
real wages, this does indicate a drastic decline in both wages and income,

but with several factots mitigating the Income decline:

(i) More employajt;1t imposed by Government can bo a major cause of lower

wages, but of course also means additional income for some workers.
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Table 2A

BANGLADESH - REAL WAGES, PRICES AND

AGRICULTURAL PRODUCT, 1948-76

Years Prict, 2)Pcr Cpita" 3)"gr . 4)Mainu 5)Constr- 6) Urban
a)Agric b)Indus Agric. culture fact uction unk]ille d

Product
% Change %Change

(Daily) --------- (Yer-y-).

1948/49 (3.2)
19A91f50 3,219i50/51 -2 - - - 2.9- - ".

1951/52 6 -1.9 2.8
1952/53 2 1.4 2.6
1953/54 -1 1.4 2.6

.1954/ .._ -8 -6.5 2.7
19S5/56 4 -9.9 - .7
1956/57 1] 10.9 2.8 1 j-227
1957/58 - . 1,270
1958/.59 s -12 2.7 1,c,&7 9,13 1 087
19S9/60 -0.6 4 2. 0 1,041
1960/61 0.3 0- 7 3.0 1,305 1 08 2 -1,03(
1961/62 4 -2.6 12,5 ., I88

1962/63 3 1 S-.57 3.2 1,315 11,225 ,026
1963/64 - 2 6.0 . 1,47 1,22 1,02
1964/65 16 4 -1.0 3.4 1,473i 1,12.,8 1074

1965/66 13 0.9 -0" 2.9 1,522 1,237 1,090
1966/67 13 10 -2.1 2.7 1,.'19l 1,13.1 1,024
1967/68 3 1 6.0. 2.3 1,51 1,167 1,),r
1968/69 2 5 ,4.0 3.0 !,E9C 1,121 1,075

_ 19_9,Z70 - -0.7 3 .5 3.1 __,O 1,086 1,079

1979/71 -3 2 -24.T 3.- T7,Us8 1,-T2g-
1971/72 43 38 -5.5 2.6 8i2 873
1972/73 58 46 -5.8 2.2 1,718* 687 656

1973/741 53 39 6.9 2.1 742
_..1974/75 42 46 -7.9 .1.9 1 * 699

1975/76 -9 - V - -



Sources:

Ia. Consumer Price Index foT Agricultural Workers from A.R. Khan (see note 3below), but changed to 1969=100, 1948/9 is fro, S.R. Bose: "Real IncC neoF Rural Poor in East Pakistan, Te Pakitan Deveopment Reviw, Autumn,
1968.

lb. ('on5ner Prica Index for industrial Workers in Nare)anrai from StatisticalBulletins and -a.tist. Digist, buc usji1g Wviglits from 1968/9 Fa'IiExpenditure S -urvey, I.e.: Fooc? "nd drink 70.5%, Clothing and Fooowear5.8%, tHoung 1.21, .iscc11 neouF 7.5%.
2. Output ir, a1',ricj:lturc iv~de by p-ptL tion, both from Statistical Bullletins,loarbocks and Dgil:e.

3. A.R. Kfian, "Pt,1url:y aml Incciiiaity in ,r, B 1 ,, or d JlcymontProgranm e Trn-etioriai Lalour Organization, ',i. rking Paper V'EP 10-6/WP 1.(also in Poverty and Landissness in Rural A a Internatiounl Labour Office1977), 1h 7sc.lata af -are fiVtWiK 6aii7 Agriciture. unweighted mneanof the 1'9 !Lstricts. 1948/49 froln S... 3ose (sue note I nilnv1.
Through 1969/70 a5 repcrtod by the Directorate of Labour und?r the Paymentsof Wages Act 19,)6 in T,' cLy-Fie Years of Pakist" n in Stailstics, 19'2Later ( 1 dt': f'o:,, Ceiu o7 l -'hT - i- rre notstrictly compaiabte.

6. Nominal wr)-,.-s from Statistical nijtets of '.ast Pakistan and cf Bangladesh;Quarterly Bulletin of Wage Rates in East Pakistan and Quarter]> EconomicIndicators of Bangladesh.
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TABLU - 2B

BANGLADESH - REAL 11AGES AN) PRICES: 1963/77

(in 1969/70 prices)

Agric. Aric. Indust. Indust. Real Wages-Annual Construction
ars Price Real Price Real

- 'ges InWeg a)Unskillcd b)skilled c)average
(Daily) (Daily)

/64 72.0 3.4 78." 1,099 2,065 1,572 4.1
/65 73.1 3.5 82.1 l,0s. 1,977 1,533 4.4
/66 82.5 3.1 82.9 1,137 1.%, 1,S0 4.0
/67 93.2 3.2 91.0 1,167 1,845 1,507 3.8
!68 96.2 3.0 92.3 1,170 1.,361 1,526 3.7
69-------------------------------------------------- ---------------------169 98.0 3.0 97.0 1,167 1,919 1,5'12 3.8
'70 97.3 3.0 100.0 1,529 2,132 1,831 3.4
'71 94.7 3.2 102.3 1,603 2,217 1,900 3.5
1172 135.1 2.1 140.9 1,195 1,692 1,443 2.7
'73 213.1 1.8 205.3 891 1,225 1,058 2.3
/74 326.7 1.7(1.9) 286.3 746 946 846 2.s
"'5 463.6 1.7(1.9) 419.1 577 746 662 2.3
/76 320.8 2.5(2.7) 379.9 697 932 £15 2.9
'77 292.6 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 from Bangaidesh Bureauof Statist3cs "Economic Indicators of Bangladesh" January 1978. The Price
Index for Agricultural Workers ha- 1969-100; for Industrial 1,orkcrs ofNarayanganj (also used for Construction Workers) 1969/70 = 100. The latteris also fron "Economic Indicators ... " Thu Index for Agricuttural 'torkers
was constructed az. follows: using the weights ano categorles of A.R. Khan,which are based on the consumption patterns of the second lowest ir-ome group(from the 1963/64 "Quarterly Survey of Current Economic Conditions," Pakistan
Central Statistical Office) price daia for 1975/6-1976/7 werc found for 74%of the conmodities used in the index. Their weiflhts were incrcased pro-
portionately to obtain 100% and the resulting index used.
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BANGLADESH - PERCEN7AGE CHANCES OVER TIME .. IN REAL WAGES

Urban
Aiulturo Manufacturin Construction Unskilled

Long-term Trends

1960's/195' s +11% +27% +21% 0

/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-S4/5 to
5S/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%

D. Sharp Price Changes

Mid 1960's

Prices (annual
rates) +14% +5% +5% +S%

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) +49% +42% +42%

Wages (time
periods) -42% -41% -32%

Time period
for wages (1967/8-1970/71 tc' 1971/72-1974/75)

Mid 1970's

Prices (annual
rates) -20% -8.7% -8.7%

Wqagos (time
periods) +53% +19% +25%

Time period
for wages (1973/4-1974/5 to 1975/76-1976/77)

Sources: Tables 2A for all calculations except Part A for the 1970's series band Part B f'-r ti. 1970's which are from Table 2B. Manufacturingfigures for the latter are the average vf skilled and unskilled.
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Table 3A
PAXISTAN-ANUFACTURING REAL WAGES. PRICES AND AGRICULTURAL PRODUCT .1949-1977

.ajes per Year(Rs) Wae -Indices (Large Firms)

% Agric.
Price Product Textile Textile Cotton Flour Foreign-

Year eft Chan e Hf Textiles Hill I Mill II Min min Owned

49-SO 52,8 N.A. 75.2 66.6 44.250-51 54.4 N.A. 77.2 68.3 45.3
51.52 18.6 51.2 N.A. 72.5 64.2 42.6
S2-53 11.5 -4.3 45.6 N.A. 64.9 57.5 33.1
S3-54 0.0 23.9 1451 1465 46.4 N.A. 65.1 57.6 38.2
54-55 -10.3 -4.8 1476 1549 51.2 N.A. 72.5 54.2 47o8
!-" - .--1"- -'-.o- 73".6- N.X\T -73.-r 6572 -- 4835
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 6,.90 82.4 53.5 57.3
"0 -6F -27- 2 . . - . . 4- 6Y.77 - 7-.6 -- 51.7- - _'55.4-
61-62 2.1 5.0 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 S ,4
64-65 2.4 5.9 1588 1472 _ 68.0 67.8 85.3 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 60.7 76.3 69.2 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 8S.4 109.0
69-70 53 6.9 1931 1795 100.0 100.0 100.0 100.0 100.0
"'0-7 7 0 -10.-1 2026 1635 93.6 99.-1 94.0- 113.5 93.6
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
,4-75 31.0 -13.6 1522 1747 91.2 75.4 106.8 112.1 102.8
75-76 3.6 2.2 1627 1723 96.8 91.6 103.5 118.0 99.4
76-77 18.5 2.2 94.4 77.3 87.3 114.8 92.1

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 comodities and two groups in Statistical
Division, "25 Years of Pakistan in Statistics, 1947-72."

The Agricultural Product change is the Value Added in Agriculturo
divided by rural population (inter-censal ye,,rs interpolated).

Wages for all of manufacturing and textiles from the Census of Manu-
facturing Industries. For 1953/4 to 1959/60 those data had been computed
by S. Guisinger and M. Irfan. "Real Wages of Industrial Workers in
Pakistan," Pakistan Development Review, Winter 1974 for Pr-odtiction workers
1only.- Beyond 1970, Census data were -available only for -anI~'iid
P u-hab (to 1975/6) Provinces. Inflated to all-Pakistan on basis of earlier
year ratios. Other two Provinces have little industry, so error is r.at
serious.

Remining data collected from employers for unskilled workers only.
Partly based on memory, so individual years not reliable and exclude
non-cash benefits.
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Table 3B

PAKISTAN - REAL WAGES IN SMALL MNUFACTURING FIRMS AND OTHER ACTIVITIES
(69-70 = 100)

Small Manufacturin_ Firms Cold Casual Munic.3ar Plastics Salt Ice Storage Labor Constr. Sweepers

9-S .
62.0 63.4 N.A.9-51 - '- - - - . .... .;0-52 
6Z.,0 70.0 N.A.i2-52 
59.0 7A.2 N.A.2-53 
61.0 66.4 N.A.

3- 
62.0 66.4 N.A..5. . ... . -. 69.0 74.2 N.A.5-56 
70.0 75.2 N.A.,-57 112.7 94.6 99.5 88.3 66.0 71.0 N.A.

7-58 104.1 87.5 91.9 81.6 61 72.8 N.A.
.%59 107.1 90.0 94.5 93.0 62.0 75.0 N.A.
960 98.1 82.4 87.0 85.2 65.0 75.6 95.1

30-61 94.4 79.6 83.7 82.2 63.0 73.0 90.84-62 93.0 78.1 82.1 88.6 61.0 71.6 90.132-63 92.5 77.7 81.7 88.0 61.0 71.2 89.6
)3-64 87.7 73.6 77.4 90.8 64.0 73.6 102,0
"4-65 84.6 71.1 74.7 87.6 62.0 71.0 98.5
,5-66 83.7 70.3 73.8 93.6 61.0 70.2 97.3
J-67 77.8 63.6 66.9 84.8 66.0 69.0 88.1
7- . 72.7 61.1 81.9 89.6 64.0 71.2 84.f
,105.0 94.5 105.0 105.0 66.0 73.6 87.3'9-70 100.0 100.0 100.0 100.0 100.0 100.0 100.0'0-71 93.7 112.5 93.7 116.2 94.0 93.8 93.7
1-72 1f2.2 110.7 111.1 105.6 108.0 110.7 85.1
'2-73 115.6 116.7 135.3 116.7 132.0 108.9 107.7
"3-74 86.9 105.3 131.5 117.0 98.0 99.5 96.7
71-75 98.1 80.2 100.2 89.2 ;85.0 89.2 82.4'5-76 94.9 86.2 96.9 107.8 81.0 94.9 82.8
16-77 85.2 90.9 81.7 91.0 68.0 97.3 93.7
Sources and Notes: See Table 3A.
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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._f9_ .... __M0)

A. Long-term Trends

1960's/50's

6 6 24 zl2 5 4

(53/4-.59/60 (49/50-59/60 (56/7-59/60 (49/50-59/60 (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)

B. 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 Notei: 'Fables 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 review. (e.g., When the period shown is
1964/65-1965/66 to 1966/67-1967/68 the chani'e 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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INDONESIA - PLA17ATIO1 REAL WACES ND PRICES
(Monthly Wiges - 1969 Prices)

All Ind)n,, , "a Ie va Sumatra

Price Temp Price *Temp r -Fri.: Temp 41MIn£ge & 0han go PC= Change Perm
i-e

r  . eP ern -,n Wages
91s, 65.r, 3416

52 . 4333

) Is 2,5 4647 4507 0 4167 6.3 5118
54 . , 4669 3564 8.3 4074 J 5.9 1,259

37.2 2896 3035 5.S 1633 37.0 3522
•6 11,9 3110 3176 13,2 269 6.8 3705
7 4,.5. 3130 3258 5.0 2694 1.3 8S

47.8 2528 2P44 41,3 2311 66.3 2768

- 2079 2555 27.0 - ,C S9 4 3 2948---------------------- --- -------------60 26.4 18$9 2596 27.4 1426 22 0 2793
'1 33. 1 1796 2299 134.O--% '263 274

S3 11 2,1 - - 3-, 01 - 7 00.0 call -
63 -1392 1671 34 .0 1 .5 103-0 202353.0 ' -7 52 0 - - - - -+J - - -

4 2 .9 0 270.0 5942 -
V69. 16"Y6 2216 881A 3261 994.01 3237

9-111.3M 22714 1 373 227.0 2835
S 161,.0. 1490 1968 7.9 1s3 1082 ;.0 2607

• ... -2190 2407 18120 8.75

..... 2 O 2-7 -1 .--1 3 : ... --.. ...- . - ...*

' 4,1. - 287, 12-.2201 7.0 42 I71 6.6 2718 26 2 . 2130 4105
'12 9.9 2724 2939 1iO.5 .2224 5.2 4173
73 !2.7 2342 2663

4 30.9 2306 2456 30 0 1952 21.2 311-----------------------------------------
is 12.2 25.33 296 6.3 7 3.3 3852
76 "2.,629 117 '041 13.5 4576kurces: Nominal wag,- data from Diro Pusar StatistIk kContral Statitical Pureau,Indonesia) "Statistik Upah !(aryawan Porkb,)naW (Wagc Paid on Eistates)

Jskarta, yearly.
Deflated by urban food prices frcui G.F ralaiek and D. Dowsett:

'"the 1est of Living, 938-1973" -koc~ni dangtaniKn Indonesia, July'197S. for years through 1973. !Pi4 " .7or -uct-d n -" e basisff o,m Biro Pusat Statistik "incbdkat'r Ekonomi," various monthJy issues.Wagcs are for both permanent ard termporary workers, except for onecolumn for all of Indonesia which is for pernanont workers only.
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Table 4B

INDONESIA - SEI-ANNIAL WAGE CANGES FOr PLANTATION WORKERS, 1972-75

(Tcmporary and Permanent Workers)

All Indonesia Java Sumatra

Prices W Prices 11ages Prices n

1972 I Jan-June 2.6 2671 2,8 2077 -1.0 4311

II July-Dec 14.1 27S6 1510 2329 12.6 4193

1973 I 29.0 2264 27.9 1701 36.0 366S

II 22.2 2392 19.4 1965 37.9 3071

1974 I 29.5 2101 17.8 1"10 13.8 3032

II 1.8 2489 3.4 2156 -5.9 3352

3J75 1 i.5 244. , 11 201

II 9.4 2662 10.3 2117 6.3 4241

1976 1 8.6 2706 9.0 1946 5.2 6961

II 6.0 2671 6.0 2136 9.0 4190

Prices for 1972-3 sane as Table 4A; however, not all of the same
cities available far 1'74-75. so none discrepancies with Table 4A.
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Table 4C

INDONESIA - REAL WAGES IN INDUSTRY
2) Yearly Wages

1) ,4onthly wages in 1969 Prices in 1973 Prices
I Large Large

Large Scale ___icd f '.led Foreign Unskld Large Med
Daily / 1k-ky _ _ th LAJI Firm New
Man Text Unskld Series

51 3,163

52 4,335

53

54 
110,300---------------------------------------------------------------------------------

55 3,490 3,457 12,910 4,871 2,216 3,961 3,710 102,600
56 100,400
57 4,389 97,600
58 4,397 80,500 27,500
59 2,704 2,688 9,295 3,854 1,720 3,300 6,646 78,400 35,000
------------------------- ----- -----------------------
60 3,068 3,151 9,816 4,458 2,076 3,7F8 6,810 71,600 33,300
61 6,186 69,500 35,000
62 1,753 1,803 3,903 2,274 1,025 1,919 4,131 46,000 20,700
63 1,604 1,464 3,234 2,018 686 1,o13 3,382 50,400 20,800

64 3,210 46,800
----------------------------------------------------- -----------------
65 2,632 51,400 23,500
66 3,960 55,200 18,700
67 3,585 67,800
68 2,609
69 3,124

70 4,011* 3,515 2,142 3,110 3,475

71 3,718 74,100 37,600
72-I (3,725) (6,021)

72-I (4,890) (5,847)
72-1II 5,144 4,311 5,938 83,700 43,200
73-I (5,889) (5,136)

73-1I (5,904) (4,664)
73-I&11 5,897 4,904 84,400 44,000
75 3,856* 4,916
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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/we-kly paid workers

e) "Large j M!edium" = weighted average; total wage bill divided
by total workers

f) Large and medium from BPS, "Industrial Ceisus" in Statistical
Pocketbook, various years, for 195S-72. From Industrial
Statistics 1975, Survey of Manufacturing Industries (Vol I),
Central Bureau 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 were compiled.

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

2) Yearly wages in 1973 prices from Mark 11. Pitt, "Alternative Trade
Strategies and Employment: Indonesian Country Study", M.innesota
University (unpublished draft for INBER study). Original source
of wage data same as in 1) for most years. Others from "'National
Income in Indonesia", BPS and unpublishcd 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
----------------------------------------------------------------- -
1955 90

1956 8S

1957 80

1958 72

1959 70

-----------------------------------------------------------------
1960 62

1961 82 56
1962 69 34

1963 51 5
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 I (3,517)

1972 II (2,482)

1972 III1 3,004 126 30,498

1973 I (2,061)

1973 II (1,731)
1973 III 1,887 114 35,184
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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 figurts were reported by each KabuLpaten (County,
Shire) as expected to be piid. Simple average of
Kabupaten figures.

Office orkers: Collecttd from one fore1411 firm for clerical staff.

State Electricity Enterprise : Waoes from Ph.D. thesis draft by
C. Nanning of Australian Nationztl University.

Prices for all of the above from Papanek and Dowsett,
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.
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Table 4h

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.
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Trble 4F

INDONESIA - PERCENTA'GE CHANGES OVER TIME, 1957-1975

Plantation Labor Manufacturing Household

All Indo Java Sumatra Large Medium Servants
%. % %

A. Long-term trends

Mid 60's/mid 50's -63 -67 -37 -50 -34 -66
(1953-57 to 63,66,67) (1954-57 (1958-60 (1953-55

to to to
63-66 63,5,6) 62-64)

Early 70' z r.md60's 91 114 54 38 98*

(1963,66,67 to 70-.'3) (1963-66 to 71-73)

970's -5 5 1 -4**

(1970-71 to 1975-76) (1970 to 1975)

E. Sharp price ch.,ges New Series Public Works

Farly 70' s

Prices-previou.u 417 .408 160

- curie.:L 8.7 10.2 5.9

Wages 86 98 36

Time Peiiod (1966-68 to 69-71)

1972-74

Prices 52.7 49.8 71.5 52.7 71.5

W zges -18 -17 -27 -22.5 -- l .0

Time Periocr (1972 I-1I to 73 11-74 I) (1972 1 to 73 II) (1972 1 to
73 II)

1h74-76

Prices 12.2 16.3 3.3

W-ges 28 19 51
(1974-I to 1976)

Sources -and IPoi:cs: Tbles 4A-4D
S*.o-*f r -. 'ian real wages show a steady trend and not much annual
:7 ctt-....., -. n average of the beginning years/-"Ilf-years has been compared
Jt_ t".a-. B:a of the final years/half years to show the trend in its

cleae'-st form.

Prices are annual averages for the later period. However for the 1972-74

period the price increase for 1973 has been shown and for 1974-76 it is 1975

* The increase in medium-scale industry is2l'% if 1963 is compared to 1970.

** For this period the only industrial wages which are really comparable
are those for the textile industry, since industry as a whole experienced
major structural changes. But a comparison of a single year (1970) with
another year (1975) is highly subject to accidental factors.



Table 4G

Estirated Er'ploy1mnt on P. rtitlon, ,- , )

1 955 1 96 3 1 96b 1972 1 975
Worker per Wore-rs Worker per Workers Wor,.er per Uo.kers Worker per Worers Worker per Workers

hectare j000) hectare hectare (O00) hvtare (000) hectare (COO)_I I -" 2 2i
Rubber 0.45 2G5 .C6 226 O.Es 207 0,43 152 0. 225

Tea 1.25 83 .43 92 1 .54 92 1.25 72 1 .46 87

Coffee 0.83 36 0.83 31 1.0 36 0.87 28 0.77 29

Suoar 0.42 21 0.77 55 0.53 37 0.67 48 0.70 81

Palm oil 0.24 2/ 0.31 271 0. 31 0.26 2_6 0.22 _4

verage/Total 0.47 367 0.61 431 0.59 403 0.53 :326 1 0.56 462

Sources and calculations: HEct..res o' produci,g c rs from U ir Pusat Statistik (BPS)
Statistica! Focketbook iar'OlJS -ars); worker pe hectare
calculated form repor-tinQ estates (-see BPS ,St?"istik UDah,
KaryawwaE: Perkebunan," var;cvs years); total nurumber o.F .wokers-
hectares of prolucing iror. ti,as workers per hectare.
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INDIAN RURAL REAL WAGES BY STATE, PRICES, AIM AGRICULTURAIL PRODUCT, 1951-727

(Daily Wage)

All India And hra Assam Bihar

'ears Av. Agr. Price Wiage Price Wafe Price Wage Price Vage
Product change change change change

0.0 0.0 2,2

2-53 2.9 2.3
-,3-S$4 6.3 1 2.8 2.31ili 2.8 2.3 .
14-55 -. 7 2. 2.5 0.0 3.4 0.0 3.1

--. --------
5-6 -2.2 6.6 2.2 6.0 2C 2.0 .9 - . .2. . .-2.2 2.- .-- - 2.6-- -

,6-.7 2.8 17.3 1.7 22.0 1.4 30.0 2.3 17.0 1.3
i7-58 -6.5 7.4 1.7 2.3 1.5 12.0 2.2 13.0 1.7
'3-59 8.6 0.0 1.5 2.2 1.S 0.0 1.6 -0.9 1.2
J9-60 -3.2 0 .0 1 .5 8,.8 1 .3 -9,5 1.9 -3.7 1.2

------------------------ ------------ --- I--------------------
S -2.0 1.S 2.0 1.5 -12.0 2.0 -1.9 20

i!-62 -1.6 0.0 1.8 0.0 1.8 -6.0 2.2 -1.0 1..

.2-63 -4.2 4.0 1.7 0.0 1.7 2.1 2.1 12 1.1
J3-64 0.6 9.6 1.7 9.9 1.6 3.1 2.1 9.9 1.7
1-65 7.1 7.9 1.7 9.0 1.7 6.1 2.1 4.9 1.3
i5-66 -15.9 7.3 1.7 -0.8 1.6 6.6 2.3 18.0 1.3
36-67 -3.0 22.7 l.S .3 1.8 9.8 2.2 42.0 0.
,7-63 13.2 18.5 1,7 43.0 1.8 16.0 2.0 14.0 1.

-0.6 -3,1 1.8 ?.9 1.6 17.0 2.i -12.0 1.1
3.9 4.8 1.7 5.,; 1.4 9.5 2.0 7.3 0.9

---------------------- --- ----------------- ----------- ---- ----------
15.9 G. 1.8 ".S 1.6 9.2 2.0 2.1 0.9-,1-72 -4 3.6 1.8 6.9 1.4 4.4 1.9 0.4 0.9

;2 -"3 -9.8

73-74 4.0

55urces and Notes: lTJAverage Pr0oduct vna Agri cl&itu--- in agri ....
culture from the National Income Accounts (Statistical Abstracts, EcCnomic
Surveys) divided by rural population .nter-census yrnars aritlunetically
interpolated). 2) The Agricultural Consumer Price Index (% ch-m!ge shown) iE.
from the Indian Labour Journal as renroduced in, A.V. Jose; "Trends in Real
Wage . Rates of Agiriu1tul3 Labourcr's,, Eccno;.ic and Political Weekly,
March 1974. 3) Agricultural Wages fron: inistry of Food and Agriculture,
"Agricultural Wages in India".
First three years wage and price data arithmetically interpolated for All
India series.



Table SA (Continued)
INDIAPl RURAL REAL WAGES BY STATE, PRICES, A14D AGRICULTURAL PRODUCT, 1951-72

(Daily Wag,)

Kerala Madhya Punjab West Bengal
Years Price Wage Price Wage Price Wage Price Wage

Chango chango chan'ge Change
51_L21

52-55

53-54
54-55 0.0 2.1 0.0 1.5 0.0 2.3 0.0 3.1
55-56 -6.1 1.8 11.0 1.4 5.8 2.3 3.8 2.6
56-57 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 !.7
58-59 4.4 1.9 -2.7 1.1 4.9 1.9 -0.9 1.6
59-60 5.3 1.8 -5.6 1.1 0.0 2.0 -3.7 1.7
50-61 2.0 2.0 -0.99 1.2 -4.7 2.3 -1.9 2.0
61-62 9.9 2.2 5.9 1.2 -1.9 2.3 -1.0 1.9
69-(3 0.0 2.1 3.7 1.1 1.0 2.5 12.0 1.6
3-64 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
,5-66 -3.4 2.6 4.3 1.1 11.0 1.9 18.0 1.7
.,6-C,7 .4 2.5 27.0 0.96 21.0 1.9 42.0 1.3*7-6, 16.0 2.6 30.0 0.80 11.0 2.5 17.0 1.2
5 -(9 12.0 2.2 -10.0 0.91 0.0 3.0 -17.0 1-13
,)9-7'.f 4.2 2.6 6.1 0.90 1.8 5.2 -1.4 1.4
10-71 5.2 2.7 -4.8 0.97 -1.3 3.2 4.3 14
1-72 -1.0 2.7 5.6 0.99 5.6 3.0 1.8 1.S

72-73
7.3-74

74-75
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Table 5B

INDIA - MAIkUFACTURING REAL /AGES AND PRICES, 1951-73
Yenr.: Prices Aggre- Textiles Basic Wood Chem.& rlach1nory I ransport% Change gate Metal Chem. Prod. Except Eq.ipment

Eluctiical
%lolithly) ------------------------ (Annual) ------------------------

1i/52 0.0 131 1581 211S 964 1345 1480 2074
,2/53 0.7 135 1622 2351 1035 1457 1493 2071
)3/54 -0.7 145 1610 2426 1107 1502 1S68 1882
4/55 -S.1 157 1755 4 528 11 9 1522 1714 2171

1-,0 1.45 239S 108- 146 1719 219
,I6 - _5 5o i 5 -25 ; 8 , " 1 ,.7 173.2 - - 2198 - -

/57 7.5 144 1752 2079 10,18 1497 1638 2080
7/58 4.9 141 1710 Y'27 1055 1648 1686 1973
3/59 4.6 140 1694 1978 10e2 1715 1627 1879
/60 3.8 137 1691 1869 1051 1668 1507 1823
/61 1.8 - - 145 - 1790 2047 1069 1802 1642 1941
L/62 2.4 155 1892 2256 1103 1981 1814 2053
'1/63 2.9 156 1903 2321 1162 2017 1797 2075
1/64 8.0 151 1814 2222 1179 1905 1704 2056
4/65 11.0 147 .779 2129 1138 1862 1646 2020

-.0- 149 - T789 21+5 -12. . -922 1 2 20 .
/67 12.0 141 1727 2026 1053 1830 1611 1901
/68 8.1 141 1706 1964 1030 1796 1581 1900
/69 0.7 14-) 1795 2049 1075 1887 1699 2045
)/70 1.7 155 1872 2037 1077 1920 1837 2098
/71- -3.8- - i-868 2026 1122 1908 1860 2070/72 4.7 18 7 " e72 4,24 i 2 2 8 890 1876 2321
*/73 12.2 1832 1819 1185 1720 1741 2101
S/74 23.4
'tes and Sources: 1) Consumor Price Index for Industrial or ers, at 1964

prices; a weighted average of 13) centers; weights derived from the
Family Budget Enquiries ('58-'59), compiled by the Labour Bureau. See
Indian Labour Journal, Oct., 1968.
2) Wages from Ministry of Labour, collected under Payments of Wases Act,
1936, and Mlinimum Inges Acts, 1948.
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'Table SC

INDIA - PEnCE2,NTAGE CHANGS OVER TIM IN REAL VIAGES

Rural
India Ijihar I Punjab_ Industr Textiles

A. Long-term Trends I I

1960's/lgO's -13% -32% :4% 5% 7%I I
(51/2-59/60 toj (54/5-S9/60 to (51/2-59/60 to (EI12-59/60 to
60/1-70/1) 60/1-70/1) 60/1-69/70) 60/1-70/1)

1950's -25% - - 0% 6%
(51/2 - 54/5 ' 55/6 - 59160)

1970's 3% -10% 4 4%

(68/9-69/70 to 70/1-71/2) (67/8-69/70 to
70/1-72/3)

B. Sharp Price Charges
1960's - late
Prices (annual
rates) 20.6% 24.74 11% 11% 11%

Wlages Crime
Periods) -6% -2!% -9% -6% -6%

Time Period (64/5-65/6 to (62/3-64/S to (61/2-63/4 to 64t5-66/7)
66/7-67/8) 65/6-67/8)

1970's
Prices (annual
rates) 2.7%

wages (Time
Periods) 6.0%

Time Period (64/5-67/8 to
68/9-71/2)

Sources: Tables SA and 5B.



Only rarely will the aciditional wolkers for a particular enter-

prise come fron the f-rnily of a cUrr:ntly employed worker, but

the family incvme of some hcuzeho'.; in the wage crrrrig group will

be augtented.

(ii) mlore important is the fact that additiotal forccd emplcynenf.

increases the opportunities of all workers for me-nlighting. When

there are more workers thain needed in an ertelrprise, somee can come

only a fe;: hours each Joy, other3 can disappear for hole day: at

a time and all can red~ixe their efforts to pursue secondary jobs

and incolne.

(iii) The disorganization which lowers enterprise incomes and therefore

wages also incrpa,;es the cpportunity for diversion to private use

of some of the firms' inputs anid output. Usually the pri:-cipal

beneficiarics ae ,anagers nd ol hcr . 'nior u',pioye, but workers

can bencfit t,.

Additional erlpiormtnt, rnxtlple job holding, and illegal income, all

mean that the d:-cline - cr rise - in real in~o1e oF worers can bc much

less than the -,,,ge in rea.l wa'e, when the latter chanves massivL-ly. So

when declines of 7ec, are shown In Indor, esian real w es, the real decline

in wages P, ay have been SO% or 60%, and in income 40%-50%, but it vas still

brutal.

3. The Regression Result; on Factors in Rel Wave Changes

For reasons iven earlier there is a good deal of norse in the data.

Moreover the ,rge forrmt:r ,chniso undoubetedly difrers:

- among the four co:uairivs

- 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

countrics, tinle 1perioJs, and wage .-.ri,.s. Substantial uniformity, on the

other hand suggests quitc power ul forces at wo-k.

Diffeitnces are like)y to be especially great with respect to the lags

with which wages rcpond to changes in cnusal variables (and, conversely,

but to a Iczser degree, the extent to which wages anticipate expected changes).

Therefore mo:;t recr'icn equationis include the current as well as a lagged

term for the major varibles.

The regression anralysis is by no means complete. As far a, can be

deternmined from a search of the literature this effort is the first system-

atic attempt to idcntif y cau,;al variables in real wagc chinges over time.

The first step %,as to dtr cor,; ,Wt, rather lonq-term,series of real wages.

This in itself was a rime consun.n, I rocess. The specification and testing

of two similar, simple, mod-,ls wai! the second step. Undoubtedly more

complex models can and sho-,Id he tcte, 1! and more extensive analyses shoLld

be carried out 4ith the present ,oris, but that has to be left to future

work.

a) The Anproach and f'odels

GenerI.,zed least ',q itares estimates, with Cochrane-Orcutt technique

to correct for auto-corrr-lation uere used. It was assumed that the problem

of simultanetty as not a serious one in the four countries, that while

prices, average agricultural product and government j.n':ervetrion influenced

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



The impact of wages on price; is limitcd because tle total wage bill

in the econon,y is a small one, with a majcrily in the labor force self-

employed. Even in the entertprises using wagc abc;r, wages are a far smaller

fraction c value added rh:- i:n dcveloped co, rntries. For ins,"ance, the

manufacturing sector is typically 10-20% of GNP and '.Jas in ttat sector

are one-third of vlul-c so r"anufacturing wa,'es ar- about 5(% of (MiP.

Similar estimates 're not availab1r for other sectors. ilow:ew , ', pr-Cef in

most secto.'s are in any case ,'etfriiod by ,'iorld p-icCes nn,, CC,-,Crcial

policy. The cost of living in.!x in all four countis e, is dominated by

food grains which atnormally tr:de0' by all co,.ncries. The scrond ifp3rta,,t
element in the coSt -f !iviPg i clol h, aL, a rr-,ded cu:nod]ty. Chanes

in wages may wel, have an j..o: irrac or, plices e'-r the er:2 trr •

for instqnce, goverm-ent-.andated hiher as ,l! c;u',, a increasc in

imports, which wili u=cvall- fyrce thp ,ovenvnern to raise th prices of

imported gcods to centrol the Eore;in o .c I o.fg. -.fi It. But cost-push

inflation is not an Ppport'anc n,: y4 betwr,-' price s and wages in these four

countries.

The average pr(duzt in agriculture i,> even lo-s affected by wagos than

are prices. it dopends on weather, invustmcnt over several year.s and tho

prices of inputs nd outputs, Wages play a minor role in the deternination

even of input prices.

Goveri.ment wage policies have been effective for only a few years in

only 2 or 3 of the countries and were determined by political factors.

Nlile the real ;,"geu (the dependent variable) have little influence

Ol the explanatory (or jnrfopcndent) variai-es, the latter are sometimes

interdependenc. A decline in average agricultural product, unless
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accompanied by a compensating -ncrvase in imports or reduction in demand,

will increase Vie i Flnhtion rate. Therefore the indopen'i.mit variables of

agricultural p-roX-t 'rat f...t..o. ape undoubtedly correlated

during sow p-iLd;, .tc.r'.u ~tion nmurr- x for each coantry indicates thie

degree of int1,r,,pendjrce In fact, e crt ftr the v:ie variable in current

and lapud form, the coirelatlon amorn n dcenendnt va.T.4ables is ricstly

below 0.',, not a high correlation for tne 'eris. The najor exception is

the correlation bet' een the change in the avurags product in agriculture

and the change 1n CNP. Sinc, n'ricvtlurc conv,'itutes 40', or ;,:c to GNP

this is as ona w-ould expect. The f.ct thar chnia in agricnltu:e product

is the nore s ,gni f-cvnt c:p lon -rorv vprlahbe t:nc!s sil-;pot to th notion

that it is the ieservation pvico of labor, nct the demand f'r labor which

influences w]8Les.

1he individual explanatcri variables can now be taken up.

b) 'rh Efi-ect o\, Prices

On the wlhoe the eifect of prices on 'w-?es is clear and s'gnificant in

the two Ccuntrics L*-Izt C>pceijelced substantial inflation fur a nur,'ber of

years: Esnglad,,s) and 1:'Jm:sic. Over the coarse of t,o years nc:,inal

wages rosc by btc, 6,A a-d 300 as r,,cl, ', Ihe r' e in ',' . ,,ien it-

flation accelerites wias la, and cn-ersciv hen r-ceJer"'L There

Is one ser ics for fridonesi2 wb.ere the l:,ged price variahle is negative

and significant, & puzzling re ,ult, perhups expl-inabl' by the inclusion

of temporary as ;cll as permanent workers in the analysts. It may be that

a large number of temporary workers were osteisiblv put on the payroil in

SuAatra during the period of rapid inflavicui, ui,. noi-inal vwages then

declining as the wage bill rose less rapidly then the number of workers,
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Spbols used:

lII = Rate ef change in nominal wage

RW = Real wage; i.e.: nnminal wage/cost of livirg

C - Constant

P1 - Rate of Inflation; i.e.: % change in prices

PL = PI, lag.ed by a year

API - Rate of chaiv e in the everage (per capita) product in
agriculture

APL = API, a_7gcd by a year"

AP3 - Three-year moving average = AP

D1 = Rate of chan-e in CNP

DL = Di, lagcd by a year

GD - Govcm.'.,e::t intevention Dummy - effective minimum wage
legis,ati on

D = State of the -conoipy Dwnny

WSL2= Rate of chine irn the deviation of the actual wage share
frod its rn

WSLX= 14SL2, 11c' ear

SH = Rate cf cl,:i)e in relative price of commodity

K n Change in c-tpot tf c

L before a symbol means the varible 3s logged

Figures inside prenthe:es are the t-statistics of the estinted
parameters.
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REGRESSIONS WITH PRICE AS IMPLA\ATORY VAP!P BLE

C P1 PL A?1  APL R2

Bansladesh=All Wi

1) Rural 0.01 0.33 0.32 0.84
(0.6 ) (3.33) (3.1)

2) Urban Constructioli 0.01 0.33 0.43 0.72
(0.4 ) (2.6) (3.06)

3) Urban Unski]lcd 0.02 0.16 0.39 0.69
(1.29) (1.73) (4.17)

4) Manufacturing 0.07 0.6 -0.6 0.62 0.73 0.87
(3.0S) (0.1 (-1.2) (3.6) (4.4)

India -All WI

5) Rural-aggregate 0.00 0.27 0.45 0.23
(0.12) (0..9°3) (1.57)

6) Rura1- Bhar -0.02 -0.52 0.99 0.36
(-0.3) (-0.87) (1.7)

7) Rural-Punjab 0.02 0.15 0.84 0.45
(0.47) (0.41) (2.33)

8) Manuf-aggregate 0.03 0.44 -0.003 0.40
(2.S5, (2.11) (-0.001)

9) Hanuf-tex til es 0 04 0.32 0.07 0.32
(3.31) (1.64) (f). 3!)

10) Manut-basic metals 0.007 0.75 -0.27 0.41
(0.28) (2.5 ) (-0.89)

Indonesia-Piartati.ons;
all workers-All '41

11) All Indonesia -0.02 0.71 0.30 0.99
(-0.62) (25.c.,) (9.6r)

12) Java 0.05 0.79 -0.09 0.91
(0.35) (10.49) (-3.91)

13) Sumatra 0.08 0.61 -9.0! 0.96
(1.03) (16.49) (-1.01)

14) Rubber -O.004 0.70 0.10 0.98
(-0.o:1 (26.76) (2.89)

15) Tea 0.13 0.71 0.01 0.68
(0.72) (5.12) (1.11)

Palistan-Al ",'I C pl PL R2 F DI

16) Manufacturing 12.2 -0.27 0.08 1.3 1.9(.39) (-1.1,1)

17) Textiles 5.69 0.52 0.20 3.4 2.1
(1.6) (1,73)

18) Textile Mill I 11.4 -0.06 0.002 0.04 1.6
(2.77) (-0.19

19) Urban Casual 4 41 0.;4 q.27 7.7R I P



somPe.of them "phantom" employees. But this is speculation. Vlith this excp-

ticn~at least the current price variable has the correct sign and is signifi-

ttat 5.n the regressions for both countries,and usuailiy the lugged va-tiablc "'s

also significant.

For India and P1kistan the price variable is often not significant.

Pri .es changed very little in bto:h countries for auch of the period and

during the periods when they did the average (product in agrjultire also was

dliining, making it difficult to distingoish t tw, c;iua. f cors (Piik..v, .

An 1973/a and 1974/5, india 165/6-1966/7.) But .,!' . mjor rcaso.i for the

Failure to mode,3 adequately the effe, ct of prices )nJ w .iio the- tv.o

ecu':tries is probably the iinadeqva,y of the mode, P'eel aiid of the data used

to tfst it.

Is it possible that the correlation between pric. :rd w.,!es is due to

causnlity wh'..h runs the other way, i.e.: from wages to pric:';? 'i - s is

highly unlikely in these four countries. Neither trije union., nor mirimuip

uage legislation had a significant effect for nost of the peri.L':, "'or any .f

the cmutries, Moreover, most wago goods prices oe dvteinnel by weather,

-ports, international prices and governmert policies, not by wzge cost:.

Wiages are in any case a :;all proportion ef total coss since host enploy-

mont is self-employment. Food prices arc'determire' oI'imaril), by govern-ient

po3.city/ and imports. Wage'.r are a Mnor eJ.mnn , cd producton, costs.

Even for cloth, wages are about one-thirdof . dd,soe-ri a 20% change in

nominal wages will haie ojily a limited effect o;; cloth pric,:. Giv,,n the

large role of food an;d other traded goods in the consumption bas;ket, whose

pri,:oc is not affected by wagesand the ]imited effect of wages on prices of

nu'a-traded wage goods, changes in wages will have liLtI effect on the rate

of inflation.
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c) The Effect of Avo:ae Aricultural Product

The effect of tho average a gricultur:.l product on real wages is sox.o-

what less clearcut iI:in tLat of pr-ices For Indonesia it wos not readily

possible to iJ:'ludo this vmr. i:ble in the analysis bec,ure national income

accoLuts wCrM ro corpilcd fcr iany yer,',.

They are avniable since 195S ad "'jr earJi,,r periods there are series

on the productiorL CI major comrrities like rice. The possiblo error is

likely to be p:';pecia _,y ',at in the early years, but the inkonmation avail-

able suggests that, ,..:r cpprLa gcultural product, a, best, tagnated from

the early 1950's to the r.d*1-!9,0'z and ro ,_- zhurcaftcr. Ih,,s tw.o timO

spans were periods of dL-trinrathn z,: irpro,:er:t in tho econory 1-s a

whole. For the c, :!e3,' r.g~essions Ia T:,bje 8 q dulyq V,rlable

distingnishing tbehc t'.'o pcriod; j5 geernlly signiific[.nt. This provides

indirect suppnrt f:)r the hypt:thoeA that the ,vera7e p-oduct in agriculture

does influe,,nce real wage.

For iangla'esh rnid l;:ia alh,- t hal 1 the rLg:-es, io'is have 0,e average

product iii agricultt e as a siguiiicart varihble with the right sign.

Generally it i-, the logped, not the currtuit vaIriable which is significant.

This is as one would c.xFpct, since th ,('chm ' thru.)h uhich the avcragC

product in igriulture (A.) is expected to wa :,s is one that wou)l

take time. That .s, AP changes the reservation rrice of worke,-s self-

employed in 'igricullure, ehis affccts the rate o migration to urban areas

as well as the willingness to tokc wa!,e labor in the rural areas. As the

supply of wage labor at the prevailing wage is increased or diminished, the
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Regressions with Average Agricultural Product
(and Prices) as Explanatory Variables.

C PI PL AP1  APL r2

Bangladesh - All 111

20) Rur] 0.02 0.35 0.3 0.14 0.06 0. 85
(1.22) (2.9 ) (2.41) (1.05) (0.4 )

21) Urban 0.01 0.45 0.39 0.34 0.46 0.79
Construction (0.6) (3.3 ) (3.02) (1.41) (1.9 )

22) Urban Unskilled 0.01 0.18 0.41 -0.1l 0.2( 0.73(1.07) (1.0!il1) (-0.8) (1.31)

23) Manufacturing 0.07 0.6 -0.6 0.62 0./3 f1.87
(3.05) (0.1) (-1.2) (3.6) (4.4)

India - All 1

24) Rural - ,. 1 0.4 0. 2 0.07 0.27 0.29
aggregate (-0.04) (1.25) (1.43) (0.32) (1.2 )

AP3  A3L

25) Rural-Bihar -0.03 -2.98 4.20 -3.13 3.21 0.50
(-0.3) (-1.8) (2.6) (-1.89) (2.03)

26) Rural-Punjab 0.0i -02, 1.62 -0.63 0.83 0.54
(0.08) (-0.53) (2.45) "(-1.12) (1.32)

AP APL

27) Manufacturing- 0.03 0.39 0.02 -0.06 0.74 0.67aggregate (3.71) (2.32) (0.3) (-0.3) (3.03)

28) Manufacturing- 0.04 p.29 .l -0.29 0.40 0.45
textiles (3.6 ) (1.54) (0.61) (-1.2) (1.83)

29) Manufacturing- 0.003 0.73 -0.21 0.1. 0.84 0.56basic metals (0.16) (2.63) (-0.76) (0.36) (2.15)
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Table 7 cont.

LAP3 R2  D.. F

Pa!itsan - All LRW

30) Manufactu ,Ing -9.56 2.SS 0.70 1.73 30.4
(-2.60) (3.83)

3i) Textiles -9.90 2.61 0.78 2.0 43.1
(-5. 70) (8. 27)

32) Teytilo 14ill I -22.,, 4.90 0.79 1.7 60.6
(-.5.'9) (6.20)

33) Urban Casual 2.9 2.07 0.F5 2.0 100.8
(9.59)

34) Cold Storage -6.8 4.76 0.74 2.3 45.3

(11.05)



Table 8

AnGRESSIONS WITH STT OF FCON'C, . iV .' '  ',.i . -:PdW;NESIA

Constant Current La.'ted St;ve of it
Prices Prices EcurtUmy

Per rinent 0.16 0.53 -0.07 i 2K O.AS
injonesia (0.16) (0.94) (-.ZY3) (1.02)

Perma, nent -0.03 0.7] (. M. n" J. 99
Java (-0.7) (3c.4) 1) ,.

Permanent Q. 2 0.'5 U. 07 0.08 0.98
Sumatra (0.38) (22.,451 (1.75j (.0.'0)

'emoorary -0. nO1 0.70 -0.12 0.01 0.94

Parman.nt T "l'erp:rrary 0.3 0.72 n.28 0.11 !?.'99
Indonesia (0.66) (27. 1S) (9.08) (1 .6s)

Per r.n7 -0.002 0.71 0.02 n.07 0.99
Rubber 0^04) 126. 1) (3. 1,) (1.1)

Ormnnu -0.02 0.61 0 - 0.17 0.99Coffee (.0.0S (2s3.01) OAF 0s) N2.7- )

Pur-anent 4 Tu;';,,rary -0.0',4 0.75 0. 18 0.97
(-0.0w) (20. 3<) (2.

Peri,rnent I e:oruy -4.2 0.02 0. ¢. 0.97
Coffe KAU.iI (20(;6 () (W'.17;

Sorces: Plantation wados, l',,erally for 20 ye..r., ftor rr,-. or pormanent
and temporary or tenmorary work.-rs. (Seu Table A)

Dapendent variabl,. is the no:'inal wrge. Mhe State of the Lcorom'
variable is a dumiy, distinguishing the period frora 1953 to 1963
from the period for 1966 to 1975.

Figurus .i parenthes.s t - stt,1ic



re'al wg' will evcatui lly, r .:;pond the changed supr.ly. This is cnrtain ly

a process w1,;,-:h is noi in: tantaneous, so a on:, year lag (at least' seems

reasonable.

In Pakistan a three year ,,erng wa, uel,. for AP which is a specifi-

c, tio:n similar to th..- lge! variable for India and Bangladesh. For Pakistan

it nroved'J hi, r, Jy sig:nifi-c_ .r all wage - eries. t-he Pakistan model also

logged all variablas on the assumptior, that ..'justm,-cnts are in perz-entage,

not ?bsolute, terms.)

That I '~1&,r r-sults ark ,,era .. no . s.ignificant is not surprising.

The a'c-.aie a-ri ctltura ' ,,ariablu was for i:lw coitairy as f whole.

The di'ffer,_.n.Lo in the ..evenr. of State agr 'cultural wages (Tabl., SA) rmkes

It clear tV,.t a country of India's size is not a single labor rarket, but

a number of s gre .t'd markets, part mhrly in agric.liture, but also in lablor-

intensive industry. A Bengali agricultural wozker dloes not go to work the

land in the Lriar , .-'ch .'-s in K ,rala a:nd does not even g(. to the textile

indllstry ih K. ,r' o- O 'Yi Id te.J to ize t a f-ragC ajiri culturfl pro-

duct 'or the :i:.'. sj';' I'i .l e Ialu,. r mrn kci Itt ha,.,e in Vppropr.tate measure

o tie res cv.:i rjric.u of' I _±or in that market.. In the absence of such

data the use of a t.ee year :novi i average, to ,easUre broad productivity

trends that .'ic'..t ai-Fect thu whole country, is it poor substitute.

in additi, r (hs srati. t cal roho s, particularly severe for

Indi a, the r,.silts 'or Pakistan suggest that different specif.*,_.tions need

to be trieW tor a more complete test of the hypothesis. But the results so

far obtained provide some limited suppi.rt for the hypothesis that the average

product in agriculture, and prestm.ably in all self-employr-nt, influences the

reservation pricc of labor v..hich. with a lag, influences the rea,' wages. T*.e

conn-ctic-i, however, is not establish-. unequivocally.
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d) Why does Average Agricultural Product Affect a.es

The mechanism by which agricultural pruduct affects real wages needs to

be clearly specified, although to a large e-,tent the tiodel here presented

rests on unprovt-n hypotheses. It is, however, derived from standard labor

surplus, cual economy and migration theories, with some major modifications.

7tese theories all postulate a sector whore the taargnal product

(hP) is less than the iacome (or wage). The .1 jsuVIJtxon here Is that this

situation holds true in self-erplo),ment and in some wage r-a',oyment,

particularly in agriculture. A major group ior which thi '. p'he-iulenon exists

are family workers on fama.ly-owned far:ns. 1TC total outpu'C tf these family

farms is shajred a:mo1ng family members, It is assumed,even if :,o, all inc-mber,

of the fam ly are needed to produce the Output That is, the il

is low, or even, zero, the [amzly mrembu.,- income is equal to the averrae

product (AP). They wl!l1 then i.ot accept ,age empiovment unles,, the w'age

income, adjustcd for diffe-er'ces-, in thc c)st cf lzviag and in attractiveness

of living conditions, )s at lca. ti'u,1 t th- ino:%e from participation

in work on the family farm, that ts i. avv-a.Le product. -When the AP rises

or falls, thv r{e'ervation price of part of 1,1bor force also changes: the

part whose alteinative is work on the fa.ily farra.

This is the standard mechanism described by N1. Arthur Lewis. But it

has been a-guedi, if the famili, ii,: come maximizing it should send family

members into agc employinent vs long as the wage is higher than the

marginal product. As a result the family's ircome would increase b> the

difference between the wage and the narginal product on the a.i~y farm.

The family member in wage employment, ho,;ever, would necd to receixe from

his family the difference between the wage and the average product on the
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family farm, to cqual his previous income. Put the family may be unwilling

to transfer this amount to the wage earner because there is no ready

meclanism for such tr,,nsf.r, ond/or because it is not customary to support

someone who has left Lhe household, and/or because the departure for wage

employment ,tecreasrs leisure and/or because it is considered inapprop late

for family mcqbers to take wage employment. If family members do not

receive an), share from the farm if they take up wage emplo)ymnt, then the

average, not the marginal, irnddct will d-termine the reservation price

of family labor on those family farms.

The s,ie mechanism can also :ork in other family enterprises, particularly

in the rural areas. For instance, faiilics who uctn a small retail shop may

support more family members than needed to do the work.

But, and this is not part of the standard two-sector model, there are

two other groups in the labor force 0,hose reservation price may also change

over time, because they receive the average, not t1e marginal, product. First

there are tie (poor) self-employed in the urban (or rural) informal sector

the shoe shiners, bicycle rickshaw pullers, sidewalk vendors, scavengers,

prostitutes, lotteiy' ticket sellers, stall R.epcrs and oiher petty

traders, barbers, cobblers and some other .,ervico workers, and so on. In

labor surplus economics there are too many of them. That is, some coild

go into wage\employmcnt at litie or no loss in convenience and no increase

in cost to those 0,whi purcha.;e their goods or services. Their MP may

be zero or close to it. But a work anti income sharing systci assures

that their income approximates the averaice product, not the marginal product.

Wihen another bicycle rikshaw puller is added to the twenty who besiege

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

income drops because the total work and incc:e is divided among a larger
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group. In a neo-classical world the price should decline as competition

assures equality with a lower IMP. The consumer is better off due to the

lower price and greater supply. In the real, labor surplus, world, the

assumption is that the price will not drop, as additional iorkers ire

absorbed. The pricc for the service remains unchanged and the total income

generated is divided among the larger group. Price stability is due to

one or more of the following mechanisms:

- an association of owners of the equipment used (bicycle rikshaws)

- an informal organization of the workers, who come from the same region

or group of villages and who agree on a price

- the threat of retaliation against anyone lowering the price

- an understandingon the part of all participants in a particular labor

labor market that they (i) can expect only ai limited amount of work

(ii) need to chargc a particular price for a subsistence income, given

the expected work, (iii) canaot lawer the price to attract more customers,

because competitors will imediately follo'; suit and everyone will be

worse oft, especially since total demand will not increase much. Kork

is now going on t6 provide more evidence on possible mechanisms for

work and income sharing. But in some activities price competition seems

/to be definitely absent, at least in Bangladesh, among the infornal sector

self-employed.

The other group who may receive closer to their average, than their

marginal, product are those whose income is fixed according to traditional
rules, particularly iorkers in agriculture. More workers may be used than

needed to carry out a particular task, bpcause everyone, at least from a

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

traditional patron-client relations. If the resulting output is ;hared
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among all who participate in the work, or if tiere is.a traditional

compensation for the work, regardless of actuat effort, then the compen-

sation can exceed WIP. The outstanding example is the Indonesian rice

harvest. A pre-deterviined share of the harverst goes to all who participate

and, at least at some time and in 3omii areas, anyone who wanted to could

participate. Tlhe MP may actually be negative, as hundreds of people

jockeying for position on an acre of land, trar.ple some of the grain

yet everyone gets one-eighth or one-tenth of the harvest that person has

brought in.

In both groups - whether work and incc.'., h Aring is deternined by a

patron or by a group - additional people participating 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 in this activity, then has little or no

social opportunity cost - it does not reduce the convenience of consumers,

and does not decrease utility by decreasing ;.antcd 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 therefore exceeds tlbcir -narginal product. Including

them in the analysis means thct one neds to pay attention not only to

the reservation price of potential wage labor whose opportunity

cost is work and income sharing on the family farm, (or small enterprise)

but also those whose opportunity cost is given by splf-employment in the

informal sector (urban and rural) and those where it is given by work for

others, but compensation is not set strictly by profit maximizing criteria.
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A'a result, wages may fall even if tho average product in agriculture

rises because at the same ti=me the earning opportunities of these

other groups cc'nf,. (For initanco, because hicycle rickshaws are

banned from the cities, or participation in the harv.:" is limited.)

The other way in which the mechanism describedde-iates from the Foi-

Ranis inocel is in the assumption that wages will rise as soon as the vyerge

product in self-employrent .nd incomo shzring rises. The Fei-Ranis conclusion

is tbitt ,',,es rise only when the MP in iariculturc exceeds the wage. That

is oecause !y assue that agricultura! workers are e-ployed by landlords

who i, ,,, ;ditional waqe, higher tanr tie .az'inal product, for non-

economic reasons. As workers are vithdr:;.-n from .,iculeure, the surplus

of the landlords rites, as outnut rert .ins unco.:nged (tP -) but the wage

bill declines. 7here is then no reason for the landrds to raise the

wage,until enough workers have been withdrcwn so the marginal product
equals the (traditional) ra-e. iHith the agricultural wage rncha ged,

.the reservation price of agricultural labor L. unchanged and therefore

the urban wage remains unchanged until the mnargnilal product in agriculture

equals the wage. The problem with this ovzr of the Fei-Ranis model is

to.explain why landlords should pay , wage to their wox ,ers .ch exceeds

their marginal product. This is especially difficult sinco once any

significant number of landlords pay a lower wage, equal to the margiial

product, their costs would decline and there would be pre5sure on others

to do the same in order not to lose in the competitive struggle. So

[ei-Ranis have to assume that practically all landlords pay a traditional

real wage higher tl.an the marginal product and raise the nominal wage to

teep it in line with price rises. This seems an implausible assumption.
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lferc on the contrary, it is assxned that the reasons for an income

equal to the AP not MP irt three: sharing among family members, particularly of

the output from family owned land; participation in output on (traditional)

share basis; and work and income sharing in the informal sector by opcn

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. lhe reselvation price can rise either because

productivity and total output in a particular activity increased more

rapidly than the number of workers (eg: because of technological change)

or because the number of people who share in ,trn otiLput of that activity

decreases, ,r both. So real wages can rise if thc AP rises, even if the

M1P remains below the income, and even if it rerains zero. Conversely,

real wages can fall because total output declines, the number sharing in

the output increases,or because the mechaims for work and income sharing

is weakened. For instance, as the pressure of population on income and

resources increases, fimilies that had very ]lttle land to begin with may

lose control over that land and be pushed into other activities, or may 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 reasons, shariig in the harvest work and income may be restricted

as-more and more people want to participate and the marginal product turns

from positive to negative or an increasing commercialization weakens

traditional pressures for sharing. In the informal sector the sanctions

against price competition can become less effective as the labor market

becomes larger, or less segmented.
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e) Re-interpreting the Avera.c Product Data

With the more complex model or set 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 corrclatinn x

between the two. The actual developments can be interpreted in terms of

this more complex model.

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 simultaneous: (i) dcclie in work and 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 and transport

as the labor force increased far more ropidly than the modern scctor jobs;

and (iv) government .olicies which reduced the total income in some important

activities where income and work are shared (side ,alk venders and bicycle

rickshaw pullers). As a result, the income, and therefore the reservation
S-

prTce of labor, decreased in these activities, compensating for the increasing

reservation price of family agricultural labor, as the average agricultural

product 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 arrangements, in the cities

they lowered the average product and income in the petty trading, service,



transport and construction activities which were opcn to them and where

the margipal product may already have been at zero or close to it. This

may have contributed to the decline of 50% in real wages although per

capita agricultural prodtuct declined only 40%.

l'ile 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 nf hypothevc at least provides a

plausible explanation for the correlation between AP in agriculture and

real wages in some cases, but not in others.
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f) The Effects of Economic Growth 3r Derand on Real Wages

If the hypotheses, stated earlier are correct, that all four economies

are labor surplus but that real wages are influenced by the reservation

price of labor, then changes in demand for labor could affect the rcul wage In

two ways: (i) as the demand for lbor in the modern sectors increases, vorkers

with a higher reservation price will have to be enticed fro.- self-employment

requiring a higher wage (ii) as employers respond to ,hat they consider z

temporary increzse in dcmand by raising -ages, not by employing more workers.

(i) It has been suggested that the rese-vation price for labor Is largely,

but not wholly given by the average prcduct in ,ctivities outsic the COLMer-

cial, wage paying sector, mtostly self-employment. The average product in

different self-employment (or wage eimloy:ent) activities is unlikely to be

uniform, even if the mzurginal product i-, close to zero in wany activities. A

member of a land-o,ning family may have a far higher average product and

income than one whose income is dependent on a client relationship with a

landlord which allows him to obtain a harvest share. That income in turn

may be much higher than that of the really petty trader, who buy- a package

of cigarettes and sells individual cigarettes, who in turn haP more than the

scavenger The labor markets are highly regnented, with movement determinc-d

or inhibited by control of assets, ancess to credit and personal reiationships.

If there are different AP, therefore different incoues, therefore different

reservation prices, the labor supply curve is not likely to be horizontal. It

may, however, be highly elastic, because there are a large number of persons

whose income is close to subsistence, as defined in that society, who would

eagerly accept work at a wage itual to, or even slightly below, their current

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

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

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 proxie% exist for shift in the demand curve.

(ii) If some eviplo)ers of regular (not casual) labor believe thrt any

increase in the demand for their product is a teaporary one they may, because

of hiring and firing costs, decide not to increase thei" labor force to meet

this demand. Instead of moviag, along a very elastic, long term supply

curve for labor, by hiring n(,w workers near the prevailing wage, they move

along the quite inelastic short-term supply curve, paying their own labor

force more to induce thr.n 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 usually be quite limited.

W1ith the long-torrm supply of labor highly elastic and only a few firms

moving along the short-ter= supp'ly curve, a change in demand for labor then

should have a small, but perceptible, effect on real wages. Real wages then

should be ]4 ttle affected by changes in t:,e National Income or National

Product, which ,il infliicnce the demand for labor, ec,,t to the extent that

GNP/GDP changes ieflect changes in the average product in agri(-ullure, if the

latter influences the' reservation price of labor. l1rdeed, vhen the indepen-

dent effect of AP in agriculture has been tkcn into account as a separate

variable, 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

GNIP and AP are substantially correlated (see table 13) it is not surprising

that the addition of the GNP variable somewhat reduces the significance of the

A' 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

wre important in determining wages.

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

for most years. A dummy variable was used 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 EXPLANATORY VARIABLES

C PI PL API APL Dl DL GD R2

Banglldesh - all W1
35) Rural 0.05 0.22 0.34 -0.02 0.72 0.27 -0.88 0.88

( .51 (1.5) (2.7) (-0.2) (1.3) (1.3) (-1.2)

36) Urban 0.02 -0.07 0.72 -1.30 1.06 1.79 -1.50 0.86
construction (0.6) (-0.3) (3.8) (-1.7) (1.5) (2.2) (-1.6)

37) Urban unskilled 0.02 -0.03 0.57 -0.86 0.58 0.82 -0.77 0.76
(1.0) (0.3) (2.7) (-1.2) (0.9) (1.2) (-0.8)

38) Manufact-'4pi,  0.05 Mi -0.80 0.32 1.33 1.50 -1.04 0.21 0.92
(1.3) " (-1.6) (-6.6) (3.0) (1.7) (-1.6) (4.8)

India - a'il Wi
39) Manur. - 0.01 0.45 0.03 -0.37 0.79 0.31 0.15 0.01 0.73
aggregate (0.7) (2.1) (0.2) (-1.2) (2.5) (1.4) (0.7) (0.4)

40) Manuf. - 0.05 0.15 0.15 -0.26 0.73 -f.S -0.14 -0.04 0.68
textiles (3.2) (0.8) (1.0) (-0.9) (3.0)(-0.3) (- (.6) (3.4)

41) Manuf. - 0.00 0.76 -0.24 0.13 0.83 -0.02 0.13 -0.03 0.60
basic metals (0.4) (2.2) (-0.8) (0.4) (1.6)(-0.7) (0.4) (-0.8)

Note: Indci.-:,'. See table 8

D1 = 9;.te of change in GNP; DL = Dl lagged by one year;
GD = significant change in minimum wage
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,f rapid growth after the mid-1960's. it proved to be highly significant as

one wotld expect, since the dusiy incorporates both explanatory variables.

With the rising agricultural product the reservation price of labor would

increto c. Moreover the very rapid growth in GNP of the ltter period should

cause jk substantial number of firms to operate on the short-run labor supply

curve, given the special difficulties, imposed by law and tradition in

Indone.fla, of dismissijng workers.

Vor Pakistan a specific attenpt was made to distinguiish the movement along

the (a:sumed near-) horizontal long term supply curve of labor from movement

along the steeply positive)), sloping short term curve. It was assumed that when

pricc for a connodity rife that ewrployers will regard this as a short-term

phenomenor and will attempt to obtain morc .uri],t from their alredy employed

worker.s, bOy paying higher (overtime) wages i.e. moving along the short term

suiply curve. On the other hand, if outpuL increases employecs were assumed to

consider this .he result of a long-tern icreose in demand, resultinp in the employ-

ment of' more workers icar the existing wage i.e. a movement along the long-term

supply curve. There are no good a priori grounds for these h)Totheses; the two

explanatory variables should be, and here in fact, closely related. That is,

then prices rise because of an increase in demand and employers pay overtime,

this Is presumably to obtain an increase in output, so output should also rise.

Conversely, if denind increases are first reflected in output, not price rises,

for instance when capacity is put to work, one might expect initial output

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

In the two cases ihere relative price and change in output data were avail-

able - for all of manufacturing and textiles - these two independent variables were

closely correlated. (for textiles the correlation coefficient 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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io aggregation and structuxal problems in dealing with such a heterogeneous

sector. (Table 10) However for the totile industry, when the relative price rose,

real wages rose also (movement along the short run Supply curve), but "'her output

increased then real wages declincd. The positive effect on real ages of a

relative price rise provides some evidence in support of the hypothesis that

increased dc.eand can cause increased wages, as firms move along the short-term

labor supply curve. The negative correlation of real wages with Output is

more difficult to explain. Even ,. ith a horizontal long-term supply curve of

labor,wages should not decline as more lor.ers are hired to increase output.

A plausible explanation Aould be that increased output ,-eflected to some

extent the initial operation of new plants, paying lower wagcs to apprentices,

while declines in output reflectcd shutdowns by older mills, paying higher

wages because of seniority. In any case, 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 real wages could be related, in addition to the argu-

.ont that rapid &rowth-increases the reserVation price of labor. 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. l) curve. Second,

that more rapid growth induces man), firms to move along an inelastic short temn

supply curve, paying overtime rather than hiring more vorkers. Rapid growth,

producing an upward shift in the labor supply curve, plus greater shifts along

both long and short run supply curves, weuld then nroduce a si!.nifican " increase

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

REGRESSIONS WITH RELATIVE COMM0DITY PRICES

CHANGE IN OUTPUT AND MINIMUM WAGE AS EXPLANATORY VARIABLES - PAKISTAN

C. LAP3 SH K GD R2  Dli FManufacturing
42. Price -8.0 2.2 0.02 0.09 0.77 11.9

thange (-.d7) (2.6) (0.4) (1.8)

43. Curput -9.0 2.4 0.16 0.07 0.78 12.7
Fthange (-1.8) (2.7) (0.8) (1.3) 4

Text" les
44. Price -8.9 1.9 0.63 0.05 0.92 1.3 39.5

change (-5.4) (6.1) (3.7) (1.3)

45. Output -3.0 ].n -0.65 0.11 0.90 2.2 30.0
c PSng; (:-1.2) [ (-2.8)

46. Both -2.6 1.0 -0.04 -0.71 0.11 0.90 2.0 20.2
(-0.9) (5.7- (-0.7) (-2.5) (2.3)

Notes: SN1 - 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 Effect of Commodity Prices, lfage Shares and Minimum Wages on Real Nages

There are other reasons for believing that profits and wages a)e related

and that a higher rate of giowth, gcnerally producing higher profits for iaore

firma, will therefore lead to higher wages. Boeth workers and/or employers

can believe that there is a "fair" 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 ?nterprise is profitable workers demand a higher wage and

their pressure is effective

(ii) The higher the profits the greater the willingness and ability of

employers to raise wages for ethical 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 employers

are not pure profit maximizers or that employees can expert pressure which

does not stem directly from economic pow.'er. But there are also economic

reasons for higher wages with higher profits:

(iii) The cost to employers Df worker dissatisfaction increases

(iv) As discussed earlier, employers may pav more to already employed

workers to increase outjut, rather then hiing; new workers at a lower wage if

they think the increase in demand/profitability is temporary.

Two quite indirect and unsatisfactory proxy variables were used to test

the relationship between profits and wages, since no direct 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 average wage share. If the %age share drops it

means that the profit share, and therefore perhaps, although iot necessarily,

the profit rate, has increased (Table 11). The other proxy vari;zble compares

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

REGRESSIONS Wl1li mNINUM ;WAGES AND VAGE SHARES AS EXPLANATORY VARIABLES

C P1 PL WSL2 WSLX APi 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 I 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) (14.5) (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 Hill 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: WSL2 = Rate of change in the deviation of the actual wage share from

its mean

WSLX = W'SL2, 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, LRIY or log real

wage for Pakistan
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plantation crops in Indonesia. Here the assumption obviously is that a

greater than averagc in,-rCase in commodity price means a higher rate of

profits. (Table 12)

Both proxies give some significant results, as does the proxy variable for

profitability in the Pakistan textile industry (Table 10). One possible

explanation why they do not universally prove significant is that they are not

a very good proxy for the hypothesizad variable. The workers' share may decline

during a period when total value added also declincs. The profit share may then

go up but the absolute amount of profit and the rate of return on capital would

then decline. This coiild . .jpen when the terms of trade turn against manufac-

turing, if the employers are better able tc' defend their interests therd the

workers and impose a higher share of the burden of declining total real income

on the workec"s. Similarly it is perfectly possible for the relative price of

a commodity to rise at a time when the absolute price is ialling, because other

commodity prices have fallen even more, Profitability may then decline even

though relative prices rose. Nevertheless the wane share is significant in
some regression equations. Moreover a si;aple analysis of changes in commodity

prices, shows that in 45 out of 75 cases, real wages increase/deerease when

the price of a particular plantation crop increases/decreases r.,re than the

price of other plantation crops. So one can conclude that there is some

evidence that wages change directly with profits, but that it is not possible,

using the proxy variables available, to establish an unequivocal relationship.

Government minimum wage legislation is another factor potentially influen-

cing real wages. Of course, minimum wages ;generally 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 nmaufa:turin and,at best, for all production

workers, it is difficult to trace the effect of minimum wage legislation.
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Table 12

REGRESSIONS WITH CODODITY PRICES AMONG

INDEPENDENT VARIABLES - INDONESIa

Con- Commodity Price State of
stant prices level economy R-square F D.W.
-0.08 0.26 0.03 0.16 0.24 8.7 2.4
(-2.5) (2.0) (3.0)

U.07 0.26 0.16 0.16 7.9 2.6
(-2.2) (2.0) (3.

-0.8 0.31 0.03 0.13 6.1 2.3
(-0.3) (2.3) (2.6)

Note: 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 suchcrops are primarily produced for export and the world market price
is more relevant than the domestic price. For sugar, consumeddomestically, the domestic price was used. The analysis covered
rubber, coffee, tobacco, sugar and tea and the period 1953through 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 at ailable.
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Moreover in three of the four countrieb (the exception was India) and for most

of the time minimum w.,gej were absent. unenforced and/or riot changed despite

rapid price increases. One would therefore expect to find little statistical

relationship between minimur vagc changes and real wages in most series.

The one country, India,-,where minimum wiges applied throughout the period

and had wide coverage, seems to have followed a low wage policy throughout

most of the period examined, even during the years -:hcn socialism and populism

were most strongly emphasized by goverrxent. That is, government-set minimum

wages were generally at or below the prevailing wage for almo.t all workers
and therefore had little effect on the real wage of the ovcr,liing majority.

Most of the workers who~o wage wa . beluw tie mitim-tJ Werc casual, day or

informal sector wo-Aers to whem the legislation did not apply,

Of course, a policy of low nininum w ges is quite defensible in India

and elsewhere in the region not only on grolvids oF economic efficiency but

also of equity. Worlers in the formal or organized sector are the only ones

for whom the legislation is enforceable and they are already better off than

the landless agricultural workers and those in the informal and self employed

urban sector. The workers who benefit from hiLhor mini.mm wages are, in the

four countries, no more thiln 5% of the laboz foirce. To increase their income

by high minimum wages i,'ill 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 'a result 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 early

1970's). A duru.i), variable for the years ',hen the rise in t e minimu.m 1,age

exceeded the rise in prices naturally proves highly significant (Tables 9 & 11).
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Obviously government minimum wage policy can be effectil,2 if the wage is

raised sufficiently.

h) The Interrelationship ArnnFactor. in Real 1eage Changes

After analyzing the impact of individual explanatory variables on wages

one need, o conidcr the correlation anont thte inniepengcnt variables. Not

surprisingly the rate of inflation is correlated with the rate of inflation

lagged by one year, but the correlation is in fact surprisingly low. For

Indonesia it is neglible 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 natr'nal product

are closely correlated, as one would expect in countries where agriculture is

a large pioportion on the uational product. For India, where agriculture is

less than 50% of the national product the correlation is obviously less close

than for Bangladesh where agriculture is far more important.

MIost 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

averfige product In agriculture declines and price, rise. For India the

correlation is negligible, but positive, that is, it has the wrong sign. For

Bangladesh it is negative, as one would expect, but not ver, 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.' Consequently the two variables are quite independent and it is

reasonable to treat them as such.



- 61 -

Table 13

CORRELATION AIONG INDEPFNDENT VARIABLES

55. Bangladesh P1 PL APi APL Dl DL

PL 0.52

API -0.20 0.22

APL -0.31 -0.15 -0.12

D1 -0.05 0.12 0.87 0.16

DL -0.49 -0.09 0.04 0.93 0.23

56. India

PL 0.63

AP1 0.03 0.20

APL 0.08 o.08 0.39

DI -0.09 -0.,0) 0.51 -0.09

DL -0.31 -0.05 0.30 0.47 -0.26

GD -0.26 -0.05 0.21 0.33 0.29 0.00

57. Indonesia

PL 0.02

D -0.28 0.23

58. Pakistan 
AP3

AP3 0.34

Dl 0.86 0.55

GD 0.38 0.24 0.54


