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CHAPTER 1.

INTRODUCTION » CURRENT CONTROVERSY
SURROUNDING THE WAGE-PRICE ISSUES -

1. Inflation es a Universal Problem
A current economic problem shared by many countries,

either developed or developing, is price inflation, It may not be a real
problem for some of the planned socialist economies like the USSR and
East Germany. On the other hand, a galloping inflation, which has
faced some developing countries like Chile and other Latin American
countries, must be a serious threat to the normal operation of their
economy. In most of the developed industrial countries, however, a
creeping inflation, characterised by the gradual but persistent rise of
the price level, prevails today. An inflation of this type, though |
perhaps not so immediately harmful, still raises various medium - or
long-term problems, such as misallocation of resources, unequitable
distribution of income, unfavourable effects on the balance of payments,

and sc on.
Table 1.1

Index of Consumer Prices and Earnings in Manufacturing
Industry for Selected Countries in 1968 (1960 = 100)

Country Consumey Earnings Country  Consumer Earnings

prices prices

Chile 8056 950 Australia 120 133
Colombia 246 270 West Germany 120 288
Ghana 188 165% Tanzania 19 365
Philippines 180 138 United States 1na 133
Turkey 157 182 Ceylon s ue

Denmark 155 220 Belgium 114 178
Finland 154 192 Switzerland us 173
Japan 153 201 Poland i 133
Italy 137 192 Bulgaria 110 142
Netherlands 134 212 Crechoslavakia 108 120
United Kingdom 133 161 East Germany 101 108
France 127 181 USSR 100 136
Canada 122 180

* Figure for 1867,
Source: United Nations Statistical Yearbook.



One of the characteristics of those industrial economies
is that despite the rising price level, the real income level of the
nation has been increasing steadily and substantially but at a slower
rate than the money income level since the Second World War (1),
Besideas, income from employment like wages and salaries represents
by far the largest share in national income in the industrialised
countries, so that the movements of wages and salaries have much
greater bearing on the trends in national income than those of incomes

from other sources.

Although the money wage level has 80 far risen faster
than the general price level in the developed countries, (2) the increases
in money wages have lagged behind those in prices, so that the real
wage level has actually fallen, in aome developing countries like
Ceylon and the Philippines (and probably Ghana). As regards the
oranipresent fact that money wages and prices go up concurrently,
however, there is8 no clear-cut relationship between their rates of
increase, universally applicable to all countries. Even if we lmit
ourselves to the cases of Western countriea between 1960 and 1968,
for example, the Danish rates of increase of consumer prices and

wages were both quite high, as compared with other European countries,

{1) ©.H. Phelps Brown, A Century of Pay (1968), showed that this was
not a pecullar post-war phenomenon but, since the close of the last
century at least, the real income level had continually risen with
frequent fluctuations in Western industrial countries (p. 301).

{2) Both the average annual rates of increase in money and real wages
have been much higher after the Second World Way than before, in
Western countries (See Fhelps Brown, op. cit, pp. 67, 221 241, 312).
Movraover, before the war the real wage level sometimes fell in the
short run, say, in lesa than {en years' period, even in these
countries (tbid., pp. 169, 2568.9). '




and those of Britain were both rather moderate, while in West Germany

the price increases were inlld but the rate of increase in wages was very

high.

Not only the levels of prices and money wages have risen
but also the structure of prices and wages has lost downward flexibility
in many advanced economies aince after the Second World War; in
other words, prices and wages generally have come to rise
unidirectionally (1) It seems that this phenomenon is also observed
in many developing countries In recent years, for as far as the United
Nations index numbers of consumer prices are concerned, they
scarcely dropped below the previously attained level in these countries

during the period between 1860 and 1968,

Another fact cheranteriatic of the developed economies
suffering from creeping inflation is the achievemsent of continuing full
or near-full employment after the Second World War, These countries
have experlenced mild recessions since 1945 but not a serious, prolonged
depression and unemployment rates are much lower than the pre.way

average throughout the industrial world (2). A third fact is the ubignuy

(1) There were more fluctuations in the level of prices (and even money
wages in severe depressions) with the trade cycles before the Second
World War, though money wage rates offered strong reaistance to
downward pressures, which was true long before 1914 and did not
geem to depend on trade unionism (Phelps Brown, "The Long.term
Movement of Real Wages", in the Theory of Wage Determination,

J. Dunlop {ed.) (1957), pp. 48-88), but thereafter both money wages
and pricea did not fall below & previously attained level and have had
persiatent upward tendency in developed market economies. This

is also the case in developing countries in more recent years (Source:
UN Statistical Yearbook).

{2) L.G. Reynolds, Labour Economica and Labour Relationa (1064),

p. 340, Also see OECD maln economic indicators and Fhelps Brown,
op. cit., pp. 222-3 and 25%.5,




of market power in the modern economy. In the labour market there
has heen the rise of trade unionism and the general acceptance of a
collective bargaining, as part of the normal economic life, which sets
wages and other conditions of work over a wide area of the modern
economy. Parallel to this has been the development of big businesses
and other producers® preadsure groups which interfere with the price-

determining proceases of the competitive market,

2. Cost Push verasus Demand Pull Arguments

In the face of thoge facts, new controversy hus arisen
around these contrasing hypotheses of demand-pull and cost-push
infletion. The essential difference between them 1s in the guestion of
which, a cost increese or excess demand, initiates the particular
inflationary proecess. For,if, one inflation of either origin gets under
way, cost increages and demand expansions tend to proceed hand in
hand as long as a high level of employment 1s maintained. In this
context, If we borrow the concepts which ¥, Machlup has invented to
elucidate the points of the present arguments, the prime mover of a
demand-pun‘mﬂatien is "eutonomous" expansions of demand, which
are followed by "responaive (competitive)' increases in prices and
wages, while the trigger of a cost.push inflation is "aggressive’
increases in wage rates and/or material prices, which are followed
by defensive increases in prices and wages in other sectors of the
economy and "induced" and/or "supportive (compensatory)" expanaions

of demand (1), As a matter of fact, however, it does not seem so0

(i) ¥. Machlup, "Another View of Coni~§ush and Demand.-pull
inflation"”, Review of liconomics and Statistics, vol. 42 (1960),
pp. 12530 T




easy to discern between autonomous and supportive (or induced)
demand expansions or between aggressive and responsive incresses

in wage rates or prices in an inflation siready in progress.

The idea of aggressive and defenuive increases in prices
and wages prasupposes the existence of market power which is able
to interfere in the price . {or wage .} determining processes and the
idea of supporiive expansions of demand, the active intervention of the
government or the monetary authorities in the free market economy to
mainteio full canployment. Por, i€ all prices and wages ave detormined
under perfoct competition, as classical cconomics telleus, thon there
iz no reom for the practical application of elther of such {deas because
full employment is automatically achleved through adjustments by
competitive markﬁ forces and the stabiilly of the general price level
msalnly dependa on the quantity of woney supplied. In actuality, it is
widely believed that a considernble number of prices and wages are
more or less "administerad” by powerful economic interesta groups,
such as big businegses, trade uniops, farmers' organisations, snd
sssociations of other aelf.eiployed persons, although we do not know
for certain how far the influence of these groups on prices or wages
reaches, and that the interferences of these groups with individual
prices and wages at the mioro.economic level will evontually result
in the increases in money incomes exceeding those in national output
st the macrocconomic level, Since it is cansntial to the atability of
the general price level that the changes in the structure of relative

prices should be such that the increases in some prices are offset by



reductiona in other prices, especially those in sectors with high
productivity growth, some industries or socio.economic groups may
have to acquiesce in price reductions or falls in their incomesrelative
to those of other groups. But in practice, affected groups offer a
strong resistance to such reductions of prices and relative money wages
in which they have a stake, if they are able to do so. Ag a result, the
general levels of prices and money wages are said to be inflexible
downwards., Under these circumstances full employment is not
always achieved automatically through market adjustments of prices
and wages. Thus, if deficient demand arises at a given level of
prices and wages, the monetary authorities are obliged to supply
enough money to expand demand. This logic, however, contains
some unquestioned but questionable assumptions, Why do trade unions
demand such large wage increases that unemployment among their
members would result? Or why do managers concede. such large wage
increases that they might be obliged to pass on to the consumer as
price increases, which would result in a fall in their sales (and
possibly in smaller profiis) unleas the demand for the commodity
concerned is quite inelastic? If they behave in anticipation of that
demand.expanding policy of the government which makes up for

loases which they would otherwise suffer, what is needed is to put an

end to auch anticipations by suspending the expansionist policy.

It is debatable, particularly in Japan where full employment
has failed to be considered a major objective of the national policy in

practice, that the monetary authorities do only passively create more



money or lower interest rates as preventive measures in anticipation
of an increase in unemployment. It may be more correct that the
monetary authorities in Japan have deliberately expanded money

supply so as to facilitate capital formation in industry, in the long run,
and have sometimes been obliged to contract it, in the short run,

when the balance of payments turned unfavourable., Here the question
is still to be answered whether the increases in prices and money
wages mrising in the full.employment economy are the resulta of
agsroasive actiong of market power or the mismanagement of fiscal
and monetary policies. If the price inflation has ensued from excess
demand, the policy to be adopted 1s obvioualy the one of controlling
demand., If the inflation has resulted from the aggressive increases
of prices and wages by powerful economic groups, then a policy, such
as an incomes péliey. which puts a curb on, or perauades these groups
to restrain from actions potentially harmful to the national interests
will be required for price stability, In the case of creeping inflation,
it is often said that the traditional policy tools like fiscal or monetary
policies have proved not to be very effective for price stability in a
growing economy. More exactly, it i3 argued that it is not politically
feagible for the government commmitted to full employment and steady
econozaic growth o pursue such dezﬁandueurbmg policies as far as to
entail high unemployment and economie stagnation in return for price
atability. Neither bave the incomes policies been very successful but
maey, in Britain, later have increaged wage inflation as the unemployment

level rose (1),

(I See R.G. Lipsey and J. M, Parkin, "Incomes Policy: A
Re.appraisal’, Hconomiea vol. XXXVII, no. 146 {May, 1970).



Cne of the reasons for the virtual collapse of those policien
in face of creeping Inflation is the inadequacy of our knowledge of the
z:xctaal price . (or wage -) determining mechanisms in detail. Unlike
- hyperinflation, creeping inflation seems to reqguire a more detailed and
more precisce disgnosis. There are many markets with different
structures, ranging from competitive to monopolistic markets, and the
mechanisms determining prices and wages probably differ from one
market to another accordingly. Besides, thege individual markets
for different commodities and production factors are intertwined with
one another. For exemple, a change in the price of some basic
material may have impact on the prices of the products using it as an
input, Ora ciﬁmge in the price of commodity may influence the
prices of other consumera® goods through a changé in the allocation ef
household expenditure. And conseqguent changes in these prices may
bring about repercussions on the prices of other commodities,
including the price whlck} has caused the initial change, which may be
followaed by further repercussions onprices. Thus o chain reactions
continue, which may eventually bear on the general price level,
Advocates of the cost push hypothesis assert that wage incresses in a
high.productivity or excess-demand sector spread out or spill over
into the rest of the economy and eventually pushc: up the general
money wage level at a faster rate than national productivity rises.

But our empirical knowledge in this field is still Hmited. How far
will the impact of a particular wage increase in a sector reach and
how much will the wagés in other sectors be affected as a result?
Furthermore, what are the effects of this particular wage increase

together with a subseguent chain reaction in other wages on the



general price level on the whole? These guestions seem to be

particularly important in relation to creeping infiation,

In a growing economy with a constantly changing structure
of supply and demand the concurnence of excess demeand in some
sectors of the economy and deficient demand in others is normal,
even if demand and supply are balanced on the aggregate basis. Ag
C.L. Schultz pointed out (1), the impact of excess demand in industries
producing basic materials is transmitted to the rest of the economy
as a rise in the cost of production in the latter. If we assume
perfect markets for factors of production, an excess demand in a
sector would promptly be offset by deficient demand in other sectors
through the transfer of factors of production from the latter to the
former, and the state of the market would become uniform over the
economy. Then we could solve the problem of imbalances between
demand and supply on the aggregate basis. But in the real world
where factor mobility and competition are limited and prices and
wages tend to have a downward rigidity, an excess demand in a
sector, even if balanced by deficient demand in other sectors, is

liable to lead to a rise in the general level of prices (2).

() "Recent Inflation in the United States in Employmént. Growth and
Price Leveils (Hearings before the Joint ficonomic Committee,
86th Congress, lst session, May 25-8, 1959), pp. 4-10.

(2) R.G. Lipsey used this sort of argument to explain the phenomenon
of the "loops" in the relationship between the rate of wage increase
and the level of unemployment (See "The relation Letween the level
of unemployment and the rate of change of unemployment in the
U.K., 1861-190567: a further analysis", iconomica, (February,
1960), pp. 21.23.) '




Among the individual prices and woges, some have a greater
bearing on the general price lovel than others, so that the movements
in the former have more fmportant policy implications. TFor example,
the lmpact on the general price level of a change in the prices of basic
maoterials or those goods which feteh a large sharc of the national
expenditure may be greater than that in the prices of commeodities with
a Hmited domond, ke jewels and curios. The same srgument holds
true of the wages, In Ameriea manufacturing industries the practicos
of what is tormed "pattern bargaining" are rife in which an industrisl
federation of trade unions singlescut one leading employer (a "wage
leader'') in the industry concerned and negotiates with him for wage
incresses and improvements in other conditionaof work and the terms
and conditions of employment so settled between themn are applied, at
least as a target in the following negotiations, te ail other employers in

the same industry. (1) The wage increases settled with a representative

10

employer thus spread out more or less throughout the indusiry concerned.

Obviously the policy measures directed towards these "strategic"
prices and wages will be more effective and more important than those

towards other prices and wages.

3. Incomes Policles as Recipes for Price Stability
The causes of creeping inflation are still debtable. 5o are
the appropriate recipes for price stability. After the Second World

War many governments of the Wegtern countries whose economy

(1) 1..¢G. Reynolds, op. cit., pp. 1856 . 7.
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actually suffered from persistent inflation and which found the traditional
policies of demand management not quite cffective against it have
embarked upon the experimentation of various policies lumped together
under the heading “incomes policy", besides their continued dependence
on demand.-imanagement policies, Although those policies are more or
less sirallar in that their major aim is to sccure economic growth (and
full exaployiment) without inflation by directly interfering in the processes
of income determination and that they are Linplemented mainly through
voluntary cooperation on the part of major powerful gocio.economic
groups, especially trade unions and employers! asseclations, they differ

conmiderably in detall from one country to another (1),

In the United Kingdom the germ of the idea of an incomes policy
already existed immediately after the Second World War end ‘every
chancellor hes cmphasised the need for incomes to be kept within the
Hmite set by productivity increase in the economy' (2}, An appeal for
restraint was made in a White Paper "Statement on Personal Incomes,
Costs and Prices" in February, 1048, It was not until July, 1961 when
the Congservative government decided to take severa restrictive measures,
including a "pay pausc”, in order to cope with recurrvent balance of
payments crises, that the idea was vunbodied In a government policy with
concrete proposals, such as the fixing of a "guiding light" for wage

increnses, the establishment of a wage review body {the National Incomes

(1) For brief description of incomes policies of Western countries, C.T.
Saunders, "Macro.Economice Aspects of Incomes Policy", in A.D.
Smith (ed.), The Labour Market and Inflation (1968), Chapter 2.

(2) Peter Donaldson, Guide to the British Economy (19G68), p. 199.




Commission), ete. But the Conservative policy ended in frustration
parily duc to lack of trade unions! cooperation. Then the Labour
governmeni which took office in October, 1864 inherited the general
framework of the Congervative incomes policy and develaped iton a
more comprehensive basis, that is, a policy covering not only wages
and salaries but also all other forms of income and prices (it was

therefore christened "Prices and ncomes Poley") (1).

The basic rationale of the British incomes policy 8o far
developed is that in order to keep ihe general level of prices stable,
total money incomes should not be allowed to rise faster than real
national output. More specifically, the average rate of annual increase
of money income per head should be kept within the Umits {(called a
"guiding light" under the Conservative policy and a "norm' under the
Labour's policy) sct by an average annual rate of growth in output per
head, though this requirement ‘does not mean that all forms of income
should increase at the same rate! {2)., Increase in incomes above the
norm may be permitted, if reguired in the national interest - to improve
productivity, to facilitate labour mobility, or to meet the claims of
soelal need and justice (which are regarded as cases of exceptional
treatment), but such excepiional income increases need to he balanced
by lower than the average increases to other groups in order for the
increages in incomes over the economy as a whole to ba kept within &

fixed norm. As for the actual application of a norm and the criteria

(1) Fox- more detaile& deseriptim. Brian Tew, The British f‘cammy,
Problems snd Prospects (1368), Chapter 4.

(2) White Paper on the Prices and Incomes Policy (April, 1988),
emmd 2659,
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criteria for exceptional treatment, a National Board for Prices and
Incomes, which was created as the machlnery for incomes policy
under the Labour administration, put under review particular cases
of price and wage increases referred to it by the government. Apart
from short-term incomes restraint and these rough criteria for
cxeeptional treatment, the British incoines policy, declaring that ‘it
would be impracticable and undesirable to lay down detailed rule so
as to provide an indication of what changes in wages and salaries were
warranied case by case' (1), did not get out what the general pattern
of income distribution ought to be in future so that there was in practice
1o principle for guiding specific movemeoents of incomes. This a;eamu
to have enwurd frora a rather hurried and easy compromise between
different interested parties, which the government waas obliged to
make in face of the urgency of the balance of payments erisis. One
student of the subject pronounced that 'Britain has no incomes policy.*
{8)e  Sure enoungh it is extremely difficult, in a democratic society
with a capitalist market eeonomy, to secure political consensus of

all members of the soclety for a policy which may alter the relative
shares of national income adversely to the interests of some ﬁ:emhern.
even if it does not mean decreases in their absolute levaels of income.
It is said that the British trade unions have strong inclination to

maintain thelir established wage relativities. (3).  In addition, although

W };f_z%ite Paper on the Prices and incomes Policy (April, 1068) cmmd
(2) J. Corinn, The Developrent of Incomes Policy (196G), p. 29.

(3) See H.A, Turner, "Inflation and Wage Differentiala in Great Britain",
in J.T. Dunlop (ed.), The Theory of Wage Determination (1857),
pp. 123.35. Also see &, H. Phelps Brown and J. iseman, A Course
in Applied Economics {1064), p. 2386.
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the government repeatedly emphasised that thefr lncomes policy was
intended to cover all forms of income and that measures would be
taken to curh excesaive profit incresses, the policy atill contred op
enrned incomes because they were the most lmportant olement in the
cont of production, representing about 70 per cent of national incomer

in Dritain.

The mcai&a of Lnplementing the Dritieh incomes policy, as
é;x most Weastern countries, in in princple an informel control cver
incomes, such as direct persuasion by the government of trade unjons,
ciaployers and 'all others concerned with the deterinination of incomen?
{1), or indirect persuasion of them through the pressures of public
opinion, for reatraint, Dmmediately after returning to power, the
Labour government started preparations for the lmplementation of an
incorces policy by winning a formal support of the policy by both siden
of industry. The result was published in the form of a Joint Stetecnent
of Intent, signed by representatives of the government, the TUC and
the major employers® organisation, in which the principal directions
of national policy were laid down {(2),  Althouph &t the early stages
of the policy the government expected much of trade unfons and manage.
ment for their voluntary cocperation, prices and wages continued to
rine further during the ensuring year. Subseguently the government
gradually increased elements of compuision in the policy, for example,

the adoption of an 'early warning system’ in 1855 and the ¢nactinent of

(}) White Faper (ap. cit.)
{2) 'The Joint Statement of Intent on Productivity, Prices and incornes
{1064).
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legialation for the polioy (the Prices and neomes Act) in 1966, which
formally invested the govermment with siatutory powizrs on prices and
incornes, such as the power to delay pay and price increases (1).

Desapite the strengthening of compulsory elements, there was no sign
that the effectivenese of the poliey pacticularly increased, hut the
‘governmem at last put into operation controversial Part IV of the Act
premﬁibing the governient's powers to stop price and wage increases
for a certain period, Tiven these severe measures ended in frustration,
which eventually led to the devaluation of thé pound sgterling in November,
1067, After the enforcement of the Part IV trade uuions were inclined
to be more hostile towards the policy, and sapecially towards statutory
controls over wages. ‘Thus Britain's 'voluntary' incomes policy

cornpletely collapsed,

The British experience reminds uz of how difficult to carry
out an {ncomer policy based on the voluntary cooperation of conflicting
intevests groups effectively. A 'truet! and long.term incomes policy
cannot remain as a pure 'eeonomic® policy (2). It has become clearer
that the influence of an incomes polloy is more complicated and more
far.reaching than enaﬁmxxism might hove originally thought., It has
profound socio-political implications as well: what I8 the ideal
pattern of income distribution for different socio.economic groups;

how the freedom of individual members of the society in secking their

self.intereats should be curbed before the general objectives of the

u.) Gan Il‘rakﬁ. Lﬂwu:‘ l.aw (lﬁfig). PP. 1“-70

{2) L.H.J. Crijns, "incomes Policies and the Turopean Bconomic
Community” (Chapter b} and ¥. Scllier, "Collective Wage
Bargaining and the Conditions for Active Mediation” (Chapter 6),
in A.D. Smith, op. cit.
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society; how national income should be divided between investment
and consumption; and so on. The problems involved touch the very
foundations of the Western society. The true nature of the problem
is related to class struggles which Karl Marx regarded as the central
forces of social evolution in his celebrated Communist Manifesto (1),
But his model is too abatract and rather oversimplified, like that
of marginal analysis, and equally divorced from the real world. The
proletariat as well aa the bourgeoisie is not so homogeneous a socio-
economic group as he assumed, just as labour is not 80 homogeneous
in quality as assumed in marginal analysis. The differences between
trade union and management may often be overshadowed by the
differing intereats within either the union or management organisation
or by the common interests of management and union men at various
levels in the plant (2). The working class has increased in size and
power, as Marx predicted in the middle of the last century, but not in
unity. More recently, asthe workers have become a predominant |
group in industrial countries, the division of interests within the
working class has become more evident. This has complicated
matters further. 'The long run case for an incomes policy is that
it can create order out of an industrial jungle.' (3) For all that,
the conflict between the capitalist and the worker has not ceased nor

is likely to cease to exist. The organised labour atrives for a

(1) R.Freedman {(ed.), Marx on Economics (1962), pp. 11-23.

(2) James W. Kuhn, Bargaining in Grievance Settlement: The Power
of Industrial Work Groups (1961). '

(3) J. Corina, op. cit., p. 54.
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larger share of output and the capitalist triea to prevent their profits
from being eroded. When the latter fails to reazist the former's demands,
he passes on as price increases in order to maintain his share of

output. Thus the capitalist - probably together with the organised

labour - can indirectly exploit the consumer, particularly the unorganized
part of the working class and pensioners, instead of openly and directly
exploiting his employees who are organised, as was often the case at
early stages of industrialisation. In advanced industrial countries, as
the organised part of the working class has expanded and become
conscious of the magnitude of its collective power, this method of
exploting through inflation the consumers of which the organised labour
constitutes a large part has proved to be a dead-end expedient because

it only induces a price-wage spiral, Besides capital and labour, there
are other gocio-economic groups which want to insist on theixr own
exigtence, in the present society., It makes still more difficult the
formulation and implementation of an effective incomes policy as policy
of coordinating differing sectoral interests of different members of the

society.

4. Controveray over Anti.inflationary Policies in Japan

In Japan there has been much controversy over the causes of
the current inflation.  As we ghall see in Chapter 3, during the last
decade or so, consumer prices soared while wholesale prices were
relatively stable., What is more,. Japanese export prices were almost
constant,. Ag a result, Japan has not had serious balance of payments

difficulties in recent years (1).. Partly on this account, despite public

{1) See foot note ( 1) in Chapter 2, p. 26.
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resontment agrinst the viging consumer prices, the Japanese govern-
ment has concentrated lis efforts on promoting economic growth rather
than serioualy pursued policies for price stobility which might bave
thrown cold water on her rapid economic growth.. It proclalmed in
March, 1902 its intention of adopting comprehensive price gtability
measures including the hardening of the anti-monopoly legislation, e
labour market p@linﬁ. -restraint on public charges and fees, ete. But
congurner prices went up by nearly 7 per cent in the course of the

game year, . In the following year & consuliative coromitiee on the

price problem was set up under the Economic Planning Agency but in
practice nothing but & temporary standstill of price increases in the
public sector was achieved. The accelerated congumer price increases
coupled with gradual rises in wholesale prices in the latter half of the
1960% has worried the government and induced it to tackle the problom
more wholeheartedly., Subsequently a Price Stability Policy Council
directly responaible to the Prime Minister has been set up to look

inte the problem of rising prices and to seek appropriate anti.inflationary
policy measures. Thus the priority given to price stability has
apparently been high amongst the major objectives of its cconomic policy
in recent years, though it has rarely been accompanied by further

conerete measures.,

One reason for the government's unreadiness to combat
inflation is, besides favourable balance of payments, its persistent
attachment to that economic pelicy looking to the interests of producers

in indusiry and agriculture and neglecting those of consumers. - ‘there



19

ere geveral powerful Ministries promoting the Interests of producers

but no Minlstry exclusively designed for the protection of heso of
CONGWDOFE., Aecording to a regeavch work on wholesale prices in
Jopen {1}, the government has been in one way or another interforing

in fovour of producers with the determinailon of the pricos of us many

£3 242 out of 770 comumeoditios covered by the survey of. raovements in
wholenale prices by the Rank of Jepan:  Vor example, many domestic
farm products are protected against eowpatition from abropd by fmport
restrictions or protected in favour o ifarmers by price-pegging mensures
which allow the prices of such products 0 move upwards but not
dowiswards; A considerable numbeyr of amall flrma are allowed to

form covtels {whether or not on the government's tacit Initintive) to
support or vaise the prices of thelr products; and so forth,  The Ptice
Stability Polley Cownedl pightly pointed out in one of its vecommendations
and proposals that sueh o povernment protection of producers eontributed

to increanos in pricos {(8).

Another reason, equally Irnoportant, s lack of national
consensiis aliout the true causes of the current inflation and necessary
policy measures. Although the problem ef price inflation has been
under discussion in Japan, as in other countries, aince the Second Vorld
War, there is yet no established theory explaining the current inflation
but opinions on it causes are atill divided among scholara., The coat

push hyphﬁwais has, as might be expected, attracted strong support

(1) Y. Koike and 3, Chki, "Oroshiuri-bukka ni Miru Hendo to Kochoku~
set”, H, Kumagal and ‘T, Watabe {eds.) Nihon no Bukka (1068),
“hap. 9. T '

(2) Gyowel Kansho to Hukke (April, 1870,
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from employerat organigation end certain government eireles.  In
this connection, the Teonoraie Counell, 5 Prime Minister's advisory
body in charge of pational economic plamning, asked an indepondent
group of flye nniveraity professors o study the appleability of an
fncomes policy to the Japanase casge, in Febyuary, 1807 and receivaed

& vepovt from the group in September, the following yesr {(1). The
report, which did not analyoe the golng inflationary process nor did
particularly support the adoption of en incomes policy but suggested
the wselfulneas of the policy wnder certain conditions, wag 5 starting.
point of currvent controversy over the polley in Japan {(2).  The advocates
of the wapge.cost push hypothesis have omphosised the foct that wege
inereases outpaced productivity growth over the economy us o whole in
recont yenrs, and that the size of the woage advancen settled theough
eollective bargaining hase tended to inevensc over time,  But this fact
iz not necessarily the evidence of ¢out push, ag ¥, Machlup peinted out

{3

titven some highly seasoned economists have fallen victim to
another logical snare: that any increase in money.wage rates that
exceeded the inereane in lahour productivily wos o sure sign of & wage
push. Yet, even if there were no labour union in the country and no
vorker ever asked for higher wagés, a demand.-pull inflation wounld

eventually pull up the wage leved; and if the demand pull were such that

{1} 1., Kwnegal et al., Dukke, Chingin.shotoky, Seissnsei Konkyukai
Report (1968), ‘ |

{2) Tée Toyo.kelzal, special issue (24 Oot., W6R).

{(3) ¥. Machlup, op. cit.
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prices and wagoes rose by any percentage abovetwo or three a year
{....) money-wage rates would be up by more thon the rate of increase

in productivity.?

A move sophisticated hypothesis along the same Hnes, which
has won a gubstaniial support among professicnal economisis and some
government policy makers, Is the so-called "produectivity gap inflation

hypothesis" (1), The gisi of the hypothesis is as follows:

In the process of economie growth labour productivity over
the economy as a whele rises hut its rate of ineresse differs from one
seetor 1o anether,  The Japaneze cconomy hos beon charncteriged by
a go.called "dual structure", i.e. o siructure in which a high-productivity
seetor, consisting of large manufacturing fivms produeting capital goods
with superior technology (hereafier called the "modern nector'), coexists
with a low.productivity sector of simmall manufocturers, disiributive
trades, gervice industrles, and agriculture, mainly supplying consumer
goods and serviees (bereafier ealled the "traditional sector’) (2), The
increases in labour productivity are generally very muech lorger in the
modorn sectoy thon in the traditional sector., And the woge differentials
between the two sectors have heen romavkably great in Japon (3). As
the labour maorkets become tightor, the traditional sector which finds
it more and more difficult to relnin or vecruit required manpower at

theiy golng low wage levels Io cbliged to pay hipher wages, keeping up

(1) VFor the same sori of argument, see P, Streeten, "Wages, Prices and
Productivity', Kyklos, vol. 15 (1962), pp. 723.31.

{2) ¥or further knowledge of this nm tter, for example, see 5. Broadbridge,
Industrial Dualism in Japan (1966).

{3) For further analysis, sea Chapter §.
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with wage inerenses in the modern sector where it 1o relotively casy
to absorb wage ineraages hy rapid impmvam«;ms in lahour productivity
and recruit workers at the going wage levels. As o result, the woge

~ @ost per unit of output in the traditional geetor rises, which causes an
upwaytl m{wemimg in prices of thelr produects heeause of difffculty in
ralging labour productivity, while in thé mudarn sactor {vage;f cost and
prices are more gtoble, Thus priee increases in the traditional

sector raige tho generszl price level,

This hypothesis doez not, however, account for the absolute
level of prices but merely for changea in the structure of relative prices,
The question which cornes to our mind at once is why prices in the
modern sector, despite relaﬁvely large improvements in labour produc.
tivity, hw\}e been stabié instead of falling to such an extent that the increases
in prices in the traditional sector are offset (1), Some blame market
power for administering prices but it is difficult to find empirical
evidence to support this view in fact, | As ahawﬁ in Chapter 2, in Japan,
even‘ oligopolistic or mnnopalistfe firms have been subject to potential
competition because of the market expansion accompanying rapid economic
growth and there does not appear to be a definite correlation between
industrial concentration and price movements in Japan (2). Another view
is that downward rigidities in pﬁcas are due to general excesg demand,
According 1o thia view, the potential downward tendency of prices in the

modern gector, resuliing from high productivity improvements, hag

(1) See H, Eato, "Kimetenonal Bukka.ronso”, Bkonomisto, speecial issue
(20 Maxrch, 1070},

(2) See 5. Sekiguchi, "Bukka Mondai niokeru Dokusenteki Kanri.kakaku"
H. Eumagal and T. Watabe (eds.) op. cit., pp. 208.43,




hean weakened by strong dernand prossures for thelr products (mainly
producer's goods) brought about by the bhunching of tnvestment, whinh
ia encouraged by o genoreus money-londing poliey of banks, as shown
in tho next chapter. Wi thsar of the above.mentioned views admits that
in the traﬁii:mnél peetor the market is so coxﬁ;}etiﬁvg that there io
little room for price administration by market power, thongh some of
the prices in this sector are deliberately administered through cartels
ar other restrictive practices formed under the government projoctive
policy, and thervefore, thot the Inerease in the prices in this goctor is
supported by oxeess demand resulting o the rising goneral level of

WREES .

As mentioned aarlier. the process of creeping inflation is
extremely complex and it is difficult, as a practieal matter, to trace
back the initial causes of the going price.wage spiral, which is essential
for the distinction between cost push and demand pull.  One possible -
way ﬁf‘mroiding a vicious civcle of reasoning ia to examine the structure
of particular markets and the likelihood of cest push and then to watch
price oy wage behaviour in the markets, Unfortunately cur spguments
arve ofton based on ambigucus or treachercus factual grounds and
differencesn of opinion between disputants often arise from there, We
need, thorafore, more fécta to elaborate o more precise theory of
inflation and anti-inflationary policy measures. With this in mind we
may be able to procead further by taking into account the British experience

of operating an incomes policy. From this we may be able to throw

more Hght on Japaneae difficulties. In particulsyr, as an incomes



policy must be related {o the foctz of the labour market, we must
consider whether the structure of the Jopanese labour movkets and
wagoe-fixing maochanisms, ag compared with these of Dritain, have a
propensity to bring ebout o cost-push infintion, which would necessitate
an incomes policy {or in this contexi, more exacily, a national wape
policy).  Related to this is {he guestion of whether an incomes policy
based on "voluntarism" would be workable under the present
institutional frameworlk in Japan and whethesr the operation of the
Jopanese labour market arve appropriote to an effective utilisation of

labour.
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CHAPTER 2.

GENERAL ECONOMIC ENVIRONMENT
OF CREBPING INFLATION

Before we proceed to tackle the questions raised at the
end of the preceding chapter, it may be helpful to look over some
basic facts surrounding the wage.price issues in Britain and Japan.
Some of the most striking facts are that Britain is a mature
industrial country (her economy was already highly industrialised
by the beginning of this century - in 191l her agricultural population
was only 8 per cent of the whole (1) ), while the Japanese economy
with a relatively large proportion of agricultural population (17.5
per cent of total occupied population in 1969 (2) ) is still in the process
of industrialisation. Partly on this account, the Japanese economy
haws been growing at quite a high rate in contrast with the slow growth
of ;he British economy. Thirdly, Britain has notoriously been
in balance of paymenta difficulties under the burden of supporting the
value of the pound aterling as an international key currency aince the
Second World War, while the Japanese balance of payments has been

increasingly favourable in recent years and is expected to remain so

(1) Source: W.H.B. Court, A Concise Lconomic History of Britain,
1750 to recent times (1854), p. 206,

(2) Source: Sintistical Abstiract of Japan (1848).
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in the near future (1) These differences have had a great influence
an the cholee and the order of priority of cconondce policies in hoth
counirics. For example, the Eﬁritiahlgwm‘nm@m, obiensed with
recurvent balance of payments erlsos, has hoon oblged to sacrifice
other economic objectivas to the snore hinperative task of redressing
thow, whereas the Japancse government has been preoccupied with
the promotion of eceonomic growth and, more recently, with the
strengihening of the copnpetitive standing of Jopanese export {industey
in the world marvket, as pressure from abroad for the liberalisation
of trade and capital tronsactions hos inereased,  In conseguence

other national objectlves have heen sacrificed.
1. National Expenditure and Lioney Supply

Now we look ot aome factors which may be contributory
to infintlen,  Durlng the Jast deecade the annund final expenditure on
gross domestic product in reol terins increasced by 37 per cent in the
United Kingdom and by 1892 per coent ia Japan., I ie groas domestic
coapital foriaotion that roglstered the highest rate of increase {n both

countries,  But in the U.i. the Lmapact of an increase in the expenditure

(1) Balance of Payments

T.K. (£ million): Japan (US } miliion):

Vietble Curront Overall  ¥isible Current CGyerall
halance balance balance balance balance balance

10¢4 ~619 w390 U84 + 3T . 480 - 138
1805 ~&37 - 17 ~J88 + 1,081 + 932 408
1aas - 73 + 43 ~h2l 3,295+ 1,864 + 387
1867 ~552 ~ak3 ~-767 + L1860 . 180 - 5n
19G8 -G43 31 -L,0%8 <+ 2,528 + 1,048 + 1,102
U Y -141 +416 +404 + J,898 + 2,119 + 3,283

Source: Monthly Digest of Statistics and Bank of Japan Economic
Jtatistics Monthly,
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of this category on tatal expenditure has been moderate because it
accounts for a relatively sinall part of the latter. More than half
of the increnses in total expenditure registered during the period are
Table 2 . 1
Percentage Incresses in Final Hxpenditure (revalued

at 1863 prices) on Gross Domestic Product over the
Period 1969 - 1969

UK., Japan
Total final expenditure 37 (3.2) 188 (il.2)
Consumer's expenditure 28 (2.5) 158 (10.0)
Government current expenditure 47 (3.9) 150 (9.G)
Gross domestic capital formation 66 (5.2) 278 (14.2)
Eixports of goods and services 36 (3.1) 162 (10.1)
Table 2 . 2

Share as  Percentage of Total I'inal Ixpenditure

United Kingdom Japan
1857/59 196%/69 1957/50 1067/69
Total final expenditure 100.0 100.0 100.0 100.0
Consumenrts expenditure 65.8 52.8 51,9 46,3
Government current expenditure 13.4 14.4 8.9 6.8
Gross domestic capital formation 13.5 16.3 27.8 36.1
Kxports of goods and aervices 17.3 17.1 1.9 10.8

Note:. 1. Figures in ( ) represent average annual rates (geometric
averages).

2. In order to weaken the effects of annual fluctuations caused
by the shori.term trade cycles, we derived figures for each
category of expenditure by multiplylng its share averaged
over three years' period by total final expenditure in 1969
and 1968 reapectively. .

3. Japan's figures are for fiscal years and final cxpenditure on
groas domestic product is calculated according to the
following formula: Final expenditure on GRP = GNP + lmports
of goods and services and factor income pald abroad.

Source: Natlonal Institute Economic Review and the Iconomic Planning
Agency.



accounted for by increases in consumer's expendilure and the rest

ig ascribed to increases in government expenditure, domeatic capital
formntion and exports roughly by one third each. In Japan capital
formation, whose ghare in total expenditure was already remarkably
large in 1058, continued to increase vapidly over 1969.88. Consumer's
expenditure and domestic capital formation account for more than 80
per cent of the increases in total final expenditure regisiered during
the period. Government expenditure and exports have played a

relatively less important part in Japan than in Britain.

The decreasing share of consumer's expenditure and the
increasing share of domestic capital formation are partly the reflection
of the increasing personal savings ratios in both countriea. In other
worda, the average household's propensity to consume has been on
the decrease over time. The difference between the two countries
in the rates of investment and economic growth is partly aseribed to
the difference in the propensity to consume, i.e., Jopan's savings

ratio has been far greater than that of Britain over time,

Table & - 8

Personal Savings as Percentage of Personal Disposable

Income
U.K. Japan
1956 5.0 15.1
1860 1.7 20,2

Source: Monthly Digest of Statvistics and Bank of Japan Economie
Statistics Monthly.

Although a vise in the level of tetal expenditure may have

some Lmpact on the general level of prices, changes in its composition
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are also important in relation to the composition of the nation's
productive capacity. The impact on the price level of an increase

in one conatituent of total expenditure may differ from the impact of
another, depending whether the increase comes from the consumption
side, the investment side, or the exports side. An increase in
consumer's expenditure will have an immediate impact on the consumer
goods market, while a rise in investment will primarily increase
immediate demand for capital goods but contribute to the increase of
productive capacity later, so that the long-run effects on the price

level will differ between the two constituents of total expenditure,

In this sense a high level of expenditure on domestic capital formation,
as in Japan, can be a disinflationary factor in the long run, whereas

an economy with high employment and a low level of domestic
investment, like Britain, is liable to incur inflation, other things

being equal,

The role of the money supply in the inflationary process,
which tended to be neglected by Keynesian economists, has been
highlighted again asince the 1850's but there is still too much unknown
about it. It seems certaln, all the same, that the money supply
has something to do with the price level (1) For instance, as
shown in the table overpage, the amount of money supply has
increased much faster than the national output in both Britain and

Japan. Among other things, Japan's rate of increase of money

(1) The correlation coefficient between the index numbers of money
supply and consumer prices over 1856-68 is 0.0922 for the U.K.
and 0.9940 for Japan (See Appendix IV).
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Table 2 - 4

The Increase of Real Groas Domestic (or National)
Product, Money Supply, and Consumer Prices, as
on Index, 1956 = 100, and Changes in Bank Rate
over 1956 - 69,

United Kingdon: Japam:
Real Money Consumer Hank Real Money Consumer Bank
GDP supply prices rate GNP supply prices rate

1966 100 100 100 5.50 100 100 100 7.30
1060 10 ns 108 5.00 147 164 107 6.94
1961 114 s 12 6.00 1686 194 n2 7.30
1962 15 122 nu7 4.50 175 226 120 6.57
1963 120 131 19 4,00 197 304 129 5.84
1064 127 138 123 7.00 218 344 134 6.57
1963 130 l48 120 6.00 230 401 143 5.48
1966 132 154 134 7.00 256 462 160 5.48
1987 136 m 137 8.00 290 548 156 5.84
1968 138 183 144 7.00 330 600 165 6.21
1969 140 188 181 8.00 6.21

372 724 173

Source: Annual Abstract of Statistics and Bank of Japan lconomic
Statistics Monthly.

supply in the 1860's is tremendoui. as compared with that of Britain,
even if we allow for the former's rapid economic growth. The

nominal growth rate of GDP (or GNP) has exceeded the rate of increase
of money supply in Britain and vice versa in Japan, which seems to be
the results of a tight-money policy in the former and a loose monetary
policy of the Japanese authoritiea in the past.  This view is supported
by another evidence, namely, movements of bank rates in both countries.
The bank rate of Britain has been going up since the close of the 1950's,
whereas Japan's bank rate has tended to drift downwards, despite
inflationary trends in consumer prices, with the amelioration of her

balance of payments since the middle of the 1950's.



a1

The rapid increase of money auppiy haa not been
irrelevant to the remarkable increase of domestic capital formation
in Japan. Her economy has always been short of capital and abundant
in labour since her industrialisation started towards the close of the
19th century. Most of her required funds for industrial investment
have been raised frém domestic sources, What have made it possible
are the high propensity of the Japanese household to save and forced
saving through taxation and an inflationary monetary imd fiscal
policies. As for the latier, the monetary authorities, with an
overt or tacit consent of the government, have supplied as much money
as possible within the limits of her balance of payments, to finance
inveatment for the technologically advance'd sector of the economy,
by keeping down bank rate (well below the market rates which would
be high because of capital shortages) and allowing banks to overdraw
from the central bank (1), Thanks to this expansionist monetary
policy, Japanese banks have been ready to lend money to large
enterprises : As shown in Table 2 . 5, their ratio of advances to total
depoasits hese been well over 80 per cent..l while that of British banka
haye been somewhere round 50 per cent, To put it another way,
Japanese {lrms are more ready to borrow from banks than the
British counterparts. In order to obtain investment funds, the

former look to banks rather than the securities market,

(1) The ratio of their borrowings from the Bank of Japan to total
of their deposits and issued capital was about 20 per cent in
1961 (Source: S. Sashara, "Infure ni Hoshisuru Kinyu",
Ikonomisto (Op. cit. ). p. 68. )
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Table 2 - §

Bank Advances and Investment as Percentage of
Total Deposits

U.K. {(London clearing banks): Japan (all banks):
Advanceg and Investment Advances Inveatment
other accounts

1963 48.7 15.6 893.0 1.5

1964 50,6 14.3 94.5 1.7

1064 51.8 12.1 83.2 1.9

1966 50.5 12,1 83.0 2.0
1967 48.3 18,7 85,0 2.0
1968 48.6 18.2

1969 50.2 1.3

Source; Monthly Digest of Statistics and Bank of Japan Hconomic
Statistics Monthly.

In the United Kingdom about 28 per cent of total industrial investment
funds came from the capital market (net capital issues) in 1968, while
in Japan the proportion was only 8 per cent 1867 (1). The self.
financing ratios of Japanese firms were between 20 and 30 per cent
during the 1060% (2), which were well below those of average British
firms, As a result, the burden of interest payments is very heavy
indeed, for Japmnese firms, so that they may be rather happy with
mild inflation which ateadily alleviates part of their Aburden. This

is reflected in the attitudes of industrialists towards the problem of

rising prices.

(1) The British figure is derived by dividing the net capital isaues
by guoted public companies in the U,K. by the addition of the same
net capital issues and the increase of bank advances less personal
loans over the previous year.

(2) 5. Sasabara, op. cit,
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In addition to the level of raoney atock and its rate of
increase, we have to congider whethexr the investment funds are channelled
in the right direction so as to elimimte bottlenecks in production. In
Japan, although some peopile resent agriculture and small-scale industry
being slow to improve their productivify and putting up their prices in
compengation for i_ncreues in wage cost, the quesation to be asked in
this context is whether enough investment funds have so far been suppiied
to these retarded sectors so as to enable them to equip themselves with
modern labour.saving technology. As shown in Table 2.6 below, there
are some remarkable differences between Britain and Japan in the
c omposition of money supj;gly. For example, bank advances to overseas

Table 2 - 6

Analysis of Bank Advances by Induatry
(Amounts cutatanding at the date apecified below)

Britain: Japan;
a8 of May, as of March,
1970 1970

Total 100.0 100, 0{33*)
Manufacturing industries 20,2 44, 4(27%)
Agriculture, foreatry and fishing 4.2 1.1
Mining and quarrying 0.8 0.7
Construction 3.8 4,7
Retail 3.1 6.2
Cther distributions 3.9 24.2
Financial institutions 5.1 1.2
Property companies 2.8 3.5
Transport and cornmunication 1.8 1.9
Public utilities & national government 0.7 1.3
Loocal government 0.6 Lo
Services 5.1 4.4
Personal T.8(3,2%%) 3.0
QOverseas residents 33.6 -

Note:. 1. The figures with ¥ are the shares devoted to mediuwm and
small-sized firms (with a capital of 60 wmillion yen or less)
in the total amount cuistanding of all industries and services,
and of manufacturing industry alone respectively.

2. 'The figure with ** is the share devoted to house purchase in
the total amount outstanding of all industries and services,

Source: Bank of fingland and Bank of Japan.



reasidents are the most important gingle item on the Britigh banks!
accounts, while they are negligible in Japan. Instead, nearly half

of the bank advances have gone to manufacturing industry and one third,
to the distributive trades in Japan. The amount of bank advances
devoted to manufacturing industry and distributive trades are nearly
one third and less than one tenth of the whole respectively in Britain.
Another characteristic of the British structure of bank advances, as
compared with the Japanese counterpart, is no meager proportion of
advances devoted to personal leans for consumption purposes, like
house or car purchase. The share of bank advances for Japanese
agriculture is much smaller than that for British agriculture, despite
a much greater importance of agriculture in Japan. Japanese small
manufacturing firms, which represent 98 per cent of all manufacturing
firms in terms of number and produce more than half of the industry's
total output (1), have been supplied with only 27 per cent of total bank

advances devoted to the industry.

2. Industrial Concentration

There rsre differences of opinion among economists
about the lmportance of monopolistie power and its impact on prices
in Japan. The nature of the problem defies any simple solution, as
thereds no satisfactory indicator which shows the effect of market
power and its performance in the market. For example, industrial

concentration measures only a single aspect of the market structure

(1) Source: Ministry of Industry and International Trade.
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at best. A high concentration ratio does not necessarily demonstirate
monopolistic behaviour in the market concerned, In an industry with
a highly oligopolistic market structure where a few big firms dominate
the inarket, there may yet be flerce rivalry between them, On the
other hand, in an industry where there are a relatively large number
of firms none of which i dominant, competition between them may he
very Hmited or suppressed through some kind of collusion, lke
cartels, or through customary resirvictive practices. Allowing for
these and other limitations attached to induatrial concentration as a
measure of market power (1), we shall give a preliminary appraisal

of the market structures of iritain and Japan, though relevant
statistical data available are scarce and fragmentary 3o thet the result
is not expected to be very conclusive. Morecever, a detailed and
refined analysis of this kind is almost {mpossible at this ntaga-.
because the coverage of industries by statistical data available at
present is far from exhaustive and the industry clossifications differ

considerably between the two countriea.

‘The following analysis is mainly based on the table in
Appendix I. If we take a cursory glance through this table, we find
that on the whole the general level of industrial concentration is
apparently higher in Japan than in Britain, though the British industry
classifications often contain a more heterogeneous collection of
products &o that it is quite likely that high concentration ratios of
some products in a given industry group are offset by low ratios of

others and consequently that the ratio for the group as a whole becomes

1) See A, Hunter, "The Measurement of Monopoly Power" Menopoly
W and Competition (1969){ pPp. 92-85, ’
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moderate (1),  The relationship holds true between Japan and the
United States. According to a study on industrial concentration in
these two countrles (2), out of the 95 commodity groups covered by
the study, those which have o market concentration above 70 per cent
a8 dofined in terma of the share held by the four largest firms in the
industry's output are 35 in Japan and 27 in the United States. If we
pick industriea with a concentration ratic of 50 per cent or more in
both countries, thore are 47 such industiries in Japan, as compared
with 24 in the United ftates. Since itis o general lrapresaion that

the problem of mmonopoly and administered prices are more serious

in Britain and the United States, it is a Httle surpriaing ot first sight
but no wonder if we look into the situation more closely., Probably

the market concentration ratio itself does not convey much information
about monopoely hecause it 'doeas not dirvectly reflect the character of
acompetition oxr the likeliheod of collusion within the industry? (3).
CGenerally speaking, the marketi concentration ratio ie higher in thone
industries where the use of large-scale capital-inteneive technology

is Indlspensihle, or which are mew' in the sense that their products
have recontly been elther doveloped for market purposes at home or
introduced from abroad. Particularly where the ynethods of production
used in the Industry concerned are protected by patent rights or

highly sophisticated, the ratio way be very high. Many new chemicals
like polyesters, polypropylene, etc. fall uwnder this catogory. One of
tho reasona for the genewally bigh level of concentration in Japan is

that many products of the heavy and chemical indws tries are
(1) See M.A, Utton, Industrial Concentration (1970), p. 81.
(2) Fair Trade Conunission (dJapan), Nihon no Sangyo-ghuchu (1968),

pPpP. 206-8.
(3} A. Hunter, op. cit., p. 108,
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relatively new .~ Introduced from abread or developed at home after
the Second World War - and require large.scale capital.intensive
plants or use production methods introduced under the contract with
foreign patentees. Another important factor bearing on the level of
concentration is the size of the market relative to the scale of
tochnology economically available, In a country where the size of
the economy (and therefore that of the domestie market) is amall,
like Australin, the degroe of concentration is generally greater (1),
The difference in the general level of concentration botween the
United States and Japan may be partly accounted for in this context.
Needless to say, the size of the market for particular goods is net
olways equivalent to that of the national economy. 7The mearkets for
some commodities are extromely localised, iike building conatruction
and laundry work, or limited to particular congumors, like railway
carviages or locomotives, because of the nature of the commodities
without much regard to the absolute size of the national economy.
Milk products, except frech milk, and whisky are highly concentrated
in Japan but not s0 in Britain and the United States, which is mainly
due to the difference in the size of the markets for those products
{for which demand ia relatively limited in Japan) rather than the

difference in technology used in the countrics concerned.

Heonomic growth may work on the level of industriasl
concentration in o particular industry in two oppeosite ways. Fivst,
the rise of the aggregate demand level concurring with economic

growth may generally expand the size of the existing mprkets, whtch
(1) A. Ii‘mtax‘. 05). Qito, pn 12@.
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will facllitate the enfry of new firms or stlmulate the competition
among the existing fire to inerense thelr share in the market and
vogult in o Jower level of concentration, Secondly, however, shifts
in the demand structure incidental to the rise of the per.capitn income
level may expand the markets for some new products but contract the
markets for old products. In this case firms, faced with a
contracting market for their products, tend to turn to collective

curbs on production through collusion or try to maintain their precent
share . which ig threatened with abrinkage - by merging wesker firms
in the same indusiry., The result may be a highor level of concen-
tration. The diversification of produets, resulting from increasing
sapecialisation, may slice the existing market through the invasion of
new products unless aggregate demand expands rapidly enough., A
higher level of concentration may ensue from it for each product,
either old or new., ~ The complicated interplay of these fuactors makes
the future trends in the general level of industrial concentration
difficult to predict. It appears that in Britaln market concentration
has increasged sinece the beginning of the 1950's, {1) while in Japan it
decreaged until the close of the 18560's but Increased slightly thereafter
(2). As for the trends in the concentration ratios of individual
industries, with all the differvences in detail, some common
charactepristics are ocbservable in both Britain and Japan., High

concentration ratios are found in both ceuntries among such industries

(1) M.A. Utton, op. cit., pp. 94.5,
(2) Fair Trade Commission, op. cit., pp. 57 - 67,
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as chemnicals, engineering, vehicles, walches, glass, cement,
metal manufocture, ete. An Interesting fact is that in the older
manfacturing industries like textiles and food.processing, market
concentration appears to be on the increase after the war in the
two countries (1) However, these industries include very
heterogeneous sub.industry groups within themselves: On the one
hand, the narkets for traditional gocds like natural {ibres, clothing,
bread, soya-.nauce, sake, and the like have been competitive for a
long time but in face of contracting demand for them, market
concentration has teaded to rise in recont years; on the other,
there are relatively new goods like aynthetic fibres, margarine,

chocolate, etc., which are rather highly concentrated.

On the whole the general tendency of concentration in a
particular industry 1s supposed to be such that at the early stages of
its development the industry's conuontration ie high because of a
limited nﬁmber of initiative enterprises; then, as demand for the
industry's products expands, new firms enter the industry, which
results in intensified competition among firms for a larger raarket
share and probably in a fall in the concentration level; and finally,
the market for the products is saturated and demand for them becomes
stagnant or often declines hecause of the advent of new substitutes,

which results in the elimination of less effictent tirms and the

{1) See M,A, Utton, op. cit.,, p. 94, and Fair Trade Commission,
op. cit,
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incyense of concentration in wmoro efficlent firms. It ig believed
that many Japanese industries have so far heen at stoges from the
first to the second and further to the third in some cases, while a
congiderable nwnber of Britigh industrien seem to be at or near the
third stage as defined above, for there is no industry whose output
decrensed during the 1960's in Japan but the production of some

British industries actually shrunk (1),

(1) See Appendix II (Indox numbers of industrial production).



CHAPTER 8.

RECENT TRENDS IN PRICES

1. Consumer Prices

It was in the 1850's that both British and Japanese
economies begun to break with remains of wartime or post.war
emergency controls and return to normalcy, and that the galloping
inflation caused by explosive demand immediately after the Second
World War and during the Korean War was thought to have changed
intoa creeping inflation, which is still going on today. As shown
in Table 3.1, the pace of price increase slowed down in the latter
half of the 1950'a in both countiries. By this period consumer prices
in Britain had already lost downward flexibility, which those in Japan
still retained (consumer prices actually dropped, as shown in
Figure 3.1, in the years 1955 and 1858 in Jipan). On entering the
1960'%, the rate of price inflation again accelerated, particularly in
Japan, and downward rigidities Table 8 .1
in price movements became Average Annual Rates of Change

in Consumer Prices over Period:
apparent in Japan as well.

Although the annual rate of Britain Japan
% %
price inflation showed great 1952.54 4.7 6.0
1856..59 3.3 0.6
variation in Japan, the basic 1960-64 2.8 5.4
1965 .69 4.2 S.4

trend in the price moverents . . . UN Statistical Yearbook

of both countries was strikingly similar, as Figure 3-1 demonstrates

{1). As regards factors having contributed to the increase of the
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{1) The correlation coefficient between the movements in consumer
prices of both countries is 0,4568 (See Appendix V).



Figure 3 -1
Rate of Percenta e changes in consumer
change prices over the previous year
/0 dritain
Japan
0]
Figure 3 -2
.00 Percentage changes in wholesale
prices over the previous year
Britain
Japan

Source: See Appendix V.
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consumer price level, there are similarities and differences
between the two countries: Housing, services and miscellaneous
goods registered a high rate of price increase over 1953-.68 in both
countries; In Japan, food prices rose most rapidly and contributed
most to the rize of the conswiner price level, while the rate of
Increase in these prices was lower than the average in Britain; the
prices of fuel and light socared in Britain but remained fairly stable

in Japan (1).

2. Wholesale Prices

The wholesale price level regained more stability, like
ihe conmumer price level, in the 1850' except the firat two years
when the aftermath of the "backlog" inflation (following the end of
the Second World War and reinforced by the Korean War) was stfll
felt. (2) The average annual rate of increase In wholesale pﬂcu
over the five years' period beginning in 1849 (when the pound
sterling was devalued) was very high, as compared with those in
other periods, in both countries.
' Table 3 . 3
Awm shown in Figure 3.2,

Average Annual Rates of Change
this is mainly due to extremely in Wholeaale Prices over Period

large price increases before United Kingdom: Japan:
Years Hasic Finished All iterua
1852, In the following materials goods -
1049.54 7.0 P 48% 13,8 %
decade the wholesale price  1964.58 0.8 2.4 0.0
1959 .64 1.0 2.3 0.4
level, except for manu. 1964.69 3.3 3.2 1.7

factured goods in the U.K., Source: UN Statistical Yearbook.

(1) For further analysis, see Appendix Il
(2) Taking 1930 as & base year (1039 = 100), the Index of British
wholesale prices in 1950 was 288 for basic materials and 164
for finished goods, while that of Japan was 17, 500 (Source: UN
Yearhook).
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remained relatively atable,  Although ite average annual rate:
of increase was higher in the latter half of the 1860's than in the
preceding decade, the pattern was not broken until the very end of
the 1960,

‘The wholesale price level has displayed far more downward
flexibility than the consumer price level in both countries. Yet it
seews that in the second half of the 1860' the wholesale price level
has also tended to become less flexible downwards, a development
which was already apparent for British manufactured goods in the
1850's. Wholesale prices of manufactured goods in Britkin have
been particularly responsive to previous fluctuations in the prices
of basic materials (1) and the movements in consumer prices were
alwo related, though less apparent, to thoae in wholesale prices of
finished goods there (2). In Japan movements in consumer prices
which showed a higher rate of increase in the 1960'% were not
accompanied by corresponding movements in the wholesale price
level which was more stable than in Britain (3). Thus discrepancies
between the movements of wholesale and consumer prices in Japan

were very inuch greater than in Britain during the 1060's.

{1) The correlaiion coeificient between inovements in wholesale prices
of finished goods and those of basic materials one year earlier
in 0.8044 (See Appendix V ),

(2) The coefficient of correlation between the rates of change in
consumer prices and wholesale prices (of finished goods) over
1952.69 is 0.5227 (See Appendix V ),

{3) The correlation coefficient between the rates of change in
consumer prices and wholesale prices over 1951.69 in Japan is
0.2785 (SeeAppendix V ).
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The mosat prominent feature of the wholesale prices for
manufactured goods in Britain is that since the middle of the 1850's
the prices of steel, machinery, fuel, and chemicals - in short,
products of the modern key industries - have coutinuously risen,
while the prices of these products in Japan have remained fairly
stable or even fallen. In Japan, although the wholesale prices as
& whole heve been relatively stable, the prices of processed food,
non-manufactures (farm products, etc,) and sundry goods manufactured
by small industries have merease‘d'comiderably fast. Since these
products are mainly consumer goods, increases in their prices
tend to push up consumer prices directly, unless there are large
productivity improvements in distributive trades {(which is not
likely in practice).  On the whole, one of the main reasons why
the British wholesale price level rose faster is that those prices
of products of the modern key industries which ahould be lowered
because of great poasibilities for productivity improvements (if
price stability is to be maintained) actually increased, while in
Japan falls in some of these prices were offset by rises in the
prices of products of the backward sector, which resulted in a
relative stability of the wholesale price level. (1)

3. Import and Export Prices

Britiah export prices have had a steady vpward trend

since the beginning of the 1860%, in contrast with the relative

stability of the Japanese export prices, which were lower in 1969

(1) For further analysis, see Appendix yj1.
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Figure 3 -3
Rate of
change over the previous year
Bri tain
Japan
\%
Figure 3 -4
Percentage changes in export prices
over the previous year
Britain
Japan
Year
"10 -

Source; See Appendix V.
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than ai the beginning of the 1360 (FMigure 8 . 4) . {I).  Inboth
;:ountriess import prices fluctuated moro greatly in the short run but
remalnoed more gtable ovar the peried, oxeopt for the carly 1950% and
the laat two yorrs (2):  Rritlsh irpport prices soared immediately after
devaluation 1n 1949 and 1067,  Japanese import prices were relatively
stakle and still raueh lowoer in 18G9 than in the ¢carly 1060'%:., Taking
into account the heavior dopendence of the British economny on foreign
trade (3), the increases in fzaport prices must have had & greater

unfavourable ¢ffect on the Dritlah domestic prices, which has in turn

beon likely to push up her export prices.

In Britain tho import prices of wanufactured goods and foodstuff,
which constituted two thirds of her Lmports {in 1960), rose considerahly
fast, while in Japan the lioports of those goods which showed large
price ineresses, ke rwachinery, metals, ete,, were leas important
s0 that she did nof suffer so much as Britain dad from inflationary
trends in the world market. As for movements in export prices, the
pricesn of producta of key manufacturing Industries, llke machinery,
metals, chemleals, etc., which constituted nearly two thirds of total

exports in both countrios, »og¢ to o considerable extent in Britain and

{1} The cxport price level was 7 per cent lower in 1068 {hon In 1953 in
Japan, whilo 4t was 26 per cent higher in 1007 (2ven bofore develuation)
than in 1063 in Dritain (Source: National Institute Economiec Heview and
Pank of Japan Beonommic Atatistics Monthly).

(2) The imaport price level was 18 per cent lower in 1869 than in 1853
Jopan, while it soared in 1908 pud 1949 eiter devaluation, though also
? per cont lower in 1067 than in 1061, In Breitain (Source: The snme
as in Footnote (1) ).

{3) ‘The ratic of the nmount of foreign trade . exports plud imports of
gouds and services -~ to GNP in 1062 is nearly 50 por cent for the
United Kingdom and about 18 per cent for Japan {(Source: The same
a8 ahove), ..
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fell in Japan (2).

Although import and export prices seem to be more flexible
than domestic consumer or wholesale prices in any country because
of kecner competition in the world moarket, a sign of downward
flexibility appeared in the British export prices, while it was not yet
certain in those of japan in the 19680%., if we look st Figures 3.3 and
3.4, however; we find that there was a considerably close association
bhetween the Britiah and the Japanese import prices c-vef the period,
except for the last two years, though the degree of association between
the oxport prices of hoth countries was much lower, particularly in
recent years,  With all the differences, as might be expected from
the above analysis, the underlying trends in the price movements of
botiz countries may be similar. This iz contirmed by correlation
analysis: The coefficients of correlation hetween the rates of change in
consumer prices {as referred to in Section 1) and beiweaen thoae in impart
prices and export prices, of the iwo countries over the period are
0.4586, 0,7987 and 0.3284 reépectively (2). %here are, therefore,
Supposed to be some underlying causes conamon to both British and
Japanege economies.  The similarity of the basic trends in prices of
the two counirvles may bo due to accident but it seems more reasonable
to congider that they are linked with the conditions of the world warket
and similar shifts in tho demand gtructure in the home market. As
regaxds the export and impoxt prices, Britain and Japan have common

characteristics : They are (1) importers of basic materials and

(1) For further analysis, see Appendix fil.
(2) See Appendix V.



foodstuff (though leas important for Japan) and (ii) exporters of
manufactured goods. But, import prices are largely determined
by the conditions ruling in the world markets and differences in the
movements of the general level of import prices hetween the two
countries may be ascribed td differences in the composition of imported
goods and aervices and in the movementa of their individual prices.
Export prices will also )ﬁe subjected to International competition but
much more sharply influenced by demand conditions in the home market

and the cost conditions of domestic industry.

Finally, to sum up the movements in the different price
indexes in the two countries, we can show the relationships between

them by a chain of relationships as follows:

Consumer
prices (CP)
Import Wholesale prices Wholesale prices ,
prices <> for basic =<——— for finished
{(1P) materials (WB) goods (WF)
Export
prices (EP)

This diagram shows that (1) the impact on other pricea of cost push
arising from either import or wholesale prices will be transmitted
from left to right; and (i1) the impact on prices of excess demand
arising from either the home or the export market will be transmitted
from right to left, on the other hand. ‘We have tested the degree of
linkage of those relationshipas by correlation analysis. The results
are in the following table, which showa the coefficienta of correlation
between the rates of change in price indexes of two different categories
listed {n the column and the row {for example, that between WF and

EP is 0.7851), Generally spesking, the movements of all price

49
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Table 3 . 3

Correlation betweon Different P'rice Indexes
over the Period 1952.69

UK. Japan:

wB WP WB+WF
3 0.9685 - Ip 0.76881
wr 0.8044 - cp 0.278%
cP - 0.5227 Ep 0.7318
mne - 0. 785

" Sowrce: See Appendix V.

indexes are, as might be expected, positively more or less related
to one ancother in both countries. The degree of linkage of the
movements in different price indexes in veéy much higher for Britain
than for Japan, This may imply that a large rise in {mport prices
will hit other prices in Britain harder than in Jrpan. And, taking
into account a strong correlation between the movements in import
prices of both countries, their domestic inflations may be related to

each other through price adjustmentsin the world market.,
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CHAPTER 4.

RECENT TRIENDS IN WAGES
1. Movements in the General Level of Money Wag&a

Since the Second World War the money -Wage. level has been
riging, cantinuéusly and much fasgter than the price level, in hoth
Byitain and Japan (1). "The most éhvieua characteristic of moncy wages
is that they rise over the long run. {(...) There was little relotion,
however, botwaen the rate of increage in money and real wages, cither
as between countrics or between different time periods in the same
country.! {2}, Asg Figures 4-1 and 4-2 show, the pace of money wage
increasc differs considerably between Britain and Japon in the last two
decades or 80:  The money wage level tripled In Britain and more than
quadraupled in Japan, while the consumer price level approximaiely
doubled in both countries. The Japanese rate of incrense in woney
wages was generally bighex than that of Britain throughout the period,
except for 196563 (Table 4.1 and Fig‘ureé 4.3 and 4.4),  The Britieh

raie ol incrcase in consumer priées was also higher during this short

period, while it wag generally lower than that of J apan in the 1960's,

(1) The mogt conspleuocus feature of the movemonts in wages efter the
war ig tht susteined rise of wages in industriol countries. E.H.
Phelps Brown pointed outl that 'the average rate of risc is generally
greator than that experienced before in all save rare years of high
boom suelr ag 1873 or 1819, and that ‘even more unprecedented than
the rate of the rise is its persistence for as much as 16 yeaprs*,
hitherto 1t had been rare for rises to continue for more than five
years iogether.' (*from 1846 to 1860; a note by the present wiliex)
{op. cit., pp. 201.3),

(2) L.G, Reynolds, op. cit., p. 413.(...) iz sbridged by the present
writer.



Figure 4 -1

U.K. : Movements in earnings and
prices, as on index, 1951 = 100

i Average weekly
300 earnings of all
manual workers

Consumer
prices

Year

Source: UN Statistical Yearbook and Employment and Productivity
Gazette.

Figure 4 -2

Japan: Movements in earnings and prices,
as on index, 1952 = 100

Average monthly
earnings of
all workers

0o <

Consumer prices

Jfx Year

Source: UN Statistical Yearbook; Yearbook of Labour Statistics.



Figure 4 -3

Percentage changes in earnings and consumer

prices

%

%

/trj.

over the previous year in Britain

Earnings
Consumer prices

Figure 4 -4

Percentage changes in earnings and consumer
prices over the previous year in Japan

Earnings
Consumer prices

Source: See Appendice V, X, and XI.
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ag shown 'in Figure 3.1 of the preceding chapier.  The real woge level
movre than doubled in Japan and rose one and a half times in Britain
during the last two decades. It is impressive that the high rate of
inercase in money wages always escoeded the high rate of increase in
Telie 4 -1
Average Annual Rotes of Increase in

Wages and Consumer Prices over Period
: {in pereentages)

U.diae \ Japans

Wages  Prices (AY(B)  Wages  Prices {Q)(D)

{A) (B} (<) D)
1951%5@: G,Q 40? 1.3 16;9 {3.‘} lnﬁ
1854.59 G.0. 3.3 1.8 6.3 .6 8.8
1&55*64 5‘& gtg 201 9‘8 5.4 }.03

Note:. Ior explondtions and soureo, see Appendix IV.

consuraer prices and, thevefore, the real wage level contimuously rose
througheout the period from 1862 to 1868 in Japan, whereas the real
wage level censed rising in those years whon the incresse in money

wages decelerated, in Britain.

if we look, hmvéwr,- at 5;&1@ x*alazﬂam hetweon the rates of
increase o money wages snd conswiner pyicm ina lmng;:ax* term, things
differ. ‘There seems to be a Joose velntionship that tho rate of
inercase in money wages is high, ac shown in Figures 4.3 and 4.4,

whon thot in consureer prices is algo high or viee versa (1), Betwecn

(1) 'The coefficients of correlation between the rates of change in
wages and consumer prices over 1952.69 are 0,5138 fop the UK.
and 0.G340 for Japan (Sce Appendix V).
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1854 and 1860 the rizeg in boih money woges and prices slowed down

in Jopan, as compared with the preecoding and following years. So

did they in Briteln between 1986 and 1983, Interestingly enough, the
real wage lovel rose morve, during those periods when both vates of
inerease in monay wages and consumar prices were low (f.o. 1954.

89 ond 1959.64 in Britain and 19684.59 in Japan), than during those periods
when they were high (Table 4.1). The accelerated inereases In money
wages (In 1065, 1960-81, 1964, and 1968 in Britain; and in 1957, 1063,
and 1965 in Japan) were followed by large rises in prices in the ensuring
one or two years {(l.e. 19560, 1962, 1953, and 1969 in Britain; and 1957,
1963, and 1965 n J apan),  But in Japon, since 1966, the risc in money
wapges has steadlly accelevated one year after another « o siivation which
can be genuinely termed 2 "wage explosion”, while that in prices hos

remained fairly stable at o high level round § per cent anmually. (1)

Incidentally, tho “pay pause” by the Conservative government
in 1061.62 and the "atandetill" by the Labour government in 1966.67
loft clear traces on the movements in British wages on the groph in
Figure 4.8, and the aame graph algo shows that after these wage

rostraints were lifted, prenter wage advances followed,

Laptly, two things to bre added, which ave relevant to later

discussion, nre (1) although the degree of correlation hetwoon the rates

{1} An onalysed more fully later, the large wape increnses in this
perdod, mainly induced by labour shortages, wera aboorbed by high
productivity growth which was made possible by rapid capital
formation in the past, go that their impact on the price level was
velatively moderate,



of chenge in wagey and whelegale pricen wos lower then that between
woges and consumer prices i bath covniries, the movemenlo in wages
were more highly assoelnted with theze in wholesale prices fn Japan
thon in Belteln;  (41) while the rote of wapge Inerenso has alrendy
exconded I8 por cont por annue sivee 15361 in Jopan, the rate of
productivity growth {n manufactoring industry bos alge boen high and
foar more atrongly assoriated with the rate of wage increase in Jopan
than in Britain (1.
A Woge Disporaion

The genovral woge lovel is sometimes minleading beeause it
simply voprasonts the avorsge of the wages of all workers and takes no
account of dinporities cmong thom. A high general woge level doos
not always menn that all workers equally vecelve high woges:  Some
of tham may reeeive lower wages I a high-wage country, veglon, or
wdiatry thon the average or oven low.wage workars in o low-wage
countey, voglon, or industey;  egenily, o riso in tho pacral wage
lovel wmay be the reonli of an Incrosse in the pay.packet of highey
wage wvorkers, whilo low.wago workers recolve the semoe wages as
bofore., Although tho wage lovol in Japan oo well ao other Western
countiles hog saorad sines the Sewond World Wear, there soem to ho

many owe-wage workors who hove hoen 1eft boliad $n wopo advances,

{1) The eoefficionts of corvelation botween the rateg of change in
wages aad wholesaly pricos ovopr 1282 (1354 fox Jopan) -~ 1269 are
0, 3014 for Beitain and 0.4660 for Jepan {Sec Appendix v). The
cosfficionts of coreelation botween the vrates of insyeage {n woges
and productivity in manufacturing indusicy over 185060 are 0, 2035
for Britein aud 0, 5305 for Jopan {(See AppendizxV).
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while some high-wage workers may have further improved théir

position.

+

The distribution of wages among the workers is more or less
positively skewed in most countries, that is to say, there is more
upward than downward spead in wages among the workers. This is
also the case in both Britain and Japan (Figure 4-5). Wage dispersion,
particviarly downward spread, is lavger in Japan (1) than in Britain
where 'there is less spread in earnings now than in 190G, but more
of an upward spread in 1960 than in 1938' (2). Bven if we limit
ourselves to male workers in some manual trades, there are yet wide
differencesin earnings between them and the distribution of their
earnings is also positively skewed in both countries (Figure 4 - 6).
While the pattern of upward gpread is similar, the extent of downward
spread is greater in Japan than in Britain, What are the causes of
wage dispersion among the workers who were often supposed to he
homeogeneous and paid the same wages in classical economie theory?
What are the causes of wider wage dispersion or more downward spread
in Japan than in Britain? Iz there any relationship between the degree

of wage dispersion and the rate of increase in the wage level? In

(1) One thing to be noted about Figure 4.8 is that the British data are
for weekly earnings and the Japanese date are for annual earned
income of employees., Dispersion in annual earaings tends to be
wider than that in weekly earnings because of differences between
workers in the gecurity of employwment, and the forms of payraent
throughout the year - for example, about 5 per cent of all male
employees and 12 per cent of femaloe cimployces worked short-time
during the year 1968 in Japan (Source: Employment Status Survey).

(2) L.C, Hunter and D,J. Robertson, op. cit., p. 116. In this
connection, M.wW. Reder peointed out that in the United States there
has also oceurred, since 1941, a steady reduction of wage dispersion
(Labor in a Growing Econony (1957), p. 366),
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Figure 4 -5
Estimated distribution of earnings
No. of workers
as * of the
whole

10

British male workers
Japanese male workers

50 100 150 200 250 300
(Median)

Note:- The earnings of British workers are for the weefcly*'earni ns of
full-time employees in September, 1968 and those of Japanese

workers, for annual earned income of employees in 1968,
Source: Employment and Productivity Gazette and Employment Status Survey,
Figure 4 -6
No. of Estimated distribution of earnings
workers A .
of electricians and labourers in
as  of Britain and Japan
the whole
15
British electricians
British labourers
Japanese electricians
Japanese labourers
10
Earnings
as "~ of
median
100
(Median)
Note:-

The weekly earnings of full-time men paid for a full week, September,
1968, are used for Britain and the daily earnings of male workers
in building trades, August, 1977, for Japan.

Source: Employment and Productivity Gazette and Yearbook of Labour Statistics
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srdor (o aneuor theoe gquostions, we fivst ook at the existing wage
giruciure - differentials between occupations, hetween reglons,
between industries, bhetween firme, ste. - in Britein and Japan, and,
in the next chapier, attempt to construct s theoretioal framework for
explaining these differentiale,  We are partloularly interested in
inter.industry wage differentinls in relation to movements in prices,
becaue! .. .. the product market tends 10 be mirrored in the Iabour
market and to dutermine the wage strueture.? {1 in other words,
thers ix supposed to be some relation between the movements in prices
and wages. Not oply s the product market mulerored in the labour
roarket byt the conditions of the labour market ey aluo he reflected
fn the product market through the effect of wage costs on prices, In
this sense wages determpined in the labour market may be related to
prices determined in the produet market.  The wage structure is a
reflection of the labour merket siructure.  As we shall discuss later,
the Iabour mavket @ atructured in vavious weys and wide wage
differentials between different workers may auggest the sxigtence of
separate lsbour markets for thew, isolated from ane another to a
greater or lesger degree,  The review of wage differentials may,
ﬁiaéwi‘eam, help we W aingle out these separaie labour mearkels and
sxcertain how wages sre determined in each labour market.  We also
consider whethor the existance of wiide wage dispersion for the sanmc
category of workers or wide wage differentiales betweon different types
of workers may be asopfbed to the lnefticient npﬁmtiézn of the lsbour

arket.

() 3.7, Dunlop, “The Tagk of CORTEmpOTAry WAZE THeoRy 'y 1N Ga T .
Tayloy and .5, Flerson (eds.) New Uoncepts in Wage Determination
{1857), pp. 135.6, A :
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3. Qecupational Rifferentiale

As mentioned in the following chapters, apart from some
professions and nwanual trades, the labour market I3 not 8o much
developed for occupations in Japan as in Britain or othier Turopean
countries, so that statistlieal data for occupational wage differentials
in Japan is seoanty and fragmentary.  Despite this and other limitations,
if we venture & coraporison, we find that thore is apparenily a wider
spread in earnings among different oecupations in Japan than in
Britain,  Tables 4.2 and 4.3 in the following page show differences
in carnings botween occupations as on index, taking the median {(or
average) cernings of Jabourers as 100, and how mueh the carnings of
the worker at the lower or upper guartile in the same occupation group
doviate from the moedian.,  The mean coefficiont of variation in the
median or average carnings of different occupation grovps is higher

for Japan than for Britain,

The ranking of oceupations by wage level is fairly sirnilar
botween Britain and Jopan (1). One big difference {s in the rvelative
position of clervienl workers in the ocaupntional wage hierarchy:
their ronk 1 511 high in Japan, while it has dropped considerably
since hofore the Flratildrld War (though this trond has hoen somewhat

raversed aftor 1988} in Britain {(2),  ©One of the roanons for this

(1} The pattern of cccupational ranking in the United States is
approximately similar to that in Britain and Japan (See 1.G,
Reynolds, op. cit., p. 464),

(2} L.C. Hunter and D.J. Robertaon, op. cit., pp. 126.31. M.w.
fieder pointed out that there had been a decline in the earning
advantage Of clertcal over manual workers in the United States
{(Gee ap, cit., pp. 4568 . GO),



relatively high rank of clerical workers in Japan is probably that
clerical work is still o roan's job: six out of every ten such workors
are male there, while the proportion is seven twentieths in Britain,
Qccupationnl wage differentlals shronk during and inunediately after
the Seeond World Wor but have gradually ineveased since the middle
of the 1950' in Britoin (1), But the established ranking of occupations
iz anid to perseist over a long period of tirae (2),

Table 4 - 2
Great Britain:  Weekly earnings (median) of full-time ranle employees

paid for a full weck by occupation, as on index,
earnings of a labourer = 100, September, 19G8

Adminigtrative and mangageiment 187
Al other professional mm
HEducational, welfare nnd medical 163
Technical and scientific 154
Othey (production process workers, ete.) 120
Sales 19
Driver, docker, and other iransport 118
Office and communication 113
Labourers 100
Sorvice and security 99

Farming and horticulture 82

Note:~ The mean coefficient of variation for these figures is 32,3,

Source: Tmployment and Productivity Goazeite,

(1) L.C. Huntor and 1.J. Qobertson, ibid,
(2) R.A, lLester, Economics of Labor (1964), p. 303.
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Toble 4 . 8

Jopen:  Average annual earned income of male eraployees by
occupation, as on index, average earnings of labourers = 100,

in 1668

Management and officials 370
Profeasional and technieal 208
Clerical and kindred 173
Security 170
Sales 144
Transport and communication 141
Mining and quarrying irades 128
Production procesa workers and craftamen 126
Service 110
Agricultuoral workers, lumbermen, and

fishermen 162
Labourers 100

i\inte:u The mean coéfﬂcient of variation for these figures is 73, 3.
Source: Employment Status Survey (Bureau of Statistics, Prime
Minister's Cffice).

Manual.-nonmanual diffeventials are also wider in Japmi than
in Britain, as shown in Table 4.4, They are narrower for femnles
than for males in both countries.  The porcentage differential in
enrnings between manual and nonmanual workers has been on the
decrease in the long run in Japan: it narrowed rapidly, =« in

Table 4 - 4

Average Harnings of Manuval Workers as IPercentage
of Thoge of Nonmanual Workers by Selected Industries

Vinle Female Meale Feomale
Mining and quarrying 68 3 67 5
Construction %3 83 84 50
Manufacturing 76 88 69 T2
Note: . The British figures are based on average weekly earnings

in 1068 and the Japanese figurcs, average monthly cash
earnings of regular prodaction and non.production workers
in 1967, :

Sourco: Baployment and Productivity Gezette and Yearhbook of
Labour Statiatics.
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as in Britain, during and immediately after the Second World War and
then widened until the middle of the 18560'% and diminished again there.

after (1).

One thing to bo noted Is that *the range of earnings within
each occupation is usually a good deal wider than the average difference
between it and neighbouring occupations, (2) There are some
workers who earn far more, while others earn much less, than the
average in every occupation. For example, the earnings of the
bottom ten per ¢ent of male employees engaged in administration and
management are legs than one third of those of the top ten per cent
in the same oceupation and lower than even the earnings of the top ten
per cent of labourers in Britain {(3), This also holds true in Japan:
The iop two per cent of labourers earned more than two and a half
times as much as the bottom two per cent of managers and officials
did in 1968 {4). As a result, the median carnings in management and
adminigtration were 120 per cent higher than those in farming and
horticulture, while in meanagement and administration the highest.
decile earnings were 240 per cent higher than the lowest-decile

earnings in 1868 in Britain (§). This fact that differences in earnings

(1) 8. Ujihara, "Sangyokozo-no Henka to Chingin-seisaku"”, in Gendai
Rodo.mondai Koza, vol. 2 (1967), p. 30.

(2) L..G. Reynolds, op. cit., p, 477,
(3) Source: Employment and Productivity Gazetie.
(4) Employment Status Survey.

(6) Source: Employment and Productivity Gazette,
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within a given occupation are greater than differences in the average
earnings between occupations seems exiremely conflicting with the
hypothesis of clagsical economic theory that any worker in the same
occupation would receive the same wages . even if we take account of
imperfect ecompetition in the labour market. This matter will be

dealt with in the next chapter.

4. Inter-industry Differentials

Table 4 ~ 5 and 4 - 6 show inter-industry differences in
the average earnings as relative to those of manufacturing industry as
a whole and percentage increases in the average earnings by industry
over period in Britain and Japan.  The ranking of industries by wage
level 18 strikingly similar between the two countries as far as
manufacturing industry is concerned (1). This fact seems to be
fairly universal, particularly among advanced industrial countries (2).
In both countries the high.wage industries are vehicles, metal
manufacture, printing and publishing, chemicals, and g0 on, while
low-wage industiries are clothing, textiles, leather goods, timber and
furniture, and food processing (3). 7There is, however, no such

similar relationship in the ranking of services and industries other

(1) The rank correlation coefficient for 12 comparable manufacturing
industries between the two countries is 0.8698 (See Appendixvii).

(2) Sce, for example, T.S. Papola and V. P. Bharadwaj, "Dynamics
of Industrial Wage Structure: an Inter-country Analysis', The
Economic Journal, vol. LXXX, no. 317 (1970). _

(3) R.A. Lester pointed out that high-wage industries in the United
States, Canada, and other couniries are petroleum refining, air-
craft and automobile assembly, chemicals, printing, rubber tires
and tubes, sicel, while low-wage indusiries are cotton textiles and
clothing, tobacco, leather goods, food processing, furniture, and
fertilizer (op. cit., p. 307).
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Pableo 4 -~ B

Industry Vage Level, 28 on Tndex, the Average of ALl
Y ‘ -5 9 &

Manufecturing Industzien = 100, in 1965 ond Percentage
Increasos in 1t ovor 1961-=09 in the United Kingdom

Hage Vage
lovol increanc

ALL menufacituring industries 100 57

Vehiclosg 115 55
Paper, printing snd publishing 113 Wale
detol mamafacture 104 54
Shinpbuilding ond momine engineering 103 &7
Chemicals ond ellied products 101 60
ther menufacturing industries 99 61
Fngineering and electricel poods Q8 51
Brioks, potiery, glass, cement, o0tC. 68 58
Hotal goods not elrevhere speciflied o7 54
Food, drink ond tobacco Q4 o7
Toxtiles 89 58
Timber, fTurniture, cio. 89 56
Leather goods and fur 84 53
Clothing ond footvear 84 53
Teonsport and aommunication 101 T
Mning ond quareying (exeluding coal) 96 58
Conmtrucition Q6 64
Gos, olectricity and wvater 89 27
Cortain miscellancous services 83 60
Public administration 5 6o

Hote:— The woage level ig for the aversge weekly earninge of menual
mole vorkewrs, Apeil, 19060,

Source: Employment snd Productivity Gogetle.
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then manufacturing by wage level. In Japan the wage level of these

induatiries and services, except distributive trades, is higher than

the average of all manufacturing industries, while in Britain the
Table 4 . G

Indugtry Wage and Porcentage Inereadges in it over Time for All

Employees Working at Iistablishments with 30 or More Employees,

in Jopan

Average monthly earnings:

Wage level, us on Percentage
index, 211 manuy increase
facturing = 100, over 1958-G8
in 1067
ALl monufacturing industries 100 173
Petroleum and coal products 148 193
Iron and steel 142 }gg
Tobacco 127
Publishing and printing 127 185
Chemicals and allied products 121 157
Non-ferrous metal goods 118 166
Transpert equipment 110 134
Meehenicel engineering nz 192
Pulp, paper and cllied products 104 148
Instrument engineering 39 178
Mabricated metal goods 09 212
Bricks, pottery, gless, cement, 98 182
ete.
Electrical engineering 80 147
Rubber producis 88 229
Food and kindred products 85 174
Leather and kindred products 85 168
Other manufacturing 83 N.A.
furniture and fixtures 79 200
Timber and wooden products 7 222
Textiles 67
Clothing 59 } 208
Electricity, gas and water 1589 156
Real estate 142 N.A.
Iinance and Insurance 125 13
Transport and communication 126 160
Mining 109 138
Construction 103 194
Wholesale and retail trades 99 163

Jource: Yoeoarbook of Labour Statistics.
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average wages of manual male workers in meanufacturing industry is
slightly higher than that in other industries and services. Although
the above rewmarks on the rapking of industries by the average carnings
level are based on the earnings of male manual workers for Britain
and those of all workers, regardless of sex and manual-nonmanual
difforence, for Japan, we must note that there are considerable
variations between male and female or between manual and nonmanual

workers in the pattern of industry ranking by earnings level (1),

Interindustry wage dispersion is generally wider in Japan
then in Britain., ‘The coefficient of variation in the average earnings
among the male manual workers in different manufacturing industries
(ns percentage of the mean earnings of all manufacturing industries)
is 9,36 for Britain and 14,87 for Japan. ‘The same is true between
British and Japanege nonmanual or female workers., Interindustry
wage dispersion is narrower for male nonmanual than meanual employees,
and for meale than female workers, in both countrics. (2). It is
generally admitted that interindustry wage differentiale tend to contract
in the long run.  1L..G. Reynolds and C.H. Taft pointed out that inter-

industry as well as ocecupational differentials in most countries which

(1) The same sources as in Table 4.6 and 4.7 tell us that, for example,
the highest.wage industry is transport and communication for femaie
manual workers and public adminlstration for female nonmanual workers
in Britain; and that the wage level in petroieum and coal products is
not high for female manual workers at all but wholegale and retail
trades pay relatively high salaries to female employees in Japan; and
80 on.

(2) For example, the coefficient of variation in the average earnings
among the male nonmanual workers in manufacturing is 5.11 for
Britain and 12, 04 for Japan,



they studied had declined in percentage terms since before the Second
World War (1), though R.A. Lester asserted that 'the industry wage
hierarchy has persisted over a half century with little change in the
relative position of industries and little long-run tendency toward
compression of percentage wage differences between industries.' (2).
As shown in Table 4.7, in Japan, the wage level of lower.wage
industries has rigen faster than that of other industries, while there
has been a decline in the relative position of transport equipment, pulp,

paper, instrument and electrical engineering, which were among the

highest-wage industry group a decade before. But some of the highest-

wage industries like petroleum and coal products, tobacco, publishing,
printing, chemicals, and mechanical engineering have improved their
relative wage level further during the last decade. The average wage
level of manufacturing industry as a whole has also improved relative
to that of non-manufacturing industries and services save construction.
Among the broader industry groups, construction advanced markedly,
while the rise of the wage level in distributive trades, and finance and
insurance was comparatively slow. As a result, the mean coefficient
of variation in the average earnings decreased from 19.0 to 15.6 for the
broader industry groups and from 24.8 to 23.6 for manufacturing
industries between 1958 and 1969 (3). Generally speaking, the wage

level of low-wage industries and services rose faster than that of

(1) The Evolution of Wage Structure (1956), pp. 352-3.
(2) Op. cit., p. 308.

(3) These figiures are derived from data in Monihly Labour Survey.
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higher.wage Indusiries in Jopon (1),

On the other hand, in Britain, though iunter.industiry wage
differentiols deereased between 1838 and 1848 (2), no comparable
controction among these differentinls has ocenrred in more recent years.-
In contrast with Japan, improvements in tho wage level were slower in
some low.woge ndustrics like clothing end i‘oétwem*. and leather goods
and fur, than in some higher-wage industries. In addition, thé position
of manufacturing industry as & whole relative to non.manufacturing
industries and services 511%}3#;.15? fell, so that inter-indusiry dispersion
seems to have widened in the 1960% in Briiain, as far as the enrnings

of male manual workera ave concerned (3).

b. Inter-fivm Differentials

Within a given induetry theve is considerable variation in
the wage level between firms.  There is o tendency for carnings fo
rise according to the size of establishment in both Briftein and Japan,
as shown in Table 4.7, 4.3, and 4~ 7, though Dritain has some
exceptions like cotion spinning, bespoken tailoring, and dressmoking.
The range of size-of-firm differentials within o giveh induatry differs
considerably from one industry {o another in hoth countries. In
British high-wage industries tend to pay higher than the average wages

to all workers employed in the industriea (4) and in Japan firma in

(1) The correlation coefficlent between the industry wage level and
percentage incresse 1o it over time (See Table 4-7) is (-) 0.4280,

{2) L.G. Reynolds and C.}. Taft, op. cit., pp. 275.8.

{3} The corrclation cocfiicient between the Industivy wage level and
percentage increase in it over time (See Table 4.6) is 0,2092,

{4} The correlation coefficient between {he highest.decile and the
lowest-decile earnings in given industries is 0,6310 (See AppendixVII),
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Tahle 4 . 7
Great Britain: Average weekly earnings of men, 2] years and over,
in the last pay-week in Qctober, 1968, as percentage

of those for all establishments by industry and size
of eatablishment

Number of wage-~earners employed:

Under 256 £00 or more

Bread and flour confectionery 93 101
Cocoa, chocolate and sugar confectionery 83 163
Preserving of fruit and vegetables 8l 106
Brewing and malting 95 100
Tabacao 91 95
Cotiton spinning, doubling, etc. 107 104
Cotton weaving, ete. a3 107
Woollen and worsted 99 102
Hosiery and other kniited goods 84 109
Textiles {inishing, etc. (:13] 108
Ready-made and whelesale bespoken {ailoring 104 100
Retail beapoken tailoring 100 -
Dressmaking 104 7*
Mapufacture of boots, shoes, slippers, otc. 80 101
Timbexr 94 106%
Furniture and upholstery 85 130
Paper and bhoard 78 104
Printing and publishing of newspaper, etc. 74 ul
Other printing and publishing, bookbinding 86 107
Chemicals and dyea 87 103
Pharmaceuiical preparations, perfumery,cte 95 04
Mineral oil refining 83 101
Other oils, greases, glue, etc. 88 107
Rubber 84 102
Leathex (training, dressing, cic.) 93 ‘ (104}
L.eather goods 85 (106)
Bricks and {ireclay goods 81 108
China and earthware 893 100
fron and sicel melting, rolling, cte, 83 102
Iron foundries 90 104
Non-ferrous metals gmelting, rolling, ete, 80 103
Machine tools 09 102
Texiiles machinery and accesgsories 21 103
Electrical machinery 82 102
Wireless apparatus and gramophones &7 100
Manufacture of motor vehicles and cycles 72 103
Motor vehicles repairs ond garages 7 103
Manufacture and repair of aircraft 76 102
Manufacture of parts and accessories for

motoyr vehicles and aiveraft 86 102
Scientific, surgleal and photographic

instruments 88 104

Note:~ The asterisked flgures are for establishmenis with 100 or more
wage-earners and the parenthesised, for establishments with
100-409 wage-.earners.

Source: Labour Gazette



T:hle 4 . 8

Japan: Average monthly earnings of regular employees as percentage
of those for all establishments with § . 20 employees by

size of establishment (1967 average)

Number of workers employed:

1.4 5 - 29 500 or more
All industries & services G5 100 159
All manufacturing
male 74 100 153
female 80 100 146
Source: Yearbook of Labour Statistics.
Table 4 - 9
Japan: Average monthly earnings of regular male employees as
percentage of those for all establishments with 5 or more
employees by industry and gize of establishment
Number of workers employed;
5 - 29 500 or more
All manufacturing industries 78 19
Publishing, printing, etc. 77 145
Food and kindred products 76 132
Ceramic, stone and clay products 73 124
Timber and wooden goods 90 138
Pulp, paper and paper goods 78 123
Petroleum and coal products 67 107
Instrument engineering 83 123
Textiles 82 118
Vehicles 77 110
Clothing 94 123
Chemicals and allied products 75 104
Iron and steel 71 108
Mechanical engineering 88 14
Furniture and fixtures 96 120
Electrical goods 84 107
Non-ferrous metals 86 106
Rubber products a8 107
Leather and leather goods 94 107
Tobacco - 102
Wholesale and retail trades 856 165
Finance and insurance 80 130
Real estate 78 124
Construction 85 126
Mining 78 109
Transport and conmunication 84 3
HElectricity, gas and water 89 ns
Source: Yearbook of Labour Statiatics
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high.wage ladustrios pay high wagos, irrespectlve of size of flrm,
though the corvelation between the Indusivy wage levels for small and
large establishmenis is not very significant (1), But the averoge size
of filrms in o glven indusiry is fairly strongly associnted with the wage
level of the industry In Japan (2):  in other words, those industries
conaisting of large flrms tend to have a high industey wage level,

Thus it secms that the wage level of all flyms In o given indusiry is
affected by ruling conditions peculiar to the indusiry (profitability,
techuology, market structure, ete.), while large firmso are likely to
have o high woge level in any Industry (with a few exceptions). We

ohall discusgs these matters further in the next chapter.

Hize~of-firm wage diffeventials ore generally wider in Japan
thon in Britain, The average caraings of workers employed at
gstablishiments with 500 eroployees or more are, as shown in Table
4.9, nbout 60 per cent higher then those ai establishmonts with 5.2
employeen or alternatively, 130 per cent highey than those at
ostablishments with less than § employses. Such wide inter-firm
differentials ore not found among the British industries lsted in
Table 4.8. The wage differentinls between large and small fivms
in Japanese manufacturing industry widened before 1867 (when the
average earnings of workers omployed at eatablshments with 5.29

non-casual workers were 45 per cent of those at egtablishments with

(1) The corvelation coofficient is 0.3308 (See Appendix X},
(2) The correlation coefficient is 0.5784 (Seo Appendin V1),
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500 or more employees (1) ) and, shrinking thereafter, the proportion
was (G2 per cent in 1969 (2). More remarkable is the narrowing of
differences between firms in the starting salaries and wages of new
achool-leavers and other newly recruited older workers. The average
starting wages of new school-leavers hired at an establishment with
30.99 employees were 72 per cent of those at an establishment with
500 or more employees in 19556 but these differentials have almmost
disappeared since the beginning of the 1960%'%, or the wages of the
former sometimes even exceeded those of the latter (3). The
narrowing of size.of.firm differentiala is reflected in improvements
in the wage level of some low.wage industries like clothing and
textiles, timber and furniture, etec., because the average size of firms

in these industrics is small.

Lastly, we raise one question for discussion in the next
chapter. Although the inter.firm differentials may be partly
ascribed to differences In the composition of workforce by occupation,
sex, etc. between firms, if we limit ourselves to some manual trades
in the construction industry for which data on size-of-firm
differentials are available for Britain, there is still the same
tendency, i.e. the earnings of workers in an identical trade rige
according to the size of firmo (Table 4 - i?). FHow can we expiain

this?

(1) 5. Ujthara, op. cit., p. 29,
(2) Ministry of Labour (Japan), Hodo-hakusho (1969).

(3) Rodo-hakusho (op. cit.).
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Table 4 - 10

Great Britain: Occupational analysis of average weekly earnings
as percentage of those for firms with 24 or less
employees by size of firm in construction {other
than constructional engineering), January, 1960

Number of mnanual workers employed:

29 . 99 100 or more
Building trades eraftsimen 109 121
Electricians m g
Bullding labourers 104 17
Lorry drivers 102 1286

Source: Nmployment and Productivity Gazette.

6. Geographical Differentials

Interregional wage differentials are also much wider in
Japan than in Britain, As shown in Tables 4.11 and 4-12, for
example, the average earnings of all workeras in the lowesi-wage
regions (Sanin) were 29 per cent below those in the highest-wage
reglon (Southern Kanto) in 1867 in Jepan, while the difference in the
sarnings level between the lowest (South Westorn, though Northern
Irelond is sald to be the lowest in the United Kingdom as a whole)
and the highest wage reglon (South Bast) in Dritain is only 14 per
cent, If we take the coefficients of variation in interregional wage

differences (1), the resulls are as follows:

{1} Data ussed here come from the same sources as in Tables 4.12
and 4-.13. .



Table 4 . 11

Great Britain: Reglonal analysic
of median earnings of full-time

men paid for a full week as
percentage of the median

earnings for whole Britain, In

September, 1868

South East 107
Tast Anglia 93
HSouth Western 92
Wegt Midlands 104
ast Midlands 97
Yorkehire & flumberside 056
North Western 99
Northein 926
Wales o7
Seotland 95
Great Britain 100
Source: BEmployment and
Productivity
Gazette,
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Table 4 . 12

Jaopan: Iieglonal analysis of
monthly earnings of all employees
(both sexes) as percentage of the
average for all Japan, in July,
1968

Hokkaid o 100
Tohokn 87
Southern Kanto 113
Northern Kanto 87
Hokuriku 817
Tokai 85
Kelhanghin i

inki 87
Hoan-in 8¢
Han.yo 100
Shikoku 88
Morthern Kyushu 97
Southern Kyushu 89
Al Japan 160

Source: Yeoarbook of Labour
Statistics,

11. 3 for all workers in all industries and services, 15,3

for male and 13,9 for female workers in manufacturing

industry in Japan; 4.9 for male manual, 6.0 for male

nonmanual, 5.0 for female manual, and 5,9 for female

nonmanual workers in Britain,

Interregionnl differentials are partly aseribed to differences

in the industry mix and occupational composition of labour force.

Kven after allowing for these differences, however, thore stilt

remaln genuine diffeventials between regiong (1), Tables 4-13 and

(1) See Employment and Productivity Gazette (March, 1969).



4-)¥ chow carnings dlaperaién for workera of some trades in the
conatruction industry in hoth countrles, As compared with the
above.mentioned coefficlents of variations in Interregional wage
differences for all workers, that for an identical tvade is remarkably
greater, capecially In Jepan: 22,6 for eleciriciane, 19,4 for heavy
labourers, and 26,8 fov loypy deivers In Japan; 7.0 for electricians,
6,1 for bullding labourers, 8,1 for lorry drivers, and 13.1 for
electricians? Iabourers in Dritain,  Under theso circumstonces we

are inclined to deubt the presence of & national cccoupational raoarket

Table 4 . 13

Great Britain:  Beglonal snalysis of avorage weekly earnings az
percontage of the average for Scuth Western by
ocoupation in construction industry (othor thon
constructional engineering), in January, 1009

Blectrictong Building Lorry
labourers drivers

South Kast 21 120 113
East Anglie 103 102 m
Gouth Weoatorn 109 100 160
West Midlands 114 0% G
Tagt Midlands m 105 110
Yorkshire & Flumberside 110 108 111
North Wootorn s 115 u?
Horthern 107 106 14
wWnles "7 102 104
Seotland 115 13 113

Bouree:  Employmant snd Productivity Gozette,

(o
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Table 4 . 14

Japan: Regional analysis of average daily earnings as percentage
of the average for Souihern Kyushu, by occupation in
construction industry, in 1967

Tleetricians Heavy Loyyy
labourers drivers
Hokkaido 98 147 189
Tohoku - 100 109 110
Southern Kanto 148 156 163
Northern Kanto 128 122 124
Hokuriku 106 127 127
Tolkal 128 143 148
Keihanshin 146 166 158
Kinki 168 144 145
San-in 10¢ 87 101
San-yo 16 138 128
Shikoku 13 115 119
Norihern Kyushu il4 113 108
Southern Kyushu 100 100 100

Source: Yearbook of Labour Statistics.

for these workers, particularly n Jopan, and suspect that the local
lobour markets are much hetter developed than the national Jabour

markei, These quentlions will be dealt with in the next chopier.

Ilegional wage differentials are said to be most persistent
over time (1), In Britain the wage "rate" differentials between
regions have decreased sinee hefore the I«r‘imt: Weorld War (2) and
'differences in formally negotiated wage agreomoents hetween one
district and another are now relatively smali!, partly because *trade

unions. set themselves the elimination of these differences' and partly

(1) L.C, Thunter and D.J. Roberison, op. cit., p. 117,
‘2) PR N }2@:”“01‘23 ‘and <, i, ‘faft. Op. cit.
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because the minimum rates of wages fized by statutory wage boards
tended o raise wage poyments in specially low-wage areas. (1} In
Japan interrogional differentinle have also declined in recent yoars.
For example, the differences between reglons in the starting wages
of new school-.leavers have narrowed remarkably since the middie of
the 1060%, though theve has appeared a sign of their veopening in

1869 (2).

Incidenially, some cmpirical studies in the United States
show that the community wage level iends to rige with the population
aize of the community, though cities of a given size in the high-wage
areas ave likely to pay more than cities of the same size in the low-
wage aveas {3}  This is nlgo true in Jopan, as shown in Table 4.15
in the next page, though the populntion size of the comumunity is not
the sole detorminani of the community wage level., Despite its
relatively simall population size, the City of Kobe has the highest wage
level among the seven largest cities in Japan, partly hecause high.
wage industries and highly.paid nonmanual workers ciaployed by
large firms are concentratied in the area, The relatively low wage
level of Qeaka, Nagoya, and Kyoto may be accounted for by a high
ratio of amaller firms, self.employed and family workers and the
concentration of light industries, commerce, and services (4).

Kitakyushu, where heavy industries based on coal produced in the

{1) L.C. Hunter and D.J. Robertson, op. cit. p. 116G,

(2) Minictry of Labour (Japon), CGakusotsusha Shoninkyu Chosa (1970,
pp. 80-83. S

(3) 1L.G. Heynolds, op. cit., p. 478. Also see M, W, Reder, op. cit.,
pp. 359.60.

{4) Although we do not guote for hrevity, statistical evidences are
available from Employment Status Survey.




surrounding avea have developed and large firms ave concentrated,
hag been able to recruit ot velatively low wages necessary menunl

labour from the surrcunding rural area end declining cozl industey.

Table 4 . U5

Japan: Intercity analysis of average annual carnings of employees
and related factors, in July, 1968

Seven largost Wage Imployees No, of wor- No. of non.
cities with level (12 *000) Kkers in manual wor-
more than ono (Al firms with kers as per-
milllon in- Japan -~ 10000r more centage of
habitants = 100) employees as  labour force

percentage

of total

employeces

{Soutbern Konto}

Tokyo 126 3, 407 22.3 276

Y¥okohoama 124 821 3441 34.8
(Tokai)

Nagoye 114 744 277 347
(I eihonshin)

Kyotoe 117 437 18:56 31.0

Osakn 115 1, 060 19,1 31,3

ilobe 128 433 3340 3941
{Nowvihern Kyushu)

Kitakyushu 10% 358 36.8 30,1
Al Japan 100 0,528 23:3 24,3

Note:-  Farmers ag pervcentage of total oceupied population in four
largest conurbations:

Keihin (Tokyo, Yokohama), 0.0%
Hitakyushu-Mukuoko, 134 8%

Chukyo (Nagoya), 10.4;
Kelbanshin, 6s4%

LA

-p

source: Nmployment Stafus Survey.

Finally, we quote the remarks of M. W, Reder on factors
affecting inter-city differentialg: '(i) Small urban areas tend to serve

as way-polnts in rural-urban migration; (ii) Large cities are the
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places where the wost highly speclalized, ond hence best paid, work
is done; (1) Large planis tend to be located In lapge cities’; In
addition, ‘in a high wage city the wage cost and, hence, the prices
of locally manufactured products and service will fend o he

comparatively high, and conversely.? (1)

7. Age Differentials

As shown in Figure 4 - 7 in the following page, the general
pattern of age differentials in Britain and Japan is qulte gimilar in
many vespects;: With the advance of age the carnings of a male
worker go up to a penk (for a British worker, in his thirtles and for
a Japanese worker::, in his foriies) and diminish thoyenfier, while
those of a female worker rise much more slowly uatll she reaches her
late tweniles and do not vary very much thereafter hut finally,
slightly drop in her sixiles, The earnings of Dritish workers, either
male or ferele, increase more rapidly, but begin decreasing sooner,
than those of the Japanese counterpart, as they advanee in years.
Ag far as adult men are concerned, as shown in Figure 4.8, the
earnings of a Jopanese workey, either manual or nomuanual, rise
with the advance of age faster than those of & Britich worker. (The
rise In the earnings of a British manuel worker with hia ageing is
very slow and small)e As we shall discuss loter in Chapter 6,
however, the pattern of age differentiala diffevs very much between

large and small firms in Japan: The paitera for Japanese workers

(1) M.W. Reder, op. cit., pp. 361.3,
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Figure 4 -7

Earnings by age (1)

Earnings Br%t%sh male
as %of British female
those of Japanese male
workers aged 15-17 — Japanese female
/ppe:——-- s — - ; P e
/1 /Tx> -7 JoiJf AT st Kr* r Age
Figure 4 -8
Earnings .
% of Earnings by age (I1)
as % (male workers) British nonmanual
those of s
British manual
workers aged 20-24
— mJapanese nonmanual
250 Japanese manual
<WV
Note;- 1. British data are for median weekly earnings of full-time
employees paid for a full week as percentage of those of
employees aged 15-17 or 21-24, September, 1968.
2. Japanese data are for average monthly earnings as percen-
tage of those of employees aged 15-17 or 20-24, April, 1967
Source:

Employment and Productivity Gazette; Ministry of Labour,
Basic Survey of Wage Structure.
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employed ot small firms or on a casual basis ot large firms is

rother similar to that for Britich workexrs.

In Japan age differentiais amrrowed during the Second World
Way, widened from immediately after the war till the beginning of
the 1960' and have again shrunk thereafter (1). Wage differentials
between juvenile and adult male workers are wider in Britain than

in Japan but they have also been narrvowing in vecent years (2).

{1} ¥, Nagano, “Nenreihetsn Seibetsu Chingin-Kaknuss no Suii", in
K. Ogochi, et ol, {eds.), Gendai Rodo.mondai Koza (1967),
PP. 8%7.8.

(2) L.C. Hunter and 13, J. Hobertson, op. cit., p. 120,
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CHAPTER &,
THEORETICAL FRAMEWORK FOR WAGE ANALYSIS

1, Towards a Unified Theory of the Genersl Wage Level

and Wage Differentials

In claasical economic theory the gencral level of prices was
determined by the guantity of money, either in crude terms of a
fixed veloecity of circulation and level of output, or in more refined
terms of equality of the market rate of intereat with the rate required
to maintain full.employment eguilibrium of the systein. Under the
assumption of full employment the general level of money wages also
moved with changes in the guantity of money. If there was
unemployment, however, the increase in money supply would not
directly determine the price level because it would, as an increase in
effective dmend, simply raize the level of output, but the money
wages would move to whatever level would produce the real wages
congistent with full.employment equilibrium. In the Keynesian
system the money wages vere assumed as inflexible downwards (1), so
that the labour supply curve wase perfectly elastic at the prevailing money
wage up to the level of full employment and thereafter had a positive

slope. As is empirvically proved, in a high.employment economy

(1) The downward inflexibility of money wages is often ascribed to

trade unionism, statutory minimmum wage system, or management
inertia. M.W. Reder proposed SM {social minimum) as a cause of
thie (" The theory of occupational wage differentials,' in American
Economic Review, vol. 44, 1955, pp. 833.52. As a matter of fact
its prevalence has been emphasised in the preceding chapters. But
E.H, Phelps Brown pointed out that it had existed long before trade
unionism grew in strength (3ee footnote (1), p. 3 in Chapter 1).
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thera i a determinate relationship hetween tho gquantliy of money and
the price lovel {ond the genernl level of monoy wages), thongh the
relationship between the rates of change In the two iz not no straighi-

forward (1).

While the monetarist takes the guantity of money as an
autonomows variable, other people have thrown doubt on it and asserted
that the money wages are autonomeusly determined by collective
bargaining, the imonetary authorities autompiically adjusting the money
supply to it necordingly so aa to prevent vaemployment., Neither of
the arguments has yet received a mnanimous accepionce nor has
een established by empivieal faet. In this connection H,G. Jehnson
rightly polnted out that Yin o modern cconomy, therefore, the money
supply ond the wage level ave jointly determined by the balancing of
full employment againgt other poley ohjectives such ag internal price
stability, or {he maintenance of the balance of payments withoui

devaluntion or intensification of import and exchenge controlz.t  (2)

As regards the determination of velative prices and real
woges there was o dichotomy botween the 'real and 'monetary?

hiypotheses in clagsienl eeonomic theory.,  The Intter was only

(1) For example, there is a good positivo correlation botween the
indexes of consumer prices and money supply during 1956.69 in the
United Kingdom {coefficient of correlation, r = 0,0928) and Japan
{r = 0.09840) but not hetween the rates of change in the two in the
Uudie (1 = 0.0381) ond Japan {r = 0,5396).

(2) Harry ;. Johnson, '"The Determination of the General Level of
Wage Rotes’ in the Theory of Wage Determination (1967), edited
by John ‘T'. Dunlop, pp. 31-38.




85

concerned with the determination of the absolute price level, In

the former, relative prices, including the real wages of various
types of lubour, were determined by productivity, factor scarcity,
and tastes, and were independent of the guantity of money (and
therefore the ﬁbsolute price level). However, part of the quantity
of money supplied is not immediately exchanged for goods and services
but held for a period of time for various purposes, which creates
demand for money itself. This in turn implies that the quantity of
money ia not independent of relative prices and real wages: the
gquantity of money influences the determination of relative as well

as abrolute prices (1). In wage theory it follows that ihe real as well

as money wages are codetermined.

In their world.wide analysias of the determination of the
general wage level (2), Turner and Jackson have showed that the rate
of increase in money wages is positively connected with (i) that in real
wages and (ii) the degree of inter-industry linkage of wage increases, and
is negatively related to (iil) the spread of wage increases between
industries and (iv) the irregularity of earnings' growth, This
implies that the movements in the level of money wages are not
independent of those in the relative wage structure. There was a

dichotoimy between the theories of the general level of money wages

(1) For the analysis of this matter, see, for examnple, M. Fleming,
Introduction to Zconomie Analysis (1969), pp. 336-75.

(2) H.A. Turner and D.A,.S8, Jackson, "On the Determination of the
General Wage Level - a World Analysis", The Economic Journal
{December, 1870), pp. 827 . 845, '
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and wage difforentials and real wages, We need to bridge this

gap in wage theory.

‘The wage structure is determined as a result of the inter.
action of conflicting forces, those which widen or maintain wage
differentials and those which contract them. The questions arising
from here are what these forces are, and whether there are any
common factors between the forces contracting or expanding the

wage differentials and those changing the general level of money wages.

2. Origins of Occupational Wage Differentials

We have seen in Chapter 4 that there is a wide wage
dispersion among the workers in both Brithin and Japan. The causes
of wage dispersion are numerous, complicated and dyvamic., A
congiderable part of it can probably be ascribed io differences in
the rogularity of employraent between workers: ior exmmple, some
workers work overiime and others, short-time. But much of it is
connocted with the way in which the wages are determined. In
economic theory, if labour is perfectly homogeneous and the labour
amarket is perfectly competiiive (where {here is not cither monopoly
or monopsony of labour, oyr any obstacle or cost to labour mobility
and market information), the wage per unit of labounr should be the
same for all workerg, juat as the same price is supposed to be paid
for each unit of & homogeneous commodity. If labour is not
homogenous, i.e. different workers possess different kinds or

degrees of gkill, ms is the case, wage dispersion will arise from this.
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Although the wage rate may vary between different grades of skill or
°c:czc:up:sttit:um,. the same wage rate will still be imid to labour with the
same grade of skill. The occupational wage differentials arise from
differences between occupations in supply and demand conditions in the
{occupational) labour morket and, in the long run, will be such that

they just cover differences in the costs of acquiring the required kind

of skill through education, training, and on-the-job experience
(including the potential wages forgone during the period of learning).
For, if the current wage level for a given occupation more than covers
the cost of maintaining the prevailing minimum level of living (which
may or may not be equivalent to the wage level for the unakilled workers
and which may vary from one society to ancther or from one stage of
economic development to another in the same society) plus the cost of
skill acqguisition for the occupation, more workers will be induced to
enter the occupation, which will result in pulling down the wages to an
equilibrium level, REesldes differences in the cost of acquiring skills,
there are other causes of oceupntional wage differentials, which are
mainly related to the nature of work: the environmcental conditions of
the workplace (physical and psychological ploagantness or unpleasantness),
vegularity and securlty of employment, cte, In the long vun wage
differentials thus determined will be the ones sufficient to equallse
differences between occupations in these "non.pecuniary advantages or
disadvantages” as well as the cost of acquiring the required skill. This
theory of occupational wage differentials was, needless to say, first

developed by Adam Smilth.
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So far we hove assumed perfect competition in the labour
market. Aa we have geeu in the preceding chapter, howaver, the
exiating wage dispersion between cceupetions seems to be much wlder
than that theory would suggest,.  While the system of "equalising
differentials works fairly well within a given cccupation, as B. Wootton
righitly pointed out, there is no definite inverse relationship between
the pacundary snd non.pecuniary advaniages of different occupations;
on the controry, non.pecundary advantages such ag the pleasantneas of
the work, its zoclal prestige in the community, regularity and security
of employment, eote., are very ofien grootest in those cccupations which
carry the highest monetary rewards (1),  Since most kinds of skill can
be acquired through education or training (in other words, those jobs
which require skili only based on special natural talents are relatively
few) and intelligence is almost normally distributed among the population
{2), cccupational wage differentials would be narrower than those which

exiat if there were perfect competition in the lebour market,

Oeeupationnl yaobility, particularly upward mobility towords
higher.paid (and soclally highly ranked) occupations, is Hmited, One
of the causes of imperfect mobility 1s the prevalence of various
restrietlons on eniry into certaln oceupations:  employers' selective
hiring policies in reapest of workers' personal (non.economie)
characteristics, resirictive praciices by trade unlons or professional

aseocintions (sometime combined with legal regulations) concerning the

(1) B. Wootton, The Social Foundations of Wage Policy (1964), pp. §4-60.

(2) A, Barnetf, The Hwunen Species (1968), pp. 194-7,
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numbex of apprentices or trainces and the stondard of skill reguired

for pavileular cecupations, and so one  While economists have dismissed
these or other obstacles to facior mobility as negligible in the long run
and concentrated on tho analysie of the demand and supply sides of the
marlket baged on eithor the competitive or wonopolistic model,
gociologists have noted the uhiquity and Importance of soecial diserimina s
tions in employment and income distribution and attempted to theorise
about them.: Theiyr views on this matter, though not yet fully developed,
mey be useful in throwing light on the structure and mechaniam of the
labour market: In cconomic theory it is ioken for granted thet
everybody Is given equal oepporiunities for access te any cceupation

(the "equaol opportunity model"),  Historically this view is pecullar to
industrial society: In traditional society it ic a rule that the occupation
in inherited from a father to his son or from a master to his journeymen
{the "siability or inheritance model”) (1),  With the progress of
incdustrialisotion this principle of manpower allocation has heen gradually
veplaced by the former principle. Even in most advanced industrial
countries, however, a revised version of the ‘i nheritance' principle

still partly survives: as a result opportunities for all occupations are

not evenly distributed among different social classes.

Another cavse blocking ywpwerd accupational mobility is lack of
achicvement aspirations on the part of workoxrs in the Iower echelons.

But o more important cawse is lack of market information. In thisfonnection,

T IOR the explanation of thege two maels, se
(1) L. Taylor, Gccupatimal Sociology (1958), pn. 62-83,
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L. Tayior pointed out(l):

"In urbanised societies in general the number of occupatior;s
haa ncreased to such an e:;tent that individusl participants in the
labour force have little opportunity for perceiving the total range of
oceupations, assessing thelr ability and aptitude, and selecting
accordingly., In fact, due fo informal factors and limited recruitment
mechanismg, rost individuals are reported to enter thoge occupations
which are similar to thoae of thelr parents, or an occupational category

that is immediately adjacent‘tu that of the parental generation."

The charvacter of the cecupationsl labour moexket differs con-
sfderebly from one occupation to another, In Table 5.1, Column (A)
shows the proportion of those workeys in o givon accupation who moved
from onc job to ancther within the same occupation or otherwlae during
1067.8 In Japan. According to this, adminlstrative officinls, managers,
professional men, and technicians are among the leost mobile
occupational groups, while lobourers and workers engaged in transport
and comraunieation and services are among the raost mobfle.  That is
to soy, about 2 per cent of managers, professionnl men, ctc., changed
jobn during the pericd, while the proportion was G or T per cent for
labourers and tronsport workers, ete. The accupational markets for
professional, elerical, and production workers (inciuding croftsmen)
are of a closed type in the sense thet they malnly take in previously
unoccupied persans. such as new school-deavers and university groduates,

rather than admit job.changers from other cecupations {as shown in

() L. Taylor, op. cit.
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Columm {(C} and (I3} in Table § . 1, about four fifthsof the newly hired
persona during the period were previouwsly unoccupied and the vremaining
ene fifth, job.changersfrom other cccupations), and job.changers
previously engaged in thoso occupations aeek jeho in the same occupation
rather than move o other occupations. (In Column {13), about 60 per
cent of job-changers in those cceupations moved within the same
occupation, as compared with 34.37 per cent for lahourcrs aund snles
workers). In gshorxt, the mobility of professional, clerical and
production workers tends to be limited within the same occupation.
On tho other hand, the cccupational markets for labourers, sales and
service workers are of an open type: job.changera from ather
occupations are admitted Into these markets,
Table 6 . 1
Cecupotional Mobility in Japon, during 196%7.G8

Job.changers Job.changers Camposition of newly

as percentage  who mxoved bi rved persong by
of total labour  within the origin:
forece in the game occupi-  Previously Job-
occupation tion as por- unoeccupicd changera
centage of from other
the whole occeupations
(A) (B) (C) (D)
% % % %
Management &
administration 23 41 26 74
Profegsional & :
technical 2.5 68 86 15
Clerical & kindred 4.1 67 84 16
Sales workers 4.1 37 66 34
Transport &
communication
workers 7.2 Go 44 b6

Production process
workers & crafis-

men 4.6 63 78 22
Labourers 6.1 34 58 a2z
Hervice workors 5.0 50 68 31

Source: Employment Stotus Survey (1968).
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Such an oceupationnl market structure contributes to tho
ﬁiaini:emnco of occupational woge differentinls apperently wider than
those which would simply equaline act advantages and disadvontages
between occupations,  Asisisted by imperfect occupational mobility,
the pay level for some cccupations, partleularly socially high.ranked
ones, 1s partly at least determined according to the social atntus of
workers engaged {n those cceupations (the "status theory of payment")
rather than their eccnoraie function op performance (the "functional
theory of payment') (1), tatus® pay must be sufficient {o ensure
that all workeys engnged In tho cccunntion concevned are able to
mointain thelir standards of lHving at a level approprinte for thelr
social prestige. With o few exceptions, thoze workers who hold o
higher position in an organication are poid higher then those who hold
a lower position. The status structure of an organisetion tendsto he
roflected in its internnl pay structure. The aystem of atatug pay is
probably more prevalent and more important in traditional soclety

than {n modern industrinl soclety and more so in non.imaonual

occupations than in manual oceupotlions,

We have found in the preceding chapter that therc is wide
wage dipperaion even within the sawe occupation, besides wage
difforontinls hetween cceupations.  Apart from the absence of perfect
competition in a given occupational market, differences in wages for
the same kind of labour way arise from the very nature of labour as

well as the rature of the work: labour as a commodity is not separable

(1) For further analysis on this subject, see D, C, Miller and W,H. Form,
Industrial Sociology (1961), Chapter il
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from the worker who sells it ond those jobs which requive the same
kind of labour may have minoy differences in advantages and
disndvantages, though more or less similar in main characteristics,
frow a worker's point of view. In case of an ordinary comroodity,
the seller is not usually concerned about how and where the buyer uses
it and its price will not, thevefore, vary with the use to which i{ is
put.  But workers usually have to subject themselves for some period
of time to the control of the employer to whom they sell their lnbour,
so that they are much concerned about the charactoristies of the job,
as well as wages, which he offers them. Just as two jobs vequiring
the same kind of okill do not elways carry the same conditions of work,
workers with the same grade of gkill have difierent pevsonal
characterigtics such ag age, vace, sex, educational corvcer, social
clasz  background, etec., The employer ofton discriminates against
particular workers according to these peraonal chavactoristics (1).

In & given occupational maerket the employer seeks workers with the
appropriate kind of skill and the worker sceks a job of the kind suitable
for his gkill, In addition, the former hog o profercnce for workers
with cerigin personal attributes (which, together with skill require-
ments, constituic his hiriung standards) and the lotter, for jobs with
given charactorigtics. These factors, az well ag the absence of
perfect compotition, are the primary origine of wage dispersion within

on accupation.  What moakes the matter more complicated is that

(1) As regerds diseriminations based on race, sex, etc. in the Unitod
Otates, see L.G. Reynolds, op. cit. pp. 483.5. Also see
W.W. Daniel, Racial I}iscrimination in England {(1958), Part 3.




the Meing policies differ from one employer {0 another and that the
scale of preference for jobs diffors from one worker to another,
But this moy be trivial.
3. Analyeis of Interindusiry, Interrvegional, and Inter.firm
Woge Differentials, elc.
In traditional wage theory wage differentials weve only
associated with skill differentials: Different wagoes would be paid
to different types of lobour for which separate markeis wero agsumed,
though more or legs velated to one another depending on the degree of
substituiabllity betwoen types of labour, DBut this theory decs not
throw light on other types of wage diffeventials which we dealt with
in the preceding chopter, save that in the long run such wage
diffeventicls would merely vefleet diffevences in ghkill proportions,
oy cccupational compogition of the labour foree, betweon industrics,
between vegiong, or hetwoen fivias. Contrary to thiz, we suggested
in the preceding chapter that there were genuine nterindusicy,
inierregional, and inier-ilrm wage diffeveniiols, and pointed out in
Section 2 of the presant chapter that thove wore some factors
producing wage dispevsion within the same occupntion: jobs which
reqguired the game kind of labour might differ from ong another in
work intensity, unpleasaniness, ctc., and consegquently remunerations
for them might vary. In addition, some jobg which bove the same
title may hove differeant condent hetween industrles or between firms
within a given indusiry. Although we unfortunsicly hove no detailed

and extensive information about thesc pointg, it does not seem that
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theae factors alone are sufficiently important to explain the wide
woge difforentiols which do exist (1} We shell content oursclves
with showing other exnraples concerning near.genuing inter.industry,

fntervogional and inter-firm wage differentials.

in Japan there is an extensive survey of the starting sslaries
and wages of new scimol«leawrs who have not yet had any experience
on the job nor received any particular form of vocational training
or apprenticeship {(so thot they caﬁ be regarded as identicnl unshkilled A
labour} (2). According to the survey, these salaries and wages
diffor congiderably hetween fndustries {(1a the same loonlity), between
firms (within the same industry in the game loenlity), end between
regions. TFor example, in Tokyo, the storting monthly earnings of o
boy having recently left junior high sehool ranged from 16, 591 yen,
median in the lowest-wage industry (construetion: the carnings of
the worker nt thé lower quartile was 16,174 ven and those at the
upper quartile, 17, 048 yen) to 24, 303 yen, madian in the highest-wage
induatry (tra:ﬁ&gmrt and comunmndcation:  the earnings of the worker
at the lower guarilie was 21, 825 yen and those at the upper quaritle,
24, 605 yen) In June, 1908; or from 17,542 yen, moedian at a firm
with 30-99 exployees to 10, 014 yen, median at a flrm with 560
employees or more, in m:zxmfacturiﬁg industry in the same month.

As regoards geographical differentiala, the starting monthly cariings

{1) A recent Amenrican siudy found that soine intra.occupationnl wage
differentisls were partly explicable in terms of differcnces in
labour force ‘quality' but that other faciors remained extremely
important espesially for manual workers (Sece A.Resand 3.5,
Sehultz, Workers and Wages in an Urban Labor Market (1970).

{2} Miniatry of Lobour, Shinkl-pakusatsusha Shoninkyu Chosa.
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of o boy of ithe gaid ecategory vanged from 10, 300 yen in Wakayama-ken

to 21, 682 yen in Seltnme-ken in May, 1069,

What are the causes of these typos of wage differentiels?
In order to answer this guestion we put forward o hypotliesis thai
the markets for factora of production, capital and laboux, are
"fragmented” or "structured” due to their limited mobility betwoen
firme, between industries and between localities, and ignovance on
the part of the supplier of these foctors.  The present state of both
product and factor mavrkets is far from a poerfectly competitive
model, Many of the existing product mazkets ave dominated by big
manufacturing fivmas and capital market, by big finanecial insiitutions
an lenders of money and big onterprises ns borrowers, The labour

naorket seems not {6 puffer so much from monopoly or

monopsony {though some people might argue that monopoly by trade
unions, monopsony by big firms or bilateral mmonopoly by both ie

more importamtf - {1)) ag from: inadguacy of labour mobility and

Hmitod availability of market inforowtion, becnuse of the pecualiariiies
of labour, differing much from cepital {which is perfectly
homnogeneous, though ito available axcount and divection of flow can

be controlied by big financial institutions, monetary authorities oy
governiment policyh: numerous workers supply o smell smount of

lnbour to the market respectively; labour is vexy heterogencous &o

(1) For example, S.H. Slichter, "Do the Wage-Fixing Arvangements
in the Amorican Labor Market Have an Inflationarvy 3iag?" in
American Deonomie leview Vol. 44 (1064) pp. 332 . 46,
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that the interests of workers are not always one and the same;
labour iz ”pex‘iahable 10 that resourceless workers who have to support
thempelves and their family cannot withhold the selling of their Inbour
for o long ifime » workers may bhave the feeling of attnchment to a
particular omployer or community, while the employer way be
vnwilling to replace hio loyal employees with ouisidors only for lower
wages, 30 that the tronafer of workers from one employer oy
commnunity to another will entall exire psychological ag well ag
aconomic cost (Dven the cconorie cost of tixéir transfer from one
loeality to another will be far groateor than that of goods or capital,
if they bave to change residences ond accoropany their family) (1)

and 90 0.

Firgt, we think that the labour morket is fiogmented at
the firm or plant level. Eaoch firm or plant has a ¢ompartmentalised
labour morket for its own necds (which will hereafter be called
"internal morket", o8 contrasted with "external market” standing
for locel or national labour market)., The ivernal labour market
consiata of one employer and his empleyees;  the former exclusively
and continwously buys labour services from the latter and the latter
exclugively and continuously sell their lnbour sevrviecs to the former,
for a period of time.  The veason why he interpal market develops
is that it 1= beneficial to both sides.  For the employer continuous
and stable labour supply 1s easential to continuous and efficient

production, and the siability of bis workforce saves hinm additional

{1) #.W. Richardson used the term "social distance costs" for that
cainings differential which is nesessory to Yhribe the migrant to

give up his home environment'.  (Reglonal Economics (1969),
{J'- ggﬁ)l



cost of vecruitment and training. Farticularly in the case of lubour
0f the type whieh is scerce in the external marvket and for whiceh the
employer has . incurred a high cost of {vaining, the neccssily of
retaining sueh a type of wovkevs is great. For the worker the
security of employment and the stability of income ave indisgensible
to the maintenance of & pormal family life, sud continuouws and stable
employiment saver bim the risks of uneinployment and the coat of job
hunte  For these reasons the employer tries 10 relain workers by
various means: high wages arve one of theny more lmporiant are
fringe henefits rvelaied to lengih of service, such ag private pension
achemes, vedundaney payiaenis, longer paid holiday, oic. (l)e ‘The
acnlority prineiple concerning promotions snd layoffs has also heen

supporied by both employers and workers. {2).

‘The internal market i more or less related to the external
markei. ‘The eraployer who needs more workers has to recruit them
from ihe external market. Workers who quit an employer and want
to take up a new job have to go to the external mnarket. The employer
has little control over the external market, except for thoase cages in
which one or iwo big employers dominate a ainall local laboar market,

but he haw simoat perfect conirol over the entry of workers into his
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firm through selective hiring policy. ke does not usually open the door

to ouisiders (from the external market) for all jobs at his firm but, more

(1) 88 percent of the Japanese firma with 30 employees and more (88 per

cont for firms with 1000 employees and maore) had some kinds of
retirement or severence allowance {either lump-sum payment or
pension) achemes in 1368 (Source: Ministy of Labour),

(3’ | P4 Rayn@ids. op. Giﬁt e 198-2970
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often than noi, limits their entry to particular kinds of jobs such as
ungkilled labour at the bottom of the company's job hierarchy and

some kinds of professions or technical trades, and reserve good jobs
for insiders (employees already in his employment), if suitable workers
are available from among them. On the other hand, he has no
effective control over voluntary resignations.  Trade unions may try

to restrict the employerts discretion in hiring and {firing workers.

The large firm is likely to have a better developed or highly
igolated internal market. It is known that turnover rates are lower
at large firms than at siall firms (Table 5 -~ 2),  The internal market
of large firms is of a more closed type than that of small firms,

Table 5 - 2

Japan: Turnover Rates by Size of Istablishment in Manufacturing (%)

Year 500 employees 100-489 30-99 5-29
or more employees cmployees  employees
A B A B A B A B

1966 20.1 21,6 29.4 30.2 34.1 33,8 34.9 3.7
1966 18.5 19.3 28.2 28.0 33.6 32.6 34.8 30.3
1967 256.1 21,1 32,6 30.% 39,1 36,6 32,0 30.0
1968 24.7 2L.7 33.1 20.9 34.5 32.7 30.8 38.7
1969 24.5 22,0 32.0 28.8 32,1 31,3 30.2 28.2

A: Accession ratea. B: Separation rates

Source: Miniatry of Labour (Japan)

Japanese firms do not, as a rule, hire workers other than new school-
leavers and university graduates to fill clerical or administrative jobs,
or key manual jobs from which workers will be promoted to = higher

supervisory or skilled jobs later. Only the types of labour for which

they open opportunities to job.changer from the external market are
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unskilled jobs on a casual basis (1) On the other hand, the internal
market of small firms is relatively casy of access from the extornal
market, or of an open type (2). The structure of internal labour
market will be discussed further in the next chapter in connection with

the internol wage structure,

Inter-firm wage differentials i;rimarily arise from the
developraent of internal labour market and differences between firms in
Aprofimbility or labour productivity.  The reason why some firing
compoting with other rival firms in both product and labour markets
pay higher wages than the latter is not explicoble by & competliive
market model. Large flrms weually pay higher wages than small firms,
although they haveto sell their products at the game price as other
firms in the same industry. Iligher wages are ascribod to higher
labour preductivity por worker, smaolley profits and dividenda as a
share of the ecommodity price, or a combination of them. Since smaller
than normael profits are disincentive to further investment, it is
difficult in the long run to maintoin a higher wage level than the average.
We infer, therefore, that the main source of high wages 1o ﬁigll labour
productivity,  DBut this simply means the ability of efficient firms to
pay bigh wages and not the necessity of their doing so, for they can

increasc their undistributed profits or dividends to sharcholders

(1) S. Funabashi, Rodoshijo to Chinginkeltai (Labour Market and Forms
of Wage Payment.ﬂi@%f. pP. 126-13G.

(2) Only one third of 200, 000 workers who quit establishwments with 500
employeea or more were hired again at other establishments of the
same size and the remaining two thirde went to smaller establish.
menis, while 12 percent of 900, 000 workers who left establishmonts
with 5.99 employees entered larger eatablishments and 68 percent
found a job with other establishwments of the same size. (Source:
Ministry of Labour (Japan) ).
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Instend. There must be some tangible or intangible advantages

which justify it.  What firat comes to our inind is that, since there

. are substantial differences in eﬂigziancy or degreec of skill arnong the
individual workers of the same oc%c:upation. prosperous firms may

try to skim the best croam of the labour force available in the external
market or retain best workers bﬁf offering them hetter pay and conditions
of work. This may, in turn, cot.ltribute.to raising or maintaining
labour productivity at a high level. Opr they inay try to secure more
labour from other firms in a tight iabour market, though it iz a self-
defeating tactics except for a short tizne, Managers of large firms
may try to establish a reputation ag gc;od employérs in the local
community heéause they are often, or hope io be, looked upon by local
people as respectable partners. Itulso makes it easier for them to
récruii‘ labour in the local iﬂarket. They may try to acquire the
*good-will! of their employees (1), which will conduce to the stability
of labour.management relation;s. Where some kinds Gf' gkilled labour
are extremely scarce and employers have to secure such iabeur by
costly internal training, it will certainly be ‘sensible to retain these
types of labour even by paying high wages. These are supposed
motives of a large fira for paying higher than the average wages.
3ince the employees of laxrge firms are generally inore unionised, than
those of small firms, particularly in Japan, trade unions mey play a

role In producing inter-firm woge differentials.

The reasons why average labour productivity is usually higher

at large firms than at small flrms are various. Iconomies of scale

(1) M.W. Reder, op. cit. p., 332, Also sec R.A. lLester, op. cit.
pp. 310.12.
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aro probably the moest lmportant factor for this (3}, Modern
techology requires investments in large lumps so that capital
accumulation tends to concentrate in large firins, rather than to be
scattered over multiple small firms. Ags a result, differences in
labour-ceopital ratios and labour productivity tend to widen between
large and small firms, In order io make large-scale investments
firms have to raise moncy in capital market, obtain loang from banks,
or plough back undistributed profits. In this respoct large firms
have several advantages. DBesides, there arc considerable differences
in the rate of technical progress and innovation and managerial talent
between firms., We may well say that capital, managerial and
scientific talents are unevenly distributed among the firmg - more
concentrated in large firms. But, of course, this is a general story.
In some industries econcinies of scale are not substantial but the size
of an optiwuin plant is relatively small, so that small filrms can

compete well with large firins without depending on cheaper labour.

Geographical wage differentinls again arize from the
fragmentetion of national foctor markets and the uneven distribution of
labour, capital, managerial aund scientific talents among the reglons,
besides differences in industry.-mix and skill composition of the local
labour force. Idstonce (the meaning of distance as used in this
context 1s not lmited to geographical distance but it is a concepi
Including distance measured in terms of time taken for journey after

allowing for the degree of development of transport and communication

(1) M.A. Utton, op. cit, pp. 18 - 21,
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facilities and paychological distance ariging from differences in
social and cultural setting, availability of housing and amenities,

etc. hotween local conumunities) is probably the most formidable
obstacle to the mobility of products and factors of production, especially
Jabhour, and the flow of market information. (1) At early stages of
industrialisation marketa for many products and factors of production
were localised because of poor transport and communication facilities
{2)s As industrialisation has progressed, the traffic of goods and
people has increased and local markets have been linked with one
another. Iven today the markets for some commodities (including
services) still remain mainly local due to thefr nature.  And the
labour markets ave still primarily organised on a local basis for
many océupaticns. This is illustrated by comparison between intra.
regional migration and out.migration rates of labour, “The ratios of
migration within the region (per 1000 residents) were between 89
{London and South Eastern) and 68 (Wales), while those of outmigrants
to other regions were between 27 (Southern England) and § (West
Central Scotland) during 1960-61 in Great Britain (8},  Although these
ratios are not a direct indicator of labowr migration, they show that
there is far more migration within the region than between regions.
This iz confirmed by Japanese data as well, In Japan, the workers
who moved to other addresses within the region were 7 percent of
total working population, those who migrated to other A"Qgibns were 2

pevcent, and 21 percent steyed at the same address, duaring 1967-G8.

(1} Tt is suggested that distance bears upon migration (T.H. Hollings -
worth, Migration (1970}, pp. 063 and 164),

(2) Sce W.H,B. Court, op. ctt. pp. 6572,

(3) 7.H. Hollingsowrth, op. cit. p. 32, Table 3.1.
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As e as jobechoagers oee conegrned, the proportion of cut.migration
to other roglons was conpiderably highor (12 per cent} ond yet the far
greatey mejority (88 porceeat) found jobs within the rogion {1).  Thua
moot job.neckera fivot ook ot the locol mnrket In the cven wheve they
Hve. I here are no sultoble jobs aveilablo thove, then they think
about Jooking fow jobs in other oreos.  Some workeors ere In the dark
ahout thoe situation of other loesl morkets or Qo not find i worthwhile
to move to other groas to get a job hecause the cost of doing so is
unlikely 10 be wade for by expecled futave fncomeoes from it, so that
they will étoy snemmployed.  Geographlesl mobility élffers very mwuch
botwean wvariouws types of labour.  Voung single people and white.collar,
particularly professionsl, workers are more moidle than older,
married people and mavual workevs. - "Wigratorinoas rises to a

peak fn the carly twentles and falls thereafter rathar slowly.' (2)

It 15 sald that thore §s o bigh positive corvelntion botweoen intolligonce
and spigration (3), which seens t© have important Linplications in
relation to the distribution of monngerial ond selontifie tolents hetween

reglons.,

The disteibuilon of stocks of eapltel and labou s anavon
among the different reglons, due to thedr intor roglonal migration and

differoncos in the rates of their Intra.roglonal acoumulation. L.G.

Ieynolds and €. H., Taft pointed out sis causes of interrogional wage
(1) Seurce: Hmpleyment States Survey (Japan).
{2) T.i. Yollagasowrth, op. eft. p. §8. The workers who changoed
addresaes duving 1957.68 2% percentrge of the totel Isbour foree of
tho same age group were 18 gercont for the group aged 15.24, 12
percent for 25.34, 5 percent for 35.54, and 2 percent for 85 and
aver in Japan {Source; Fmployment Status Surveyi. Por occupational
annlysiz of migration, ses the said book of Hollingsowrth (pp. 53.64).
(3) tbid, pp. 158.9,
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differentialy fhe rote of nopulotion growth velative to the rote of
Indugteial expankion;  the changing cconomis fortunes of agricaltuye
velotive o Indduatry;  the gesaranhicsl dietritution of new Divtha
relative to the distribution of new jobs;  and the pesponsivonoss of
Inbour and copital mipgraiton to wage differcentinls.® (3) Generally

apesking, both capltal and Iabour tend to apglomerate in urben,

Induazirial areas where thore in preat demand for them. (8} In
clasaleal econmmte theovy inter.reglonsd imbalanes In the distribotion
of eapitel and Iabour would automationily be vootlfiod through adivstmants
by the coarket mechandem. In dynsinde ecconomios, howevoer, the

rate of migrotion hetween reglons differs between caplinl and labour

and the ratos of population growth and eapital cceumulation within the
rogion vary botwean reglons,  Capltel funds for new Investnont

are highly mobile, while fized capitel stock 1s ted to o glven leoation
{which may be one of the roasons why industry eestoblshed in the
pengented Industrinl aren s slow to move to other plaees deapite

labour choringes and external discoonomins arising from the excoasive
sgglomeration of Industry and populntion, end lnvests more capitel

there instend)ls In advonced Industrinl countries the capital smarket

iz highly doveloped by big tinaneial Institutions with a nation.wide
network of hranch offices, Thoy can easily obtaln aavings from all
ovar the countsy and teansfey them to any veglon whore there are

investmont onportunities.
(G

{1} L.G, Heynolds and C.¥. Taft, op. cit. p. 358,

(2) There nre controversinl theoretiosl issues abowt o uierivan
sconoiales and reglonal growth (See ii.\W. Richardson, op. eoit,
rp. 348.8),
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On the other hand, Inbour is less mobile than eapiial {excopt

fized ecapital atock) for the rensons which we have mentioned, The

raie of population growth 1s said to be lower In urban ares than in

rurel aprea, though rurpl-urbon differences i bivth ratos decline

with the progroess of Indusirinlisation (1), Bosides, in o country

with a lorge agricultural population, there is relotively large

underemployed labour force, ov lotent labour surplus in the rural

area., (¥ven in moture industrialised economies there may arice

labour surplus in roglons with declining industries). Roughly

speaking, labour supply pressures are positively rolated to the size

of agriculture relative to industry in the region. (2).

Besides guantitative diffevences, there are qualitative

differvences i the distribution of the labour fovee hetweoen regions,

Progpevous industrial regicns more easily find highly qualificd

(1)

{2)

Before the middle of the 1850's fertility in agricultural prefectures
(cog. 32.9 per 1000 population for Kagoshima, 42,4 for Aomori,

in 19385) wag higher than that in urban prefectures (e.g. 27.6 for
Tokyo) but has fallon thereaftor (e.g. 13.4 for Kagoshima, 20,3 for
Aomord, and 15,6 for Tokyo in 1966), Incidentally, fertility in
unemployment.gtricken Northern Irvelond (22,1 per 1000 populotion
in 1988) is higher than other part of the country (18,3 for Scotland,
16. 9 for Inglond and Wales) (Source: Ministyy of Welfare (Japan)
and Registrar Goneral (UK. ) )

Ratio of Job Applicants {c Unfilled Vacancics registered with Publle
Baployment Security Offices (monthly average) in 1967:

Hokkaido 1.1 {20, 0} Iokuriku 1.2(28.0) SHSan-in 1.5(36.9)
Tohoku 2.8 (37.7) Tokai 0.4(16.1) San-yo0.8(22.6)
Southern Kanto 0.7 ( 7.9) Keibanshin 0.8( 6.7 Shikoku2.0(31.2)
Northern Kanto 0.6 (356, 7) Kinki 0.7(24.8)

Northern Kyushu 3.1 (23,9) Southern Kyushu 4. 2(41.5)

Figures in{ ) represent farming population as percentage of
total occupied by reion in 1968.

Source: Ministry of Labour (Japan) and Employment Status Survey.
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manpoweyr such ag professional, technical ond skilled workers (L),
Thera gecms to be o viclous civele in the allogation of capital and
high-qualily labour: in rural or depressed areas there ore fower
investment and employment opportunitlies; capital fleen to prosperous
induatrial areas for hatter opportunities; o low rate of investment
depregses the level of demand for labour and the rate of productivity
grm*)tl:. which may result in higher unemployment and low wages;
most mobile types of labour like professionals, scientists, enginceors,
ete., slzo Jeave for Prosperous areas, \vhieh m‘lheu the region more
imaﬁ;ractivé foy iné:u.stry. On the othor hond, the opposite takes
g,ala.{:e in prcaspermté industriel @entr;:zm whore Ygrowth! industries
concentrate and afford amglrx eppartumuev for invostment and
Qm}aiﬂyn&@z‘ﬁ:. These centres absorb capiial from other areas aw
well.as; within the reglon where tizey are sltvated. A high vate of
invesstnﬁem: éreéte more lobour domfmd o raises m'adm tiviiy,
depending on whmimw mvesimem; are laboura&avmg or demond-
expanding., A continued higli level of labour demand thus created
eventvally brings about labour shoriages and general woge advances

in the reglon concerned.  Or Increased lobour preductivity may
vesult in wage incrcases, price roduetions or higher profite, any of
whileh may be a cause of greater demand for consumerts or producer's
goods and for labour. Labour shortaged induce further labour-gaving

investments and productivity continues to grow.,  Modern technology

(1) The proportion of managers, administrative, professional, and
technical workers in iotal labour force in the region in 19G8 wae
12.0 and 9.8 percents for Tokyo and Osaka and thelr conurbations
rvespectively, as compared with 7.2 percent for Tohoku region and
7.4 percent for Shikoku (Source: Hmployment Statua Survey).
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requires highly qualified as well as semi.skilled isbour. Abundant
Jjob opportunities and high wages attract such labour, which gives
the receiving reglon further advantages in the composition of the
labour force. The agglomeration of scientific talent may promote

technical progreas in industries in the region (1.). And so on,

Te sum up, in rural or less developed arean where ‘growth!
industries are absent a low rate of capital accumulation {and a low
level of labour demand) and high labour supply pressures bring about
low labour productivity, low wages and probably relatively high
unemployment, while in prosperous iﬁdustrial centres where '‘growth!
industries are located, a high rate of investment {and a high level of
labour demand) and practical absence of labour surplus result in
high labour productivity, high wa.geé and labour shortages. Since
the pace at which capital and lshour migrate between regions differs,
inter.-regional wage  differentials persist. As long as the effects
of economies of scale and agglomeration in the existing induatrial
centres last, these arcas continuea to attract new industiries, absorb
capital and labour from other areas 'aﬁd grow. (2}, - But shortages of

land, water and labour, traffic congestion, cte. resulting from an

{1) See ¥i.W. GQichardaon, op. cit. pp. 316 . 20,

(2) Among the benefits from, economies of scale and agglomeration are
high specialisation among the industries, the existence of related
industries, better social overbead capital formations, casy access
to & vast amount of information, capital and labour (especially, highly
gualified Isbour), and 80 on, We have pointed out in the preceding
chapter (p. 78 ) that the community wage level is positively related
to its population size. There Is an evidence that the labour market
itself is more effectively operated in the reglons with a large
papulation {The rate of intra.regional migration {per 1000 residents)
in generally higher fn such reglons {e.g. 92 for Southern Kanto with
& population of 17.7 million, 79 for Keihanshin with 10,5 million
inhabitants, &% compared with 58 for Tohoku with 6,6 million and 6.9
for Southern Kyushu with 3.3 million {3ource: Hmployment Status
Survey)s See T.H. Hollingsworth, op. cit. p. 32),
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excessive congglomeration of industry and population will be serious
disincentives to new firms and labour which are thinking of moving

into those areas.

The inter.industry differences in the wage level aré partly
ascribed to differences in the composition of the work force by
oceupation, sex, age, geographical location of the industiry, etc.
Beyond this there seem to he genuine Inter.industry differentials
among similar types of labour. For example, if we tzke the starting
wages of new school-leavers, they are higher in the generally high.
wage industries like chemicals and metal manufacture than in the
generally low-wage industiries like textiles and clothing in Japan (1).
Besides differences in the composition of the work force within the
industry, other factors may be lmportant, According to R.A.
Lester, 'an indusiry tends {o rank high in terius of hiring rates for
male conummon labor when it hae mouat of the following characteristics:
value added by manufecturing per wage-earner hour is a large
figure, lobor costs are a low percentage of total costs, profit margins
arce high, end the industry tends to be dominated by o few large
firms."(2). L.G. Reynolds also pointed out as conditions for a
high industry wage level: a low ratio of labour costs to total costs,
& rapid rate of increase.  in wan-hour output, a high ratio of profits A

to sales, and a high degree of output concentration in a few companies

(1) The median monthly earnings of boys having recently completed
junior high school ranged from a high of 20, 345 yen in chemical
and allied industries to a low of 18,185 yen in textile and clothing
industries in Tokyo in June, 1068, (Source: Tyokyo-to Labour
Bureau).

(2) R.A. Lester, op. cit. p. 308.



and "cooperative'' pricing arrangements (1), M.W. Reder maintained
that 'high wage industries tend to be those chax"acteriaed by large,
well.financed corporations using a great deal of wachinery per worker
and operating a number of plants which are located mostly in large
cities ...t (2}, J,7T. Dunlop and M. Rothbaum assorted that 'the
technology of production and the nature of product market competition
largely explain the ranking in the interindusiry wage structure.? (3),
On the other hapd. after comparing the wage structure between five
Western countries, L.G. Heynolds and C,.H. Taft concluded that low.
wage Industries aje 'l. old industries which have passed their
expansion peak and have a low rate of technical progress; or 2.
sianli.scale and highly competitive indusiries with little control over
prices ond output rates; or 3. industries which employ relatively
light and low-skilled labour, including a considerable proportion of

women workers, ' (4).

We may draw a conclusion from the remarka of these authors:
the industry wage level is related to labour productivity, ratio of
labour costs to total costs, profit margins, indws trial concentration,

and the size of the typical firm in the industry. In this connection,
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(1) L.G. Reynolds, op. cit. p. 481,

(2) M,.W,. teder, op. cit, p. 315,

(3) J. T, Dunlop and M. Rothbasum, "International Comparison of Wage
Steueture, "' Internationnl Labour Review (April, 1955).

(4) 1..G. Reynolds and C.H. Talt, The Evolution of Wage Structure
(1956), p. 357, ' N




there have been many attempts by statisiical methods to find factors
affecting the industrial wage structure. The resulis of these studles
have so far bheen conflicting. Scme found that there was a good
poaitive correlation between wages and labour productivity (1), while
others vegetived it (2).  As far as Japanese industries are concerned,
however, it has been shown that there is a strong positive corralation
between the industry wage level and labour productivity measured in
terms of value added (3).  If we look at the relation heiween the rates
of wage increase and productivity growth (output per employee) by
indusgtry, there is no definite relation betweeﬁ them foxr British
industries but some negative correlation for Japanese industries (4).
The rank correlation coefficient betwoeen the industry wage level and
labour ;roductivity measured in termw of value added has so far heen
higher for Jopan than for some Wegsiern countries, Dut, if a negative
correlation between industry wage increases and preductivity growth

continues to exist, the correlation hetween the industry wage level

(1) P,!, Douglas, Real Wages In the United States 1890.1926 (1830),
pp. 98, 104, 562, 564. J.T. Dunlop, Wage Determination under
Trade Unions (1950), Chap. 8. J.W. Gerbarino, "1he Interindustry
Wage Structure, " Quarterly Journal of Economics (May, 1950)¢
R. Perlman, "Volue Productivity and the Inferindustry Wage
Structure, " Labor Lielations Review, (Uct. 1956) p. 27,

(2) Tor exemple, S. Fabricant, Employment in Manufacturing 1990.
1935 (1842), pp. 100.105; ', Meyers and i, Bowlby, "The Inter.
fndendry Wage Structure and Productivity, V' Indusirial and Labour
Relations Review (Oct, 1953); H.M. Levinson, 'Fostwar Movement
of Prices and wages in Manufacturing Industries, " Study Paper,
No. 21, p. 3.

(3) 8. Yamada, "Sengyobetsu Chingin-kozo," Gendai.rodo-mondai Koza,
Vol. 2 (Chingin-seisaka)(1967), pp. 1856-0: the rank correlation
coefficient hetween annual value added per employee and annual
earnings per employec was 0,801 for Japan {45 industries in 1964),
0. 75 for West Germany (33 industries in 1962) and 0,63 for the
United States (67 industries in1P64); 0.84 in 1954 and 0.87 in 1069
for Japan.

" (4) The coefficienta of correlation between percentage increases in wages

and output per employee over 19654.60 (for Japan, 1964-68) in 21

indusatries are 0. 0016 (negative) for the United Kingdom and 0.2037

(negative) for Japan (See Appendix XV).
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and productivity may become weaker, as in Western countries,

The relationahip between wages and other factors is also
rather inconclusive. There is some evidence of a positive correlation
between industry wage movements and degree of output concentration
~or trade union demity‘(l) but, here too, contradictory results have
been obtained (2). Profits are said to be a significant variable
accouniing for industry wage movemenis (3), We showed in the
preceding chapter that tiie uverage f;‘s.nployment size of the establishment
was genevally larger in high.wage industries then in low-wage
industries and yet that the wage level of establishments of any aize
tended to be higher in high-wage industries than that of estabiishments
of the corresponding size in low.wage indusirics. ‘Ii‘his suggests
that, although the gize of firzas in o given industry bears on the wage
level of the industry, particular conditions of indiﬁdual irzdustries
also influence the wage loevel, What are, then, the particular conditions
choractorising an individual industry?  Wo tentatively suppose that
they are‘ the rate bi’ change in demand for the industey's output and the
notuve of technelogy used in t‘ﬁe i;xdux;try {and ther ate of technical

progreas there).

(1) For example, A.M, Rogs and W, Goldner, "Forces affecting the
Interindustry Wage Structure, "' wuarterly Journal of Economics
(VMay, 1950); J.W. Garbarino,ibid.; H.M,. Levinson, ibid.

(2) For example, il.M. Levingon, ibid. (no correlation between union
density and wage increases); J.7T. Dunlop, fbid.; O. Rckatein and
T.H. Wilson, "The Determination of Money Wages in American
Industry," uarterly Journal of conomics (August, 1862), pp.
370.414,

(3) O, lickatein and T.A. Wilaon, ibid.
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Bofore setting about further dlscussion about this mnatter, we
review the structure of lahour market in relation to interindustry wage
difforentiels, Apart from differontlials bascd on difforences in the
composition of the work foree by occupetion, sex, eic., interindustry
wage differentials presuppose impexfect labour mobility botwoen
industries. But thfs does not mean the existence of "industrial"
Jahour markets. It is doubtful that the labour market is organised on
an industry basis and fragmentod industry by industry in terms of
labour mobility. In fact, migration of labour betwecen industrien is
more trequént than that within the industry (1), ©f course, it ie
bertainly true that some industry which employs many workers of &
special type mainly required for its needs virtually moenopolizes a
market for such labour, but it is "cccupationn)' rather timn Yindustrial".
Imperfect inter-industry mobility of labour resulits from the
frogmentation of the lecal market ot the firm or plant level ag well
as vccupational level, In this sensc tho conept of industry is

essentially related to product markets and not to labour markets,

Individual firmg in the same industry use morg or lean
similay types of technology and are subject to the aame product
mavket. If we temporarily dismiss differences in okill proportions

botweon indusiries, interindustry woage differentiale primarily arise

{1) Workers who changed jobs within the industry ns percentage of all
workers who were engaged In the industry at the beginning of the
poried and chonged jobw during the period (1967/8) in Japan:
Ndning 17; Construction 34; Manufacturing 49; Destributive
trades 85; Pinance, insurance and property 16; Transport and
ecoramunication 31; Services 32. - Thus the greater majority of
job.changers found exapleyment in othey industries, {(Source:
Braployment Status Survey).
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from differcnecs in labout pmduetiirity and domand presoures. A
high rate of techuleal progress produces a high rate of productivity
gkewth, which would result in o fall in the price of the pyczduot eoncerned
and an inerease in employme‘nt under perfect comptition, given o
fixed demand curve,  Under impnrfcc"c competition, If demand for
the proﬁucﬁ is increasing, it is quite possible for the firm in the
industry to allocnte impravemﬁnté in labour produstivity to wage or
profit increage or hoth, while maintaining the present volume of
employment ag. well as the present price of the product.. On the
‘other hand, when demand foy the product is stable or decreasing,
improvements in Jabour productivity would result {n a fall in
en:playnxént if tho fivm tries to maintain the present price and woge
level, or in a fall in the price of the product if it tries to maintain
the present level of output and employment.  Although there is no
chvious resson why a high rate of techinical progross and o bigh
rate of demend expansion concur in some industries, this has
actually haﬁpemd in a technologically advanced Industries, such as
chemicals and ergineering, while other industries like textiles

and leather goeds have suffered 8 silow rate of technical progress
and stognant demand (). Many t}?pes of modern tectmalégy require
invastzﬁenta in large iumgis which well-financed, large firms only
cen afford to take the risk of carrying out.  Given the size of the
national economy, as we have seen in Chapter 2, the type of
technology determinea the atx*ué.tufe of produet market., The

industries based on those types of technology will inevitably be

(1) Bee gppendix IL.
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eiigopolistics  As ghown in the table below, the sllgopoligiie msprket

structure i@ elonvly velated to the nduntery wege lovel vathesr than
o it

induatey wage ineveasos.  Io olgopolistic industrlos save non.forrous

Fable 5 .. 3

Industry Cuput: Gutpul Ouput  Wholesale Fnploy. Wages:
LT rafe of pov | . goncen. price; ments rate
Inovease, omployea: fration:. rate of rote of of
rate of lovel, incresse  increwse in.
inercase 1966 crease
% % % % %
Petroloum & ‘ : , _
wonl produsts 270 20. 3 b P o6 30.3(2
Motal goods 10,4 « 0.3 2.7 10,9 42.4(8
Chemieals G2 1.8 ¥4 - B0 ~ 6,2 20,.6{4
Machinery 8.1 2.8 . b « e 8.1 36,446
TPood 8.7 ~ 8.7 -+ 2.8 15,8 35.1(89)
fron & Steel ~ et 4.0 + «10.1 - T8 381D
Timboy B3 ~10.4 - 24,2 3.8 38.4(10
Fﬂzii‘e 2 papoy 10,2 = Tl + 5,5 v D5 34, G{ﬁ)
Brick, poltovy 10,0 o ) P 7.5 0.8 37.6(7
Nenferrous metals 15,3 ~ 4.3 T 7.9 2.7 33.5(3
Teuxiilen 1211 10,4 .3 <12.0 36,511

NQT‘SQ: e 3* s
a

e

Source:

The vates of inarease are peresntose increanes over 1950.65.
The industry rates of Inerease in ouiput, output per einployec,
vholaaole nrlecs, ond employment are those relative to the
ovarall rates of increase for the wholo manufacturing
Induatey (vhich wore 71.8%, 30.8%, 2.1%, 34,.6%
vespeetively),
The slgns v, 4, and - in oulput eoncontration represent a
very high', *hight, or low' concentration lovel roopectively,
The pavontheaised figeres raprogent the ranking of indutry
by wago lovel fn 1980,

Hiindstry of Intornational Trade and Industry, Iiank of Japan,
Rinintry of Lebour, nnd Falr Trade Cororalssion.

matola, o groater Inbovr productivity growth roanltcd in 2 fall in

product prices sad relatively stagnant or reduced enployment but not

in higher wage increases, although in machinery, which is sn fairvly

Iabour-intensive industry, somewhat greater wage and employmeng
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increases ensued from slow productivity growth and a high level

of demand., 5low productivity growth in less oligopolistic industries
was accompanied by increases in prices, employment and wages. If
we look at the matter from the demand side, the effect of a high level
of demand for petroleum and coal products, being offset by large
improvements in productivity, was only felt in the fairly stable
employment level of these industries; a high level of demand for
metal goods and processed food, combined with slow productivity
growth, brought about increases in employment, wages and prices;
élower demand increases were accompimied by slower productivity
growth except for iron and ateel but their combined effects on prices,
employment and wages differ, depending on their rate of increase
relative to the other. Two things to add are: the rate of productivity
growth is higher in oligopolistic industries; and the rate of wage |
increase ig higher in the lowest.wage than in the highest-wage
industries. We inay tentatively conclude from these observations
that (i) a high wage level and a high rate of productivity growth are
aasocia&ed with oligopolistic industries; (ii) with exceptions, a high
rate of productivity growth 1s asaociated with slower than the average
increases in prices, employment and wages; (iii)vhen the rate of
demand expansion exceeds that of productivity growth, increases in
prices, employment and wages result: (iv) with exceptions, a low
rate of demand expansion is associated with a low rate of

productivity growth; (v) a high rate of wage increase ia generally
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related to a low wage lovel and vice versa. {1)  The last point may

be heiter aceounted for by labour shortages than otherwlae: employera
in low.wage lndustrios were obligod to raige wages 30 as to retain
workers.  As thoso iIndustries had a low rate of productivity growih
and o low level of lnduatrinl concentration, thoir Industry wago level
was deprossed when labour was shundant. Labour shortages forced
it up and consequontly the prices of their products, bhecauze of a low
rate of thelr productivity growth though in the ¢ase of metal goods and
food o high level of demend {or them, coupled with labour shortages,

brought about fnereasos in both wages and employment,

The table below showsa movementa in output, labour productivity,
prices, employment, and wages, the level of industrial concentration,
and the ranking of industry Ly wage level, in British indusiries. We
find some aimilaritles to the Japanese case: (i) a high rate of output
expangion is assoclated with a high rate of productivity growth and vice
versa; (1i) although not so clear as in Japanese industrics, a high
wage level and a rate of productivity growth are associated with
oligopollstic industries; (iil) when the rate of output expansion
exceeds that of productivity growth, increases in employment . but not

always In prices and wages, unlike the Jupanese case . result, or

(1} The coefliclents of corvelation are 0, 0788 for lndustry wage levels
and rates of productivity growth {r.p.g. 3 0. 6405 (negetive) for
TePege and rates of wholesale price increase; 0.5082 (negetive) for
r.p.g. and ratea of change in employment {excluding demand.gtagnant
industries like pulp and paper, non.fervous mctals, toxtiles, cte.);
0.5253 (negative) for r.p.g. and rates of wage increase; 0.7873 for
r.p.g. and rates of output expansion; 0,6048 {negative) for induatry
whge levels and rates of wage increase,



Industry Cutput:
rate
of in-
creage
(}:’
Choemicals 35.9
Gag, Hlec.
tricity, and
water N.A.
IEngincering
& electrical
goods 32.4
Textiles N.A,
Other manu-
facturing 26.0
Food, tobacco
& drink 10.0
Vehicles N.A.

Paper, printing

Table § . 4

Cuput Cutput
per em- concen.
ployec: tration:
rate level,
of in- 1958
crease
% %
3 3 . 6 "*"*'
32.4 ++
27.1 i
29.9 -
14,4 N.A,.
17.1 +
14. G Pty
10.2 -
19.5 N.A.
15,4 +
16.5 -
4,2 +
3 - l e
He2 -
T.7 -
~ 1B -
g -
- 2.1 4

Wholesale Employ.

price: ment:
rate of rate
increase of in.
orenge
h %
0.3 17
24,1 N.A.
15.2 4,92
8.8 N. A,
N.A. 10.1
14.1 - 0,9
Lo N.A.
15,8 2.4
21,2 - 6.0
NQA. hod 4.1
20,6 - 8.3
7.0 G4
1.7 Nehe
33.9 - 2.2
10.1 ~ 8.8
18.4 - 1.2
N.h. ~10, 0
N.A. - 2.7
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Wages:
rate of
Incroase

%

40,0 (5)-

28.1 (1)

(8)
(13)
(N

(i2)
(0

(2)

44.G6 (8)

(9)
(11)

(10)

3G.4
58.5

37.0
36.3 (3)
(18)

(17)
(14)

(16)
(4)

The rates of increase are percontage increases over 1064.69.
The signs ++, +, and - in output concentration represent a

tvery high', "high', or tlow! concentration level respectively.,

by wage level in 18G9,

& publishing 12.8
Transport &
compmumica-
tion 12.3
Brick,
pottery, etc.  10.7
Construction G.3
Wetal goods
N.Co A, 4.0
Metal manu.
focture N.A.
Miscollaneous
services 2,98
Clothing &
footwear ~ 1.5
Timber, ete, . 2.7
j.eather &
fur - 8,7
Shipbuilding  -11.0
Note:- 1.

2o

3.
Source:

ILrmployment and Productivity Gazette.

The parenthesised figures represent the ranking of industry

National Institute Economic Review, No. 55 (1971) and



when a fall in production {s accompanied by slow productivity growth,
employment also declinea. On the other hand, a higher rate of wage
increase was related to a higher industry wage level; the rates of
increwse in industry wage levels and wholesale prices were almost
independent of those of produetivity growth (). This would auggest that
the mechanisios of wage and price determination are guite different
botween Britoin and Jepen,  In short, the Jopanese morket structure

ia nearer to a competitive model than the British counierpart, in roany

weys., We ahall enlarge upon thig matter in the next section.

Although different students have drawn conflieting conclusions
ohoat the causes of inter.indusiry wage differentials, the coverage of
their studies was mainly imited to advanced indastrial economies or
different timne periods of these economies, which were characterised
by the development of mags trade unionism, a relatively small
proportion of agricultural population, and tendency towards full
employment. In o less developed country with a large proportion of
agricultural population {which is a mwain source o persistent
underemployment) and a small proportion of employeec population in
the modern sector, the impact of trade unionism on the national
economy a8 a whole would be negligible, so that we may fruitfully
explore basic economic forcos producing wage differentinls, H.A,
Turner and D.A.5. Jackson suggest that, although the wage level of

manufacturing industry and that of other non.agricuitural seciors went

(1) The coefficients of correlation are 0.8083 for rates of change in
output levels and productivity; 0,3626 for industry wage levels and
rates of productivity growth; 0.5886 for industry wage levels and
rateas of wage inerease; 0,0010 (negative) for rates of productivity
growth and wage increase.
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up together, there woa no guch relation hetwoeen manufacturing and
agriculiural wage movements, and that the inter.industvy dlapersal

in rates of wage inexease wos much geeater in less developed countries
{1}« In the next scetion we shell attempt to analyse wagoe diepersion

in Japan as an example of the wage structures of developing countries
and ils norrowing process which took place in the last ton yoars or so,
in the light of the experiences of Briiain and other maiture indusirial

countries.
4. Dynamic Process of Narrowing Wage Differentials

In the preecding section we have discuszed the underlying
causes of wage difierentials, We gholl now ettenmpt to explain, in
the present section, actual movements in wages in the light of the
hypotheses put forward. The most promivent ond prevailing feature
of wage movernents in recent years Is the secular rise in wages
accompanied by wage levelling, which many labour economists have
peinted cut so far., For example, L.G. Reynolds and C.H. Tofi,
comparing the wage structuras of five Wesiorn countries including
Britain, pointed omt that*mort types of diffeveatiala la most countries
have deelined in pereentage torma sinee 1930.. The shrinkage has
been pavticularly marked in the case of cccupational and Interindustry
differentialg, less striking in the case of geogrophical and male-femnale
differentiale.' (2). The phenomenon of shrinking wege differentials

is not particularly lixaited to advanced industrial countries. ‘In

(1) Op. cit. pp. 827-45.
(2) L.G. Reynolds and C.I1, Taft, The Evolutlon of Wage Structure (1956)
pp. 352.3,
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recent years there has been u general tendoncy towards narrowing down
of inter-industry relative wage differentisls, in most of the countries
irvospoctive of thelr lovels of im‘iustriniisation.‘ {}) And we mentioned
in the preceding chapter that in Jopan most types of differentials had
alzo noprowed in the 1960%,

Wea have two major questions to answer: why wage dispersion
Is widor in Japan than in Britain, mﬁmre fundnme:ntany, why some
countries guch as the United Stetes, Canade, and India hé,ve wider wage
dlfferémiais than others, (2) and what forces have Qﬁerated in the
narrowing of wage differontiels. Generally speoking in lcesé developed
countries which arc in process of industrialisation the'z*a are wider wage
differentinla than in mature indastrinl countries (3). Among the
developed or less doveloped pgroup, however, the range of wage
differontinla differs considerably from one country to another., Iven
within n glvon country the range of wage dispersion varices from one

ragion to another: it is uwnually narvower in urbanisaed, industrial

(1) ©.5. PPapola and V, ¥, Bharadwaj, "'Dynarics of Industrial Wage
Structure:; Inter-country Analysis, ' "THo GeonomNC Jourbal Vol.
LEKK No, 317 (1970); PP 89.90,

{2) According to L.G. Reynolds and (. Ii. Taft, 'differentiale are widest
in Canada and the United States, navvowest in France., DBritain and

Sweden are in an intermediate position but rather closer to the French
level.' ({ibid). V.N, Kothari gshowed that cecupational wage
differentinls were far wider in India than in the United States or
elsewhere ("Dispavitics in Barnings Among Different Countries, ™
The Teonomie Journal. ' (september, 1970), pp. 605-7).

{(3) T.5. Papola and V.. Bharadwaj, ibid. According (o an ILO'Y
survey on occcupational wages, wage differentials are wider in Japan
than in other East Asian couniries; widey in these countries than in
Western countries; wider in the United States than in European
couniries; wider in Britain than in West Germany aml Ialy
{R. Magota, "Chingin.kanri no Kokusai-hikaku", in Gendai Rodo-
mondai Kozea (196G), Vol, 3, pp. 244-5).




122

areas than in rural, half-industrialised areas (1),

In less developed countries which are at an early stage of
industrialisation there is large labour surplus (usually in the form of
underemployment rather than unemployment (2) ) in both urban and rural
areas, while capital funds are short and skilled labour of the types which
modern technology requires, scarce. Modern industries tend to
concentrate, usually in the urban area, for the amount of capital these
countries can afford is very Mmited. Aa such industries grow, demand
for skilled labour increasea. Since it is difficult to expand the supply
of such labour rapidly in the short run, shortages develop and with
these, wider wage differentinls between it and other types of labour.
Growing modern industries require investment in large lumps because
of indivisibilities and absorb a large part of what scarce capital the
country can afford, while in traditional industriel sector as well ag
agriculture capital formation is very slow. Conseguently differences
in labour productivity between gectors increase and so do inter-sectoral
wage differentials, Moreover, industry in developing countries
usually has a wider choice in production techniques, either labour-
intensive or labour-saving, than the counterpart of industrialised
countries because the latter is often compelled by labour shortages or

international competition to adopt the most advanced type of technology.

(1) Tor example, the mean coefficients of variation in interindustry wage
differentials within the region are much smaller in urban areas (15
for Kanagawa, 17 for Osaka, 20 for Aichi) than in rural areas (32 for
Yamagata, 30 for Aomori, 39 for Shimane, 40 for Saga and 36 for
Kagoshima) in Japan (Source: Yearbook of Labour Statistics)s Wage
differentials by skill or by size of establishment are larger in the
South and Border States than in the Pacific and Great Lakes regions
(R:A. Lester, "Pay Differentials by Size of EstabMshment",
Industrial Relations,; vol. 7 (1967-68), pp: 57-67:; Alao see 1..G.
Reynolds, op. cit,, p. 467).

(2) For the explanation of this matter, see p. 205 in Chapter 8).
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Where there _is largef lsbour regerve, small firms using labour ~intensive
methods are viable by depending on choap labour and can compete with
lerge firms (which use more labour.saving methods and employ more
expengive types of labour), so¢ that the former have not so much
incentive to substitute chea_p labour with scarce and costly capital as
small firms in advanced industrial economies where labour is relatively
dear. Differences in labour productivity botween small and large
firms mey widen if the latter continue to absorb a large part of the
capital funds available in the country concorped. As a result, large
firms enjoy further surplus profits and pey high wages to their
employees, while small ﬁr;ns are contem with modest profits and to
pay low wages to thelr employees, who are easily available from

labour reserve. This is one of the main causes of a ""dual structure"
of developing economies. In these economies, however, rural-urban
wage differentials are probably more critical, Technologically
advanced industries usually grow in urban areas and abgorb labour
surplus there. As the urban economy develops, the income levels of
inhebitants in general as well as employees working in those industries
rise (1). If labour moved swiftly from rural to urban areas where
demand for it is greater, rural.urban differences ininconelevel would

contract rather than widen, Farmers are one of the least mobile

(1) I'or theoretical analysis on thiy matter, see k. W, Richardson,
op. cit. pp. 176 . 85.
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occupational groups (1), Besides poor transport and communication
facilities, social and cultural barriers such as localism, tribalism,
differences in styles of living, etc. are more important obatacles to
labour mobility in less developed countries than in advanced industrial
countries. In brief, the labour market is more fragmented and less
deve;oped in underdeveIOped countries so that, once new industries
take off in urban areas, wage differentials between these industries and
traditional sectors, between skilled and unskilled workers or between
urban and rural areas also start widening, The continued emergence
of new industries brings ahout further widening of wage differentiais,
unless labour mobility and the supply of skilled lsbour increase

rapidly.

Incidentally, as mentioned earlier, distance affects labour
mobility. Given a level of transport and eommunication facilities,
the range of inter.regional wage &ifferentiala tends to he wider in a
country with a large area on which population is scattered, like the
United States and Canada, than in a small, densely populated country.

The same analogy is true about regions within a country.

Apart from the effects of statutory minimnum wages and
trade unionismm, factors contributing to the narrowing of wage

differentinly ave lznproved labour mobility, increased supply of scarce

(1) See T.H. Hollingsworth, op. cit., pp. 53-64. In Japan, although
the labour force engaged in agriculiure decreased rapidly during
the last decade, the nuwmber of farm households remained fairly
stable, which means that, despite falling Incomes from fonming
relative to those from other occupations, the majority of the
Japanese farm households would not abandon what smnall holdings
they possessed nor leave for industrial arcas (though it is to be
noted that many farming areas are close to indusirial contres and
employinent in industry and service is accessible to farm house-
holds without changing addresses there).
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types of labour and capital, and technical change. Given a savings
ratio, the amount of capital funds available for investment Increoses
with a rising level of natlonal income., A greater amount of capital
funds makes possible more extensive invostments in various industries
in different rogions, instead of intensive investments in a lmnited
nnmber Q:f modern indusgtries as at early steges of economic develop..
ments The shrinkage of differences in labour productivity between
firms, hetween industries or between reglons maoy results  The oupply
of skilled labour increases as public education becomes more widely
Vdii‘fused. A typieal example of this is the a’sec:ulgr decline in the
relative position of elerical workers because literacy is no longer a
privilege for the middle or upper ¢losses in industrialised countries.
Public education alse contributes to the assimilation of young people
from different sccial clegses or different parts of the country and

thus the gradual ellmination of social and cultural obgtocles to labour
mobility.  The dissemination of urban styles of living in rural preas
woakes farmers aware of need for cash and job opportunities available
in urban arecos.  The improvement of transport and copununication
medin no doubt facilitates the diffusion of mnrket information and the
migration of labour between vegions.  Technleal progress in our time
has been such that in modern inGustries the field of white~.collar
occupations like management, professionals, technical and clerical
workers expands, while manual work requiring craftemanship or

mere muscular atrength is replaced by work reguiring less manual

dexterity but more intellectual qualities (which results in blurring the
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traditionn) boundary between manual and nonmanual work)(1). Generally
spoaking, this has favourably affected the wages of fomale or manual
workers yelative to those of male or nonmanual workers. Heaides,
government policies guch as the set.up of a nation-wlde network of
public cmployment services and regional development programmes may

ho conduecive to the reduction of inter.regional wagae differentials,

Such policies wiﬁ, howaver, be less effectlve where there
arc goneral and pémistent laliour surplus :ind an absolute shortage of
uapimi !3}. than where labour io ashc;rt and caipital, abundant. Alfhcmgh
the diffuaion of popular education is' one cause of contracting occupational
(s!«:ille.d»unskined, manuéldmmmanual, etc.) or male *f(;male WRge
diﬂérenﬂam, it dﬂ%f; not scem to contribute ﬁu:zh to the narrowing of
cther types of differentials.  The most important foctor $nducing the
shrinkagoe of wage diﬁerenkials iz a general éhortage of lebour {3)s A
general labour a!mriage hite hardest tile lowest reaches of the community's
wagae hisrarchy: umkméd léiacur, low.wage indusirics, small firms
é@panding on cheop labour, and 80 on. For employers can cope with

o shortage of skillod lohour, within given limits, by introducing "dilutee"

(1) For the annlysis of the nature of modern technology and its effects on
labour, see G, Friedmann, Industrial Bociety {1965), Part 2.
{2} Since eaplital investments are not infinitely divisible, labour surplus
cannot be elivalnated completely where capital ia absoiutely short.
(3) There is 'a ceriain inverse connection between the general level of
employraont and that of relative differentiain.t {i.A. Turner,
inflation and Wage Differentials in Great Britain," in The Theory
of Wage Determination (1967) edited by J.T. Dunlop, pp. 123-35.
Also see M.W, Reder, "The Theory of Occupational Wage
Differentials?y Ainerican iiconomic Review, Vol. 44 (1955), pp.
833.52, S




127

Iabour {1}, or vavying hiring standards (2), or tealning employees of a
lower grade. Workers shift from sgrleulture to unskilled jobs in
Industry, from ungkilled to semi.gkilied joba in indwstry, fromn unskilled
to semi-akilled jobg, or from low.wage to high-wage industrles, or
from small to large fivms.  After eaxi:auéiiﬁg the existing lehouvr
surplus, however, there will be no more workersavailable for job
vacancies 0: the mosat uvnattractive type,  Then the wagen for these
types of labour start vlging at a pace more than proportional {o that
for other typas, for thoreda no reason for employers, who can still
recrult from &moxig the former types raf labour to filX vacneies for the
latter by lowering hiring standards op 6therwi$e, te raige their wage
level move than the asverage, .whﬂ.e théy dée obliged 1o put up the wages
for the former typos of labour more than the average so as to prevent
therm from leavliag. for other more attractive joba. If demand continues
to expand, however, 2 similar process affec’és ali typen of 1owex=-\‘wagc
laliour so that the narrvowing of wage differentlals may cventually be
very general, involving not only aécu;mtioml but aloo :Ihtmrinduatry.
inter.fivin and intes:'-,reglbnal ciifferrmtinls. Since thia process is the
pulling up of low wages mther than tlie pulling down of high wages
towards the average, downward spread In wage disteibution contracts,
while leaving upper spread more or less futnct,. Wege levelling will
not proceed so far as for all difforentinls to disappoar, but will atop
when the range of difforentials becomes 5o narrow thot it will not give

workers any more incentive io move frowa one job to another or from

(1) L.¢C. Hunter and D.J. Hobertson, op. cit. p. 496,
(3) 1\‘".“’. Reﬁer. O}‘”).‘Cit.
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one region to another.

We have so far {gnored the effects of trade unionisim and
atatutory miniaum wages on wagas differentiala. This can be justified
about countries where trade unfoniam and statutory minimum wage
system are still in their infancy. But they cannot be overlocked in
countries with a well.developed, centralised system of coliective
bargaining, such as Britain and othey Western countries {1). H.A.
Turner ascribed the narrowing of wage differentials to the growth of
masstrade unionism rather than to full employment, diffusion of public
education, or technical change, and asserted that '.... trade unions
prefer to demand ejgqual wage advancea for all their members: mass
trade unionism has, on the whole, chosen to demand increases which
are ejqual in absolute terms,. The general preference for auch *flat.
rate’ inoreases has been the first cause of the narrowing.' (2) On the
other hand, some trade unions or some groups of workers (e.g.
skilled lsbour, time.workers versus plece.workers) are particularly
keen to mainisin "established relativitios” or "customnary differentials'
s0 that, if & general wage advance is obtained by trade unions,

‘gectional demands for wage increases follow 80 ru 10 restore
"esteilished relatives”. If a trade union affiliates different types of

Iabour, as is the case with large Byitish unions, it tends to prefer

(1) L.G. Reynolds and C.H, Taft mentioned, after comparing the United
States, Canada, Britein, ¥France, and Sweden, that 'it {a suggestive
that the decline in differentinls was greatest in those countries where
wage determination is most highly ceniralised, and leaat in those
countries where wage decisions are very decentralised.' {(op. cit.
pp. 382.8).

{(2) op. ecit.
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uniform cash advances among ite members becauvae dikcriminatory

wage demands are often a source of internal friction between members.
And in such a trade union skiﬁed workera are outnumbered by less
skilled workers #o that ite choice of the form of wage demand.. more
often than not, leans to general wage increasea for all affiliated members.
If a trade union wants to stick to the principle of "coercive comparison',
or advance the interests of a particular group or groups of workers
ahead of those of other trades or unskilled labour in general, it must

be exclusive or restrictionist in its memberahip. Typical trade
unions of such a type are relatively amall craft unions which atill
survive, despite the general tendency towards merger and general
unionism (as against craft unionism), in present-day Britain (1).
Although uniform wage increases advanced by mass trade unionism
were supposed to have brought about the narrowing differentials for

| British workers, the exiating system of established relativities was
said to have been taken as given by trade unions and government
agencies, such a8 arbitration tribunals, concilistion services and

legal wage boards, in more recent years (2). But, on the whole, we
do not know for certain whether the halt or reversal of the narrowing
trend after the middle of the 1850'% in Britain (3) was due to the

revived drive for the maintenance of eatablished relativities or the
attainment of a system of equilibriuin differentials which would
naturally come ag a result of adjustments by market forces., Only

we can say with some certainty that full employment, diffusion of

(1) H.A. Turneyx, "T'rade Union Organization,' Political Guarterly,
Vvol. 25, (1965) pp. §7.70.

{(2) H.A., Turner, op. cit. pp. 123.385,

(3) L.C. Hunter and D.J. Robertson, op. cit, p. 131,
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popular education, technical change, development of mass trade
unionism, and statutory minimum wage system have all worked in
the same direction to bring about the coniraction of downward spread

of the British wage distribution.

The far wider wage differentials in Japan are essentially
a reflection of greater disequilibria in the distribution of labour and

caplital (including technology) among the regions, industries and firms
that have been caused by a rapid and unbalanced sectoral growth of

the economy. More specifically, in Britain with a small proportion
of agricultural population the degree of industrialisation is relatively
homogeneous over the country, though the industry mix differs
considerably from one region to another (1), where Japan has a
relatively large agricultural population which is unevenly distributed
among various regions (2). Roughly speaking, the regional wage
level is inversely related to the gize of agriculture relative to industry
in the region concerned. Among other things, the difference in
labour productivity between agriculture and non-agricultural industries
is remarkably larger in Japan than in Western countries, because the
average productivity of the Japanese farmer is extremely low, as

compared with that of manufacturing workers which does not differ

(1) See J. Tumelty, Britain Today (1968), pp. 67-123.

(2) See Footnote 2) on page 106,
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very much fromm, say, that of their Hritish counterparts (1), There
were 106 million farmeors (nearly 40 por .th of total working population)
in 1068, which diminished by nearly 0.8 million annually {e 10 million
{about 20 por cent) in 1908) (2).  This Lmplles that a vast amount of
unskilled labour flowed from agriculture into industry during the last
decades  Bosides, more than one million school.leavers mainly
ontered industry and about one third of them migrated to urban araas,
every year during the same perfod.  Production in manufacturing
increased at the average annual rate of 16 per cent between 1855 and
1869,  The share of agriculture, forestry and fishery in net national
product fell from 22.7 per cent to 11. 7 per cent and the share of
manufacturing industry rose from 22.3 per cent 10 28,9 per cent
during 1858.67 (3). Above all, the importance of cheinical, raetal
and engineering industries increasced markedly (4).  Dapid and great
chonges in the industrial structure originally created wide differences
in labour productivity, wages and profit rates between leading *growth®

industries like chemical, metol and englneering industiries and slow.

(1) The average productivity of British farmeys was nearly three thnes
as high as that of Japanese farmers, while in manufacturing the
average productivity of British workers was only 1T por cent higher
than that of Japanese workers, in 1967/68. (The average produc-
tivity of Jopanene workers at big manufacturing firms is no lower,
but sometimes higher, than the British counterpart. The problem
of Jow productivity mainly concerns agriculture and amall firms in
other indusiries. For exmwple, the parcentage differences in
lsbour productivity beiween the tnited States and Japan (favourable
to the former) were 111 for workers employed at establishments with
1300 employeos or more and 48l for workers exmiployed at establish.
menta with 1.9 employees), (Source: llodo.haikusho (1068)).

(2) Source: Prime Ministerts Oftice, Lahour Force Survey.

(%) Source: Keoonomic Planning Agency, Nailonal income statistics.

{(4) The ahare of these induatyies in total value added Ly wanufacturing
Fore from 56.3 por eent in 1055 to 66,3 per cent in 1987 {(Source:
NMinistry of Industry and International Trade).




growing Industriog, between sxpanding and declining firing, and
betweon doveloping uwrban avens with many 'growth! industries and
underdeveleped, rural arens without any guch industries.  Dut
abundant labour supply made {t possible for low-wage industries or
firms within a given industry to survive without raising wages as
much as leading industries or firmus in an Industry did, This was
especially 80 when the economic boom got undexr way in the 16G0'%.
Undererployed farmers were willing to anatch ot anyjob opporignities
available in industyy for low wages.  The spread of urban styles of
Hving in the rural area arocused the desire of rural people for cash
incoiaes. In the beginning they sent out thetr sons and daughters to
citles for emaployment in &ndustry and gervices but later even Leads
of farm hougehold came to leave farining to thelr wife or old parents
and go to industrial centres for geasonal emnployment, As & result
of the continued economio ﬁmwth. Isbour shortages or recrultinent
difficultios wore first felt by small fixas in low.wagoe industries in
tho urban area and then spread {o larger firiug sud less developed
areas. Among othey things, snall ﬁmzs Lad to compete with large
firgun in high-wage industries for new school leavera whio were the
chaapest but wout flexible amd moldle type of labour, Aa Job
vacancies began to owtnurber in a great maeasure those school leavers
whir were seeking eraployment in industry and services (though other
types of workers atill had more or loss difflculty in obtaining jobe
until recently), in the beginning of the 1V60%, smaull Hrius found it

increasingly difficult to hire these 4chool leavers at low wages. (1)
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(1) Seep. 213 in Chapter 8.
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More and more school leavers flowed from rural to urban areas and
entered h!ghe\r-wage indﬁstries and services and large firms (1). Two
consequences fo.llewed t-‘rém this phenomenon: | (i) the ratea of increase
in the atarting wages of school leavera began to outpace that in the
general wage level, which naturally contriacted differentials between
juveniles and adults; (ii) differences in the starting wages of school
leavers between regions, between industries, hetween firing, and
between boys and girls narrowed (2). That did not end there. These
rapid and large rises in the starting wages of school leavers, as will
be discussed in the next chapter, had a profound effect on the whole

wage structure of Japaneae industry.

By the late 1960'% a general labour shortage became apparent
in the Japanese economy. We canaot say much about labour shoringes
in :Iap:m from uneinployment data, for unemploymeoent rates have, for
special reasons (3), always been very low by Western stendards (4).
There ere however, other indicators. First, as woe hove seen in the

preceding chapter, a wage explosion has developed in the laiter haif

(1) For example, out of 250, 000 school.leavers who completed junior
secondary school, 80, 000 (about 33 per cent of the whole) migrated
from their home region to other regions in 1968, The ratios of job
vacancies filled by school.leavers are mmuch higher nt lorge firms
than at small firms (Source: Ministry of Lahour),

(2) For example, the annual rates of wage incresse for boy school-
leavers in 1960, 1961, and 1962 were 18, 2%, 22.8% and 23.0%
respectively, which were well above those for other workers (4.9%,

- 9.4%, and 10,2%). (Source: Minigtry of Lahour).

(3) Seae p. 205 Chapter 8,

(4) The unemployment rate in Japan was 1.9% in 1053 and 1.1% in 1869
(Source:  Minigtry of Labour).
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of the 1660's. Second, joh vacancies for workers other than school
leavers also began to outnumber job applicants at Public Employment
3ecurity Offices (1). Labour shortages have been particularly acute

in semi-skilled and akilled production trades (2).

Although the general labour shortage has been caused by rapidly
expansing demand for labour, two other factors have contributed
towards intensifying it: (i) an increasing proportion of school leavers
go to higher education (3) s0 that the time of their entry into the
1abour force is postponed; (ii) the sources of labour supply from
agriculture have heen exhausted (4). The effects of labour shortages
are that they tend to increage not only migration from agriculture to
industry or from rural to urban areas but also the mobility of the

existing labour force in industry, between Industries and between firms

(1) The ratioa of job applicants to vacancies were about 1.5 before
1966 but below one thereafter, i.e. there were more vacancies
than applicants (Source: Minlatry of Labour).

(2) That number of workers of these types which industry needed
incressed from 1.3 million in 1962 to 1.8 million in 1969 and the
shoriage of them was 'most acute among the smaller firms
(Source: Ministry of Labour).

{3) The proportions of school leavers who went to high school and to
technical college or univeraity rose from 61.5 and 18.4 per cent in
1855 to 74.7 and 23, 7 {for universities only, 17.8) percents in 1967
respectively. These figures are relatively high by European
standards (for example, the proportiona of school leavera who went
to senior secondary school and to univeraity in Britain were 49.9
and 3.8 per cents respectively in 1966) (Source’ Ministry of
Education).

(4) Out of about 10 million farmers still remaining on the land in 1968,
one third did not work full time in farming but among the full-time
farmers, G0 per cent were female and again more than 60 per
cent of all farmers were aged 40 and over (Source: Ministry of
Agriculture and Forestry).
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within & local market {1). The result is, &s we have seen in the
preceding chapter, the narrowing of all types of wage differentials in
Japan in recent years. At the same time the rates of wage increase
have not only increased hut also hecome more and more uniform
among various types of workers, industries, firms, and regions (2).
In thgu circumstances there have been important developments in
the Japanese collective bargaining system, which we shall discuss in
Chapter 7. These phenomena have aroused much concern among
economists, business mmge;m angd goverament policy.makers in
relation to price movementa, particularly with regard to the guestion
of whether the increased linkage between wage movements in different
sectors is due to the fmproved operation of the labour market or the

increased centralisntion of the collective bargaining system.

{1) For oxample, the numbes of job.changers having moved between
firms increased from 764, 020 in 1044 to 882,000 in 18G9
{Source: Minfatry of Labour),

(2) Seep. 188 0 Chaptor 7.
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CHAPTI 8
EITERNAL WAGE STRUCTURE AND LADBOUR
COITH

i all wages are determined in the external market, there
is no room for wage administration by management, nor any need of
examining the internal wage structure of companies hecause it inerely
raflecta the gkill mix of the workforee employed by them. And inters
firrn wage differentials in the some local market are azeribed to
difforences in gkill proportion between firins,  In the real world,
howevey, they canant he pocounted for solely by ditforences in skiil
mix botween flrras. In other words, differont firme In the same
local market pay different wages to workers of an idontlenl occupation
and, what is more, the relntive position of o glven ncounation in the
intornal wage hieravchy varies from one firm to snother (). This
fact Implies that on individual fivin has o considerable degree of
- disaration over Its internal wage strusture and methods of wage
payiaent. It is known that wago drift ofton arises from wage
administration by managoment and wage bargaing ot the plant level in
Pritain and other Wostern connirdes with a contrslined system of
eolloctive horpaindng. (23 In Jopan, the concept of "wnge cates’ is
not usad in practice nor negotinted in collective bargoining (33 ao thet
no probde of wage dreift ardsos in the senge thet aotund earainga per
hour or woek oxceod nntionolly sgroed wage yoteo., Dot o shinilar

eohlom has arisen from staop nereases 1a the wogas of young workors.
£ >

() Sec, for oxampie, il LOMIREOD RRU Wenle LORLRY, TWRge Alructure
and Intornal Lebour Markets", in Local Labour Markeis and Wage
Structure (1970), edited by D. x.ahinma. PP, 438wdb.

(2) .0, DPhelps Drown, "Wage Ureift", Jieoncmica, vol. 29 (1062), pp.
384606,

{3) In Jopan, the "bose wage" is @ mattor of negotiation, inatead {(See
p.189 in the next chapter).




Since the system of age differontials has been maintained falrly
rigidly by wwonagoment, or uider préssure of trade wnions, o Japan,
large advancea in the wages of young workers tend to induce upward
drift in the wages of clder workers $0 sy to mailntain the established

relativities baged on age or length of sexvice (1),

Labouy cosgts do not only consisi of wages directly paid to
workers but also include fringe beneofits, costs of recruitment and
training, ete.  In recoent years the latter {end to rise fauter than
wages do partly because of labour shortages and thus cause upward
drift in labour cosis, independently of wage advances. When we talk
ahout rising labour costs, therefore, it is also Lmportant to know which
constituents contributed to the particular increases in labour costs.
Moreover, trade unions are not concerned in the dotermination of all

constituents of labour costs nor even in all components of wages.

l. Internal Labour Markot

The poattern of internal labour market steveture and the
company wage level velotive to the {external) market wage level beay
on the patieri of intornal woge strusture and methods of wage payment,
If the Intevaal mavket of o glven company 12 very much lsolated from
the external market, as In Jopanese large firms, or if the company
wage level is considorably higher thon the moarket wage level,

management ean have wide choles in the type of intornal wage structure

(1) It iz pointed out that "pure drift" whiech is not due to national
nogotiations could oceur within any internal woge structure at
British firms as well, (Seg 8.W., Lerner, J.1. Coble, and 8.
Gupta {eds. ), Workshop Woge Deteprmination (1668), p. 248.




and methods of wage payment.  Povr monagement nead net ioke so
much account of the market wage ratos but can determning individual
wages at whichevey level they Hke, as far as the woges 30 determined
p1g not lower than those determained in the external mavkets OfF
course, the divection of management in the determination of these
matters wmay be rvestricted to gome extent by irads uniong or hy their
ovwn considoration that altevations in customary relativities between
thele employees may engender discontent smong the wnfavourably |

affectod groups of workens.

The types of the internal marvket may diffcy from one firm
to ancther. The main characteristics of the intormal labour market
structure are determined by the eompany's policy concerning recruit.
ment, prometion and training, Sowge firme may only hire, as a rule,
unskilled labour at the lowest grade from the exiernal mavket and fill
all vacancies for higher grades by promotion from within,  Other
firms may have an internal labour market whichis highly compart-
menieliesd or stratificd occupation by cecupation but has many "ports
of entry' open to the external market, so that recrultment is direct
into cach occupation in the external msarket and thera is little
opportunity for promotion or internal Isbour redeployinent within the
firm. We have calied the first type of internal market "closed.type'
and the socond type "opon.iype" in the preceding chepter. A pure
foria of either open-type or closed.iype internal market ig roare in
veality. Maost firms vsusily recruit only for a ﬁmiﬁed range of skills

from the external market,prouoting or redeploying Mnsiders" wherever
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possible. Some opportunities for outsiders do, however, remain
because some types of labour are difficult to obtain by internal
training or promotion and "promotion from within" has several
disadvantages as well ag advantages (1). One c:f the disadvantages for
small or medium firms is that the masaintenance of long.term company
training programmes is often too costly for themn. Some of them,
therefore, find it more convenient to pool their funds and organise
training courses for their employees on an industry basis. But in
that case it is very difficult for firms to "lock" trained employees in
the internal market., Internal training and promotion from within

are essential to a clogedetype internal labour market,

The internal labour market of many Japanese large firms
is typically of the closed type (2)s These firms mainly recuit new
school leavers and university graduates for key jobs, or jobs leading
to higher key grades later, and give them internal training of the
required type. (3). These "in-bred" employees have entered the
firm under a tacit mutual understanding that they commit themselves

to the latter throughout their life-time until they reach an age of

(1) J. Valerie Grant and G.J. Smith, Personnel Administration and
Industrial Relations (1869), pp. 62-3, '

(2) For further information on this matter, for example, see M. Teuda,
"Japanese Wage Structure and Its Significance for International
Comparisons', The Chenging Patterns of Industrial LRelations {1865),
pp. 203.14,

(3) New achool leavers and university graduates accounted for about
43 per cent of the new vecruits at flrms with 500 employees or more,
while the proportion was 1l per cent at firms with 5.29 employees
in 1968. More than 80 per cent of the firms with 1000 oxr more
employees gave their employees some form of training at their
expenses and two thirdsconducted company training, while over 40
per cent of the firms with 30.99 employees provided some form of
training and only 18 per cent carried out company training during
1867 (Soupce: Ministry of Labour).
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compulsory retivement (55 at most firms) (1). As regards the recruit.
ment of workers other than these school leavers and univeraity
~graduates, many large firms have adopted a restrictive hiring policy
based on age and try to avoid hiring such workers, particularly for key
skilled or clerical jobs (2). Promotion channels are usually established
separately for middle.school and high-school leavers, and university
graduates. Promotion is awarded mainly according to age or length

of service after allowing for merit, past performance, etc. Within

the internal hierarchy of a given company there are two separate
subgtructures - the white.collar and the blue-collar (3). FPromotion
ladders are separately established for each substructure so that

vertical mobility is quite possible within it but mobility between the

two structures is rare. In Japanese large firms, moreover, three
such gubstructures are separately formed for clerical and administrative

jobas, technical grades, and manual grades (4). The skill acquired by

(1) Almost 211 firme with 500 employees or more had a compulsory
retivement aystem for their employees, while a half of the firmns
with 30-99 employees had not, in 1967 (Source: Ministry of Labour).

(2) A discriminatory hiring policy based on age wos practised for
¢lerical and technical jobs by more than 50 per cent of the firms
which hired workers other than school leavers and undversity

graduates, and for sales or production.line jobs by 60 per cent
during 1968 {(Source: do.).

(8) See N.C. Miller and W,.H. Form, op. cit.

(¢) Tor farther informotion on the Japonese promotion systems, for
example, see 3. Kaneko, '"Shoshin.seido', Gendal Rodo-mondai
Koza, vol. 1{1966), pp. 208..22,
About 70 per cent of the firms with 500 einployees and 27 per cent
of the firing with 30.99 employees carried out internal promotions;
over 80 per cent of the large firms and 38 per cent of the small
firma conducted internal redeployroents of the workforce during
1967 (Source: Ministry of Labour).
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employees on the job, or through company training ot o particular
firm, is not generally recognised as such by other employers so that
it Io rather difficult for older shkilled workers o get o coinparable
job with a comparable pay in the oxternal labour market, uniess there
are acute labour shortages (1), Ior those unskillied or semi.skilied
jobs which do not lead direetly to higher key grades, workers other
than school leavers are hired on o casual basis ot low wages
approximately similar to those of workers employed at small firms,
Most of them are virtually deprived of opportunities for promotion or
career development and conseguently thelir turnover rates are high,
as contrasted with the high stability of in-bred employees., Those
caeual workers are, so to speak, o safety-valve against business
fluetuations for lerge firms which have such an inflexible employment
policy for in-bred employees, because they can easily laid off or
rehired, unlike the in.bred permanent workers for whom employors
have incurred a high training cost and who are not easily available in

the externsl labour market. {(2)

~

On the other hand, the internal market of Japanese srnall

firma kdthe open type (3). In these firms the stability of emnployees

(1) Among the newly hired job.changers, the proportion of those who
were hired for their special akill or experiise was only 6 per
cent in 1068 {(Source: Ministry of Labour,

(2) K. ¥mamoto, "Rinjiko, Shagaigo no Haichi", Gendai Rodo-mondai
Koza, vol. 1(1966), pp. 224.40. Also see K. Kobayashi, Gendal
Nihon no Loye-kozo (1067). '

(3) 84 per cent of the firmn with 30.99 employees hired workers other
than achool leavers, while the proportion was 44 per cent for the
firm with 5000 employees or more inlP68 (Source: Ministry of
Labour).
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(o measured in terws of the average longih of servico with the present
employer) i much lower and turiover vates ave highier thon at large
fivzas (). Labour mobliity betwesn small firs and of casual workers
between large and amall fdenw is quite high (2). We may, therofore,
say that « single external saarket for manual Wbour is foried withia
the local rasvket to cater for apanll firms and casual cwployment at
lavge firme. Ag coulrasted with those in.bred pervinnent employees
whose amployment rélatlionship with large flrme roflects olements of
bilsieral monopoly, those workers cmployed at small fiviws or for
casual Jobs ot lavge Heios avoe nlways exposed to competition among
thomeclves and from job.changers who flow in from agriculture or
other ccoupaticns in indugtry.  Such a Iabour market structure is
reflected in the internal wage structure, wage levels, and trade

union gtructure, which we shall goon digcuss.

In Britain openctypoe internal markets cormnbined with
somo {nternal mobity seem 0 be more eommeon than in Japan, because
of her long tradition of craft unionism and the more developed habits
of occupational labour markets, Nevertheleas large firms in new
industriea often find it difficult to obtain workers with the required type

of #klll in the external market, 80 that they are obliged to breed

(1) The average age and length of service of enaployees working in firms
with 1000 cmployees oy more were 32 years and 10 years respectively,
while those of workers employed at firms with 10.89 employe¢s were
38 yenrs and § years, in 1967 {SBource: Mnlstey of Labour).

{2) See K. Kcbayashi, op. eit.
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gome of tholy own cmployees by internal iraining,  Bince the supply
of and domand for these new types of kil may be limited to pariicular
firms, it la convenient, in such & cage, for hoth etaployera and

employees 10 bave continuous and stable employment velaticns,

e Internal \Wage Structure and Methods of Wage Payment

‘The developzaent of the internal labhour market allows
individual ﬁrma to develep an internal job hicrarchy or a job evaluation
system, and an initernal wage airucture snd various forms of wnga'
payvoient baged on it, according to thelr own needs. It {s difficult
1o generalise as flrma may have ditferent principles of job stratification
or job evaluntion, on the one hand, and some firme have not a conalstent
sot of principles for job atratitication or evalnation and wage adminis -
tration bogsed on it 80 that the wages of particulsr workers or jobs
are _detarm!md externporenecusly and irzelovantly to thoze of others
in the same firm, which rosults in & chaotie intornal wage structure
{1, on the other.  Lorcover, although it is comparatively eaay to
anasess differences in the perforcnanee of workers within a given
cecupation, it is extremely difficult to apply a funciional theory haged
on productivity and responsibility to determine pay differantials for
different occupations, As O, Alller and W.H, Form rightly
pointed out, a "statug” pay check s easier to justify thana
“productivity” pay check (2).  This is particularly true for the pay

of indirect labour auch as whits.collar workers, for whom there is no

{1} dce, for example, National loard for Prices and Incomes, Pay and
Condijions of Service o Engineering Workers, Lieport No. 497 (1967),
Comnd, 3495. ‘

£2) op. eit.
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diveet method of mossuring productivity.  On the othoey band, it is
often poseible to measure the productivily of production workers so
that attempts (0 velate their wages to productivity have boon made and

various methods have beon devised dor this purpose (1),

at oven in the pay pocket of these workers, as shown in
the leii-hand column of Table G.l, only a minor pari of their earnings
is ativibutoble to payment.by.results aystem (PBI), though the
proporiion varies considerably between industries and is generally
hizhor for women {In Britain).
Table § « 1
Payment by Results
Percontage of earnings  Percentage of employees
attributable to P3N having received pay baged

on PER as o component
of their earnings:

Diritain T Japan Britein Japan
AN industries &
sorvices 8.0¢15.0) Ha'7 24,1 {22,5) 15.0
Wanufacturing 15.28(21.7) 4,1 36,5 {41, 3) 14.0
{Mctel manufocture) 18,0 8.2 58.8 50, 0%
{Vehicles) 21.8 7.4 46.0 34.4%
{(Dricky, pottery,
ota, ) 8.3 3.9 48,8 26G. D%
Trangport &
cominunication 4.8 6.6 1.4 38.06
Shkillod 0.6 {33.8)
Semi.skilled 16,6 (32.4)
Tagkilled .14,
Nommnanual 0.4 (0. 3)

Note: . 1. The parethesised figures are for women and the

nsteriokod, for 1004 in Jopan,

2. British Hgures are, except for those otherwlse
srrecifiod, for full.time monual mon podd for a
full week, September, 1968,

3. Jeaponese fipures are, eneept for thoso othorwlse
specified, for all employees irrespective of sexes
and moanunl-ponmanual, Septembar, 1067,

Souveer  Paapleyment and Produetivity Gazette and Yearhook of Labour
Statistics.

(1) "See, for erampie, N.C. lunt, Miethods of Wage Payment. in sritish
) 13804 Lor faapple, N.C. Hunt,  Wage Eayment
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FPayment-by ~-resulis ay&ems are more widely used in Britain than in
Japan, though they are roore imsportant in heavy indusiries in both
countries and in minihg. and transport and communication, In Japan.

. Particularly in metal ;ﬁanufacture, nearly 60 per ceni of employecs in
the industry received pay based on PBER as a component of thelr earnings
and this source alone accounted for nearly 20 per cent of their total
earnings in both Lritain and Japan. PDBR is more Lmporiant for semi-
skilled {in the 6139 of fexnales, skilled) workexs but negligible for the
earnings of nonmanual workers in Britain.  Moreover, PBR systema
covered 44 per cent of Japancse manufacturing workers in 1939 and

the proportion fell rapidly theredftor to 37 per cent in 1054, 19 per cent
in 1964 and to the present level (14 per cent) (1), while in Britain 'there
is no clear ovidence of any overall movement to, or away from, PBR

gince 1961t (2).

Farnings differentials between workers wiithin a firm arise
from different sources which arve created hy managémem 10 serve
different purposes or needs of their own or employees., Table G - 2
showa the percentage composition of total earnings by fovm of payment
and the percentoge of employees who recelved pay based on a particular
foray of payment &8 a component of their earnings. Among the various
components of earnings, basic pay is by far the most important for

most workers in both Britain and Japan.

(1) T. Tanselye, "Noritsukyu', Gendai Rodo.mondai Koza (1866), p. 173.

{2) National EBoard for Frices andIncomes, Report No. 65 {1968), p. 8.



146

Table 6 - 2

Kaoke.up of Pay

Great Beitainy full.time men pald Japan:  all employees,
for full weck, Soptember, 1068 Soptemaber, 1967

Hasie pay 67.4 (91.2) 96,3 Basic pay 73,40
Cuortime pay 0.1 {2.3} 82,0 Quertime poy 1.4
PR 8.9 {c.4) 24.1 PRI 5.1
Sift promdum 2.3 (D.2) 10.8 Supplementoary

Commission 0,3(2.7 1.8 DRyments for

Bonuses or peofit living cost 5.3
sharing 2.2 (2.2} 33.6 Buty allowances 3.0
Heliday pay D4 (0. 3) 1% Turt-up cliowances 1.3
Guarantee pay 0.3 {0, 0} 2.8 Hhey payments N9

3thoer payments 2.1 (0.9} 30,0
{5peaial yearend and summertime
Figure in{ )} are for nonmanual men. bonuges)

Netes. 1. Supplementary payients for living cost conaist of family
allowances, srea additions, travelling allowances,
housing subsidies, ato,

3.  Buty allowances conslst of responsibility pay, danger or
dirty money, inconvenience pay, skiii additions, etc.

3. Other peyments in Japanese pay consist of holiday pay,
guarantee pay, uniform allowancos, eto,

4. Supplementary payments for living cost, duty allowances
and turn.up pay are included in other payments in British
pays

8, Specisl honunes allowed twice & yvear are eguivalent to 4.5
mwonths? pay in Japan.

dourcer  Hmployment and Productivity Gazette and Yearbook of
Lnbour Statistics,

A Targe part of cornings differentisls arve, tharefore, sscribed to
differences In hasie pay, thouph other compononta nlzo Influence
Hiffnrentiala, RBasie noy is mlmz:!ated on tirae worked and time rates.
In Britain the period of time invelved i & month, or sometimes o year,

for aniaxied workers and a “.mek o 1@};-5 for wage sarners {1). In Japan,

{1} L.C. Hunter and I»,J. Robertaon, op. cit. pp. 54.57.
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tho poried of time Invelved iz o month for both white.collar nnd blue.
collar omployces at Invee {ivme, while ot smoll Qvms 1t s largely o
month for salaried workorvs ond v day for many wage-coypers (3)
Standard e ratos mest concern both management end workors. They
may or may not he nogetiated through eolivctive baogolning, Cutside
the unionised sector of the cconoay, they aco detormined by morket
forees, monngoemont policy, o ototutory wage couneils op other
government bodies,  In Britoin salary scales which are divectly related
to age (2.0 banl erspleyces) or loagih of servies {o.g. :-mima_x tonchera)
ox {0 job evaluation or groading systems, whethor or not indirectly
rolated (o agoe o length of zervico {¢. g. Imperisl Chewdcal Industries
Lids, Blectricity Supply Industry) {(2) are established for the pay of
salaried workeys 8o 0g 10 allow periodie salory increraonta for them,
while the wagos of manunl workers are determined grade by grade
{sometimes within a range for & given grade} for each occupation
irreapective of age or langth of servico, exeent for juvenile workers
{whose wages are usuelly related to sge betweon 16 and 20) or Vservice
pay" for workers who have worked over a ceriain period of time for

the present smployer (e, 2, municipal busmen) (3).  In Yapan, the

time sete nonthly besic neyd is predominantly determined for the man

{I) More than 80 per cent of the firms with 1000 employees or more pay
both whitecolley and manual workers on o manthly bagls and 40 per
cent have a provision for deductions in cese of workerst failure to
arn up, while 37 por count of the firms with 30.80 employees nay
both typea of workers on s monthly hasis and 49 per cent do s0 only
for white-~collar workers in 1887 (Souwrce: Miniatry of Lahour),.

{2) National Board for Prices and Incomes, Reports Noe, 2§ {1867), &
{1sGa), 106 (1eGR), 109 (2900), 106 {1948), ete. :

{3) Wational Board for Prices and Incomes Reports Noas. 43 (1908), eic,
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rather than for the Job.  In othor words, the basic pay of heth non-
manunl ond moneal eployees {other than casual workowris) ig largely
detormined secording fo personal charactoristios of the individual
worker saeh g age, longth of servieo, eduestional caraoy, ehility,

akill, diligence, past porformanoe, axperdence, oto. {1) Awmong other
things, age or length of service s often o deeigive foctor ot many

fivias. {3} Most Japsnese fivms have o poriodie incremoental oystom
which allows gmployees, cither white.collar or manual, {0 be progrossed
through the salary sealog or wage schedules, though the awoed of
periodio incvemanis o rot obeays nutomatics (33 The main jutifica
tion for this systom ig, from the manager's point of view, thet Yuercased
axperienea in the job should lead fo loproved performance? (4} or from
the older workerts point of view, that the man with family roesponsin
bilition should recoive more than on uomareiod, young man o as to

meet the growing needs of hio family (). The view of the latter is

partionlarly signifleant where Siate soeclal coourldty system & inadeguate

R

(1} Top furthor analysis of this mattor, seo K. Koike, Chingin (1966),

{2} The establsliment which deterndned wages by job avaluntion systems,
or by tho approionl of cmiployes job.perforndng ability, or by types
of joh wore 2.8, 2.4, ond 3.8 per cents respectively and othep
eontablshmonts more or loss took pheonnt of nge, longth of service,
odueational cavear, ete. in thelr woge determinniion, {Bopiewahar,
1067 (Bource:  Mindstey of Labour),

{8) About 04 per cent of a1} Jopanese Firms had gome form of povlodic
incromental pystom; move than 85 por cont of the flvms with 1000
pmployees oy more and 36 per cent of the firme with 30.00 employeos
had an employes asaessmont aystems  move than 60 por cent of the
large Hroas and 80 per cont of the aanll Hrme had solary acales and
woge nehedules, as ot Seplossber, 1967 {(SBouree: Mindstry of Labour).

{4) 4. Valerle Grant and €1.J. Bwmith, op. elt. p. 240,

{5) T Izume, "Nonkojoretsuhyu Shokumukyw, ¢ Gendal Godo~monded Soza
{19t8) pp. 100 - 104, ' '
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and the employer 1s eager to practise paternalistle mansgement. In
this connection, other forms of payment, even payvment by resulte,
are more or less reluted to the principles of tha deterzaination of
Lusic pay, l.e. largely dotermined according to age or length of
nervice and the weight of supplementary payments for Mving cost ere

considerably preater i the Japanese pay system. (J)

As a roault of these pay sysiomg, as we have seen in
Chepter 4, the pay structures of Britieh aslavied and Japonose (efther
nonmanual or manual} workers are characterised by age differentials,
while the wages of Dritish manual workers ia almost indepondent of
their ayge excopt for juveniles. The tendeney for pay to rise with
age iz even more diatinet for the pey of employees et Jopancses
large firms (Figure 6 . 1.  The pay of these employeca continues
to progress with age and length of service up to o retirement age
(usually 85), while that of nonmanual omployeos at small firms reaches
a peak in their 40's and the range of age differentials for the latter
is much nerrower. It seoms that this apparently refiects the
difforence in the Intornal labour market gtructure between large and
small firms, which we referred to earlier (2). But there are other
veasons for this.  The structure of & large organigation and its
prometion ladders are more combplicated than those of & small
organisation, Thero need o he more ateps in the salary scales
to maintain appropriote status.pay differentisls for different strata

in the hievarchy of the former organisation.

(1) S, Punabashi, op. cit. pp. 130.354,
(2) There i3 an ohjection to this view, See K, Kolke, op. cit. p. 222.
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Figure 6 -1

Japan: Average monthly earnings of male -workers

in manufacturing industry by age group,

as on index, group aged 20-24 = 100.
April, 1967

Establ® shments with 1000
employees or more

Nonmanual

Manual

Establishments with 10-99
employees

Nonmanual
Manual

ro

Age

Source: Ministry of Labour.
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Although the range of pay differentials between occupations,
between grades or between workers and thelr ranking in the intemsl wage
hierarchy may be determined by market forces, collective bargaining
or management policy, or a combination of them, there is the social
demand that the wages so determined should be "fair" for all workers
and, once the range of differentinls betveen them and their ranking are
established, these wage relationships tend to be maintained for a long
tirae by custom. (1) The age-related pay system is a potential source
of wage.cost increases. Although this system may decrease turnover
rates and increage employeea! attachment to a particular employer, the
average wages of the present employees automatically increase with
the paseing of time unless the employer continues to teke in young
recruits, so that the wage bill of those firms which have suspended
recruitment and sustain the present employees keeps rising over a
period of time ag far as the pay system and the existing age differentials
are maintained. What is more, steep increases in the wages of young
workers are likely to push up the whole wage structure so as to
maintain the established age differentials. These demerits of the
age-related pay aystem, coupled with the ahortage o young workers
and their preference for a more rationnliged pay system, have induced
employers to strive for the introduction of a pay system based on job

analysis and job evaluation in recent years in Japan (#).

iMethods of wage payment can also have an impact on wage

(1) ¥,H. Phelps Brown and J. Wiseman, A Course¢ in Applied iiconomics
(1964) pp. 285.17. ' '
(2) K. Takahashi, Nihon no Chingin Kanri (1865), pp. 119.30.




162

Methods of wage: payment can also have an impact on wage
drift. If the weges of one type of workers rise faster than those of
another where the cstablished differentials arising from some soures,
for examplo differentials between pieco~workers and time.workers or
hetween skilied ond unskilled workers, are strietly meittelned by
{rade unlong, customs, or wenagement wage policy, wage drift will
rosult (). Conventional paywment by rosulls systoms have been a
major sourec of primoxy wage deift,.  Dut o factor of primary
fwporiance i the oxtent to which manpgomwent rolice on those systems,
They are sald 10 be meore widely uzed in Wegteri countries,
espeeinlly Scandinavian countries, but as mentioned carlior, they are

lose important in Japan than in Britain,

3. Lavour Costs

Selaries and wages are not all costs which the employer
incurs to employ workers, though they are, of course, the most
important component of labour costs. Labour costs are a more
relevant concept than salaries snd wages when we thing of cost-push
inflation, The proportion of wages and salaries in total labour costs
for British manufacturing workers i much larger than that of other
Furopean countries (2). The proportion does not only differ from one
country to another but also varies between industries, between firms
and between different thine perdods in a given country, White-collar

warkers uaually receive more fringe benefita than wage~carners and

(3} E.f. Phelps Brown, op. eit,

(2} The proportion is 9k% for Britain, 837 for West Germany, 72% for
France, T1% for Italy, 807 for Netherlands and Melgium, in 1968
(Source: Imployment and Productivity Gazette).



consequently industries and services with a high proportion of

salaried employees such as insurance and banking, gas, electricity

and water, tend to have a high ratio of Iabour costs other than

wages and salaries, though mining is an exception (1),

provide more private aocial welfare payments, subsidised services,

payments in kind for their employees than small flrms do (2).

There is a tendency for fringe benefits, statutory natlonal {nsurance

contributions, cost of recruitment and training, ete. to increase in

percentage terma as will as in absolute texrins - more than

praporiionately to hncreases in wages and aslaries - {n recent years

in both Dritain and Japan,

contrivutions and the like which are lavgely determined ocutside the

Large firins

Apart from statulory national insurance
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direct control of management, the increas2s in those costs may arige

(1) ‘The proporiion of wages and salaries in total labour costs was

75.7% for insurance and hanking, 87.7% for gas, electricity
and water, 82.8% for mining quargying in 1968 in Seltein: 86%
for insurance and finunce, 80% for gas, clectricity and water,
and 76% for mining, in WO8 in Japan (Source: Employment
and FProductivity Gazetle and Yearbook of Labour Statlstics).

The propoertion of private seeiol welfare paymonis plus
subsidised anrvices in total labour costs was 2.6% at firms
with 35.240 employecs, 3.8% ot flrms with 260,000 employees
and 4.4% at firms with 1000 or more employees in British
manufacturing indusivy; 6. 056% for {irms with lesy than 560
employees and 8. 0% for Hrms with 5000 employees or more
in Japonose industry  (Sowrce: Bmploymend niwd Productivity
Gazette and Nikkeiren),
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Table ¢ . 3
Analysis of Labour Costs
- ag percentage of total Iabour costs -

Dritain: menuefecturing, Japan: all industries
and services

1968 19064 1368 1965

Total labour costs 100. 0 100. 0 100.0 100.0
Total wages & salaries 913 91.8 a6.1 8G.3%
Statutory notional insur-

ance contributions 4.4 3.6 §.1 4.7
Selective employment

tex (net) b - - -
Provision for redundancy 0.4 - - -
Retirement or severance

payments {private) - - 2.7 2.6
Private social welfare

payments 3.2 3.1 3.0 4.5
Training 0.8 0.3 0.3
Subsidised services 2.9

Paymoents in kind 8,1 LS 0.9 0.8
Reeruitment 0.5 0.3
Cther lLabour costs 0.8 0.5 0.5

Source: BEmployment and Productivity Gagette and Yearbook of Labour
Statistics.

from the cmployer's efforts to attrsct or retain labour (1), Managers

are primarily responaible for and have the initliative in the determination

of various fringe henefita and the cost of training and recrultment,

though trade uniong may be concerned with some of them, for example,

holiday with pay, pension schewmes, severance payraents, etc.

(1) oyal Commission on Trade Unfons and Employers' Associations
1965.1868, Leport (1068), points out that arrangements for dealing
with fringe benefits were not the subject for collective bargaining
generally {p. 21 ).

i
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Approxiue tely one quarter of total lnbour costs are not
part of the direct remuneyation for labour sorvices actually supplied
by the employeo {pay other than hollday and guarantee pay, supplements
for cogt of living, travelling ellowances, #tc.) in Yapan, a3 compared
with n litle over one tenth in Britain, &o that it would also be neceasary
to review thosce labour costs other than wages and srlarvies from the

point of view of cogt control. (1)

{1) In this connection, H.N, Levinson emphasised that *since the end
of World War lf, collective bargaining has pluced inereasing emphasis
on privately negotinted fringe benefits, with the result that these
benefits have beon riging relatively much more rapidly than hourly
earnings. The omission of fringe henefits can be particularly
misleading ....!' (Determining Forces in Collective Wage
Hargaining (19¢8), pp. 1-18.) ' '




CHAPTER 7
WACQDE DETEGMINATION UNDER CQLLECTIVE
BARQGAINING
The raison d'etre of an lncomes policy lies, as we have
diacussed in Chapter 1, in that {rade nx’aimis push up the money wage level
akove that which would otherwise he deterinined by demand and supply
conditions in the labour market, o that it Is necessary to persuade .
trade yniona to reatrain the abuse of their power for the purpose of
auppregaing coot-puah inflation. The main question for this chapter
is whether or not such is the case for Hritish and Japanese trade unions.
Although some people emphasise the presence of union monopoly (1),
there s in reality nc single trade upnton op federation of trade unions
that hes perfcct control over the total supply of the nation's iabour force
in Britain, Japan or elsewhere: o othey words, the nntional labour
force is only partially organised in any country. OF course, the
degreo of unlonization varies betweeon counivies and within a country
union mercborship is wnevenly disteibuted amounyg induatrles, ocoupations,
reglons or firmes.  The labour maarket mey bo sepevated into the
organiged and unae ganised scotos for the pospose of analysts. In the
unionlged sector wages are supposed 1o bhe determined through collective
bargaining and in the unorgsnised sector, by market forces or
individual hargeining. Purthermore, gome countries or some industries
within a country have a highly coniralised systom of collective

hargaining, while in other countrics or other ladustries within the

(1) E.s. Mason, "Labour Monopoly and All Thet”, Annual Procesdings,
i-&lo}i- (1955) pp- 1““2“‘
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country the power of trade unions Iz decontralloed.  Firgt, we shall
look into the trade unfon atruclurda of Britaln and Japan.,  Then the
eollontive hargaining systems {tegothor with etatutory mintmum woge
syatone) of both countries and the way in which wages are fixed wcder
these systems will bo examined.  Lastly, the acitual dopacts of trade
unionisin on wagea in both organised and unorganiged scciors (through

spill-over effects (1) ) will be discussed,

i.  The Struetures of Trade Usions

There are great variations In trado union density -~ union
memberablp aa percontage of omployees or labour foree In general .«
botweon countrice. And these variations do not seem to be particularly
asoribed to differences in the degree of Industrialiastion of tho
connteies coneerned,  Since the nunber of emuployens increases, ia
either abaolute or relative terms, with progress in industrialisation
and trade unions ore omployees® organisations, trade.union membership,
either as percentage of total labour foree or in absolute terms, may
be expreted to Incvease up to o certain point with riges o the
prouportion of employees in total labour force. Dut union denafty i
not partioularly related to the degree of industrialisation or the rotle
of enployees to total working pepulation.  J.'7. Dunlop pointed out ag
bearing on the development of trade unionism the following four factors:
technology; market structurss and the character of compotition;
community institutions of conirol; and ideas and beliefs, in other words,

the valuo syster of the ocommunity (2}, As shown later, there are some

{1) F. Machlup, op. oii.

(2) J.7. Punlop, "rhe Development of Labor Organiaation: A Theoretical
Fromework”, .40, Lester and J. Shister (eds. ), Insighta Into Labor
Yesues ( 194g ). pp. 163 - 93. T ]
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features common to dusterial countries in the distribution of trade.
union membership among industries, that can be acrived to the nature
of the industry concerned (types of technology, market atructures,

wte. } but the type of trade unlonisra which is mote provalent in o

Table T « 1

Country Year Trade.union Union density:
membership (az percentage {as percentage
{in thousands) of cmployees)  of total labour

force)
Japan 1233 0,367 30 20
F 0% 1643 g, a1 42 40
UsA 1962 1%, 688 30 23
We Germany 1964 7. 884 a6 26
Canada 1943 1, 449 20 w0
Ausiralia 1963 2,004 £0 44
India 13a2 1,766 43 1

Bouree:  Ronw.gyosel Renkyujo, Zenkoku Shayo Redokumial Iekran, p.166

country seenss to Lo o prodect of blstorical development rather than

of tho degree of industrialisation,

Trode.unlon membership In the Unlted Kingdom expanded
rapidly from thoclesc of the last century till 1820 when thero wore over
eight mnillon trade unlonists, ghrunk thoreafter {0 half that number in
1933, supanded ogain il the ond of the 1940% and rematned faivly
stable during the last two decadas (1).  ‘The rolative atability of
union membeyrship i% also apprrent during the same peoried (n the
United States where the awibey of union members attained a pesk in

1920, deeclined thereafter till 333, bul recovored by the middle of the

(1} Source: K. Pelling, A Dfstory of Britiuh Trade Unionfain (1968),
pie 261 . 4 {Stetlatical Tablej, ‘
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Post-war trends in trade-union membership
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1950 (1),  In Japan trade unioniam was quantitatively negliptble in
the pra.war period hocanse of repressive lepialation (2) ot there

wana n remarkable development undey the permissive legisintion of the
post.war period.  Unlon membership mushroomed within a fer yenrs
fmmadiately following the end of the war, numbering over aix million
in 19458, and unlon density registered a record high of 50 per cent in
1249, as shown in Figure T.1l. TFaced with such difficult conditions at
home and abroad as bmit_mss depression and large.gcale purges of
communizats and sympathetic leaders from the unlong following an
aggravated confrontation between the Soviet Unton and the United
ii.tates. howevey, the Japanose trade unionism suffored » temporary
anthack {n the ensuring years., Agaln, while union membership has
risen rapidly, unfon donsity fell anth) 19690 and has ramsined stable
thereafter. ‘Today, Japan has the largest union memberahip next

tn that of the Unlted Statec In the free world and unlon density in
Japan is hicher than in the Iindted States and similay (o Duropean
counteies sove Dritaln and Sceendinavia, Taking Into acoount a
smaller proportion of eranployees in iotal working populntion, however,
Japan's union membership ag percentage of total working population
iz stI} low by Eurapoan standards, ns shown In the right.hand colunn

of Table 7 . 1. Although we do not consider that union density {taelf

(8 L.G. Beynelds, op. ci., p. 30,

{(2) Union membership in pre.war Japan was only 420, 000 in 1638, an
ail-time high before the way and the pre.war highest percentage of
einployees in trade unions was 7.9 in 1831 (0", Shrai, Nihon no
Rodokumial (1967), p. 2), though thix figure is not particuiariy low,
as compared with 8,8% in 1080 in the U3A {(L.G. Qeynolds, ibid).
For fuller discussion of the subject, aee K. Ckochi, "Traditionalism
of Industrial Delatlons {n Jepan”, and T. Ishil, "The Changiug Hole
of Labour Legislation in Japan', in The Changing Fatterns of
industrial Relatlons (1004), pp. 126 . 141, 224 . 282. Also see M.
Sumiya, Nihon Kodo.undo.shi (1968), 3, Shiota, Nihon Rodo.undo
no ilekishi (1964). '
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diveetly determines union strength or pushfulness in wage bargainsg
kecause, for example, In countrles with a low unlon dengity lke the
United States the problemn of union monopoly s also sometimes urgent
or taken seriously, a low union density implies that the direct
influence of collgctive bargaining on the determination of Incomes in
general may be more Hmited, or te put it in another woy, a substantial
part of national income is likely to determined outgide the framework

of the collective bargaining system,

Unfon membership Is unevenly distributed among the
industries. American labour economists point out that there is strong
correlation between industry union density (which ¥, M. Levinson
reforved to ag union atrength) and output concentration in manufacturing
industries (1) This is more or less true In Britein and Japan.
Industrics with a high lovel of industrial concentration such as
metal manufacture, engineering and chemicals have a high union
denuity, while light industiries have a relatively low union density.
Outside wenufacturing industry, there are some variations: mining,
trrangport and communication are well organised and agriculture,
distributive trades and miscellaneous services are poorly organised
in all ihe three countries, while white-collar workers craployed in
government, education, and finance and insurance {particularly in Japan)

are well organised in Britaln and Japan but not so in the United States (8.

(1) J.W. Garbarino, op. cit. H.M. Levinson, "Unionism, Concentcation,
and Wage Changes: Toward a Unified Theory', in Industrial and
Lobor Relations Review, vol. 20, No, 2 (Jenuary, 1867),

{(2) B.C. Reberts (ed.), Industrial Relations: Contemporary Problems
and Perspectives (1962), p. T2, 7T, Shirai, op. cit. pp. 8.13,

L. G. Heynolds, op. c¢it. pp. 47-8. Also sec Appendix .
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What is more, big labour organisotions exist nmong these well.

organised industries and services. One thing to noto is that there

Tabie 7 - 2
Top ten biggeat Isbour organisations in ﬁriuin and anan
\ in 1867
Gritain Membership (*000)
Tranaport and Genera;l ‘Workers' Unfon 1,461
Amalgamated Unfon of Engineering and
Foundyy Workers 1,044
National Union of General and Municipal Warkem 782
National Union of Mineworkers 380
National Agsoctation of Local Government Officers 367
Blectrical, Blectronic Telecommuncation Union 852
Union of Shop, Distributive and Allled W orkers 321
National Union of Teachers . ‘ .. 270
National Unlon of Public Hmployees 265
Soclety of Graphical and Allied Trades N §: 11
Japan

AL Japan Prefectural and Municlpal Workers! Union 819

Japan Teachers' Union 560
Japan Federation of Textile Workers tmicms 506
All Japan Federation of Klectirical M’aehine and

Tool Industry Workers Unlons : C 402
Naiional Railway Workera' Union- ‘ a1
General Pederation of Private Rallwsy Workers®t _ o

Unions of Japan 256
Japon Postal Workess! Union : 245
National Telecommunication Workers® Union 221

National Fedoration of Metal Industry Workers! Union 220
National Trade Union of Metal and Engineering Workers 204

Sourcet Trades Union Congress Leport (1968) and Yearbook of
Labour Statistics.

are a considerable number of big independent trade unions ;(which

have autonomy and a large membership of, say, over 100, 600) in

Britain and the tUnited States, whkile there are few independent trade
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unlong of comparable sive In Japancse private industry, for most
Jopanese trade unlang ave opganised on & fivm or plent basts. Many
of the Japanese Iabour organisations mentioned In the table above

are, theveforo, industieial fodorstions of nutonomous ipade uniobs,

Himny of toe highly organised industries and services
eeoup ¢ & key position in the dutional eoonomny in the sense that they
are suppliers of energy or basic materfals like coalinining, fron and
gteel, cleetricity and gas, or services casential to everydsy life of
the nation like transport and commanication, 80 that stoppages of
work in these Industries and sepvices arg particularly detrimental to
other industries and the puble i goneral.  Explofting this sitvation,
trade unions in those industries and sexvices tend o press thetir
demandg against not anly employers but also the publie.  Employers,
too, taking ndvantage of thelr monopolistie position, tend to
sacrifice public interests rather then resist stvong union pressures
unless there in governmoent intervention.  These trade unions had,
op have, a great influsnce on collective barguining in other induatries,

which we sholl disouas later,

The publie sector, Including public sorporations (1),

pationalised indusieles {(8) ete,, exuploye an incroasingly large part

(1} The composition of employees in the public asctor in 1807 in Japan
ig: nationsl governmeit, 580, 000: locel government, 3, 03i, 000;
public corporations {(Japan Natlonal Railways, Japan TPelegruph aud
Telephone Corporntion ele., including Postal Service, national snd
local public anterprisea, 1, 376, 000 (Source: Siatistical Abstract
of J.W}o

{&) The British public sector consints of government services (1, 346, 000
in 19686) end natiosalised industries (1, 881, 000 in 1886) (Employment
and Productivity Gazette; Seleot Committes on Naticnalised
industries (1968), Ministerial Control of the Nationalised Indusiries,
H.M.5.0., Vol. §,7p. 2V
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of the natlon's labour force (14.7 por cont of total cmployeos In
1904} in the ULX., and 12.1 per cont im 3008 1n Jepan) and ds highly
organised by big wnlons ia both countries (1), Vartous restriotions
aye put on collectiva action of oplovecs In this acotor In Japan:
atrikes or othor fndustrial sctlon are totally banned hy leglslation
for all employecs tn oither gavezrmﬁem gervices or ﬁm‘i’;lin COPPOTR o
tiong;  bosides, both nstlonal and leenl government sioployecs are
rofugod the r!ghg of collective bnrgaining (Instead, as o componsation
fexf this, glm National Pevacnnel Authority and local government
personuel comunitiess are established to mveatignte wages in
private sector and maeke recornendstions on the weges of public
omploynes) (2),  Therefore, it may be approgiiate to exclude in
Japan the unions of these omployees {neaprly 3% per cont of total
unfon memborship) from the trade unions in the genorally wceepted

nenxe.,

Degplte neveral common features of the industrial
pattern of unfon density, the steueture of trade undon oyganiaation
diffors very much from one cecsﬁntr*s* e anothor. 7t geem that the
atructure of trade unlon organisaetion {s & more important factor

affecting union strength than the mere gize of memberahip or union

(1} Union membership in the public asctor was: 258, 200 {n national
govermuent, i, 500, 000 in local government, 1, 095, 000 in public
corporations, ste,, 177,000 in local public enterprises in 1800 i
Japen:  In Beltaln, unfon membership wae, for exarple, 466,000
in national governmaent service, 724, 000 in loeal goverament
service, 608,000 in conlmining, 310, 000 in rallways in 1968 (Source:
Employment and Froductivity Gasette: lLabour Union Hasie Survey
(Jﬁp&n,a

{2) K. Ksmishiro, "Chingin ntokera Churol Kerol Jinjin'', Gendal
flodo.mondal Kozega vol. 2 (1967), pp. 280.314,
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denafty (). In Beiteln, 'every concelvoble typo of orgonisation existe
and no one typo ean he sald to predomingte. * {2} The types of British
union organization are customarily elagsified inte three main groups:
occupational {or oraft) unions; industeial (op common eomployment)
undong; and genergl unlonz. The last type of organisation is sald to

be most characteriatic of Oritish trade onfontem today.  According to
A. Flandors, 82 main trode unlons affiliated to the Trades Union
e;’.‘.mxgmgg are mugh?y claggified ato 25 eraft or occupational unions,

21 industrial or c:m*n};mn srnployment unlong, § unionz with eharacterintics
of hoth typos, and 8 general uniona (3). In reality, bowever, 'pure
forms ore hard to find', {hough these clagsifications have a certain
historical validity (2).  Nony trade uniops which started as small,
single.craft unions in the last century bave turned inte lavger, multl.
eraft unions by amalgamations and the adwminsion of Yess skilled workers
{(5), C©On the other hand, small eraft unions have still survived.

Rusides, in Britain, whitc.collor unlons hove doveloped aeparately
from manuel unions, though some mangal ublons have extended their
organisation into white.collar employment.  White.colley undonism
is genovally momeh gtronger in publie thon in private coaploymoent where,

partienlarly in private camfacturing Industry, ompleyors have heen

(1) ¥H.M. Levinson pointed out as factors affecting union power the degree
of internal strength, the militancy of union rnembership, cohesivensss
of the unions sad employers involved, and the ageressiveneas of unjon
leaderahip (op. cit. pp. 304 - 76),

(3) A, Flanders, Trade Unlonw {1B68), pp. 25.

(3) ibid., pp. 269, ‘

(4) ¥.6. Turner, "Teade Union Organisation”, Politienl wuarterly, vol,
26 {1050), pp. 6T-T0,

(5) H, P&liﬂ!z. op., cit. '{:hﬁptﬁr & (Z’P- 83»133}.
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vary veluetnnt to grant union rocognition for white.collar workera,

Another factor which has made the HBritish trade union
structure extremely complex is "multi.unionism':  in most industries
or {irma there are two or mora trade unfong of slmnilar opr different
types, so that ‘several unions within the factory or office have to
work together.t {1} This situntion hag, in turn, contributed to
atrengthening the positlon of work groups and shop stewarda speaking
for them on the shop floor and incressing thelir independence from
trode unton branches, On the one hand, ahop stewards who deal with
multi-union {ssues inside the factory are hardly made reponsible to
n poarticular unlon authority outside, for they are often oblMged to act
for the common Interests of workera in the samo workplace indepen.
dontly of individunl unlon policlos, rather than promote the interests
of particular undons which anch affiliote part of these workers and
adopt conflicting poliofes towards them: If the shop siewards Haten
to one nnien only, those workers in the same workplaco who are
affiliatod to other unionn will not follew thom.  Of courso, {f all
unions which afffliate somoe workers af o given workpluce coordinate
thely policies beforehond, no sush problon: will avice.  On the othen,
full-tlme union offielals find thamsolves incapable of tackling plant.

lovel issues beoouse it 18 not easy to keop in tonch with smaell groups

{1} Noyal Commission on Trade Unions and Employers' Associations
1966.1068, Report (1868), I.M.8.0Q,, p. 30. This "Donovan
Heport” also pointed out that *about four out of every five trade

unionists in Britefo work in a omulti.uolon establishment and perhaps
one in six of them helongs to a grade of worker in which two or more
undong ave compoting for members.t  {p. 20},
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of members scattered over many factories and these issues often
involve members of other trade unions within the factory. In this
connection, one empirical study, pointing out low participation by
workpeople in hranch affairs and changes in the attitutles of them
towards trade unions in recent years (e, g. ‘concurrent relatively high
involvement in unionism at workplace'), mentioned that 'almost
complete divorce between the unionisim of the branch and the workplace
‘which is manifeat is_ likely to develop on & much wider acale, as also
may associated views of the functions of irade unions of a distinctively
limited and instrumental kind, (1), Thus, the authority of trade unions
haws been undermined at workplace level hecause they have often failed

to tap the feelings of their rank and file.

Another aapect of the British trade union structure is the
long-run trend towards greater concentration of union memberahip
into big unions: Since the First World War the nuzuber of British
trade unions has steadily declined through mergers or amagamations {2).
However, while the average membership size of trade unions has
incressed, more than fifty per cent of Britain's 555 trade unions (in
18(8) are still small, having &8 memhership below 1000, ‘This compares
with nine big unione with over a quarter of a million members each,

which account for more than {ifty per cent of all trade unionists in the

(1) J.H. Goldthorpe et nl.. The .amumt Workers: Industrial Attitudes
and Behaviour (1970), p. 176.

(2) The number of trade uniona declined from 1, 384 in 1920 to 781 in
1945, and further to 358 in 1967 (Source: Ii. Pelling, op. cit.).
The sverage size of unions incressed from about 6, 000 in 1920 to
18, B0 per union in 1808,
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country. The "big three" (Transport and General Workers' Union,
Amalgamated Union of Engineering and Foundry Workers, and
General and Municipal Workers! Unlon) affiliate over three million,
or one third of Britaints total union membership (1).  Nearly one
third of all British trade unions are affilinted to the Trades Union
‘Congress and ita General Council, Although the remaining two
thirds of trade unlons are outside the T.U. ., nearly ninety per
cent of British trade unionists, are affiliated to this ceniral body so
that it ‘can fairly claim to speak in the name of the movement as a
whole.! (2), However, the I, U.C. has no formal power to bind any
member unlon 0 its decisions. The limits of its power are easily
seen by the fact that 'a trade union in affiliating to the TUC doea not
yleld up any part of its autonomy.' (3). Thus, the British trade
union structure has two major weaknesses in teruis of internal control,
namely, lack of control by the central body over affiliated member
uniona and shift of power from union leaders to individual work

groups or shop stewards speaking for them at the factory level.

The most prominent feature of the Japaneae trade union
atructure is that aimouet all trade unions with few exceptions (the most
lmportant exception is All Japan Seainen's Union with an affiliated
membership of about 143, 000) are organised on a company or plant

basis. The “"enterprive union" {(or the confederstion of plant unions

{1) ?Sourceé TOC Annual Heport (1963). |
(2) A. Flanders, op. cit., p. 24,
{3) toid. pp. 60.1.
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within the saine santerprise) whode memberahip is Hinlted to enployees
of & particular enterprise has autonomy as a bargafuing unit and
negotiaies all aspacts of the terms and conditions of employment for
& wember workers with the employer, It usunlly affilistes

both white-collar and manusl workers employed at the same &nter{win.
irrespective of their ocoupations, though casual op part.tizne workera
are ofton excluded from it (1),  ‘There sre neerly 30, 000 autonomous
trade uniong In Jepan and, in contrast with the Britiah trend tewards
groater concentration in union membership, the number of trade
uniong has steadily increased -simai@ﬁs {2}y  The averags member.
ship size of Jopanese itrade mzﬁaiw is congeguently very smell {370

in 1369), ag compared with 18, 000 In 1968 {n Britoln, and does not
particularly have a tendepey to incresse (3),  Ninety.five per cent

of Japanese trade unions had & membership bhelow one thousand, or
alternatively trade unions with a memberahip of Jesd thon ene hundred
congtituted raore thun sfety por cont of the whole, in 1969, Although
the mninute slze and munltiplicity of trade unions pre more prominent

in Japan than in Britain, onjon membership fx contentrated in &
limited numbaer of large unions {n Japan as well (44 per cent of total
union membership belonged to 274 trade unions having 5; 000 affilinted
members or more in 1957), As in other industrial countries, workers
employed at Inrge firme are generally better organised than those

employed at amall firms In Japan. About four cut of every five

1) ¥, Tzuswef, "Rodokumial no Sostiki”, in 7. Shirai (ed.) Nihon no
Redokumiai (106T), pp. 58.-9. -

{(2) The number of trade unions dropped from 34, G288 in 1048 to 18, 013
in 1955 ;md rose sgain to 28, 811 in 18060 (Source: Ministry of
Labour).

{3) The average size of irade univns in 1955 was 347 (Source: The
same as ahove),
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Japanese trade unionists work either at a firm with 500 employees or

more, or in the public sector; 64.0 per cent of workers em;;loyad at

firms with 500 employses or more are trade-union members, while

the prax:oriim is only & per cent a} firsus with leas than 100 employees
(1)  Although abont three filihs of Japun's thirty million empioyees

| {in I968) work st small firms (with less than 00 cmpicyses), the

majority of them are siill unorgsniaed,

KMany trade unions are newly organised at small firms and
nine {n avery ten of then fail to gurvive each year (2). The small.
flrra uplon usually suffera fromn Isck of good union leaders and
instability of membership . the employment of workers itself in,
as mentioned in the preceding chapter, unstable . and i{s financially
wlnarible. PFrobably tise unionisetion of smali-firm eployess will
0wl prograss very much sulsus general.unlon.iype organisations are

inore widely adopted.

Enterpidae unfong more often than not combine to form
natlon.wide fnduatrial federations {commonly celledtankan'), which
differ in many ways from induairial faderations in Deitain and (inter.)
national unions {n iha United States,  There are wmorve than one hundred
tansan® for verious Indusiries (3). Not all unfons In a given industry

ava affilioted to & tansan for this Industry but large-onterprise and

{1} These figures are from Labour tnion Dasic Survey.

{(2) Samrce: Labour Union Gasie Survey,

{0) P, Shival, op. oit. p. 20, Dig “ensen' with a memberanip of
160, 000 or more nwabered somo 33,
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small.enterprise unions often set up two separate tangan: for vzample,
in chemieal and allled industries, large.firm uniona are affiliated to the
Japaness Federation of Synthotic Chemistry Workers Unions and small-
ﬂrm unions, to eilther the Federation of Chemical Industry Workers
Unions or the National Federation of Chemical Industry Workers Unions.
For the terms and conditions of pay and ¢mployment are extremely
different between large and small firms so that a united front may be
meaningless for the former, Ie“rm:z another point of view trade unions
contribute little to reducing the existing inter-firm differences in wages
and other conditions of work in Japan, as they have done in Britain and
the United Statesa,  Although the tansan is intended to be industry.-wide,
it does not cover all enterprise unions in the same industry (1) and there
are often gegarate tangan within the same industry, which are affiliated
to different pational centres: for example, in coalmining, there are
three tansan affiliated to different central bodies {Sohyo, lometi), namely,
Japan Coal Miners! Union, National Ceal Mining Workers Union, and
National Council of Conl Employees' tinions {independent). Since each
enterprise union has perfect autonomy in Japan, the main functions of

a tangan are to proimote the exchange of information between members
unions and to coordinate targets in wage claims set by member unions

and so forth (2).

There are four main central bodies . superstructures of

indusirial federations of enterprise unions . in Japan. They are the

(1) Nearly 20, 000 (37 per cent of the whole) trade unions, or 2.5 million
unioniats (24 per cent of the whole) were independent of any federation
in 1965 (Source: Labour Union Basic Survey).

{2) H. Teurumi, op. cit. pp. 70.72,
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CGeneral Council of Trade Unions of Japan _(Sohya). the Japanese
Confederation of Labour (Domel), the National Federation of Industrial
Organlsations {Shinsanbetsu), and the Federation of Independent Unions
(Churitéuroren). Sohyo, Domei, Churitsuroren and Shinsanbetsu had
#n affiliated membership of 4,2 million (39 per cent of the country's
totai union membership), 1.8 million (17 per cent), 1.3 million (12 per
cent), and 0,07 million (0.7 per cent) reapectively in 1968. The
remaining 3.0 million trade unionisig and some 50 tansan were
affiliated to none of theso central bodies,  Sohyo, by far the largest
organisation of that type in Japan, has lost ground in reccnt years,
partly because many of ita member unions belong to that sector where
employment has ceaned to expand, such as coalmining, railweys,
government {about two thirds of its affillated members work in the
public soctor)., But it ia still the most powerful and influential labour
organisation in Japan, having several impoertant industrial federations
(including seven of the top ten big tansan Msted in Table 7-1). The
othey three central bodies, Domed, Shinaanbetau, and Churitsuroren,
draw their members mainly from the private gector, especially some
tgrowth! industriea, and have all gained memberghip in recent years (1),
These central hodies are no more than losse combinations of tansan,
or industrial federations, and nenc of them has formal power over the
kitter or their guhstructures {i.e. enterprise unions), The main
differences beiwoen the central bodies are more political than economie.

Sohyo and Churitsuroren support the Japan Sccialist Party (a left.wing

{1) A list of major tansan affiliated to these central bodies is available
in Appendix XIX,
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apposition], Dowmef, the Democratic Socialist Farty (o moderate

opposition) and Shinssnbetsu, the Japan Communist Party (1).

Like the trades councile, substructure of the TUC, the
Japanese national centres, Sohyo and Doimnel, have local organisations
at the prefectural and district levels. These local organisations were
originally set up to strengthen relations between local trade uniona,
{zrespective of their affiliation to national centrea, within a particular
region or district so as to promote mutual support in strikes,
propaganda work and organising, but as rivalry hetween the two
national centrex has developed, each of the:n has tried to bring thoge
independent local organisations into closer alignment with it policy
line through personnel and financial help.  Ax a result, each national
centre bas come to have its own local agents at both prefectural and

district levels.

The exiating trade union structure in Britain and Japan is
a historicol product, for once uniony of one type ape created, they
struggle to survive, deapite changes in the lnhour mnrket environment,
by adupting thamuelves to now clrecumstances and union structure will
ovolve, i slowly, with these chongoes tn the ¢nvironment, H.A. Turner
points out that *the direction of a union’s growth 18 influenced by the
employment structure of the oceupations among which it commences to

organige.' (2) 3So far as the objective trade unions is to luprove

(1) N. Mori, "Seito to Kumial'', Gendai Rodo.mondai Koza, vol. 4
(198", pp. 244.7,
{2) op. eft,
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or maintain the vages and conditions of work for thelr members, it

is necessary for thewm to control the supply of labour services to a
;)é.rticuhr maerket, If the labour market is occoupationally fragmented,
the occupational {or oraft) unions werve the purpose best, If

internsl labour markets sre highly developed and differences in
labour productivity betwen firins in the same industry are so great
that high-productivity firras can continue to enjoy high profits without
being exposed (0 severe competition, or the product market concerned
is monopolivtic, the enterprize union mey effectively function. If

the typoe of labour is easily available and firing are so competitive

with ene ancother in the product market that a wage cut at one firm
compels other firmms to felloy suit, the industrial union muy be most
suitable. If & certain product raust compete with substitutes, the
industrial unions may be obliged to go beyond the boundary of the
industry to organise vorkers producing these substitutes, Conseguently,
those industrial unions turn into general unions, Thus, ag the labour
market gtracturs changed, » congiderable numbey of Hpitish trade
unions which originally gtarted ag craft unions have subsegquently

turaoed into multi-eraft or genoral unlons.,  In Jepan, several germinal
forms of craft unlon wore found at carly stages of industrialization (1),
&g the compartmentalisation of the labour raarket by lavge firms
progressed, however, occupational labour markets became less

inmportant, and thig form of union erganisation virtually disappesred.

Before we start 10 discugs collective hargaining systems,

we must Jook briefly at employera' aagociations in Britain and Japan.

{1} K. Koike, op. cit. pp. 270.83.
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There are 1, 300 cemployers? assocfations (listed by the Departnent
of Faaployment and Productlvity) in Britain,  BMany of these are
local assoeiations cubordinate to the industry.-wide federations of
which thiey are membors.  The mest haportant central organisation
for einployers is the Confederation of Britigh Industry (C11), which
adinits to memberahip exoployera® associations, trade associations,
individual corapaniea in productive industry snd trausport and the
public corporations administering the netienalised industrics.
According to o CEBI estimate, the 108 employeryt associstions in itg
membership represent compauies whose employees amount to more
than three quarters of all employees in the private sector of industry
and transport ().  Like the TUC, the CBf has nv formel binding
power over it member associations., The Jepanese counterpari
of the 0Bl Is Nikkeiren {Nihon Keleigha-dantal Benmaed:r  the
lonfederation of Japaneao Kmployers' Associations), which deals
with labour issues as well 88 mangoment problems in genoral but does
not interfore in the antonomy of individual companies or local or
industry-wide associations in its membership in bandling industrial
relations or othor matters, This central body is composed of 47
ladetry.-wide, 8 yogional, and 45 proefectural assoctations (18692), and
the member companies affiliated to these associations number about
170, 000 in all, though a considerable numbe v of therm are affilinted
to both industry.wide and local associations 2o that the actusl nuaber
of member companive maay be much gmaller then this figure, Like

the O3], Nikkeiren has no formal binding power over ite affiliated

(1) Donoven Heport {op. cit.), pp. 7-8.
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assceintions or subordinate member companies. Jepanese cmaployers,
like those in other countries, resist outside interference in their
internel affairs and another, particularly Jepanese reason, is that
Nikkeiren and affiliated aasociations have adopted a "trade.union
containment' policy which is designed to limit the bargaining unit to
each enterprise unfon.,  Although sussi-induastry-wide collective
bargaining has exmerged in such industries as private raflwayz,
synthetic fibres, iron and steel, ete., snd effective industry.-wide
bargaining has been practised in gingle.firm industriea like Japon
National Railways, most employers' associations de not have the
power to conduet collective hargaining for their member companies

in Japan (1),
2.  Collective HBargaining Systems

The mowst lroportant activity of a trade union is collective
bargnining, in which it seeks a coliective agreement with an ernployer
or group of employers . & bedy of rules intended to regulate the
torrag of employiment between individual employees and employors {2),
Al the other actlvities it underinkes are regarded as g hy.-product
and auxiliary to this major activity. Of course, collective hargaining
is not cielusively an activity of trade unions but is also conducted
between informul groups of workers and an ermployer.  The arranges

ments in which collective bargaining iskes place in accordance with

{1) 1. Ishida, “"Keiefuba-dantai no Seahiki to Kino", Gendei Redo.
mondal Koxa voi, 4 (1967), pp. 308.21,

(2) A. Flanders, "Collective Hargaining: a theoretical analysis",
Xiirit%%h Journal of Industrial Relations, vol. 4, no. 1 (1968) pp.




i:xx'em,rihad procedural rules maay be ealled a "fornal system” of
collective mrgaining, as against a “informal system” for ad hoe,
improroptu collective bargalning,  The informal system may be
dominent where labour organisations, and thus & formal collective
bargaining sys#tem, sre underdeveloped. But in industrial countries,
like Britain or the United States, where trade uniens and a formal
system: of colleciive Largaining arce well developed, the inforinal
systew renming frportant.  This {8 related t0 the emergence of bij
trade unions organising a Iarge number of workers of different types.
't was previously suggested that the more comprehensive the alliunce
~ the raoro inclusive of onels competitors and strategically situated
collaborators - the greater is one's bDargaining power.t (1) ‘This is
& basie Incentive for a labour organisation to expand. 'But as more
individuala ond groups are brought within the combination, the inore
iikely that membors! asplrations will be divergent and competitive
rather than common, ' and 'The lessa homwogeneous the wembers of the
alliance, the greater the disagreement thet is Hkely to exerge.! (2)
This i8 also the case on the camployers! side:  an association of
employvers iz a pluraligtic, rather than unitary, system (3}, Faction
fights or other group conflicts emerge from tho multiplicity of diverse
intorests of separate work groups and the functionoal and hierarchical

conflicts of interest within manegement go that the determination of

{1 N.w., (‘hamberlam, "Determinants of c,ullwtive ﬂargaming
Structure', in 4. R. Weker (ed.), The Structure of Collective
Bargaining (1961), pp. 3 - 10,

(2) nid.

(3) A. Fox, Industrial Sociology and Industrisl Relations, Royal
Cornmission on Trade UNions and o mployera' Assoclations,
Research Papera 3 (1966), Part ], pp. 2 . M4,
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priorvitics or tinternal bargaining® within the bargaining unit hecomes
more Important then external bargaining betweon the trade union and
management.  The location of power . whether it {8 concentrated at
the local, reglonal or national level . and its degree of concentration
within the trade union structure is an iraporiant factor determining
the pattern of collective bargeining, If the power locus 1s in the
industrial federations of trade uniona rather than in their affiliated
unions, industry.wide hargaining obtaing., It power 18 highly
concontrated, the scope of informal bargaining by subordinate groups

will e more Hmited.

The Britizh aystem of collective bargaining has long boen
characterised by itz national or industry-wide collective agreements
between nutional leaders of trade unions and exmployers' assceciations.
There in said to be about five bundred separate industry.-wide
negotiating arrangements in Britain for manual workers alone, although
industry.wide agresments for white.collar workers are relatively
rare (1}. Where there are such arrangemants, the white.collar
unfone slmost invariaizly negotiate separately from the manual
workers! unions. Maintenance workera'! unions also negotiate

separately {rom the unions of proceas or production workers.

Bubstantive industry.wide agrecments, as distinguished
from procedural agreements, usually lay down the length of the
normal working week, regustions for overtime, week-.end and shift

working, and for statutory and annval holidays. Industry.wide

{1} "Uonovan Report" {(op. cit.), p. 13.
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agreements also vegulate pay, but theie provisions show a great

deal of varietyy 'Some {ix only two tiiae rates, ouk for skilled
workers aud anvther for uwoekilled, leaving individual firms to deal
with intermoediate and other grades. Cihers prescribe a list of
differont rates for a catalogue of difforvent grades, with in addition

a sorica of epociad additional paymentsa for upeeial dutiea or conditions
of work. Some agreoments make 0o provision fo payiment Ly
regulta;  others do go, but in different degrecs of dotail.  Some

degeribe thair rateg ao minimum vates, ofiier ag standard retes.* {1

Industry-wide bargaining presupposes the cxlutence of
industry.wide organisations capable of irapoaing their declisions on
their mernbers. In other words, such organisations must cover a
substantial number of either einployers or employees in the industry
concerned and bave power 10 make decisions which bind the Iatter.
In this case, sinece affiliation to these organisations is voluntary,
the source of their power or authority depends entirely on the
willlngness of their siebers to obey their declgions, In many
British industrics the majority of imporiant companies are federated
into one or more employers® agsociations and the *non-federated!
firms are usually small (2), The readiness of emnployers to
federate doos not, however, mean thelr willingness to hold closely
to common regulation hmpoaed by thelr weascciations., ot only deo

firms negleet tho decislons of their assoclations but reny of tham also

(1) ibid.
(2) ibid. p. 2%
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ndlow {hele factory or workshop moanpgers to seitle mattors fa tholr
own fnctories or worvkshops.  Thus {he authority of an employors!
association fnereasingly attonuates as it goes down the orginisational
hierarchy, and the locus of power has shifted towards the factory or

workshop level,

‘The other side in industry.wide bargaining is an industrial
wiion or a group of trade unions aliled on an industry.wide basis.
But, a8 referred to eariier, there are not a sufficient number of
industrial unions to meet the neads of numerovs industries. Alihough
one way of organising two or more trade unions which exiat within the
sene industry, is an industrial federation, there are not a sufficient
aumber of organisations of this type, either. (1) In order to make up
for this situation and smooth the way for orderly industry.wide negotiations,
muny Joint Industrial Couneils, in which representatives from different
trade unfons in the industry concerned jointly negotiate with employers?
repregentatives, have been set up after recornmendations by the
Whitley Committes, in those industrics and services whers both employers
and workpeople are adequately organised. (2) Thore were about 200
auch councily in 1855 and they covered many important fields of gmployment
like public administration, publie utilitiea, tranaport other than ratlways,
and a wide range of manufacturing industrien (3), though some {mportant
industries such s engloeering, shipbuilding, and iron and stesl, bave

had their own ad hee negotiating machinery st the nationallvel (4). In

(1) There were 47 federations of trade unions in the U.K. at the end of
1969 (Source: Imployment and Productivity CGarzette).

{2) Hinistry of Labour, Industrial Relations Handbook (1961), pp. 28.5,

(3) A, Flanders, op. cit. p. 87. ’

(4) liinistry of Labour, ibid., pp. 37, 34.5, 43.5.
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thoae ndustrics and services vhore oo adeguate machinery exists
for the eficetive regulation of ihe renwneration of workera!, Wages
Councila have boen established to fix minlmuwm remuneration which is
legally enforceaile on oll svorkera in the trade concerned (1. Thers
word G4 wagos couneily &t tho oud of 1968 and, taking into account
agricultural workers eovored by & shuilar systom, the pay and other
conditions of work of about four miilion workers wore subject to

stotutory vegulation in 1080, (2)

Aceording to the TUC eatlmate, five million employees
are not covered by any agresments oa pay and another million are
covered mainly by company agreerments,  Of the remosinder, there are
four wmillion in Wages Couneil indusiriey, goven million in those
Industries in which Industry -wide agrenments are closely follovad ot
company and local level, and six million in those indusiries with
Industry-wide sgreoments where bargeining within companies has an
fmportant influence on getuol carnings. (3)  On the whole, the pay of
three quarterg of Dritaints 24 million employees wes to g greater or
lossor axtent influenced by industry..wide agreoments or mintmum
ramuneration fixed by Wagea Councils. The degrec io which industry.
wide agresments determine actual eavnings levels s, howbver, much
smaller than might he expected from thiz figure and indeed the inflwence

of such agreements has boen diminishing, becawse they mainly eoncern

{n Miﬁistry\of Labour, op. éif., pp. 165-67.
€2} Employment and Productivity Cazette,
£3) "Dovovan Qeport” (op. cit.), p. 87,
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Yhasic rates', leaving other components of carnings or labour costs

16 detormination through workshop bargaining, management discretion
op atatutory regulation.,  Even these thasic rates' are often mintma,
which are exceeded by actusl vates determined at company or factory

level in many private industries.

The effective regulation of pay levels by induntry.wide
agreerents im now largely confined to the public gector (1). Although
before the Second World War the divergence beiween agreed rates and
actual earnings, oy “wage drift", was very modest and industry.wide
agreements were generally assumad to be able to provide almost all
neceskary joint regulation, leaving only minor issues o be settled by
individunl managers, actual earnings levelds have risen far more rapidly
than nationally negotiated wage rates after the war in Britain (2). That
means that the extent to which indusiry.wide agreements determine
actuni pay has declined, Moreover, the three major scurces of wage
drift, namely, plecework or incentive sarmings, company or factory
additions to basic rates, and overtime earnings, (8) are not so much
regulated by industry.wide agreements as derived from workshop
bargaining, customs and practice, or managers! discretion at company
or factory level, On the whole, authority in collective barpaining has
heen tyansferred from the industry to company or factory level, but
this proceas of decentraligation of authority is not yet complete, As
& result, there is some overlap in the coverage of asubjects by industry.
wide and workehop bargaining, In nguntries which have a centralised
(1) "Donovan Leport” (op. cft.) p. 339 (Appendix 5),

{2) ibid., p. 14,
{3} ¥.H. Phelps Brown, op. cit.
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system of colleotive bargaining, an inforronl system {nevitably develsps
&t company or fastory level beeause the formel sysiem embodied fa
official inatitutiony as national bargaining cannoct cover all wubjects
which may vary between companies or factories hut leaves winor iwsues
to the informael system.  In guch & case, the jurisdiction of the two
syotoms over subjects to deal with must bo demareated eforehand,
Otherwise they may ontor into conllict with, rather than conplement,
cach other,  Thia hos happened in Dritain,  In addition, apoutancous
workplaco bargaining in Britoin is fragmoented ond autonomons, which
bhas resulted In compoetitive scotional wage adjustments and disordorly
piy struetures,  Thus the British inforyoal systeom andermines the
regulative offcet of fndustey<wide agreements, Conscyuently woge

drift arisos from this dual structure of collective bargaining in Britaia.

As we can expect from her trade union struature, the
Japonesoe systein of collective hargaining is generally more decontralised
than in Westorn countries., Wo have already mnntloned that eivil
saorvants, oither national or leeal, arve denfed the fundaraental rights
of workers to act eollectively except the right {o organise, and that
smployeos of public corporations, Postal Sorvice, and local publie
enterprises ave deprived of the right to strike, though these omployees
have othor prights of workexs. Even the latter's right to bargein
collectively is largely nominal as the financlal mansgomoent of these
organisations is under governmental control and the discretion of
employers iu settling wage bargsins is Hmited. Conssguently wages

digputes there are eventually settled through concilisiion or arbitration
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by the Public Corporation and National Enterprise Labour Relations
somuisaion in most cases (1), In such private industries as transport,
electricity, gas and water and the health service the use of the right to
atpike 1a strictly restricted by legislation and congegquently industrial
disputes in these indusiriea and services are often referred to central
or local Labour Relations Commissions for conciliation or arbitration
rather than gettled through voluntary collective bargaining (2). Even

in other private industries and services the extant to which trade

unions and employers depend on conciliations or arbitrations by the
third party for the settlement of industrial disputes is great in Japam:

out of 3, 051 industrial disputes which took place in 1865, 1,685 (56 per
cent) were settled at either central or local Labour Relations Commissions
(3). Thin figure is remarkably large, as compared with lesn than

one per cent attributed to arbitration and mediation and 78 per cent to
voluntary negotiantions as methods of settlement of wage disputes in

18G8 in Britoin {(4).  Taking everything into consideration, those
employees whose pay is determined through voluntary negotiations are
28 per cent of the whole and those through statutory regulation

(including 16 per cent covered by statutory minimum wages as well as

14 per cent in the public sector), 29 per cent, while the remaining

employeea (45 per cent) negotiate individually with employers for their

(1) K. Kamishiro, "Dantai.kosho to Sogf", in T, Shirai (ed.), op. cit.,
Pp. 21724,

{2) See The Labour Relations Adjustment Act (1946), articles 37.8,

(3) Ceniral Labour Relations Commiasion Secretariat, Zenkokuteki
Rodosogi.chosel Jitai no Kenkyw, vol. II (1966), pp. 585.

(4) Employment and Productivity Gasette.
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pagp and conditions of work (1.  Thus the pay of asvarly half of the
Japanese employees, &s conpared with one gusrter in Britain, are

outalde the collective barvgainlug aystem or statatory regulation.

The Japanese system of collective bargaining is characterised
by enterprise.wide bargaining., Enterprise.wide bargaining i{s not
peculiar to the Japanese aysiem. For example, company or plant
bargeining is quite common in the United States (). What is peculiar
to the Japanese system is that, with few exceptions, every enterprise
union and management have perfect autonomy in coliective bargaining.

Of course, in the United States, this form of bargaining does exiat but
'multi ~employer bargaining! or that single.company bargaining in
which national union repreasentatives take part seems to be commmoner (3).
Further, the authority of local or industry.wide organisstions over
either workers or smployers, or their further superstructures, is
very much weaker {n Japan than in Britain and the United States.

The reasons for the prevalence of enterprise.wide bargaining are
muc the game a8 those for the development of enterprixe unions:
absence of accupational labour marketa, lack of labour mobility
between large firms, development of internal Isbour markets, great
inter.firm differences in productivity and wages, and so on. In the
highly fragmenied labour markets there ig not 8o much in common
hetween unions, nor incentive for closer trade union unity. Under
the Japanes? employment aystem, the worker does not congider so

{1) K. Kamishiro, op, oit. p. 220.
(3) L.G. Reynolds, op. cit. pp. 160.74,
{3) ivid,
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winch a8 his Britigh or Axerlcan counterpart thut othex workers of

the same type in the external Iabour wmarket are competitors,
Moreover, Japancoe employers hieve preferred entorprise bargaining,
or endeavoured to confine bargaining anits to entorprise uwolong, because
they fear thai industry ~wide bargaining mey undermine their poternaiistic
manggement and the viability of the leas efficient firms which depend
on cheoper labour.  Entorprise bargeining may give uniona of
prospercus firms some advanteges: theae unions can push their firm
to pay bigher wages than the average in the industey (in this case,

foced with threats of stoppages, the firwn may net resist thelr demands
so much),  On the other hand, enterprise unions may have many
diasadvantages particnlarly in doveloping effecitve union leadership.
This springs from the fact that in most collactive agrecments thore is
o provision that officials of a given cnterprise unfon et be ewployces
of the fivm from which the union draws its membore, snd that the
'mnjox'ity of full.time officials of the enterprise union, who sre released
from the job foy & cortain period of office in the unlon, are reinstated
hy monagoment later (1), Because of this, o limited moembership and
& lack of unlou funds, it is diffiounlt for the union to obtain good
leadership and expert negotiotors or specialists n union affairs and to
conduct prolenged strikes or other ndustrial sction {2}, which sy

sdversely atfect the bargalning strength of the unlon; aund s0 forth.

e g - e

{1) T, Shiral, "Union Leaders”, Gandal Rodo.mondat Kosa, vol, 4,
{2) N. Naite, "Kumiai Zainel"”, ibid., pp. 233 . 41.
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Since 1955 there has oceurred a great change in the
Japanese system of collective bargaining, though enterprise bargaining
is still most fmportant,  Thia is & tendency towards industry.wide
bargaining araong major industrial federations of trade unions in Japan.
In the spring of that year, sight major industrial federations affiliated
to Sohyo started 2 united front for wage Increases and took concerted
action in wage clatms to employers.  This united front of industrial
federations has been organised every apring {(therefore called "spring
offenalve”) and drawn in more and more industrial faderations not only
from within Sohyo but also from smong those affilisted to other central
hodles such as Churitsuroren. As a rexult, trade unions which
gover more than 80 per cent of all trade uniondsts in Japan have come
1o take part in a spring offensive and pressnt wage demnnds
simultancously and in & more or less concerted mannar (1),  This
pattern of synchronized wage negotiations by wultiple enterprise
unfong - which may he onlled "wage rounds” . 15 still far from
industry -wide hargaining, for major unions in each industrial federation
do try to ceordinate and atandardise wape targets and timing of
the submisaion of their wage clalmg or industrial action but are in

no way llable to follow the prearranged pattern by a1l monnws (2).

(1) The porcentage of those unionised firms which awarded general wage
inercases during the period between April and June was 83 per cent
for firme with 1000 eraployees or more, and more than 70 per cent
for amaller frms, while the proportion was lower for non.union firms
(88% for firins with 1000 empioyees or more and 47% for smaller tirms),
in 1944, This is, however, not all due io spriog offonsives for
Japonese {irms traditionally give workers perfodic wage increases in

springtinee every year and alter the staviing poy for school.leavers
during the same period (Source: Minisiry of Labour).

(2} In sorae indusiries ko shipping, coalwining, privaie railways, ete.,
{ndustry.wide agresments have heen concluded betweean industrial
wnion or federations of enterprise univuw and indugtry.wide employers?
associations (See W. Fujita, "Nihonteki Roshi.kosho no Tokushitsu”,
fbid., pp. WO . 31,
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Novortheloss, the sizo of wage advonee obtalned has a tendeney

towards anifornity amnong them (1},

Cne intereating thing {s that & phenormenon (called "point
struggles'’) similar to "pattern bargeining” in the United Statex haa
taken place {n the Japanese setting, In the aynthetic .cheimnical
induatry, for example, one leading {irm is singled cut by the industrinl
federation, or tansan, as the initial target in a particular year;
after negotiations are completed, the amount of wage increase
settled there hacomes 2 pattern for hargaining at other firms in the
{ndustry (2).  Such a phenomenon is also observed hetween large
firms of different industries: one leading Industry is singled out by
a national centre like Sohyo ae the inltinl target in & particular yeapr
and the amount of wage increase geitled there bheromea a pattern for
hargaining st lorge firms of other industries, Iron and steel, private
railways, chemicals, etc. heve been "wage leadars” in this sense
in renent years. The number of large firma which determine wage
increwses for thelr employces after taking into account wage settlements
at other large firms within the industry or outside has heen increasing
and today, moat large firms rofer to wage settlement at other firms

hefore determining thetr own (8), It seema, therefore, that wage

(1) Ministry of Labour, odo Hakusho (1870}, p. 100, It showa that the
mean coeflicient of variation in the wize of wage sdvance among
large firme stendily declined fromn 48,3 in 19565 to 4.0 in 1869,

(2} W. Tujits, op. cit. p. 118,

{#) More than 80 per cent of {irms with 500 employces or more first
reforred to wage aottlement, wage level, etc, of other firms in
same industry Lbut 90 per cent of them also took lnto aceount those
of {firios of other industries secondarily (Source: Minletry of
Lebour, 3urvey on whge inereases, eto.)
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raovements between indusivies as well ag Detvcen firma within the

sume Industcy bave become increasingly interdependent in Japan,

Under the British aystem, induatry.wilde negotiations
centre on wage rates, and oiher formms of wage payraent like payment
by zesulls may,or mey not, he dealt with secondarily. In Japan,
it in the average wage of employees working in the particular firm
{comamenly called "base wage'') rather than wage for particular grades
or types of workers, that ig brought into focus in union.-management
negotiations, (1)  When unions In a particular industry organise a
oommon front in wage bargaining in a spring offensive, they usually
coordinate thelr wage demands and place with exch esoployer claims
for an amount of advance in the hase wage that is egual for all
poarticipating unjons.  After the amount of advance in the base wage
fs fixed at industery level, each union participating in the common
front wuay separately hold further negotintions with management for
additions {commonly called "plus alpha”) to this industry-level outcome.
An overall ndvance in the Lase wage does not raean, however, that
all employeos working in the firm concerned rocelve an egual wage
imreém in either absolute or porcentage terius, so that additional
negotiationg are required to aeitle another fusue of how this overall
advance in the base wage should be sbared among the cmployees or in

other werds, how spuch the wages of particular workers ahould be

(1) CQut of about 3, 800 indusirial disputes having vccurred in 1268, 52
per cent were mainly concerned with wage advances, 28 per cent,
with himnnual bonuses, and 3 par cent, with retirament allowances
or ether fringe beneflts {(Source; Ministyry of Labour).
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vaised against those of other workers In the game firoa. A little

e ¢ than ong guarter of all enterprise wnlona which struck wage
hargaing Jeft the metier t0 manpgament’s dlsorotlon; neavly half

of theta decided only the principles of distribution of wage advances;
and the remaining guarter latd dovn detailed provisions for the method
of shaving wage advances areng the Individual workers. (1) The
commonest mothods of doing 80 are egual-kaount wage advanocs
{ncarly 60 per cont of the untona which struck agrecments eoncerning
the digteibution of wage advances), or equal.percentage wage advances
{35 per cont), for all workers (2),  In these nogotiations mansgoment
ondaavours to inorcagse that part of wages which is directly related

to merit.rating or other metheds of employee agsossment, while

the inton tries to avold (ntornal conflicets botween difforent groups of
affiliated members which compete with one another for o larger shars.
Uniform wage advanees for all workers, though compmonost so far,
have somctimes ongendored discontent amongst highor.-pald workers

in Japsn, as hasg beon the case in Brliain,

Lantly, we muant thke & cursory look to the atetutory
minbmuw wage system {n Japan, At the ond of 1969 there were about
8 million workara whose swages were subject to regulation by this
systora,  Thay were maeinly concentrated in low.wage industries
and servicos although even among the bighest.wage industries like

petrolovn and cosl products, chexicals, printing and publishing,

(1} Wioistry of Labour, op. cit.
() ikid,
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there were underpald workers who were covered by statutory woge
ragulation), 80 per cent of all workers of this category were in
manufacturing (3 millon in metal menvfacture and engineering and
1.4 million in textiles). (1} There are two kinds of minlmum wages
- one {s determined by a minimum wage eounell (which {s composed of
representatives of workers and employers end independent membera
and established permanently in every prefecture but not separately
for individual trades, as with British wages councils) and another is
based on agreements hetween employers in particular industries
{thiformula will goon be abolished) (2).  Besides the difference in
the organisation of wages councils or minlmum wage councils, one
fundamental difference is that in Britain, a Wages Council may he
established if ‘thero Is no adequate machinery for the effective
regulation of the remuneration of any workers? (3), in other words,

iIf a particular trade is net adequately orpganised, while in Japon a
minimum wage may he determined for a particular industry, trade

or area if the Minlster of Labour, or the head of a prefectural Inbour
astandards bureay, is of the opinion that it is necessary for the improve.
ment of the working conditions of low.wage workers (4). In Japan,
even if an industry as & whole 15 well organised, it does not follow
that the collective bargaining mwachinery effectively regulates the
wages of all workexa in the industry: the wages of workers employed

at seumll firms and casual workers employed at large (weli-organised

(1) Al figures from Ministry of Labour, Labour Standards Bureau.

(2) The Minimum Wages Act{®68), articles 26.9 and a previous Act
(1959) articles 9-10.

(3) Ministry of Labour (U.K.), op. cit. p. 185,

(4) The Minimum Wages Act (1068) article 16,
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and high.wage) firma in the industey aye outside the regulation of
colloctive agreements beecause large -firm unions are reluctant to
admit these workers to thefr membership and colloctive agreements

are struck on an enterprise.wide hasts,

3. Tmpact of Trade Unionfsra on Wages

The contention t&at trade unions rais® the wage level above
that which would otherwise be determined hy market forces is the crux
of the cost.push inflation argument, "Ji‘hére have heen much théamtical
controversy surroﬁnding the relationship between union power and wage
determination as well aa' many attémpta to test the impact of trade
unionfsm on wages empirically since bafor.e the Second World War,

P.H, Douglas and other Ameriean students in the prewar days, who
questioned whether unionisation and industrial concentration distorted
the interindustry wage structure, tested the relationship between
industry wage increases and unionisation {or productivity growth) by
statistiéal methods (1), DLinmediately after the way, J.7. Dunlop and
A.M. Ross put forward two conflicting hypotheses concerning wage
determination under collective bargaining (namely, munlogx's wage.
employment maximization model and Ross's politieal model), which
rajsed so.called "the Dunlop.Ross controversy' among the atudents of
the subject (2).  This controveray gave an impetus to Iurthér empirical

studica on the determinants of the interindustry wage atructure,

(1) P.H. Douglas, op. eit. Also see Chapter 8 pp. 114-9.
{2) For a good summary of this controversy, see ¥i,M, Levinson, op. cit.
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.M. Levinson gumiparised the results of those studies as followa:
(i) '.... groater unlon strongth {(as measurad by tho proportion of
production workers covered by collective bhargailning apreemeonts) was
npsoclated with relative wage advantages ...% (1) '... certaln
charactopiatics of the product markei - particularly, the 'degree of
monopoly? {(as measured by the concantration ratio) and the level of
profits - were alse associated both with the rate of ehange in wages

and with utx;on atrex_‘_xgth. 1, {1if) *, .. conditions in the labour market,

as measured by rates of change in employment or in physical
productivity, wero loss clearly assoclated with changes in the inter.
industry wage structure than were the product merket varlshles,® (),
In thig context the most important conclusion he drew from those is
that ‘untonisin A6 sppear as an important foree Inflneteing the mté

of c&angq of wages ... {2). ©O. Bckatein and T, A, Wilson, sfter
exprnining the hohaviour of wages in American manufacturing industry
from 1943 to Y880, ftound ‘only weak evidence that unionization affects
the long.ron level of wazes, * thouph they did not deny the nresence of
8 trade union offect o wages, either, for » reason rentionod lator (%).
A;{::; .' tHines, who invostigated the relationahip between the rate of
change of money wage rates and the rate of change of the percentage of
the labour force unionined, in the {Inited Kingdom during the'perinds
18931912, 1921.38 and 194961, concluded that 'an indeax of frade union

pushfulnena, riumely the rate of change of unionizetion, is cloely

(1) ibid.  (The undorlines are originally in italics),

{2) ibid.

(3) "rhe Determination of Money Wages In American Industry',
tpuprterly Journal of Econoindes, wol. 76 (18632) pp. S70-414.
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associated with the rate of change of money wages rates' and that
'moreover, this index cannot be explained by the level and/or the

rate of change of the demand for labour.' (1)

We have examined the relationships between the overall
rate of increase in earnings ( A W) and union density ( T, the
percentage of employees in trade unions), between W and the rate
of change in union density ( A T), and between A T and the rate of
unemployment ( A U) during the last decade or so in the United
Kingdom and Japan, Cur conclusions are as follows: A W is
posaitively associated with both T (r = 0.3622) and A T (r = 0.4750) in
the U.K., while A W is negatively associated with T (r = .0,48988)
and positively with A T (r = 0.3697) in Japan: partly contrary to
a Hines' conclusion, there is a positive correlation between A T and
A U (r = 0.4190) in Britain, while the two variables are negatively
assoclated (r = 0.3745) in Japan (2). In the case of Britain, as both
the unemployment rate and rate of increase in union density increase,
the rate of wage increase also rises, whereas in the case of Japan,
as unemployment rate declines and the rate of increase in union density
rises, the rate of wage increase rises. We may say, therefore, that
trade unions are likely to have pushed up wages despite adverse labour.
market conditions in Britein but we cannot say so for Japan. We are
inclined to think that full employment has been conducive to increases in
both union density and wages in Japan because the increases in
trade.union membership have mainly taken place among the employees
working at smaller firms in recent years and small.firm unions have

several weaknesses in terms of "pure power,'" which will be discussed

{1) "Trade Unions and Wage Inflation in the United Kingdom 1893-1861",
Review of Economic Studies, 31 (1964), pp. 221.51.
(2) For statistical data used, see Appendices X and X1.
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at the end of this Chaplter,  We have also Investigated the relationship
hetween the industey woage lovel and wilon dongity o fourteen Beitish
indugtrios and services, and in twenty Japanese induatries and services
{i}» There iz a weak positive correlation between the industry wage
level and aodon density in Drltein in 1948 (v = 9,2630), while the
cogrelation between the two variables is negative In Japan in 1067

{(r = . 0.,4721}, In additien, thoere is alse a negative correlation
Letween the ndustvy vate of wage fncresse {over the poriod 1068.G2)
and Industry anion density (in 1207) fn Japan {& = .0.3180),  On the
whole, the role of trade wnicns seems 10 bo mueh strongor in Britain
thaun in Japon where unlon density in not a good euplanotory variable
for the ovorall rate of wage inerenge and the Industey wage lovel at
alls  We may go the lepgth of saying that trade unions ave ivrelevani

to wage movements fn Japan ag o oo wndon density (s conecrned.

There may be two ohjections 1o testing tho effect of trade
unfons on wagos by wnlon density and fnterindustry comparison. One
wag made by 8.7, Slchter: o method of testing the effect of uniens
Ly interindustry comparison of wige movements and union density (or
ather menspres of union power) hreaks down in thoe tlmers when
unbons exort groat nfleence on tho wagoes of nommion workers? {through
spill.over effécts of wage patterns) (2), In other words, hocause
of the epillovers, any wages {nereascs caused by uniondsation would

povineste sateh of the rest of the wage strusture n othor Industries

{1} Por gtutistical data used, see Appendices XII ond XII.
{2} 3. BHehtor, op. cit,
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and, therefore, would not appear in crosg-section comparison.* (1)
Anocther was already made by many students of the aubject in relation

to the significance of union density as a measure of unfon power or
pushfulness. 'This measure of union power may be serfously

deficient if (1) the union membership itself lacka the militancy necesaary
to vote {u favor of a strike or to remain out after a strike is called,

(ii) a substantial minerity of employeas are not union members and are
not prépared o aupport any union action, or(iii) the union leadership

is iteelf unwilling for some rearon to initiate agoressive action. ' (2)

‘The first point has been develéped further by Levinson,
Eckstein and Wilson, and others. In the United States contracts
have been negotiated hetween unions and ermployers in o serieg of
"wage rounds' whiceh range from one to four years. In each wage
round leading unions in a group of heavy indusiries (called "the key
group'’) first set a wage pattern in the "key bargains'' and other
unions in the group aubseguently tend to follow this pattern settlement
becauge of ihe economie, political and institutional interdependence
among the firms and the unions in the group (8). As o regult wages
in the key group move alinost identically. Wapges in other industries
outside the group are also subject to gpill.ovey effects of the key-group
waged (4). Thue wages settled at different places are linked with
one another., One thing to be noted here is that interdopendence of

wage movements between firms in s given industry or botween

(1} ©. Eckstein and (.4, Wilson, op. cit.
(2) H.M. Levingon, op. cit.

0 O. Lekstedn and 7'.A. Wilson, op. cit,
(4) ibid.
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indusivies i not necemsarily due t0 union prussures but may also
reavit ivomn luput«output connections, iuil employment and increased
abour mobliity, ete. InJeapan a wage round {what we called "spring
offonsive'') tukes place every year and, a2 w¢ have mentioned earlier,
there is some ovidence thai interdependence in wage determination
araoig the largs firook has incressed.,  in the present writer's view,
thig phenemoenon in Japan can bettex be explained by what Levingon
called "pulitical variables’ (like ueion rivalry, the preatige of union
leadors, ete.) than by labour-market factors Lecause labour mobility
between large firms iﬂ still very limited there and rivalry between
national centres with different political outleok such as Sohyo and
Bomei is fievce, particulaxily where they each affiliate separate unions

in the same firm or in the sawe industry and compete for membership.

Although we have pointed out that interfivis disparsion in
fhe sige of wage advance obtained through negotistions hos tended to
sheiak o rocent years, this phesomenon hes heen limited to lnrge
fivms and has not led to wifowuity in the vais of wage incresso among
them because there bhave previously oxisted wide diffeyences in the
wago loval betwesn frme o Japau:  that I8 to say, if ihe pize of wege
sdvaned obtelned through bargalning is the arige among the firms, it
follows that those firvms whicoh orviginally have o highor wage level award
smoaller poreontoge wage incrensos than those which have a lower wage

lovel, nud convoguently infop.firm differontials decline In percantage
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tormg {1).  On the other hand, the gpill.over effecin of wapge settle.
ments for lorge s on the wages of smollor flrms ave g1l foint

at the moment,  About 40 por cdnt of the Hrms with 30.90 vwployees
in manufoeturing Indastry and digtributivo trades ook no account of tho
wages of othoy firms i determining thoeir own avd enly 21 per cent

of thom vefereed to woge advances et other fvms {2).  Ths wage
deterinination of amall flrme i, thevefore, more individunlistic.
Again, mony small flems detormined wage rises for thelr own emnployees
well before lerge frms did. (3)  As a result, titer-flrm wage
digporaion is very mueh wi;?ar among the small e that among the
lavge fras {4). Wage detormnination at small firms s thus more
influencod by the conditions of the labour mavket, for example, changes
in the starvting wages of achool.leavers. We may conclude that the

apill.ovor effecte of wage ndvances or interdopendencr of wage

(1) Tor axample, supposze thot Enlerprise Unlong A, 13, and € all demand
a unifora amount of wage advance (say, 10, 000 ven) and Firme A, B,
and & ovigiually bave a different wage level {say, 40, 000 yen for A,
50, 400 yon for B3, aud §o, 000 yen for ); thon, the rate of wage
inovease will be 26% for A, 30% for I3, and 16.7% for C; sad, if we
take the wage lovel of Firm A os & base, the oplginal dgiffereniinin ¢
aro 100 for A, 136 for 6, and 159 for € and those ofter wage seitioment
wiil be 100 for &, 124 for 13, and 140 for O but the absolute difference
between the firas will he the game (f.o. 30, 000 yon) es bufdre,

(2} Mdinlatey of Labour, iodo Hakusho (070), p. 15,

(8) Yhe large firus which struck wage bargains befove the middle of
April wore only 13 por cent of the whele, while 64 por cont of the
nommicn skl firms and 36 per cent of uniontsed small fivins did,
in 1008 (Source: Nihon Seisanwei Honlwu).

(4} The coefficients of variation (} (the highest decile minug the lowest
deeile) divided by the median multiplied by 100) in wage Inercases
fa manufacturing are 66, 7 for firms with 80.99 dmployees and
A48 for flems with 1000cmployecs oy more (Souvee;  Minfutry of
Laobour, ibid., p. 154).
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movements are still Hmited to wage determination at large firms and
that many firms, especially small ones still determine their own wage
level without interference from trade unfons. ‘This is true of even
unfonised small firma:  a considerable number of small.-firm unions
do not have any collective agreements with their omployers because
of the latter's refusal for union recognition or otherwise, so that

these employers are free frorm union intervention {(1).

Lastly, the role of what Levinson called "pure power”
variables geems to he less important in Japan than in Britain op the
tnited States, for several ressons, Iirst, Japanese employees
working in the large firms have utrong loyalty or attachment to thelr
employer which may have deliberately been developed through
paternalistic management by the latter, but at the same ttme they
also identify themselves with the union at their firm (2). This
attitude of the workers towards their employer and enterprise union
(which meay be called “dual allegiance') probably arises from thelr
view that their company and company union are part of the company
community to which they belong, as against orgunisationa outside.
Under such circumstances the militancy of union membership
generally maoderates.  Secondly, workers of older generations may
feel more attached to thelr company than to their union and may not

he prepared to support any aggressive union action, which weakens

(1) Nore than 40 per cent of the unionista who belonged to small unions
(with a membership below 100) were not covered by collective
agreerments (Ministry of Labour, Trade Union Baaic Survey).

{2) See M. Hazama, "Redosha no Kigyvo.ishiki to Kumiaf.ishiki",
Gendei Rodo.mondai Koga, vol. 4 (1867), pp. 182-90.
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the internal strength of the unlon.  Thirdly, union leadership is
weak for the reasons which we mentioned earlier. Financial
vulnerability and lack of funds due to the smallness of union size
makes it difficuit to conduct prolonged steikes.  In this connection
AJM. Boss pointed out, after making international corparison of
strikes, that the Japanese pattern of industeial conflict was
characterised by a high propensity to strike and short duration of
sirikes, sy compared with a moderate propensity to strike and
moderate duration in the United Kingdom (1),  But, if we exclude
the wsirikea against mass redundancy which are really furious and
prolonged, more than 60 per cent of strikes were called off within
four houra in Japan (2) so that the average duration of strikes would
ver very much shorter. ‘Taking everything into account, the
pushfulneas of Japimsa trade unions may be much weaker than that

of British unions,

(1) "Changing Patterns of Industrizl Conflict", in G.G. Somers (ed.)
Pracoedingu of the 18th Annuel Meeting of the Induatrial Relations
Research Aasociation, 1959,

(?) Source: Trade Union Basie Survey.
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CHAPTER 8

THE IMPACT OF MARKET FORCES ON WAGIES

It is a central postulaie of claguicel economie theory that
wages are determined by the interaction of labour supply and demand
ha the market. But doubt has heen cast on this postulate by many
meodern labour economists, particularly after the Great Dopression
of the 1830, Cne most widely supported nssertion is that wages
are determined in collective bargaining between trade unions and
employers. Another soeiological explanation, is that wages are
determined by the social status of the worker. We have go far
discugsed the wage.-fixing procegs in Britain and Japan from these
points of view., Now we return to the supply -demand postulate
once again and look at the relationship hetween actual wage movements

and changes in the labour market conditions in hoth countries.

1. Labour Supply

Tho labour supply (measured in terms of the number of
workers) depends on population gize and its sciivity rate. Apart
from emigration and immigration, the population size of a country is
in the long run determinoed by the rate of population growth., Since
the beginning of this century, Britain's rate of populaiion growth has

been fairly stable and much lower than that of Japan, though the
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laties bae fallon in the laet fiftesn yoars (). The activity veie of @
given population varies with ito age strocture end 19 affected by
economic and social factors such ag the per.capita incoe level,
industrial gtructure, atiltudes towards fomale abour partleipaifon,
the average peviod of education for young people, the social aecurity
syatem, the retivamont age of older workers, otc, Tho overall
activity rate hos had o declinlog tendency in the long vun, though the
activity rate for married wemen has Inereased, {n most industrial
countries due to ageing population structure, prolongsed education for
young people, rising incomeo level, ote. (B As o rosult, the rete
of increage in the labour foree is expected to docline in the long run
in both Britain and Jopan.  The British labour force incressed only
at oo rate of 0,5 por cont per annum during 1960.67, a2z compared te an

annual rate of growth fn Jepan of 1, 4 per cent over 1060.6G8 (3),

(B Average annual rate of population growth

920,25 VoK Japan
Feidd o i Q.ﬁ 1.33
1025.30 Ged 1.63
19380..85 0.5 1.45
193640 8.8 .76
1840..45 Q.4 Q.22
1945 .50 U, 0 2.86
10680.55 0.3 1.42
1955.80 0,4 8.91
1960.60 0.8 0.89
198569 0.5 1,10

Source: UN Dewmwegraphic Yoarbook and Statistical Handbeok of Japan.
(2) Labour foree as percentage of total populetion aged 18 yeers and
over : 63 per cont in 1060 and 61 per cent in 19G8 in the U.K.;
: T1 per cont in 196848 and 86 por cent In 1869 in Japan.
Souree: Dmployment and Produetivity Gezetto and Yearbook
of Labour Statistics.
{3) Saurce: Dmployment and Productivity Gazette and Labour Force
Survey (Bureau of Statistics, Prime Minister's Office),
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Widening cur analysis, we heve algeo to congider the
effectivencss with which the labour supply is used., Underemployment,
a particularly scerious problem in countries with o large agriculiural
population, can be a gource of labour {fop growing indusiries,.  Thore
may be absolute underemployment in the sonse that 1t remove some
workers from a gector of the economy will not affect production bhut
recult in an inereasc i the average productivity of the remaining workers
in the gector. This actually heppened in postawer Japan:  the farm
labour foree dispinished from 16 milion (o lesa than 10 million, while
the anauel preduction of rict fucrensed from 12 million to 14 millien
tong, during 1955.1868,  Relative underemploymant is found among
thoae werkers vhose preductivily o extromely low, os compared with
thet of othor workers in other sectors of the economy, and the transfer
of whoem to other sectors may roeduce the present level of production In
the oviginal soctow but Increase thelr productivity nnd thus the average
labowy productivity of the nationel cconomy as a whole.,  As the
indusiricl structure changes, this type of wnderemployment occurs
again snd apgain aven in advaneed industrinl cconormies because of
Hadted Inbour mobility. It geeme that large-scele absolute under.
amployment koe almost boon eliminnted in Brltain where agricultural
workers have constituted only a small fragment of hor total working
population and the proportion of self-craployed and uvapaid family

workers hag houn amall (3}, Self-employment and unpaid family

{1} The proportion of the farm labour foree was D.4% in 1911, G. B in
1981, 5.90% in 1850, and 3.5% in 1844 (Source: L.C. Hunter and D.J.
Robertson, op, oit. p. 181, Table 6,8),

The proportion of aelf.exployed peraons and employers in total
working population waz 12% in 1981 and 6, 8% in 1968, Family workers
were 176, 000, or only 0.7% of the labour force in 1866, (Source:
Annuel Abstraet of Statlatics).
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employment are ofien refugen of surplus labour in less developed
countries where the labour market is underdeveloped and the social
gecurity aystem, like unemployment henefits, ie poor ac that many

of the jobleas cannot afford to stay out of work until job opportunities
in paid employment preaent themselves but are obliged to earn a
livelihcood as petty sclf -employad or unpaid family workers, In the
family enterprise (in agriculture or other industries) which hag not
employees the principle of average productivity uausily applies rather
than the eapitalistic principle of marginal productivity: Even if the
marginal value productivity of an additional family member falls below
the current wage level (probably lving wages) or is evern equal to zero,
the family enterprise will employ him or her as long as the average
value preducﬁvity of all famnily members is above the current wage
level and no elternative job is available, Under such circumstances
the recult Is disgulsed wnemployment and, if jobs are available in ihe
local labour market ares and wages for theimn are above the marginal
value productivity of some family members, they will take up a job
outside the family business at low wages which may not be sufficient
even to support themselves but still make their family as a whole
better off. In many Japanese agricultural households male members
take up other jobs and female members run their farm because the
earnings of male members are not suificient to support their household,
although conziderably higher than the incomes which they would got

if they worked on the farmn (1).  In brlef, low wages in indugry and

{1} Those households which lived exelusively on farming were 21 per
cent of Japan's 5.4 milllon farm households in 1967 (Source:
Ministry of Agricslture and Forestry).



low incomes from agriculture complement one another. I'rom
another point of view industry in the rural area can atiract labour

from agriculture even ai below.gubgistence wages.,

The underemployed are seldom registered as unemployed
in the official statistics. .For example, the number of jobless people
has been larger in the United States than in India whouse labour-force
size is more than double that of the Uaited States and whose per-capita
income ig alinost ai subsistence level (1)  Despite the repeated
assertion that there was abundant labour mmpluu in dapan, her
unemployraent rate has been vauch the same as that of Bpeltain which
has expericnced labour shortages since the Second World War. This
can be accounted for by the fact that aelf-employment and unpaid
family work in agriculture, indueiry, and services have given shelter
to the potentially unemployed in Japan.  The proportion of working
populetion in agriculﬁural employment was as bigh as nearly 40 per cent
in 1956 (18 per cent in 1868) and self.employed persong and unpaid
family workers amounted io 25 per cent and 31 per cent respectively
In 1955 (19.5 per cent ond 16.5 per cent in 1969) (2).  Moreover, the
number of self-employed persons has remalned almost constant since
the beginmning of the 1960%, thouglh their distribution has greatly shifted

from agriculture to other industries and servicea (8). The

(1) Source: L0, Yenr Book of Labour Statistics,
(2) Bource: Labour Force Survey,

(3) The number of self.employed persons was 9,810, 000 in 1953 and
9, 930, 000 in 1969 (Source: Labour Force Surey).
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Unemployment'level and rtte in Britain and Japan
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probability of underemployment among the self.employed and family
workers in developing countries is supporied by the fact that the
average incomes of these workers are well below those of employecs
in developing countries, while the opposite s {rue of advanced
industrial couniries (1), Again we have other evidences that many

of the self-employed and fainily workers are underemployed in Japan
{(2)s The shift of manpower from agriculiure and uepaid family
labour in other industries and services to paid employment in growing
industries during the last decade or so In Japan was treinendous (3).
Taking into account this Interindustry transfer of labour and greater
increases in the labour force by way of the eniry or re-ciiry of new
achool-leavers and housewives, Japanese industry and service have
been far more amply supplied with manpower than British counterparts
gince th_e Hecond World War, Iven now a large labour reserve
remains in the form of relative underemployinent, though there is

little absolute underemployment or unemployrent, in Japan {(4).

(1} The ratio of the average wages and salaries of employees to the
average incomes of total occupied population is between 0.7 and 0.8
in Western European countries, as compared with over L 0 in
developing countvies and 0.9 in Japen (Source; N. Maruo, "Seisansei,
Chingin, Rijun", Gendei Rodo.mondal Koza, vol, 2 (1967), p. 226),

(2) Cther indirect indicators are (IJthat 22 per cent of all self-employed
and 30 per cent of the family vorkers, as compared with only 5 per
cent of oll employees, worked leas than 200 days during the year 1968;
and (ii) thot the lower.guartile annual incomes for the self-employed
were 220, 000 yen, while thoge for the employee. were 308, 000 yen
in 10686, that ig to say, there were more low-income-ecarners among
the self -employed than among the employees (Source: Employment
Status Survey).

(3) 5. Tankanashi, '"Rodoshijo no fienbo to Koyo.geigaku", Gendal Rodo-
mondal Koeza, vol. 1{1866), pp. 14.-20.

(4) The number of those workers who wished to change jobs, or to get
additional work, or those people who wished to take up a Job was 2.5
million, 1.8 milllon, and 4.1 million in 1968; and 1.9 million, 0.8
million, and 6.7 million in 1968 respectively. Above all, those
who wished to participate in the labour force increased in recent
years (Source: mployment Status Survey).




e Lebour Deraand

The level of demand for labour may rise with economic
growih but at a zlower pace allowing forl improvements in labour
produciivity, which are often induced by labour shortages {and rises
in the wage level) resulting from economic expansion. As we have
seen in Chapter 2, Japan's rate of economic growth was more than
four times ez high as that of I’:Sxfitain in zfeial. terme during the last
two decadea. In both countries the most Lmportant source of growth
of national product is attributable to improvements in labour

productivity. To put it in ancther way, the increasc of labour demand

Talbe B . 1

Average Annual Rates of Increase in the labour
force and lobour productivity as fectors contri.
buting to economic growth

U.K. Japn.
1961 . G7 196G - 65 1965 - 68
Eate of economic growth
(real GNP) 2.5% 10, 0% 12.4%
Bate of increase in labour force 0.4 1.3 1.8
Rate of labour produativity growth 4.0 8.6 10.5

Source: Rodo MHakusho (1971), »n. 17

was very much slower than output expansion, Incidentally, the
average national productivity of labour can he raised to a congiderable
exient through the tranafer of labour from low-productivity to high-
productivity sectors of the national economy. The average
productivity of Japanese workers rose at an annual rate of 1,4 per

cent between 1960.568 simply owing to inter-industry labour mobility,



while productlvity inerements due to this factor wes negative during
196067 In Britein, 1, e, the transfer of labour fron: bigh.productivity
to low.productivity sectors reduced the average national productivity
of Iabour at an annual rate of 0,2 per cent, though nroductivity

improvemonts within each Indugtery more than offset it, ().

Totel labour demand 18 an aggregate of labour demands
by different sectors of the economy, The intensity of demand
pressures differs from one industry to another: some industries
expand employment, whiles others make their workera redundant.
The characteristics of the Dritish employment structure, as compared
with the Japanese counterpart, are (i) that the aize of the agricultural
laboup force is extremely smaill in hoth absolute and percentage
terms; (i) the proportions of manufacturing and service industries
{including the public servies} are much lar ger than in Japan.

Table B - 2

Industrial Coraposition of Labour Force, 1068

|17 299 Japan
Tatal 106.0 100.9
Agricvlture, forestry & fishing 1.8 22.1
Mining and quarrying 2.1 0.G
Manufacturing 38,4 25.8
Construction Ga i 7.9
Transpoyt and communication 7.0 6.9
Gas, alectricity, and water 1.8 } *
Distributive trades 12,2 18,2
Flnoance, banking, and serviees
other than public services 24.0 16.2
Publle services .2 3.0

Source;  Troployment and Productivity Gazette and Binployment Status
Burvey.,
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() liodo Hakusho (1970), p. 171,
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Basgie trends In the pattern of exaployment are similaxr between the two
countries In many ways, for example, rapid contractions in agriculture
and mining, and expansions in metal and engineering industries. There
are also some differences: cmployment in old industries like textiles
and elothing has deelined in ohsolute tefms in Britain, but increased,
though more slowly than other. indusiries, ia Japan; congtruection

and distributive trades are among tho fastest-expanding indusiries in
Japan but fairly stable in Britain, in termas of the size of employment,
The expan:sion of employment occurred over all industrics and services
gave agriculture and mining and more than absoerhed abundant supply

of labous during the last decade or so in Japan., Partisl labour
shortoges which appeaved towards the end of the 1950'% have developed

into general ones in more recent years (1).

(1) Today, in Japon, full exaployment and general labour shortage

are gpparent in the sense that almost all workers are in eraployraent
and that many flrms want to hire morc labour at the current wages.
This does not, however, maoan that all workevs are effectively and
fully used.  As mentioned earller, there is a great deal of relative
underemployment:  Many workers, particularly in the traditional
sector, are employed at very low wages, &s compared to workers

in the modern soctor, and their productivity 1o slse low, ro that they

can more effectively e used if they are moved to a more productive
seetor,
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Table 8 . 3
Employment Index by Industry
U.K. Japan

1859 . 68 1858 . 69
(1969 = 100) (1958 = 100)

Agriculture, forestry, and fishing 638 59%
Deining and quarrying 58 40
All manufacturing industries 103 io4
Food, drink, and tobacco 100 132
Chemicals and allied industries 06 168
Metal manufacture 101
Iron and steel 176
Non.ferroua metals 178
Engineering and electrical goods 118
Electrical goods 338
Machinery ' - 228
Instrument engineering 195
Shipbuilding and marine engineering 65 214
Vehicles 83
Metal goods not specified elsewhere 12 253
Textiles 17 104
Clothing and footwear 86 262
Leather, leather goods and fur 88 199
Bricka, poitery, glass, cement, etc, 10% 1938
Timber, furniture, eto. 113
Timber 183
Furniture 27
PPaper, printing, and publishing §1
Publishing and printing 158
Paper, pulp, etc, ' 151
Other manufacturing 125 245
Construction 106 387
Distributive trades 100 313
Gas, electricity, and water 109 136
Transport and communication 93 166
Finance, professional services 135
Miscellaneous services 105
Finance and insurance 228
Services 142 »
Public services 110 122 *

*  Flgures based on 19568 = 100

Source; Hmployment and Productivity Gazette and Yearbook of Labour
Statistics

Note: The U.K. figures cover self-employed and unpaid family

workers as well as employees, while the Japanese figures
are only for employees except for agriculture and services.



The level of labour domand does not only differ hetween
industries but also varies among differeat types of lnbour. Young
workers are in excess demand, while job opportunitics are scarce for
older workers, in Britein and Japen,  This is also veflected in the
narrowing of wage differentinls betweon juvenile and adult workers and
the falling off of woges for older workers, as we have secen in Chapter
4, Young workers, especially new school.eavers and university
groduates, uwually have no power of direcﬂyﬁz‘fegulating their pay and

other conditions of work becaune they arc not yei offfliated to any

Teble & - 4
Great Britain: ratio of the wholly Japan: ratlo of active job
anemployed to unfilled applicants to unfilled
vacancies, vacancies,
March, 19690 Cctober, 1067
Boyas under 18 0.34 Boys under 206 0.3
Men 48 and over 4.80 Men 20.50 0.5
Men 51 sad over 4.4
Girls under 18 0.1 GHvls under 20 g.4
Woraen 18 and over 2. 00 Women 20.50 1.2
Women 51 and over 3.6

Source: Department of Hmployment and Productivity; Ministry
of Lahour,

trade unjon,  Their wages ave, therefore, thought to be directly
subject to market forees. From this point of view we shall examine
the relationship betwoen thelr wages and demand pressures for them

lator.

Since the Second World War many Western countries have
experienced full employment and labour shortages together with the

progreas of unionigation among the workers., Dritain's unemployment
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rate during the lagt two decades or so has been well helow the 3 per
cont mark which was regarded by Lord Bevoridge as fulfilling the

full employmentiarget (1), although the actual number of the unemployed
increaged from a gquavter million is; half a weillion during 195569,
Japan's uemployment rate was 2lso below 3 por cent during the last

16 years {end below 2 per cent, if 1068, 1086, and1958 are excluded).
This figure, Iif taken at foce value, means super.foll emaployment in
Japan, buat it concealed an enormous amount of diaguised unemployment,
without which it would hardly be possible to mobilise 3 .. 4 million
workers to exponding secoirs of the cconomy every year (2).
Mevertheless it vis quite certain that unemployment, either in absolute
terme op a8 pervcentage of the Jabour force, declined in Japan during

ho 1860%, while in Britain ueemployment tended to increase.

Towards the elose of the 1950's there was only one joh vacancy for
every sehool.leaver and for cvery four job appHeants of other types
but in 1968 five job vmcas;ciefs for overy school.leaver and ten job
vacaneics for every eigiht Job applicants of other tyves in Japan {3),
Thuz labour shortages have bécamc; genereal and inereasinglyscute in

recent years there,

(1) Lord Beveridge, ¥ull Employment in a Free Society (1944), p. 1.

{2) School-leavers and university graduates accounied for only less
than one third of the newly hired exaployecs duving 1966 and 1967
and the remainder were job-changers (Source: Minisiry of Labour,
Bmployment Trend Survey).

(3) Source: Miniatry of Labour, Employment Security Statistics.
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3. Labour Demand and Wages Movements

The guantitative analysis of the relationship between wages
and probable e:zplanntory variailes has been developed rapidly since
A.W. Phillips flrst showed, by way of what was Iater called the
“Plzimgé curvae', that in respect of statistical data on wages and
unemployment coverbug 18611957 i Britain, there was a stable
relationship between the cate of change of monoy wage rates (A W)
and the level of unemployment (17), (:;r the rate of change of unemploy ~
ment { A U), ‘except in or iminediately aftor those yr:mrfs i which
there was a very rapid rise in import pricest, (1) Thereafter
R, Lipsey confirmed that e fe!.ationship hetween A W and U,
existed, thongh that between A W and A U was negatived, hut
refuted that the reletionship was stable over the whole pericd, as
Phillipg csserted. (2). Lipsoy found that the ohservations in the
1950 Vdefinitely lie above the curve fitied to the ninteenth-century
detat and suggested that for any givén level of demand for labour,
wages were now pushed up by increased union power faster than
previously (which he called ‘institutional shift!), (3) Other erppirical
studies also suggested that the level of lshour demand was an

important factor affecting wage movements in the pest-war vears (4).

(1) A,W. Phillips, "The Relationship between Unemployment and The
Rate of Change of Monoy Wage Rates in the United Kingdom, 1861
1957, Iiconomieca vol. 25 (1958), pp. 283.-80,

(2) R.G. Ulpsey, "Can There Be a Valid Theory of Wages?", Adv.
Seci. Vol, 19 (1965), pp. 105-12,

{3) ibid.

{4) For example, 1L.A, Dicks.Mireaux, "The Interrelationship between
Cogt and Price Changes, 1946.1050: a Btudy of Infilation in Post-
war Britain', Oxford liconomic Papera, vol, 13 (1961), pp. 267.902;
and L., KElein and B..J0. Bail, "Some Neconometrics of the
Determination of Abaolute Prices and Wages'', Economic Journal,
vol. 69 (1060), pp. 465.82. '
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But this viow has beon ehallenged by Hines who arguss that Yexcoss
deanand ag measured by the lovel of vnomploymont doey not appear (o
have madde a signlficont contribution {0 the explonation of the variance
in wogoe rates over the peried I21.61, ' (1}  There lo yet no aign for
the aettlement of this controversy surronnding unemployment {or
excons deroand) and union power ag determinonts of monoy woges.
Foy exemple, the Nationnl Insiltute Heonorade Roview hoo precloaimed
the opposing views that 'he lovel of nnomployment fa found to have a
atrong fnfluence, ' (8) and, in one of i3 Jator inouos, that Yhe orthodox
Phifipst - typo explanotion simply doos not apply (2. In Jopon
there have alae been sevarael attompts to apply & Phillips . Lipaey.type
randel to the Jopanesge labour market, which resulted in o good

ptatistiont it {4

We bave alzo tested, by o slaple corralption anolysis,
the relationchips Lotween A W rad the level of labour dewmand (as
mensured in tovrmn of 11, A, wnfilled vocaneios, or g combination
of therd and botween wage difforentials and differences fn the level of
labour demend (5).  Hore are gome regults feom it. Geoepally, the

wage level or A w is found fo he far move stronply associated with

(1) A.G. Hnes, op. eit,

{2} Mational Institute Peovomde Hoview, no. 40 (1868), pp. 52.67,

(3) HIA., 56, 55 (8713, pp. 38-51.

{4} 'T'. Watabe, "Chngin Dublike no Kankel {0 sono Seioabuteki Imi",
. Bwagad and We Watabe (eds. ), Nihon.no Bukka {1960), pp.
BH.87. ¥ eoncluded ihat the rate of uncmployineni and the vate
of wage increase wero vory strongly assooiated with each ether
ovey the yoors 1028.32 and 1085.6G4 but wolon density itsell explained
Httle about chenges in W

{4} Cur annlysis covers mainly the Ingt deeade or 5o (See Appendices

X -XIT, X1V, XVI and VIII.)
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the level of lebour derend in Japan than in Britain, Pivst, the rate
of wageinerease i more related to the level of unemployment
{correlation coefficient r =.0.3078 for the U. K. and v = - 0,7014 for
Japan) than the rate of unemployment (v 9 - 0.397% jor the U.K. and
r = - 0,6018 for Japan), But the level of dernand as measured in texrms
of unfilled vacancies better explains changes in the rate of wage increose
in hoth conntries (v * 0,7163 {for the UK. and r = . 00,0161 for Japan),
In Britein, as the ratio of wnfilled vocancies to the labour force
increased, the rate of wage incfeaste roge as well in the 1960's., In
Japan, AW moved inversely with ehanges in the ratio of job
applicents to unfilled vacancies, in other words, the decline of thig

ratio (the rate of excess supply) concurred with increanges in A W,

In Britain, the correlation between the industry wage level
and the industry unemployment rate op unfilled vacancles as percentage
of the Iihour force iz not significant (v = §,2686 and v = . 0.1003) but
that between the industry rate of wage increase and changes in the
indusiry unemployment rate or ratio of unfilled vacancies to the labour
force is a little better (v = 0.8385 and v = - 0,3683 reggectively).
Although it may laaply that wage increased in a given industry concurred
with decrcages in the industry's Jabour demand, it scems that the
inter. i:pduéstry wage differenﬁais in Britain cannot be gegounted for
very much by differcences between ilf.«dustﬁ;*ies in labour.demand pressures:
in other words, it is obvious that the indusiry wege increases were not

due to it excess demand for labour.

Ags rogoards the relationship between the regional wage level
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and the level of labeur demand in the region, there is found only o

very weoak correlation between them in bhoth Britoin and Jepan

{(r = . 0,2733 for Britain and r = . 0,12306 for Jopan). I we fit o
non-linear curve to *ghmn, like the Phillips curve (1), o better-fiited
relation may he found, though with exceptions (Figure 8 -~ 2 pnd

8§ - 3). But these exceptions arve explicable: the South-Wastern

and East Anglia regions are both main agrieultural reglons, within
which there is no importent industrial centre, but close to an imporiant
Industrial area, namely the South East; Northern Kanto, Tokai, and
Sani-in are also sgriculiural regions close to lérfg;e industrial areas
such as Tokyo, Nogoya, and Osaka; 80 that in these regions an absence
of industry (and thus lack of labour demaond) nn;r‘i potential (relotive)
underemployment in agriculture have contributed to a low regional wage
level and ease of access to indusirial centres has eliminated overt
unemployment, Northern I{yushu, another exception in Japan, was
cnce o very prosperous region with coal .mining and heavy inde tries
g0 that lis regional wage level had traditionally been high despite the
deeline of these industries which, in turn, increased unemployment in
the ragion. In this connecilon, we have found that the regional level
of the starting pay of new school.leavers ig foivly strongly associated
with the regional Ievel of dexmpnd for them in Jopan (» = 0.6897) and
that interregionel differences in their pay level are very small, despite

arge differences In the regional level of labour demand, except for

(1) See A.P. Thirlwall; "Regional Phillips Curve", in Oxford
University nstitute of Beonomies and Statistics, Bulletin (February,
1870).
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those regions which are remotest {rom any industrial cenire (like
Tokkeido and Tohoku in the north and Kyushu in the south)or
traditionally low.-wage and indusicy-absent regions (like San-in) and

have o low level of labour demand (See Figure & - 4).



221

CHAPTER 9
CONCLUSION

i, Findings

Prices

(1) The pace of price Increase tended to accelerate gradually
in the 1860's in Britain, while the rate of increase in consumer
prices in Japan rose rapidly in the first half of the decade and
remained at a high level thereafter.

{2) Congsumer prices in Japan rose considerably faster in the
first half of the 1960% and slightly faster than in Britain,

{3) By contrast, other price indexes . wholesale, import and
export - remained fairly stable in Japan, as compared to |
Britain where these prices rose relatively fast particularly
after devaluation in 1967,

(4) The movements in prices, especially import, wholesale and
export prices, are more closely related to one another in
Britain than in Japan where the asgociation between wholesale
and consumer prices is weak.

(5) The movemonts in iroport prices between the two countries
are, as might be expected, highly correlated but not so for
export prices.

{6) One of the main differences in the import price structure
between both countries is that the prices of foodstuff which
conatitutes one third of Britain'a total imports rose considerably.

{7) The prices of basic materials, fuel and capital goods in

Britain rose, while those in Japan remained almost stable.
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The wholesale prices of iron and steel and products of
engineering industries rose in Britain and remained fairly stable
in Japan, while the prices of domestic farm products remained
almost stable in Britain and rose very wuch in Japan,

The prices of housing and services roge yapidly, which
contributed to the increases in the consumer price level in general
in both céuntries.

One of the main differences in the congsumer price structure
ig that the increases in the prices of food (which contributed most
to the rise of the general price level) in Japan and in the prices

of fuel and light in Britain were most remarkable,

wages

The pace of wage increase accelerated in the latter half of
the 1960's, as compared with the preceding decade, particularly
in Japan and if was generally faster there than in Britain.

Although a high vate of wage increase tenled to be accompanied
by a high rate of price increase, the rate of increase in real wages
wan high when the increases in wages and prices were both slow,
in both countries during the lasi two decades.

Movements in wagoes were more closely .related to congumer
prices than wholesale prices, while the degree of association
between those two variablesa is higher in Japan than in Britain,

Wage dispersion, particularly downward spread, 1s generally

muech larger in Japan than in Britain,
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(5) Apart from wider wage dispersion in Japan, the wage
structures of both countries are alike in many ways: the ranking
of occupations and industries (as far as manufacturing induatries
are concerned) is very similar; large firms tend to pay more
than small firms; the wage level is industrial areas with a large
agglomeration of population is higher than that in agricultural
areas; as far as male employees are concerned, their salaries
tend to rise with their age up to their thirties in Britain and to
their forties in Japan; age differentiais for female workers are
narrower than those for males.

{G) in both countries there is a tendency for wage differentials
to narrow in the long run, although they seem to have increased
in the 1850'% in Britain,

(7 In Japan, the wages of workers in low-wage occupations,
industries, regions or small firms, or of female and young
workers, rose faster than the average, which resulted in a general
contraction of wage dispersion,

(8) The industry rate of wage increase was, though weakly,
poaitively related to the industry wage loevel in Britain hut

negatively in Japan.

Productivity

(1) The industry wage level and rate of produétivity growth are
positively associated with each ether in both ecountries but the
association is much stronger in Japan than in Britain where it is
not very significant.

(2) There is no correlation between the industry rates of wage

increase and productivity growth in Britain but, though weak, some
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negative correlation between them in Japan,
Productivity growth Is strongly associated with output
expansion in hoth countries and price increases are negatively

associated with productivity growth in Japan but not in Britain,

Trade Unions

(V)

(2)

(3)

In Britain the rate of increase in the general level of money
wages and unlon density (the percentage of employees in trade
unions), or the rate of change in it, are positively associated,
while in Japan the former is negatively related to union dengity
and positively to the rate of change in union dengity.

In Britain the indusiry wage level is positively, though very
weakly, associated with the indusiry union dengity, while in Japan
there is a fadrly good negative corvelation between the industry
union dengity and the indusivy wage level or rate of wage
increase, |

Cn the whole, trade-union density, or the rate of change in
it, does not explain very mueh about movemonts in wages, as
the correlations between these variables are not very strong.
But we can say with some confidence that in Japan union density
is irrelevant to movemenis in wages (because the correlation

between them is negative at both aggregate and Industry levels),

Labour Nermand

(1)

In both Britain and Japan the ratc of wage increase is

negatively related to either the level or rate of unemployment,



(2)

(3)

(4)

(5)

oo
no
(2}

though the correlation coeificients for them are very weak
(perhaps not very significant) for Britain, as compared with
thoae for Japan which are quige high,

In both couniries the rate of unfilled vaconecies is much
more strongly asaociated with the rate of wage increase and the
degroe of agsoclation between them is very much higher for
Japail.

Differences between industries in the level of labour demand
(25 mweasured in terims of the rate of unemployment or unfilled
vacaneles) do not explain the industry wage lovel or rote of wage
increage but o high industry wage level tends to be agsccianted
with a high industry rate of unemployment or a, low industry rate
of unfilled vacancieg, in Britain,

The linear relationship between the regional wage level
and unemployment rate or level of excess supply (a3 measured
in terms of the ratio of job appliconts to vacancies) is weak for
both countries but there secms to be a gignificent non-linear
relptionship between them, like a "Phillips curve,

On the whole, ithe level of labour demand far hetter

explains the movements o wages In Japan than in Briizin,

Money supply, ete.

{1)

The rate of increase in wages is negatively (but positively
and more strongly if we allow for time lags) correlated to that
in money supply in Britain but there is no such correlation in

Japan,



(2)

(3)

(4)

2,
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The movements in the wage level and money supply are
closely associated with one anothey in both countries.

The pattern of industrial concentration is similar between
the two countries:  The level of industyial concentration is high
among the heavy and chemical industries and low among the
light Industrics, serviees, distributive trades, congtruction,
cfe., with soine exceptions.,

in oligopolistic industries, the degree of unionisation, the

wage level and the rate of produetivity growth are generally high,

Wage Differventials and Labour Market Steucture

Wage differentinls spring from various source. In

classical cconomic theory, which agsumes perfect competition in

both factor and produect raarkets and homaogeneity of Jabour, the wage

differentials are essontlally aseribed to differences between occupations

in non.pecuniury advantages or disadvantages incidental to the

occupation and the cost of skill acquisition, Thiz theory of

occupational wage differentials explaing nothing about other types

of diffeventials which do exist, excopt that these differentials arise
from differences in skill mix between flrmas, industries or regions.
Tivan the existing occcupational differentials seem to he much wider
than the theory would justify. We have seen, in Clmpter 4, that
within a given occupation there iz a wage dispersion which is often

wider than that in the average wages between different occupations.
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Ve have also showed that there are gonulne interregional, interindustry,
or inter.firm differentials: workers ol o glven oeevpation in o high.
wage ragion, industry or flem earn more than their counterparts ina
low.wage region, industry oy firm. To oxplain this, wae have advanced
o hypothesis that the labour market ix gtructured or fragmented in
various ways beeausc of Umited labour mobility and availability of
market information.  Apart fromn the cecupationsl markets for certain
types of Inbour which may be orgeniced on a nation.-wide basis, there
are geparate local markets catering for locnl industries and only
weakly linked with one another by lHmited interreglonal migration of
labour, and within the lecal market firmg have developed an internal
Inbour morket which continuougly and exclusively ceters for their own
needs and which is more or less linked with the external market (i. e,
local morket as & whole)s  Under these circumsiances, some firms
or industries which have ndvantages over others in profitability or
labour productivity may, for various reasons (montioned in Chapter

5), pay their cmployees highor wages than the average. Capital and
labour {including monagerial and scientific talents) are unevenly
distributed among the vegions. I new industirice grow in some
(ugually urban) area, they draw lobour and capital from within the

area or other oreas but capitel moves more swiltly between regions
than Iabour deos because the capital market is more highly developed
by nation-wide finanecial ingtitutions thon the labour market and the

cost of migration is wwch lower for the former (cxcept fixed capital)

than the lotter. As a resuli, capital concenirntes faster than labour
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in the prospevous aren, while the local labour market there tightens,
despite the presence of labour regorve elsewhere, so that wage

differentinls hetween the prosperous and other ogions will widen.

Wider wage differentials in Japan than in Britain are
eagentially ascribed {o larger differences in the level of labour demand
and productivity (or profitability) between rogions, industries or
firms owing to the rapid and wnbalanced growth of the national economy.
But at the same time the foomaturity of the labour maorket and relatively
limited labour mohility have retarded the narrowing of wage
difforontials. U a coilective bargaining systen: were established on
a national or indusiry-wide basis, 28 in Britain, it would play a role
in reducing wage diiferentials between regions, industries, or firms
within the incdustry in Japan as well, In this case, however,
fundamental diseguilibria between them woukd not be eliminated but
could, on the contrary, h¢ aggravated: to put it in another way,
ior example, artificinl wage levelling would inereosic unemployment
in the low.wage, depressed avens, while lebour shortages elsewhere
remain t;malaated. in reality, fortunately (?) Japanese irade unions
have riot heen in a poaition to piay such a role 5o far, but the developing
lahouyr shorteges have increased labour mobility, which has resulted
in a general contraction of wage differentials, Yet there remain
great lmbalances in the allocatien of manpower and capital between

reglons, indusiries or firms.

It seews that highly developed internal labour markets are

more common in Japan than in Britain,  They have advantages and
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divadvantages. One of the muadn advantages lg that the enployoer 18
more willing to make investmoents in hig employees in the form of
internal teaining or othorwise,  This is heneficinl for not anly the
employer hut also individual ersployees involvad and tho notfon as @
whole, for, from the employeets point of view, It will lead to bis
cagreey development and from (ho standpoing of the netionol ceononsy,
i will lead to on funerease in the supply of skilled Irbony ond thus

tho hmprovewmont of the quality of the nationts mnsnpower.  Anothor
advantage 1o that & atable and continuons employment couplad with
proamotion progpoeets within the fivm is certainly condueive io the
stnhility of management.lobour yelationn there., A third ia thoat such
a labouyr mavkel structure has contributed {o the cmwlapment of
naltiple, amall labour orgonisations end o decentralised collontive
hergaining system and thus provented teade unions from moncpolising
tho labour market. Wo thorefore congider that the Japanese

lzbour market i3 generslly more corapetitive thas the British counter-
pavt which Is chavacterlaed by industry.wide labour organisations
and o relatively centralined coliootive bargaining syeton.  On the
other ond, thefr mest hmportant disadvaniage is that they tmpede
labowy snability betwioen fiveos ov Industrica and thus an optimuin
allosotion of manpowoey at maperosconomic level, While there was
a larga labour resorve, this wag not o gerious problem,  Now that
full croploymoent {in the sonso thet all workers are in employment)
hna been roslivged, howover, the neut step s to ollminate pockets of
velative wdevoploymoent {L.¢. substondard-wage workers) in the

lov-preduetivity sectora by shiftiog such workers to a nore productive
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sector, But the fragmentation of the labour market at company level

has made it difficult in Japan.

In any internal wage structure, if a particular pattern of wage
relativities among the employees is astrictly maintained by management
or trade unions, irrespective of supply and demand conditions for each
type of labour in the external market, wage drift may result from
increases in the wages of particular groups of employees which are
originally induced by changes in demand for thein in the external
market or otherwise. The system of age differentials in Japan and
the systems of wage relativities between skilled and unskilled workers
or between piece . and time - workers in Britain have often been

important sources of wage drift.

3. Demand Pull or Cost Pash?

The causes of price increases may be reduced to excess
demand or cost push. As menticned in Chapter 1, however, demand
pull and cost push go hand in hand in the full.eruployinent economy
once inflation gets under way. It is obvious that in Japan the pace at
which congsumer prices roge increased with accelerated economic
growth in the 1960%, but in Britain increases in consumer prices
concurred with slow economic growth, This is one of the reasons why
we suspect that price inflation in Japan has essentially been due to
demand pull, while that in Britain may have been caused by cost push.
Of course, economic growth brings about increases in production

capacity and thus contributes to the elimination of excess demand.
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Bvoen If excess demand is eliminated by incrasses in supply, however,
certain incresges in the price level may be inevitable with economic
growth, because of the limited avallability of resources and frictions
incidental to factor mobility. That is to say, the transfer of labour
{interregional migration and training) and capital (accelerated
depreciation of fixed capital) entalls cost; and eoonomic resources
like manpower, land, minerals, water, ete. are limited and have to
be exploited in a niore expenaive way as what is ecasily available fa
axhausted, so that the marginal supply cost of national output may
increuse with its expansion, though technical progress may prevent
the marginol supply cost from rising by making possible a more

effective utilisation of these acaris: resources.

We just suggested that price inflation in Sritain might
have taken placo without o large excess of demand. 'This may be
incorrect, however, for exccks demand may have existed there; only
it may not have bean realised in output expansion for lack of investment
and production capacity, Nene the less there are some evidence
that excess demand, if any, might not be general (for exanple,
unemployment level haa tended to drift wpwards, particularly in recent
years) in Britain, while demand generally increased in Japan because
all industries expanded their employment there. Excess demand
may arise from investment, consumer expenditure, exports or
government expenditure,  During the last decade, the incresse in
expenditure on dosnestic capital formation was most Limpressive and
its share in total national expenditure rapldly expanded in Japan,while

it was less remarkable in Britain,
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Composition of Increases in National Expenditure
Attributable to Various Sources, 1959 - 69:

U.K. Japan

Total expenditure 100 100
Consumer expenditure 43 43
Government expenditure 16 7
Gross domestic capital formation a5 40
Exports 18 10

Source: Mational Instituie Economic Review and the Eeonomic
Planning Agoncy.

The increase in consumer expenditure can mainly be ascribed
to riges in income from employment,  The sources of investment
funds are undistributed profits, isgue of securities, bank advances, or
government loans. The issue of securities and undistributed profits
are main sources of inveatment funds for British firms, wheress
Japanese enterprises heavily depend on bank advances, Japanese
firms have been short of invesiment funds and banks, willing to make
ioans to thein, Since Japaneae banks also lacked money despite the
high propensity of Japanese households to save, the central bank
allowed them to overdraw. Thl_xa the monetary anthorities deliberately
supplied money in quantities so as to encourage banks to lend investment
funds to private enterprises. As shown in Chapter 1, oven if we
allow for rapid economic growth in Japan, money supply rose still
considerably faster there thon in Britain, It 18, therefore, likely
that excessive monoy supply contributed to the rise in the price level

through the creation of excess demand, though the increasc in money
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supply were not directly related to rises in the price level in Japan.

This i probably because the incresses in money supply were used to
cater for invesitment, rather than for consumption, which created
excess demand {n the short run (say, in the first half of the 1960's)
but increased production capacity later (in the second half of the
decade). Hank rndvances in Japan were concentrated in large manu-
facturing firms, which brought about large improvements in pro-
duetivity and relative price stability there, as contrestod with rising
prices of manufactured poods in Britain, while small firms and
agriculture which produced mainly consumer geods lagped hehind in
productivity growth and met mounting demand with price increases.
These price increases cannot be accounted for by the assumption of
oligopolistic market structure because these sectors are intrinagically
competitive, though some of them are protected by government-
initinted cartels, in Japan. Wage costs in these traditional sectors
also rose faster than those in the modern sector but this is due to
labour shortages becauge workers employed in the former are not at
all or only poorly organiged. Thus, the competitively determined
prices rose fastest in Japan, while the prices of oligopolistic and
high.productivity manufecturing sector rose as fast as those determined

more competitively, in Britain,

In both Britain end Japan inereases in consumer expenditure
lagzed behind those in other items (save government expenditure in
Japan) in percentage terms and personal sevings ratios rose during

the lsst decade, so that we cannot aseribe general excess demand,
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if any, pavticularly to the incereases In consumer espendifure. An
excesn of wage inereases over productivily improvements causes a
rise in the cost of production, But these wage increages are not
necesaarily due to excesrsive wage clolms by trade unions but meaybe

to lrbour shortages. In Japan, wages rose foster in competitive,
low.wage industries than in oligopolistie, high-wage industries in
recent years, Since those low.wage industries are not well
organised, trade unions are not to blame for it. It seems, therofore,
more reasonable to consider thot labour shortages have pulled

up low wages., In Britain wage advances in oligopolistic manufacturing
indugtries were ag large as or sometimes largey than those in other
induatries and services, In Japon increases in consumer prices
mainly arose from excess demand for the products of low-productivity
sectors llke agrieulture and smaoll firms in manufaecturing and services,
and the consequent rapid increases in the low wages of employees and
the low incomes of self~-employed persons working in these sectors
and distributive trades (the latter increases were, of course,
supported by excess demand for the products),  Here one might ask
why the prices of goods manufacturad by the modern sector rewmained
stable, instead of falling oo as to offset the rises in the prices of

thoge traditional sectors. This may be better explained by the

existence of the world mwmarket, which we aball discuss later.

Trade union influence on wages scems to be much weeker
in Japan than in Britain.  \We have also showed that the wage patierns

set by large firms in leading industries did net have any great spill.



over effect on thoe wagen of small firms in Japoan.  Lastly, wage
movements in Japan are most closely associated with changes in the
level of lnbour demand, while the correlation between them in Britain
was rolatively very weakly.  On the whole, we may conclude {hat
inflation in Japan has so far boen more of o demand-pull type, while

in Britein cost push elements have been move lmportant.

4, Policy Implications

inflation is a problem which almost all countries have
suffered to a greater or lesger degrec. This partly reflects the
interdependence of natfonal eccnomies through International trade,
The higheyr the proporiion of overseas irade in a country's national
product, the more it will be affected by "iaflation disease" preveiling
in the world market., Rises In iroport prices push up the cost of
domestic products and thus domestic prices and, perhaps, eventually
export prices. In this connection, devaluation may redress deficits
in the balance of payment in the short run but at the game time have
an adverse effect on domestic and export prices through rises in
import prices and induced wage increases in a longer run.,  This has
been shown by the British case in racent years. Today nearly four
fifths of the world's exports of manufactures ave supplied by six
major industrial countries, namely West Germany, the United States,
Japan, the United Kingdom, France and Italy., We may well assume
that cach of them has a aupply curve sloping upwards to the right

(1.e, the price elasticity of supply is between zevo and infinity) in

the short run beeause of high employment prevailing in these countries
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or other limitations. There is reason to think that tha supply curve
of the rest of the world also slopes upwards to the yvight in the short
run. If one of the six Industrial countries puts up i{s export prices
due to cost inflation at home (. e. g as in the United States in the latter
half of the 1060%), it will lose part of its ahere in the world market
and other countriecs will gain but at the same time the export prices

of the gaining countries also tend {0 rise, If they do not raise

thelr export prices, surpluscea in their balonee of poyments mount up
and it must end up with the revaluation of their curvency; the result
will be a rise in their export prices anyway. Trom the standpoint

of importing countried, a rige in the export prices of manufactured
goods in o vise In their import prices, which may trigger off domestic
nflation in these countries or make their terras of trade unfavourable,
This produces further repercussions among them.  For example,
faced with riging import prices of manufactures, Arab oll-producing
countries recently {ook a concerted action against industrial countries
1n putting up their export prices of oil,  Interngtionnl oil companies
have passed this price increase on to congumers in industrial countries.
Under these civeumstances it i almost imposgible for any frec-trade
country to stay immune {rom world.wide inflation measles and
eradicate domestic inflotion hy its own efforts alone, though it can
reduce ito rate of inflation at home by absorbing increases in import
prices through productivity improvements. Thua domestic anti-
inflationary policies ke monetary, fiscal ox Incomes policies are

nevitably vulnorable to inflationary trends in tho world market., We




are, thevefore, tbliged {o consider curbing domestic inflation
within thege lmite, unless there is a world-wide concerted attack
againgt inflation (which is difficult to achieve because of great

differences in national interests among the countries).

In this context Japanese industry has 6o far benefited
frow world-wide inflation, for it has been able to expand its exports
without gerious price competition abroad and import basic materials
at relatively stable prices.  But this, in turn, implies that it has
had no Incentive to cut the prices of its manufactured gooda at home,

despite rapid productivity growth and output expansion in industry.

Jearing the ghove arguments in wmind, we shall discuss
domegiic anti-Inflationary policies. First, an incomes plicy is
not effeetive exeept in thosc countries where there are strong
national eentres of trades unions snd employors! assoclations which
have control over their members and a centalisced system of
collective bargaining. This is confirmed by the cxperiences of

Britain where these conditions have not been et and by those of
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Netheprlonds and Sweden which, with well-orpganised national federations

of trade unions and employers® asgoclations and a ceniralised
collective bargaining system, have ochieved gome success in the
lmplementation of incomes policies (1).  In order for an incomes

policy mainly directed towards the regulatlion of wages and salaries,

like that in Western countries, to be eiffective in controlling cost push,

(1) See LA, Turner and D, A8, Jackon, "On the Stability of Wage

Differences and Productivity.baged Wage Pollcies:  an International

Analysis'', British Journal of Industrial Relations, vol, vii, no. 1
(1969), pp. T 1T,
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o conditions are necessary: (1) wages and galaries must
congtitute by far the greatest part of national income (Otherwise
increases in other incomes, which may also be important sources
of cosi push, remain out of control); (1i) the collective bargaining
aystem must be centralised and the collective agreements siruck
wder this aystem, must regelaie o1l imporiant components of the
actunl carnings of employees (Othexrwise wage drift might undermine
the regulatory effects of collective agreements).  When we look at
the structures of trade unions and employers! associations and the
collective borgaining system in Japan, we cannot help but feel doubt
about the likely effectivenaess of an incomesn policy. A voluntgr,y
incomes policy could have much lese chances of success because of
the wide differences of opinion whicl oxist between {rade unions,
amployers and the govorament. To pointz to add are that labour's
share of national income in Japan is still small, though increasing,
as compared with Western countries (1) and that o considerable part
of aetual earnings or lehour constd ig outside the regulation of
collective agreemonts in Jopan.  In erder for an incomes pidicy to
e offectively implomented there {which the present circumstances
do not seem to requive or justify), it will be esscential to streagthen
or create those national centres of trade unions and cmployers?
asgocistions which will have strong eontrol ovor o substantial part

of incomes from employment, and to establish a centralised

(1) Labour's share of national income {(Income from employment as
percentage of national income) was 70,6 per cent in 1269 in the
UK. and 55.0 per cent in 1907 in Japan (Source: Annual Abstract
of Statistics and the Eeconomic Flanning Agency publication).




colleative bavgaining sygicm and promote muinal wnderstanding

between trade uniong, ompleyera and the governmont.
§

Soecondly, tho offectiveness of domend.control policles
as designed to counter inflotion may only be tomporary. The
sgueceze of governmont invesiraont exponditure and money aupply in
peneral will curtell inveatmoent and retord cepital formation which i
é::sﬂential 0 an increase in prmﬁu&z’siqx} capacity and productivity, so
that it will woesken the obility of a courky te cope with wage cdvances
ot home or inflntion importod from abyroad. This i proved by the
British experionce in the past. In this contox{, o put o eurb on
congumner oxponditure by increosed taxes may ho the best woy to
control dernand n o longer run, though it is politically wnost unpopular,
Thirdly, in the caan of Japan, as the expansion of demand and

couiput and the changes in the industrial structure have been rapid
end geeat, noectoral excess demonds have frequently avigen ond
frletions incidental 1o factor mebility have beon lopge. We need
mora direstie polloy measures for the fncilitetion of factor mobility
than i o glow.growlng ceonomy If price stability is te be acldeved
concurrently with rapid coonomic growth, The relative voder.
development of the labour market fn Japan {8 pertly veflected in wide
wage difforentinle fhere, Lobour is slow to move in responge

to excosa domead and high wagos.  In thic commection, the
contractlon of wage differentiala should he roclised through labour
mobility rathar than the ralsing of mintmoem wages or trades unions!t
inftiatives because the latter maey prevent the optimunn allocation of

lakour araong yeglong, industries or fHrms:  In other words, {f the



240

wage level of the low.wage rogions opr indusirics is artificially
rajsed, unemployment may only increasc there, despite labour
shortages elsewhere, and fundamental disequilibria will not be

elirainated,



Appendix T

Industrial Concentretion Ratios in Britein and Janan:
The shere of the three largest firms in the total
output of the industry, in 1958

United Kingdoms

Industry group ner cent
Coal 100
(IFood menufacturing)

¥ilk products 28

Bacon, meat & fish products 21

Grain milling 35
Brecd & flour confectionery &2
Sugar 19
Biscuits 39
Gocoa, chocolate & sugar
conf'ectionery 42
Brewing end malting 15

Spirit distilling and
comnounding 50-60

Vegetable/animal oils & fats 55

Margarine 11
Soft drinks, ciders, etc. 33
Sterch & miccellaneous goods 22
Fruits & vegetable products 34
Tobacco 81
(Textliles cnd clothing)
Cotton/rayon spinning &

. doubling 22
Cotton/rayon weaving 11
Woollen and worsted 8
Jute 42
Warrow fabrics 15
Migcellaneous textiles 15
Textile furnishing 20
Men and boys! outuear 22
Women's/girls‘ outwear 10
Household textiles 7
Dress/lingerie, etc. 3
Overzlls, shirts, etc. 8
Weatherproof 10
Hosiery & knitted goods 9
Lece 11

Corsets & miscellaneous dress 12

Rope, net and twine 33

Japans:

Industry group per cent
Coal 7.0
Milk powder 75.8
Butter 84.4
FPresh millk 33.6
Ham cnd sauseage 26,1%
Flour 53.¢
Sugar 3l.4
Biscuits and crsckers 2T
Cocos snd chocolete 2G.1%
Beer 8.1
Seishu (sake) 3.0
Shochu 36.7
Whisky 9cv.T*
Yeast 54,8
Soya~bean oil i3
Shortenings 49.3
Mergarine 53.3
Mayonneise gz, o%
Soya sauce 20.4
Monosodium glutamate 6%.3
Tobacco 100
Raw silk 27.9
Cotton yarn 17.5
Reyon staple yarn 13.2
Hoollen yern 24,7
Woollen fabrics g,0%
Hemp yarn 64.4
Cotton fabrics 1.7
S5ilk & man-made fibre fabrics 4.1%



Corpets

Bedding, etc.

Canvass goods, sacks,etc.
Hats, caps & millinery

29
22
15
13

(Chemicels and allied products)

Fertilisers & pesticides

General chemicals

Dyestulls
Bynthetic plastics & resins
Coal—-tar products

Soap, detergents, etc.
Pharmaceutical preparations
Toilet prepcrations
Polighes

Man-made fibres

Peaint & printers' ink
Explosives & fireworks

Mineral—o0il reflfining
Lubricting oils & grease
Rubber '

Glass

Cement

Bricks & refractory goods
Asbestoes

Abresives

Chalk, clay, sand & gravel
Pottery

(Metal manufacture)

Iron and steel (general)
Iron castings

Wire & wire memafcctures

Vs T P e T -
SLISCE.Lianelus meval goods

54

33

14

41

69
23

50
89

23
5

88
43
32
50

22
62
61
18
15

30
18

™o
Y

Ammonium sulfate

Urea

Line nitroegen

Calcium superphosphate
BEC powder

Caustic soda

Calcium carbide
Sulphuric acid

Phenol (synthetic)
Synthetic dyestufls
Phenolics
Polyurethanes

Phthalic alkyd
Poly-vinyl chloride
Unsaturated polyesters
Cellulose bhase
Ethylene

Polyethylene

Styrene nolymers
Sythetic detergents
Pharmaceutical preparaticns

Rayon filament yarn
Rayon staple
Synthetic fibres
Paint

Printer's ink
Industrial explosives
Photographic film
Petroleum products

Synthetic rubber
Glass

Cement
Refractory bricks

Pig iron

Iron tubes

Steel tubes

Steel ingots

Hot rolled produwts
Cold rolled producils
Light rolled products
Tinplate

Hire

Jopper products

ii

377
59.0
T4o5
43,9
6007
32.5
42,3%
24.6
92,1%
58.3
43.9%
4C.1%
480 2*
38,1
Za 3*
71.0
80, 3%
80.6%
100 ¥
59° 3**
26, B

62.8
30.9
764
270 3%
48.3
79.5
100

37.3

100

100
48.6
23.9



Non—ferrous metals 21

Insulated wire & cable 57
Ccns and metal boxes 45—~ 60
Industrial plant & steelwork 16
Engineers' small tools, etc. 12

Tools and imvplements 19
Bolts, nuts, rivets, etc. 29
Cutlery 49
(Enginecring industries)

Industrial engines 42
Agriculturasl machinery 46

(except traotors)

Machine tools 18
Mechanical handling 22
General mechanical engineering .

10
Yiscellaneous machinery 8
Textile machinery 38
Office machinery 40
Ordnance & small arms 60
Blectrical machinery 43

Miscellaneous electric goods 30

Blectric appliances (domestio) 45

Telephone & telegraph
apparatus 58
Radio & clcectric anparatus 19

Yotor vehicles 47
ilotor cycles & cycles 57
Locomotives & track
equipment
Railway corriages & wagons 62
Shipbuilding & marine

engineering 30
Aircraft production & repair 42
Watches and clocks 65
Scientific instruments 24

(Other manufacturing)
Paper and board 32
Paper and board products 21

60 - 82

Klectric copper
Llectric zinc
AJuminium

Fabricated aluminium
Insulated wire & cable
Cans

Steelwork
Bridge-girders

Welding sticks

Turbines

Engines for land trensport
machinery

Power cultivators

Tractors

Excavators

Lathes

Fraises

Metal press

Textile mcchinery

Pumps

Sewing machines

Gantry cranes

Copying machines

Ball bearings

Electric generators

Electric motors

Transformers{standsrd)

Trensformers (non-stondard)

Blectric refrigerators

Fluorescent lamps

Automatic transmitters

Radoers

Television sets

Transistorised radio sets

Battery

Ordinary goods vehicles

Light goods vehicles

Ordinary pessenger cars

Light passenger cars

Motor cycles

Electric locomotives

Railway wegons

Steel ships

Watches

Photographic cameras

Pianos

Matchew

Paper
Newsprint

iii

65,8
7747

100
43.7
39.1
75.9%
14.6%
45.6%
77.9%



iv

Stationers' goods 27 Boord 19.3%
Cordboard boxes, cartons 25 Cardbonrd 29.9%
Timber 4 Plywood Q,5%
Wooden containers & baskets 7 Soluble woodpulp TL.0%
Miscellaneous wood/cork
products 6 Woodpulp for papermaxing 31.2%
Turniture & upholstery 8 School textbooks 38.5%
General printing & publishing 8
Newspoper & periodicals 26
frur 10
Leather tonning & dressing 10 Building construction 13.6%
Leather goods 9 Civil engineering 6.5
Lineolaum & lecthercloth 53 Department stores 27.2%
Footwear 10 Banking business 21.8
I'ebhricated nlastics 10 Securities handling 47 . 4%
Gelatine, adhesives, etc. 42 Life insurance 42.9
Miscellencous manufactures 38 Accident insurance 34.8
Hendtruck, perambulators,stc. 32 Shipping 28, 1%
Toys and sports goods 31 Warehousing 20.5
Jewellery, precious metals 22 Commercial TV broadcasting 35.6%
Gloves 19 Electricity 51.1
bhon and office fitting 13
Brushes and brooms. 21
Quarrying & contractors!
plant 27
Miscellaneous building
materials 19
Construction 4

Note:— The figures with one asterisk are for 1960 and those with
two asterisks, for 1963,

Source: Tor the U.L. figures, A. Hunter, Mononoly and Competition (1966),
pp.103-T7; and for the Japcnese figures, Fair Trade Commission,
Nihon no Sangyoshuchu, 1963-1%906 (1969), pp. 161-87.




Appendix IT

Index Numboers

United Kingdom: 1960 = 100
Total
Mining
Total, «ll mamufecturing
I'ood
Colke, ovens,oil refineries

General chemicals

Ingineering & allied, total

Ingineering & electrical
poods
Shipbuilding & marine
enzineering
Vehicles{inc. airecraft)
Metal goods n.e.se.
Metal menufacture
FPerrous
Non-{errous
Textiles
Leather, fur, etc.
Clothing end footwear
Bricks, pottery, glass,etc.
TPimber, furniture, etc.

Paper, printing & publishing

Other menufccturing

of Indu
1960 (1963 tor Japan)

stri
a

S

118

o1
119
113
125
142
118

134

87
103
98

97
8
104
87
102
133
145
118
103

al
a

Production in 1967, tekins

base yeur

Japzn: 1963 = 100
Total

Mining

£11 moanufecturing
Food

Petroleum & coal products
Chemicanls
¥achinery

Iron and steel
Non-Terrous metals
Textiles

Leather & leather soods

Ceramics

Timher

Paper and wond-puln
Other manufacturing

Source: Monthly Digest of Statistics and Statistical Abstr:ci
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100
165
143
113

151
123
147
161
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Avpendix IIT

Changes in Structure of Relative Prices

1. Consumer Prices

Changes in the overall price level have been accomponied by
changes in the structure of relative prices and in the latter again
there are some romarkable contrasts between Britain and Japan. As
already mentioned in Chapter 3, consumer prices have been rising at a
higher rate in Japan than in Britain since the beginning of the 19060's.
Among other things, food prices showed the highest rote of increase and
contributed to a large vart of the rises in the consumer price level in
Japan, while the British rate of increase in food prices woas much more
moderate (See Table III - 1 in the following page)a The item which
disnlayed by for the largest price increase among the British consumer
prices is housing, followed by.fuel and light, scrvices, and miscellane-—
ous goods. But this statement may be misleading because the prices of
some sub-items within a particular item, like 'books, newspapers and
nericdicals' among the miscellaneous goods, increased much faster than
those of other sub-items in the same commodity group, as showed in Table

ITI-2. The items "housing" anc '

'misccellancous goods and services"
registered the second highest rate of price increase in Japan, though

the actual magnitude of the rise in the prices of housing in Japsan

seems to have been undervalucd by British standords because it includes
durable household goods which is a separate item in the Britich classi-
Tication and whose wrices have been among the stablest in Japan as well
as in Britain. The land prices in Japan haeve been sorring to such on
extent that their level in the urbon arsa in 19566 was almost twelve times
as high that in 1955 (1), which was, logether with rising cost of

building (2), inevitably reflected in high prices of housing. The rapid

(1) HeFujino, "Chika~-josho to Zeiseiseissku", Ekonomisto (March 20,
1970), p. 144.

(2) II. Kato, "Kimete-kalku Bukka—ronso" Bkonomicto (op. cit.), 0.60.

— =

fvercge annual rates of increase in land prices and buildine cost

of wooden houses: ) .
1955-60 1960-65 1vu5—-68 196E6-0

Lond prices in urban area % 25.5 16.0 10.8 1G.2

Building cost % 4.7 9.6 8.9 14.0
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Table IITI -~ 1

Percentose Increrses in Consumer Prices over 1958-68
by Brozd Group of Consumer Goods

United Kinzdom: Retail Prices Japan: Consumer prices in cities
g Yeishi with 50,000 inhabitants or
% Weights noTe
All itenms 35 1000 g Heisnts
TFood 27 263 Total average 63 1000
Alcoholic drink 30 63 T'ood 72 425
Tobhacco 44 66 Housing * 62 107
Housing 63 121 Fuel and light 15 50
Tuel and light 54 62 Clothing 38 128
Durable household goods 15 59 Miscellaneous goods
Clothing & footwear 18 89 and cervices 62 291
Transport & vehicles 34 120
HMiscellancous goods 41 60 * Iousing includes durable house-
Services 51 56 hold goods.
Table 11T - 2
United Kingdom: Percentuge increos— Japan: Percentage increases in
es in reteill prices over 1962-68 consumer prices over 1965-67
A1l items 25 Total average 11
Food 24 Goods 9
Bread, flour, cetec. 30 Farming & aquatic products 15
Meat ond bacon 31 Rice, vheot, etc. 15
Milk, checse and eggs 14 I'resh vegetables and
Vegetables 36 fruit and raw fish 14
Housing 41 Hanufactured goods 7
Rent 45 Foodstuff vrocessed or canned 7
Rates and water charges 46 Big~firm products 4
Fuel and light 31 Small-{firm producls &
Conl and coke 26 Textiles 7
Gas 20 Durable household goods 2
Blectricity 45 Other manufactures 8
Durable household goods 13 Services 14
Tronsport and vehicles 20 Rent on private housing 21
YMotoring and cycling 13 FPeres, water charges, etc. 9
I'gres Persconal services 17
HMiscellaneous goods 25
Books, newspapers and
periodicals 58
Services 31
Postage and telephone 23
Entertainment 26
Other services 38

Source: Imoloyment and Productivity Gazette; Statistic. Bureau, the
Prime Minister's Offlice.
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and continuous rise in the prices of housing and services, which seems
to be a common vhenomenon in industrial countries, is expected to
nroceed vith the further concentrotion of pooulation into big cities
and their surrounding arca and the rise of per—capita income level
which bring about more demand for better standards of housing cnd ser-

vices.

The prices of clothing rose much faster in Japan than in
Britain, though the prices of textile goods had fallen since 1%55 and
those of Britain had risen slowly, as we shall sece later. The reason
ig probably that the Japsnese clothing industry consicting meinly of
smally inefficient firms hes not been able to cover increesing waze
costs with productivity improvements, while a lorge part of textile
goods are iaported from abroad or produced by lorge—-scale efiicient
firms. Many small {irms producing other consumer goods have been faoced
with the same sort of problem. ' In the Japanese food—-processing industry,
for examnle, the differences between small-firm and large-firm sroducts
in the rate of price increase have been remarkable (See Table LiI-2).
This phenomenon did not osreveil before 1958 (1). The incrocses in the
vrices of wlceoholic drink, tobacco, fuel and light were much footer in

s

Britoin then in Japan where these prices fell during 1951-64. inmong

other things, the rise in the price of electricity in Eritain in the

1960's was remoarkeble.

2. +holesele Prices

The British wholesele price level of monufaoctured goods rose
by 40 per cent, as comparcd with 5 per cent for the Japrnesc countersrt,
over 1955~69, as shown in Taoble 1II -~ 3, and Table IIT - 4. In Pritain,
above all, the lrrrmest price increases took pluce in the otecl ead
cngincering industrics where modern technology is most applicable cnd
lerge productivity improvemenis sre feasible, though the engincoring
incustrics suffered from large increcses in the prices of bozsic n tericlis
and fuel. 1In Japan, the prices of products of the lesding "/rowuth®
gectors, such as chenicals, pctroleum cnd allicd products, michincry,
etc. werce almost constant or cven on the decreasse during. the veriod under
consicderation. The prices of food, timber, peper, clothing, coremico,

ctc. increoused, gradually acccelernting their pece of increcsc.

gl) S. Yasui, "Wego—kuni no Bukka Shisu", in H. humagai cnd T. Yatebe
(cdse), one cite, p. 149.

i
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Teble ITIT - 3

Per o Chenges in Yholcscle Prices over 1655-6€
by Selected Sectors of Tundustry, in the United Kin -dom:

411 menufectured vroducts (home merket sales) 40
I'ood menufrcturing industries 33
Chemical (nd :1licd industrics 1z
Stecl indusztrics A3
Ensinecring cnd allied industiries A6F
fextile other than clothing industiry 12
Sloining ond footwecr indusiries 24
Timber indusiry 30%
Pover industry o6

¥ Pigures for the veriod between 1S54 end 166¢.
Source: Annual Abstract of Statisticss
Teble IIT - 4

Percentoge Chonmes in Hholesele Prices over 1055-6¢
by Sclected Groups of Commeditics, in Japan:

A11 menufactured products 5
Food. 32
Chenmilcals - 21
Tron ond siteel GebH
Non—~Ierrous metals 34
Metal goods not clsewhere specified 31
Hechinery 2.5
Textiles - 5
Timber :nd wooden products 138
Peper, pulp end allied products 5
Coremics 2
0il, co«l ond allied products -

Yigeell: ncous goods

Oy

Non-manufacitures

SN
WS Q0

Sources Bonk of Jopan.

he prices of besic moterials and fuel used in indueiry olso
increcsed much faster in Britain than in Japen in the 1660's. 'The ris
in the prices of fuel wes particularly large in the former country. The
nrices of construction materials and copital goods eleso roce stesdily
at & good pace there, On the other hend, in Jspan, the vrices of bosic

£

materials cnd cepitel goods znd fusl and power remnined clmoszt z=toble,
except thet the prices of building maeterisls rose rapidly in the loticr

helf of the 1260's. This is in shoarp contrest to a stesdy rise in the

53 prices oI procducer's soods duringg Tas neriod.



Table III - 5

Percontlroe Shingces in the Wholesale Prices of Producer's
end Cepital Goods over 1960-69

U . . Japan
Dresic meterials 23 5
Ivel ond power 29 - 0.5
Construction m:terials 26 25
Capitel goods 29 1

Note:— 1. The U.k. fisures sre {or brsic materiale and fuel purchased
by menufrocturing industry only.
2. Capitoel goods consist of plant, vehicles, building, ©..d
otiier fixed - So
Source: Annucl Lbstract of Statistics end Bank of Javan.

oy
SECT

3. Import and Export rrices

The import price level vose much faster in Britoin thon in
Japan in the 1660's, purtly because of Geveluetion of the vound sterling
in 1¢67 in Britsin. Cne of the most important differences in the
im2ort price structure between the two counirics s thet the [Lritish
import prices of food, bevercge ¢nd tobacco, whose weightls were more
than 30 ner cent of the whole, rose in a considerable measure, ithile

their Jezponese counterparts remeined clmost stoeble. In both countries,

Table III - 6

Percent:ge Increnses in Import Prices over 14¢5¢ — 69
United iinsdoms Javan:
Heilshts deights

1£69) (196%)
Totel 24 1000 Totezl & 1000
Food, beverege & tobacco 186 327 Foodstuflf 1 185
Basic materials 15 222 HMetals, ores, etc. 22 180
Fuel -10C 106 ¥Minersl fuel -7 205
Manufoctured goods A5 337 Textiles 3 114
Machinery 64 gl
Chemicals ~26 51

Miccellaneous goods 22 174

Source: PBoerd of Trade and Bank ol Janan.

the import prices of manufectured goods, especially moechinery, registered
the largest percentege increase, and those of fuel decreased during the

period as o whole, though they turned upwards in the second half of the



1960's in DBritain.

In contrast with 2 slightly downward tendency in the Japenese
cxport price level, all British exvort prices of mein items increased
more or less, in the 1960's. The export prices of chemicals, machinery,
end metals, which constituted more thon 60 per cent of her exports,
decreased in Japan, while the export prices of these goods, which zlso
constituled more than 60 per cent of Rritain's exports, increcsed con-
siderably there. The export prices of such goods as foodstufi, chine,
and other miscellaneous goods rose feirly rapidly in Jzpan as well but

their shrre in her exports wos less than 20 per cent in 1969.

Table IIT -~ 7

Percentage Changes in Lxport Prices over 1959-69

United Kingdom: Weights Japan: ziigg;s
(1969) e
Total 30 1000 Total - 3 1000
Non~-manulacitures 11 145 Foodstuff 45 41
Menufactured goods 24 824 Chemicels —42 65
Chemicals 7 84 Textiles 7 187
Textiles 33 63 Metals & allied goods .
-2 200

Metals 40 121 Non-metel minerel

Machinery & transport produsts 25 32
equipment 35 417 Machinery —-24 355
Other 38 139 Miscellaneous poods 27 114

Source: Board of Trode ond Bank of Jopan.
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hvpendix IV

1. Inderes of Consumer Prices and Money Supply

UK: Consumer Money Japan: Consumer Money

Year nrices supply prices supply
(1951=100)(1956=100) (1952=100) (21956=100)

1955 112 89.5
1956 125 100 113 100
1957 130 102 116 104
1958 134 106 115 ©117
1¢59 134 110 116 136
1660 136 115 120 164
1961 140 118 127 194
1962 146 122 135 226
1963 149 131 146 304
1964 154 138 151 344
1¢65 161 148 161 401
1966 168 154 169 A2
1967 172 171 176 520
1968 180 183 186 600
1969 120 188 195 724

Source: Annuzal Abstreoct of Statistics: and Bank of Japan Economic
Statistics Monthly.

Correl: tion confficients for Indexcs of consumer vrices &ud money suosdlys
L. 0.9922 for the United Kingdom.
2o 0.9940 for Japan.

2. Percentage Changes in Consumer Prices and Money Supoly
over the Previous Year

UK: Consumer Money Japan: Consumer Money
urices supply prices supply
1956 0.3 11.8
1957 3.7 23 3.1 4.2
1958 2.9 3.2 - 0.4 12.1
195¢ 0.5 4.4 1.1 16.7
1960 1.0 4.1 3.6 20,3
1¢61 3.5 3.3 5.3 18.4
1962 4.2 2.6 6.8 16.6
1963 1.9 5.0 7.6 34.5
1964 3.3 7.8 3.8 13.0
1965 4.7 7.6 7.6 18,2
1066 3.8 4.1 5.1 13.9
1967 2.5 10.6 3.9@ 14.1
1968 4.7 Te2 5.4 13.4
LC6G 5.4 2.9 5.2 20.6

Source: The same as sbhove.

Correlation coefiicients for percentage changes in consumer prices
and money supply:

- 0.0391 for the United hingdom; 0.5396 for Japan.

2. Retwecen ecnrual retes of increasc in money supply and ueges (See
Appendixes N,AT ) - 0.4554 (for rates of woge increase one year
loter, 0.8020) for the U.ko; 0.0082 for Japan.
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Appendix V

Percentarse Chonges in Impori, Wholesale, Consumer, and Export
Prices over the Frevious Year

United Kingdoms

Yeor Tmport %holesale Vholesele Consumer Export

prices nrices for wrices for orices prices

besic Tinishad
materials goods

1951 8.4 17.6
1659 7.7 2.0 8.9 44
1953 - 8.9 -10.0 - 2.0 3.1 —3e2
1954 - 1,0 - 2.0 0.0 2.0 -1.1
1955 3.0 Hel 3.0 3.9 2.2
1656 1.9 2.5 do.2 5T 3.2
1957 1.9 0.0 3.7 3.7 5.2
1958 - 7.4 - 7.8 0.6 2.9 ~1.0
ene - 1.0 1.3 0.4 0.5 -1,0
1950 0.0 0.1 1.3 1.0 2.0
1961 - 2.0 - 2.2 0.3 3.5 0.0
1¢62 - 1.0 - 0.6 2.2 4.2 1.0
1963 4.2 2.6 1.1 1.9 we G
1¢64 1.0 da 5 0.4 3a3 1.¢
10565 0.0 0.5 3.8 A7 1.9
1966 1.9 E 2s0 3.8 3.7
1067 C.0 - 1.9 1.2 2a5 1.8
1968 10.4 10.1 3.9 4.7 7.8
1669 4.3 3.5 3.9 5.4 3.2
Japans
Yeor Imvwort Wholesale Conoumer Lxport

prices prices nwrices prices
1952 3.1 5.0
1953 0.0 0.3
18654 - 4.1 0.7 6.0 -3.6
19955 0.8 -1.8 -1.0 0.0
1956 0.0 4od 0.3 4.6
1957 0.0 3.0 3.1 2.7
16586 -~ 11.6 -6,.6 -0.4 ~-C.1
Lone - 2.9 1.0 1.1 4.0
1660 - 1.0 1.0 3.6 0.0
1961 0.0 1.0 5.3 -3.8
1662 - 3,0 -1.0 6.8 ~3,0
1963 3.1 1.8 7.6 2ol
1964 2.0 0.2 3.8 2.0
1965 - 2.9 0.8 1.6 -1.0
1066 2.0 7ol Fel 0.0
1967 - 1.0 1.8 3.9 1.0
1968 1.0 1.8 564 0.0
1969 2.0 2ol Yol 3.0

Source: UN Statinticnl Yearbook, Anmual Abstract of Str**-iics ond
Benk of "Japan DBconomic Steotistics Monthly.
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SJoeilicicnts

vorrelasiion

1. Botvern iaport nrices rnd wholesule svices (for basic muteriels only

Tor the .. ): 0,9695 for the Udi. 3 0.7681 for Japun,

<. Dotweoen wholecuvale nrices for besic mutericls and finiched ~oous in
the Ueno : 0.83044.

3, Belucen consumner vrices ond <holes:sle wrices (for finished goods in
the U.5.): 0.5227 for the UKoy 0.,2785 for Japan.

4. Between cxnort prices and wholessle prices (for finiched goods in the
U.ile): 0.7851 for the Uen. 3 0.7318 for Jepan.

5. Between the import »nricen of the U.h. and Japan: 0.7%37.

6. Beticon the cxvort prices of the UoK. and Japan: 0.3094.

7. DBoticeon the consumer prices of the U.n. end Japan: 0.4566,

8. Detueen the consumer prices and ennual rote of wage increrce (Sce

Apvepdices X onad XI): 0.5133 for the U.ko.y 0.6340 Tor J:roan.
. Batwcen the wholesale prices (for finished goods in the U.X.) and
annuzl rote of woge increuase: 0.3014 for the U.K.; 0.4550 for Janan.

e

Appendix VI

Industry Hare Level ond LAvercge Size of Establishments ‘n Jenan

Industry group . Vaoge Average number of
level employecs per
1967 establishment, 1206

Petroleum und conl products 148 73

Tron #nd steel 142 112
Publishing, printing & allied goods 127 40
Non-ferrous metal goods 119 13
Chemicals ond allied products 121 123
Trensport equipment 119 1z
Yechunicol engineering 112 , 57

Pulp, papery, and paper goods 104 50
Instrument cagincering a9 62

Metal goods not elsewhere specified 99 36
Bricks, pottery, glass, cement, etc. 52¢) 49
Electriczl engineering Q0 100

Rubber products 89 g5

Food :nd kindred products 85 40
Lesther and lecather soods 85 33

Other mrauiccturing 83 30

Turrn® ture ond Tixtures 19 30

Timber :mnd wooden products T7 27
Textiles 67 4G
Clothing 59 33

Mote:— The indusiry wa-e level is for the averase monthly ecraings of
o1l enployees working ot cstablichments with 30 or more ewployces
8 on index, the averrge for all menufacturing inductries = 100.
Source: Yeerbook of Labour Strtistics end Industrial Census.

Correl:iion coefficient between the industry wage level and EVETUES
size ol esteblishments: 0.5784.




hppencix  VIT

Renlkeine of Tnoustries by .oae Level

'

Tako
Vehiecles 1
Proer, orintin: = publishing z
Motal moaulacture 3
Chenmicrls 5
i incoriae and electric: L sroodn 6
I'ricom, votlcry, ~less, cement T
Yotcl moods nee.g. 8
ood 9

Textiles 10
Pimbor 11

Lezther moods snd fur 12
Clothing i3

Source: Sec Tables 4-6 nd A-T.

Japan

O s 1 CGhviw ot

11
10
13

The rrnk correleotion coeiiicicnt iz 0.86¢8.

wendix VIIT
Industrial onclysis o
Gr.oet Britoin: weely ecrnines of

Tpncusntry oroup

AL menufacluring indusiries
Vehicles
Prper, vrintine end publishing
Motal m-auds cture
Shinbtuildine ond merine engincer’ng
hemice le rod c1lied industrics
Other monudaclurine industries
meincerin -t cnd electrical ~oodo
Bricks, wnotiery, vlass, cement, etc.
Metal eoods not clsevhere soeecified
¥ood, drink -ni tobocco
Textiles
Timber, furnilure, etc.
Clothines andé fotwear
Trovenort ¢ nd communicaotion
Construction
Gun, elecetricity and water
Public Adminictration

Source: Imployment and Productivitly Gaz

Lowest
decile
£
16.8
10,3
17.4
16.0
16.5
8.7
17.5
16,8
16.8
16.1
16.1
15.6
15.8
15.1
16.4
16.4
16.1
3.7

ette.

industry
Correlation coefficient betwecen the louest-decile ond hichest—cecile

carnings levels

: 0.6310,

Hignent
cecile

&

(Iron & stecl)

~

1

Tull—=time mnrnual men peid for
weck in Septomier, 1908

fall



Appendix IX

Jopan: Averarse monthly earnings of regular male workers, 1567
by size of establishment snd industry, as on index,
the sverage mlfor all manufacturing industries = 100
No. of worliers employecd:

5-29 500 or more
Petroloum and coal products 116 121
Tron and steel 114 113
Publiahing, printing snd allied products 108 133
Chemicels onc al.icd produ -ts 115 104
Now—ferrous meial zoods 121 g9
Transport eguipment 105 99
WMechanical engineering 115 98
Pul..;, peper and paper goods 102 102
Instrument ensineering 107 104
Febricated metal goods 106 86
Bricks, pottery, glass, cement, etc. 89 96
Electricel  moods 105 88
Rubber products 107 86
Tood and kindred products 89 101
Leather snd loather goods 110 82
Other manufecturing 161 98
Turnt ture and fixtures ' 04 76
Timber and wooden products 82 84
Textiles 97 a1
Clothing 100 86

Source: Monthly Labour Survey.

Corrclation co fficient : 0.3396.




Apopendix

Uinited Lindonm:

Yecr Rete of Union Perecen—  Uneaploy—  Unem— Uniille:
e density  toge ment ploy— VoCoLnNT1cS
‘nererse (T ) chinge level () ment C8 perion-—

(aw) in T (in '000) Trte tege of the
over the (A[T) lobonr
previouvs Fforce (V)
veor(®T)

16652 0.¢ 44.6 - - (2.1) -

1954 5.8 A1.1 ~ 1.1 - (1.8) -

1955 0.5 44.4 0.7 200 (1.5) -

1056 8.6 44.1 - 0.7 217 (1.2) -

1557 3.5 A4.0 - 0.2 204 (1.3) -

1958 4.6 43.2 - 1.2 408 (1.56) -

1959 3.9 43.1 - 0.2 420 1.¢7 1,02

LS60 6.5 43.3 0.5 326 1.50 1.40

1961 6.5 433 0,0 287 1.35 1.42

1662 4.0 43.1 - 0.5 406 1.84 G.93

1¢63 3.0 43.0 - 0.2 457 2.17 0.¢5

1604 .1 43.1 C.2 349 1.56 1.37

1065 7.5 43.1 C.0 20 1.32 1.64

1666 T.4 A2.5 - 1.4 281 1.38 1.57

1967 col 42,7 - 1.2 503 2.21 1,07

1066 8.5 43,3 L.4 542 2,35 1.17

1969 T-5 44 .6 3.0 538 2032 1.23

Lote:-1l.The rate of wage increacsc is o percentige incroeasce of Lverage
woekly cornings of all manuel worxers ovor the nrevious yeor.
2. The union Censity is the percentage ol employcecs in trade
unions,

3. The unemploymenti level is the number of wholly uncmployed
percons reogictered.

4. The unecmployment T:te is the number of regictercd unemnloyed
cnoaorcentege of the lobour force. The porcthecised isures
sre from the "Mnistry of Libour Gazette (monthly sverares) and
other ficures, from the Netional Institute Economic Revieu.

Source: Emplorment (nd Produstivity Gasette end Nationcl Tnetitute
fconomic Heview,

Correletion coeificients

L. Selvcendd (nd T & 0.3622, 7. Betvecon AT end AT ¢ 0.4277.
3., Betvern AW and U ¢ — 0.3973. do BetucenAW ond A U : — 0.3504.
S5. DotweenAY tnd V ¢ 0.7153. 6. Between AU zndé A& T : 0.41¢0.
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Appendix XTI

Japans

Yoot Qate of Union Porcen— Unom— Unem— Applicant—
Waae density tage ploy- nloy-— VICrney
increcse  (T) change ment nent retio
(A W) in T lovel rete (&)

over the (irn '000) (AU)
nrevious (U)

yerr(AT)

1953 15.2 38.8 .- 750 1.9 -
1054 6.5 37.6 -3.1 aru 1.6 -
1955 5.2 37.8 0.5 1,050 2.5 -
1086 ) 35.4 ~b6.4 aeo 2e3 -
1957 4,6 37.2 5.1 §20 1.¢ -
1958 2.1 34.8 -6.5 900 2.1 3.7
1959 6.1 34,9 0.3 ¢80 1.7 2e3
1960 6.8 33.9 -2.9 750 1.4 1.7
1¢61 11.3 34.5 1.8 660 1.3 1.4
1062 10.3 34.7 0.6 590 1.3 1.5
1063 10,7 34.7 0.0 590 1.1 1.4
1054 10.0 35,0 0.9 540 1.2 1.3
10565 .5 34.8 -0.6 570 1.2 1.6
1966 10.8 34.2 ~1.7 650 1.3 1.4
16567 11.8 34.1 =0.3 630 1.3 1.0
1968 13.6 34.4 0.9 590 1.2 0.¢
1960 15.6 35.2 2.3 570 1.1 0.8

Kote:— 1. The rate of wage ‘ncrease 1is the percentcge increcce of :versoe
' monthly ecrnings of all workerc over the vrevious year.
The unton density is the percentcge of employecs in trade 1 ons.
3. The unemployment level iz ihe number of wholly unemployec
© persons Tegintered with Public Employment Scecur'ty O0fiices.,
4. The unemployment roete is the rbove-defined unemployment level
as perccntage of the labour force.
5. The applicant-vacancy ratio is job appliconts s vercentage
of unfilled vecencies registered with Public Employment
Security Offices.

bl
[=ry

Source: Ministry of Labour.

Correl-tion cocfiicients

l., PetweendA W and T : — 0.1097.
3. Betieenp ¥ and AT : 0.3697.
5. Betweend i end U : - 0.7105.

. Detwecnd W andATU : - 0.6013,
.. BetweenAVW and A : — 0.9101.
. Between AU and AT : — 0.3745.

(@AW ]



Appencix XIT

Unj ted X' nodom: Industrial enalysis of wage level, union density,
unemployment rate, and unfilled vzcencies

Indusiry asroup Wose Union Unenploy— Unfilled
level density ment rate veczncices
Vehicles 115  (52.0) 1.4 1.1
Peper, printing & publishing 113 60.8 1.3 0.6
Metel menufccture 104  (52.0) 2.2 1.0
Shipbuilding & morine enginesring 103 (52.0) 4a0 0.9
Chem icols & 2llied products 101 Noda 2.1 0.8
Other monuf.cturing a9 NoA. 2.4 1.2
Enginecring & celectricel goods 98 (52.0) 1.8 1.5
Bricks, pottery, alesc, cementyetc. 98 Nadio 2.5 0.9
¥elsl soods nol elsevhere speciiied 67 (52.0) 2.8 1.8
Food, drink cnd tobacco g4 9.3 249 0.7
Textiles 89  33.5 2.3 1.1
Timber, furniture, etc, 89 28.5 3.0 1.1
Leather roods and fur 84 19.2 3.1 1.5
Clothing ond footweor 84 39.0 2.1 1.4
Tronsport and communication 101 51.7 2.1 0.7
Mining ond cuerrying - 96 Mol 6.0 1.¢C
Construction o6 21.1 7.8 0.9
Gas, electricity znu water 89 NoA. 1.6 0.4
Certain miscellaneous services 83 5.1 1.6 0.6

Note:— 1. The weage level is the indusiry's averzge weckly earnings of
menual male workers os on index, the averare for 2ll menufac-
turing industries = 100, in fLpril, 1969,

2. The union density is tho percentage of employvecs in trode
unions in the industry, at the end of 1068. The perenthecised
figure ie Tor zl1l engincering ond metal meonufecturing industries
becouse union membership [or ezch industry within this sroup
is not available.

3. The unempnloyment rote cnd unfillew vecrncies nre the recictered
wholly unemployed cnd unfilled vecencies o5 percentuge oi' the
labour force in the industry, in March, 1G69.

Source: Employment ond Productivity Gazette.

Correcl:tion coefiicients

1. Retween the industry wege level and union density : 0.2636
2. Petween the industry wngme level and unemvloyment rote : 0,20630.
3. Between the industry wage level and uniilled vacancies : G.1803.



Appendix XIIT

Japan: Wuge level, percentage changes in it over 1958-69, and
union density by industry group

Industry group lage Wage Union
level risec density
Petroleum :nd coel producis 148 183 55.0
Tron and steel 142 175 65,7
Publishing, printing, etc. 127 184 30.3
Chemicals and zllied products : 121 172 69.8
Non-ferrous metal goods 119 182 62.4
Transport ecuipment 119 153 68.0
Kechenicel engineering 112 203 39.2
Pulp, peper nd poper goods 104 156 34.0
TFabricated metol goods 99 206 19.2
Bricks, pottcry, glass, cement, etc. 98 194 13,2
Flectrical -ngineering 90 156 54.8
Rubber products 89 234 61.5
F'ood and kindred products 85 Wahe 1Ll.7
Textiles 67 214 39.2
Blectricity, =zas and water . 159 165. 63.5
Tronsport and communication 126 172 67.0
Finance and insureance 129 141 65.2
Mining 109 165 57.1
Construction 103 220 277
Vholesale and retail trades 99 160 8.7

Note:- 1. The wage level is the aversge monthly earnings of all
employees working &t establichments with 30 or more
employees in the industry, as on index, the average for
£ll manufecturing industries = 100, in 1%67.

2. The union density is the percentage of employees in trcde
unions in the industry, in 1967.

Source: Yearbook of Labour Statistics.

Correlation coefficients

1. Between the industry wage level and union density : — 0.4721.
2. Between the industry wege lncrkasesd and union density : — 0.3189.
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Appendix XIV

United Kingdom: Percentage changes in earnings, unemployment rate,
unfilled vecencies over 195%6-69 by industry group

Industry group Earnings Unemploy-— Unfilled
ment rate vacancies
Vehicles Q0.6 27.2 57.1
Peper, printing cnd publishing 85.6 44.4 100.0
Metal monulacture T7.2 ~-52.3 500.0
Chemicals ond allied products 86,2 62.5 60.0
Other menufrcturing 81l.1 c.1 140.0
Bricks, potitery, glass, cement, etc. 82.2 -10.7 80.0
Metal goods not elsevhere specified 5.1 16.7 -
Food, drink ¢nd tobacco 90.1 11.5 75.0
Textiles 82.5 -36,.1 175.0
Timber, furniture, etc. T5.5 -11.8 83.3
Leather goods and fur 70.4 18.2 114.3
Clothine and footwear 76.1 - 8.7 100.0
Construction 84.3 56,0 - 10.0
Gas, electricity and water 78.5 45.5 400.0

Note:—~ 1, The earnings are the averege weekly earnings of menuel mele
workers in April, 1968,
2. The unemployment rete snd unfilled vacancies are the regis—
tered wholly unemployed and unfilled vacancies as percentage
of the labour force in the industry.

Source: Employment and Productivity Gazette.

Correlation cocfficients

1. Between percentage changes in earnings and unemployment rate : 0.3385.
2. Between percentage changes in earnings and unfilled vacancies: — O.3683.

Appendix XV

Wage Increcses and Productivity Growth in Manufacturing Industry

Uni ted Kingdoms Japans

Year Rate of wage Rate oi” Tise~ Rate of wege Rate of rise
increase in output per increase in output per

man-hour men—hour

1960 97 4.7 12.6 T7

1961 6.1 0.0 12.5 8.4

1962 4.1 2.8 11.1 2.2

1463 do4 5,2 10.8 8.6

1964 7.6 5.9 11.0 11.0

1965 9.9 4.0 10.8 6.3

1966 5.5 3.1 11.3 9.3

1967 4.6 3.5 12.4 17.0

1968 6.7 6.2 15.5 12,5

1969 8.3 3.0 17.9 15.2

Notes— The rate of wage increase is that of hourly earnings (mele

workers only for the U.K.).
Source: Notional Institute Bconomic Review.

The corrclation coefficient between the two sets of observations is
0.2035 for the U.K.3 0.5895 for Japan.




Appendix XVI

Parcentoge Increases in Wares and Productivity by Tndustry Group

United Kinedom: 1564-69

Industry ages Produc-—
tivity
Agriculture, forestry,
and fishing 39,9 43.0
Mining &nd guarrying 29,0 1¢.2
FFood, drink & tobacco 39.8 17.1
Chemicrls & allied 40,0 33.6
Metal monufecture 36.3 8.1
ingineering & electrical 35.7 27.1
Shipbuilding 48.1 = 2.1
Vehicles 6.8  14.6
Hetel goods n.e.s. 37.0 4.2
Textiles 29,0 2C.9
Leather, fur, ctec. 2%.5 1.4
Clolhing & footwear 34.0 ToT
Bricks, pottery, etc. 36,4 15.4
Timber, furniture, etc. 33.0 - 1.5
Paper, printing &
puklishing 38.3  10.2
Other manufacturing 373 14.4
A1l manpulecturing 37.4  16.7
Construction 38.5  16.5
Gas, electricity &
water 28.1 3°.4
Transvort & communication 44.6 16.5
Miscellancous services 37.6 5.2

Source: National Institute lconomic
Labour, Rodo Hakusho,.

Correlation coefficients between avereg

o]

— 0.0016 for the U.K.; = 0,2037 for Javan.

Jepens 1964-68

Industry

£11 industries and
services

Mining

Construction

Menufacturing

Food

Textiles

Paper and pulp

Petroleum relining

Ceramics

Chemicals

Iron and steel

Machinery

Ilectrical noods

Transport cquipment

Instrument enginecring 12.0
Distributives trcdes

Transport

Frivate reilways
Electricity suvply
Gas supply
Services

wages

12.1
13.1
15.7
11.¢
11.7
11.9
11.4
11.7
11.4
1l.2
10.9
13.4
14.0
10.6

11.9
10.5
1C.6
13.2
12.0
16.7
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Appendix AVIT

UK: Regional wage level and Japan: Wege level and ratio of job apuli-
unemployment rate cants to vacancies by region
Region age  Unemploy-— Region Weoe Ratio

level ment rate level T

South Dast 107 2.1 Hokixaido QQ oL
Lest Anglic 23 Cal Tohoku 8» 2.9
South Western 92 271 Southern Kanto 119 0.7
dest Miclonds 104 2.7 Northern Kanto 84 0.6
Bast " dlands 97 2.3 Hokurilku 84 1.2
Yorkshire & Tokal G4 0.4
Humberside G5 3.2 Keihanshin 114 0.8
North Western G9 3.1 Kinki 96 0.7
North 96 5.7 San—-in 76 1.5
wales 97 A.4 San-yo Q2 0.9
Scotland a5 4.6 Shikoku 83 2.0
Northern Kyushu ¢l 361

Southern Kyushu 80 4.2

Note:—-1l. The regional wage level in Britain is for median earnings of
full-time adults paid for s full week as percentase of the
median for Great Britain as & vhole, Se-tembar, 1508.
2. The rogional wege level in Javan is for the average annual income
ol evployees in 1968,

Cor-el: tion coelTicients for tho regional ware level and rnemnlovment
rnte or apolicsni-vecancy ratio:
le = 0.72733 Tor Britaine.
P, — 0.1326 (Northern Kanto, Tokei, and Kinki excepted, - 0.5787)
for Japan.
Sources Lmployment and Productivity Gazeties and Ministry of Labour.

Appendix XVITT

The Starting Pay and Demond for Middle—school Lesvers during 1958-69
and by Region, 1969, in Japan

Year Percentage Vacancy-— (Regional analysis)

changes in applicant Region - Starting pay~ Vacancy-

starting ratio.: - level, 1969 applicant

pay ratio
1958 2.2 1.2 Hokkaido 89 1.6
1959 5.3 1a2 Toholku 86 1.5
1960 16,1 1.9 Southern Kento 103 6.4
1961 22.7 2.7 Northern Kanto 101 3.5
1962 25.0 2.9 Hokuriku a8 3.3
1963 10.9 2.6 Tokai 100 10.6
1964 12.8 3.6 Keihanshin 102 9.7
1965 18.6 3.7 Kinki 100 4,9
1966 6.8 2.9 San—in " Q0 1.4
1967 10.8 3.4 San-yo 100 5.7
1968 13.9 4.4 Shikoku 97 1.5
196G 17.2 4.8 Northern Kyushu g2 1.6

Southern Kyushu 76 0.8

Source: Ministry of Labour, Shinkigakusotsusha Shoninkyu Chosa.

Correlation coefliicients
1. 0. 967 for percentawe chanees in starting pay snd vacancy-applicant
ratios over time.
. 0.6897 for resional startine pay level and vacar -apnlicant ra’.o.

2
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