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Labour Market Developments in Developing Countriesx

Introduction

Developments in the world economy in the 1980s have not been kind
to the less developed countries (LDCs). The second oil shock in 1978-80
followed by falling non-oil commodity prices implied large and enduring
terms-of-trade losses in non-oil exporting LDCs. After the outbreak of the
debt crisis in 1982, many countries were forced to curtail domestic demand
growth to reduce trade deficits and meet higher interest payments. As a
result, per capita real GDP growth of the LDCs has averaged only around 17
in the 1980s (compared with 24% in the 1970s); in both Africa and Latin
America real per capita GDP was actually lower in 1989 than in 1980.

While the extent of the fall in output growth as well as its
major causes are generally well-known, less is known about the response of
labour markets in the LDCs to the weaker output trends. It is likely,
however, that real wage flexibility, so dimportant for labour market
adjustment in the industrial world, has been even more necessary for LDCs.
Firstly, the output shocks have been much larger, thus increasing the need
for real wage moderation to soften the adverse employment effects of lower
demand. Secondly, the LDCs have been exposed to more severe terms-of-trade
deteriorations so that the real income losses to be absorbed by labour and
capital were much larger than in the industrialised countries. Thirdly,
most stabilisation packages have included large exchange rate depreciations
which - to ensure corresponding real depreciations and improvements in the

competitive position of the tradable sectors - have required not only a

I am indebted to Dr. Bockelmann, Dr. Hutchison and Dr. Turner for many
helpful comments on an earlier version of this paper which was
presented at the AEA Conference on Modelling the Labour Market,
Strasbourg, 5th-7th December, 1990. I also wish to thank Mr. Arthur
for the graphical work and Miss Duffy for expert typing.




high degree of aggregate real wage moderation but also flexible wage

structures.

As in industrialised countries various labour market regulations
(such as minimum wages, indexation, employment-protecting measures and
non-wage labour costs (NWLCs) related to social security taxes) are likely
to have made real wages more rigid. Trade unions may have further reduced
real wage flexibility, limited labour mobility and frozen wage structures,
thus causing a segmentation of labour markets. The latter is a particular
problem for LDCs as it inhibits the adjustment of real exchange rates and
the reallocation of resources from the non-tradable to the tradable
sectors. For instance, if employees. in the tradable sectors are more
aggressive than those in the non-tradable sectors, a nominal exchange rate
depreciations will mainly widen wage differentials but result in only a
small real devaluation. Moreover, if mobility is low the relative price
shifts actually achieved will have only a small influence on resource

allocation.

Analysing these important questions and issues is, however,
difficult. In the first place, identifying the effects of rigid wage
structures and segmentation requires a microeconomic approach which neither
data availability nor the scope of this paper permits. Secondly, even the
analysis of aggregate real wages is difficult as data on employment,
unemployment and wages are available for only a few countries and may even
then be published infrequently and with long lags. Thirdly, such data as do
exist give only a partial picture due to the heterogeneous and segmented

nature of labour markets. Typically, the labour market in a developing

1 The size of the real wage elasticity of the aggregate labour demand
function together with the actual degree of real wage flexibility is
also relevant in assessing movements in the functional income
distribution, whereas the flexibility of wage structures and wage
differentials mainly affects the personal income distribution. For
reasons of space the distribution between capital and labour will be
considered only briefly in this paper and the personal income
distribution not at all. It might be mentioned, though, that there is
some evidence for Latin America that households in the lower income
brackets have borne a disproportionately large share of the adjustment
burden and that some analysts have seen this as posing a risk to the
acceptability and sustainability of the stabilisation policies
pursued.



country consists of three distinct sectors:2 (i) a rural sector with a
large share of self-employed persons and unpaid family workers; (ii) an
"informal" urban sector characterised by small privately owned enterprises
producing mainly services and other non-tradables and relying (in addition
to their own input) on paid labour without any formal wage and employment
contract; and (iii) a "formal" urban sector consisting of large enterprises
which hire employees - both skilled and unskilled - according to formal
contracts and which are subject to various labour regulations.3 Many
enterprises in the formal sector are nationalised and tend to be ‘heavily
protected against foreign competition, while on the employee side a large
proportion of the labour force may be unionised. As a result of this
segmentation, the proportion of wage earners in total employment tends to
be much lower than in industrial countries, though there are large
variations across countries and regions. Moreover, a characteristic feature
of family-based enterprises in the informal and rural sectors is that
consumption and production decisions are integrated, so that labour market
models for industrial countries (where the proportion of wage earners is

high) have only limited application.4

Another problem is that published measures of unemployment mostly
include only unemployed workers looking for jobs in the formal sector, but
not underemployed workers in the informal and rural sectors. The effective
degree of labour market slack may thus be understated. Also, in periods of
weak demand growth the proportion of part-time workers rises and some
workers laid off in the formal sector find employment in the informal
sector where labour productivity tends to be lower. Hence labour market
slack can appear as a fall in average productivity rather than as a rise in
open unemployment. Finally, open unemployment may show a rising trend
despite strong and positive employment growth as industrialisation combined

with migration from rural to urban sectors frequently means that previously

2 See Johnson (1986) and Rosenzweig (1988).

3 The formal sector is not entirely confined to urban areas. In Kenya,
for instance, formal sector wage earners are equally divided between
rural and urban areas (Fallon and Riveros (1989)).

4 See Rosenzweig (1988). Hossain (1990), however, successfully applies a
traditional labour market model to the determination of agricultural
real wages in Bangladesh.




underemployed workers are registered as openly unemployed while they are
looking for industrial jobs. Trade liberalisation and other deregulation
measures may have a similar effect if wage differentials do not respond to

increased competition (see Edwards (1988)).

Part I provides a broad description of labour market developments
in selected LDCs, relying on several direct and indirect indicators, and
then present a rudimentary quantitative analysis of the determinants of
labour demand. Part II looks more specifically at developments in Taiwan
and South Korea, for which data are more readily available. These countries
are, of course, no longer representative of labour market changes in LDCs
and this part mainly serves two purposes: (i) evaluating the role of labour
markets and employee wage behaviour in supporting a rapid and
export-oriented growth process, and (ii) highlighting some major
differences between the two countries, especially with respect to employee
wage behaviour. Part III summarises the empirical results and derives a few
policy implications, while Annex A provides a more detailed discussion of
the model used for Taiwan and South Korea and Annex B is a graphical

presentation of labour market developments in manufacturing.

Part I. Labour market developments: General discussion.

A. Structures and recent developments.

Table 1 presents some basic indicators based on the latest labour
or population surveys. As can be seen, agriculture still accounts for a
large share of total employment, especially in countries with low per
capita GDP. The share is high in Sub-Saharan Africa and in most Asian
countries, whereas in several Latin American countries the services sector
(reflecting in many cases a large public sector) accounts for 50% of total
employment. Indeed, an important feature of sectoral employment shifts in
many LDCs is that the tertiary sector absorbs a much higher proportion of
the outflow from rural areas than previously observed for industrial
countries. This has been particularly noticeable in Latin America (see IADB
(1987)) and may be ascribed to three factors: (i) because of technical

progress, the labour intensity of industry is much lower than when



- 4a -

"$3111UNOD jeLISNPU] BY) pue eIqUIRZ 'UBMIR] ‘@310 YINOS ‘sautddijiyd 3yl 'niad ‘eisauopu| 1o} 1dadxa 'a>uaiiadxa YoM snoiaaud 1noylim suosiad

sopnpu AjuQ ¢

"919YMas|a paljisse)d Jou suossad Buipnpu ¢

"uo1dNIISUOD pue Buunpejnuew ‘Buluy ¢

"93104 unoqe| [e10} jo abejuadiad e sy

"2UIYD JO dHgNdaY 3] JO H0O0QIeI A [2I11S11R]S PUR UBSQGLIE) 3Y) PUB BILIBWY UIIET JOJ OOGIRIA

jexnsnels 'sdisneis noge Jo 3ooquea s ‘01l ‘oday Juawdopaaag PO “jueg PlIOAA (SI11S11L1S 32104 JNOGEeT PUR SJUNOIJE [RUOHIEN :QDI0  1$324N0S
8861 8'6 0L €1l 69 6'4LS 6/LZ €L 07691 $3LIUNOD (elsNpuU| ‘wa) oWy
0861 - - - - 86l 8L v 000°1 puejieyy

8861 001 S°/9 6°0¢ 9l O¢cy LYE LT LLL'9 uemie)

/(861 6L vvs 962 (Y L 0€e 'z 009'€ €340} Yinos

L861 6Vl oy 8'GE 1’6 (743 vEL vey 0€9 sauiddijiyd

1861 vl S'9¢ 29S 1€ 6'lE 6°€l L'LS 0s¢g uejsiyed

5861 X4 S'6C l'sy 1T €1l L'EL SES ovy eisauopu|

1861 €€L | A €6 - Lyt LTl 979 ove elpu]

2861 - - - - €0l 091 LEL 0€e eulyn

5861 80Z 0oy 7'6€ - 8°0€ 971 9'99 0L1 ysape|bueg ey
L861 €01 L29 0'9¢ 0l 0°LS v'8¢ 9°€l 0SZ’€E Bj9NZausaA

G861 L's 9°0L LT 9 V474 (T4 €61 0LY'T Aenbnun

1861 Vit tara Ly 'S €ey val L'SE 00€’L niad

/861 1'8C €vy 022 90 [Aras S0¢ 8'G¢ 09t 03IX3N

L861 80¢ ol 6°0¢€ L'l 6'CE 291 8’6V 006 ejewsalenn

9861 801 L'€9 L'ET 8l LS 91z vel 015’1 214D

0861 - - - - rara s S'€ET 13 43 0811 eiquojo)

9861 VL Sv9 JAY4 e 8'8v 9°€C 'St 091°C itzeag edllswy uneT
0861 L'L STy 6'2C S'LC 8'1¢ 8'6 6'LE 062 eiqwez

v861 9L S'LS R4 ! L'6T 8VE v'Ee 0€C’L eisiun |

€61 €St 1'9¢ 0'8S 90 ST 0L 619 10214 uepns

/861 - - - - 9Ly 6'6€ S8l 018°1 snilinep

v861 8¢l I L[9 87 /AT ) €65 oov eueys

861 AL L0S S92 9's v'LE 88l T8¢ 099 1dAb3

G861 - - - 89 6€El €9 74 0101 uooliswie)

661 985 9'S 9'GE 20 LY T 626 )74 lpuning

5861 - - - - Ly 43 L'ST 09€'C enab|y ey

£513}J0M pahojdwa  ppalkord
saakojdwy eSS ZAnsnpup  aunynmuby
eak | Anwed -}19s -waun 8861 ‘$sn Ut £
1uno) uoibay

91 uoinedniQ pue 03¢ d@o exdes 1ag

1 :Aq @340} unoqej jo uo1NgISIq

S9113UN0d PI)II|I§ :SI0}EdIpPUl })j4EeW Inoge]diseq

L °lqel



developed countries started to industrialise;5 (ii) the industrial sector
has been hit harder by the crisis of the 1980s than services; and (iii)
overvalued exchange rates have favoured the services sector at the expense
of industries producing tradables, a bias made worse by rapid public sector

growth.

The sectoral and occupational distributions of the labour force
are closely related, as countries with large rural sectors also tend to
have a large proportion of self-employed persons and unpaid family workers,
while in more urbanised Latin America as well as in Taiwan and South Korea
the proportion of wage earners rises to 507 or more. In virtually all
countries the proportion of self-employed is much higher than in industrial
countries,6 reflecting not only the relatively larger rural sector but also

the many small enterprises in the informal urban sector.

Table 2 compares output developments for different periods with
underlying trends in labour force growth, using activity and unemployment
rates as complementary measures of slack. In most of the African countries
GDP growth in the 1980s fell near to or below the growth in the labour
force and this has been reflected in rising unemployment or falling
activity rates.7 There are, however, exceptions to this general trend as
well as differences between countries with regard to underlying output
employment relations. Mauritius, applying export-oriented policies, has
boosted output growth in the 1980s and reduced unemployment, whereas Egypt
and Cameroon, despite relatively steep growth trends, have seen worsening

labour market conditions. A typical feature in both countries (and this

5 In some countries, this effect has been reinforced by policies
promoting capital-intensive industries.

6 One exception is India. However, 957 of the agricultural labour force
is not classified by occupation.

7 Long-run unemployment and activity rates mainly reflect changes in
labour demand relative population growth. In the short run, two
additional factors can play a role: a '"discouraged worker effect" as
workers faced with poor employment prospects leave the labour force;
and an "added worker effect" as a result of "secondary" workers
joining the labour force when 'primary" workers lose their jobs and
family incomes decline. For instance, in Argentina the former effect
dominated up to around 1985 whereas since then an added worker effect
?as co?tributed to the rise in unemployment (see Riveros and Sanchez

1988)).
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partly applies also to Algeria and Tunisia) is that output growth tends to
be relatively capital-intensive8 and/or importantly influenced by weather

conditions so that labour absorption is low.

Latin America is the region most severely affected by the debt
problem and this can be seen in a sharp slowdown in output growth between
1973-80 on the one hand and 1980-89 on the other, and a general rise in
open urban wunemployment in 1982-83.  Subsequently, labour market
developments have differed quite substantially across the continent,
depending in part on the policies adopted. Chile (and to a lesser extent
Uruguayg), relying on trade liberalisation and tight fiscal and monetary
policies, has managed to reduce open unemployment, and incomes policies
combined with a high degree of real wage restraint have contributed to
reducing inflation and unemployment in Mexico.10 In Guatemala the civilian
government which took over in 1986 introduced more stable fiscal and
monetary policies and helped also by a positive response of the private
sector and an improvement in the terms of trade, unemployment fell to 87,
while during the previous recession the number of unemployed had climbed to
over 147 of the labour force. By contrast, in Argentina and Peru a
worsening economic situation was reflected in a further rise in
unemployment, while the 1985 stabilisation package in Bolivia has so far

only broken the inflationary spiral and the negative output trend.

8 The most dynamic sectors in Egypt have been the Suez Canal and oil
production, which employ less than 1% of the labour force. In Algeria
the strong output trend of the 1970s was partly generated by an
investment/GDP ratio of nearly 45% and despite migration the rate of
unemployment rose to 14% by the end of the decade. In the 1980s, when
GDP growth declined and many workers returned, unemployment may have
increased to 23%. According to the World Bank (1989), Tunisia shows a
similar pattern, with the rate of unemployment rising to 157 by 1988
rather than remaining stable around 47. The data for Ghana are also
subject to severe measurement problems. The population survey provides
a figure of 2.87 for the number of unemployed without previous work
experience while according to the employment office statistics all job
seekers account for only 3% of the labour force.

9 Uruguay is one of the few LDCs with demographic trends similar to
those of industrial countries: i.e. low population growth and even
slower growth of the labour force.

10 The low unemployment rate is also the result of employment-protecting
measures (including very high lay-off costs for firms) and a generally
low political tolerance threshold for open unemployment.



Venezuela and Colombia were affected by adverse terms of trade changes in
1985-86 and in the former case unemployment is 1likely to rise further
following the stabilisation programme of 1989. Developments in Brazil are
the most difficult to explain as the steep fall in output growth has been
accompanied by a rising activity rate and a fall in open unemployment to
only 317, and this despite a continuous rise in real labour costs (see

below) and problems in implementing effective stabilisation policies.

The Asian countries present a rather heterogeneous picture with
respect to both the level of unemployment (mainly reflecting meaéurement
problems) and its development during the 1980s. In China, South Korea and
Taiwan strong output growth has helped to reduce unemployment and raise the
activity rate and a similar development has taken place in Thailand, though
mainly after 1985. 1In Bangladesh, Indonesia and, especially, the
Philippines weak output growth has clearly increased labour market slack,
and unemployment in Malaysia has remained high despite a recent recovery in
output. The 1labour market in Pakistan appears to be more or 1less
independent of output developments, and an acceleration of growth in India
has been accompanied by worsening labour market conditions, partly
reflecting short-term influences, such as a particularly favourable
monsoon, but also long-term effects of industrialisation and urbanisation,
which have transformed underemployment into open unemployment. In addition,
the important role assigned to large capital-intensive projects has tended

to generate output growth with a low degree of labour absorption.

Explaining the relationship between output and employment growth
is made difficult by long lags in the publication of employment data.
Nevertheless, some interesting features and regional differences stand out
from Table 3:

- lower output growth in most of the African countries has been
almost fully reflected in employment, so that average productivity growth
has remained relatively stable around lZ;11

- in Latin America, by contrast, average productivity growth fell

from 3.57 in 1970-75 to -27 in 1980-85, as employment was only partially
adjusted to the weaker output trend (see also ILO (1989)). The most recent

11 Excluding Mauritius, which is an outlier in the African sample,
productivity growth would have averaged 17 in all sub-periods.
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years have seen some recovery of productivity growth, but this may prove to
be only transitory. Output growth in three major countries (Brazil,
Venezuela and Peru) fell considerably in 1988-89. There may be two
explanations for the negative productivity trend observed during the 1980s,
though both are difficult to quantify. One is that wage earners adjusted
their real wage aspirations in step with lower output, thereby enabling
firms to maintain employment without any loss of profits. At first glance,
this appears to have played a role in Chile and Mexico and possibly also in
Peru, but not in Brazil where real earnings have increased by 23 - 3 3/4%
per year. Secondly, the fall in output per employee may be due to a major
shift from the formal to the informal sector, where capital and output per
worker tend to be much lower. There is some evidence that such a shift has
taken place,12 but judging by the size of the change it is far too small to
explain fully the fall in aggregate productivity;13

- average output growth in Asia also fell in the early 1980s and
about half of the slowdown was reflected in lower productivity growth, with
that of the Philippines turning negative to the tune of 437%. More recently,
output growth has returned to its earlier trend and productivity growth has

increased to more than 47%.

Table 4 shows developments in real earnings, which, together with
the trends in labour productivity and in real per capita GDP, give some
indications of the extent to which wage earners have borne their share of

the adjustment burden and cushioned the employment effect of lower output

12  Tokman (1986) and Riveros (198%9a) both report increases in the
employment share of the informal sector in Latin America of 2-3
percentage points during 1980-85 while ILO (1989) estimates the rise
at some 5.57 for the period 1980-87. There are also large differences
between countries, as the informal sectors in Argentina and Brazil
have absorbed a large part of the growing labour force and a similar
development, though less pronounced, may be seen in Mexico and
Uruguay. In Chile, on the other hand, informal employment declined,
which may partly explain the steep rise in open unemployment in the
early 1980s. See Fallon and Riveros, op. cit.

13 At the same time, the fall in output growth in the urban sectors - and
especially in the formal sectors - is 1likely to have reduced
rural-urban migration and thus made it more difficult to reap the
potential benefits of large productivity differentials. As will be
shown in Part II, sectoral shifts have been a major factor in the
growth performance of Taiwan and South Korea.
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growth. Unfortunately, recent wage data are virtually absent for countries
outside Latin America, though it appears that African wage earners have
suffered large real income losses. The same may be observed for the
Philippines, while in China, South Korea and Taiwan real wages have

increased, though less rapidly than real per capita GDP.

For Latin America the data on average and minimum wages reveal
two striking developments:14
- except for Brazil, Colombia and Chile average real wages were lower
in 1989 than in 1980, pointing to a high degree of real wage flexibility.
In fact, (see further below) Chile may be included among the countries with
flexible wages, as real wages fell in response to the stabilisation
policies implemented in 1982 and even after the 1988-89 recovery, real wage
increases have remained well below the growth of real per capita GDP. By
contrast, there is little evidence of real wage flexibility in Brazil15 as
widespread indexation has served to maintain the purchasing power of wages.
In addition, protection against foreign competition has reduced firms'
resistance to wage claims and, in the case of nationalised enterprises,
rising wage costs have been met by higher subsidies rather than by higher
prices;
- in all countries minimum wages have fallen more or increased less
than average wages. In some countries this trend has been the result of

wage restraining policies, but, generally, it may be seen as evidence of

14 In their analysis of real wage trends in Latin America, Mikkelsen and
Paldam (1987) note three important features: (i) a year-to-year
variability which is much higher than in industrialised countries,
though partly due to large measurement errors in conditions of high
inflation; (ii) average real wage increases which fall short of the
growth of real per capita GDP by about 2 percentage points per year
due mainly to the shift of employment from low to high productivity
sectors; and (iii) a wage price process which only satisfies the
homogeneity conditions over a time-horizon of several decades,
implying that in the short to medium run nominal changes will have
real effects.

15 In fact, using wage data for the highly industrialised Sao Paulo
region, the rise in real wages during the 1980s would have been over
55%.

16 Resistance to real wage cuts has thus contributed to the rise in the
public sector borrowing requirement and complicated the task of
implementing more restrictive fiscal and monetary policies.
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widening skilled/unskilled wage differentials and of a development biased
against low-income households.17 On the other hand, the steep fall in real
minimum wages may have reduced open unemployment, as distortions caused by
minimum wages exceeding productivity of the unékilled are likely to have
been reduced. Moreover, to the extent that the minimum wage serves as the
reservation wage for employees in the informal sector, more workers may
have sought employment in the informal sector rather than waited for

unskilled jobs in the formal sector.18

B. Labour demand equations: Some tentative results.

(a) Aggregate economy. Due to differences in data availability,

the country sample has not remained the same in the four previous tables.
This alone complicates analytical work and an additional problem is that
several of the data series shown above are rather short and/or seriously
out of date. Consequently, when attempting to analyse relationships between
several variables, only a few countries qualify for inclusion.19 Table 5a
shows some tentative estimates of labour demand equations for six
countries, using a first-difference version of a partial equilibrium model
which is further discussed in Annex A:20

dlog EM = a + b, dlog Q + b dlog RW + ¢

dlog Q_1 +c dlog RW_

1 2

+ e dlog EM_

1 2 1

1

17 Paldam and Riveros (1989) have analysed the relationship between
changes in minimum and average wages using a causality test applied to
six Latin American countries. Generally they find that changes in the
minimum wage have only a limited effect on the wage structure due to
wage drift in favour of high-income wage earners. However, the precise
transmission mechanism is difficult to identify, since in two-thirds
of the cases there is significant reverse causality.

18 However, very little is known about wages in the informal sector and
it cannot be excluded that they have fallen relative to the minimum
wage. ILO (1989) tentatively estimates the fall during 1980-87 at 407,
while a more rigorous analysis of this issue may be found in Lopez and
Riveros (1989), who estimate a four-equation segmented labour market
model using data for Argentina, Chile, Colombia and Uruguay.

19 Labour demand equations for South Korea and Taiwan will be discussed
in greater detail in Part II.

20 Because of the small number of observations, no level terms are
included.
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where EM = total employment in number of persons
Q = real GDP
RW = nominal wages in non-agricultural sectors deflated by GDP

deflator or consumer prices.

According to the underlying hypothesis, Zbi can be expected to be positive
while Zci should be negative. However, when consumer rather than output
prices are used in deflating nominal earnings and changes in real wage
income have a strong and direct effect on domestic demand and output, it
cannot be excluded that Eci will be positive. Such a bias is especially
likely in low-income countries where wage earners have a larger propensity
to spend than enterprises and the share of labour income in total GDP is

high. dlogEM . was included to capture the dynamics of the adjustment

1
process, with 1 > e > 0 implying a lagged but smooth adjustment to changes

in output and real wages and e < 0 an adjustment with oscillations.

All six countries have seen very moderate wage behaviour, and in
most cases real earnings have fallen over the sample period and
particularly steeply during the 1980s. This is in sharp contrast to
developments in industrial countries. There are, however, important
differences between the six countries in the extent to which falling real
wages have supported employment growth or can be interpreted as moderation

on the part of wage earners.

The clearest case is Chile, for which an R? of 0.66 and
significant and plausible parameters are obtained. Moreover, when the
parameters are used in calculating contributions to employment changes, the
supporting role of real wage restraint during the recent recovery is
clearly seen (Table 5b). During the first period real earnings grew by
125% (compared with only 20% for labour productivity), but over the last
seven years real earnings have fallen so that firms were able to expand
labour demand in line with the recovery of output. In fact, the 737
unemployment rate recorded in 1989 is regarded by several observers as

being below the level corresponding to full employment.
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Table 5b

Estimated contributions to employment changes in Chile.

(in percentages, cumulative figures)

1975-82 1982-89

EM 8.3 50.0

Q 17.5 24.5

RW -32.8 1.7
TREND 19.5 19.5
Residual 4.1 4.3

Kenya is another case where wage restraint has supported
employment. Over the sample period the 1level of employment has
approximately doubled, which may be ascribed to a trend rise of about 37
per year and a contribution from output growth of about 27. Real wages in
terms of output prices have fallen, suggesting that wage earners scaled
down their wage claims in response to terms-of-trade losses (some 257%
during 1980-87) and generally supported the maintenance of profit margins.
Wage restraint has also been important in Mauritius and, as in Chile, there
is evidence of a behavioural change over the sample period. During the
1970s, when Mauritius was still heavily dependent on sugar and industrial
growth was seen as a substitute for imports, real earnings increased.
However, following the slump in 1980-81 and the shift towards export-
promoting policies, real earnings have fallen and helped to improve
international competitiveness. This assessment, however, needs to be seen
in the light of the rather poor labour demand equation, as the high R?
mainly results from the lagged dependent variable and the real wage

coefficient is numerically low and poorly determined.

Real wages have also fallen in Malawi, but in this case, the real
wage coefficient is positive. Hence falling wages have reduced employment
via direct domestic demand effects. This was especially evident in the
1980s when real earnings declined by a cumulative 457 and output growth,
following a severe recession in 1980-81 and a second one in 1986, fell to
only 23% per year. Although real wages in terms of output prices show a
negative trend in Bolivia as well, it is probably premature to conclude
that wage restraint has supported employment. The coefficient is very low,
so that even with real wage costs falling by as much as 537 during 1980-84,
the estimated "boost" to employment was only 27. Secondly, in conditions

where the rate of inflation attains five-digit figures, real wage changes
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depend almost exclusively on the lag between price and wage adjustment.
Thirdly, no wage data are available for the period of the New Economic
Policy introduced in 1985. In the Philippines real wages have fallen by
6 3/4% per year during the 1970s and by 237% during the 1980s. However, the
estimated equation is so poor that neither the influence of output growth
nor the role of real wages can be assessed. One reason for the poor result
may be the widespread wage and price distortions existing in the 1960s and
1970s, which made the growth process capital and import intensive but
generated relatively little 1labour absorption.21 Moreover, estimates for
labour supply growth during the 1980s range from 2% to 43% per year and the

employment figures may be equally uncertain.

(b) Manufacturing sector.23 On the basis of World Bank data

(World Tables, Edition 1989-90), it is possible to use a larger sample for
analysing employment developments in the manufacturing sector. These data,
of course, cover only a small part of the labour market, but may be
representative of adjustment mechanisms in the formal sector. The actual
developments in employment, real earnings (defined as nominal earnings
deflated by consumer prices), output and productivity over the period
1970-86 are shown in Annex B and Table 5c presents labour demand equations
using the same model as for the aggregate economy. The table also includes
comparative estimates for the Group of Seven countries and OECD Europe and

groups the results according to the following criteria:

21  During 1973-80 real fixed investment rose by 123% per year and imports
by 7i%, while the rise in employment was only 37 despite the steep
fall in real wages.

22  The higher estimate would seem more consistent with the recent rise in
unemployment in conditions of rapid output growth and the phasing-out
of some of the earlier distortions.

23  Riveros (1989c) also presents labour demand equations for
manufacturing, applying the same specification as above, but with the
variables measured in levels and earnings defined to include non-wage
labour costs and deflated by wholesale rather than consumer prices.
For Kenya and Chile his results are very similar to those shown in
Table 5c¢, whereas for Argentina, Colombia and Mexico he finds negative
real wage coefficients (though insignificant in the first two cases
and numerically very small for Mexico). Positive real wage
coefficients are reported for India and Pakistan.
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(i) countries with plausible and statistically well determined
parameters of the expected sign (i.e. positive for output and
negative for real earnings) and satisfactory diagnostic
statistics; .

(ii) countries for which the parameters are plausible and relatively
well determined, but the standard error exceeds 3;24
(iii) countries where employment developments appear to be dominated by

a trend or a high degree of autoregression;

(iv) countries with a positive real earnings coefficient.

Among the countries in the first group, employment in Ecuador
rose steadily together with output during the 1970s, but fell sharply in
1980, initially as a result of higher real earnings and later, following a
downward adjustment of real earnings, in response to weak output growth. In
Zimbabwe, too, employment weakened in the early 1980s and partly due to
falling output, but also reflecting an insufficient capital stock as the
fixed investment/GNP ratio fell to less than 157. Real wages, however,
adjusted quickly and initially helped to support the recovery. More
recently, real wages have had a negative employment effect as the rise in
the minimum wage, aimed at reducing poverty, seems to have caused a more
general increase in wages. Labour market developments in India are
characterised by a slow adjustment process, as output and real earnings
both influence labour demand with a one-year lag and the lagged dependent

variable enters the equation with a large and significant coefficient.

The second group includes four Asian countries with R2s of 0.65
or higher but rather large standard errors. The best results are obtained
for Malaysia and Thailand which show an output-supported positive trend
during the 1970s, but a break around 1980, which in both cases can be
related to rigid real earnings as output growth remained positive.25 This
development was particularly pronounced in Thailand where the ratio of real
earnings to productivity rose during 1980-86, whereas in Malaysia the wage

share declined. Manufacturing employment in Indonesia has been dominated by

24 I.e. the predicted employment growth rate is subject to an uncertainty
range of * 37 per year.

25 In Malaysia annual increases in nominal earnings are wusually
determined by pay scales prepared three years in advance.
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output which, influenced by the policy of reducing the economy's dependence
on oil, rose by an annual 17;%, thereby boosting labour demand by nearly
127 per year. Real wages also rose sharply, but by less than labour
productivity so that the growth process was accompanied (and probably
reinforced) by a rising profit share. At first glance, the results for the
Philippines look plausible: employment rose steadily up to 1981-82 boosted
by positive output growth and falling real earnings, and then fell sharply
during the 1980s as output declined and real earnings picked up. However,
these results were only achieved after some ad hoc respecifications and
without the dummy variable the equation produced very large residuals. A
similar problem was encountered for Chile, which is rather unexpected given
the promising estimates for the aggregate economy. The outcome, however,
may reflect differences in the sample period, as the estimates for
manufacturing contain more observations for the turbulent 1970s, when the
country experienced a fundamental change in the economic as well as the

political regime and was subjected to two major fiscal shocks.26

Among the African countries included in this group, the most
satisfactory results are obtained for Kenya, where employment grew by 67
annually over the sample period, of which 387 can be ascribed to a positive
trend, 457 to output growth and the remainder to moderate real earnings
behaviour. Mauritius has experienced an unusually rapid expansion of
manufacturing employment which, inter alia, reflects the policy of
, promoting industry and reducing the reliance on sugar. The growth trend was
particularly steep in the 1980s when the effect of stronger output growth
was reinforced by falling real earnings. The picture for Malawi looks more
volatile and the results given in the table could only be obtained after

some ad hoc respecifications. Although it is not implausible that real

26  Fiscal policies were severely tightened in 1975 and 1982 and the dummy
variable, which obtained a significant coefficient of -0.22, may be
proxying the employment impact of fiscal policies. Another problem
specific to the 1970s is the development in real earnings which is
highly dependent on the consumer price index used (see also Riveros
(1989b)). When estimating the employment impact of changes in the real
minimum wage, Paldam and Riveros (1989) find a significant negative
coefficient for the non-tradable sectors but no effect on total
employment, suggesting ~ rather implausibly - that employment in the
tradable sector, of which manufacturing constitutes a major part, may
rise in response to higher real earnings.
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earnings can have a positive impact on total employment but a negative one
on manufacturing employment, the implied boost to employment of the recent
fall in real earnings should be interpreted with caution, as the unadjusted
equation produced insignificant coefficients. Caution is also called for in
interpreting the results for Bolivia, even though the graph in Annex B
reveals a striking inverse pattern between employment and real earnings. As
noted earlier, changes in real earnings in a period of hyperinflation are
almost entirely dependent on the wage price lag structure and, again, there
are no data for the post-1985 period. Employment in Uruguay shows -a steep
fall in 1979-80 as output conditions worsened and real earnings continued
to rise. Subsequently, real earnings adjusted to the fall in employment but
have increased again in recent years, thus prolonging the weak employment

trend.

Three of the countries in the third group show annual employment
growth rates ranging from 1.57 in Pakistan to 7% in Egypt and an
oscillating adjustment pattern which is particularly pronounced in the case
of Egypt. The influence of output and real earnings development has been
small, though there are some notable differences in real earnings which
increased 437 per year in both Egypt and Pakistan but fell 3% in Ethiopia.
In the case of Colombia, the highly autoregressive structure of the
estimated equation 1is compatible with the rather smooth development
featuring a clear peak in 1980. However, it does not explain why
significant effects of changes in real earnings and output could not be

identified.

The fourth group, with positive real earnings coefficients,
includes three heavily indebted Latin American countries. The employment
trend in Mexico appears to be related to the outbreak of the debt crisis as
employment peaked in 1982 (compared with 1976 and 1979-80 in Argentina and
Venezuela respectively), but the inclusion of a dummy variable for 1982-86
produced only a marginal change. Although the manufacturing sectors in all
three countries have been highly protected against foreign competition, it
is difficult to explain the positive real earnings coefficients. In fact,
in Mexico and especially in Venezuela, 0il production has tended to raise
the real effective exchange rate and cause a deterioration in the
competitive position of the non-oil-producing sectors. Nonetheless, in both
countries the real wage coefficients are highly significant and positive,

and given the trend of real earnings it 1is difficult to escape the
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conclusion that wage moderation in these countries reinforced the adverse
employment effect of the fall in output.27 The real wage coefficient is
less significant for Argentina and probably reflects the net influence of
policies aimed at boosting domestic demand thfough high real earnings,
interrupted by shorter periods of substantial real depreciations and cuts
in real wages to reduce the growing external imbalance. The outcome for
Ghana is not too surprising, given the low standard of 1living and the

exceptionally steep fall in real earnings.

Two features are common to a large number of the countries
discussed above and particularly to those in Latin America: a clear break
in the employment trend in the early 1980s and a marked moderation or
actual decline in real earnings occurring at around the same time. It thus
appears that total wage earnings have declined in the 1980s and that the
crisis has been accompanied by rising profit shares, though not necessarily
by higher levels of real profits. The estimated labour demand equations are
consistent with this observation since only two (for Malaysia and Thailand)
of the twenty-seven real wage elasticities shown for LDCs in Tables 5a and
5¢ exceed unity. For two additional countries (Bolivia and Mauritius) the
manufacturing real wage elasticity is close to unity, but in the former
case the role of real wages is rather doubtful and in the latter the

coefficient has a high standard error.

The shift in the functional income distribution in favour of
profits also means that real earnings have increased less fast (or fallen
more steeply) than labour productivity. Lopez and Riveros (1989) actually
go one step further and argue that the correlation between real earnings
and productivity has been negative in the 1980s, whereas in earlier years

it was positive. To test this argument we estimated the equation:

27 In the case of Mexico Riveros (1988) concludes that the absence of a
significant employment rise in response to the fall in real earnings
is due to labour market segmentation caused by employment-protecting
measures and strong unions.

28 A reversal of the real earnings trend and of the compression of wage
differentials has been included as part of the Economic Recovery
Programme of 1983,
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dlog RW = a + b dlog PR + ¢ DUM(81-86) dlog PR
where PR = labour productivity and
DUM(81-86) = a dummy variable with 1981-86 = 1.

If the null hypothesis of a break holds, c¢ should be negative and (in
absolute terms) significantly larger than b. However, of the twénty
countries included, only Mexico produced results which were consistent with
the null hypothesis. ¢ is also negative in Argentina, Bolivia and Chile,
but only significant for Bolivia and in no case greater than b. For the
remaining sixteen countries c was found to be positive (though in only
seven cases statistically significant), but generally the equation produced
very low R?s so that the apparent rejection of the null hypothesis needs to

be regarded with some caution.

Part II. Labour market developments in South Korea and Taiwan.

A. General features

We now turn to a more specific analysis of labour market
developments in South Korea and Taiwan, for which long and detailed data
series are available. As can be seen from Tables 6 and 7, both countries
have experienced rapid output growth over the last two decades and there
are three interdependent components of the growth process:

- high export growth, especially of manufactured goods;

- high national savings ratios which, especially in Taiwan, have
supported a real investment boom;

- redistribution of employment and output from agriculture to
manufacturing industries with an associated large boost to aggregate output

growth because of large sectoral productivity differentials.

As a background to analysing the contribution and influence of
labour markets it is also worth noting the very low share of total
compensation in nominal GNP. This is likely to have supported the high
saving and investment ratios while at the same time placing firms in a
favourable competitive position as the associated wide profit margins have
made it possible to absorb even large cost increases without having to
raise output prices. The wide profit margins have also enabled firms to
pursue aggressive pricing policies to gain market shares and, judging by

the growth of export prices compared with those of average output prices
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and unit labour costs, this may have occurred in South Korea during the
1970s and in Taiwan during the 19805.29

There are, however, also important differences in the general trends
of the two countries. In particular, the rise in nominal labour costs and
the rate of price inflation have been much higher in South Korea than in
Taiwan and this has been reflected in exchange rate developments, as Taiwan
has been able to revalue its currency relative to the US dollar, whereas
South Korea - especially during the 1970s - had to devalue its currency to
maintain international competitiveness. Taiwan also seems to have gained
more from sectoral output and employment shifts as the productivity ratio
between agriculture and manufacturing has been below that of South Korea
and has actually fallen over the period considered. Differences are also

found in the labour markets and in the wage and price formation process and

these will be further discussed in the following sub-section.

B. Labour market developments.

In analysing labour market developments we have relied on a
simple model comprising only three equations (a labour demand equation, a
nominal wage equation and an output price equation) and applied to

manufacturing as well as the aggregate economy.

The three equations are estimated separately on the assumption of
a semi-recursive system, where wages are first determined in negotiations
between firms and unions. Given wages, firms can then choose their output
prices and labour requirements, taking account of general demand
conditions, the degree of market competition and existing technologies. The
details underlying the model are further explained in Annex A and below we
merely present the equations and the empirical results.

(a) Labour demand. The labour demand equation is based on the

assumption that some firms are subject to an aggregate demand constraint
(Keynesian regime) while others - mainly those competing in international
markets - have to observe a price constraint (classical regime).

Accordingly, the equation comprises real output (with an expected positive

29 Since the exporting sectors typically have higher productivity
increases than the economy in general, the unit labour cost figures
given in Table 7 may not be representative of labour cost developments
in the exporting sectors.




coefficient) and real wage costs (with a negative coefficient) and by
including variables in both levels and first differences, it is possible to

identify long-run parameters as well as the short-run adjustment pattern:30

(i) dlog EM = a,dlog EM_; + a,dlog Q + adlog RCOMP + a log (Q/EM)_; +

1 3 4

a_.log RCOMP . + a log (EMP/EM) + a

5 1 6 0

with EM

employment in number of persons
Q = value added in constant prices
RCOMP = compensation per employee/value added deflator

EMP = number of employees (only included in aggregate equation).

Both equations for Taiwan yield a very close fit and well determined
coefficients of the expected sign (Table 8). The short and long-run output
elasticities are the same in manufacturing and non-manufacturing, whereas
the real wage elasticities are numerically higher for the former. This was
to be expected given the larger proportion of firms exposed to
international competition and, therefore, likely to be in a classical
regime. The final term in the aggregate equation (EMP/EM) <can be
interpreted as a correction for structural changes associated with the
shift from agricultural to industrial employment. When families leave
agriculture to look for industrial jobs, the number of employees will
rise31 whereas total employment may actually fall as some persons
previously registered as unpaid family workers or part-time employees may
decide to leave the labour force or register as unemployed. Turning to part
(b) of Table 8, real wages have provided a negative contribution which is
relatively high in the manufacturing sector, but entirely because of the
numerically higher elasticity, as the rise in RCOMP has been about 1
percentage point per year less than for the aggregate economy. Nonetheless,
and rather surprising in view of the impressive employment performance,

real wage cost increases have exceeded productivity growth by far more than

30 The lagged employment level was also included in initial estimates,
but was never significant. The long-run output elasticities are,
therefore, unity in all cases.

31 The simple correlation between the employment share of agriculture and
EMP/EM is -0.9.
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in the aggregate economy as a result of a weak productivity trend in the
19705.32 All in all, this suggests that even though the expansion of
manufacturing employment has been facilitated by a high degree of employee
wage restraint, it was accompanied by a marked rise in the "real wage gap"

(see Table 6).

Although less well determined the estimates for South Korea
reveal some interesting differences from Taiwan, especially with respect to
the role of real labour costs. Firstly, as a result of unusually large
nominal wage increases - and despite numerically lower elasticities - the
negative contributions of real wages are higher than for Taiwan. Secondly,
the rise of RCOMP in manufacturing has been twice as high as in the
aggregate economy,33 reflecting above-average nominal wage increases as
well as below-average output price changes. The labour demand equations
thus do not point to any wage restraint in South Korea and there.is also
some evidence that manufacturing firms may have faced certain problems in

raising output prices in line with labour costs.

(b) Wage equations. The wage equations are based on the hypothesis

that employees - or their unions - have a certain target for the growth of
pre-tax real earnings. The target may be set in terms of a simple time
trend or may be geared to productivity growth, and it is further assumed
that in periods of low (high) unemployment employees will bargain for

(accept) wage increases above (below) the long-run target. Allowing also

32 The weak productivity trend is also difficult to explain. Fujita and
James (1990), wusing input-output data and analyses, find that
productivity growth has been as high as in South Korea.

33 At the same time, and unlike in Taiwan, productivity growth in
manufacturing has been stronger than in the aggregate economy. This
may be taken as further evidence of the lack of wage restraint in
South Korean manufacturing, since only firms with strong productivity
growth will "survive" in conditions of high nominal wage increases.

34 Tt should be recalled, however, that an earnings index was used for
manufacturing, since compensation data are only available for the
1980s.
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for adjustment lags, this produces the following specification for the

productivity version:

(ii) dlog COMP b,dlog COMP_, + b,log U + b,dlog PC + b

1 2 dlog PR +

3 4

log PR . + b

bslog(COMP/PC)_1 + b 1 0

6
with COMP = compensation per employee
PC = consumer prices
PR = outout per person employed

U = rate of unemployment.

As Table 9 below shows, the real wage hypothesis produces satisfactory
results for Taiwan, with high R?s and most coefficients significant and of
the right sign. One exception is the rate of unemployment, which has a low
significance in the aggregate equation and had to be entered as a first
difference in the equation for manufacturing. This implies that the
trade-off between the level of real earnings and the rate of unemployment
is generally very weak in Taiwan and does not exist at all in manufacturing
as a fall (rise) in U will only cause a transitory rise (fall) in real
earnings. In other words, for the manufacturing sector there is clear
evidence of hysteresis, allowing the authorities to run the economy at a
high level of activity without incurring the risks of an inflationary
spiral driven by wages. Furthermore, while the coefficient of long-run
productivity growth exceeds unity in manufacturing, productivity growth
has, as noted, been very low, so that wage earners have actually accepted a
fall in their relative earnings position and thus helped to prevent unit
labour cost growth from getting out of line with developments in competing
sectors and countries. Finally, setting the target in terms of real
earnings rather than real labour costs has led to only minor deviations
from the equilibrium growth path, since the rise in consumer prices has

been only marginally higher than that of output prices.

35 The lagged nominal wage level was also included in initial estimates
but was never significant, implying that employees set their long-run
targets in terms of real rather than nominal earnings.
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The equations for South Korea are again less satisfactory,
especially for the aggregate economy, where the coefficients of the two
level terms provide only weak support for the real wage hypothesis.
Moreover, even if the level terms are accepfed, the equation cannot be
interpreted as reflecting employee wage targets since output prices and not
consumer prices are used in deflating nominal wages.36 It thus appears that
employer interests have generally prevailed and led to wage adjustments in
line with output prices. At the same time, the extremely high cyclical
sensitivity has meant strong wage pressures during periods of excess demand
for labour, though unemployment has on average been high enough to keep
real labour cost growth for the aggregate economy somewhat below the trend
of 1labour productivity. The manufacturing sector presents an entirely
different picture. In the first place, the employee wage target is well
supported by the data and in this context it is also relevant to note that
consumer prices on average have increased 1.5 percentage points faster than
manufacturing output prices. Secondly, the target is set in terms of a
simple time trend which, at 7;%, has been more than 1 point above average
productivity growth. Thirdly, the cyclical sensitivity is even higher than
in the non-manufacturing sectors, so that excess labour demand has
contributed to the very large and negative employment effect of real labour
costs seen in Table 8b. Indeed, were real labour costs to have grown in
line with productivity, the rate of wunemployment should have been
maintained at 5.6%,37 compared with an actual average rate of only 4.2%.
Hence the labour situation in South Korean manufacturing can be
characterised as one of continuous excess demand, with the negative
influence of excessive real labour costs being offset by strong output
growth combined with a policy of devaluing the exchange rate to preserve

the international competitiveness of manufactured goods.

(c) Output price equations. The output price equations are based on

the assumption that long-run output prices follow a path determined as a

36 When the equation was estimated with consumer prices several
coefficients obtained the wrong sign, and when both prices were
included the results were dominated by output prices.

37 This figure was obtained by setting average real earnings equal to
average labour productivity adjusted for the deterioration in the
manufacturing terms of trade and solving the equation for U.
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weighted average of export prices and unit labour costs, with.the latter
serving as a measure of overall costs and the former as a constraint
imposed by price developments in international markets. The rate of
capacity utilisation may enter the equation; though with an a priori
undetermined sign, and, allowing also for short-run adjustments, the

specification becomes:

(iii) dlog P = c,dlog P_, + c,CAP + cqdlog ULC + c,dlog PX +
cslog(ULC/P)_1 + CGlog(PX/P)_1 + clogP_, + ¢4
with P = value added deflator
CAP = log ratio of actual to trend output
ULC = unit labour costs
PX = export unit values

The most interesting of the four equations shown in Table 10 is that for
manufacturing output prices in South Korea. Firstly, prices appear to be
adjusted counter-cyclically, whereas in the other three cases they were
found to be pro-cyclical. Secondly, the long-run elasticity of export
prices is smaller than for the aggregate economy and the two long-run
elasticities do not add up to unity. This suggests that firms have not been
able to maintain their mark-ups and output price changes have actually
fallen far short of the rise in unit labour costs and have not even kept
pace with export prices. The results, therefore, confirm the earlier
impression that the manufacturing sector has mostly been in a state of
excess demand. In fact, on the assumption that prices should have increased
at the same rate as unit labour costs and taking the actual rise in export
prices as given, the average rate of capacity utilisation should have been
about 2 percentage points lower,38 which is to be compared with the 5.67

unemployment rate mentioned above.

Export prices also play a significant role in the aggregate price
equation for South Korea, but non-manufacturing firms do not appear to have

faced any constraints on their pricing policies, as the sum of the long-run

38 This is obtained by setting P = ULC and solving the long-run price
equation for CAP.
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elasticities exceeds unity. Consequently, had the average rate of capacity
utilisation been kept at a somewhat lower level, it would have been
possible to redistribute profits in favour of the manufacturing firms and

at the same time reduce upward pressure on the aggregate price level.

In the case of Taiwan, both equations yield very high R?s ‘and
well determined coefficients, except for the cyclical elasticities.
Nonetheless, in view of the even weaker cyclical sensitivity of nominal
wages, it appears that real labour costs in Taiwan tend to fall in periods
of strong cyclical growth, and particularly in manufacturing where, as
noted above, lower unemployment only has a transitory effect on wage
claims. Non-manufacturing firms do not seem to have faced any mark-up
problems since the sum of the long-run elasticities exceeds unity, whereas
for manufacturing it was not possible to identify any long-run elasticity
for export prices. Given the openness of the Taiwanese economy and the
impressive export performance, this result is not easy to interpret. One
possibility is that unit labour cost developments in manufacturing as a
whole are not representative of firms involved in international trade.
Alternatively, considering the very small rise in export prices during the
1980s when the rise in real exports was particularly strong, firms may have
cut their margins on foreign sales in the interests of gaining market
shares and accepted a partial compensation through higher margins on the
domestic market. Whatever the explanation, the small rise in export prices
combined with weak productivity growth led to a rise in 'the real wage gap"
(see Table 6) which was well above that found for the aggregate economy

though small compared with that observed for South Korea.

Part I1I. Summary and conclusions.

Based on the preceding empirical analysis the answers to the
questions and issues raised in the Introduction may be summarised in two
points:

- with a few exceptions real wages in LDCs appear to be much more
flexible than in industrial countries and in several cases real wages have

actually fallen and not merely decelerated;
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- yet real wage flexibility does not seem to have had the expected
and desired influence on labour demand since employment has generally

declined and in some countries more than real output.

Given the slump in real output and the unfavourable terms-of-
trade developments it would have been difficult to avoid repercussions in
the labour markets. Nonetheless, the above two points raise the additional
question as to why the employment response to real wage restraint has been
so weak, and in this context the following observations seem relevant:

(i) TFor several reasons the measured fall in real earnings overstates
the degree and durability of real wage restraint:

- in most countries nominal wages do not immediately respond to
higher prices, so that in conditions of high and accelerating inflation
real wages tend to decline. Depending on the lag structure of the wage
price process and the time pattern of price increases, real wages, however,
eventually return to their initial level and growth path;

- due to the rise in the number of workers on short time, part of the
fall in nominal and real earnings merely reflects a decline in labour input
rather than less aggressive bargaining by employees;40

- average earnings in both manufacturing and the total economy have
been influenced by falling public sector wages, caused by expenditure-
cutting measures. This has been particularly evident in countries facing
balance of payments difficulties but, again, is not indicative of any shift
in employee attitudes.

(ii) Despite the rise in profit shares, the level of real profits has

generally fallen. Together with the bleak outlook for demand growth and

39 Uncertain data and measurement errors have also played a role, but it
is difficult to identify a systematic influence on real wages and
employment. Measurement errors have, however, biased the estimated
output and real wage elasticities towards zero and made them appear
smaller - in absolute terms - than those observed for industrial
countries.

40 On the other hand, since short-time working is likely to prevent a
fall in the number of persons employed, it does not explain the low
real wage elasticities of the labour demand equation and the generally
weak employment response.

41  On this point see Fallon and Riveros (1989) who also present evidence
of a systematic compression of wage differential within the public
sector.
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the more difficult borrowing conditions, this has probably contributed to a
weakening of investment spending. Indeed, for all LDCs the investment/GDP
ratio has declined by 3.5 percentage points during the 1980s and in the
fifteen heavily indebted countries the fall ha§ been almost twice as large.
Moreover, in those countries where the public sector has traditionally
served as an "employer of last resort" the more restrictive fiscal policies
of the 1980s have reduced public sector employment growth. Neither factor
is explicitly included in the estimated labour demand equations but may
have influenced labour market developments in two important ways. Firstly,
with less real capital and lower public sector growth, the equilibrium real
wage level has fallen, so that the recorded decline in real wages
overstates the incentive to increase the labour intensity of production.
Secondly, although the lack of capital stock data precludes a more precise
assessment, it is highly likely that many enterprises have been forced to
reduce their labour force (or have refrained from hiring new employees)
because the required output capacity was not available.42 In fact, as
recognised in recent labour market models for industrial countries, neither
higher output growth nor real wage restraint will have much impact on
labour demand if the principal constraint is a shortage of output capacity.

(iii) In countries where natural resources account for a large
share of exports, while manufactured goods are mainly sold in the domestic
market, the real wage elasticity of labour demand is likely to be quite
low.[}3 Many Latin American and Sub-Saharan countries belong to this group
and the low real wage elasticities have the additional implication that the
degree of real wage restraints required to achieve a given improvement in
the external account will be correspondingly higher.44

(iv) An important influence, for which this paper has provided
only scattered evidence and no quantitative assessment, is the existence of
labour market rigidities and segmentation. The fact that only a few African

and Latin American countries have been able to expand exports despite

42 Lack of other non-labour inputs due to policies of import compression
may have had a similar - though more transitory - effect.

43  The high share of employment in the public sector and the latter's
earlier role as "employer of last resort' may also help to explain the
low real wage elasticities of the labour demand equation.

44  This point is further discussed in Sachs (1990).
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substantial real devaluations and - at least for the second half of the
1980s - rising demand in the industrial countries points to serious
constraints on resource mobility, and labour market rigidities may be one
cause. Rigid wage differentials and union acfivities are known to have
slowed down resource shifts between the tradable and non-tradable sectors
(despite a generally high geographical mobility of the labour force), and
in several countries employment protecting measures have made firms
reluctant to expand their labour force. The role of the informal sector in
this context is difficult to evaluate. In theory, the informal labour
market should satisfy the conditions of a free market, including market-
clearing real wages and a quick adjustment to excess demand and supply.
However, minimum wages and the higher wages in the formal sector are likely
to reduce the downward flexibility of informal wages and make workers
prefer temporary unemployment to employment in the informal sector.
Moreover, employment decisions in small family-based enterprises are
difficult to explain within traditional labour market models, and official
statistics provide only a partial picture of developments in the informal
sector.

(iv) Many Latin American and African countries encountered
problems already in the 1970s due to terms-of-trade shocks, distorted
prices and wages (including overvalued exchange rates) and inadequate
macroeconomic policies. However, they were able to maintain relatively high
rates of growth thanks to favourable external borrowing conditions. This
situation changed dramatically in the 1980s implying that labour markets
not only had to '"absorb" the weaker demand trends but also the past
imbalances. In other words, employment developments in the 1980s may
contain a negative stock adjustment effect on top of the unfavourable

output trend.

Turning to prospects for the future, a key question concerns the
conditions under which employment growth will return to the higher rate of
earlier years. Given the significant output elasticities found in virtually
all the labour demand equations, stronger demand growth is clearly a
necessary condition, but it is not sufficient. Thus a rise in the
investment/GDP ratio is crucial to reducing the risk of capacity
constraints and to supporting more rapid productivity growth. Moreover, a
continuation of general real wage restraint will be needed to maintain

profits, and in view of the balance of payments constraint faced by many
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countries it is even more important that real wages in the tradable sectors
fall relative to those in the non-tradable sectors and possibly even in
absolute terms. Finally, because of rigidities and other market
imperfections the response to relative price shifts needs to be reinforced
by policies promoting resource mobility, including changes in wage-setting

procedures.

The experience of South Korea and Taiwan provides clear evidence
that export-oriented policies based - especially in South Korea - on
promoting the industrial sector generate favourable employment effects and
strong real wage growth. However, it also appears that within this overall
picture the role of labour markets and employee attitudes can differ
significantly:

- in Taiwan employees in the manufacturing sector have shown a high
degree of nominal and real wage restraint, which was particularly important
given the weak productivity growth and generally helped to keep inflation
low. The reasons for wage flexibility have not been explored but one factor
may be that most manufactured goods are produced in small firms, where
relations between employers and employees are likely to be closer and more
co-operative than in large enterprises;

- in South Korea, by contrast, manufacturing is dominated by a small
number of very large enterprises which are strongly supported by the
authorities but frequently 'clash" with the unions. Nominal wage increases
have been much higher than in Taiwan, with real wage cost increases
outstripping productivity growth by a wide margin. To support gmployment
growth and maintain international competitiveness the authorities have,
therefore, relied on expansionary macroeconomic policies and devaluations
of the exchange rate. However, to allow the economy to "cool off" and to
prevent a further acceleration of inflation it has also been necessary to

resort to severe demand-restricting policies over short periods.
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ANNEX A

The purpose of this Annex is to give a more detailed explanation
of the hypotheses underlying the three equations wused in the text,

including the likely sign and size of the parameters.

A. Labour demand

During the 1960s and 1970s most labour demand estimates were
derived from equations specified in first differences. However, since both
the Keynesian and classical theories of labour demand are stated in levels
and recognising also that first-difference forms impose prior restrictions
compared with more general lag structures, most recent studies1 of labour
demand have been based on employment equations estimated in levels. We have
followed this recent trend in using the methodology proposed in Davidson et
al. (1978), which essentially starts from a long-run labour demand function
in level form, with the final estimating equation designed to be data
consistent and to permit a distinction between transitory and permanent
effects.2 In deriving the estimating equation we have drawn on several
hypotheses so that the final outcome can be interpreted as a ''mixed"
equation which incorporates demand as well as price-constrained sectors and

firms.

(a) Keynesian regime

In the long run desired employment (EM*) is assumed to depend on
the expected level of output (Q%) and the expected ratio between capital
and labour costs (R/W)*:3

(i) EM% = (Q%)3((R/W)*)P

Taking logs and assuming that the expected and desired values can be

approximated by a distribution over current and two-year lagged values for

1 See Bean et al. (1986), Newell and Symons (1985), Bruno (1986) and
Andrews et al. (1984).

2 This method essentially combines the now very popular two-step
procedure into one equation with freely estimated coefficients.

3 In this annex compensation per employee will be denoted by W.
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EM and Q, but using only one lag for R/W, a short-term employment equation

may be written as:

(ii) em, = alqt+a2qt_1+a3qt_2+b1(r-~w)t+b2(r-w)t_1+a4emt_1+asemt_2

- which can be reparametrised to:

(iii) dem_ = aldqt-a?’dqt_1-asdemt_1+b1d(r-w)t+(b1+b2)(r—w)t_1
+(al+a2+a3)(q-em)t_1 + (Eai—l)emt_1

where d is the first difference operator. The long-run solution in level

form is then obtained as:

(iv) EM = (R/w)(bl+b2)/B Q(al+a2+a3)/B

where B = l—aA—aS. By this solution the parameters of equation (iii) can be
interpreted in terms of an error feedback equation with the following key
parameters and adjustment mechanisms:

-3y, a4 ag and b1 measure the short-run response of employment to
changes in output and relative factor prices may be interpreted as a

differential adjustment mechanism;

- (q-em)t_1 and (r-w) act as feedback mechanisms while (a1+a2+a3)

and (b1+b2) essentially deééiﬁine whether a specification in level form is
accepted by the data;

- Eai—l can be given two interpretations. It serves as a cumulative
adjustment mechanism since all past errors will be accumulated in em, ;-
Secondly, the long-run elasticity of employment with respect to output
depends on the coefficient on em__,, with a positive (negative) coefficient

implying an output elasticity larger (smaller) than 1.

(b) Classical regime

Ignoring developments in the capital stock and technical
progress, the long-run desired level of employment for firms in the

classical regime depends only on the expected real wage (W/P)*:
% = 4\ N
(v) EM* = (W/P)*)

Taking logs and assuming that a short-run approximation may be captured by

two lags on W/P and EM, (v) becomes:
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(vi) em = hl(w-p) + hz(w-p)t_1 + h3(w-p)t_2 + hAth—l + hsemt_2

which can be reparametrised as:

(vii) demt = hld(w-p) - h3d(w-p)t_1 - hSdemt_1

+ (hl + h2 + h3)(w-p)t_1 + (h4 + h,. - l)emt_

5 1

From equation (vii) the long-run elasticity of employment with respect to
the real wage rate may be derived as (h1+h2+h3)/(1-h4-h5) which, of course,

will equal -1 when the coefficient on emt_ equals that on (w-p)t_l.

1

(¢) Mixed regime

When the proportions of firms in the Keynesian and classical
regimes are 1-86 and 8 respectively and remain constant over time, the
aggregation of equations (iii) and (vii) yields:

(viii) demt = mldqt + mqut-l + m3d(w—p)t + mAd(w-p)t_1 + msdemt_1 +

m6(q-em)t_l + m7(w-p)t_l + mgd(r-w}t + mg(r-w)t_1 + mgem, _;

with: m, = al(l-é) >>0 mg = (a1+az+a3)(l-6) >0
m, = —a3(1~6) <0 m, = (h1+h2+h3)6 <0
m3 = hlé <>0 m8 = b1 >0 S
m, = -h,6 < 0 m =b, + b, <0
4 3 5 9 1 2 N
mg = -(1-6)a5—6h5 <0 mg = (1-6)(2ai—1)+6(h4+h5-1) <0

Equation (viii) is the estimation equation for the results reported in the
text, except that (r-w) was dropped due to lack of data. The key parameters
are m, and m., since they determine whether demand and real wages have a

6 7
permanent or only a transitory effect on the demand for labour. m,,. is also

10
important as it gives some indication of the likely size of the output and
real wage elasticities of the two regimes. Because equation (viii) is
under-identified, it is generally not possible to calculate the structural

elasticities precisely. Nonetheless, 0 would point to an output

m g 2
elasticity in the Keynesian regime which exceeds unity, whereas the real
wage elasticity may be either higher or lower than unity (in absolute
terms), depending on the relative size of me, My and mg For m g < 0,

which is the most commonly found result, the reduced-form income elasticity
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is below unity, but if (1-8) were sufficiently small the structural
elasticity might still exceed unity, as the theory of decreasing returns to

labour would imply.

An alternative specification and interpretation of equation
(viii) can be obtained by a linear transformation of the permanent

components in (viii):

((m6+m7)/(m6+m7—m10) dq_; + (m7/(m6~!~m7-m10))(‘nif-1>)~(q-em))_1

In this form the last term measures the long-run effect of changes in real
unit labour costs so that long-run employment growth can be analysed in

terms of changes in output and the share of profits.

A serious shortcoming of the above specification is that we have
entirely ignored the influence of the capital stock and technical progress.
Generally, the proper treatment of the capital stock and technical progress
in labour demand equations poses a problem. On the one hand, when starting
from a long-run labour demand equation it is clearly inappropriate to leave
out the capital stock, and for the same reason the impact of technical
progress cannot be 'relegated" to a trend term. On the other hand, reliable
capital stock data are rarely available and the effect of technical
progress on aggregate employment depends on its nature as well as on the
proportions of demand and price-constrained firms. An additional problem is
that capital stocks in most countries tend to grow along a relatively

stable trend, which makes it difficult to identify the coefficient.4

As a compromise we added a time trend to equation (viii) once an
appropriate lag structure had been found. This is clearly an ad hoc

solution and the time trend was actually insignificant in all four cases.

4 This probably explains why most empirical estimates of the aggregate
employment equation do not include freely estimated parameters for the
capital stock. For instance, Bean et al. impose cross-equation as well
as other constraints on the capital stock and technical progress
variables, and in the estimates by Newell and Symons the capital stock
coefficient is constrained to be unity, while the impact of technical
progress is estimated freely.
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B. Wage equations

The wage equation was selected using a simplified version of the
model proposed by Davidson et al. (1978), which may also be interpreted as
a test of the real wage hypothesis against the augmented Phillips curve
equation. A key feature of the real wage hypothesis is that it postulates a
long-run relation between the level of nominal (or real) wages and the
level of unemployment. The Phillips curve equation, on the other hand,
postulates a relationship between changes in nominal wages and the level of
unemployment, which wunder certain conditions may involve a long-run
relationship between changes in the rate of change of real wages and the

level of unemployment.

Since the development in nominal wages is most likely to be
dominated by the employees' side of the bargaining process, we have used a
bargaining model as a point of departure, with the employees' target being
set as a rise in their real earnings of R 7 per year.5 If it is further
assumed that a high rate of unemployment has a negative effect on nominal
wages, reflecting either a temporary departure from the target or increased
resistance by employers, a general wage equation may be written as:
(ix) W/BC = H eRF U7P
where PC is consumer prices, U is the rate of unemployment and T is time.
This general relation is unlikely to be found in annual or quarterly data,
but a testable form may be obtained by assuming lags of up to two years in
W and PC and of one year in U.6 Moreover, by taking logs (indicated by

small letters) and leaving out time subscripts on current values, equation

(ix) may be written as:

(x) w=h+RT - b,u - bzu_

1 1 + alpc + azpc_1 + a3pc_2 + a

5 In most versions of the real wage hypothesis the target variable is
real after-tax earnings. However, due to lack of data for the entire
sample period, the estimates reported in the text are based on pre-tax
earnings. Moreover, even though employers are 1likely to target
earnings rather than compensations, the latter has been used as the
dependent variable.

6 The rate of unemployment is wusually considered to be a lagged
indicator of economic activity, which justifies the one-year lag on U.
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which can be reparametrised as:

(xi) dw = h + RT - blu - qu—l + aldpc - adec_1 - asdw_1 - (al+az+a3)
(w-pc)_l + (a1+e12+:;13+:;14-i-as-1)w__1
. ) >
with R, bl’ a;s (al + a, + a3) and (Zai 1) 2 0 and b2’ a, and ag < 0.

Taking equation (xi) as the most general form of the data-generating
process, a 'testing down" procedure can now be applied in testing the

validity of more specific models and assumptions.

Nominal vs. real wage targets: If the coefficient on V_q is

significantly different from zero, the long-run elasticity of nominal wages
with respect to prices differs from unity and a solution in terms of real
earnings is not feasible. A simple t-test of the coefficient on V4 is
sufficient to settle this issue and in all four cases a nominal target

could be rejected.

Levels vs. rates of change: When the coefficient on w_q is
insignificant, the most crucial test concerns the coefficient on (w-pc)_l.

When w_, and (W—p)_l both have an insignificant influence, the parameters

1
satisfy the following restrictions:

a; + a and

I
i
)

2

a!4 -1

|
1
]

which are also the restrictions required to have w and p only in first
differences.7 Again a simple t-test is sufficient to settle the issue and
the second step of the search procedure concerned the significance and the

sign of (a1+az+a3).

Productivity vs. trend: When wage earners attempt to maintain

their share of total factor income, the long-run real earnings target is

set in terms of labour productivity growth and not as a constant time

7 Most Phillips curve models include one or more restrictions in
addition to the two explained above. Thus the trend term is usually
left out as the intercept captures a trend in a first-difference
equation. Moreover, one of the unemployment terms may be suppressed,
although a number of recent studies have included both current and
lagged values to test for hysteresis effects.



- 36 -

trend. Ignoring differential changes in output and consumer prices, a
long-run elasticity of real earnings with respect to productivity of unity
would leave factor shares constant, whereas an elasticity higher than unity
(because of overambitious wage targets) tends to generate inflationary
pressures. In the short run productivity changes are likely to influence
nominal wage developments through two additional channels. In the first
place, the -existence of piece-work earnings systems together with
fluctuations in overtime will create a direct and positive relationship
between output per employee and nominal wages. Secondly, labour hoarding
will lend a pro-cyclical pattern to productivity growth. Essentially this
implies that the rate of unemployment is an incomplete indicator of labour
market slack and the inclusion of productivity changes as an additional

variable may correct this bias.
Going back to equation (ix), a productivity target enters the

equation in the following way:

(xi) W/PC = H PR® U™P

Taking logs and assuming a time lag of up to two years, equation (xi) will

have the following additional terms:

eldpr - e3dpr_1 + (e1 + e, + e3)pr_l

while the trend term drops out. In three of the four cases the productivity

target was found to be more data-consistent than the simple trend.

Inflation neutrality: When the coefficient on w_ is non-

1
significant while that on (w-pc)_1 is significant and of the correct sign,

the steady-state solution can be written as:

(xi1)  w/pc =t un (P + P ART + (a; - az)dp - (1 + ag)dw)/A

with A = a, + a, + as- A long-run solution independent of the rate of

inflation (inflation neutrality) requires the additional restriction:
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One way of testing this restriction is to go back to equation (xi) without

the term in w impose a homogeneity condition with respect to nominal

_1’
. 8
changes, and estimate the equation as:

(xiii) ddw = alddpc - (a5 + 1)(dw - dpc)_1 - (a1 + a, + a3)(w-pc)_l

+h' - bu - byu_, +RT

This test was not performed, but judging from the unrestricted coefficients
and the associated standard errors, the two wage equations for Taiwan
satisfy the neutrality condition, whereas South Korean wage earners appear

to claim wage increases which exceed the short-term inflation rate.

(C) Price model

A large number of recent pricing models are essentially mark-up
functions, based on the assumption that most firms face a downward sloping
demand curve and can set their own prices. However, a major hypothesis to
be tested in this paper is that this ability may be subject to constraints
and that the most likely source of such constraints is the influence of

foreign competition.

From a theoretical point of view the influence of foreign prices
should be estimated using separate models for tradable and non-tradable
goods, but because of well-known problems in selecting the corresponding
sectors this approach has not been followed. Nonetheless, the model applied
may be explained by taking the Scandinavian Model of Inflation as a point
of departure. Thus for goods sold on the domestic market firms are assumed

to set prices (PD) so as to maintain a constant long-run income share:

(xv) PD = K CAP?ULC
8 A corresponding equation can be derived for the version with the
productivity target, and, when the coefficients on both w_, and

(w-pc)_, are insignificant, the inflation neutrality test is also
valid. %hus the case of money illusion may be tested by making the
first-difference equation homogeneous in nominal changes:

(xiv) dw=h' - b.u-bu, + aldpc - agdpe_; + (1 - a

1 27-1 1 1’
Compared with the unconstrained first-difference equation this
involves only one additional restriction (-a5 =1 - ay + a3), which is
the same as the one given above.

3 + a3)dw_
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where ULC is actual unit labour costs, K is a mark-up factor and CAP is a

cyclical variable measured so as to equal 1 over a full cycle.

Since firms' mark-ups may not be based on actual but on normalised
ULC, or on some weighted average of the two, the above specification could
lead to biased coefficients. Nonetheless, given the rather uncertain
empirical evidence on this point, equation (xv) was adopted as the basic
equation and alternative measures of productivity and ULC were not tested
on a systematic basis but only when equation (xv) produced implausible
coefficients. It should also be noted that due to lack of data equation

(xv) excludes measures of capital costs.

Turning to goods sold abroad, we adopted a model usually applied

to small price-taking countries:
(xvi) PX = XR.PW,X

where PX is the export deflator measured in the domestic currency, XR is
the effective export-weighted exchange rate and PX,W represents world
market prices of exports. The bars indicate exogenous variables and this

model actually assumes that domestic export prices are entirely exogenous.

Denoting the output shares of domestically sold and exported
goods by € and l-¢ respectively, the equation obtained for the value added
deflator (P) is:

(xvii) p = K°cAP®uLcepx!™E

In this form P is assumed to be homogeneous of degree one with
respect to ULC and PX, but in implementing the equation a general lag
structure of up to two years was adopted, which also allowed testing of the

homogeneity condition. Using logs, this general approach can be written as:

(xviii) p, = a, + ajcap, + a,cap,_; + bjule + byule, , + bjule, , +

clpxt + CZPXt-l + c3pxt_'2 + elpt_1 + ezpt_2 or

dpt = a, + ajcap, + a,cap;_y + bldulct - b3du1ct_1 + cldpxt - c3dpxt_1

- eydp,_; + b (ule/p), _; + Zc (px/p) _, + (Zb, + Zc, + Ze, - Dp, 4
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; >
with bl’ c Ebi and Eci 2 0 and ao, al, 32’ b3, c3, e2 and (}]bi + Eci +

1’
Zei-l) 2 0. This was initially estimated with all the current and lagged

terms, but subsequently reduced to include only significant variables.

Since equation (xviii) is estimated with dp as the dependent
variable it may be compared with traditional price equations estimated in
first differences, and in considering short to medium-term policy
implications this would also be the appropriate perspective to use, since
the level terms change very slowly. However, precisely because of the level
terms the long-run properties can be used in selecting the appropriate
form. These characteristics are most evident from the steady-state
solution:

(xiv) P = CAPZa/fULCZb/f PXEc/fe((bl-bB)dulc + (cl-c3)dpx - (1 + ez)dp)
where f = 1-Ye. From this expression two characteristics are immediately
obvious:

- P is only homogeneous with respect to ULC and PX when f = Ib +
fc, or when the coefficient of P_1 is not significantly different from
zero. By contrast, when the coefficient of P_1 is positive (negative) the
long-run trend of P will tend to exceed (fall short of) the weighted
average of ULC and PX;

- the long-run solution of P is only neutral with respect to the
rate of inflation when the coefficients of the exponent sum to zero. In the
case of only one-year lags this condition simplifies to b1+cl-e2 = 1, which
is often imposed in traditional first-difference price equations. In
virtually all of the results reported in the text it was found that (bl-b3)
2 implying that higher or lower rates of inflation had
virtually no effect on the long-run trend of P relative to those of ULC and

+ (cl—c3) x 1+e

PX, and this was the case regardless of whether the coefficient of P_l was
positive or negative.

- the coefficient of CAP is mainly relevant in evaluating the
cyclical behaviour of prices and in most cases a pro-cyclical pattern was
found. When the coefficient on P-l is significantly positive the
coefficient with respect to CAP can also be used to derive a rate of

capacity utilisation which ensures a long-run constant distribution of
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factor income.9 Thus, disregarding the exponent and setting ULC = PX = P-l’
the long-run solution may be written as:

_ ta 1+f'
(xv) P, = CAP™™ P |

where f' is the estimated coefficient with respect to P—l' Hence when f' is
positive a distribution-neutral trend for P requires that the rate of

capacity utilisation be kept below 100, with the necessary degree of slack

being proportional to f'/Za.

9 Sneesens and Dreze (1986) derive a similar concept.




- 41 -

Bibliography

Andrews, M.J., Bell, D.N.F., Fisher, P.G., Wallié, K.F. and Whitley, J.D.
(1984): "Models of the UK economy and the real wage employment
debate', University of Warwick, Discussion Paper, No. 3.

Bean, C.R., Layard, P.R.G. and Nickell, S.J. (1986): "The rise in
unemployment: A multi-country study", Economica, Special Issue, pp.
1-22.

Bruno, M. (1986): "Aggregate demand and supply factors in OECD
unemployment: an update", Economica, Special Issue, pp. 35-52.

Davidson, J., Hendry, D., Srba, F. and Yeo, S. (1978): "Econometric
modelling of the aggregate time series relationship between consumers'

expenditure and income in the United Kingdom'", Economic Journal, 88
(December), pp. 661-92.

Edwards, S. (1988): "Terms of trade, tariffs and labour market adjustments
in developing countries", The World Bank Economic Review, pp. 165-85.

Fallon, P. and Riveros, L. (1989): "Adjustment and the labour market",
Working Paper, Country Economics Department, World Bank.

Fujita, N. and James, W. (1990): "Export oriented growth of output and
employment in Taiwan and Korea', Weltwirtschaftliches Archiv, pp.
737-53.

Hosain, A. (1990): "Real wage determination in Bangladesh agriculture: An
econometric investigation", Applied Economics, pp. 1549-65.

Inter-American Development Bank (1987): Economic and Social Progress in
Latin America, Washington, pp. 81-211.

International Labour Organisation (1989): World Labour Report, Geneva.

Johnson, O. (1986): "Labour markets, external developments and unemployment
in developing countries', IMF Staff Studies, July, pp. 51-72.

Lopez, R. and Riveros, L. (1989): "Macroeconomic adjustment and the labour
market in four Latin American countries'", Working Paper, Country
Economics Department, World Bank.

Mikkelsen, J. and Paldam, M. (1987): "Real wages in eight Latin American
Countries: A look at the data 1948-85", Memo Nr. 1987-19, Institute of
Economics, Aarhus University, Denmark.

Newell, A. and Symons, J. (1985): "Wages and employment in OECD countries",
LSE Discussion Paper, No. 219.

Paldam, M. and Riveros, L. (1989): "The effect of minimum wages on average
wages and inflation in Latin American Economies", Mimeo, Country
Economics Department, World Bank.



- 42 -

Riveros, L. (1988): "Industrial restructuring and labour market response in
Mexico'", Mimeo, Country Economics Department, World Bank.

(1989a): "Recession, adjustment and the performance of urban
labour markets in Latin America', Mimeo, Country Economics Department,
World Bank.

(1989b): "Labour markets in an era of adjustment: The Chilean
J
case" Mimeo, Country Economics Department, World Bank.

(1989¢): "International differences in wage and non-wage labour
costs, Working Paper, Country Economics Department, World Bank.

Riveros, L. and Sanchez, C. (1988): "Labour markets in an era of
adjustment: Argentina'", Mimeo, Country Economics Department, World
Bank.

Rosenzweig, M. (1988): '"Labour markets in low-income countries" in
Chenery, H. and Srinivasan, T. (eds.) Handbook of Development
Economics, Volume I, North-Holland, pp. 713-62.

Sachs, J. (1990): "Introduction" in (J. Sachs, ed.), Developing Country
Debt and Economic Performance, Vol. 2, NBER, University of Chicago,
pp. 1-37.

Sneesens, H.R. and Dreze, J.H. (1986): "A discussion of Belgian
unemployment combining traditional concepts and disequilibrium
econometrics'", Economica, Special Issue, pp. 89-119.

Tokman, V. (1986): "Adjustment and employment in Latin America: The current
challenges'", International Labour Review, pp. 533-43.

World Bank (1989): Trends in Developing Economies, World Bank, Washington.




- 43 -

ANNEX B

Developments in employment, output, productivity and real earnings:

Manufacturing sector
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Developments in employment, output, productivity and real earnings: Argentina
(in manutfacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: Chile
(in'manufacturing; indices, 1980 = 100)
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Developments in emploxment, output, productivity and real earnings: Ecuador
in manufacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: Ethiopia
(in manufacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: India
(in manufacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: Kenya
(in manufacturing; indices, 1980 = 100)
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ment, output, productivity and real earnings: Malaysia
n manufacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: Philippines
(in manutacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: Venezuela
(in manufacturing; indices, 1980 = 100)
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Developments in employment, output, productivity and real earnings: Uruguay
(in manufacturing; indices, 1980 = 100)
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