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Richard A. lester, "Wage Diversity and Its Theoretical Implications,"
Raview of Ercnomics and Statistics, August, 19L6.

The actual wage facts seem contrary to what conventional theory
leads one to expect. Ferfect competition seems to be the exception.
Demend and supply do not eliminate gross inequities ar gross irrationality.
Movement in reeponse to varying wage rates does not oceur even in the
sams locality; one of the most significant facts about wage rates is
thelr variation for the same job in the same labor market. Instead of
one rate, there iv usually a band, with 2 substantial range between
highest and lowast.

Ranges in Average Harnings, The Bureau of Isbor Statistics
collected 2,900 ranges (the spread between highest and lowest plant
averages) for sslected occupations (Table 1). Taking each occupation
separately, average hourly earnings in the highest-paying esteblishments
exceeded those in the lowest by an average of 50 per cent in all indus-
tries. In almost one tenth of the cases, the highest plent average
was at least double the lowest, RMactors accounting for some of tha
diveraity wers: varying munber of establishments in occupational
categorles for each labor market; the inclusion of workers on pisce
work and incentive pay; minor variations in job content and in geographical
avea. MNevertheless, tha diversity was great.

Renges in Flant Averages for Cotton Textiles. A study by the
author was designed to eliminate some of the defects noted above of
the BLS surveys. Teble 2 shows the spread in straight time hourly
sarnings between high and low plant averages for six cotton textile



laster

TABLE 1

Distribution of Spread in Straight-Time Hourly
Earnings Between High=- and IoweFlant Averages
for Selected Occupations in Fach of
L8 Iaboreparket Areas

Fercentapge by which high Frequency
plant exceeded low plant
0 to 2»9% 19
3 m= 5.9 53
9 ~=11.9 96
12 = 1.9 111
15 = 17.9 1ok
18 = 20.9 128
21 = 23.9 129
2l = 26.9 129
27 = 29.9 110
30 = 32,9 10
33 —! 35-9 151
36 = 38.9 135
39 = L1.9 102
L2 = k.9 119
LS = 7.9 126
51 - 5309 B?
5 = 56.9 86
57 < 5909 55
60 - &-9
63 . 65-9 6?
66 = 68.9
69 = 71.9 Sh
72 = Th.9 50
75 = 77,9
'Eg - 30.9 5;
= 3-9 3
B? e Bgv? 22
90 = 92.9 L3
93 = 95-9 19
96 - 9349 1.?
99 = 100.9 21
101 » 110.9 56
111 = 125.9 70
126 = 150.9 59
151 = 200.9 37
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occupations in 15 labor market areas in 1943 and 1945. Table 3 gives
coefficients of average deviation. Oreet diversity is again apparent.
Wege variation may be as great in one labor market as in s whole reglon,
and may be double or triple that in another labor market. (Uhionism
was npot lmportant hare. Only four of the plante were organized, and
they were not the high wage plents.)

Theoretical Implications. Uniformity of wage rates in a labor
market i8 exceptional., = is likely %o occur only through governmsnt
action, collactive bargaining, or combined action of employers = i.e..,
nol because of competition but because of concerted action or restraint
of competition. A study of wuge determination met take account of
psychological, social and historical factors. Baployers can appsrently
select the point, within a band or range of rates, at which they establish
occcupational wage levels., The determining and limiting factors have yet
to be asceriained.



Richard A. lLester, "A Range Tacory of Wage Differentials,"” Industrial and
Lebor Relations Review, July, 1952.

The continued existence of gemuine, local irnterfirm differentizls
in weges cannot be expleined satisfactorily by orthcdox theory. There ie
a pressing need for nev theoretical formulations in the labor fleld.

Some of the striking findings of recent investigations in thils
field:

A Puveau of Labor Statistics survey in 1943-lk4 of 48 labor market
areas found that, for the same occupation, differentisls among firms in
the same ares were distributed over s renge with no marked cembral temn-
dency, and that etraight-time hourly earnings in a particular occupation
were as mach a8 50 per cent higher in the top-paying plant than in the
lowest. IntriPire diversity in waege scales, measured by the coefiicient
of aversge deviation, was sluost as greet in some cities as in a whole
reglon. Arnd in some cases, the local renge failed to contract despite
the shift from widespread unemployment to general lebor scarcity in the
1940''s.

mmmm&nmmofﬂmnusmaﬂmmmm
firms in Hew Heven indicated that interfirm differences were almost as
great in 1948 as in 1942 -- the rate in the highest-paying plant was T8
per cent higher than in the lowest-wage firm in 19%0 and 72 per cent
highermlghs--anayetmlw—mg;;&aﬁiimmmrmm
shortege of laboy.

The North-South differentisl also varied widely and irrationally:
S.Z+y Iin one pulp and paper firm, the Southern scale was 5 per cent higher
then the Northern; in ancther firm 1a the same industry, Southern scales
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were 21 per cent below Northern scales.

Although the ekilled-umskilled differential has fallen, it mey still
range from 30 per cent in ope firm to 100 per cent muu;ther,in :
the sam= industry end in the ssme general ares.

Local Differentials. The author studied L0 manufacturing plants
in Trenton. Starting rates and average hourly earnings in the lowest-
wage Tirms were only half as high as in the top plants. In genersl,
there seemed to be no direct correlation between wages and guality of
work force, slthough this was apparent in & few cases. The ressons for
these large differences lay in the following menagement practices: in
general, hiring was donme only at the bottom. Word-of-mouth was relied
on o secure epplications at the time lsbor wes needed (no applications
were kept after three months); applicents had to decide immediately
vihether or not to acecept the Job; no one employed elsewhere was consi-
dered (antipirsting convention); and the most mobile workers, "drifters’
or ”ﬂmtara,"\meummll;rmdacta;l- After a probationary period, the
worker was secure in hie job from outside competition. Promotions were
effected from within. In many plants, eligibility in benpefii plans
discouraged mobility. The wage structure was often governed by e Jjob
evaluation scheme and union policles, both remote from lsbor market
conditions in the loeality.

Workers were upsble to shop around for Jobs, because of lack of
informetion and because of the management hiring preferences listed above.
OUnee employed, they tended to develop attachments to the firm; the
avoidance of risk and uncertainty seemed to be a powerful motive. Finan-
cial considerstions were not uppermost -- in part because they were hard
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to compare, depending as they did on possibilities for overtime and the
operetion of incentive systems; the highly personalized reputation of the
firm seemed more important.

In sumuary, workers with from one to four years of experience,
usually sbout 80 per cent of work force, were therefore attached to the
firm, and out of the Job market. Movement of the other 20 per cemt could
zerve to eliminate differentials if 1t were not 8o random end impulsive.

Occupational Differentials. Intraplant wege structures are
notoriously haphazard snd irratiopal. Great interfirm differences in the

skilled-unekilled wage ratic persist; companies have considerable latitude,
particulsrly in setiing rates for skilled work that does not cross industry
lines but is attained by on-the-job training, with promotion on a seniority
basis from within. Job evaluation schemes also indicate that market
forces are largely inoperative because the criteris or factors are usually
nonmarket .

Regional Differentials. These exre of long standing, with great

tut apparently random variation.

Conclusion. A new theory must take account of historical and
ingtitutional factors and the practices of workers and management .
Theordisis heve underrated the anti-competitive factors and impediments to
competition in the labor market. Instead of a competitive or equilibrium
wage, a range of indeterminacy exists. Company managements vary in lsbor
patterns snd can of'ten select a position of long-run stability et various

points within the range of indeterminacy.



Louis R. Salkever, "Toward a Theory of Wege Structuve,” Industrial and
Lsbor Relations Review, April, 1953.

The incongrulty between the empiricsl studies in this field and
the implications of the static, long-rum, full-employment models of
neoclassical theory has led some economists to attribute the gap to
imperfections of the market or of the dats, and others to conclude that
sny theoretieal construction is futile. Neither approach will lead to
the enrichment of knowledge.

Methodological Problems. Explanations in terms of random varia-

tion sbout & basicelly stable relationship must be rejected. Wage structure
is mmmmmammm, requiring comparative statics

and dynsmic analysis rather than static equilibrium analysis. On the
other hand, mere accident can account for the transient existence of a
phwmmﬁotforitswsm.

The debate between marginalists and sntimerginalists haa been
confused by misunderstending of texms. Marginal analysis, if eppropriste
wvaen applied to the functional distribution of real income, is not appro-
priste for the analysis of occupationsl distribution of money income.
Furthermore, what is true of the whols iz not necessarily true of the
parts.

However, dissatisfaction with extant theory should lesd to some~
thing better than antitheoretical conceptions. One can hardly qQuarrel
with & concluaion that wage rates are sst by wage bargainers, or that
they are affected by "numerous economic, psychological, political, social
mmumimlfamra,"mwn;mmmnmhmm
the process. BNor can much be gained in the way of theoretical constructs
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from the available empirical data. The data are more or less sufficient
to support initial constructs of some usefulness in indiceating a relation-
ship between the size oi skill Wm: and economic fluctuation

(xmlop); between productivity, unionism, and interindustry differentials
(Garbarino); and between the degree of unionization and the union-nomunion
differential (Ross). The need, however, is for more general propositions

for which empirical tests can then be developed.

Slichter found a spread of rates for identieal occupetions in the
same locality, but also & surprising amount of regulsrity. This would
be the expected result of a discontinuous relationship, differing not
only smong individuels and occupations but also over time.

To the seller of labor, even when alternatives are perfectly per-
ceived, immobility may be rationelly based on the costs of change --
economic, socinl, psychological. Furthermore, ipability to forecas®
vithpmcmlmthemmhmviororﬁhiemmnaamora
simple caleulus of present disadvantege versus fubture advantage. But if
differentials had no effect upon mobility, the lsbor market would be
characterized by & completely inelastic labor supply curve for each
euployer, which does not exist any more than the completely elastic
supply, with each incremental chemge in weges attracting substantial
apounte of additional lsbor.

The physicist has noted that a body at rest tends to remain at
rest until the foree upon it becomes sufficient to overcome inertia.
Erploywent coasciovaness rather than wage conscicusness, reluctance to
change and the like are the determinants of a social inertia which mey,
up to & critical point (& sufficiently wide wege difference), inhibit
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movement and make wage rates operative below the level of cbaervation.
Emergence of Occupational Differentials. An occupational structure

sriges with the introduction of division of lebor in the plant. The
employer mst make some judgmente on the relative importence tc the total
productive operation of each task, and will be less willing to risk the
loss of the more strategically located worker. The latter in turn will
become unwilling to work effectively at a "higher level” job without a
wage difference. As the occupstional structure matures, labor supply
and the nature of the learning curve become more important influvences on
the development of differentials than the primitive orxdering of Job
importance.

The comparative advantege to the employer, with persistent umemploy-
went the condition of the ecomomy, to replace or retain particular job
occupante shich becomes reflscted in the relative wage level, depends on
the pature of the learning curve. In the performance of e specialized
task, cutput per mavhour increases for s time dirvectly as a fumction of
time on the job. This is distinet from prior training, and from improving
technology. Existence of such a gap explains the willinguess of an
anplover to pey currently employed workers more thsn he would have Lo pay
replacementa.

learning curves are not identieal for all occupsticms. I% is
logicel to aseume that the higher the skill, the longer the time required
before the lesrning curve levels off. Therefore, as we ascend the sgkill
level, the disparity between the output of the employed worker at or
beyond the laveling-off point of the leerning curve, end that expected of
comparably trained replacements, should increase. Despite individual
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differences, and without assuming any precise computation by the employer,
cecupstionel differentials can be expleined on this w&La}“m, without

assuning artificial restriction of labor supply, the equating of the
vtility and disutility of nommoney factors, or any artificial marginel
apalysis.

Chenges in Differentisls Over Time. The literature is full of
valusble insights into factors inducing changes in differentials, but
there was no recognition of the dynemic nmature of the problem. The
influences of tralning coste, durstion of employment, and finanecial risk
wvere regarded as stable, snd expectations were ignored. For example, the
cost of acquiring skills is affected by the economic environment: If
there is an inoreased demsnd for a skill throughout the economy, exhausting
the pool of unemployed worksrs, training programs will be supported by
firms and by public agencies, thus eltering individual evalmations of both
the costs of training end expected return on skill investment, with &
corresponding change in impact upon wage differemtials.

Mobility of Labor Supply. The cancept of & labor reserve, adapted

by Beveridge from Mars to explain the irreducible minimum of unemployment,
1s more useful then the traditional concept of noncompeting groups.
Unemployment or & bigher wage is often insufficient %o effect movement
in the short run because of attachment to e firm or industry: longshore-
uen, Tor example, seem to be less mobile than carpenters. Occupations
unigue to & fimm o¥ industry will tend to be less mobile thean those which
coh across industry lines.

The effect of & wage differential or a change in a wage differen-
tial on mobility is, therefore, comditioned by the pature of the appropriate
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lsbor meserve. A change in the output of an industry will have a dispro-
portionate influence on the size of differentisls according to the nature
of the lsbor reserve for each occupation employed in the industry -- an
increased output would be expected to raise the wage differential for
oecupations required which cut across industries more than for occupatlons
for which the industry lebor reserve is sufficient.

The Product Market. 'mmwmnsmm,m
market value of the productivity of a firm's lebor foree, impinge more
on the total wage bill than on occupational diifferentials. PBubt sgain,

oceupational groups more conesrned with retention of employment, and less
seneitive to vage rates outeide the firm, are more likely to feel the
effect of a product market change on the total wage bill.

Economic Fluetuations. The decislon to undergo training is not
independent of economic fluctuations. The expectation of yield from
mmmuismmmmw,wwwma

nerrowing of differentials resulte from the incressed supply of skilled / 7/
lsbor in thet phase of the cycle. The converse is true ir the downswing.
The fact that alterations in differentials cen cccur within a

#ingle phase of the business cycle, as the experience of the National
Weme Stabilization Poard indieated, can be explained by the learning
curve, which is conditioned in part by the economic enviromment but is
also subject to interfirm variation in output, which may differ from total
economy trende. The learning curve in each occwpetion is a function of
continuous employment at & particular tesk. Increased production lessens
the gap betwsen perdode of plant operation and reduces the time required
to reach average efficiency. During expasnsion the learning curve io
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changed most Tor higher-skill groups, for whom the parameters of the
output/time function are widest. Hence differentials nerrow in expansion.
During a contraction, the effect of the learning curve is to widen
differentiale.

Fluctuations iu the level of activity also exert differential
pressure on wage demands of occupationsl groups. With rising prices,
the income-need pressure becomes stronger the lower the oceupation. Tn
contraction, the fesr of losing Jobs is stronger for the lowest skille.

The structure of the labor reserve is also affected by changes in
Igeneralecmnﬁcactiﬁty- If the reserve is built around an occupation
with considerable cross-firm and cross-industry mobility, expansion will
increase gbility to move, thus offsetiing to some extent the narrowing
affect of the other fectors discussed.

Fole of Govermments. The influence of govermmente and quasi-
governments {e.g., trade unions) is easily exaggerated because of their

prominence in the procedure of vege determination. Their actions are not
exogenous variables but ave conditioned by the other factors discussed.
Ir the long run, government and group action may alter the institutional
Tramevork within which wages ere determined. This would require the
reformilation of the propositions adumbrated here.



Clazk Kexr, "The &].ljt.;!!;mtion of Iabor Msxkets, " Labor Mobility snd Economic

Opportunity, .

Kerr explores the notion of the institutionalization of "matural" or
"free cholce” markets. Free markels are characterized by indistinet boundaries,
geographically and occupationally. The institutionalization of such mariketa
ie the effect of the establishment of formal and :!.‘n!bml rules which divide
the market into definite and limited noncompeting groups.

In the short run, there bave always been recognized barriers to free
choice in the labor market: noncompeiing soclio-economlic groups; the desire for
security; Personal preferences of employers. The craft existed without the
craft union, and informal Job ties without semiority rules.

Institutional rules replace the free and ignorant many by the know-
ledgeable group. Unloas establish soverignty over a "Job territory;"” outsiders
are noaclitizens without rights. Whether by action of the coomumity of woriers,
of the commmity of employers, or by govermmenti, controls on movement from
these sources are defined as institutional rules whether they are. written
or merely implieit.

Among the great variety of rules, two general sysiems are discussed.

1. Comrmnz) Ownership. The araft union ~»~ €.g.; in the building,
printing, meritime snd tesmster trades -- asserts proprietorship or bebalf
of 1ts members over the Jjobs falling within a carefully defined ocoupationsl
and geographical area. BEuployers must hire union members; workers enter the
market through the unions. Uniona mey exeveise preferences (om sex, race,
political grouads); usually local mambers are preferred to tranafers even fyom
another local. Apprenticeship progzams sre sometimes the only means of entyry.



When work is abnormally plentiful, some unions lssue work pemmiis, glving
temporary employment rights to outsiders.

Movement is primsrily horizontal, smong employers, with the primary
tie to a gkill and & looser tie to the employer. The worker gets his security
from union control of the labor supply -- and from closed shop agreements,
under which membership in the union must precede employment.

2. Private Property. In industrial enterprises, the market is reduced
to the irreducible minjmum by seniority provisions. New workers are hired
by the compamy; as jobs open up, the workers move up in order and as they close,
workerg wove down in order. Often ability is & criterion along with seniority,
but this is still an internal sulmarket to which outsiders have little or no
access. The worker is held not only by prospects of advancement but perbaps
by & pension plan as vell. Other employers would be reluctant to hire him
avay Trom his firm, uvnder the customary gentlemsn's agreement against pirating.
1n any case, he would need to start again at the bottom of the semiority laddsr
in another plant with lower status and income.

Movement here 1s vertieal, within the plant, rather than horizontal.

Ports of Entry. Even in the sbsence of institutional rules, most employers
conglder o job not gpen for bid if the incumbent is satisfactory, aud they
ganerally prefer to promote from within to canvessing the open market. Rules,
however, seb sherper boundaries between internel and extermal markets and
define more precisely the ports of entry: broadly, the union office, and the
conpEny persomnel office. Contact with the external market is only at restricted
points, with hiring generally only at the bottom of each grade (common labor,
clerieal, ete.). As specifications became more formel and cover more jobs,

determinetion of the specifications becomes of increasing concern to persons



in the external market who are universally unrepresented in the councils which
set the specifications.

The Economic of Institutionalization

1. The rules vhich unions use for edmitting members and employers use
for hiring workers can have important consequences for the productivity of
the economy depending on the comparative emphasis on efficiency and
ecceptability.

2. The effecte on mobility cen only be surmised, but mobility is
probebly reduced. In general, craft rmules impede interoccupational mobility,
though they may incresse interindustry mobility, as in the cese of maintemance
workers, or decresse it as in the case of longshoremen. The rles of industrial
unions gensrally restrict interindustry mobility. The rules of both groups
attempt to reduce mobility between the categories of employment and unemployment
and between labor force participation and withdrawal from the labor force,
since a high degree of attachment to the work force is usually needed to
preserve the rights and privileges of union membership. Both sets of rules
also tend to lhold unemployed workers to their special merket rether than
encourage them to compete ectively for jobe elsewhere.

3. Craft unions use their control over the supply of labor to preserve
the wage rate rather than to force it up. Bupply adjusts to demand, once the
rate is fixed. If supply is greater than demand, the union controls the flow
of new members and encourages vork-shering programs; and vhen supply is less
than demand, issuves work permits or encourages mechanization.

4. Industrial unions, lacking the ssme degree of control over labor
supply, exert their efforts to control dewsnd (dismisesl bomuses, gueranteed
wage ). &ince seniority rules tie workers to the plant, unions must be more



concernsd with the employment effect of their wage demands. In general,
geniority reduces the minimm price which holds the worker to the plant.
Purther, the reduction of contact with the external market encourages job
evaluation plans to set scceptable rates in the internal market.

5. In both cases, wege rates are less affective in allocating labor than
they are in free markets, just as labor mobility is less potent in metting

vage rates.

Conclusions. The locus of decision meking hes shifted from individual
worlters and employers in the free markets to groups of workers and bureaucratic
managers in the ingtitutionalized maxkets. These groups have established other
criteria than just the pecuniary one: seniority, order, security and certainiy.
Decisions are made automatic, according to rules, rather than according to
infividual judgsents. Rules, however, may reflect prejudices just as mmch as
individual judgements mey.

Seniority rules are probably more restrictive of individual freedom and
retard efficiency more than eraft rules, which are the customary target for
criticisn. The role of the govermment is likely to be limited to making the
rules affecting entry more equitable. But if the laws of the private govermments
of industry and labor fail by too great s margin to meet public views of
welfere, the "planned” labor market may succeed the institutional market.



Simon Rottenberg, "(n Choice in Labor Markets,” Industrial and Labor

Relations Review, January, 1956. P g

This article is & éafense of the clessical theory of labor mobility
against criticisms by empirical researchers. The classical theory,
dewaloped by Adam Smith, can be summarized as follows: Since each
individual is motivated by his own self-interest, he will seek the
occupation which is the most advantagecus and least disadvantegeous to him.
m,]hwmmmm,ammumtmm
pecuniary and non-pecuniary considerations. As a consequence of this
behavior any increase (decresse) in the net adventagecusness of one
cecupation relative to all others will cause a redistribution of employment
to (from) that occupetion from {to) all others.

Altbough critics assert that the theory assumes that relative
compensation is the only factor which is relevant to occupational choice, the
theory gives proper reccgnitiom to independent varisbles such as status,
uncerteinty sbout employment, dissgreeasbleness of the occupation, and so
forths It is, hovever, part of the theory that an increase in the compensation
Tor an cocupation, ceteris paribus, will mean that more individuals will be
sitracted to that occupation. BSimilarly, sn increess in some non-pecuniary
attribute of en occupation will attract more workers to that occupation.
The purposs of thesory is to sbstract from a rather complex motivational
system soms sound principlss which yield "tolerably good" predictive results
-- not to describe all outcomes,



Robert J, Lampman, "Commmication: On Choice in Labor Merkets," Indusiriel
end Lobor Relations Review, July, 1956. ISt oty
Rottenberg asserts that the classical wage theory offers "verifiable”

predictions concerning worker mobility. For example, it predicts that an

individual will choose a "dirty" Job over a "clean" job if the wage
differantial is Just sufficient to overcompensate for differential

"gleanliness" becsuse the individual seeks to maximize his net advantage.

This is, however, not a "verifiable" proposition because one could argue that

the choice of either euployment is consistent with the theory. If the

individual chooses ocne sgainst the other, it is becsuse the net advantege of

the one must be greater than the net advestsge of the other. The same sort

of argument is applicable for other predictions of the classical theory. In |
other words, it 1s tsutolcgiecal.

-~



Melvin m, "Wage Differentials: mmmmm."%u
Economics, National Bureeun of Economic Research, .

This study considers two specific types of wege differentials:
cccupational end interindustrial. The discussion is prefaced by four
varnings: (1) As usually messured, wages esphrle the pecuniary value of
fringe bepefits. This may well distort comparisons for the postwar
period. (2) Wage levels may refer to any of several concepts: straight-
time hourly wages, average hourly earnings including overtime, mean or
median weekly or anmial earnings. They do not vary proportionally from
one industry or occupstion to ancther. (3) Frequency distributions are
often indicaeted only by mean or median, leaving unexplored cther aspects
of earnings distributions. (%) Varietions in hiring requirements, and
therefore lsbor quality, and the attractivemess of jobs to workers, are
important factors although they are usually omitted for the sske of
brevity.

Occupational Wege Structure. The skill differential is measured

by the percentage difference between the hourly earminge of workers
deaignated as skilled and unskilled. The percentage measure is chosen
rather than sbeolute differences because of interest in the "welfare-
distribution” question.

Secular Behavior of the Occupational Wege Etructure. DMNost authors

have argued that percentage occupationsl wage differentials have shown a
seculer terdency to diminish. Generally, empirical evidence supports
this conclution, with important exceptions. If differentisle have
declined, then close substitutes for urban unskilled labor should have

cxparienced & reletive increase in hourly earnings -- and same have not
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done so. For ezample, lamdry workers beve experienced a relstive decliue,
as have sgricultural workers, especislly for the 1950's, although the evi-
dence iz somevhat contradictory.

A possible explanation for these comtradictions is the declining
industry srgument: BSome workers cannot or will npt leave the declining
industry, and as the immobile workers disproportionately represent the
older segment of the Industry’s labor force it is to be expected that in
the short rup there will be a decline in the quality of the labor forece
&8 well as a decline in employment.

A move general argoment for decreasing occupational differentials
Poliows. from comventionsl tes HecEY: The educational level of the labor
force has increased, end with it the proportion in gkilled employment.
Tae failure of relative demand for skilled workers to increase as much
as supply hes led to a decline in skill differentials.

However, the ceusality in this argument is open to question; the
gecular increase in the relative number of skilled workers may be due to
changes in relative demand. 3ui |, several factors imply that relative
demand hes not shifted: (1) Inecreased schooling is due in part to
compuleory sttendance. (2) There has been & sharp reduction in child
labor because of legisletion. (3) The major cause of increased private
spending on education has been increased income: private education below
the college level is viewed ss a consumer rather than producer good.

(1) Those who inereese earning power by acquiring education generally go
into business and professions rather than into skilled mamusl work. The
evidence is that supply factors are adequate to explain the decline in

sklll differemtials.

e———
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It is mlso possible that sconcmic progress will tramsform the
occupational wage structure so thet the "pleasant" jobs will receive low
pay. If vhite-collar jobs are consldered pleasant, then one result of
rising vational income might be a greater supply of white-collar workers,
thereby tending %o narrow wage differentials.

The euthor rejects the argument that inflation is & long-rum cause
of nerrowing wage differentials, or that efforts to stabllize prices
will remove the pressure for diminishing them. The reason is the exis-
tence of a veal) minimm wage below which hiring is not countenanced.
This minimn is subject to a money illusion, so that a secular rise in
price levels leads to & secular decline in wage differentials.

The Pattern of Short-Run Fluctustion in Skill Margine. It is
generally agreed that in the short run skill margins change reletivaly
1little in normal times, but comtract sharply during periods of over-Tull

employment. However, waat has not been accounted for is the fact that
the sherp narrowing during periods of high labor demand has been only
partially reversed in low-demand periods. Two possible explanations
of this pattern are offered.

During periods of over-full employment (epecifically wartime),
periéially trained workexs can replace slkilled workers because they can
be kept busy at & neryrower range of tasks; the elasticity of substitution
between partially end fully skilled workers is increased.

The second explanstion is suggested by the behavior of "experience
differentials.” The tight lsbor market reduces the availebility of
expericnced workere, and thus the costs of finding an experienced worker
must include: (1) the time-consuming process of finding and recrulting o
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currently employed worker; and (2) the sdditional cost of inducing him
to leave an established situation. Neither of these factors is ss
important for the inexperienced worker, and the high demend for labor
is likely to affect the inexperienced more than the experienced worker,
thercby closing the "experience differential." Given the fregquent
assoclation between skill and experdence; the skill differential is
likely to move with the experience differemtinl, vhich implies that the
madeWWthhmmiﬂm
to the state of the labor market.

Interindustry Differentisls -- The long Fun. Moet discussions of
interindustry differentials proceed without much consideration of econcwic
theory. If an ad hoc theory is inconsistent with the implications of
price theory, an explapation 1s in oxder. Consequently it 1s important
to spell out the price theory implications for imterindustry differentials.

In the long yun, real wage differentials esmong industries will
reflect differences in the skill mix. Money wage differences between
locafions ghould be no greater than can be rationalized by differences in
living costs. In the short run, skill differentials should be positively
assoviated with changes in employment, due to short-run inelasticities in
lebor supply. But long-rum correlations between wage lewvels and factor
quantities ghould be zero.

Sowe evidence has been presented in support of the competitive
hypothesis. Studlies have shown that the rapnk correlation coefficients
batween (&) voges and labor employed, and (b) weges and tengible cepital
owned, were not significantly different from zero at the 5 per cemt level.:
here was insignificant correlation between productivity and average

1. J. W. Kendrick, Productivity Trends in the United States,
Drinceton, Bationnl Buxean ) 2 s
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hourly veges among 33 industry groups during the period 1899 to 195k.
In sddition, there was no aignificant correlation between user cost of
capital end average hourly labor compensation. There is, however, slight
negstive correlation betuween unit prices of ocutput and factor productivity.

Another finding that bears upon the competitive hypothesils is the
behavior of the interindustrisl wage structure iteelf. The coupetitive
hypothesis implies that there should have been a secular decrease in intew
industxy reletive dispersion because of the secular decline in skill
mavging end in regional differentisls. Although divect evidence of
diminishing relative dispersion is difficult to find, it has been shown
by Cullen and Woytineky that particulsr industries at the high and low
extremes of the dlstribution in a particular year tended to move toward
the mean over time.

The author summarizes Slichter's views on the long-run eguili-
brium industrial wege structure, ani commente on two.

Slichter finds substantial correlation between net income as &
percentage of sales, and average hourly earnings. He then concludes
that wages in the main veflect mmnageria) discretion. However, correla-
tion may also be eaplsired by anslysis of the fimm's behevior. Many
lurge and profitable fimms ignore local merket conditions and pey high
wages %o avold intercompany differentials and to be selective in hiring
practices. Thie does not explain movements in relative wages. The indus-
trial vage structire is effected insofar as in some industries the percen-
fage of workers employed in lerge flrms is greater than in others., There
might well be sn assoclation betweed high concentration ratics and high
vages at & given moment in time. Buch an cbservation would not justify
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the conclusion that there would be an association between changes in rela-
tive industrial wage levels over time and the index of concentration et

oy moment in time. A more legitimate phrasing of the question would be:
are changes in industrial concentration correlated with changes in occupa-
tional wage levels? The evidence indicates that such a hypothesis is not
confirmed.

Slichter also asserts the existence of a strong inverse assoclation
between hourly esrmings of umskilled labor and the ratio of payrolls to
sules. In the sbsence of competition such & hypothesis seeme plausible.
However, an alternative explenstion seems moye likely: high ratios of
payrolls to sales are found in industries thet speciamlize in fabrication
operations, and are associeted with low weges because the likelihood of
such specialization is greater vhere the febrication can be performed by
low-wage labor. This should only hold in the short run.

The Short Run. The competitive hypothesis explains varistions in
wage structure as follows: Wages increase in industries where employment
is expending because of short-iun inelasticities of labor supply, and
fall in industries where employment is shrinking becsuse of labor immo-
bility. Considerable evidence hes been gathered on this relationship,
and 1% shows strong positive correlation between wege changes and
employment, tending to confirm the competitive hypothesis.

Hovever, several significant studies (e.g., levinson, Bowen) show
‘thet positive correlations obtain in pericds of low wnemployment, but in
paricds of high uwnemployment the correlations are either insignificant
or negative. If this evidence is accepted then the competitive hypothesies
is winformative, if not invalid as an explanation of short-run movements
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of differentials.

Profits, Concermtration, and Felated Variables. The evidence seems
to indicate a fairly strong positive correlation between industry levels
of current profits and relative industry wage levels. This supports the
conchmion that wages are in fact set at the discretion of management, at
high levels vhen possible, and at lower levela vhen profits drop. It is
important to distinguish between levels and movements: The competitive
hypothesis is perfectly compaiible with the notion that profitable firms
pay high wages, but it 4s less clear that profit differentials explain
movements in interindjustry wege structure.

For some perdiods the labter hypothesis seeme to hold, but on the
whole, industry concentration seems & much better explamatory veriable.
Average changes in hourly earnings were greater in industries characterized
by unionization and concentration. Thie may be due to the slow response
of concentrated industries to changing demend. Therefore the period of
high profits, full capacity operation, and strength in product prices
lasts longer. It is argued that this gave rise to relative increases
in earnings in the concemtrated sectors in the 1950's.

Firos may be willing to grant wage increases 1f they can recoup
inereased costs by increased product prices. The supposition that btwo
sectors of the economy (concentrated snd competitive) behave differently
with regard to the retlo of wages to productivity is in direct conflich
with the competitive hypothesis. However, to argue that movements in
relative wage levels are strongly correlated with relative profits or
changes in product prices does not contradict the competitive hypothesis
per ge. Boih these variasbles may be correlated with variations in the
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level of employment and reflect only the influence of the lstter on
relative wages.

Productivity. The evidence on the relation between man-hour
productivity and wages hardly permits the acceptance of any hypothesis
relating these variables.

Unions. Consideration of unions has been eliminated since
research has falled to show significent relationships between the
influence of unions and movements in interindustry wage differentials.
One would expect that where profits sre correlated with wage changes the
correlation should increase under the influence of unionism.

Conclusion. The competitive hypothesis is et its best in
explaining long-run variations in both skill margins and interindustry
differentisls, In the shoxrt run it does not appear very relisbls.



W. Rupert Maclaurin and Charles Myers, "Weges and the Movement of Factory
Lebor," Quarterly Journal of Economics, February, 19%3.

This article is based on a study of & New England labor market
during the prewar years of 1937, 1938, and 1939, and 2 re-examination
of the sape market in 1942. Attention was focused on the smount of
movement between fiyms and the effect of movement or lack of movement
on equalizetion of vage rates for comparable jobs.

Two adjacent, medium-sized Massachusetts cities were chosen for
this study. They contained a considerable number of different industries,
and were the trading centers of a substantial farming area. They wvere
sufficiently distent from any other important towns to form a distinct
and compact laboy market. This was not & high wage region, and unioniem
414 not becoms an important factor in wege determination until 19u1-L2.
The community was also characterized by considerable home ownership and
important raclal and religious influences.

Weges, vorking conditions, labor turmover, hours worked, anf other
information were collected in the initial period; and in 1942 the market
was re-exsmined and interviews were conducted to assess the ermployers’
and workers' reasons for changes.

The period studied contains a complete gycle from pesk activity
through recession to the recovery of 1937 levels.

Findings. The findings suggest that the theory of weges as presented
in economic literature must be modified to take more adeguate account of
the barriers to movement which exist within a labor market. In this
commmity, typicel of & great many small American manufacturing ciiiees in
the period from 1937 to 1942, the principel barriers to inter-factory
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movement may be sumarized as follows:
A. Demand Side

(1) Te existence of a "gentlemen's agreement” among meny
of the factories not to hire lebor away from each other.

(2) e prevalent practice of hiring primerily relatives and
friends of present workers. The sbsence of affective
centralized hiring methods which would emsure employment
on the basis of merit.

(3) e prejudice against hiring older employees who had
worked for & considersble period in some of the lower-
paying industries; the resl difficulty of re-training
ithe less adaptable of such workers to work on new types
of machinen; and the preference of "unspoiled" new
workers from the high schools.

B. Supply Side

(1) T™e tendency of workers to seek and accept jobe in their
imsediate neighborhood, often through the influsnce of
employed friends or relatives.

(2) The sbsence of effective vocationsl guidance or advice
on the part of the achool system which would widen the
workera' horizon and choice.

(3) The reluctance of many workers to risk their seniority
position by moving.

(3) T™e weakness of fTinancial incentives for movement as
opposed to accustomed and friendly envirommentel conditions.

These barriers were sc aoffective thai, except under extreme boom
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conditions, the amount of movement in the direction of high-wege concerns
was distinctly limited. The sbsence of & greater threst of movement
conglderably weakened the economic pressure on the low-wage firms to bring
their wage levels into line, On the other hand, maxy of the high-vage
concerns were reluctant to take advantege of periods of umemployment by
cutting weges. This appeared to be caused partly by the fear of labor
resentment, watch would reduce morale and output even though mot affecting
movenent, snd partly by unwillingness to cut workers' incomes ss long as
the company had the capscity to pay the existing scale of wages.

This article indicates that further classification and analysis of
the relation between wages and movement in other types of laboy marketa
end for other types of workers would be helpful. Valusble, too, would
be sn understanding and analysis of the soclal systems to which the
workevs belong, the influences of ferily and achool, snd the social
organizations developed by some employers, which succeed in tying workers
o particular firms vegardless of wege differentials.

This study suggests thet horizontsal barriers to movement make
the gravitational process toward the higher paying jobs very slow.
Further stendsrdization of wages may develop through "interfersnce” by
the State, asd by the spread of collective action on the part of management
and unions, but there is little epparent tendency toward the equalizing
of efficiency earnings from the flow of labor imto the most favorable

channels.



Sol Swerdloff and Abrsham Bluestone, "The Mobility of Tool and Die Makers,"

Monthly Labor Review, December, 15952.

The Bureau of Lebor Statistics made pilot studies of the training,
work experience, mobility, and personal characteristics of workers in
several occupations vital to defense. This article examines the extent
and kinds of Job changes made by 1,712 tool and die makers selected from
the payrolls of 315 metal working plants in seven large metal working
areas. The workers, chosen to reflect generally the national distribution
of tool and die makers emong industries, were personally interviewed on
their work histories for the 11 years between 1940 and 1951.

Tool and die mekers are at or near the top of the occupational
ladder for skilled workers and, therefore, have relatively little induce-
ment to go into other occupations. On the other hand, they can find jobs
in wore than 9,000 plants in & wide range of metal working industries
throughout the country. This gives them considersble opportunity to
shift among emploayers or industries. In general, the ll-year period was
one of very favorable employmeant opportunities for tool and die mekers.
The wide avallability of jobs made it easy to change jobs in order %o get
higher pay or better promotional opportunities or, for that matier, to
change jobs when working conditions, personal relationehips, or plant
location were not entirely to their liking.

Extent of Mobility. Nearly 3/5 of the 1,712 workers Lntervieved
had worked for only one employer. The 733 who had changed jobs averaged
nearly three shifts each, but the amount of movement differed considerably

gmong individual workers: more than half of those who changed jobs made
cnly one or two moves: 3/5 of the job changes were made by the 229 workexs
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who made four or more job shifts each.
Petterns of Interindustry Job Chenges. An important conelusion
obtained f-om analysis of the work histories was that those tool and die

makers who changed employers did not appear to have strong industrial
attachpenta and that they were able to cross industrial lines freely. AL

least one~third of the tool and die makers etudied in each industry had
not originally qualified as journeymen in the industry in vhich they were
working et the time they were imterviewed.
Geographic end Oceupational Mobility. Although nearly 43 per cent
of the sample had changed jobs, less than 9 per cent reported that they had
changed cities during the 11 years. Of these, sbout 5/6 mede only one or
two such shifts, although some individuals mwede as many as six. Fersonal

considerations were the main reascn for moving. Inducements -- such as
better pay -- which led to shifte from one employer to enother in the same
area, apparently were not so effective in inducing workers to move to
other areas.

During the period covered, more than 90 per cent of the men inter-
viewed had worked only as tool end die makers after becoming qualified
Journeymen, because of the high level of skill required. In general,
movement is only upward to supervisory work; to working in lower-skilled
machine-shop jobs; or to moving out of the machine-shop occupetional
Pield entirely.

When the workers imterviewed did move out of the occupation, they
tended to work in closely related Tlelds; sbout half of the outside jobs
held were either as machinists, machinery repairmen, or machine-tool

operators.
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Fectors Affecting Amount of Mobility. Mobility was affected by

such factors as age, education, and lepgth of time in the labor force
during the 11 years covered by the survey. Younger workera snd those with
more education tended to be more mobile. In addition, it varded according
to the Industry in which tool and die workers were employed at the time
they were interviewed; the aircraft and machine tool industries had more
fluctuations in employment than motor vehicles. On the other hand, other
chavacteristics did not appear to have affected the propensity to change
jobs: workers trained by spprenticeship and those who had qualified by
other means wsre about equally mobile; foreign-born workers shifted pro-
portionataly es much as those born in this country; married and single
vorkers experienced zbout the same rate of job change, although single
workers moved from one geographie area to another much more often than
did married workers.

Ressons for Changing Jobs. Reasons given fell into two broad
classes: voluntary and imvoluntary moves. Two out of three of all the
job changes were made voluntarily. MNore than half were made to cbtain
bettar jobs, eithexr 4n terms of pay or potentiality for sdvancement. The
deslre %o improve working conditicns or the location of the job was the
reason given for another sixth of these job changes.

Part Two. Monthly Labor Review, January, 1953.

Persopel Characteristies

Age. The medisn age of the tool and die makers interviewed was L.

Eecause the occupation requires a long training period, and meny of the
recont entrants into the occupation were war veterans, few workers were
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under the ege of 25. Distribution according to age was: 25 per cent in
each of the three age groups 25-34, 35-M4, and 45-53 years; less than 20
per cent 55 to 64 years; 5 per cent, 65 years and older; less tham 1 per
cert under 25 years.

Dependency, Marital, and Veteran Status. Ninety per cent of the
men interviewed were married; 90 per cent had dependents cther than their

wives. 17.4 per cent were veteraus of World War II. Many of the workers

would be 1likely to receive occupational deferments because of the key

importance of their work, as well as for age and dependency status.
Eduestion. Six per cent of the men had academic training beyond

high school, 29 per cent had eight or fewer years of schooling, but %0
per cent were high school gradustes. This distribution by educational
level showed a greater concantration sbout the median than the average of
the United States mmle population. Younger men had more schooling then the
older men; educaticnal backgrounds of those who had served sppremticeshipa
d1d not differ materinlly from those who had not.

Hativity. More than 25 per cent of the men were foreign-born.
Nearly one-half of those above 45 years were foreign-born, but less than
10 per cent of those under k5.

Farm and Nonferm Upbringing. About one-sixth of the workers had

been ralsed on farms. Newer workers beve been coming from cities and
touns, in keeping with the general shift of U.S. population to urban areas.

Occupational Cholce and Method of Emtry

One_quarter of the 1,287 men interviewed indicated that they had just
drifted into tool end die making. The remainder gave the following reasons:
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Job Aptitude or Imteresh: Six hundred and twenly ope believed thab

they vere mechanically inclined; and wanted to work with their bhands.
Economic Considerations: Ope-sixth of the 1,287 tool amd die makers

vho answered stated that they entered the occupation for better wages, a
chance for advencement, apd/or an opportunity for epprenticeship or other
training.

Family Backgrounds: Eeventy per cent of the men whose fathere were
tool and die makers reported that they hed entered the trade for that
reason, indieating that femily background played an important role in job
determination. In all, one-third reported that other members of their
families had been or were in the trade.

Occupation of First Job: More than half of the tool and die makera
started out by working in the trade. Of 1,135 men who served apprentice-
ships, over half beceme apprentices in the trade immediately after leaving
school. mwmﬁm:dwmmmmmiushiw
started out in the metal working trade, indicating that meny men shift
into tool and die meking after time spent In umrelated work.

Opindons of the Occupation as e Career
Of the 1,712 men interviewed, ope-fifth sald they would not recommend

i%t; more than three-fifths recompended 1t unqualifiedly; and the remainder
recommended it with reservetions. Those men who had given definite reasons
for entering the trade were more likely to recommend it, while the propor-
tion having unfavorable opinions was twice as high among the men who merely
arifted into the occupation.

In conclusion, this article indicetes that proper vocationsl guidance
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and a positive choice on the part of the individusl ave helpful in
producing wvell-adjusted workers.

Part Three. Labor Review, March, 1953. (caqghtempm-bin
Bureau e¢8, Bulletin Ho. 1120.

Methods of Qualifieation

Apprenticeship. About two-thirds of the men had served apprentice-
ships; 20 per cent underwent more or less formal on-the-job training; the
remaining men "just picked up" the trade while working in tool rooms or
machine shops.

Training Levels. A table is included which indicstes the various
training levels in the major metal working industries. Generally, there
were fewer men who had served apprenticeships working in the aircraft
industry (about 4O per cent) while in the motor vehicle industry, 80 per
cent of the men had served apprenticeships. In the age group 35-~00, less
training wves had by the men, probably due to the paucity of training avail-
abledmmdemuionmotﬂlglm,ﬂmnm:nmm
labor market.

Effect of Training on Work Experience. The mobility of non-
apprenticed tool and die makers was the same as that of men who had served
apprenticeships, contrary to the usual assumption that a comprebensively
trained worker has greater mobility than does a worier who has not served
an apprenticeship. However, while the method of training did not affect
éhawrhr!‘ahihtrbmu!ﬁmﬁyﬂm,itdﬁsmumm
chance for reaching a supervisory level. For example, of tbe 1,712 vorkers
interviewed, 204 were in supervisory positions; this mmber included only
10 per cent from the group of 577 men who had not served eppremticeahips,
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but 13 per cent of the 1,135 men who had served apprenticeships.

Menpover Inplications of Training, Au expansion of apprenticeship
tralning is necessary in setting up programs to provide for the additional
ool and die makers who will be needed for mobilization production and
for the long-run growih of the economy. Also, more atiention should be
given to the informal method of gualification, sc that warkers learning
the trade through this process ean be glven wmaximm opportunity to improve
their skills.



Cladys Palmer, H. 8. Parmes, Richard C. Wilcox, Mary W. Herman, Carol P.

Brednerd, The Reluctest Job Changer, 1962.

(One chapter of this bodk, "Workers' Attitudes to Job Changing: The
Effect of Private Penaion Plans," by Herbert Parnes, has been summarized
separately. )

Attachment to cccupation and company was investigated through
interviews of & sample of 199 workers in four occupations, two skilled and
tug semi-skilled, in Springfield, Illinocis. FPropensity to stay with the
compeny s measured by questions relating to fubture plans; and choice
between occupatlon and company, on the resetion to a hypothetical guestion
concerning elimination of the current job by the company.

A second study of 193 semiskilled production workers in Columbus,
Ohio attempted to meesure compeny ties by reactions to two hypothetical
questions: wvhether the respondent would accept the offer of an identical
Job with another employer at 30 cents an hour more pey; and whether the
worker would reburn to the company after layoffs of varying length, if he
bod already found identical work and pay elsevhere.

A third chapter analyzed the work experience and atiitudes of tool-
makers in Philadelphie as revealed in ccmparable studies mede at three
difrevent times, 1924, 1936 and 1951. Mobility measured by length of Job
held at dste of survey, declined substantially between 192k and 1951 (but vas
highest in 1936, a depression year). Obtaining better pay was the reason
glven mogt frequently for e volintary change of employment in all three
semplen.

The pemuitimate chapter (v), "Clasa Concepts, Aspirations, and Vertical
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Mobility," presented an avalysis of workera' views of the American class
structure and desires for upward mobility, and the effects of these

atbitudes on patisfaction in their occupations:. A study made in 1952 of

79T persons in Norristown, Pennsylvenia was cited, and compared with

the answers to some unstructured cuestions put to the 199 Springfield production
workers, and other studies in this field.

Connlusions

1. Studies of production workers show that, in spite of the
relatively roucine nature of same of the jobs performed and the lack of
training required for them, most men tend to develop ties to a compsny
or an occupation that make it unlikely they will move frequently from one
Job to another.

2. Marked differences appear between skilled and semiskilled workers
in the relative strength of oeccupational snd compavy tiea.

3. There appears to have been a gradual decline In mobility rates
in recent decades.

k. A1l the studies testify to the importance of seniority righte
in tying workers to their jobs, whether in respect of promotion, protection
againgt layoffs, vacations or pensiona.

5. Other attitudes also served to discouwrsge mobility: genersl
fesr of the unkuown vas sn important factor; expectations of better pey or
advancement were also cited. Skilled workera were more attached to an
occupation (ms distinguished from an employer) than the unekiiled, but they
too were girongly influenced by seniority factors.
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6. The evidence in Chapter V suggests that most workers in leasa
gkilled jobs are not completely content with their occupational roles;
while geeing little chance of improvement for Lhemselves, a large proporticn
would like to see their children enter profesaional occupations. They want
their sona to have as much education as possible (but are lese sager to
educate their dsughters).



Herbert S. Parnes, "Workers' Attitudes to Job Changing: The Effect of
Private Pension Plans," in Paimer and others, The Reluctant Job
: mnmmmnwma_:pmﬁmg,
IIt.

The rapid growth of private pension plans through collective
bargaining during the pest decade has been cited almost universally by
students of the labor market as an institutional impediment to the
mobility of labor. Concern for retirement benefits is likely to be most
characteristic of older workers with relatively long periods of sexvice
with a company, and there are a mmber of other factors that tend to tie
such vorkers to their current jobs. Ope is senlority rights, conferring
security as well as opportunities for advancement, and another is the
psychological comfort of familiar surroundings. The objective of this
study is to sssess the relative influence of private pension plans.

Design of the Study. Imterviews were conducted with almost 200
married male production workera between the ages of 35 and 50 in two
Coluwbus, Ohio, firws, one with and the other without a pension plan
(but with a lump sum peyment after five years of service on separstion
for spy reason). The two groupe were quite similar with respect to
personal characteristics, background and employment experiences, and they
showed remarkeble agreement on the factors essential to job satisfaction:
wagea, physical characteristics of the job, humean relations factors
(guality of supervision, fellow workers). TFringe benefits were menticned
infrequently. Only 2 per cent in each plant mentioned a pension or yetirs-
ment plan as one of the things they liked best about worlkding for their
respective employers.

The most pronounced difference between the two samples ocewrred in
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their reaction to plant conditions: there was grester satisfaction 1in

firm ¥ (oo peneion) then in fimm P, although this wes difficult to account

for in terms of the objective conditions of the two firms.
Measures of Stebility. The question whether the workers of the

tuo conpanies differed significantly in their disposition to remain with
their employers -- stability does not necessarily coincide with satis-
faction -- was investigated.

One-third of the men in each sample said they had twrned down
offers of other jobs while employed. Only & tenth of one sample and 2 per
cant of the other had sctually looked for other jJobs.

To a hypothetical guestion -- whether they would take an identicel
Job with another company at 30 cents en hour more pay ~- by far the
greatest number stated without gqualification that they would not. To a
secord hypothetical question -- whether they would return to the current
enployer after layoffs of varying duration, assuming that they had in the
meantime been successful in finding identical work end psy elsewhere --
the largest mumber, almost 50 per cent in N and 40 per cent in P, said
they would return to the employer after one year even if they had found
another job, and larger percentages would do the same after a shorter
layoff.

In each case, senjority was the most important influence on deci-
sions; reluctance to face the unknown was next. Fensiops were mentioned
by only a few workers as a factor.

Reaction to Problems of Retirement. One-third end one-fourth of
the workers in the two samples expected to have incoms from some other

source on retiremsnt. Over one-~third of the workers in P failled to
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mention their company's pensicn plan. Moreover, three-fowrtihs in smmle
T and almost two-thirds in sample P had no idea what thelr mowthly Social
Security (government) benafits would be.

Summary. If the workers in the present study are typical, male
factory enployees between the ages of 35 and 50 do not devote much thought
%o ‘the problem of retirement. A large majority of the men atill had
children under 18 living et home, and thevefore faced problems more imme-
diate than retirement. It is possible that workers over 50 would respond
differently.
workers with several years of eervice to their employers thet the exis-
tence of a pension produces no appreciable additional effect. Would the
same pattern be likely in an identical study conducted among workers to
whom job security was not so crucial a problem? It is reesonsble to
assume that professionsl and menagerial groups would be more influenced
by nonvested pension rights.



"Privete Pension Plans and Manpovwer Folicy," Burean of Iabor Statistics

Bulletin No. 1359, 1963.

This Bulletin reviews the effect of corporate pensions on various
aspects of manpower policy, inclnding lsbor mobility, the employment opportund-
%ies of older workers, and retirement withdrawal from the lsbor force.
Only the first two topics will be sunmmarized.

Lebor Mobility. Studies have demonstrated that fimms with pensions
have lower separation and quil rates than firms without pensions, smd this
difference is often cited as evidence that pensions reduce labor mobility.
However, firms with pension plans frequently bave other charecteristics
which tend to bold older workers on their jobas. The same firms are also
likely to be unionized, to pay higher weges and salaries, and to have more
effective Job security provisions based on length of service. No study of
mobility has been conducted in such depih as to isolate the effecta of
these individual factors. The effect of pensiome may, however, be significant
for certain cecupational groups (such as senior white-collar workers and
exweutives), and may also reduce the mobility of older manual workers in
some depressed industries areas.

To the extent that the individual's pension rights eve vested (or
scuwe degree of portability is provided in other ways) the immobilizing
effects of pensions are counteracted. The trenmd in recent years towards
the adoption of vesting provisions and the incressing prevalence of multi-
employer plans has acted to limit any adverse effects of pensions.

Euployment Opportunities of Older Workers. Fimms with private
pensions oftten refuse to hire workere above & certain ege. The reasons
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given by employers for not hiring older workers often relate to the exist-
ence of a pension plan. Thns employers sppear to be reluctant to hire
older workers who are too close to retirememt age or vhose pension coste
are higher than the pension costs of younger workers. Under most definite-
benefit pension formules, the pension costs of older workers sre likely
to be somewhat higher than those of younger workers. However, undue weight
may be given by the employer tc the additionmal cost.

The reluctance of pension fimms to hire older workers is usually
not & direct result of the pension plan itself. Rather, it is likely to
reflect the same factors that led to the esieblisiment of & pension program
-- namely, a desire to keep a balanced age dlstribution of the work forcve,
to promote from within the organization, and to train as nev employees
individuals who have a relatively long future working life. This view is
supported by studiesshouing that in spite of age limitations, in practice
ﬁmvi&mmwmmmtuwﬂwmuthey
separate, and have the seme proportion of older employees as do Tirms without

rensiona,



Vincent F. Gegan and Samel H. Thompson, "Worker Mobility in a Labor

Surplus Aree,” Momthly Lebor Review, December, 1957.

The study of mobility in Harrison County, West Virginias, wes based
on records of the federsl Buresu of Old-Age and Survivors Insurance and
the state unemployment insursnce agency. Basic materisls used were, fivet,
the OASI quarterly wage and employment records for individual workers who
were employed in Harrison County, and for whom records by county were avail-
able in both terminal quarters of the period studied (lst. Quar. 1953,
1st. Quar. 1955). Coverage was about 75 per cent of total wege and ealary
employment, including all workers in nonagricultural establishmente except
railroads, government, and a few minor groups. The information included
sex, age, earnings, and industrial employment status, and location of
employment, during each of the terminal periods. BSecond, state unemploy-
ment insurance records were used to obtain data on the umemployment bene-
fits recelved in West Virginia by the individuals under study.

Three groupa were identified by social security mumbers: (1) those
vho left employment in Harrison County and found covered employment else-
vhere; (2) those who remained in coversd employment in the county; and
(3) those who emtered imto covered employment in the county after the
first quarter of 1953.

Unemployment. Despite outmigretion, unemployment in Harrison
County has ranged from & to 11 per cent of the lsbor force since 1950
and has been consistently higher than the national average. In April and
October 1954, the unemployment rate was estimated to be twice the national

rate. From March 1554 through September 1955, unemployment remained
above 6 per cent and the county was classified hy the U.S. Department of
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Labor as an "area of substantial labor surplus."” Since Octover, 1955,
however, the unemployment rate has remained below the 6 per cent level.

Toe contimwus level of high unemployment portrays a genmeral decline
rvather than a catastrophe, such as the shutdown of & major plant in a cne-
irmustry town. In the two-yssr period studied, there were 367 business
deaths snd 204 business births, for a net loss of 163 esteblishments which
had provided sbout 900 jobs.

In the first guarter of 1953, workers in OABI-covered employment in
Harrison County who were within the scope of this study mubered 22,098.
Two years later, 15,006 of these were still in covered employment within
the county, and 4,02k or 18 per cent of the total had migrated. The
remaining 3,068 were not in covered employment amywhere in the first
guarter of 1955. During the pericd, 1,500 "irmigrants" entered the work
fores as well as a mmber of "new entrants" and "reentrants."

Migration. Young pecple under 25 migrated in substantially higuer
proportions than older workers. But one of the most significant findings
is the: es mauny es one-fifth of the men in the study between 35 and il
became migrants. Normally, one assumes that men in this age group will
bave found a firm place in the commnity.

Destination of Outmigrants. Of the 4,02k outmigrants, 42 per cent
remaized in West Virginie. An sdditiomal 31 per cent went to the neigh-

boring states of Chio, Pennsylvania, Maryland, and Virginia,while 3.9
per cent migreted to Michigan.

Industrial Attachments. HNearly three-guarters of all migrants casme
from four industry groups: coel mining (20 per cemt), manufecturing (20
per cent), retail trade (21 per cent), and public utilities (1k per cent).
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Although two-thirds of the outmigrents who were working in OASI-covered
employment at the end of the period were still found in these four indus-
trial groups, nearly 67 per cent of them haed changed industry, compared
with only 15 per cent of the nommlgrants.

In those industry groups where particular skille have a closer
identification with a specific industry, such es construction or mining,
the proportion that shifted was substantially lower. But even here much
shifting occurred: S5k per cent of the workers formerly in mining shifted
industries, as did 65 per cent in comstruction.

Comperative Barnings. Comparison of earnings at the begimning and
end of the period shows that the migrants hed received considerably lower
earnings in the first quarter than nonmigrents. Medisn incomes for these
groups were $511 and $826 respectively. Assuming the same amount of earnings
in all four quarters, this would mean a difference of $1,260 in annual
income.

Seventy per cent of those who migrated were at work in covered
employmtinthef_irstmhroflﬁs,mﬂthnymmﬁnsmnh
higher incomss then they had sarned in Harrison County two years earlier.
The wedian quarterly emiming had increased from $511 or an average of §39
per week, to $723, or $56 per week. The migrants were not as well paid
as the nonmigrants who had maintained their 1953 industry connections, but
they were better paid then nommigrants who changed industry.

Unemploysent snd Migration. Examination of data on the unemploymert
experienee of the migrants while in West Virginia reveals that a great many
of them had had spells of unemployment as well as lower earnings. More
than twice a8 high a proportion of migrants as those who remained received
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benefits for total unemployment in West Virginis at some time during the
two-yaar pericd, i.e., 20 per cent as compared with 9 per cent.



Rovert L. Stein, "Unemployment and Job Mobility," Momthly ILabor Review,
April, 1960. o

Thie article apalyzes job mobility in relstion to unemployment,
both as cmse and effect. The data are devived from a Census Burean
survey for 1955. Job mobility is defined as any change of employer
during a calendsr year, regaxfless of whether or not it slso involved
& change in occupation or industry and whether it was voluntary or
involuntary.

The guestions to which the article addresses itself are:

1. How mach unemployment was associated with job shifting?

2. Vhat were the chavacteristics and wemployment experience of

Jjob shifters as cowmpared with other workers?

3. How importent was volumtary job changing as & raason for

unenploymenty

4. To what extent did unesployment lead to job changing?

After how long? Among which groups in the labor force?

Briefly, the major findings were: (1) Whatever their reasons for
lesving a job, the job changers as a grouwp vere five times as likely as
other workers to have had scme unemployment during the year. More of'ten
than not, wesployment preceded job changing eand was more important as
a reason for mobility than as & direct effect. (2) Job shifting was most
frequent among young vorkers, the unskilled, and those in seasonal acti-
wvities such as sgriculture and construction. These groups experdenced
the highest rates of unemployment; this was true even for workers uho had
no job change duwring the year. (3) Voluntary job shifting in order to
improve onz2's status wes & relstively minor source of umemployment in 1955.
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Hence, it did not explain, to any significant degree, differences in
unemployment retes among variocus age, sex, occupation, and industry groups
in the work force. (B) About 1.8 million workers with some unemployment
in 1955 were persons who had lost & job involuntarily, becmuse of economde
reasons or because of the texwmination of temporary employment. At the
same time, there were 6.1 million workers who had unemployment, but no
Jjob change (i.e., temporary layoff, amd subsequent return to same job).
The sverage duration of unemployment smcng the 1.8 million involuntary
Job changers wes longer than among the 6.1 million nonchangers. The
median duration of wnesployment was 5.5 weeks for the changers, 7.5 weeks
for the nonchengers. A higher proportion of the job changexs than of
the nonchangers had more than 15 weeks of unemployment (31 per cent,
compared with 20 per cent). The prolonged wmemployment emong changers
was due to reluctance to shift to ancther employer and in some cases the
complete disappesrance of certain jobs. The relstionship between layoffs
and job changing varied among diffevent groups in the lsbor force.
Unemployed men were much more likely to be job changers than were unemployed
women in sll age groups. mmmmamdm,wmm
1aid off hed the highast rats of job changing {one in three), but & sub-
stantial proportion (ope in four) of men between 45 and 6b years of sge
also changed Jobs after a lsyoff. Not only were jobechanger rates lower
for the middls-aged, but also those who did change had been upemployed
longer: about two out of five had 15 weeks or more of unemployment; only
one out of four younger men who shifted jobs had lost that much time.
Workers frow seasonal industrles were most likely %o change jobe
alfter a period of unemployment (opme in three). Unsmployed workers from
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menufacturing and closely allied industries such es transportation and
mining bad & job change rate of one in five.



Glen A. Mumey, "The Parity Ratio and Agriculturel Qut-Migration,"”
Southern Eccmcmic Jowrmal, July, 1959.

It is often argued that high farm prices impede the transfer of
lsbor from sgriculturel to non-sgricultursl employmsut end that agricultural
price supporte ave, therefore, & factor leading to a misallocation of
resources, It was found, however, that there is e positiwe correlation
between parity ratios and civilian egricultural out-migration for the periods
April 1922 to April 1929 and April 1946 to April 1956, with a correlation
coefficlent (r) equal to +0.48.

Parity Ratios end Civilian Agricultural
Out~Migration for Select Years

Yeer ended April 1 Parity Batio Civilien Out-Migration Rate
2.6
1.6

2.3
2.9

eRebieiEbgeave ey

1955
1956 83 1.3

This doss not necessarily refute the convemtional theory since a
constant farm income deficiency has been assccisted with an almost constant
out~migration. This merely shows that the degree of income pressure has not

caused corresponding changes in out-migration rates.



C. E. Bighop, "Economic Aspects of Changes in Fame Iabor Foree,” in labor

Hobility and Population in Agriculture, 1961.

Underemployment in the agriculturel sector exists when the marginal
real return to labor services in farming is less than the marginal real
retaen for comparsble services in other uses. This implies the abmence of
non-pecuniary considerations and also that there is at present some smount
of labor which is willing to move at the existing wage differential. The
failure of labor to move may be due to any one of three reasoms: (1) cepitsl
i not svailable to finance the cost of movement; (2) information chamels
are inadequate; or (3) employment opportunities do not exist in sufficient
mumbexrs in the non-fearm sector.

The first two of these factors can be discounted. The cost of movement
is relatively trivial, and information chennels seem to be relatively well
esgteblished nov as compared with earlier times. In the third case, the
actval rate of migration is determined by shifts in the demand for lsbor in
nop-farm enxployment. Thus, the hypothesis 1s pregented that the mmber of
farm vorkers willing to move to non~farm Jjobs i greater than the capacity
of the non-ferm sector to absorb them.

The following regreassion equations were obtained using U. 8. Depariment
of Agiiculture deta for 1930-60, excluding the abnormal war years 19he-WT:

Y = rate of migration (%),

X3= ratio of the mean farm worker income to the mean
non~fexm worker income.

Xp= vate of unemployment in the economy (%).



Bishop 2

(1) ¥Y=~2A76+ .000Xy *
(2) Y= 3.822- .230x, @&
(3) Ia-e.m+.1ml-.ozhxe e

Using the data for vhich the rate of unemploymemt is, first, greater than
the median rate and, second, less than the medilan, further results are
obtalned:

(B) Y =h.736+ .268X, *
(5) ¥ = 7.806 - .0T9%;  #w*
* - gignificant at the one per cemt level
oo T " Pive " n
8 - pos " " " " .

The surprising result in this snalysis is the positive sign of' the
regresaion coefficlent in by in equations one, three and four. This fmplies
that the higher the ratio of farm to non-farm income , the greater the rate
of migration. This is; needless to say, contiary to vhat one would expect
mmmotmw; In equation five, by is oegative, but the
relationship is aot significant. There is, hovever, a great deal of
collinearity between the two independent varisbles.

The result does support the hypothssis that the supply of labor
mmwwwmwummwaMemtm
relevant range and that the erucial varisble which induces people to leave
the farm is the rate of unemployment. This implies that a policy of improving
job cpportunities in the non-ferm sector is necessary to facilitate the
soclally desirable transfer,



Belton M. Fleisher, "Some Economic Aspects of Puerto Rican Migration to
the United States,’ Review of Economics avd Statistics, August, 1963.

This paper is an investigation of the role of economic incentives
in inducing Puerto Ricans to migrate to the United States (primarily
New York City). The theoretical model employed 1s based on the empirical
observation that in the short run the rate of migration is dependent not
on income differentials but on unemployment rates and job avallabilities
and the pecunisry cost of moving. Income differentials are important in
the long-run caleulation of the potentisl migrent, but these do not change
significantly in the short run and can therefore be expected to have
little influence.

To test the hypothesis and to develop further understanding of the
migretion process, let Y, the rate of net migration from Puerto Rico to
New York (measured in hundreds) be correlated against a number of indepen-
dent variables. The principal explanstory varisble, X, is en "unemploy-
meat ratio" which is based upon the unemployment rates in the source
‘and receiving sreas of migretion, U, end U, respectively.

5= 00

Uy

The other varisbles are:

X ¢ Miooi’wlhmﬂymmmmmhvmrk
against earnings in Puerto

A3 : Poerto Rican populstion in the United States.

Xy : Cost of air tramsport from Puerto Rico %o New York divided
by Puerto Rican per capita income.
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The statistical results are as follows:

(1) Y= 218 + 108X, ; 2= .61

(2) Y= -8B+ 18K ; ¥=.09

(3) Y=300 + 218k -78K, ; 2= .6k

(4) Y= 6+120% +.365% ; P =.T7

(5) ¥ = 221 + 126X, - .706X, ; *© = .83

Clearly, the two "best" explanatory variables are the unemployment
ratlo and the cogt of air transport, which is consistent with the initial
hypothesis., The third variasble, the number of Puerto Ricans living in the
United Stetes, was inserted to give an index of the flow of information
from the United States to Puerto Rico about conditions in the United
States. The moye people in the United States sepding back information,
the higher one would expect the rate of migration to be.

It is interesting that the exclusive use of the rate of unemploy-
mtmmrmmmﬂmanmtummmxl. This implies
thet the economle corditions in the receiving aree are of primexy impor-
tance and that the economie conditions In the source area ave of little
importance.



Sidney A. Fine, "A Reexamingtion of 'Transferability of Skills' -- Part ITI,"

Monthly lebor Review, August 1957.

The pead for a method of recognizing transferebility of skill
rossibilities is the most pressing problem of the many involved in the
developnent of this type of mobility. The apprsoch presented here iz baped
on the work of the occupaticnal research program of the United States
fmployment Bervice.

Job Descriptions. With a sample of 4,000 jobs, 18 per cent of the
total occupations listed by the Department of Labor, the first attempt
was to develop a profile of each, based on 25 to 30 ratings, but this wes
rejected because excessive detall emphasized the peculiarities rather than
simliarities smong jobs. A simpler approsch, based on work performed end
training time, turmed out to be more Trultful.

Work Pexformed. It is essenilal in describing a job to distingnish
petween what the worker does from what gets dome, particularly where a
machine or other tool is involved. Often the functions of the machine sre
nistakenly ascribed to the worker: ec.g., both an sutomatic screw mechine
operator and & turrent lathe operator msy turn metal fittings, but the
former may merely feed a mechine whereas the latter may set up the machine,
adjuat its controls and feed it.

It was found that jobs could be described by 26 funchtions, arranged
fram pimple to complex, appropriate to work with Things, Data and People.
Fatings from 1 to 8 indicated the relative importance of the three types.
B.g., Whe Job of turret lathe operator was: operating-controliing, a
Tunctlon under Things; computing, undsr Dats; and speaking-signaling, under
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People; and the relative weights assigned to each were T, 2 and 1, respectively,
indleating that the msin function was concerned with Things.

Whet gets done, the second element, was clapeilled inio
about 100 categories, such as nailing, soldering, recording, etc. The third
element -- malterisls, products, subject matter and services -- comprised
gbout 500 items.

Training Time. This is & cruciel determinant of the practicability
of transfers. OCeneral education requirements were evaluated on a T~point
scale Tor reasoning, mathematical and languege development. Specific
vocational preparation was defined strietly in terms of time, from e short
demonstration period (level 1) to more than 10 years (level 9), for on-
the-job training, apprenticeship, institutional or vocational treining.

Esteblishing Orders of Similarity. Further research will meke it
voseibls to group oceupations by degrees of similarity in the Tive arsas
degeribed. The practicality of transfer can then be escertained on an
objective basls. E.g., Pivst order similavity exists for jobs with the same
fuaction, vork Tield, materisls (or products, subject matter or services),
and with low training tine.

The nsefulness of such & system can be demonstrated in & case of a
mine simt dove in a depressed area: mmong the mining ekillis in excess
supply in the area would be that of pumpman, which requizes a relatively
iow leval of training. Analysis of the Job, and reference to the cata-
logas of 4,000 Jobs, indicetes that there is pothing in the first order
of similarity of work perfommed, but three in the second order (imcluding
one job in the rayon industry emd two in petroleum), and so on, up %o a
totel of 23 jebs in many different industries in which placement of the
punpman might be practical from the point of view of the use of existing

gkills



Gerhard E. Lensld, "Trends in Inter=Gensrational Occupational Mobility
in the United States,¥ American Sociological Review, October,
1958,

The research reported here is an age cohort analysis of inter=-
menerational motility in a nation-wide sample of adult males. The data
was obtained by the Survey Research Center of the University of Michigan
in 1ts study of the 1952mesidential elsction. Ope thousand, seven hundred
ninety-nine adults selected from the American population as a whole
were interviewed and this clustered sample was employed as the basis
of the present analysis. The final study group included 7L7 respondents,
or almost 95 per cent of the male respondents in the original sample,

Respondents and their fathers were divided into three occupstional
categories

The most noteble fact is the marked difference between the
occupational distributions of the two generations. Whereas more than
LO per cent of the respondsnts! fathers were farmers, only 15 per cent
.of the réspondante so reported themselves, In contrast, although only
20 per cent of the respondents? fathers were white collar workers,
alwost 35 per cent of the respondents reported themselves to be in
this category. The fact that nearly half of the respondents assign
themselves to an occupational category other than that of their fathers
suggests a tremendous degree of mobility during the period in question.

Since a rather strong case cen he made for the view that the
movement between the blue collar and farming occupations involves
no significant change in the social status of the individusls can=
cerned, %be proportion of psrsons in the sample classified az motile



Table 1

Occupations of Mele Respondents by Cccupation
of Respondentse ' Fathers

Respondents® Father?®s Cccupation

Respondent s White Hlue

Occumtion Collar Collar Rarmer Total
vhite Collar 99 87 69 255
Hlue Collar 52 188 139 379
Farmer 2 5 106 113
Total 153 280 314 U7




ig reduced to 28 per cent of the total. The latbter, nevertheless,
represents a substantial degree of vertical mobility.

The present analysis is less concerned with mobility in the
sample as a whole than with mobility in the several age cohorts, since
it is only from this letter source that conclusions can be drawn con-
carning trends, Thue Table 2 divides respondents into five ags cohorts:
the first includes all men in their twemties and the last, men sixiy
and over: each of the intermediate cohorts embraces a ten year span.

lberitical inspection of Table 2 might suggeat a notable
decline in the opportunitiss for social advancement among the sons of
fermers and of blue collar workers, as well as some increase in the
rate of downward mobility among the sons of white collar workers,

Actuslly, however, at leaat three considerstions make such conclusions
anwerranted. First, certain demonstrable sampling errors in the data

mist be corrected. Second, the exclusion of college students from

the sample creates a hias which requires correction. Finally, this

table provides no control for the differemtial effect of intra-generational
mobility on the several cohorts.

The problem of correcting sampling errors was not difficult,
k5 a first step, an attempt was made to estimate the occupational
distribution by age cohorts for 1952 by projecting the 1930-1950 trends
for each sge category (not cohort) to 1952, The results of this pro-
jection are shown in Tsble lj, Assuming that the figures in Table |
sepresent the true occupational distributions in the cohorts at the
time of the sample, and further, that the errors of oversampling and



Cocupation of Mle

Table 2

by Codupations

of Respondents?® Rathers, by Date of Birth of

Respondents, in Percentages

Respondent s Father White Collar Worier

Respondent s Cccupation

b

ats of birth
of respondent White collar Blue collar Farmer Total N
1923-1932 €0.0 40.0 100.0 20
1913-1522 66,7 33.3 100.0 12
1503=1912 52.3 L5.5 2.3 100.1 Lk
1893=1902 79.2 16,7 b.2 100, 2k
1853=1892 73.9 26.1 100,0 23
Respondent.’s Rither Blue Collar Worker
Respondant e Ocoupation
Inte of birth
of raspondent  White collar  Hlue collar Farmer Taotal N
1913=1922 27.8 7L.1 1.1 100.0 90
1503=1912 30.8 85,4 3.8 100.0 52
18931902 h2.1 5543 2.6 100.0 38
18521892 37.8 59,5 2.7 100.0 37
Hespondentie Father Farmer
Respondent s Occupation
Inte of birth
ef respondent White collar Blue collar Farmer Total N
19231932 1.4 62.9 25.7  100.0 35
1913-1822 12,5 51.6 35.9 100.0 6l
1903=1912 30.6 38.9 30.6 100.1 T2
1893=1502 30.k 37.5 2.1 100.0 56
1853=1892 20.7 bo.2 39.1 100.0 87
A1l Categories of Respondent's Father
Respondent s Oceupation
ats of hirth iy i B
of respondent vhite co]_‘lm: Blue collar Rarmer Total N
1923+1932 27.1 65.3 7.6  100.0 118
191.3=1922 31.1 56.6 12.2 99.9 196
1903<1912 36.3 48.8 1.9 100,00 168
1893-1902 Iy, 1 39.0 16,9 ioc.c 118
18531892 33.3 h2.9 23.8 100.0 147



lenski
Table L
Estimated Occupational Distribution for Age Cohorts

in 1952, in Fercentages

White collar Blue collar
Imte of birth workers workers FRarmers Total
19231932 29.1 59.4 11.6 100.1
1913=1922 32.5 56.4 11.1 100.0
1903=1912 33.6 5h.0 12,1 100.0
18931902 32.6 53.h 14.0 100.0
1883-1892 29.0 5l1.6 19.L 100.0

1873=1862 29.1 1.2 29.7 100.0




undersampling particular categories of respondents were randomly
distributed among the several catsgories of fathers, a ready basis for
correcting sampling errors is avallable,

A number of college students were inserted into the first cobhort
to correct for their omission, on the basis of available evidance con-
carning the ocoupational origins and careers of undergraduate and
graduate students.

To meet the problems created by intra-generational mobility
required a technigque which would permit comparisons among cohorts in
terme of a common period in t.hé life cycle, (nly in this way could
trends in interogenerationsl mobility be establisbed. The technigue
used does not permit easy summary; interested readers are referred %o
tbe original article,

After correction for intra-gemerstional mobility, the dataiodicate that
more of the sons of both white collar and blue collar workers in the
youngest cohort will become white collar workers than in anmy of the
previous cohorts, In other words, the rate of downward mobility from
the white collar ranks seems to bave declined from earlier decades
while the rate of upward mobility from the ranks of blue collar workers
seems to have increased., For farmers? sons, the percentage entering
the white collar category steadily increased until the middle cohort,
and then dropped sharply in the most recent cohorts, This decline is
especially significant in view of the growing frequency with which
faymers® sons leave the land and enter urban occupations.

Teble 7 shows a calculation of the volume of upward and downward
movement in the totel male population, As Inspectian of Table 7 indicates,
trends in rates of upward and of downward mobility have been markedly
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Table 7

Bstimated Fercentage of Mles Upwardly Mobile, Dowmmardly Mobils,
and Non=lobile According to Inmter=Generational Occupational
¥obility, By Cohorts

Mo G biFE bile Nembils w Total  OMDM"
19231932 22.9 72.1 5.0 100.0  17.9
19131922 19.9 73.9 6.2 100.0 13.7
19031912 20.9 65.5 13.6 100.0 73
1893=1902 18.1 75.1 6.8 100.0 10
1873-1892 17.L 77.4 5.2 100.0 12,2

“Upwardly mobils minus downwardly mobile, that is, net upward mobility.
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different. The trend for upward movement rises slowly but steadily,
with a single exception, during the period in question. The trend line
for downward movement, however, approximates an inverted U-curve with

a very high peak in the middle. This capacity of the two trends to
vary independently is a feature of change in systems of social strati-
fication that has not thus far received the attention it deserves.

In conclusion, the findings of this study tend to confirm
certain trends suggested in earlier investigations of limited segments
of the Americen population. In addition, they suggest trends which
have not previously been noted: the Mindependenmt" variation of the
trend lines for upward and downward mobility and the relative decline
in the chances of formers? sons attaining white collar status seen
sspecially noteworthy.



Lowell E. Galloway, "Lsbor Mobility, Resource Allocation, smd Structural
Unemployment," Americen Economic Review, 53, September 1963.

This paper is an attempt to gain some insight into the question
of intrafactor resource allocation within the lsbor market in the United
States from 1948 to 1960. After reviewing the theory of a perfectly
competitive labor market, the author concludes that the basic empirical
problem in judging the efficiency of the "real-world" allocative mechanism
is to distinguish between "economic™ and "non=economic" imperfections in
the labor market. If there are no economic barriers to mobility, if
opportunity costs do not change substantially, and if adjustment lags
are spread more or less evenly throughout the industrial sectors, there
should emerge a history of relatively constant wege differentials between
sectors. This implies that sectoral wage rates will show a high positive
correlation through time. Similarly, there should be a high positive
carrelation between sectoral unemployment rates through time.

Two sufficient conditions which guard against the possibility of
the two previously defined necessery conditions being satisfied in the
face of restrictive barriers in the sllocative mechanism are set forth:
First, there must be no appreciasble change through time in the distri-
bution of sector wage rates. Second, there must be no apprecisble change
through time in the rank order of the sector wage rates,

The statistical technique which is used to test these hypotheses
is a modification of that used by Solow in his work on the alleged

constency of relative shares. A test statistic is derived,
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where 6L 18 the actual varlance of the aggregate series, 2."" is the
predicted variance of the aggregate series based on the assumption that
each series is perfectly independent of every other, ' and 3’: is the
predicted variance of the aggregate series based on the assumption that
each serles is perfectly (positively) correlatad with every other. High
positive values of R for both wage=rate and unemployment movements will
provide necessary conditions for concluding that the labor market is
effective in allocating lsbor on an intrafactor basis. This can be done
on en industrisl, occupational, and geographlcal basis.

From unemployment and income data for eight industries (see
Table 1) the following results are ubt'aimd;

1. Based on predicted variances of 0.7.95 (assuming intersectoral
correlation of zero) and 3,507L (assuming perfect correlation between
sectors), an R value of .B809 is obtained from the unemployment series
(the actual variance is 3.1788).

2, Based on predicted variances of 3810 and 34,419, an R value
of .5891 is obtained from the income series (the sctual variance is
%2,936).

Note: These are cbtained from first differences to avoid serial
correlation problems,

However, the standard deviation of sectoral wage rates, increases
(in 1960 prices) increases from $L69 in 1948 to $757 in 1960, which seems
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to imply that the dispersion of sector wage rates has increased over
tine,

% From the occupational data the R value for unemployment rates is
.8917, but from the income data the R value is ,02L), Thus, there is an
instance of inefficient factor allocation,

For the geographic data the R value for unemployment rates .B8905,
and from the income data the R value is .8011. The sufficient conditions
are also satisfied. The respective standard deviations of the distribution
of real-wage rates for the years 1948 and 1960 are #251 and %291. Also,
the rank order of real-wage rates, the rankeorder correlation between 1948
and 1960 is ,952L, which is significant at the ,05 level,

Using this data end these techniques, the author eimilarly
disposes of the structural unemployment question. In general, if all
sectoral unemployment rates move with the business cycle, unemployment
rates move with the business cycle, unemployment is due to deficiencies
of aggregate demand. This has been the case in the United States. It is
further suggested that the sector increase of the unemployment rate is due
to the failure of the labor market to provide a setting for efficient
interfactor allocation, but, the author feels, it 1s not correct to argue
that the labor market has failed on an intrafactor basis,



Charles A. Myers, "labor Market Theory and Empirical Research”, Chapter 20

The Theory of Wege Determination.

Both Marshall and Hicks pointed out that there are imperfections in
the labor market which hinder or slow down the competitive equalization of
wage and nonwage advantages. ' Nevertheless, there was a widespread view among
labor economists in the U.8. ebout 1936-1950 that economic theory made unrealistic
assumptions about the labor market. This feeling led to a mmmber of labor
market studies during this period.

The overall impression of the earlier studies (1936-41), made during
periods of considerable unemployment, was that labor markets were imperfect
and were operated in haphazard fashion, with movements seemlngly purposeless.
That is, there was no link between mobility gnd equalization of net advantages
among @ifferent jobs. Movement seemed to be induced by decline of job
opportunities in one area, plant or -occupation and availability or expansion
of opportunities elstvhere rather than by wage differemtials. But once
enp].o;'ed.,mrhers ennside;vd.mlws outside* the market and did not
constantly lock for bet'l‘ar a.l’taermti-;na. Choices were usually posed as
between unemployment, on the one hand, and a specific job opening, on the
other, rather than between better end worse jobs.

On the other hand, a survey of 6 cities over the 1940-50 decade
revealed that the labor force was (1) mobile enough to meet broad structural
changes in the demand for labor and (2) sufficiently flexible to adapt to the
expanding and contracting volume of Job opportunities.

About TO per cent of the job shifts were voluntarily undertaken and
half of the shifts involved complex changes -- i.e., changes of employer,
occupation and industry.
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Furthermore, movements seemed consistent with predictions of theory -~
i.e., from lower to higher paying jobs, with wage differentials useful in
allocating labor supply.

"The striking fact is that despite the barriers to voluntary movement...
there was considerable movement when the economy provided opportunities to
move to more attractive jobs in expanding industries and occupetions during
the decade 19%0-1950."






0, E, OQullen, "The Interindustry Wage Structure," American Hconomic
Review, June, 1956,

Most studies of interindustry wage differentisls have stressed
their dynamic nature, or "plisbility® (Dunlop). Only Sumner Slichter,
employing rank correlation instead of disparsion of absolute or percentage
changes in wages, concluded that interindustry wage structure had con-
8iderable stability over short or modsrately short periods. This study
suggests that such indeed is the fact, and for a S0=year period.

Methods. FHank correlation and three measures of dispersion
ars used here, The Census of Murmfactures includes data for all manu=
facturing industries from 1899-1950 in the form of average annual
earnings. Anmual earnings bave obvious drawbacks as ageinst hourly
rates, but sample studies made for three different years indicasted
thet the two earnings structures were nearly identiczl when comparsd by
rank correlation.

Rankings. Pank correlations were computed for a sample of 8
manufacturing industries, 20 per cent of the total, which employed, in
1947, 29 per cemt of all production workers in manufecturing. The sanple
Includes all the industries for which comparable data are availeble for
all Census years from 1899.

The general impression given by Table II is of surprising
unifamity. Slichter?®s 20-industry ssmple yieldsd correlations betwesn

T and .9 for 23 years or less. By this yardstick, the much larger sampls
used in this study is remarkebly stable, for the 1899=19,7 correlation
coefficient of .73 is precisely the same as Slichiter cbtained for a period
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TABLE II

Correlation of Structure of Annual Farnings in 8 Industries
in Census Yeara, 1899=1950

Years compared, Coefficient of Years compared, Coafficient of
1899 base rank correlation various bases rank correlation

1699 11904 J9h 1909 :191) .92

£1909 .89 1919 .8l

2191l .87 1919 :1929 .88

£1919 «75 31.933 -68

31921 .19 21939 .83

11923 ' <717 1947 «85

11925 =17 192921933 i .72

11927 +75 £1935 .88

11929 .75 11939 .88

$193], .68 1939 219k7 Ol

11933 .6l 21949 .92°

1935 .72 11950 .88°

21937 o5

51939 i

s1947 473

949 658

$1950 660

%70 industrias.
P76 industries.

Source: Supporting data, furnished upon request, from U. S. Burean of ths

Census, Census of Munufactures: Vol. IT, Statisticse by Thdustry, and
Anpual ures and 1950,
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only balf as long (1923<l6).

As for the effect of the business cycle, the picture emerging
from Table II is not the severe jolt dealt by the depression of the
#30s but the rapidity with which the structure recovered its normal
configuration. The rate of change in 1929-39 was no greater than for
most of the other decades. The inflationary psriod folilowlng World
Var II had no appreciable effect on the interindustry wage structure.

0f the 21 industries in the upper quarter of the wage struciture
in 1899, 1l were still in the high-wage quarter in 1947. Similarly,
15 of the lowest 21 in 1899 were in the low-wege quarter in 1947.
Moreover, 10 of the 15 lowequarter industries remained in the same
quarter in all of the 16 census years of the 1899=19L7 span, whereas
only three of the 1l highewage industries ghowed the same stability.

These findings are not inconsistent with Danlop®s. The Bl
industries which yield such & high rank correlatlon coefficisnt show
at the same time a wide disparity in both absolute and percentage
increases in average annual earnings,

Dispersion. The general impression given by Table IIT is again
one of long term stability. Ip substantial narrowing of differentiale
has occurred, However, dispersion wes repeatedly, if only temporarily,
affected by extremes of the business cycle and, surprisingly, in the
samme divection in both cases: compression. Thers was contraction in
the two most severe depressions (1921-22 snd 1929=33) and in full
employment (the 19409s, at least until 1947). A plausible hypothesis
might be addnced from the tendency for producer goods industrias %o be
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TABLE IIT
Dispersion of Structure of Anmsl Farnings, 1899=1950
8l Industries S wmteios of 1699
Highelow Highwlow
Interquartile per cent dollar Fer cent Dollar
—_ nng; -1-00 median dﬁtﬂnergn- d:ﬁlegan- &ﬁ?u‘ dg:‘?gaua
1899 27.h 162 209 162 209
1903 30.0 163 229 162 225
1709 25.7 159 2u1 153 216
1911 25.1 160 217 153 216
1319 23.5 172 597 155 L8h
1921 21.7 155 519 11 391
1923 23.2 159 ST 18 hég
1925 2h.2 155 557 s 62
1927 25.5 153 550 16 k77
1929 2.8 158 597 155 561
1931 211 151 uko 133 306
1933 22.3 153 362 135 252
1935 19.8 160 463 139 319
1937 27.9 175 637 163 534
1939 30.1 175 63l 153 L7k
1947 25.7 151 1015 13 868
19h9d 23.0 156 n7s k3 93
1950° 25.4 156 1262 9 1109

*%or sach ysar, the median of the average anmal sarnings in those industries

Torming ths top quarter of the earnings structure divided by the medizn of the

sverage anmal sarnings in those industries forming the lowest guarter of the

earmings structurs.

Pfor each year, the ab®0lute difference batween the medians described in (a).

“Sor each year, the differantial bstween the median earmings in the 21 industries which
ranked highest in 1899 and the 2) which ranked lowest in 1859 == regardless of the
relatlive position of these industries in subseguent years.

o

3 dndusiries, 874 industries, Source: Same ag Table IL.
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in the high vage category, and consumer goods in the low wage. BEarnings
in producer goods industries could be expected to suffer a relatively
large drop in a severe depression. On the other hand, these high-wage
industries were the targets of organizing drives in the late "30s, and
it is possible that earnings rose more rapidly then because of union
pressure, accounting for the widening of dispersion.

Compression did occur from 1937 and 1939 to the postwar years,
However, in the context of the whols S0=year period, this emsrges as
a return of the structurs to its "normal®™ pattern of disparsion.
Differentials were greater in 1937 and 1939 than in almost any other
census year, and the subsequent rarrowing merely returned them by 1950
to the structure of the 1920°9a,

Boualization of Farnings. The evident wealmess of any tendercy
toward long=run equalisation of sarnings is the most impressive indicstor
of the stability of the interindustry wage structure. No theory of the
Iabor market thus far suggested would lead one to expect the spread
between the high- and lowewage industries of 50 years ago to increase
fivefold in absolute terms, or to decrease to such & moderate extent
in relative terms, over half a century (last two columns of ‘Table III).

Qualifications

1. T cannct be assumsd that differentials in nonmenufacturing
industries behaved the ssme as the mamifscturing industriss in this
study .

2. The sawpls my be biased because of the basis for selections:

‘the continuity of data over 51 years. Many new industries wers automatically
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excluded == but not all, since those which adapted, like motor wvehlcles,
are included <= as were industriss that disappeared in this period. A
comparison of dispersion in all mamufacturing industries with our sample,
for 1939, indicates that the sample understates dispersiocn, at least
for 19293 the reason lies, swprisingly, in the sample’s overstatement
of average earnings in low-wage industries.

3. Aversage anmial earnings are directly affected by the skill
mix of each industry®s labor force. It is therefore possible that
interindustry differentials in average earnings are dsterminad solely
by skill differentials. = is not lilely, however: according to C(ber,
the skilled=unskilled wage spread narrowed sharply from 1907 to 19473
and Slichter found that, measured by rank correlation, the interindustry
structure of the hourly earnings of male unskilled labor remained rela-
tively steble over the 1923-i6 period, suggesting that the stability of
all=worker differentials is not primarily a function of siill mix.



5. lLebergott, "Wage Structuves," Review of Economics and Statistics,
Wovembar, 1947.

Part I cootrasts the structures of manufacturing earmings by
industry in the United States and seversl other countries. Data on
average hourly earnings in the U.S. and Canada in 1945 showed strikingly
similar wage structures: <for auy one of 31l:industries, the Canedian
figure could be deduced accurately from the American (Tsble 1). The
correlation with other countries was also high; even the Russian pattern
was surprisingly simdlax:

Correlation between United States and--

Canada (1945 9

United Kingdom (1945) .89

Bweden (1943) 7

ussR (1937) .32 (.92 exeluding boots and

shoes and printing)

To glve some ides of the magnitude of these correlations: within the
United Staites, the following correlations were obtained between national

snmaal earnings of wage and sslary earpers by industry end the regional

patterns:
Northeast .80
Forth central .90
South ol
VHeat .86

Part II compares median incomes of male operatives and male
laberers in the United Btetes for 1939 by manufecturing industry: the
relation is close and linear. The relationship for male and female
operatives ie less precise and posaibly curvilinear.

1. Thie figure is probably too high.
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The correlstions between emynings of male operatives snd laborers
by region were as follows:

North central &
South 76
West .18

For male operativea-famale cperatives, correlations were much lower
except in the South:

Northeast -84
North eentral .65
South +93
West +33

Why ochould the correlation be so high In the South? Pressure for rationali-
zation of the wsge structure -~ desired by management and labor even in
the absence of unions -~ generally comes from nale workers; women have
less bargaining power, less leversge. Bub this msy not be true in the
South, where male lshorers are commonly Negroes, many of them only part
time in industry, and vhere the role of women, who pariicipate more
contimously in the lebor market in the South, ie relatively more impor-
tant. Perhaps for this reeson, the mele-female differential for operatives
is more systemstized than in other regions.

Part III anslyzes the structure of occupational earnings in six
industries; scettergrame charting the correlation of industry vage
structures for selected regions or cities with the nablonal average for
1943, indicate that there is a basic characteristic structure which is
maintained in many cities end regions with only slight differences.

Paxt IV compares occupational wage structures of five industries in
16800 snd 1940 including ell occupations for which data were available,

and suggests (a) striking similarities over almoet ore-half a century



Lobergott 3.

and (b) a decline in the percentsge margin between high end lov rates
over the perdod. Correlations between rates in 1900 and 1940 renged
between .69 and .94, with little difference between nomuion and union
industry. The narrowing of the gep within industries is indicated by
the degree of inverse relationship between 1500 retes end the percentage
change from 1900-k0: -.89 for textlles, -.96 for foundries and machine
shops. The building trades were the notable exception, with a correla-
‘tion of only ~-.21.



Doris M. Eisemann, "Inter-Industry Wege Changes, 1939-19%7," Review of
Economies and Statistics, November, 1956.

A study of 57 mamifacturing industries, all those for which Census
Bureau output indexes comparable to Bureau of Isabor Statistics hours and
earnings data were available, yielded the following resulis:

1. The industries which had s higher earnings level in 1939 had
absolutely larger wage increases up to 1947, but a smaller increase in
percentage terms, than the industries which started from lower levels.
The correlations were .62 and -.82, respectively. Wage increases were
largely in the form of flat ipcreases, and interindustrial differentials
decreased by 30 per cent over the period (as measured by the standard
deviation a8 a percentage of the meamn).

2. Output and employment changes had a significant correlation
with absolute wage changes, but the significance disappeared when the
influence of the original level of earnings wes removed.

3. Productivity changes were not significantly related to either
absolute wege increases or relative increases. Hence there was a strong
negative relationship between changes in productivity amd changes in
unit labor costs. THor was there any statistical significance to the
relationship between productivity and output changes, or productivity
and employment.

k. The industries where wage costs constituted a lerge part of
total costs had, unexpectedly, a greater absolute increase in wages.
Bui this relationship was significant only after the influence of the
original level of earnings was removed.

5. ‘e relationship between wage changee and unlonizetion was not
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close, although the data on union strength were umsatisfactory, sioce
they were in the form of very wide class intervals.

6. Computation of changes in unit labor costs, with 1939 howrly
earmings and the chapge in productivity as independent varisbles, indi-
cated that the dynamic industries which paid high wages amd experienced
high productivity gaine achleved & lowering in undi labor costs in xeel
terms st a time when real weges in menufacturing were increasing faster
than productivity.



L. Earl Iewis, "Wage Dispersion in Mamufacturing Industries, 1950-55,"
Monthly Labor Review, July, 1956.

The dispersion of stralght-time average hourly earnings of produce
+ion workers has tended to contract in nearly all industries.
Interindustry Idfferences. In 31 industriea in 1954, employing

over 125 million factory workers, indexes of dispersion of earnings (the
value of the interguartile renge as 2 per cent of the median, multiplied
by 100) ranged from nine in the motor vehicle industyy to 62 in full
fashioned hosiery. For 19 of the industries, the index lay between 20
and 35.

Factors Related to Dispersiocn. (a) There was no significant

correlation between wage levels and dispersion among industries. (p)
the composition of the labor force had en obvious effect in that disper-
sion was lower in those industries which employed predominantly e single
skill category -- e.g., mostly skilled workers, rather than an equal
mirber of skilled, semiskilled, and unskilled, or a large proportion of
women, Since women's earnings, mainly in semiskilled or unskilled work,
hed lesp dispersion thean men's. (e) Incentive psy incressed dispersion.
Of the six industries with en index of dispersion over k0, four employed
half or more of the total work force on an incentive basia. Dress
mam:facturing, with its predominantly plecework system, bad sn index of
57. Motor vehicles, with the lowest index, had only a minor proportion

of incentive workers. (d) wm differentials also helped to
account for interindustry differences in dispereion. Tudusiries widely
seattered geographically had a wider range of earnings distribuiion.
{e) Other fectors: earnings vere usually higher in larger companies,



in larger commnities, exnd in companies with collective bargaining agree-
ments. (These are often overlapping categories.)

Postwar Trends. In 17 selected industries over the period 1945-55
() the values of the interquartile range increased with the sharp risze
in the general level of vages; (b) relative dispersion decressed. Memy
wage adjustments in the postwar period werxe in wniform cents-per-hour
terms. Minimum wvage laws hed some influence in reising the lowest-paild
industries. And ecollective bargaining, notably in basic ateel, tended
to reduce or eliminate regionsl differentials, thereby reducing inter-
induetry differentials.

Skewness. The measure of skewness used was derived by subtracting
‘the median from the mean, dividing the result by the wedian and mualti-
plying by 100. Among the industries studled, thie menswre ranged from
-0.6 to 9.5, Almost all the indusiries were slightly skewed to the
right -- the mean was 1 to 15 cents an hour greater them the median.



Haxold M. levinson, Pattern Bargaining: A Case Study of the Automobile

Workers," Quarterly Journal of Economics, May 1960.

A Pield study vas made of S5 fimms in the Detroit area vhich hed
agreemecte with the United Autamobile Workers, exeluding the three major
motor vehicle producers, to explore the nature and extent of pattern bar-
gaining by the United Automobile Workers in the period 1946~57.

Table I shows that deviations from the pattern set by agreements with
the Big Three, meagured in terms of equivalent benefits to the worker, were
considerable end increasingly prevalent over time. Over the entire 11 ywers,
only 26 per cent of the companies in the cample, employing 4O per cent of the
enployees, followed the pattern, either exmctly or in equivalent settlements. |
More often the dewvistions weré below the patlern rather (han more geperous.
A more detailed breskdoim, in” Tanle II to VI, cleerly indicates a cloce
relztionshp of pattern adherence to the size of ©1irm snd to the relation-
ghip of the firm to the eubtomodile fudustry. Over the whole perdod,

30 par cant of the sutomotive firms vegotieted pattern sgreements, ccmpared
with only 311 per cent in the-ponsuto- sector. -

The role of the major varisbles in the union's wage policy was investigated
largely through interviews with union representatives.

(a) There was overvhelming agreement smong the negotimtors that no
conslderation wes given to possibls ¥age-employment relationships -- lzxgely
because they were too uncertain -- unlesa the pattern settlement threatened
to put the Firm out of tusiness (the crisis situation). But even when the
union was convinced that s crisis existed, perhaps after an exsmination of
the employer's books, and particularly by the existence of substantial un-
smployment among the company's work force, two other barriers operated against

& below-pattern settlement: +the size of the fixm, and whether or not 1t
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was in the automotive iudustry. I.e., the union was vitally concerned with

establishing the key bargain as the "competitive” standard for the automobile
industry, at least in the Detroit ares: with standardizing it and heving it
accepted by other firms. But the threat to the union's overall bargaining

strategy became less ecute the smaller the firm and the lese closely related
to the antomotive industry.

Concessions were neverthelsss made on wages and fringes in some cases.
More frequent were efficienmcy adjustments: raising production standsrds,
reducing rest periods, and other factora to hold down unit lsbor costs, which
ware not reflected in the contract itself.

(b) Considerations of eguity among union members and organizational
strength, the "politieal" factors, did not exclude flexibility, as the fairly
common incidence of below-pattern agreements indicated. The reason lay in the
structure of the union, vith major responsibility for negotiations reeting
with an official whose position rested on & political base much brosder than
a single bargaining unit.

Conclusions. The evidence does not provide unqualified support for
either of the tws mejor hypotheses on trade union poliey. Bosa's "political”

hypothesis stressed the influence of group pressures, the most important
being the feeling of union members that they should obtain the pattern aa a
matter of equity. Tumlop's "economic" approach considered the union's policy
as orlented toward maximizing some income variable, most logically the total
vage-fringe bill; hence ths union would be primerily concerned with the
"employment" effects of its wage policy.

For wage increases up to the crisis or pattern level, the policy of
the Automobile Workers wes consistent with Ross's point of view. The



union considered the employment effects sufficlently uncertain, end the members'
interest in equity sufficiently importent, to ignore the employment effects.
Algo, the fact that ebove-pattern agreements vere so rare suggests that equity
considerations were daminant, and economic considerations of maximization of
income mecondary.

Hovever, in a crisis situation, the point of conflict betwesn economic
and political factors, the record gives considerably stronger support to the
ecopomic point of view. Conaidering the entire sample over the entire postwar
period, concessions were more the rule than the exception. There vas also
evidence that union officials were not so concerned with political reprecussicns
that they insisted upon s pattern contract in the face of adverse economic
conditions.

Union lesders were less effected by political considerations than
Ross suggested. On the other band, the employment effects stressed by
Duniop arose only in crisis or near-crisie situations.



George Beltrexr, "Pattern Beargeining and the United Steelworkers,” Journal
of Political Feonomy, August, 1951.

Recent attacks on the monopoly power of unions, and specifically
on pattern bargaining by the United Bteelworkers, raise a mumber of
questions, first on the facts and then on their policy implications.

Baslc Steel

Patterns. Collective bargaining from 1946 to mid-1950 comtained
four "rounds” of negotiations. In the first three, the key bergain was
between the union and U.S. Steel; in the fowrth round, with Bethlehem.
Conformity with the key bargain vas greatest in the flrst, least in the
fourth round. In sach of these rounds, there was a lengthy striike and
significant governwent intervemtion. In the 1948 round, the union vas
constrained from striking by "no-strike” clauses in its contracts,
suggesting that the "coercive" power of the union did not wholly explain
the wmiformity in timing end amount of wage incresses in that round.

Conformity with the pettern was noticesbly greater among integrated
stezl producers than smong semi- and nonintegrated producers, with the
latter ipstituting smaller wage increases and less generous fringe improve-
mapts. Foension provisions in the ltey bergain in 1949 were adopted by
almost all integrated firms, but by only 85 per cemt of semi-integrated
and 55 per cent of the nonintegrated firms. The uniform minimum wage
established in 98 per cent of integrated producers after the last round
was adopted in only 42 per cent of semi-integrated contracts and 3k per
cent of nonintegrated.

Market Forces. From 1613 to 1932, before unionization, the record
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showa general agreewent in the timing apd amount of wege changea, under
the leadership of U.S. Steel, and substential ldentity in commcn labor
rates. Uniformity of wege behavior 15 rooted in the product apd lsbor
merket structure of the industry, vith price leadership and the basing
point system st the core.

Govermment: Action. Sinee 1933, govermment policies have helped to

maintain and extend wage uniformities. Under the National Recovery Act,
the Walsh-Healey Public Contracts Act and the War Labor Board, wage scales
were egualized within geographical districts and then smong companies.
Govermment imtervention in subsequent strike gituations brought about
almoat universal acceptauce of uniform increases and of noncomtributory
pensions.

Collective Bargaining. The union has certainly played a part in
prompt, industry-wide transmission of wege changes. But it has merely
supplemented the more important influences of the market and of govern-

nentel action. It is significant that even in periods of full employ-
ment, the umion hes not used the key bergain as an infiexible standard.
Effects of Patterns. The generel wege increases of 1937, 1941, and
1946 were of the cents-per<hour type. However, subsequent increases were
mived: uniform percentage incresses in integrated firms; in nonintegrated
firms, the same absolute increase in the minimm rate but smeller changes

in the other retes. The general long-run effect has been to narrow
differentials but the equalizaltion of minimm rates by govermment policy
is probably of greater isportance than union action.
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Other Aveas

Collective Bargaining. Agreements of the Steelworkers with menu-
facturing firms outside the basic steel industry from 1946-40 were pre-
dominantly lower than the key steel bargain on wages and severance pay,
but generally higher on other fringe benefits: wacations, holidsys,
shift premiums. These deviations exe explicable in terms of senaitivity
to local lsbor market factors. For nonsteel firms in the besic steel
centers, it was local lsbor market factors which induced conformlity with
the key steel bergain. In nonsteel areas, unlon policy wemt along with
deviations -~ vhich were grester in the areas more distant from the
steel centers -- again, in response tc local market forces.

A uniform wage policy has meny sdvanteges for the union. Never-
theless, in conflict with merket conditions -- e.g., an employer's imsbility
to pay -~ there are mumerous ingstances in the record in which the umion
negotiators explicitly eschewed rigid adherence to the key bargain.

Conclusions. Recent views stressing the primerily political
character of unions treat collective bargaining as if it occwo™d in a
political vacuum. Contraxy to Ross, geographical and indusi: 171 factors
nave not been rendered impotent by the emergence of collective bargaining.
Ross slso considered that "employment effects" played a minor role in
union wege policy; ‘this study, revealing widespread downward deviations
from the key bargain, even in a period of generally full employment,
suggests the combrary. This is confl reed zepeatedly by the explanations
of union negotiators for below-par szttlements. The Steelworkers' con-
cern for preserving the Jobs of its menbers indicates that the fears

created by pattern bargeining are unjustified.



Benson Soffer, "On Union Rivalries and the Minimum Differentiation of Wage

Patterns," Review of Economics and Statistics, February 1959.

The paxpose of this peper is to reformulate the theory of pattern
bargaining to take account of the increased importance of variations. The
concept of minimm differentistion, drawn from the theory of monopolistic
competition, will be proposed to explain both the uniformity and the variation
in wage patterns, by reference to the impact of wnion rivalries and coalitions.
The aim i3 to explain bebavior which cammot be satisfactorily explained either
by mavket forces (which play a major zole only at the limits and a permissive
role within the 1imits) or by the hypothesis of imitation.

Union Rivalries. Union rivalry simultanecusly creates pressures for
uniform wage changes within the umion's bargaining units and for diverse changes
between rival unione. Differences in the type of contract are an ideal
area for differentiation.

Escalator Inereases, A simple example of a differantiated wage
pattern is that established by automatic wage escalator increase in the
leader unit in a period of rising prices, vhile the follower umits contimue
to adjust wvages by negotiation., Several alternatives are availsble to the
follower: (1) restoration of the pre-existing relationship, s temporary
catching up; (2) an increase not only ecovering previous pattern increases
but anticipsting the escalated patiern increase for the next year ("defenaive"
rivalry); (3) sn increase sufficiently large to compensete for both past and
expected losses ns against escalated wages ("mctive” riverly); and (k)
increasing the frequency of wage adjustments, to follow the escalator pattern
more closely.
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The Auto-Steel Orbit. The United Autcmobile Workers and the United
Bteelvorkers, with their smaller allies and rivals, operate in the automobile,
steel, alimimm, egricultural implement, rubber tire, electrical equipment and
flat glass industries. The rivalry between the two galot unioms for the
leaderghip of the CIO was keen. In addition, there was competition between
them and ameller unions in the agricultural implement and aluminum industries.

Wage movements in the orbit have been strikingly uniform. However,
several very large fimms have developed sub-patterns within the overall pattem.
These are particularly significant becsuse they canmot be attributed to
uniform market chenges. In 1945-48, the key agreements with U. S. Steel and
General Motors embodied almost identical wage changes, and,over the three
rounds, were followed with minor changes by General Electriec, the big four
rubber companies, International Harvester, and the Aluminum Company of Americe.

APter 1948, the two unions diverged sharply in contract patterns.

The Automobile Workers signed a long temm contrect with @M, just before the
cutbreak of the Korean War, including (1) a cost-of-living escalator clause,
vhich adjusted wages quarterly on the basis of very small fluctuations in
the Consumers' Price Index aud (2) an annual "isprovement factor” increase
of four csnts per hour, The United Steelworkers' agreement in basic steel,
imitated throughout its multi-industrial jurisdiction, provided, very
differently, for enmal wage negotiations. Nevertheless, the total wage
increascgunder both contracts over the next three years were, again, elmost
identieal. Substantial differences in the timing, emounts end form of wage
changes concelled out. The pattern was established by the autcmobile
escalator sgreements during the period of rising prices, and by the steel
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industry during the period of price stability, with both unions negotiating
egreements of the "active" rivalry type. Awong the ameller units, coalition
members adopted "follower" differentistions snd rivals negotisted nominal
changes, Almosit every variation of an escalator patiern occurred.

The conclusion was, therefore, that union rivalries crested
minimm differentiation of wege patterns rather than imitation.



Benson Soffer, "The Effects of Recent long-Term Wage Agreements on General
Wage Level Movements: 1950-1956," Quarterly Journal of Economics,
February, 1959.

Before 1950, almost all collective sgreements provided for renego-
tistion of wages at least once a year. After the outbreak of the Korean
war, long-term sgreements providing for automstic interim wage increases
@ained wide scceptance. A Gemeral Motors contract, as early as 1948,
embodied the following features: renegotistion of wages in three years;
escalator clauses providing frequent guarterly autometic wege changes
geecred to the Consumers' Price Index; sdditional anmual automatic increases,
fixed in specific cents-per-hour. One or more of these provisions was
widely followed in escalator sgreements which became particularly popular
after the outbreak of the Korean war, although the traditional prectice
of negotiating wage changes still prevails for the majority of organized
workers.

Have the GM-type agreements affected movements of the general wage
level since 19507 The following hyvotheses will be tested:

1. During periods of rising prices, sutomatic wege changes:

(a) lead, but do not exceed negotisted changes in closely related wages;
{b) lessen the short-term restraining influences in industries vhere wsges
tend to "lag"; and (e) increase the sensitivity of the general wage level
to price~level changes.

2. In periods of price stability, escalation will not reduce wage
adjustments.

3. 1In such periods, the annual deferred increase sets a floor
under negotiated wage changes under traditional short-term agreements.

The Evidenes. Conparisons were mede of chronologies of automatic



Bofler 2.

end negotiated wage increases in four selected industry groups: auto-
steel, textiles, railrosds, and printing. These were compared with general
vage movements. '

Hypothesis 1 (a) was tested by un anslysis of the experience of the
steel Industry, which used the traditionsl type of egreement, and the
cloeely related automobile industry. In all the industries comprising the
auto-steel orbit, GM-type agreements established the underlying pattern of
genersl wage increases through the Korean inflationary verlod. Deviations
were insignificant.

For hypothesis L (b), the textile, printing, end railrcad experiences
vere relevant: escalator clauses were adopted in these industries where,
for different reasons, conditions were less favorable for wage increases
than in sutos and steel. Escalated weges led the upward movement.

For hypothesis 1 (¢) -- that GM-type sgreements increase the sensi-
tivity of wvages in geperal to price changes -- general wege movements were
studied for inflationary periods before and after the adoption of escala-
tion. The evidence supported the hypotheses. Table 1 ghows that inflaticn
reduced the level of real wage rates before 1950 but not thereafter. Table
2 showe an increasing sensitivity of wages to price rises in the three
years 1954-1956, in settlements involving 1,000 or more employees in &ll
industries.

Hypothesos 2 and 3 were tested by a study of 1954, when economie
conditions were unfavorsble for wage increases and when the "floor”
inflvences of the OM agreement could be obsexrved, and 1953 and 1955 when
automatic increases were adspted to negotiated increasses, rather than the
reverse s observed during the Korean war.
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TABLE 1

Percentage Incresse in Copsumers' Price Index and

Perceniiage Cnange in Real Basic Wage Rates iIn
Manufacturing in Recent Inflationary Periods

Real basic wage-~

Price change rate changes
July 1941 - July 1942 11 -1
June 1646 ~ Junme 194T 18 -6
June 1947 - June 1948 10 -2
Jan. 1950 - Jan. 1951 8 none
Jen. 1951 - Jam. 1952 5 none

Jen. 1956 - Jan. 1957 3 +3



Conclusions. The GM formula appeared to reise the level of wuges
geperally in periods of rapid price rises, but did not hold wages doun in
other pericds. When negotiated increases moved shead, supplementary
increases were added to the automatie inereeses in the GM-type contracts.
The assumption that wages are "stieky," that the duration of collective
agreements tends to hold down weges in inflation (Milton Friedman), 1s not
supported by the evidence. The "escalstor” features of the CM-type formmlas
make the general level of wages highly semsitive to even small fluctuations
in vhe Consumers’ Price Index.



Lloyd Ulman, "Marshall and Friedmen on Union Strength," Review of Ecomcmics
and Statisties, November, 1955.

««+Certainly in ouwr own time and country there exists ample evideuce
of the importance of the econmomic ties binding different organized groups
in the sewe industry.... In construction, unions in the six so-called
basic trades (the operating engineers, carpenters, common leborers,
tesmsters, iron workers, ond cement finishers), whose members work for
the same employers (the general comtractors), bargain as a group in some
comminities. The other trades bargain with thelr respective subcontractors.
The latter thus deal with only one union each, but to such employers the
cost of union lebor constitutes s very high proportion of total cost.
Voreover, so-called natioral comtractors frequently influence local wage
settlenents involving both general contractors and subcontractors whom
they hire.*T And of course the existence of local building trades councils
and contractors' associations testifles to avarensss on each side of the
interrelatedness of all interests.

The vailroads heve a long tradition of "pattern increases" both
within 02l between the operating and the non-operating groups of unions.
Since 1937 all the operating crafts received increases totalling $1.2L5
pexr hour, while all the "non-ops" received ﬂ.ﬁk.m Although, with one
exception, every one of the nine "wage movementa" which occurred since
1937 irvolved govexmment intervention, the vmiform cents-per-hour pattern
of setilemeat owes its remarksble witality to the support gramted it by
the unions and the carriers. When, in 1947, the differential between yard
foremen and helpers was increased "in an effort to correct a supposed

inequity,” the Locomotive Engineers claimed that this created a pew
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ineguity in the differential between the yard engineers and the yard
foremen. Their counsel wernad that "the Carrilers cannot expect the
engineers’ organization to watch the ground supervisors' basic rate rise
anf alber the differemtinl, unless the engine supervisor's rate also
rises. If they expect this they are in for a rude awakening." When, in
195k, ¢the Engineers sought to increase the existing differentials between
their craft and the other railroad groups, the carriers were wide awake.
Their case in opposition %o the Engineers’ demend emphasized the impor-
tance of the "pattern” in collective bergaining on the rallrosds; one
of the spokesmen said that "if the demenrd of the Engineers for a percen-
tege increase should be granmted by this board, it is certaln that the
remainder of the industry's operating employees would be keenly dissatis-
fied with their settlements. They wuld surely make further demands that
the same emount of money increase be grented to them."'?

It is interesting to note that, in the shipbullding industry,
collective bargaining is conducted between the employer and the local
metal trades council in some shipyards, while in others the workers are
organized in lndustrial locsls. Iocel trades coumcils of different
erafts also exist in printing, but joint bargaining between ellied printing
trades councils and employers is not typical (althmgh not unknown).

In both the pewepaper and the book-and-job branches of this industry,
however, the phenomenon of what Dunlop bas termed "wage leadership”
wight be obserwed: "...the negotiations of the strongest craft frequently
zet the atage for the others, which then get approximately the same
pettlenent."20 According to Bmily Clark Brown, insistence by the followers

in the book-and-job branch on the reestablishment of "proper" differentisls
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after a wage incresse is granted to a leader is responsible for the fact
that “"indexes of changee in wage rates for the separate crafts have moved
closely together since 1907."%: Bt each party's recognition of iwtes-
dependence has typically led it to oppose joint negotistions in this lpduvatry.
"Stronger unions hesitate to give up their special advantage in bargaining
by cooperating with the weaker ones, while the wesker sometimes fear inade~
guate attention to their interests in joint action." Moreover, employer
interest in seperate bargaining is clearly motivated by concern over
intercraft relationships. According to Mrs. FErown, "Cremting a demand
of one craft at a crueclal woment may prevent the development of a move-
ment for move unity and militancy."22 (Case studies of collective ber-
galning in two fiyms, each negotiating separately with several craft
locals, some of which were in the printing trades, revesl how the employer's
swareness of the leader-follower relationship influences his negotiating
policy when dealing with sny one local. The following quotation from the
study of the Marathon Corporation is cleerly pertinent to our problem:

The small mmber of members of the printing unions, coupled

with their important position in Marathon's connecting

operations, suggests that the company could afford to comply
with almost aoy demands of these unions, no metter how

unreasonable, simply to avoid a stoppage. Ia practice,

however, each of the unions watches the other aegotiatlons

carefully, and the company attempts to grant concessions

which are relatively wniform.23

In view of vhat might be termed the "complementarity sffect” of

unionisn in other groups in the same industry when substitutability
hetueen them and the gZroup in question is sufficlently low, and in view
of vast might be termed the "effective labor-cost ratio effect” when
substitutability is sufliciently high, it is probable that the bargaloing

power of & well-organized ecraft group is reduced if other groups in the
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szme industry become orgenized {in the sasme or in eeparate unions).

But we have not been describing an actual historic process, for we have
aesumed that the earliest organized group had been thoroughly organized
by the time the other groups in the industries formed unions; historically
this condition bhas rarely obtained. And so long as the older craft
organizations remained only partially organized throughout thelr juris-
dictions, emplovers could and did break their strikes and keep plants in
operation by contracting out struck work. Hence the subsequent umioniza.
tion and ccoperstion of other groups increased the actual bargaining
power of the older organizations at the same time that they might have

the origin of wany of
diminished their povemftial bargaining power. This ex.plain%wr so-called mltie

craft unions...

17- I am Indebted to an unusvally relishle source, Professor
Dunlop; for furnishing me with information on collective bargaining in
the construction Industry.

The writer womld egree with Stephen P. Schotka, "Uniom Influence on
Weges: The Construction Industry,” Jowrmal of Political Economy, LT

(April 1953), 128-29, that the relevant denominator of the labor-cost
ratio in constructicn is total construction costs, but only if the
mmerator consists of a larger fraction of the total cost of housing than
Lhntaccoun:adrorh‘gamunﬁon]y. If the latter be chosen as the
mmerator, hovever, then the more appropriste base would be the total cost
of the subcontractor in questlon, for the general contractor's ewarenesa
of the interrelatedness of the different bargains would make it difficult

Zor a minor subcontractor to "pass on” a given wage increase mexrely because
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thet wage increase would constitute a much amaller percentage increese
in total building cost. Sobotka finds e significant degree of correla-
+ion between the extent of organization snd relative full-time earnings
of skilled building trades workers, but virtually no correlation (.06)
for common building laborers (pege 134). However, his inference that
mione of unskilled labor in this industyry were unable significantly to
affect the wages of their members overloocks the fact that the freguency
of distribution of common lsbor unmions with respect to degree of crgani-
gatlon vas markedly different from thet of the unions of skilled crafts,
in that a far greater proportion of upskilled unions than of askilled
locale fell in the zero-to-25 (and 2ero-£0-50) per cent oxganized group.
Further, the data used in this portion of Sobotka's argument all refer
%o 1939, a year of high unemployment; snd in perdcds of high umemploy-
ment, unemployment rates emong unskilled lsbor are generally higher than
in skilled trades. Professor Dunlop bas suggested this labter point to
me; 1t carries the interesting implication that unions ccaposed pre-
dominantly of wnskilled workers might labor under a jveater bandicap
than others in periods of high unemployment.

18. 'These flgures are inclusive of adjustwents mode when the
work week was reduced from 48 to 40 hours in 1948. Below are listed the
awerds exclusive of that adjustment.



Avards Amount of swexd

granted in Tonoperating
employees employees

1 5¢

1 10 ¢

1942-3 9 ¢ 9¢

1945-6 1

18k7 1

B 10 ¢ 23

1949.52 3¢

1952-53 4 ¢ b ¢

1953-54 5 ¢ 5¢

Source: Rational Medistion Board, Arbitmt_onmxo 192,
(hsea-m,lhmmrofn 5 ReD

19. Ibid., 6-7; transcript of Proceedings, 1320.
20. Robert K. Burns, "Hewspapers.” and Emily C. Brown, "Book
and Job Printing," in How Collective Bargaining Works (Hew York, 1942},

T, 139.

21. Brown, loc. cit., 156,

22, Ibid., 1Ml.

23. R. W. Fleming and E. B. Witte, Marathon Corporation end
Seven Labor Unions, Case Study No. §, Csuses of Industrial Pesce Under
Collective Bargadning (Eationsl PFlanning Assceiation, Weshlugton, D.C.,
1950), 19. See also Charles A. Myers apd George P. Shultz, Nashua

Cusmed end Costed Paper Company and Seven AFL Unions, Case Study No. 7,

ssme geries, 35 and Th.



Sumner H. Slichter, "Notes on the Structure of Wages," Review of Economics
and Stetistics, February, 1950.

This paper discusses some regularities which occur in the inter-
industry wage stricture and their implication for the theory of wage
determinetion. The method of the study is to select a mmber of factors
with which hourly earnings might be expected to vary and to compute coeffi-
cients of rank correlation between these conditions and the average hourly
earnings of unskilled labor in selected manufacturing industries. The
factors selected for comparison are as follows:

Xl : Average hourly earnings of seml-skilled workers in the industry.

xa : Value added by manufscturing per menhour.

x3 : Value of product per manhour.

X, ¢ Ratic of payrolls to income from sales.

X_. : Retio of net income after taxes to sales.

X6 : Proportion of women in the industry.

let W : the average hourly earnings of unskilled workers in the

industry
r : coefficient of rank correlation between W and X,.

X (direction of r
relationship)

1 positive '.J T(}’Qﬁﬂ_j
2 positive .9299

3 positive .B2g7

Iy positive . 7288

5 positive’ L6969

6 negative kol

Most of the comparisons are for the years 1939 and 1940. This avoids

the eifect of the war of the interindustry wage structure, and it slso avoids
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much of the effect of unionism on the wage structure because collective
bargaining was not 2 fimmly established institution in most industries
studied at this time.

Further, the interindustry structure of wages has considerable sta-
bility during relatively short periods of time. When W for one date is

correlated against W for another, the coefficient of rank correlation

remains high.
Years of comparison r
1923 & 1946 .7289
1923 & 1939 S5k
1929 & 1939 .8902
1929 & 1946 8812

The major conclusion of the paper is that managerial policies are
important determinants of the interindustry wage structure. The best evi-
dence of this is the high coefficient of rank correlation between W and Xl
This suggests that menagement operetes by some rule-of-thumb in determining
wage rates for its variocus clagses of employees. Similarly, the high correla-
tion among W and JL3 suggests that management is more disposed to a liberal
wage policy when velue added per wege carner is high and more disposed to &
niggardly wege policy when value added per wage earner is low. Also, the
high positive correlation between W and xh suggests that management looks
after its wage policy more carefully when labor costs are high relative

to other costs than when labor costis zre low relative to other costs.



David G. Brown, "Expected Ability to Fay and Imterindustry Wage Structurs

inéhmfacturing,' Industrial and Isbor Relations Review, October,
l? -

The following hypothesis is developed and tested: wage level
differences among manufacturing industries result primarily from differ
ences in employers® estimtes of their future ability to pay. The
hypothesis is demand, not supply, oriented,

1 is logical that firms able to pay higher-than-average wages
without dipping below some minimally acceptable level of profits will
do so: to simplify recruitmsnt, increase worker goodwill, reduce
turnover, allow greater selectivity in employment, etc. But for the
less profitable firm, the disadvantage of high cost outweighs the
advantage.

Moasuremsnt of Ability to Ray. The ideal figures =— managers?
estimates - are not available, so & substitute measure was formulated
on the basis of seven quantitative indexes for 1951-52,

1. aet profitability, measured by the rate of return on sales;
neither net worth nor assets data could be obtained by industry.

2. labor productivity, measured by the ratio of value added to
the nunber of production worker manhoura, Total worker productivity data
were not available.

3. Structure of the product market, measured by the degree of
concentration. Oligopolists are more likely to have higher expectations
of their future ability to sustsin high wage lsvels: they are in a
better position to pass the costs of higher wages on %o the consumer
than firms and industries facing strong competition in the product



merket; larger than average profits are not likely to be eroded by entry
of new firms,

L. The importance of wsge costs, measured, in the absence of data
on wages as a proportion of total costs, by the ratio of labor cost fo
value added, and by the ratio of production workers to other employees.

5. Hhatio of mals to total employment, Firms and industries which
do not think that they can afford to hire prime male labor will, it is
hypothesized, resort to cheaper female labor.

6, Stability, measured by the average size of firm and the
seasonality of employment (ratlo of employment in month of highest
employment to that in lowest month). Smll firms without large reserves
of assets, and lacking s variety of products to compensate for changes in
demand, will be reluctant to commit themselves to high future wages
because their profit position will be meore volatile.

7. The dynamic character of the industry, measured by the rate
of changs in employment, Expanding firms and industries will make liberal
estimates of ability to pay higher wagesj; contracting ones will not,

Other factors are undoubtedly important in sssessing futurse
ability to pay (e.g., expected degree of unionization, predictions of
consumer tastes, anticipated rate of automation) but quantitative measures
of these factors are not cbtainsble.

tage Measures. Anmmal earnings have been chosen as the best
available measure of payroll costa and of employee income.

Data on the dependent warisble, anmial earnings, and on each
measure of expected ability to pay were cdlected for 81 manufacturing
imustries (Standard Industrial Classification 3= and Ledigit industries)



for 1951=57.

Iata for earnings, productivity, production worker employmemt,
and labor costs are averages for the whole periad. Frofitability data
are averages for 1951 and 1957; the sex ratio and seasonality data are
averages for 1951, 195k and 19573 smployment per firm figures are for
195k, Changes in employment are the sum of 1956 and 1957 totals divided
by the total of production worker employment in 1951 and 1952,

Methods. FPearsonlan product moment regression analysis was used
after two assumptions required by this technique were tested and found
generally valid: (a) Strong curvilinear relationships between wages and
each independent varisble do not exist; (b) the expected ability to pay
variables are not linearly related to each other. As a rough test,
simple correlation coefficients were computed between sets of independsnt
variables; two exceptions appeared to the independence assumption: the
1nda1§tries in which labor costs were relatively insignificant (highly
capitalized) wore also industries in which output per manhour was highj
and the industries with large firms in terms of employmsnt were also
incustries with high concentration ratios. Therefore, in each case,
one of the interdependent variables wes dropped from the regression
equation. With these adjustments, the sssumption of linear indepsndence
is valid,

Strtistical Results. Vages appeared to be gemerally higher in
tho industries which were highly profitable, bighly concentrated, highly
%ﬂfﬁ&ﬁﬂﬁﬁlﬂm predomﬂmnny employers of male mrlE.l_'a.




froun L.

Correlation Coefficients
Correlation between

average anmual wages and == Simple® Rartial
Wlue added per manhour Am® .093
Iegree of concentration J1i06° 3260 —
Profits per sales dollar RS L .298% —
Froduction worker employment/

Other employment =. 560° - 3780 —
Fayroll/value added =,168 (c)
Mle employment/total emplayment .6ogP 3920 —
Soasonality of employment «.227° ~.029
Employment per firm .352° (=)
Change in employment 013 =124

83imple correlations are baged on a sample of 81 industries except
‘the corralation between profits and wages. That correlation and
all partial correlations are based on a sample of 59.

bS‘.’-.gniﬁcmtlx different from zeroc at the 95 per cent confidence. level,

®Fartial correlations not taken bocause of strong ml‘b!.ooilinmitv
with another independent varisble.

1. The significant aimple co:relation between earnings and
productivity is supported by the fact that eight of the ten top ranking
industries in preductivity were paying wages sbove the median of 2ll
industries, while none of tha lowest ten were paying wages above the
Sedian.  fover) the dow pooital coreiatlin veettistant Andfostes that

1. This corroborates the findings of Sumper Slichter, using
1939 data for 13 industries.
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productivity and wege differences ars not uniquely related.

2. Concentration appsared to be a significant determinant of
ability to pay, which in turn creatss interindustry wage differences,
Twelve of the 15 industries in which the four largest firms accounted

1

for 0 per cent or more of the totel value of shiptents paid above the
median wage; only five of the 15 least concentrated industries did so.

The significant partial correlation coefficient indicated that apart

from the other ability to pey factors, resistance to wage ificreases is
lees in oligopolistic than in competitive industries. (The reason may
stem from the common wage policies often found in oligopolistic industries,
and the whipsaw tactics of unions, applying pressure to the weakest

firm., )

3. The data indicate that better wages are paid by more
profitable industries, the same conclusion Slichter reached im the
only previous study of the wage level-profitability relationship.’
Detailed analysis revealed that the constraint of low profits was &
wora effective determinant than the permissiveness of high profits:
low profits and wages were more typical than high profits and wages.

L. The wage cost indexss used indicate that there is a signi-
ficant relationship with wage levels: wages are higher in industries

1l. 4 similar conclusion was reached by Dunlop, Rothbaum, Hoss
and Goldner, MeClaurin and Myers and Levinson,

2, The profitabllity-wage change relationship, on the other
hand, does not seem tc be unique. when differences in concentration
and union strength were accounted for, the independent influence of
profits on wage change dissppeared (Bowen, levinson).



where labor costs are not the major costs.l

S. The sex ratio was found to be a significant indax of ability
to pay =~ wages are significantly higher in industries that are pre-
dominantly male == but this conclusion mst be qualified by ths possi-
bility that the important determinant is on the lsbor supply side, rather
than labor demand. ILe., the high correlation mey reflect not ability
to may, but differences in the necessliiy to pay high wages to attract
the type of labor demanded (heavy mamual work requires males).

6. The stability indexes indicate that wages are generally higher
in industries where the size of firm is larger and where seasonal fluc-
tuations are relatively small.

7. Rates of change in employment == reflecting rates of
expansion == did not appear to be a significant index of future sbility
to pay. A munber of ressons argue agsinst a close relationship with
wage levels: Unlike the other indexes of expected ability to pay, this
was not correlated with any of the other independent variablass, Second,
interindustry changes in employment were very small in the period studied.

lhlti& Correlation. High wage levels and the expectation of
high wage paying abilities are typically found in the same industries,
The multiple correlation coafficient between wages and six indexes of
expacted ability to pay is .861, indicating that the chosen indexes
explain nearly 75 per cent of the interindustry differences in wages.
Whether ability to pay differences are also significant determinants

1. 7his confirms the earlier {indings of Slichter and Dunlop.
Iater studiss which found no relationship between wages as a proportion
of total costs and wage changes (Ostry., Ross and Goldner, Elsemerm),
are not relevant here.



of wage levels in sectors other than mamfacturing and in periods
other than the 1950%s remains to be answered by further research,

T



Jules Bachman, "Why Weges Are Lower in Retalling," Southern Economic
Jowrnal, Jamuary, 1957.

Various economic factors have been singled out to explain why wage
scales are higher in some industries than others: capital investment per
worker; proportion of lebor to totel costs; movement of employment;
productivity; unionizetion; skill reguirements. A brief review of the
availsble evidence indicates how these factors operate and why wage
scales are relatively low in retail trade.

Capital Tovestmeni Per Worker. Capital investment per worker in
corporate retalling vas about $5000 in 1948, as against $12,000 for
memfacturing in 1952. Moreover, in retalling capital investment takes
the form of inventories and space, which do not signiTicantly improve the
workers' productivity.

Percentage of labor Costs. ILsbor costs should be compared not
with sales -- because retailing is the last step, and most of the final

value of a product is already incorporated in it when it enters retail
chammels -- but with "value added" by the retailing process alone.
Directly identifiasble labor costs in 1952 accounted for about five of
every eight dollars of pet income produced by the industry, & good deal
more than the statistic that the retall payroll sverages only 10 cents
of each consumer retail dollar. Even this figure does not include the
labor-compensation of the owner-proprietor, which would bring the total
labor costs up to 90 per cent of income originating in retailing, as
IWMTﬁwmtmmwacwmlm.

Empioyment Trends. The rise in retall employment of ebout three
million from 1939 to 1954 was esbout the same reletively e&s for the economy

as a whole-
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Productivity. Productivity can be estimated roughly from income
originating in trade, in the natiobal income mccounts, and from the mumber
of employees. (It should be noted that the work week ie longer in retell
trade than in many other industries.) In 1954, the relative income
produced per person employed was lower for trade than any other major
industrial group, except comtract construction and the service industries;
it was ebout ope-fowrth lower than the figuwre for manufacturing. It is
probeble that productivity hes incvessed somevhat with the development of
supermarkets, mochanizetion of handling and transportation, but economies
of scale are difficult to achieve shere convenlence and service play
important roles.

Skill and Age. A high percentege of younger workers and of part-
time workers, womem and minority growps, are employed in trade, refiecting
the low skill requirvements.

Unionization. Only about 7 per cent of the employees in retailing
are unionized (1955), & large proporticn of them in the retail food
establishments, compared with 55 per cent in manufacturing.



Otto BEckstein and Thomas A. Wilson, "The Determination of Money Wages

in American Industry," Quarterly Journal of Beonomics, August,1962.

This paper presents an empirical model to explain the behavior
of wages in American mamufacturing industry from 1948-60, The wage
theory advenced and empirically tested is different from the traditional
demand=pull and cost=push theories,

Three issues in wage determination have received particular
attention: (1) Do unions meke a difference in the lang-run deter=
minization of wages? (2) Do unions strive to meximiwe some economic
varisble, or are they primarily political organisations whose leadesrs
strive to assure their survival and strength? (3) If economic variables
are important, is it the labor or product market which determines wages?
Five hypotheses are advanced and tested and limited conclusions are
* drawn with respect to the three issues stated above.

Hypothesis I: Wage Rates are Set by a Bargaining Process.

The problem is viewed in terms of the utility functions of union
leaders and corporate management, particulerly with respect to (1)
wage pettlements of different amounts, (2) the cost of a strike, and
(3) the cost of losing & striks.

Hypothesis II: Wage Determination in a Group of Heavy Zndustries
is Interdependent. A "key group™ of heavy industries exhibits a cone
siderable degree of interdependence. This group includes: rubber,
stone clsy and glass, primary metals, fabricated metals, nonelectrical
machinery, electrical machinery, transportation equipment, and instruments,
There are extensive input-output comnections among them, They are
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geographically centered in the Midwest and constitute & weakly linked
labor market becaunse of the similarities of skills required. Some
unions are bargaining agente in several of the industries. A wage
pattern exists, in which autos and steel generally lead. Iarge
corporations with strong market power dominate each industry.

Hypothesis III: Wages are Determined in Wage Rounds, Economic
conditions prevailing and expected at the time of negotiations play a
particularly important role in wage determination. Slnce contracts
are made for periods ranging up to 5 years, the result is & series of
wage rounds: a clustering of settlements in time, often following a
similar pattern. (The first three hypotheees are institutiomal, the
last two are economic.)

Hypothesis IV: Both Froduct and labor Markets Influence Vage
Determination. A unionfis ntility function with respect to wage demmnds
will shift with economic conditicns. Similarly, the disutility %o
management of generous settlemsnts varies with economic conditions.

Hypothesis Vi Two Varisbles, Profit and lhemployment Rates,
are Sufficient to Explain Most of the Variation in the Rate of Increase
of Wage Rates. For the labor market, unemployment is the strategic
variable in determining the division of bargaining power in wage nego-
tintions, The profit rate is the strategic variable in the product
market since it #fects bargaining power, and reflects the long=run
structural characteristics; sush as degree of monopoly, of the product
mariet.
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Wage Determination in the Fey Croup

The anmial average rate of increase of straight-time hourly
earnings in the key group was regressed against m'oﬂtsl and the
average rate of unemployment for the key groups for each of the 5
rounds since 1948, Even though the correlation has only 2 degrees of
freedom, both the coefficients are significant at the .99 level for a
aingle-tailed distribution; the multiple determination coefficiert (&7)
is .9975. Frofits account for 57 per cent of the total explanaticn,
unemployment for the other L3 per cent, The correlation between the
independent variables was fairly low, since neither is perfectly correlatec
with general prosperity.

Economists are properly skeptical of any result obtained with
only two degrees of freedom. Supporting evidence, based on cross
sections and time-series studies of individual industries, is presented
balow. But 1t must be stressed that the fewness of observations rerre-
sents historical reality. Sample size could be increased by studying
prevar data, but since industrial unions did not achieve their present
position until after World War II, the same mechanism would probably
not. apply.

Individual Industry Time Series. If the hypothesis about the
significance of the key group for industry wage determinstion is correct,
timeeseries analysis of wages in the individval industries should verify
the group result. Table 1 summarizes these regressions. Frofits and

1. Profits prevailing or expacted at the fime of bargaining are
the relevant figures, so that the periods over which te were measurad
were in general shorter than the wage period (% to 2/3 the length of
the latter). See appendix I, table A-1I,
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unemployment again prove to be significant variables. Key group
variables give a better explanation than individua) industry varisbles
and the regression coefficients for the group variables are similar,

Other Variables, Several tests indicated that productivity and
consumer prices do not appear to be important independent variables in
wage determination, although consumer prices play a major role in
periods of extreme change (1950-51) and have a minor influence through
escalator clauses.

Cross Section Analysis. Two sets of crossesection data were run.
The first is a moving cross section, in which all the timee-series data
are pooled, and in which a set of dummy variables is introduced to
measure the effects of time, and another set is used to measure the
effects of industries, Table 2 swumarizes this anelysis, Profits ere
the only significant variable in this analysis.

Cross=section analyses for each wage yound were also run for
jrofits, profite and a dummy variable indicating the degree of unioni-
zation, profiis and another dummy for industrial concentration, and
all three combined.

These cross=section analysee yiclded rather limited results
because most of the variation in wages is associated with changes over
time, not with the difference mmong industries, and because of the
presance of s;;ﬂlovera. The time series for the key group yields a
coefficient of .73 for profits, versus .21 in the pooled cross ssction
with time dummies, The time-series coefficients are better estimates
of long-run perameters becauses (1) in the presence of spillovers,



alertedn and Wilason 6.

TABLE 2

Regression Analysis of Fooled Cross-Section ~= TwoeDigit Industries,
Five VWage Rounds

Timet Tndustry  Corrected?
Constant Profits Unemployment dumnies dwmdies R
=.58 +, L6 « 50
(.05)
'26 +, h}“ "'.12 051“
(.05) (.09)
1.h1 +, 21 4% +,002 =, 81 o Tl
(-05) (-07) 3,084
+.63
'rn?h
1.65 +, 223 +,05 =, Bl 3 L o Tl
(.08) (.09) +3.893%
+*12
+75
=91 +.58% =, 19% 5 o« 564
(.06) (.10)

1. Values for the periods 1=l; the dummy for period 5 is the constant,
2. comctedrordngmonoftrudmaothatthemuiwlfmba

3. Elghteen industry dummies, one for each industry, were used, None
was statistically significant.

L, Concentration and unionization dummies were also tested in place
of the Industry dummies. The coefficients (and their significance) for profits,
unemployment and the time dummies were little affected, Concentration dummies
were not significant, but unionization was significant at the .95 level.

5. Vhen the industry dummies were introduced without the time dwmmies,
one of the aightsen coefficients was significant at the .95 level, which one
would expect by chanca,

# Indicates statistical significance at the .95 level.
## Indicates statistical significance at the .99 level.

c



Eckstein and Wilson 7

the cross-section data are biased toward zero because of the pull
toward uniformity. Corrected for the bias, both coefficients are
consistents (2) since most of the bargaining eriocds contain both
prosperity and recession, some of the shorte=run cyclical effects are
averaged out.

vage Determination Qutside the Key Group. The profit-unemployment
explanation of wage changes was slso ettempted for industries outsids

the key group. Regressions using industry variables are significant at
the 95 per cent lavel for omly three of the 1l industries. The degree
of spillover from the key industries is indicated by regressing key wages
and industry unemployment in each outside industry, which provides
statistically significant explanetions for eight of the 11 industries,
with four at the .99 level, and similarly for industry profits.

Relation to Frevious Empirical Results. This study was indebted
to the work of levinson in emphasizing the importance of wage rounds
and key bargains, and in discovering the central significance of profits
in bis analysis of anmal manufacturing data. Bowen avoided the diffi-
culties of annnal data by using cyclical periods but obtained soms
puszling results, perhaps because his periods do not correspond to
bargaining periods, and because of the weakness of the cross-section
approach. He found & significant profit-wage relationship in all
periods, but in only two was labor merket demand significent; however,
he used employment change as the labor market varismbls. Fhillips used
the change in unemployment as an acdditional explanstory variable; to
test this, key group wage changes were regressed against unemployment



Eckstein and Wilson 8

and its change: unemployment was eignificant at the 95 per cent level,

but its change just missed significance. Lipsey found a nonlinear
relationship between unemployment and wages for English data; the

extent of nonlinearity in the American data appears to be smaller,
probably due to conceptual differences in the data., Iipsey and Steuer
found no evidence in 1949=58 in the U.K. for the profit-wage hypothesis
advanced by Kaldor, using ten industry time series; it would be interesting
to test the profit-unemployment hypothesls for British data, using
institutional assumptions appropriats to the British case.

Is There a Fhillips Curve for the U.S.? Since profits and
unsmployment are both important variables, and are not highly inter=
correlated, ons cannot expect a curve plotting wage changes againat
only one of the explanatory variables to fit well. Further, the wage-

round mechanism is missed by the plotting of amnual data. The findings
bere imply that there is no one critical level of unemployment which is
consistent with Moninflationary" wage increases. If profits are high,
a much higher level of unemployment is necessary than if profits are low.
Sumary. Incorporating into the analysis importamt institutional
characteristics of the wage determination process == collective bar-
gaining in wage rounds, the existence of a key group of related heavy
industries - standard economic varisbles account for the bulk of the
wege changes in manufacturing from 1948-60. Wages in the key group
are explained by profit rates and unemployment rates in the group. In
some other industries, wages are largely determined by spillover effects
of key group wages and economic varisbles applicable to the industry.
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Going back to the issues posed at the start, there is only wesk
evidence that unionization affects the long=run lavel of wages. But
the economic variables enter into wage determination differently than
under pure demand and supply mechanisms. Both product and labor market
conditions influence the outcome of bargaining on wages, and both economic
and political factors play a role. Folitical factors enter our theory
through the recognition of the key group and the wage roundj they also
help dstermine the lag structure and the parameters of the economic
‘equations.
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and Price levels, Study Paper No. 21, January 30, 1960.

As part of an evaluation of the forces underlying postwar inflation
in the United States, a number of statistical analyses were carried out
relating percentage changes in straight time hourly earnings in 19
manufacturing industries with movemsnts of several other variables for
19L7=58.

Vages and Related Ractors. Table 1 suggests that there was a
strong relationship between hourly eaminge, profits and concentration
ratios, particularly after 1951.

Fartial correlations were computed for earnings and profits after
correcting for the effects of outpat changes, and the relationship held,
although it was somewhat weaker. Miltiple regressions for the subperiocds
1947-53 and 1953=58 were also consistent with the previous findings:
no significant partial coefficients for the early pericd; profits highly
significant in the second subperiod, with both employment and output
of virtually no significance (Table 2). Analysis of yearstos=year changes
by industry revealed, again, consistently stronger correlations for
sarningsmd profits, particularly profits after taxes lagged by ore year,

1. Concentration ratios, the proportion of output by
the four leading firms in an industry, are only a rough index of the
degree of monopoly because (a) no account is taken of competition from
substitute products or imports, and (b) on the other hand, ratios for
the entire country will understate the degree of monopoly where the
m;;cst fa.g., for goods with high transportation costs) is lccal or
regiomal.
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levinson 3

than for output or employment (Table 3). The lagged profit relationship
with wages continued strong in a test for partial effects of profits
and employment (Table L),

nion strength could be tested only by the use of 1947 data, in
the form of range estimates. When industries were ranked by earnings
imoreases in each of the two subperiods, both union and normnion industries
were found in the highest and lowest groups (Table 5). The absance of
any differential effect does not, of course, prove that unions had no
effect on wages.

vage Fatterns, Table 6 summariszes collective bargaining settlements
in several manufacturing industries (or companies generally representative
of entire industries), by high and low concemtration, and foar three sube
periods, Two points stand out: (a) The general lsvel of settlements
wus very similar for the great majority of industries in 19k6=50, but
thereafter, settlements in the competitive sector were far below the
pattern in the concentrated sector; (b) automatic wage changes, incore
porated into long=term agreements in the form of cost=of=living adjustmsnts
and annual improvement factors, became increasingly popular after 1951,
In 1955 and 1956, almost every unionized company in the concentrated
sector signed a contract providing for such automatic changes, following
the key bargains in the automobile and steel industries; with omtput
and profits high, these were extremaly favorable to the workers. The
significant point is that their effscts contimued to be folt through
the declining years of 1957 and 1958,

Erics Movements., A similar analysis was carried out for price



movements, Ferhaps of greatest interest in Table 9 is the lack of any
relationship between changes in prices and output up to 19543 in 1954-55,
a year of sharp recovery,it was strong, and thereafter rather weak. The
nost consistent correlation throughout the peried was between price
changes and profit levels, Price changes and productivity changes were
wakly (and negatively) correlated in six of the 1l years. A correlation
between price changes and concentration ratios appearad in several of

the years after 1951 but was below the five per cent significance level
in all but three. In four of the years after 1952, prices and earnings
were significantly correlated at the five per cenmt level.

A comparison of overall %trends in manufacturing with those in
industries grouped by degree of unionization and concentration (Table 1h)
is suggestive, although mors detailed studies would be required for a
firm evaluation, Most striking are ths trends in the primary metals
industry, one of the highly concentrated and highly unionized industries:
the wholesale price index here rose about one third higher than the
price index for all menufacturing, direct labor costs per unit rose
nearly 20 per cent more and returns to capital 13 per cent more than
in 21l manufacturing. Yet output rose considerably less than in manmu=
facturing as a whole.

Summary. 1. No important relationship was found betwesn
parcentage changes in earnings and output, production worker employment
or productivity. On the other hand, a strong relstionship was indicated,
particularly after 1951, between esrnings, pcf)ﬂ.ts and concentration
vatlod, These general relationships were supported by both simple and
mitiple cross sectlon and time ssries analyses, and by an analysis of
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wage "patterns.”

2. DNo general ly applicable relationship appeared between
astimates of union strength and wage increases.

3. One of the factors underlying the upward movement of hourly
sarnings during the 1956=58 pariod was the long-term contracts originating
in the automobile and steel settlemsnts of 1955 and 1956, and followed
by several other major industries.

L. No important relstionships were found betwsen changes in
price and output, or between price and productivity per production worker
manhour,

5. Changes in price were most clearly related to profit levels
throughout most of the postwar period. A strong relationship to earnings
also developed after 1951. No consistently strong relationship appeared
with concentration ratios.



William G. Bowen, "Inter-Industry Vardations in the Unemployment-Wage

Relationship,”Wage Behavior in the Fostwar Period, 1960.

The analysis of interindustry wage bebavior permits direct examination
of two influences not readily discernible in generel wege movements: industrial
concentration and unionization. To analyze the relaticnship between wage
movements and these varisbles, plus two others -- profitebility and employment
trends -~ gimple, partial and multiple corelation techniques were used.

Bimple correlation coefficients for 19 two~digit mamufacturing industries
indicate that the four explenatory variables do seem to affect the inter-
industry pattern of wage behavior in the direction suggested by a priori
sepeulation. In aix nh-per:lodsl of 19h7-59, wages in the main rose most
repldly in industries charecterized by relatively large increases in employment,

relatively large :pxnﬁ.me high degrees of mmtr‘tim_? and mmtion.k

Simple Correlation Coefficients Beiween Inter-Industry Wage Behavior
and Selected Veriables, Within Sub-~Periods of 19L7-59%

Simple Correlations Between Wage Changes and -~

Percentage Changes Average Profit Comcentration Undonization

Sub-Periods in Employment ievels Ratios Retios
Jan. &7-Jan. 49 A8 2 -.06 .02
(R) Jan. Lg-Oct. 50 .19 .36 -4 -.36
Oct. 50-Dec. 53 iy 6 .5 Th
{R) Dee. 53-June 55 - Ol b9 60 %
Jome 55-Aug. 5T 22 .18 -7 o5
{®) Ang. 5T-June 59 -.h9 60 ST 22

notee: “Ine 10 per cent level of signilicavee is .39; the 5 per ceut level of
conce is .46; and the 1 per cent level of significance ie .58.
(R) indieates the three recemalon sub-periods.

Multipls correlsilon coefficlents, for ail four explanatory variablss

taken together, for the six periods were .84, .55, .82, .72, .9% and .73, 2l
significent at the 5 per cent level excsepl for the second. In the three low



upemployment periods, the coefficlents were significant at the 1 per cent level.

Of the four variables, profits had the most consistent relatiomship
with vages, although in each period one of the other variables had s higher
correlation coefficient.

Purtial correlation coefficients were in gemeral lower, and only eight
vere significant at the 5 per cent level. The strength of the profit-wage
relationship was drastically reduced in the last Three periods, and unionization
shoved some negative correlstions. On the other hand, the employment-wage
relationship was markedly higher in the low-unemployment periods of IhT-48
and 195557 than in the first table, but dissppeared in 1950-53 (possibly because
all four varisbles were also highly correlated in that period).

Pertial Correlation Coefficients Between Inter-Industry Wage Behavior
end Selected Variables, Within Sub-Periods of 1947-59%

Partial Correlations Between Wage Changes and -~
Percentage Changes Average Profit Concentration Unionization

Sub-Periods in BEuployment levels Ratios Ratios
Jan. llT'J“- hg .82 .68 lﬁ -.23

(R) Jan. %9-0ct. 50 .06 .38 -.18 -.50
Oet. ”—M. 53 --03 -38 -25 -56

(R) Deec. 53-hume 55 -.23 .00 .56 .18
June 55-Aug. 57 .90 .09 -85 .62

(R) Aug, 5T-June 59 .08 .01 A1 -.19
Totea:

#These are third-order partial correlation coefficients; that is, each pertial
correlation coefficient reports the relationship between wages and the particular
explanatory veriable under study when 21l three other explanstory variasblese

are held constant.

The 10 per cent level of significence is .k3; the 5 per cent level of significance
is .50; end the 1 per cent level of significance is .62.

(R) indicates the three recession sub-periods.



[ %0F]

The difference in the profit-wage xelationship between the earlier and
more recent sub-periods may be due to the fact that the low-concentration, low-
unionization industries were the high profit earners in I94T-48 and to a lesser
extent up to the Eorean war periocd. Ister, the highest profits and the largest
uage ineresses occurred in the high-concentration, high-unlonization industries,
s0 that profits 4ld not appear %o be an independent influence on wages. The
high negative coefficient for concentration and wages in 1955-57 1s impossible
to explain.

Unionization appeared to have little significant relationship with wage
changes. It should be noted that these are interindustry analyses and that gains
won by unions might have spread to nomnion industries, thus raising the general
wage level.

Concentration end Uniondzation., Since a high degree of concentration
and umionization occur together in many industries, their combined effect was
ezamined.

The difference in wage behavior batween the competiiive and market-
pover pectors stsnds out sharply. Profits were also higher in the con-
centrated sector vhile employment trends were fairly similar in both sectors.

The different effects of economic adversity on the two sectors is evident
if the three recession sub-periods sre cxmined. In the campetitive sector, the
magoitude of wage increases varied directly with profite end employment. In
the market-pover sectors, there was e striking inverse relationship between
the magnitude of wage increases in the three recessions and the corresponding
profit levels and employment rends.

An "incidence-of-recessions” hypothesis is suggested by these dsta:
¥Wages in genersl are likely to rise faster vhen the brunt of a recession falls



Bover Iy

A Comparison of Five High-Concentration--High-Unionization
Industries with Five
Iow~Concentra ~=Iow~Unionigation Industries

(R) (R) (R)
Jm-h?-ﬂ'm. bg"M. 50-M- 53'\’“55"’“.57"

Average Percentage Change

in Vages in the:
Market~Pover Bector¥ 9.
Competitive Sector® T

Average Percentage Change
in Employment in the:

Market~Fower Sector -3.1 5.6 1.9 0.1 =0.T -1.3
M"ﬂ.ﬁﬂ m ‘200 5-2 -317 1-2 -2-0 1.2
Average Level of
Profits in the:
Market-Pover Sector n.7 13.4 12.8: 12.2 .1 10.T
Competitive Sector AT ok . N9 T8 6.2
Notes:

#The "market-power" sector contains the following five high-concentration -~
high-unionization industries: Transporitation E uipment, Rnh'bu'f‘ Primary Metals,
Electrical Machinery, snd Stone, Clay, Glase. The "competitive" sector contains
the following five low-concentration -- low-unionization infustries: ILeather,
Textiles, Furniture, Apparel, and Lumber.

(R) indicstes the three recesaion sub-periods.
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on market-power industries than when 1t falls on the competitive sector. Wage
policies of firms and unione in industries where the product market is not highly
competitive may not be very much affected by a decline in business. Long-temm
contracte with automatic wage adjustments tend to occur much more frequently in
the market-power sector. The substantial wage increases in the 1958 recession,
which had the greatest impact on the market-power sector, can be explained on
this basis.

and decreasing, so that the direction of change was held approximately constant.

2. Averages of quarterly data on average rate of return on stockholders, equity,
for each sub-periocd.

3« Concentration was measursd by the proportion of total industry output

by the four largest firms. It iz a rough index of the degree of com-
petition in the product market, although of course it overlooks competition
from substitute products.

L. Unionization ratios measure the per cent of Workers in each indms try who in
1958 worked in establishments in which a majority of workers were covered by
collsctive bargaining agreements (Monthly lebor Review, April 1960).



John T. Dunlop, "Productivity and the Wege Structure,” Incame t and

Wage Folicy, 1948.

Interest in the long-run relationship between productivity and the level
of prices and wages has tended to obscure another interesting relationship:
the impact of productivity changes on the structure of wages and prices. Wage
rates could not be adjusted uniguely to increases in productivity in particular
firms, occupations or industries and preserve a balanced wage structure. The
total sdjustment normally takes the form of a combinmation of an increase in
vages, o price adjustment and, in the short run, an increase in profits. The
concern of this study is the longer run -~ rather than the cyclical ~- adaptation
of wage rates to uneven rates of change of productivity among different industries.

Interindustry Wage Changes. Rather than the extreme cases of (a) wages
adjusting completely to interindustry differences in productivity or (b) a
conpletely inflexible interindustry wage structure, with relative prices alone
reflecting differential productivity changes, a more realistic model (c)
depicts industires with more than average inereases in productivity redising
wvages pomevhat more than the average. Cenerally the most rapid gaips in productivity
are to be expected in the stages in the life history of an industry when cutput
is expanding rapidly: hence greater than aversge vage increases occur not only
because industires are able to pay higher wages but because higher wages will
be necessary to attract an expanding work force to the industry. The normal
ivertia of workers mst be overcome -+ their reluctance to forfelt seniority
rights and other factors -- and a firm or industry seeking to expand employment
rapidly must expect to pay a premium rate. Iess than average wage increases in
the contrecting industries tend similarly to facilitate movement out of employment



4v]

hialop

in thoge fields.

Prices serve the same function: above average increases tend to accel-
erate the relative or absolute contraction of employment in industries where
productivity is increasing less repidly than the average, and the converse also
holds. In industries with above-average productivity increases, the failure of
prices to fall as far as they might, tends to restrict the expansion of employment
it could otherwise afford. These relatively adverse effects on employment con-
stitute the short-run effects of the movement toward the longer-run equilibrium
position in vhich the average wage lovel ies adjusted to an increase in average
productivity.
 Statigtical Evidence. Theve is considersble evidence that productivity
increased most in the industries in which, and in the period vhen, employment
and output expanded most. Pabricant's study’ depicts an econamy with s group
of "younger" indnstries expanding rapidly in employment, ocutput and productivity.
In a group of "older" industries, employment and output incresse veryslowly
or actually decline; productivity increeses very slowly and labor costs and
prices increase absolutely, or at least relative to the first group. The
life history of the individual industry comsists in a gradual movement from
the first to the second group. At any one time, industries are distributed
throughout the renge of the employment-output-productivity pattern.

Hov are wage rate movements among industries related to the pattern

of change? Do wage rates increage the most vhere and when productivity in-
creases most rapidly? The intermediate case suggested above requires some
poaitive correlation between incresses in wage rates and productivity.

1. Solomon Fabricant, mem Rational Bureeu
of Economic Research, 1992.
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Professor A. H. Hansen belleves that the econcmy should and does work this way.
But Febricant found virtually no rank correlation (-.05) between changes in
unit labor requirements and wages per workers. Wages per worker are affected
by varying rates of change in the length of the working day; the correlation was
8lightly higher (.22) when the same data were used to compare productivity and
vages par houwr by industry. '

More reliable data for a shorter period show a much higher rank correlation
between productivity increases and wages. Bureau of labor Statistics data for
33 manufecturing Hdustries in 1923-h0 ylelded the renk correlation of .47
for increases in output per manhour and increases in average hourly earnings.
When the series was weighted by relative smounts of employment, the rank
correlation rose to .60. The removal of two relatively insignificent industries
(ice eream and chewing tobacco) raised the computed rank correlation to .65
and, vherr weighted by employment, to .T2.

These figures suggest & significant relationship. But the pattern is
not undgue and the correlation is not high because adjustment also takes the
form of price changes; one would expect & higher correlation between changes
in productivity and prices. Farthermore other factors are important in wage
determination: patterns set by a union or an employer operating in several
industries; local labor market patterns; the bargaining power of unions;
methods of wage paymentas (piecevork and incentive rates make possible the earlier
carture of productivity gains); and the particular character of competition in
product markets. In a highly competitive industry, productivity gains mey all
#o into price adjustemtns.

Wage leedership. No model of sdjustment in the wege structure cam neglect
the facts of wage leedership in an ecomomy with collective bargaining. If



leadership in setting the pettern 1s held by unions and firms in the expanding
sector, where increases in productivity are high, the rounds of wege increases
will no doubt be larger than if the pace is set in contracting industries.

Wage leadership may be located in particular industries by virtue of
the "political" position of uniom leaders within the labor movement, by the accidents
of mavericke and extraordinarily profitable firms, and by the chance timing of
contract expirations. If this leadership happens to coinmcide with industries in
which productivity bas been increasing rapidly, the wage level may be expected
to rise more than in other circumstances.

The Dynemice of Interindustry Wage Structure. The generalization represented
by case (¢) is a useful starting point for a theory of the dynamics of inter-
industry vege changes, as Table 7 indicates. An array of the percentage changes

in average hourly earmings from 1923-L0 for 33 memufecturing industries (plus
cozl end railroads), it shows clearly that the highest carnings

increases ocowrred in industries with prefuctivity and output increases
above the aversge (with the minor exception of chewing tobacco), and the lowest

increases were generally associated with industries with productivity and output
increases below the average. Table 7 also indicates that wage differentials are
oot relatively constant over time. The renge of veriation, from a decreasse of 3.7
per cent in boots and shoes to an increase of 64 per cent in chemicals, constitutes
amammumwmmmmupamm. The
Mmmmthmethtathwryof&m-@
mmmmmmmmmm&u&muﬂp@

or employment. hdﬁﬂm,hoﬁrmmmmutmm
outlines and tendencies for interindustry wage relationahip: the proportion of
labor costs to total costs; cmﬂﬂnMﬁmhMM;aﬁthe
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Percentage Increase in Average Bourly Barmings 1923-40

Percentage Increase in Average
Bourly Barnings

Primexy smelters, refineries
Cotton goods (cotton-growing states)
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sk111l composition of the industry's work force.
Tiis theoretical fremework appesrs to give mo distinctive place to unions.
The discussion of wage Jesdsship 4ndicated that lahor organizations can have a
decisive influence on wage levels. The five factors 1isted sbove establish
the main outlines, constitute the importapt realities with which parties to
collective bargaining must grapple. They tend to set practiceble limitsto
bergains; but they are not the complete story. When all the factors influentisl
at the bargaining table are taken into account, the final wage bargain may diverge,
even over long periods, from that indicated by the framework sbove. While opinions
may differ, the author is of the opinion that in most cases the divergences will

not be very large.
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Josepn W. Garbarino, "A Tuecry of Interindustry Wege Strucrure Variation '
Quarterly Journal of Ecovnonies, May, 1950.

The positlons of Dinlop ("Productivity and the Wage Structure")
and Foss (Trade Upion Wege Folicy, 1948) will be exmmined with a viev

o proposing a broader model. Dunlop concluded thet produetivity exgplaizec

the major portion of the obeerved varistion in the interindustry wege

structure and Ross etressed the influence of union organization.
Productivity and Employment. Dunlop mentioned two channele

through walch changes in productivity affect average hourly earnings:

piece vork systems of paymernt, and the fact that imdustries io vwnich

productivity is rising eve also expanding industries which must offer
higher wages to sttrect additional workers. To support the sscond poink,
Pabricent's Buployment in Manafacturing, 1899-1939 is cited. Dut
Fabricant's dats do not show a consistent relationship hetween employment
and the reciprocal of output per manhour; the rank correlation coefTicieut
was only -.31 for the vhole period. Bureau of Labor Statistics data for
1919-40 yield a correlation coefficient of only .08 for productivity and
emp loyment.

Dunlop found & falrly defirite relationship between changes in
productivity and changes in earnings: =& rank correlation of .47 for
33 industrles, .65 for 31 industries. But the suggested link betweern
productivity and employment changee 18 not supported by the evidence.

Unionism. Ross's methodology was open o eriticism. The rela-
tionship between unionism and earnings was illustrated by the ecalculation
of mn average, weighted by employment, of the percentage increases In
earnings for each wnionization group (each group representing different



degrees of organization). Unwelghted averages would be more appropriate
and would in fact give mach less decisive results. Simple comparison of
group aversges cbscured the fact that dispersion was greater within
classes than among the group averages.

The Model. A more complete system will be attempted here. Wage
movements ere regarded as dependent on developments intemnal and extermal
to the firm. The interpal development -- & decline in unit costs
resulting from increased output per mexhcur -- provides an advantage,
and the character of the markets external to the firm (product and labor
markety) determines the division of the gains. The wage-influencing
variables, their precise formulation determined by the avallability of
dsta, are therefore: differential changes in output per mashour,
degree of concentration of production (National Resources Committee
estimates for 1935) and the extent of coverage of collective bargaining
sgreemants (BLS data for 1941 in the form of four broad ranges). It
should be noted that the three variables are not entirely independent
of each other.

Statistical Evidence. BLS indexes of average hourly earnings
apd output per mankour are available for 34 industry groups for 1923-40.

VWege movements are measured in percentage terms, a process criticized

by Rose; but his contention that a bias is built into such data seems to
depend on a parrowing of percentage differentials over time. Tndications
are that differemtials widened slightly between 1923 and 19%0: sccording
to Hational Industrial Conferemce Board data for 25 industries, the ratio
betwsen the highest and the lowest industries (in terms of absclute
earnings) rose from 181 per cent to 191 per cent.



The rank correlation coefficient for the relstionship between
changes in earnings and changes in output per manhour is .60. With the
elimination of the silk and rayon industry, in which output per manhour
increased completely out of proportion to the increase in earnings, the
coefficient rises to .7Tl. This dagree of relationship supports the
hypothesis that productivity increases are a possible source of vage
adveantage.

The rapk correlation coefficient for the relationship between
the degree of concentration and changes in earnings is .67.

The relationship between unionism and earmings could Dot be
tested by correlation because of the range estimates. Dividing the
industries into the four unionization groups, it is apparent that as
with Ross's data, the variation within groups is more pronounced than
the veriation smong the group averages. The very loose relationship
might be the result of the fact that umionization enmtered the picture
80 late in the time period.

Significance. There was a significant relationship between concen-
tration end unionization ("2" test). In the larger study from which this
erticle was drawn, the "2° test wes spplied to the earnings-concemtration
relationship and the productivity-earnings relationship and in both cases
the results seemed unlikely to be due to chance.

Both output per manhour and concentration seem to be better
"explanationa" of the wage behavior of this period than the degree of
organization.

Multiple Correlation. If the simple rank correlations of .60 and
.67 for productivity and concentrastion with emrnings, respectively, are
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used to errive at a mltiple correlation coefficient, a value of .856
resuits. (The rank coefficient between productivity snd concentration
was .28.)

When the industries in which productivity and earnings are not
highly correlated are examined, the other variables may explain the
nonconformists. In eight industries where the incyease in earnings was
considersbly lower then the increase in output per msuhour (a difference
in excess of three in rank), both concemtration and unionization were
low. In 11 industries which had a rank in earnings considersbly greater
than the rank in productivity incresses, umionisation was high in four,
mmmmmum,mm-mwmm
substantial (over 25 per cemt) in four.

Conclusion. The variasbles of productivity, concentration, and
unionization are cepable of explaining the major portion of differential
movements in earnings. Consideration of changes in employment adds to
the usefulness of the model in some cases where changes in employment
were substantial.



Arthur M. Ross and William Goldner, “"Forces Affecting the Intexindustry

Wage Structure," Quarterly Jowrnal of Econcwics, May, 1950.

The data used here are sverage straight-time hourly earnings,
enployment, and degree of unionisstion” for 1933, 1938, 1942, and 1946
in 47 mamfacturing and seven nonmermufacturing industries (Tedble 1). The
basis for inclusion wae simply the svailability of reasonably accurate,
complete, and comparable data.

Percentage and Absolute Incresses. Comparisons of relative wage
movemants are almost universally msde in terms of percentage increases.
In percentage terms, differentials were compressed contiruously throughout
1933-46. Compression wes more prominent in 1933-38 than in later inter-
vals, contradicting the common notion that the interindustry wage structure
tightens up most vigorously in periods of full employment and inflation.

However, in absolute termes, movements were fairly wmiform among
industries. The average inerease for 50 industries from 1933-k6 was
60 cente an hour: 35 industries showed deviations of less than 10 cents;
and nine, from 10-15 cents. In those years, influences affecting the
economy 88 a vhole were stronger than those affecting individual indus-
tries differentially.

Since percentage compaerisons are heavily influenced by the originsl
level of earnings, absolute increases in earnings will be used.

Degree of Orgenization. New unionism appears to have been s source

1. Heasured in percentage of workers in the industry covered
by umion sgreement, with four categories: less than 40 per cemt, 40-
60 per cent, 60-80 per cent and 80-100 per cent.
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of relative wage advantage in 1933-46, but conmtinuing unionism was not.
Table IV shows that the six industries organized at least 40 per cent
in 1933 lagged behind all other groups, including the industries which
were still unorganized in 1946, in sbsolute increases in hourly earnings.
Among the remaining industries, these which were more highly organized
in each terminal yesr (1938, 1942, 1946), appeared to have made higher
gains after 1933 than the industries rémaining substantially umorganized.

Employment Changes. Eaployment changes have been sssociated with
differences ir the movement of earnings. For 1933-46, the lowest fourth
of industries with respect to changes in employment (the change was a
decline in employment in most of these industries) had an average increase
of 55.1 cente in hourly earnings; tha second quarter, 57.5 cemts; the
third, 59.1; and the highest, 64.0 cents (Table 6).

Were the indpstries which sustained the grestest growth in employ-
memt also the industries with the new unions? On the average, they were,
although there were many exceptions. Furthermore, the appearemt trend in
the average is largely the result of two industries which had very large
increases in employment during the war end also became unionized: adir-
craft and shipbuilding. Hence it is difficult to make a definitive state-
went on the independent influences of unionization and the growth of
employment on wages.

Other Influences. It would have been desirable to examine the
relationshiy between productivity and wage movementg, but the statistics
are too spotty.

Tee proportion of labor costs 1o total costs ie often mentioned
28 a significant factor in interindustry wage differeptials. Teble IX,
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showing lsbor cost as a percentage of product value in 1939 and increases
in straight-time hourly earnings from 1933-46, for b8 industries, indi-
cates that the labor cost proportions, which are fairly stable from year
wm,domu-wumuwwﬂﬁabmlmims
in earnings. Nor are they associated with percentage increases or with
ebsolute levels of earnings.

Professor Dunlop suggested that "the more competitive the product
markets for the output of industry, the more difficult for wege esrners:
to capture the gains of increased productivity." ("Productivity and the
Wage Structure.”) This proposition cammot be tested precisely. But the
11 industries showing the largest wage increases in 1933-46 (66 cents or
more) were heavy industries, with an oligopolistic market structure.
However, 10 of these became unionized between 1933 and 1946; and eight
out of 11 are also in the upper two guarters in terms of employment
growth.

MEWW@GWWMH{MM
55 cents) were mainly light industries, with & concentration in food and
textiles; product competition was clearly greater here. However, the
industries in this group which were not organized in 1933 remsined largely
unorganized (under 60 per cemt), and were also in the two lower quarters
for employment growth.

Coneclusions.

1. Interindustry wage movements have been more uniform than is
generally realized, in terms of absolute increases. The strongest
infiuences seem to have operated throughout the economy rather than
effecting industries differentially.
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2. Among the industries which were substantially unorgsnized in
1933, subsequent increases in earnings were associated with changes in
the degree of orgenization. However, those which were already organized
in 1933 lagged behind all other groups.

3. In general, earnings incveased more rapidly in those indus-
tries showing the larger gains in employment.

k. Increases were larger in heavy industries with an oligopolistic
market structure.

5. These three influences were operative in substantially the
same group of industries. Their separate effecte camnot be distinguished.
Our own belief 1s that uniomization is a source of wage advantage, which
operates most effectively under facilitating envirommental circumstances.
In conditions which bhave recently prevailed in the United States, unioni-
zation has thus been a pecessary but not a sufficient conditiom r
larger~than-average increases in earnings.



Frederic Myers and Roger L. Bowlby, "The Interindustry Wage Structure and

Froductivity,” Industrial and lebor Belations Review, October 1953.

The emphasis of Dunlop and Garberino on the relationship between
productivity and changes in the interindustry wage structure is tested
statistically here by an examination of data more recent than those for
1923-40 which they used. Of the 35 indugtries for which data on everage
hourly earnings end physicsl output per manhour were available for 1923-h0,
16 industries could be carried forvard to 1957 (for a 1Tth infustry, the
uummes-hﬂ,ﬁumaummmmm.

The sample was small. The 17 industries had an aggregate employment
of only 2.6 million 4in August 1541. Becsuse percentege changes rather
than ebsolute changes had to be used for the output data, where the units
were not homogeneous, they had to be applied to earnings as well, although
cents per hour would have been preferable. Both Dunlop and Garberino
cmitted industries vhich they considered abnormel, but no omissions are made
here; if the abnomelities occurred frequently emough to affect the results
substantially, then they should not be disregarded.

Statistical Evidence. The rank correlation coefficient between
changes in output per manhour and changes in hourly earnings for the 16
industries for vhich data were available for the entire period 1923-h47
was only .1T.

Tt wvas then hypothesized that the tremendous institutional changes
begiming in 1933 might bave altered a pre-existing relationship, and
correlation coefficients were computed for the large sample of 35 industries
for 1923-33, as well as for the smaller 16-industry sample. The results
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vere coefficients of .50 end .29 respectively, indicating the possibdility
of a stropger relationship in the earlier period tham over the entire
period. Computations for the two samples with different breasking points
in the post~1933 years gave no hint of a positive relationship. The
relatively high negative coefficient for 194T7-50 is based on data for only
11 induptries and is probebly fortuitous.

The period 1923-33 wes then more intensively iavestigated, with the
interesting results that, for both samples, coefficients of rank correlation
for the prosperity period 1523-20 and the depression period 1929-33 were
higher then for the entire span. Thus the significant relationship seemed
to have been a part a cyclicsl as well as a secular one.

Rank Correlation Coefficients:

Chenges in Output per Manhour
Related to Changes in Hourly BEarnings

35 Industries 17 Industries
1923-4T n.a. P i
Before 1933
1923-33 Lo . 20%
1923-29 5T .?
1929-33 A5 .
After 1933
1933-4T7 .00%
1933~-0 -.02 .09
1933-37 18 ~+20
1937-%1 .8 ey Ok
ml‘hT 8. --ﬁ
1947-50 n.a. i
#* 16 industries

#11 indnstries
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Conclusions. The hypothesis of Dunlop and Garbarino was not found

to be capaeble of extension to a time period later than the one which they
studied, as the latter thought likely. It also appeared thait whatever
relationship existed vas stronger intrscyclicelly fram 1923-29 and 1929-33
than over the entire period 1923-4%0. After 1933, changes in inter-
industry wage relationships seemed unrelated to relative changes in
output per mexhour.

Duniop maintained that the productivity varisble was not cyclically
important; he explained differential wage reductions in depression in terms
of differential pressure on prices (Wage Determination Under Trade Unious,
Ch. 7). But why could not differential changes in productivity in depression
provide an altermative outlet for the pecuniary pressures generated by
prices, since in a recovery, thgywould permit differential wage increasges?
The evidence for the perilod before 1933 indicates that some such process
occurred. Over longer periods the association between wage and productivity
changes was obscured. The change in the institutional setting after 1933 --
the growth of unionism, govermment intervention in wage setting -- clearly
introduced determinants of interindustry wage changes other than changes
in protuetivity.



Richard Perlman, "Value Productivity and the Interindustry Wage Structure,”
Industrial and Lsbor Relations Review, October, 1956.

The correlation betwsen physical productivity and relative wege
movements among industries has been of interest because of its signifi-
cance a8 an index of the strength of economic fectors in wege determina-
tion. However, this comparison 18 in fact a poor measure of the impact
of economic forces.

Wage-Physical Productivity Comparisons. Statistical studies have
had confusing results. Dunlop's 33 manufacturing industries, plus coal
and railwvoaeds, for 1923-I0 yielded a rank correlation of .49 for average
hourly eaynings and output per manhour. OCarbarino computed a rank
correlation of .80 for 34 manufscturing industries for 1923-40. Myers
and Bowlby, in an analysis of 16 industries for the period 1923-47,
found a rank correlation of only .17. They stressed the difference
between the longer run and short run, suggesting the cyclical periods
(1923-29 and 1929-33) showed higher correlations than the entire perdod
1923-k7.

The erratic neture of the correlations reflected the importance

of the terminal year of the comparison, as the following teble indicates:

Rank Correlation Between Percentage Chenges in
Average Hourly Esrnings and Output Mashour
for 16 Industries, 1923 to 1

Years Compared Rank Correlation
1923 : 1940 .29
1923 : 191 .26
1923 : 10k2 .10
1923 : 1943 .02
=i £
1923 : 1046 .26

1923 : 1947 .17
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In Febricart's study of 38 industries for 1909-37, vhere the renk
correlation coefficient between wages and productivity was only .22,
wages rose more rapidly tham productiviiy in all but eight industries.
How could this ccour, if productivity wes the prime cause of wage adjust.
ments? It was suggestive that for the came industries there was a rank
correlation of .07 between wage costs per vnit of output and manhours
per unit of output.

The Role of Prices. Chenges in wage structure are not related to
productivity unless price changes are meutral or contributory. If product
prices rise, then wages tend %o rise despite little increase in produc-
tivity. If productivity increases are compensated by price decreases,
vages may not rise. The importance of prices, and the cruclal fmportance
of the terminal yeer in comparisons, are shown in two studies of manu-
facturing as a whole: BSpurgeon Bell found that productivity gains were
greater than wage increases from 1919 to 1938, end Clark Kerr found that
the gaing in both were equal from 1919 to 1945; but prices were lower in
1938 than in 1919, snd about double the 1919 level in 19h5.

Wage-Valve Productivily Comparisona. Prices can be included if
wages are compared with value productivity, rather than physical produc-
Tivity: gﬁ_g- Then rank correlation will not be affected whether
productivity goine go into price declines or wage rises; and the effects
of economlec forces will be visible when the motivating force for wage
changes copea from prices.

The 1939-53 Period. Percentsge changes in sales per manhour (&
messure of value productivity if price and physical productivity data
are lacking) for 20 two-digit menufacturing industries in 1939, 19%7, end
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1953 are shown in Table III. The following rank correlstions were computed:

Rank Correlations Between Value Productivity,
Physical Productivity ard Hourly Earuings
in 20 Mamxfacturing Industries

Yalues compared 1939-%7 1947-53
Sales per manhour with

average hourly earnings .68 .58
Output per manhour with

average hourly earanings .19 .65
Output per maphour with

sales per maphour .06 .70

The correlation between sales and earnings 1s high. It is aleso apparent
that the high correlation between physical productivity and eaxnings Tor
1947-53 ie explaived by the high correlation between cutput per manhour
and sales for that period.

Uniformity of Wege Movements. An interesting aspect of Table ITI
is the narrow range of wage increases, from 30 to L8 per cent with the
single exeeption of apparel (18 per cent). Forces affecting wages in
@eneral outweighed factors acting on individusl industries.

Offsetting Factors. Even a close correlation between value produc-

tivity and weges is not a perfect irndicator of the influence of economic
forces cm wages. (1) Value productivity reflechka an industry’s ebility
ww,mtmtﬁmmmummmzﬂtyisamdw“
ineresse in capitsl or materiel coste. (2) The proportion of lsbor coste
to total costs is also an important economic factor in wage determination.
(3) e cost of living is important in two ways. Insofar as general
price rises create upward pressure on wages, the rank correlations between
value productivity and interindustry wege changes will be reduced, since
the rise In wages will spply o all industries. Also the cost of living,



Parlmen h.

in a periocd of rapid rise, hes an important influence on the formulation
of vage demands by unioms. (U) The data available are sverage quantities,
but the determination of average hourly earnings has marginal implications,
at least in competitive industries.

Conclusions. The conventionsl measure of the impact of economic

forces on wage determination, the rank correlation between physical
productivity and wages, bhas al least two major drawbacks: profuctivity
increases may lead to falling prices rather than rising wages; and demand
factors working through price changes may raise woges without comparable
productivity changes. Both of these disturbing factors are elimineted
by the employment of value productivity rather than physical productivity.

The high rank correlation between value productivity and wage
differences among industries makea & good case for the importance of
economic determinants of wages. But no light 1s thrown on ceuses, and
these findings do not preclude an isportant or even dominant role for
wniondsm.



John E. Mpher, "Union, Nomunion Wage Differentials,” American Economic
Reviev, June, 1956. T
Investigations of the influence of unions on wages have hed many

contredictory results, some of them attributable to differences in time

or industries covered. But they all employed a highly umreliable measure
of vages (hourly earnings), and contained in sddition 8o many wmcontrolled
variables that it is doubtful if any differentials could be attributed to
unionism. In this study, & ssmple of 11,000 wnion and nommion workers

in 232 plants was selected from a universe of seven industries with over

200,000 employees on the basis of comparable occeupstion, industry, geo-

graphic ares, and plants of the ssme size. Rates were ccapered and not

earnings, exeluding incentive workers from the sample, but since union-
nonunion varistion wes not apparest here, no blas resulted. Care was

taken %o eliminate any bias from differentisl sex composition of the

union and nomunion work forces; where both sexes were employed in an

occupation they were ireated as scparate groups.

Within each industry and locality, wnion and norunion plants of
comparable size were selacted. Within each plant, a simple arithmetic
aversge was taken of the wate rate paid to time workers in eech occupa-
tion. It was thus hoped to eliminate the effect on wage differentials
of premium psyments, geographic iafluence,, variations in plant sige,
and qualilty of work force, which hed emtered into and confused the
resulte of previous studies.

Results.

(1) In all seven industries, of 410 rate comparisons, 233 showed
& poaitive union differential, a significant rumber of instances. However,



for each industry separately, at a 1 per cent level of significance,
the number of positive differentials was significant in only ome,
furniture, apd close to the significant level in footwear. In furni-
ture the advantage lay with union workers; in footwear, with nomumion
workera.

(2) Testing the mean differential for each industry, st a 1 per
cent level of significance, only in the furniture industry was the mean
differential of T.57 cents suggestive of union wage rates significantly
higher than nomunion rates.

(3) To explore the possibility that unions might be morxe effec-
tive in highly peld occupations where there 1s greater specialization
and inelasticity of demand, & ccrrelation between rate levels and
differentials by industry wes computed. None was significant except
in the sutomotive parts industry, shere the correlation was negative
(perhaps indicating that the unions exerted themselves more in behalf
of the lower pald workers).

{4) Another relatiomship that might show the influence of unionism
ia that between the size of differemtisl and the degree of unionization
in the <ity area; ss unionization progresses, competitian in both product
and factor mevketsz Trom nomunion plamts decreases, thus perhaps permitting
unions to drive a betier bargain. lNope of the coefficients was signifi-
cavt at the 5 pexr cent level.

(5) A finel hypothesis was that the size of differential was
related to the size of plant: it might be argued thet large and small
nonmion firms will pay the same campetitive wage to the seme kind of
lsbor, vhile union firms may be compelled to pay higher rates in larger
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establishments. Thus the union-nomunion differential would be larger in
larger plants. Neither of the walues of "g" (in two industries) nor
three of four correlation coefficients was significant at a 5 per cent
level; in footwear, the coefficient .676 was significant between levels
of 1 and 2 per cent.

Timing of Wage Changes. The findings thaet no difference existed
between vnfon and momunion retes in five industries, that there was &
positive union differential in cne and a negative differential in the
last, support the received theory that there are no significant differences
in pericds of equilibriwn. However, in periods of disequilibrium, of
rapid wege change, union-nonunion differentials may develop. It might
be expected that union rates will lead, but anticipatory action by nommion
firms capnot be ruled out. In an inflatiomary period, union rates may
adjust more slowly than nonmuniocn.

Examination of the wage chronologies in the seven industries for
1950, before the impact of the Koreen war, and thereafter, indicates that
all these situations occurred. For the economy as a whole, the first
seven or eight months of 1950 were stable: the industries in our sample
which sbhowed no significant differentisl were surveyed in that stable
period. The furniture industry, with significant differentiaels favoring
union workers, was surveyed in Octobear, when all weges were going up
under the impact of the Korean war. The footwsar industry was surveyed
in September, in the middle of a contimuous zise in earnings which began
in July and ended for them in November; the reason for the better ahowing
of nommicn workers was that most union increases were confiped to the
month of October. When in Ostober the largeet firm in the industry
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pegotiated an increase three or four cents higher than the earlier nommion
rises, the nommion firme generally responded with a second increase.

Conclusion. For the industries and occupations studied, there were
no aignifieant differentials between the rates of workers in union apd
nommion plents. In the two instances where significant differentials
appeared, they were found to be sttributable %o lags in the wage movements
of one group behind the other.



John E. Maher, "The Wage Pattern in the United Btates, 1946-57,"

Industrial and labor Relations Review, October, 1961.

The existence of patitern bargaining hes long been recognized.
The aim here is to define and meagure it over an extended period.

Major Participents. Eleven industries have been prominent in
pattern bargaining: steel, automobiles, alumimm, farm machinery, electrical
equipment, rubber, copper, aircraft, petrolsum refining, meatpacking and ship-
tuilding. Another prominent industry, coal mining, does not conform to
the pattein because it has had much larger wage increases, the only
explanation for which seems to be Jobn L. lewls.

The interrelation of these key bargainers is based on: the
input-output nexus: similar techmological and economic structure
(producers' or consumer Jurable goods; high degree of concentration);
geographical concentration, with common merkets for laborj concentration
of the workers in a few, large unions, several of which have been engaged
in long-standing rivalries (Machiniats and Auto Workers in aircraft;
Steelworkers and Mine, Mill and Smelter Workers in copper, ete.)

Wage Conformity. The variety of economic forcea impinging on
these industries -- productivity, pro@uct prices, profits, elasticity
of demand for output, substitutability of factors -~ might hewve been
expected to yleld varying changes in negotiated weges. Instead, one
factor peamed to dominate: changes in wages of workers in "comparable"
employment.

R.g., in 1946, of 19 key bergsins in the industries listed
above, 16 settlements granted wage increases of 18-19 cents per hour;



in 1957, 15 of the total 19 included wage increases of 12-15 cents
per hour (Table 3).

The wide diffusion of the key pattern in agreementsthroughout the
econony can alsc be traced, through the Bureau of labor Statistics Current
Wage Developments (Table );). Sinece there is little evidence that sig~
nificant wege differences exist between the rates of comparable union
and nonunion workers, the pattern probably alse spllls over into non-
unionized sectors.

Conclusions. 1. For the postwar period, a Vdemonstyetion”
effect would mve to be included in any explanation of wage movements.

2. The fact that thers are "central bargainers® in the economy
my require that the wage, in any model of the economy, be given as an
exogenous variable. R is uncertain, however, whether the movement of
the wage level is different under collective bargaining than it would
be in its absence.

3., T is unlikely that the diverse circumstances of industry
wuld, in the absence of pattern bargeining, bave ylelded the rssultz
observed,

L. Vhether or not the average wage level would have risen by
the sams amount from 1946 to 1957 without bargaining, it can be asserted
thet the dispersion of increases s markedly decreased as a result of
bargaining.

5. The uniformity of changes in wage rates suggests that an
irdex might be buiit from negotiated magnitudes rather than from earnings
data, which are 2 catchall for changes in the structure of wages a& well
as for changes in wage levels,



6. The practice of negotiating flat across-the<board wage
increases has made skilled labor l-:‘elltiula' cheap, and my have con-
tributed to structural unemployment among the unskilled,



Robert Oszanne, "Impact of Unions on Wage Levels and Income Distribution,"
Quarterly Journal of Economics, May, 1959.

The author takes issue with the bulk of professional adacemic
opinion that unions have little or no influence on wage levels and income
distribution.

Criticisme of Earlier Studies.

1. The studies of I'.uglas, Dunlop, Garbarino, Ross, and Levinson
were oo early to ineclude the full impact of post-World War IY bargaining
(not until 1946 d1d union bargaining in mess industries begin).

2. Analysis of distributive shares has been unsatisfactory because

unionists are only one-guarter of the total 60 million employees. levinson's
removal of corporate officers took care of only a small part of the non-~
unionists. Moreover, total share income does not allow for change in the
mumber of employees. Aversge income per employee avoids this difficulty.

3. Interindustry comparisons have also falled to isolate unionism
from all the other casuses of wege changes. Unioniem was weak in Garbarino's
selectad period (1923-L0). And Maher's study of union and nommion rates
in the same occupstions did not eliminate unionism as the initial cause of
rises vhich were then followed by ronunicn firms in the same area.

Period Comperison Method. Although 1t is impossible to find a
perfect device, this method, used by Rees, avoids most of the pitfalls.

Wage gaing in two comperable periods, cne union and the other nomunion,
are related to per capita income gains in each period. (In Rees' steel
study, the periods were, however, too different for effective use: the
bulk of the second period, 1939-48, was characterized by rigid wage and
price comtrols; nor, in the Pirst period 1914-20, were 1918 snd 1919

nonunion years instesl.) The periods used here sre the prosperous cnes



after both world vars, 1923-29 and 1947-57.

Wage Behavior. The hypothesis is that the greatly increased propor-
tion of union members in the post-World War II period, 67 per cent of all
production workers in 1956 compared with only 11 per cent in 1929, hes
substantially altered wage patterns, and has given the wege eerner in
manufacturing a greater share of the pational income than he received
in the 1920's.

Manufacturing. Aversge howrly earnings in real dollars of produc-
tion workers in mepufacturing moved very differently in the two periods:

1923-29: from $.82 to .89, an anmual rate of incresse
(eompounded) of 1.375 per cent

1947-5T: from $1.51 to 2.00, an armual rate of 2.80
per cent

Oubtput per man hour in manufacturing was higher in 1923-29, it
should be noted, than in 1947-53: L.6h per cent per year, compared with
3.45 per cent.

What was the relatiwe gain in productlon workers' incomes? If

gain in average snmal per capita personal income is taken as 100 in each
pericd, the figures for all employees, white-collar workers and produc-
tion workers are as follows:
Percentage Comparisons of Geins in Aversge Anmual Income™
Honunion period Union period

Gein in: 1923-29 1947-55
Avercge anmal per capita

persongl income 100 100
Averege anmual cowpensation per full-

time employee (all inds.) T 134
Average snnual income per white-collar

vorker in manufacturing 157 143
Aversge annual income per production

vorker in mamfacturing L2 1hh

&, Figures expressed as per cemt of gain in per capiia income, constant dollars.



Production workers in manufacturing showed the most striking gains.
Other Industries. With the exception of building construction, all
the following groups showved greater relative wege gains in the second
period, when unionization was higher:
1923-29 19k7.55

Per cent Per ecent
Income undonized

Income = unionized
&l 1929 == gatn 1946

income 100 100
Aversge hourly earnings
Class I railroads 93 hs 197 80-100
Bitumincus cosl negative 37 170 80~-100
Printing 63 179 80-100
Building construction 2318 27 215 80-100
Manufacturing (produc-
tion workers) 9 11 i 67
&, Union rates

The building case, an epparent exception, may be explained by the
fact that the early wage figures are union scales, which in practice were
limited to the large cities, vhere unionism was concentrated.

Market Dsmend. There was a sigunificant shift in the relation
between wage changes and market demend from the nomunion twenties to the
union post-war period.



Comparison of Wage and Employment Changes®

in Two Periods
1923-29 1947-55
Employment  Wages Employment  Wages
Per Cent  Per Cent Per Cent  Per Cent
mmmmb

Production workers .36 «T3 -8 2.85

Honproduction workers .1 2.7h 3.92 2.83
Bituminous coal:

Production workers® ~5.k%7 -3.62 -9.08 3.37
Class I railrosd workers® ~1.78 1.61 -3.03 3.90
Building construction

workers® 3.63 h.o3d 3.30 4.26
Printing trades workers® e 2.72 .803 3.55

&. Amoual compounded rate of increase.
b. Average anmual incomes, constent dollars.
¢. Aversge hourly esrnings, constant dollars.
d. Union wage scales.
Distributive Sheres. The fact that "employee compensation” gained
substentially in relative terms during 1947-56 should raise serious doubts

sbout the commonly expressed notion that the labor share remains constant.

It dis hozerdous to drawv conclusions about the notoriously volatile profit
share. In any csse, it may be understated because of the accelsrated depre-
eiation permitted hy the lax laws of 195k.
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Comparison of Income Gains by Distributive Shares

1923-29 1947-56
National income, unadjusted 100.0 100.0
Employee compensation 100.7 129.5
Corporate profits before
tax (adjusted for inven-
tory change) 176.5 106.9
Corporate profits before
tax (unadjusted) 182.4 57.1
Inserest 157.3 286.6
Rent 131.6 61.7
business
income (adjusted) ——— 21.h
Business amd professional 76.2 62.7

‘the foliowing comparisons are consistent with substantial collective
bargaining impact on ineome distribution: (1) Real aversge hourly earmings
of production workers rose over twice as rapidly in the uniom period as
in the nommion period, although productivity increases were greater in the
nominion period. (2) Average ammuel compensation per full-time employee,
and a fortiori per production worker in memufacturing, rose lese than per
capita persopal income in the early period, but more in the union period.
Production workers fared better than white-collar workers in the union
perdod, less well earlier. (3) Three out of four other groups, partially
organized in the twenties, fared better in the later, more highly unfonized
period. (h]mmmwmmmmwm
of the market demand for lsbor. (5) The share of employee compensation rose
in the union perdiocd.

The period comparison will never provide "proof" since the observations



are too few to eliminate random fluctuations. However, the data are
consistent with en spprecisble degree of trade union influence on income
distribution. If 1958 had been included, the figures would have accentuated
the point, Bince profits declined vhile wage rates rose, in the face of
unemployment end inflation.



Coment by Lowell E. Galloway, Quarterly Journal of Economics, May, 1960.

Ozamne's eriticism that the "distributive share epproach looks not
at aversge income per employee, but at total share inecome” assumez that
the significant measure of uvnions' impact ia their performance in obtaining
higher per caplta income for their employed members, and not as a broad
social movement:. The distributive shares approach is not in error, buk
merely a different emphasis.

Secondly, the lack of correlation between the movements of employ-
ment end wages in selected industries in the union period is consistent
with the operstion of market forces; employment changes could have
reflected primarily movemsnts along the laebor demsnd functions, rather
than shifts in the labor demsnd functioms or their perfect inslasticity.

The fact that strong labor unions may be sble to increase per
capita income of their employed menbers does not demonstrate conclusively
thaet they can improve the relative lot of their entire class. Nor does
it demonstrate comclusively that collective bargaining hes supplanted
market forces.

Reply by Robert Ozanne, Quarterly Jowrnal of Ecomomics, May, 1960.

The distributive shares approach does not 1solate unionism from
other factors determining employee compensation: (1) changes in faym
technology which transfer farm entrepreneurs into urban employees; (2)
increased industrial productivity which reduces the proportion of factory
workers in the economy; (3) degree of competition in the product market
vhich mey vary the profit and lsbor shares; (4) changes in consumer tastes

in favor of nomemployee services.



Fo normal demand curve or market forces operating through movemsnte
"along the demand function” can account for the following: rising wage
rates in coal mining and rallroads accompanied by growing unemployment;
rising wages for Ulue-collar mamifacturing employees accompanied by
stable employment; wage increases for white-collar menufacturing employees
of the same megnitude as those for blue-collar workers while employment
rose over 30 per cent in the vhite-collar group and was practically stable
in the blus-collsr group. Once collective bargaining has raised wage
rates, a movement along the demand curve could (though it probably does
not) explain reduced employment in coal mining.

With the last statement, one can only sgree. The claim here was
merely that the limited data presented are consistent with an eppreciable
degree of trade wnion influence on income distribution.



Martin Segal, "Uhionism and Wage Movements," Southern Itonomic Journal,
October, 1961.

The wage pattern in mamifacturing in the postwar pariod; until
1951=52, was probably best explained by pressures of demand, as
Ievinson stated in Study Faper Wo. 21, but thereafter divergences in
industry movements seemed to suggest other factors. Ievinson found a
significant relationship between wage changes and the level of profits
and the degree of competition in the product market, but none with
urion strength., New and more precise data on the extent of collective
bargaining indicate that emendation of Ievinson®s findings i3 in order.

The Bureau of Iabor Statistics estimates of union strength by
industry, for 1946, used by Isvinson were ranges (e.g., 40=59 per cent
union coverage), In 1958, point estimetes were published for the first
time, For Isvinson®s 19 industries, new correlations have bsen computed
(see Table II) in which the association between earnings and union
strength is significant in five out of six years, and stronger in
most years than the correlation with profits and concentration ratios,

Union strength suppliss an essential link in an interpretation
of post=1951 wage behavior which runs as follows: In oligopolistic
industries, which are generally highly organized, unions had not only
rumerical strength but market power, in the sense that they could
extract substantially higher gains, although there was no shortage of
labor supply, than those cbtained in the industries which faced strong
competitive pressures in the product merket, The assoclation betwean
wage increases and profits is another element in the picture. Tn 1952-58
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TABLE II

Siﬁ Cross Sactioninﬁuﬂehtmrﬂc%;nts
ween Changes Straigh Hour'
Earning and Selected Variables
in 19 lhmfmtt;ar *Jhinatrm
19 o

Straight time earnings on

Year Rorié:)beron Gmmmmcn)tion 9
taxes ratios Union strength

1952453 .550 423 .625
1953=5l .628 163 <502
195L=55 Sl »383 591
1955=56 055 428 2325
1956=57 5U6 607 511
195758 =392 -5L9 -T06

the 5 per cent lavel of significance is 0,L5555 the one per cent
level is 0.5751.
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profits, measured as the rate of return on stockholders® equity, were
strongly correlated with concentration ratios; this was the permissive
condition for nmegotiating large wage increases. (In Carbarinofs frame-
work, changes in manhour productivity were the permissive variable in
concentrated industries.) I, however, oligopolistic firms "have what
amounts to a reserve of unliquidated gains from unmade price advances®
(Calbraith) == if they can successfully respond to labor and meterial

cost changes by upward price adjustments, the relation betwesn wage
changes and physical productivity becomes attenuated and it is the
relatively high profitability of the firm that both permita and stimlates
union-nagotiated wage gains. There was, in fact, no significant reletion-
ship in 1952=58 between wage changes and manhour productivity increases.

In some cases, segments of industries with low concentration ahared
the prosperity of the firms which dominated ths particular ™age contour®
and, also dealing with the same unions; followed the high-wage bargains.
In other industries with above-average gains, other permissive factors
could also be traced: e,g., in paper products, product demand is in-
elastic; profits were high in 1952-58; labor costs are a small proportion
of total costs.

Conclusions: Instead of singling out the auto and steel settle~
ments in 1955=56 as did the Hckstein Report (Staff Report on Employment,
Growth and Price levels, prepared for the Joint Economic Committes,

U,S, Congress, Dec. 2L, 1959), the interpretation here is that wage
behavior in all the oligopolistic industries wus essentially a joint
product of corporate and union power. Unicnism also constituted an
important link, in 1952-58 when there was no labor shortage, betwsen
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wage movements of firms in concemtrated industries and others in the
"wage contour." Unions were also an important influence on wage bebavior
in some nonconcentrated, but highly organized, industries in which the
economic environment placed unions in a comparatively strong bargaining
position. Unless one places considerable emphasis anthnhurad#ing
puuarolunim, ithdﬂtimlthmttwtbﬁ@shth
wage bebavior which developed among mamufacturing industries, and for

the fact that ths ;22:2-.2 increases resulted in almost all cases in
subshnth_llx m unit labor cosgta.
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Prices, Profits, and Productivity, 1959.

The complexity of postwar inflationary pressure is illustrated by
reference to the diverse movements in prices and profits. It is concluded
that wages vere the primary instrument of inflationary pressure, largely
because of the conflicting trends in profits and prices. Strictly cost-
push or demand-pull theories provide insufficient explanations. However,
demand-pull vas predominant with respect to wage and price increases in trade
and pervice sectors, while trade union pressure has been more important in
mamifacturing, construction, utilities and trensport. It is srgued that
both sources of pressure interact in determining both the extent of wage
increasss in unionized industries, and the secondary effects of those
increases on other sectors.

Demand-pull theory may be sumarized as follows: Eicess dewand
results in inflationary pressure becsuse of: (1) insufficient industrial
capacity, snd/or (2) insufficient labor supply. Contimiing inflation will
take place only if demend at constant prices temds to grow faster than
industrial cspacity or labor supply, adjusted for profuctivity increase.

The cost-push theory, an addendum to the sbove, attempts to explain
A T B e S g e
mldbem-inﬂatmxmhﬁ(n}mibhmmumm
or (b) wnions exert indirect pressurs on the wages of unorganized workers.
Under these conditions trade unionms, by threat of strike, ete., force up
wages in gpite of insufficient demand. Unions cemmot push wagea up
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indefinitely unless there are other factors which tend to generate wage
inereases in other sectors. The post-1952 limitation of the money supply
was a factor limiting demand, though not enocugh to prevent inflation.

Service prices have moved steadily upward since 1945, end since
1951 have increesed more rapidly than the Conmmer Price Index. Wage
increases in service industries have been only slightly below those in
manifacturing.

Agrioulturel prices dropped significantly between 1951 and 1957.

Raw materials prices remained nearly constant between 19%9 and 1957,
with some fluctustions during and after the Korean Var.

Retall merging on durable goods declined to a marked extent over
the period, with some fluctuatlon.

Despite some flnctuations, wages and labor costs per unit of output
have risen steadily since the war. Wages bave risen faster than productivity.

Profit margins in memufecturing fluctuated vith the business cycle
over the period, but showed no secular rise or fall. The net effect of
profits on prices was negligible.

Therefore, between 1946 and 1956 prices have risen primarily because
labor costs have risen. The ups and downs of rawv-material prices and profit
margins sometimes reinforced and sometimes offset the trend in labor costs
but 4id not contribute mmch to the upward trend in prices.

Although the most spectacular wege increases were those negotiated
by the large unions, 1t is clear that the incresses galned by these wnions
did not significantly exceed those gained across the board. Exponents of
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the cost-push theory must explain why wage incremses have been so uniform.
Buch pa explanstion is difficult to make.

However, the demand-pull enalysis is hard pressed to explain the
size of wage increases, given the existence of same labor shortage. The
comparison of the 1923-29 period with the 1951-56 period shows that the rate
of wage increase of the latter period was roughly five times that of the
former. Thus demand-pull is also unsatisfactory as a single explanation.

An alternative explanation is: Excess demand for labor pulled up
wages in the sectors in which trade unions were weakest, and trade unione
pushed up vages in sectors vhere excess demand wes veskest. The largely
non-unionized service industries have raised wages because of insufficient
labor, needed because of rapidly increasing demand for services. Unions
pushed up vages in mamufacturing, where demand has not increased rapidily.

Given a situation of low unemployment, there may be shortages of
certain types of labor, and employers may raise wages across the board to
maintain internal wage structure. Simllarly, employers may raise wages
to reduce twrnover under the same conditions. Thus wege pressure by trade
unions will be more effective when umemployment is low.

Further, the influence of union weges on the wages of unorganized
labor depends on market conditions, and the existence of a strong market
for labor increases that influence.

Three basic factors responsibls for postwar demend are identified:

(1) situation in 1945: both businesses and households had high
levels of liquid assets and low indebtedness, combined with deteriorated
capital stocke and conmmer durables, respectively. These factors,
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combined with the expansion of govermment servicea, led to e strong demand
situation.

(2) Population growth: high marrisge and birth rates helped to
sustain demand, particularly with regard to housing.

(3) Effect of govermment spending: Korean War spending sppeers
to account for about one-half of the increase in aggregate real demand
between 1950 and 1953. The considerable decrease in federal govermment
spending after 1953 was largely offset by incresses in private investment
and the increase in state and local spending. However, the decrease in
Tederal spending seess to bave been an important constraint on the rate of
increase in demand.

A policy of controlling demand in order to control inflation would
mmw:-motmwmmwm,u
least until differentials widened. Such a policy would have less effect on
organiged labor.

Bowever, such a policy would be costly in several ways: (a) by
lowering the rate of growth {n the economy; (b) slowing the rate of
productivity increase; (e) incressing unemployment.



United States Congress, Joint Economic Committee, %‘.M@

Grovth, and Price level, 1959, Chapter 5, ppe °

The Service Industries. Prices of services vere a major source of
postvar inflation. FProm 1947 to 1958 they rose over 50 per ceut while the
consmumer price index rose cnly 29 per cent. Between 1951 and 1956 the entire
rise in the index was due to service prices.

Service industries also provided a major source of employment expansion.
In the 1953-5T7 period they expanded at 3.3 per cent, nearly twice the rate
in trade, the mext highest sector. After 1953 the great bulk of employment
expanaion in the emtire economy can be traced to the services sector.

Services increased as & proportion of consumer purchases from 32 to
38 per cent bestween 1940 and 1957. From 1955 to 1958, while real GNP rose
1.5 per cent, output of services rose 1.5 per cent.

The price index for medical care has risen 65 per cent since 1948,
or about 5 per cent per year. The rise wvas due largely to increased
demand coupled with severe shortages of medical persomnel. There has been
& decrease in supply of medical services per capite since 1948 -- including
doctors, dentists and hospital beds.

Prices of services using unskilled labor have aleo risem by 3 to b
per cent per year. The reasons for the incremse are not entirely clear
pince: (a) competition among firms has been severe; (b) employment haa
increased slowly; (c) weges have risen less then in mamufacturing. The
wnderlying cause has probebly been increased cost per unit of output,
resulting from wage increases higher than produetivity incresses.

The Labor Market. The strong upwerd movement of industrial wages
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presents two questions: (a) To what extent have wage increases been a
response to demand in the labor market? and (b) Have wages been inflexible
dovmvard during recessions? And if s0, is this evidence of the existence
of "market power" in the labor market?

The greatest amount of inflationary pressure occured in three periods:
19h6-48, 1950-53, and 1955-57. Demand pressures in the labor market were
etronger in the first two periods and weaker in the last, as indicated by
3 per cent unemployment in the former and 4 per cent in the latter. Never-
theless, unamployment in the 1955-5T period was not so high as to preclude
demand pressures, at least in some sectors of the economy.

Over the course of the business cycle, the rate of wege increase
(particularly in mining, memufacturing, and construction) was related to
the unemployment rate; wages increased most when unemployment was lowest.
Therefore, the evidence supports the conclusion that the degree of demand
prespure in the labor market does have an important effect on the rate of
dmnge in the wage level.

In itself, this is of limited significance. More important is the
fact that wages showed a very high degree of downward rigidity, end & tendency
to contimue to move upward even in recessions. Does this constitute evidence
of the exercise of merketl power by strong unions? Probably not: during
recesaions in the 1920's, vhen unions were week or nonexistent vages
were rigld dowvnward, and perhaps rose slightly. Historiecally, only in
periods of severe depression heve wages fallen.

However, the rate of incresse of wages has slowly moved upward in
postwar recessions: In 1954 earnings rose 2 per cent; in 1958, 4 per cent.
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The contimuing upward movement is more suggestive of the '.‘.nﬂ;nmn of market
“bover than downward inflexihility. Past evidence indicates that unemployment
vould have to average at leagt 6 per cent to keep the rate of wege advance
no greater than the rate of productivity increage.

The Structure of Wages. Equally importsnt to en understanding of
wage movements is an apalysis of the relationship between weges in different
industries. mwmmmaﬁmhmhymlwm
tested against several possible explanatory variables: changes in employment,
output, productivity, profits, concentration ratios (a rough measure of
the degree of competition in the yroduct market). It ia importent to note
that the range within which any differentisiing variables could operate
ig relatively small, because wage movements emong the industries were very
similar: in the entire postwar period 1947-58, mlmost two-thirds of the
sectors hed increases falling within a range of 70 to 90 per ceat.

The results of the tests were as follows:

(1) Ho significant relationsnip wes found between anmal percentage
changes in hourly earnings and employment; (2) No importent relationship vas
found between changes in wages and changes in profuctivity per production
worker msn-bour; (%) Bo geperally applicable relationship wes evident
between union strength end wage increases. (5) Within the 19 memfacturing
industries, the most important factors related to wage chenges, particularly
Aﬁf 1?3’@ level of profits, (b) the degree of competition in the product
maxiket.

1. Nipeteen mamufacturing, 5 mining sectorz, class I railroads,
and contract constraction.
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Hommanufacturing Industries. In railroads and coal, employment and
output dropped sherply and almost contimuously Suring the entire postwar
period. mmmmwmmhﬁmmms
of any of the sectors studied. Bimilarly, coal wages exceeded those in
avery mamfecturing sector from 1947 to 1953, although they fell somevhat
behind the average for all mamfacturing affer that time. TFarticularly after
1953, such rapid rises cammot be explained by tightness in the labor market,
and the suggestion is strong that the market power of the unions hed considerable
influence in these sectors. In construction, strong unions combined with
favorable market conditions to stimulate increases.

Wage patterns provide an important clue to the postwar wege inflation.
"Pattern bargaining,” the negotiation of agreements which closely follow
"key" settlements, will be inflationary when the key settlement is negotiated
in an industry where conditions are favorable for substantial wage gains, and
then transfered to industries vhere conditions are less favorable.

Key agreements in steel and automobiles were generally followed by
other concentrated menufacturing industries regardiess of conditions in
the product market. Coal and railroads met or exceeded the pattemn.
Hovever, nonconcentrsted manufacturing industries (textiles, clothing,
leather shoes), vhere product market competition was severe, fell far
below the pattern.

Developments from 1955~50 are particularly interesting. In the suwmer
of 1955, the key bargain was negotiated in the autocmobile industry, which
was enjoying its second moet profitable postwar year, with production of T
million cars, and profits of 46 per cent before taxes and 21 per cent after
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taxes. The contract included liberal vage increases and additiomal
automatic increases for the next three years. Steel negotiations in
1955 and 1956, both very profitable yesrs, slso resulted in long-term
settlements even more favorable to the workers. These two patterns continued
to be operative and influential in the declining years of 1957 and 1958.
Op the other hand, a lower settlement in sutomobiles in 1958 did not seem to
bold back the rate of wage increases in the following year, when recovery
vas under way.

Conclugsions. (1) At least up to 1951, with the exception of the 1943
recession, the general level of employment and profits was sufficiently
high in virtually all industries to suggest that most, if not all, of the
wege increases were ceused by pressures of demand. (2) After 1951,
divergences in wage movements began to develop, based primerily on the
level of profits in various industries, but in a few industries it was
attributable to union strength. (3) Begining with the 1954 recession, the
role of collective bargaining appears to bhave been much stronger, though
largely in an inddrect manner. The upward wage movements of 1957-58
cannot be explained on the basis of demand for labor or output, particularly
in coal and radlroads. However, it is true that the key bargains in steel
and automobiles were negotiated at a time when demand pressures were
relatively strong. But it iz noteworthy that theee two major industries
vere villing to negotiate substantisl wage increases into the future becsuse
they had no serious concern about competition. It was, then, a combination
of merket pover in both the product and labor markets, initiated by
riging demand and high profits, which accounted for the developments in these



indugtries. Other industries with high profits and concentration in the
Troduct market tended o follow the pattern, whether they were union or
nommndor. Where the ecomomic environment was unfavorable, the pattern
oroke dowr, even vhere unionima was strong.



Jobhn T. Dunlop and Melvin Rothbaum, "Tatermationsl Comparisons of Wege
Structures,” Intermationsl Ysabor Review, April 1955.

The extent and size of wege differentials are smong the major distinc-
tive festures of the wage stiucture of & country.

Interindustry Differentials, The ranking of industries indicates s
remarkably simllar structure of interindustry wages in Itely, France and the
United States. In general, the higher wage induatries are the expanding or
oligopolistic infustries or those with & high proportica of skilled labor
{aircraft, steel), and the Jower-wage industries are the older or more
competitive industries or those with a low proportion of skilled workers
(shoes, textiles, food processing).

The range of differentials varies comsiderably from country to country,
vith the largest percentage differemtinls in the United States. Im 1938-52,
in the United States, differentiale varied with changes in the generel level
of employment and with chenges in the extent of price inflation. Of the two
factors, employment seemed more important: as the labor market tightened
during vartime, interindustry differentials narrowed; when the labor market
lcopened in the postwar period, differentials remained stable despite marked
inflation.

In Ttaly, severe inflation resulted in the comtraction of differentials,
despite heavy unemployment, in part becsuse of the uniform sdministratioca of
cogt-of-1iving increases under the centralized collective bargaining mechanism.

Differential wage movements among broad sectors of the econmoy
(agriculture, manulscturing, coanstruetion, ete.) are best explained by the
generel level of employment and by differences in the growth of employment
in the particulsr gectors.
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Begiongl and skill differentials narroved in the three countries
between 1937-40 and 1952. The Worth-South differential in the United States

fell frem 26 per cent in 1931-32 to 16 per cent in 1945-46, with most of the
contraction oceurring in 1940-46.

Conclusions (in part)

1. The technology of production and the nature of product market
competition, including foreign trade, largely explain the similarity of
ranking in the interindustry vage structure of Italy, France and the United
Statea.

2. Inflation tends to narrov all wage-structure differentials in
percentage terms, particularly occupationsl differentials.

3. wmmtmmmmmmmm
terms, but this effect is relstively small compared vith that of inflation.
Bigh employment 1s particularly siguificent for reglonsl differentials.
Periods of unemployment are associated with a widening of differentisls.

4. When centralization of decision making is high, fommal wege structure

differencials tend to be low in percentege temms.



Pamela Haddy end N. Arncld Tolles, "British and American Changes in
Interindustry Wege Structure under FMull Employment,"” Review of
Ecopomlcs and Statistics, November, 1957.

How hes the full employment of the war and postwar period affected
the structure of wages? Cullen found grest stability in the American
interindustry wage structure for 1939-49, as well as for longer periods.
The first test was selected to provide the greatest possible comparsbility
between British and American wage data, and the method and data used by
fullen. Average weekly earnings vere used, instead of Cullen's annual
caypings; but since he showed that for the United States, at least, the
vage yanking of industries was substauntially the same whether annusl or
hourly emamings were used, it wvas assumed that weekly eernings would
also be comparable.

Rank-Order Coefficients of Average by Industry
(28 similer industrics

U.K. U.S.

Prowex® and 1946 .903 820

1946 and 1951 958 .888

Prevar™ and 1951 879 .823
a. 1938 for U.K., 1939 for U.S.

The British wage structure appeared to be even more stable than
the fmerican. There was a slight suggestion that more changes occurred
in wartime then in subseguent years. But the impressive evidence was thet
nsither the war nor the postwar full employment materially changed the
Interindustry wege structuwre in either country.

In both cowrtries, relstive dispersion decressed.
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Ralative Dispersion of Interindustrial Earnings
(Standard devistion divided by mean)

U.K. U.8.

Prevar® 2,98  18.60%
1946 20.8 13.03
1951 19.3 15.30

a. 1938 for U.K., 1939 for U.S.

The second test produced very different results. Eighteen industxy
groups, Wo-digit industries in American terminology, were selected,
incliding virtually the enmtire srea of British employment except distri-
bution and services. Fommamfecturing industries included were agricul-
ture, tramsport, bullding, railrosds, dock work, gas, electricity and
water., Men's and women's earnings were separeted.

Rarik-Order Coefficients of Averags Veskly Earnings,

Groups, U.K.
1 and 3.
Medes o6k
Temeles .0110

The results infiicated a substantial alterstion of the interindustry wage
structure. Furthermore, while the same narrowing trend in the relative
disperson of earninge over time was evideut as in the first test, the
dispersions sppeared much narxrower in both years for the larger group.
Women'e esrnings were more narrovly dispersed tham men's.

Relative Dispersion of Interindustry Average
Weekly Eamings, 18 Industry Groups, U.K.
(Standard davistion divided by mean)

1938 1951
Males 15.806  11.9%

Females il.h 9.3
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When the nommanufacturing industries were removed, the rank
correlation coefficient for men rose from .49 to .83, but the fact that
thie made no significant change in the rankings of women's earnings
(.01 and .02) indicated that the entire difference between the two tests
cammot be ascribed to nonmarufacturing clone. (Another factor was the
lower dispersion of earnings in the larger group, giving a greater impect
on rankings to s change in a few industries. Also, Cullen's original
selection of industries, used in the first test, was based on the exis-
tence of records for 50 years, and wes probably a relatively stable
group: )

The industries which produced the crucial changes in men's earnings
differentials were veadily idemtifiable: mining, up 8 places in the rank
order; coal, up 7 places; textiles, up 7; transport end commnication,
down 8; and railways, down 14. When these five industries were removed,
the rank correlation coefficient for wen's earnings rose to .9 in the
remaining 13 industries.

For wom2n, shifta in relative poeition were more general and
omission of the five biggest shifters (textiles, up 84; miscellaneous
manufacturing, up 44; food, drink and tobacco, down 5; lesther, down T3;
and government sexrvice, down 12) raised the rank correlation coefficient
to only .h.

As to why full employment altered the interindustry wage structure
-~ particularly, the identification of forces operating in a relstively
small oumber of industries, and on the structure of vomen's earnings --
the changes in the skill mix and the apparent nerrowing of skill differen-
tlals in full employment conditions seem to merit further study.
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Concluslons

(1) Average wages peid by diffevent infustries become more nearly
uniform as an economy of the British or Awerican type moves toward full
employment:.

(2) Changee in the rankings of industry wage levels depend on how
broadly industries are defined, end whether mamufacturing alome is studied.
Broadly defined industries exhibited great shifts in renka.

(3) Women's average earnings, smong industries, altered more dras-
tically then men's, under conditions of full employment.






M. W. Reder, "The Theory of Occupstionel Wage Differentiels," fmerican

Eeconomle Review, Deceamber, 1555.

The bypotheels is that skill differentisls narrov over time because
a ~ise in the level of employment for all grades of labor veduces ithe
supply of lebor available for unskilled jobs proportionately more than it
reduces the supply available for other jobs. This relationship assumes
the prior sbsorption of a lsbor reserve -- i.e., full employment.

The Model. According to trnditional theory, the employer obtains
the labor supply bhe needs by varying the wage rsie. However, auncther
method is open to the employer: "quality” varistions exist in job eppli-
cents end relative scarcities can be met Yy the varying of minimm sten-
dards for the job. The notorious stickiness of wages is one indicebicn
of the importance of quality wvariation in the lshor market.

Where workers can be upgraded, there will be less peed to change
the general wage rate to attrect workers. This will oceur whers skills
can be easlily scquived and costs of training are low.

I there ia full employment, demand fox skilled workers would
tend to ralse skilled vates. However, the possibllity of training workerns
on the pext lower skill level, and substituting them for skilled warle=rs,
will tend to limit the rise in skilled rates, and also to raise the rates
peid in the lower-skilled group umtil substitution from below is again
resorted to. AL the bottom, no further substitution cen occur, and only
a cuonge in the wage rate for the unskilled will sugment the suwply to
the employer. If a labor reserve exists -- unemployed persoms, or &
variebie labor force consisting of housewives, youtll etc., vwho will work
1f wages riss sufficiently -~ then the increase in demand must be great
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snough to absorb these groups before the hypothesis will be deronsirated,
Alleguation of the existence of a lsbor reserve will evoke the
question, why does not the unskilled rate fall until excesa supply le
absorbed? The snswer lies in o sociel minimm wage -- existing by virtve
of custom, by statute, or tiade union policy -~ below which laboxr will
not be fortheoming.
Popiricsal Evidence. If the hypothesis were true, sikill differen.

tinls would decline in periods of gepersel lebor chortages. The deia
preseznted by Ober and Douty show that skilled mergins declined during
both world wars, which is consistent with the hypothesis. However,
thers i po definite evidence that the differentials vary with ordinary
cycles, This does not contradict the hypothesis because srall changes
are not usually sufficient tc absorb the lsbor reserve.

Other evidance is the shift of workera from agriculture o industry,
and from unskilled to semisirilled jobs which occurred in meny coumtries
during the world wars and in the postwar full employment. But the hypo-
thesis does not seem to be reveraible: skill margine did not widen
during the depression of 1929-33 (although they did in 1920-21). 'This
can perhaps be explained by the raising of the SM (social mindmsa) by the
law Deal aond by the organization in the thirties of unions of unakilled.

‘The theory is better, however, in expiaining secular trends. The
mariked reductions in differentials over the past 50 years is what our
hypothesis would predict. The substitutability of workers has been
increased as the level of education has risen, because better educated
workers are better able to escquire skills. At the ssme time, the decrense
in the supply of unskilled labor has put pressure on the lowest retes.
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The model can alsc be used to explain differences in wages in the
various regions and among different countries. The substitutadbility of
workers varies vith educaticnal levels end industrial structure. Thus,
in the South, where educational levels are lower thay in the rest of the
country, we would expect the skill differentials to be larger. Muoribermors,
because mamifacturing -~ with 1tse lawrge proportion of semiskilled, easily«
substltutable labor force -- is a small proportion of the Southern econosdc
nm,uwmmtﬁmmumnw
elsevhere.

Becsuse of the positive association of & high proportion of
manufecturing esployment and a high minimsl level of education with per
cepita income, countries with wide eirill margins should be "backwer!
aress.” The fact that the skill margin i1s substantially higher in the
United States than in almost any country in Western Europe or Australia
seems to challenge this theory. But the U.S. has not in fact had, at
least until recently, the high minimum educational stapdards of most
othor Western countries, This bhas been due to the influence of the
Southern states and, in the earlier period, to the mass of umeducated
{mmigrants.

Alternstive Hypotheses. Nelther the govermment nor trade unions
had much effect on the long-run decline in differentials or on the shern
decline since 1940 because:

1. There wes nowldening of differentials after the war as there
wes in Peomark and Italy, so appavently govermment policy d4id not narrow
differentiels more than markst forces would have.

2. The phenomenon of wage glide indicates that market forces
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regtore wage levels that have been set teo low by Instituticaal farces.
Ae long as full employment excists, it is difficult to test the
effect of unions or govermment over and above the effecte of the market.
The apsenece of unsmployment suggeste that wepes have been set correctiy.
Where there is persistent unemployment and preseribed minimm rates
are meintained, there is cmple opportunity for nommarxket forces o aiter
relative vages.
Cyclical Varistions in Anmual Labor Income. A cyclical hvpothesls

mﬂmmmimmrmmhmmmtomkmtwr.
Tasklilled workers are mores prone to cyelical umemployment than skilied
workers, 50 that widening of differentials may show up if annual earnings
are considered rather than wage rates, which are hard to cut when they are
alyeady very low. There is some evidence that inequality in snousl incomes
increased during the 1929-33 depression sod deelined in the subsequent
recovery period 1939-bh. Similarly, vhen the supply of lsbor in the
unskilled categories increases more than in the othera, ve may expect

the unsikilled rates to fall =nd/or wnemployment to rise. Both effects
would lead to a fall in annunl incowes of unskilled relative to the
gkilled. There ie some evidence that this cccurred in early 1Gth century
England.



Fnilip W. Bell, "Cyclical Veriations and Trend in Occupetional Vage
Differentizls in American Industry Sinee 191L," Review of
Econcmles and Statistice, November, 1951.

The traditional model of cyclical varietion, which has occupatiosnal
wage Aifferentisls narrowing in expansions and widening in depresgions, 18
at best only a rough spproximztion. There are definite excepticns, for
example, 1929-33, end in meny induntries there seems to be no logiesl
pattern of vaxiation.

Dunlop's findings on the 1928-1938 period ("Cyeliecsl Variastions in
Wage Structure,” BES 1939), which substantisted the conventionsl psttern,
wvere defective because the widening of the intercccupational struecture was
ecconpanied by increassed dispersion In the intrecccupational wage rates.
Cber's study ("Occupationel Wege Differentislis, 1907-1947," MLR /lugust 1648
was fanlty because the years studied were too far spart and the ssmnle vas
not consistent through the time periods. Thus his deta mey shov & nsrrowing
becsuse an ipdustry with s large differentisl 1is included iu the early
period but not in the leter ones. Lebergott ("Wage Structures,” RES 1947)
tried to show that occupational differentials have narrowed by correlsting
wage rvates with the percentoge increase im the rates over the time period
involved; this method gives no indication of the megpitude of the change
in the structwre. High correlation coefficiente do rot indieate whether
the structures have changed very much or only very little.

Evidence from four sources was presented by Besll:

(a) Burean of Labor Stetistics industry studies (600 occupations)

{b) Interstate Commerce Commission hourly earnimgs of railrosd
workers (40 occupations) and monthiy wegee of sesuwsn (Department of
Commerce: 35 occupations)
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{e) Hational Industrial Conference Bosrd anoual surveys of 25
industriss

(d) Bureau of Labor Statistics union wege zcales.

The periods chosen were: 1914-1020; 1920-1922; 1922-1928; 1620-1932;
1932-1950; 1940-1948.

Percentage changes in eversge hourly earnings for each occupation iun
each period were calculated. The errsy of per cent chenges in each 1mdusts)
vas divided into thirds and halves, amd averages were taken on each of
these breekdowns. If the average change in the top third of an industyry
was greater than the average change in the bottom third, ite cccupetional
structure was considered toc have widened.

The results may be summarized as follows.

Wertime Fypsnsions:
1914-1920: In all 9 industries studied (ses Teble 1), except for

shipping on the Pacific coast, the bottom balf of workers recelved groster
percentage increases then the top half, by differences varying from 5-£0
percentege polnts. Similar results were found in NICB and union scale
data.

1938-1945: Across-the-board increases during World War II caused conftrac-
tion in most of the 16 BLE industries, but the narrowing was negligible --
less than 5 percentage points -~ in five of the industries.

Gredual Expansions:
1922-.1628: Fo clear cut pattern of change in occupational differentisls
wes avident. Out of B industriee studied, 3 showed & definite relative



gain by nigher peid males, 2 showed relstive gein by lower paeid males, and
3 showed sbout equal percertege chenges. The NICB data show very elight
gains by the unekilled relative to the semiskilled end skilled. Tue union
wage scale date show little change in the occupational structurs, elthough
the percentage increasse for jouwrneymen in the building trades wus slightly
greater than for helpers apd laborers.

1932.1938: There was a greater tendency toward contraction of differen-
tials than in the 1920'e. An exception is the NICB data, showing conftant
differentials for the period 1933-1536, In BLS data, in only one cut of
13 industries did the spread tend to widen. "Sweated" industries experienced
& greater contraction than others. According to the union date, there was
a definite narroving for the bullding trades but no change for printing.

Feriods of Contraction:

1920-1922: Eix out of the eight industries in the BIS date expsrienced a
widening of the wage styucture. The greatezt widening occurred in indus-
tries vaich had contracted the most during the 1914-192C boom, rotably
lumber, cotton, woolen and worested goods. But the expansion wes not in
any csse sufficient to effect a return to the 1914 pettern. One industry,
hoot and shoe, experienced & continuous narrowing. BSimilar results wers
obtained from the NICB data.

1928-1932: DIuring the great depression, none of the 16 industries in the
BIE surveys experienced a definite widening. In fact, in hoslery, some
parts of iron and steel, in suto manufacturing, in silk and rayon goods,
apd in woolens and worsteds, the upper half of male earmers received
reductions more than 5 percentage points greater than the lower half.



NICE materials corzoborate this evidence to some extent: in six lsdus-
tries, skilled vorkers' earnings fell more than the unskilled, cad i four
industries, their earnings fell less then that of the unskilled. In the
union data, wages of laborers and helpers fell a little more (less than
2 percentage points) than journeymen: similerly, in book and job printing
the lower paid workers had a greater decline than the higher psid. However,
in newspapers, the declipe wae sbout the same for both groupe.

Analysis of Empirical Evidemce. The conventional model is &t best

only a rough approximation of cyclical wage variations. A few industries
follcw the model, notably, furniture, rubber, leather temning, and Tinishing.
On the other hand, agricultural implements, foundries and railvoads main.
tained constant structures except in periods of sharp inflation. Bui in
moet. industries there seemed to be no logienl pettern for cyelical varia-
tions in occupational differentials,

In generel, eyclical varistions in occupational differemtials depend
upon employer and union wage policies (especlally after 1933), the relative
strength of each party during tbe different periods, and the Influence of
the government. Employer policies, to the extent thet they depend cn
supply und demand fagtors, would work to reinforce the conveptional model.
But policies based on job evaluation achemes would tend to keep the struc-
ture constant., Morthermore, notions of equity might operate to prevent
wages of unskilled from being cut becsuse they are sc low already. On
the other hand, low weges may be cut more than those of skilled workers in
oxdler %o compensate the latter for eny lagging during the previous expan-
sicn. Union wage policies depend upon the type of union: industrial
unions are likely to nerrow the structure while craft unions adhere to
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the status quo. Thelr effectiveness 1s likely to be greater during periods
of expansion than depression. Covermment action through the Neiticnal
Fecovery Adminietration forced e narrowing of differentiels, but when the
HRA was declered unconstitutional, differentials tended to expend nzsin.
Further nsyrowing came in the late 1930's with the passage of minimur vage
leglialeficn. The govermment policles which strengthened the trade unlons,
and the industrial ones in particular, helped to compress wage structures.
In the sbsence of these factors, the volume of unemployment in the groat
depression might have resulied in widening of differeatials.

The Trend in Occupstional Differentials, Theye has been a long-run

trend toward narrowing of the wage structure, but the extent and generality
of it have been exaggerated by Ober and Lebergott. The occupatilons in the
10 BLS industry studies were ranked by wage rates for 191h or 1922, and
1940. When the thirds and the hslves were compered, little change wes
found to have occured in the order of ocoupations. The occupational wage
apread was nearly constant up to 1939 in book and job printing, machine
shops, and raillrcads. Differentials widened in hosiery and for merchant
seamen, but parrovwed conslderzbly for boot and shos, cotton goodse, parts
of iror and steel, the bullding trades, and nsrrowed slightly in motor
vehicles, The factors accounting for this trend ers chiefly the leveling
spirit in the U.S., combined with a higher average level of education: and
posaibly labor-saving machinery end the subdivision of labor. TForces unich
act to widen the structure or prevent 1t from narrowing are the greater
supply of umskilled lsbor relative to skilled, craft labor union pollcies,
and employer policies based on the desive to maintain efficiency, incen-
tives, and morale.



H. Ober, "Oaeupational Wage Differentials, 1907-1947" in Monthly Lebor Heview,

August 1940,

Uber conslders two aspect of wage relationships, a cross-sectlon review
of current vege differentials by occupation snd the long-run changes in thoes
differentisls.

¥or each industry, all available occupational rate data were exprasaed
as percentages of pelected unskilled jobs, i.e., janitors and/or hend truckers
for the recent years snd common labor for earlier years. Occupations wers
broedly grouped into three classes, regardless of industry: skilled, semlshkilled,
and unskilled. ¥For each skill group, the median and interquartile range of lhe
differentiais were calculated.

The data were collected for 1907, 1919, 1931-32, 1937-40, 1ch5-47,
although not on a strictly uniform basis.

Results : Cross-Section Date

The industries which employed unskilled lsbor under unpleassnt and srguous
eonditions, or had no highly skilled jobs, showed a narrow spread between iz
gitilled and unekilled -- less than 45 psr cent. These were: mechanical, rubber
goods, soap and glycerin, leather teming, and copper alloying, rolling and
draving. Industries with high skill needs and pleasant conditions for unskilled
workers exhibited wider gkill differentials. Thesge were the tool end die shops,
hoigery, end garmments. Where incentive earrdngs were prevalent among semiskililec
workere, their earnings might be as high or bigher than sitilled time workers.
In these cases, pressures might ba generated to maintain some kind of a differential

Analysis by Region
Industries located in the South geperally showed wider rate spreeds than
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TABLE 1

Relationship of earnings of gkilled, semiskilled, and unskilled
occupations in memmfecturing, 1946-47. Average esamings of
janitors and hanfitruckers = 100.

Occupation Hedian Interquartile Renge
Silled 155 145-170
Semiskilled A 135 125-145
Semiskilled B 15 110-125
Unskilled A 115 105-120
Unekilled B 100 95-10%
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TABLE 2

Relationship between earnings of skilled and unskilled occupaticns

in manufacturing for selected periods.

Average earnings for unskilled occupation = 100
Median and Interquartile Range.

Year Region

United States Northeast South Middle West  Far Vest
1907 205 180-280 200 1T5-245 215 195-235 190 170-2%0 185 165-200
1918-19 175 150-225 165 150-235 195 175-230 175 1k5-235 170 160-195
1931~-32 180  160-220 175 155-215 190 165-235 170 150-215 160 1k5-170
1937-80 155 150-190 n.a. n.s. n.8. N.A. n.8. n.a. n.a. 0.a8.
19657 155 W5-170 155 I4S5-175 170 150-195 150 140-165 145 140-165

u.s8./not availiable
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elgevhere Letween skilled and ungkilled workers. The range was emallest iu the
West. The differentisla seemed to be Influenced by the degree of industrislization
in esch reglon and by supply snd demand pressures for unakilled labor. in the
South, skilled rates were not much lower thar in some northerm regione; it was
the unskil_led rates vhich wers below the rest of the country.

Analysis of the Trend

Tn 1907 gkilled rates vere about double thoee of wnakilled workers. By
19547, they vere only about one half as large. All reglons experienced this
narzwiug, though some narrowed more than others. The perlods in which the greatest
deelima‘ occurred were 1907-1919 and 1940-1947. The decline was not a stendy ons:
there wae scme widening of the structure in 1931-3%. Additional date on wage
retes In the bullding trades also exhibited a long-run decline in gkill
differentials from an index of 105 in 1907 to 143 in 19&7. The trend observed
in the building trades data is eignificant because bargaining is geserally
on an individual crafi basis. Hence, there is less opportunity to be concsrned
with the general structure of wages, and the trend must reflect imporiant factors
at work.

Anelyais of Cyclical Movements

In general, differentials narroved during periods of expending empinymeat
and widened dmring periods of recession. ¥From 1907-1914, the differentials
widened from 85- 99 per cemt. From 1916 to 1920, they narrowved to 65 per
cent, and then widensd again to £0 per cemt in 1923 where they staved throughout
the rest of the dscade. The differentials narrowed at an sccelerated pace
during Vorld War YT and finally reached 43 per cent in 19%7. The changes
in the differentials seemed to be the result of the greater sensitivity of
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unskilled retes rather than movements of skilled wages. An Index of urban
wage rates showed that between October 1943 and April 1947, skilied rates rose
only 27.7 per cent whereas unskilled rates rose 35.7 per cent, This same pattera
was evident in most of the reglons. Uovement of semiskilled rates generally
fell between the skilled and unekilled, slightly closer to the unskilled, bui
oceasionally changing by more than the unskilled.

A Note on Absclute Differentisls

Absolute §ifferentials d4id not always move in the same dirsction as
relative differentials. For example in the building trades hetween 1907 end 1917,
abgolute differentials rose while percentage differentials were declinming. 1In
the perlods of the first World War end immedistely after, ebsolute differentials
rose rapidly while relative differentials declined. Again, between 1938 and 1947,
absolute differentials were consgtant whereas relative differences Fell.
Differences in movements of the two measures can be explained as follows: when
uniform cents per hour increeses are @iven sll workers, absolute differentizls
remain congtant and percentage differentisls decline. If uniform percentage
increapes are granted ell workers, relative differentisls remain constant
while sbsolute differences incremse. If the incresse in skilled retes is grester
then in unskilled raies in cents per hour but is less in percentage tema, then
the relative differentials narrow while the absolute differentials are ineressing.

Hote on Effect of Rising Prices

Rising prices change the wvalue of cents per hour differentials. Absolube
differentials may bave tobe larger during periods of inflation then in stable
pericds in order to induce people o acquirve skills and training.



Earl E. Muntz, "The Decline in Wage Differentials Based on 8kill in the
United Statee," Internationel Labor Review, Jume, 1955.

Muntz reviews the data presented by Ober showing the decline ‘n
the relative wage differentials between skilled and unskilled workers,
and between Jowneymen and laborers and helpers in the bullding trades.
In lesse than helf & cenbury, the differential hes declined from 175 to
137-

1. 7he Rise of an Educated Working Class. The percenmtags of
pupils of high school age enrolled in public and private schools has shown

& substantial increase:

1860 -~ T per cent
1899 « 11 per ceut
1909 - 15 per cent
1919 - 32 per cent
1929 - 51 per camt
1939 - T3 per cent
1949 - T per cemt

The proportion of new entrants to the labor force with high school
diplomas has also increased:

1929 - 29 per cent
1939 -~ 51 per cent

he proportion of persoms of college age (18-21) who ere enrolled
in college hes also risen:

1899 - 4 per cent
1949 - 19 per cent

There has also been a sbift in emphasis from academic to vocational
education. Im 1910, the proportion of studente studying home economics
was 3.8 per cent; of those studying agriculture, h.7 per cemt. &y 1949
these ratios had increased to 6.7 per cent and 2L4.2 per cent respectively.
The proportion of students enrolled in industrial cowrses in 1949 was
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26.6 por cent, compared to 11.2 per cept 1n 1915. The yroporiion of
studente studying commercial subjecte in high school, however, fell frowm
12.8 per cent in 1922 te 8.7 per cent in 1949. This msy be dus in soms
pert to the mechanizetion of office work and the miut. in skills nceaded.
Taus, for example, the emvollment in fLyping courses has risen from 13.1
per cent in 1922 to 22.5 per cent in 1949, while the enrollment in shori-
hand courses has fallen.

Another measure of this enif™: in emphasie is the following: in
1917, ooly eizht states provided for vocational education; 1in 1637, =ll
L8 states made these provisions. Furthermore, there is increased variety
of programs. Schools and industries have worked together in cocperative
training progrems. ESchools have esgleblished apprenticeship programs,
part-tize snd adult comtinuation courses, eand vocational guidance programs.

However, although public education has been compulsery for bohi
male end female, there is still a wage differential based on pex.

Effects of Edvcation: Proad general education for all bas nroduced

a lebor force of great adaptebility. Only & few highly skilled Jobs need
long periods of speeialized training. The unskilled get about the saue
education as the skilled and have similier aspirations for a high standexd
of living. Tois is the fundamentzl explanaticn for the parrowing wage
ratlo.

2. Immigegtion. Defore World War I, the supply of immigrants from
the southern end eastern parte of Furope provided abmmdent supplies of
uneducated lebor, thereby tending to widen the differential between akilled
and wnskilled workers. The lmigretion lawa subseguently reduced the
inflow of unskilled workers copsidevably.



Ttz 3.

3+ Ohpe Fegrc lshor Force. Just es there wers discriminatory wage

differentiels against the immigrsaot laborers in the early part of the
century, so there has been woge discriminstion against the Hegro workere
who moved into industry in the 1920's and 1930's. The great demand for
and reduced supply of unskilled lsbor has tended to produce equality in
wages (for the sawe work), st least on the loeal level. Industrisl unions
odmitted ¥egro members in order to prevent wage cutting and are mssumed to
trest all vorkers equally without regerd to color.

4. The Role of Orgenived Lebor. Craft unions generally try to
maintain or wider the skil) differentials, wheress industrial unions may

be expected to parrow them. The cost-of-living vrovieions which generate
uniform absolute increases tend 1o uarrow relative differentisls. Organi-
#ed lsbor hes been a chief supporter of public eduvestion, so that it has
indirectly helped to reduce skill differentials.

5. The Role of Dndustry. The role of industry in maintaining
differentials has not been so grest as is ususlly thought. Intraplant
and industry training progrems, support of higher education by industry
(scholevship funds, cooperative training schemes) heve helped to create
s highly mobile and adaptable labor force which in turm has helped to
reduce skill differentiels.

6. The Role of the Public Authorities. There has been no specifie

public policy, but the by-products of numerous policies have worked toward
reducing wage differentials. The Walsh-Healey Act haas helped to reducs
differentiale by requiring that all workers on govermment contracts
receive the prevailing wage rate, regardless of differences based on the
size of plant or comunity. (It has slso helped to reduce regional and
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interipdustry differentials.) The minimm wage lsws have tended to have

a parrowing effect on wage differeantials by ralsing the low wages without
aftecting the higher wages. Taft-flartley Law requirements of fair repre-
santation of members by unions hes helped to eliminate differentisls based
on socio-ethnic differences. The War Laebor Boards generally adhered to

the equal work, equal psy doctrine. Furthermore, their rulings on cost-

of-living adjustments helped to reduce wage differentials between skilled
and unskilled workers.



Robert Ozanne, "A Century of Oceupationsl Differestisle in Manufscturing,"
Reviev of Economics and Statistics, Avgust, 1962.

There were two defects in Ober's study on occcupational wage differ-
entiale: the lack of contimuous data and the absence of data before 1007.
The resultant extrapolations are therefore questionsble. This study is
based on the payroll records of the McCormick Works the Chicego plant
of the International Harvester Co., vhich provided contiruous data from
1858-1959.

The Ober-Kanninen date on msmfacturing showed & long-run declipe
in the ratio of wages of skilled to common labor rates:

1907 207
1915-19 175
.
1

13‘;4? 155
1952-53 137

This decline hes often been explained by the underdeveloped country
hypothesie: 1in the early states of industrialization, common l=bor ie
plentiful while skilled lsbor is rare. As Industrislizetion and educa-
tion procsed, the supply of skilled labor becomes more plentiful relative
to unskilled labor. Hence the premium paid for skilled workers is
reduced.

Ozenne chellenges this hypothesis and the potion that differen-
tiale heve decline over the long run. A chart of the McCormick data
shows graphically thet there has been no long-run decline. The large
dif'ferential in 1907 in the OUber date appears here to be only one peak
in e recurring series of rising and falling differentials rather than

evidence of higher differentials in the past. Other data for the 1Gth
century elsc indicate that the United States did not experience the wide



differentials attributed to underdeveloped countries.

Occupational Wage Differentisls in Menufacturing
Based on Data from Three Govermment Wage Surveys

Ratio of skilled to common lsbor wages

I Ix

U.S. Dept. of Bulletin 18 Iz v

Lebor Western Eastern Aldrich Weeks
Year Cities Cities Report Report
1860 Sre - 157
1865 ]1'2 169
1870 161 154 176 172
1875 160 157 179 172
1880 iTh 181 173 171
1885 172 161 170 o,
1820 169 168 170 i

Several special characteristics of the American experience, which
do not apply to the developing countries today, raise some doubt that 1%
can be regarded es a typical case: (a) The U.S. had more time to train
workers, industrialization in the last century being slower paced than it
is for the countries industrializing now. (b) The ebundsnce of cheap
lard on the American continent provided alterpative uses for common labor
so that there was never a surplus as in Europe in the past and the undesr-
developed countries today. (e) Before 1890, immigration into the U.S.
came fron the more sdvanced countries of northern Burope, and there may
have actually been a surplue of skillled labor.

Effects of Immigration. There have been attempts to explain the
narrowving of differentials after 1907 by the cessation of immigration
and the resulting decrease in the supply of unskilled labor. But there
has been no shortsge of common lsbor: rural-urban migration incressed
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the supply and the substitution of machinery for unskilled labor lowered
the democd. The McCormick data, in fact, show a widening of differen-
tials from 1921-26. They also show & contraction in 1936-37, despite a
substantial surplus of common labor in that year.

Weartime Inflations. Tt is almost axiomatic that differentials

neyrov in inflations, although the underiying theory is not cleasr. In
the MeCormick plant, there was an indtisl narrowing in both the Civil
War and World Wer I, but on the cther hand, s significant widening
ogeurred in Vorld War II. The automobile and steel wage chronologies
(AL8) indicate the same phenomenon.

Cyclical Movements. The MeCormick data also call into question

the currently accepted pattern of cyelical variation in differentials:
they shov expansion in periods of prosperity and contraction in reces-
sions, the reverse of the expected pattern. An explanation could be
that at the start of an upturn in ectivity, there is a surplus of
unskilled workers and a shortage of skilled, since training progreams
usually decline during & recession; this would account for the widening
during the expansion phase. In recessicns, on the other hand, employers
are reluctant to cut the wages of the lowest-paid workers, already near
the subsistence level.

The McCormick pattern was not completely consistent, as the
following tabulation indicates.



Periods of Change in Periods of Charge in
Proeperity _pigf. Recession o DATE,
1870-1873 narrowed 1858 parrowved
(mostly
in 1871)
1879-1682 widened 1873-1879 parrowed
1500~1507 widened 1893-1899 narrowsd
19211629 widened 1g21-1022 Do change
1949-1957 no trend 1929-1933 no change
Effects of Unionization. Unions can have substential effects on

wage differentiale but these vary with the type of umion. In the MeCormick
plant, the craft unions, vhen they were dominant, gensrally tended to
widen differentisls vhereas the industrial unionstended to parrow then.

Conclusions. The periodic rises and falls in the McCormick Aifferen-
tials are only partly explaired by traditiopal labor merket anslysia.
During most of the period studied, there were ample supplies of eldlled
end unskilled lsbor. Under these conditions, occupational wage relation-
ehips wvere more influenced by internal plant pressures, unions, workers'
notiomsof equity, rational Job evaluetion schemes.

Pecause the data cover only one plant, they should be utilized to
guestion existing theory rather than for drawing firm conclusion. However,
because the plant is a large one, and at the hub of the pations) transpor-
tation system; its experience 1z suggestive.



E, 4. Caselli, "Wage Differemtials, By Skill, 1920-1948," Minsgement
Record, August, 1949.

The data used in this study were complled by the MNetional
Industrial Comference Board in its monthly payroll statistics serles.
(See Management Record, May 1949, for data on men's and women's wages
in 25 manufacturing industries from 1920=1948.)

Hesults

The unskilled wage rate increased by 132 per cent over this
twenty-eight year period while the skilled rate increased by 128 per
cemt. Throughont this period the unskilled-skilled wage ratioc sveraged
about 75 per cent with a range of 70.7 per cent to 7B.3 per cent.

A comparison of weekly earnings showed substantially the same
result. During wartime, akilled weekly earnings rose sharply in contrast
%o the modest galns registered by unskilled workers, This was a result
of mn uneven distribution of overtime and incentive wage plans.

An analysis of the effects of the Var

The war period saw a large increase in the size of the samiskilled
group relative to the skilled and unskilled groups. The psrcentage of
unskilled workers among men had been declining from 1922, when it wes
29 per cent to 1945, when it fell to 18 per cemt. This trend was cus
to technological advances eliminating unsikilled jobs, but also to the
drafting of nonessential workers during the war and their replacement
by women. The mumber of highly skilled jobs contracted during the war
because of changes in the production process which enabled semiskilled
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TABIE 1

Wage Rates Fer Hour FRaid to Unskdllsd and
Skilled Malas Vorkers, 1720-19L8

Year Skilled Unsidlled
1920 $ .687 $ 529
19233 550 401

1948 1,567 1.227
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workers to perform the necesssery work. The net result of these two
changes was thus to increase the pize of the semiskilled group. IHone

of %he sssential war industries showed & relative expanaion of unskillad
workers. On the other hand, the soft goods mamufacturing industries
reported sharp increases in the relative numbers of common and unskilled
labor, reflecting the flow of skilled lsbor to the vital war industries.
After V=J day, the interindustry shifts reversed somewhat, with the
unskilled workers returning almgst to their prewar proportions of the
labor force. In Jdanuary 1939 the proportion of unskilled production
workers in merufacturing industrigs was 18.6 per cent; in duly 154l
17.8 per cent; in September 1945, 17.7 per cent; July 19LB, 16,1 per cent,



Paul G. Keat, "Long Run Changes in the Uccupational Wage Structure 1900-
1956, Journal of Political Economy, December, 1960.

Annlysis of a composite sample of 14l occupations in 17 induskries
-« from dsts from the Bureau of Labor Statistics, the Interstate Commerce
Commission, and the National Industrial Conference Hoard -- confirms the
findings of other studies that relative skill differentiale have been
narroving. The bullding and prioting trades and railrcad occupations
sccount for the mejor part of the sample. 'Two dates were chosen for
couparison; 1903 eand 1956 becsuse of their comparsbility in terms of
cyclical phasea (peak years). Where data for these specific years were
not ovailsble, information for 1907, 1910, 1913, 1915, end 1945-1G56 was
considered acceptable and adjusted to the eppropriate year. ILet t, mod
ta be the date for the esrly amd later periods respectively. Ieat [ be
the average hourly earningsfor all mammfacturing industries. Let V bte
the cccupstional wege rate. Then coopute W/I for t, and ty for each
oceupation. Then estimate the 1903 end 1956 values for each occupation
by the following formulas:
iog (W/I)ygnp = Log (wf:)tl - (£1-2903/tp~%;) x Log (W/Ip,)
T,

Log (W/I);56 = 108 (W/I), + (1956-tp/ty-ty) x log (W/1)y,
ey

Results
1. There woas little chacge in the rankings between 1903 and 1556.
v, = .609. However, giving equal weight to all occupations, the coefficient
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of varistion (c.v.) for W/Y was .46 in 1903 and .326 in 1956, indlcatin
a pavyowing in the differentials. Welghting the occupations sccording to
quantitative importance, the followving c.v. were obtalped:

1903 1956  Percenmtage Changs

1903, 1956 weights for

thelir respective years -515 234 -54.6
1903 weights for both
years 515 .34 -33.8
1956 weights for both
yeRYE .369 23k «36.6

Although the magnitudes vary, the three methods indicate consistesnt direc-
tion of change.

2. In order to avold possible distortion becmuse of the large
muber of observetions in the predominantly high-peid union building
trade and railroad occupstions, en sdditional computetion was run
excluding them. There were some differences in the magoitude of chanpe,
but they were consistently in the same direction.

3. The data vere mnalyzed by region: again, considerable contrace
tion of the wage structure occurred except in the South, for which Lhe
sample wag very small.

L. A rough test was made for each of the Industries in the original
sample which included et leest five occupations. Substantial narrowiog
oserred in all but two industries, wilth the coefficlents of wardstion
declining from 27 to as much as T7.5 per cent.

5. Three other tests were made: (a) NICB dats for 20 industries
ghowed a decline in the coefficlent of variation of 23 per cent from 191k
to 1948. (b) Date for production workers in Ui industries were analyzed,
with an abtempt made to eliminste the influemce of varying proportions of
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vomen in the sample. In all cesea, the c.v. vere greater vher women were
included in the sample, but nevartheless, they showed & consistent decline:
of 2 per cent in the unweighted coefficient for males apd femsles combined,
O per cent of males alone. In the weignted coefficients the declines wers
26 to 25.5 per cent respectively. (e) Tae last test showed a proncunced
parrowing of differences between academic salaries and average apnual
earnings in mmufacturing:

Ratics of Balaries in Selected Academlic Cccupations
to Aversge Wages in Manufacturing (per cent)

Cecupetion 1904 1953
University presidents 16 Lot
Prafessors 361 173
Essoclate professors 271
Assistent professors QE 114
Instructors 1 91
High echool principals

(in cities over 500,000) 641 226
High schocl teechera

{in cities over 500,000) 286 136
Elementary school teachers

(in eities over 500,000) 158 19 -

Causes. Wny heve occupational differentials narrowed? Possible
inilvences are examined: d4ifferences in the age, sex, racial composition
of the labor force over time; unionization; immigration; education.

Changea in the age of the vorking force appeared to have had nn
effect on differentials because ths medien age of the groups classified
by skill increased in ebout the same proportions.

The dats already indicated that sex did not have & substantial
effect on coefficients of vardation. An estimete of what the decline in
discriminetion against NHegroes might amount to, indicated that even 17
the proportion of Negroes' to whites® wages had rieen from 25 per cent to
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75 per cent from 1910 to 1950, the total efiect on differentisls would be
a decline of only 5 per cent.

Unions could hawe two effects on wege differentials: through a
change in the intraindustry wage structure, or through their affect on
interindustry differentials. A renking of industrles by coefficients of

variation and degree of union organization showed 11ttle correlstlon. There

also seemed to be little relation between changes in the degree of unioni-
zation over the 53.year period and the narrowing of the Gifferentials
between industries: when the 17 industries in the original sample were
aeparsted into four groups according to the change In unlonization, only
one group -- industries less than 60 per cent orgenized in 1903, and over
80 per cent organized in 1956 -- increased its average wage significantly
relative to the eatire sample. The increase was O per cent in the
unweighted and 6 per cent in the weighted average.

Although it ie 1likely that the practical cessation of immigration
led to some decline in the occupational differentials -- since the supply
of unskilled vorkers was affected more than the supply of skilled .- it
is difficult to measure this factor.

Increased education end ireining over the period studied were
considered to have had & substantisl effect on the nmarrowing of skill
differentiels. Some evidence was found in the relatively higher woages
pedd sppreotices end the shorter tralning periods found pecessary in the
1550"e than in the early years. Lower costs of training skilled workers,
attributable to their increased years of schooling beforetraining, could
explain & lerge part of the change in the skilled-unskilled differsncvial.
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K. J. Arrov apd W. H. Capron, "Iypanic Shorbages snd Price Rises: The
Engineer-Scientist Case," Quarterly Journal of Economice, May, 1959.

Arrow end Cepron emphaglze two points: (a) the shortage of enginsers
and scelentific personnel has been expggzersted, partly because ther® has
been no clear end consistent definition of the texm “shortage"; (L) what
shortages there have been do not reflect imperfections in the maxket
mechenism. On the contrary, they are what a dynamic interpretstico of
classical supply and demand theory would suggest.

The Dynemie Interpretation of the Supply esd Demand Mechaniom.

Supply snd demand are equel only as the end result of & process of adjust-
ment, during which time supply does not equal demend. When supply is
legs than demand, prices will rise uptil the two are moede egurl. [ow
if we can assume that the two schedules are stable, supply can remain
less than demand only temporarily and the shortage will diseppear as
price spproaches its equilibsrimm velue. But, 1f the demand curve is
steadily shifting upward, the shortage will contimue to persist and the
price will contiime to rise wlthout reaching its equilibrium value. The
market for engincers and scientists since 1950 appears to have been cne
mmichthadmndwmmtstah}aand, therefore, the shortages
sre expected to be persistent.

A Model of Dymawic Shortages and Priee Rises. While the muvket

is ip dieseguilibrivm, there are many prices being peild for the seme kinc
of services. However, the average price will rise es long as demand
exceeds supply at e glven price. Although the average price will rise, 1t
will not rise instantanecusly because cof the following lags:

1. It takee time for an individuasl firm to recognize that shortages
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{infilled jobs) will coptinue to exlst unless it peys a bigher prica to
attract the needed supply.

2. Onca a decision is mede to offer a higher price, it takes tisze
to get the decision epproved within the edministrative hierarchy.

3. It tekes time to caleulate how many people will be demerded
gt the higher price.

L. It tekes time to finally issus the oxdexs to hire more paople.

5. Even after the firm hires new workers, the industry will not
yelt be in equilibrium because the workers elreedy in the firm zve still
veing paid at the lower price. If the fimm immediately raises their
sglaries, the leg in the indusiry's adjustmemt wiil be decreased. If the
firm recognizes, however, that it will have to ralse the weges of all its
engineers and sclientists performing the same work as the newly hired ones,
it may be less resdy to bid wp the price it is willing to offer to atiract
new parsonnel; this deleys the time when the merket will reach eguilibrdiuvm.
If, oa the other hand, the firm does not raise the wages of its exiziinsg
employses -- for example, there may be & long-term comtract -- there will
be a lag before these employeses are awere of the demand comditions in the
market and force up their price by threstening to work for another firm
seciing to increase its staff.

The rate at vhich the average price will rise per unit of time
towards its equilibrium value will depend upon the exeese of demard over
supply. It will be greater as the excess of demand is grester, mnd will
cease to rise vhen demend equals supply. Or, expressged in terms of the
shortage, there will be s chronic shortage as long as demand conmtinuee o
rige and the megnitude of the shortage will depend upon the rate of increvase
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in demard, the resction speed in the market (deﬁmdasgggﬁ, wnare
dp/dt 1o the rate of price change per wnit of time, and D?S is ths shorbage),
and the elastieity of supply avd demand. 'fhe fuctors affecting the reaction
speed were described above.

Were There Dynemie Shorteges in the Engineer-Scientist Market? mhe
aveilable empirical evidence, despite all the talk sbout shortages, iz
quite mesgre, In 1953 the Hational Seience Foundation asked officials of
large comparies if they were experiencing a shortage of engipeers and
scientists for research and development purposes. However, no operaticonal

definitico of shorteges wme used. If we can assume that the respondents
would urderstand shortage to mean unfilled vacancies at the salaries belng
palé ourrent employees, then at least one-half the firms reported they
were unsble %0 hire enough people to meet their needs., However, only in
one industry, alrcreft, did all the firms repor® such a shortege. A stuly
«f the chemical industry by G. W. Beste slso showed that some firms had
vacanti®s ot current salary levels.

What reasons would leed one 4o suspect that the shortages in the
engiveer-scientist market were dynamic sghortages and not market tmper-
Tections?

1. Temand. It is common knovledgs that demand increased very
rapidly. In 1951 there was an increasse of 23.7 pexr cent in the totsl
musber of research and development engineers apd scienmtists. This increase
vee dve chiefly to the rise in govermment contracts beceuse 15,547 ocut of
the lncrease of 17,557 that yeer were under govermment contrsct. ESince
there is also some indication that military work is more complicated than

industrial work, the pressure of demand on supply would be even greater.
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2. Elasticity of supply of engincers and sclentists is expected
%0 be low 4in the short run beesuse of the time needed for trainirg.
Over the long mm, although price undoubtedly has some infiuence, non-
peamiary factors may &lso be important emcugh to keep the supply Low.

3. The resction speed in this market can be sxpected to be slow,
&t least slower than in commodity markets, becasuse of the prevalence of
long-term contracts, desire for Job sscurity (of which academic temire
18 an cxtreme form), the heterogeneity of the market vhich slows down
the diffusion of information, muxi because of the dominence of a few flrms
which prevents smaller firms from cutbidding larger fizms or eppreclebly
effecting the distribution of personnel. Eence, the existerce of no-
raiding agreements.

Alternate Definitions of Shortage. Blenk and Stigler defined a

shortage as existing if the relstive price of engineers hed risen. They
found, however, that aince 1920 the earnings of engineeys had fallen
relative to esoxnings of all wage earners and slso relative to other profes-
glons. Hence, they concluded that there was no long-run shortage of
enginsers. Nevertheless, they did find that after the ocutbreak of the
Korean Wsr, there was & minor increase in the relative wages of engineers.
Pecause Blank and Stigler were concermed with long-term supply, they did
not consider this increese importent. HRowever, it may be significant ic
view of the fact thet the complaints sbout shortages did not begin until
after the Korean War.  Furthermore, even though the market may cperate
in the long run, the possibility of dynawic shorteges in the short mun

is not precluded.

There may be complaints sbout shortsges because of the loose use of
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that term. For example, some pecple seem to mean that there are not
encugh engineers and scientiels to do sll the things that need to pe done
to malatain rapld technological progress, wilitary secuwdty, etc. That
is, these people are really saying there 1z not enough demand. Others
talk sbout shortages in the sense that we are not turning out es many
englueerd and sclentists as the Soviet Unlon. There is still another
possibility: some employers who assert that e shortage exiete are not
in foct willing or eble to pay the higher price to prevent workers fram
going %o more lucrative smploymeni opportunities.

Conclusion. Shorteges were felt in the engineer-sclentist market
because demend rose very rapidly sml eertain lags prevented the price
from rising fast encugh to reach equilibrlum. While the relative rigldity
of the supply function in the short yrun is unpleasant and the price rice
needed to restore equilibriuvm mzy seem to be very large, it is only by
permitting the market to remct to the rising demend that 1t can eliceale
the supply of engineere and scientists in the short run and eall forth
the desired supply in the long run.



Toivo Keoninen, "Occupational Wege Relationships in Manufacturing, 1952-53,"

Fonthly Tobor Feview, Novewmber, 1953.

Percentage differences in pay between sidlled and uvnskilled jobn
in menufacturing have parrowed over a long period of years. Recently,
nowever, the tendency has been to maintain or increass differentisis.
Approximately one~-third of wags settlements after the ond of wage sisbi-
iizetion in February 1953 et least maintaiped differentials.

Recent, interest in data on wage differentials haes led tc the
consideranle expansgion of data collection ond apelysis. Tae pethoté of
epalysis adopted in this etudy is as follows: In each establishment hourly
earnings of Janitors wers used as @ bese (100) and earnings of other
workers calculated as a percentage of that base. The basia of industry
or area comparisons was the asppropriate mesn or median, snd o measure
of dispersion is provided by defining o "middle range" within which obe-
helf of the establishmerts fell.

Although there wus considersble wvaristion in detail, several
trends are notebls. Machinists, ptationary enginears, and electriclens
penerelly averaged somewhat more than other skilled trades. The mejority
of city medisns for theee jobs fell between 135-1h%. Medlens for
ecarpenters, mechenics, millwrights, plpefitters; and sheetmetal workevs
tended to group between 130 and 139, end moat palnter medians were cou-
centrated in the 127-131 range.

Amopg the 31 job categories apalyzed, those requirdng only = shorl
training pericd showed the leaet variation on an intracity sa well as
intereity basis.

Regional Differences in Wage Reletionships. There were fevw




Rapninen 2.

clearcut regional patterns, but seversl observations can be made.
Average wages in maintepance work in manufacturing planmts in southern
cities compared favorably with prevailing levels in other cities, but
unskilled lebor rates were substantially lower in the South. For example,
the differentials between electriclans and janitore was much greater in
the Soubh although the regional variation in electriciens' weges wae not
great. Regional differences in wage structwre account in part for the
dispersion noted when city mediens sre arrayed.

There was no cbservable regional pattern in the distribution of the
highest differentials. Highest city mwedians for machinists, mechanics,
and pairters were found in Atlante: for engineers and shestmetal workers
in New York; while for tool and die makers the highest city medians were
in Providence and St. Louls. In percentage terms, occupetional wage
differentials tended to be narrowest In Providence, Cleveland, and Buffelo,
end they were relatively narrow for certain skilled jobs in other areas.
The only matching of regiomal renges of city medisns that did not show an
overlap is that between the South and the Far West.

Intrecity Varistion in Wege Relationships. Differences in wages
for the same job were generally greater among memyfacturing establishmente
located in the seme city than among the medians of different cities. The

highest degree of wniformity in wege differentials occurred in large
Weat Coast cities and the lowest degree occurred in the South.

Bize of esteblishment, as measured by total employment, d4id not
sppear to be a significant factor in the spresd of differentials between
sitilied and unskilled jobs in a city.

Interindustry Vesistlon in Wage Relationships. Since particular
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sress are often cemters for particular industries, the regional pattern
of occupational differentials is influenced by imterdndustry differentials.
Differences in industry medimn wage relationships were found to be substan-
tially greater than erea differences. TFor six skilled maintenance and
power plant jobs, the highest medlan exceeded the lowest by more than

L0 percentage points in all but the case of engineers. Thus the range

of industry medians for each occupation was greater then the range of

area medians.

Bange of industry wedisns

Low High Point
Caxpenters 127 171 h e
Elactricians 128 189 61
Enginsers, 129 160 31

statlonary
Machirdsts 127 179 52
Mechanics 124 198 Tk
Painters 120 170 50

The occupational medians were particularly high in newspapers and
melt liguors, but in other industries the occupational median rarely
exceeded 150 per cent of the janitor's wages.

A high proportion of the establishments studied were unionized.
Vhere an employsr negotietes with several unions, each of vhich bargains
for a segment of the plant work force, the pattern of occupationel wage
reletionships mey well differ from situations in which wage structure is
initially deteymined, snd adjusted, as a single unit.

Theve were same examples of substantial interplant differentials,
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particularly in malt liquors, unewspapers, and druge and medicives. However,
maay more industries showed relatively slight interplant differentials,
with the point spread of the middle r»ange of the distribution often within
5 to 9 percentage points. These included the large-plant industries (air-
craft, steel, meatpacking) which typically have formalized rate structures.
The development of new occupations, particularly semiskilled, that
follows the introduction of mass production technigues has led to incressing
complication in the wage structure ss well as the narrowing of relative
differentials. The ranges of wages for occupetional grades overlap to an
increasing degree. In addition, the steps within each occupational cate-
gory tend to be of the same absolute size, say five cents per hour. There-
Tfore, there are smaller relative increases for occupations at the top of

the pay scale.
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Toiva P. Kanninen, "Job Pey Differentials in Machinery Flants,” Momthly

Labor Review, April, 195k.

This study of wage relationships in & single, important industry
group, nonelectrical mechinery manufacturing, is based on a survey con-
dueted by the Buresu of Lebor Statistics during the winter of 1952-53.
For purposes of analysis, average hourly earnings for male janitors paid
on & time basis were used as s base (100); wages for workers in other jobs
were converted to a percentage of the base.

Percentage differentials in pay between skilled and unskilled jobs
in the industry have narrowed substantially in the postwar period (to 1953).
This occurred largely us a result of epplying uniform cents-per-hour
incresses.

Median percentages for incentive workers exceeded those for time
wvorkere in each Job compared. However, incentive pey plans were used in
only a minority of the establishments surveyed. Women received lower pay
tihan men for those jobs in which they were jointly employed. Among the
factors that may influence this difference are length of service or
experience, as well as minor differences in specific duties performed.

Comparison of all regions, except the South, indicated great
similarity in wage structures, both in the percentage spread between pay
levels of skilled and unskilled jobs and the rank order of pay position.
Unskilled wage rates in the Bouth compare less favorably with those in
other regions than do skilled wage rates. Thus, the greater relative
differentials in the South are accounted for by thie factor. Some of the
highly skilled Scutbern workers earned as much or more than meny of their
counterparts in other regions. On the other bhand, the region with the
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varrovest differentials between skilils was the Far West. All of the data
are presented in Table 1 below.



TABLE 1

Percentages™ of

Averagea for Men Jenitors in

v
Hachinery Mamifacturing, by Region® znd Method of Vage Payment, Winter 1952-53

Ooccupationel Averzsge Hourly Eernings es

establiehment percentsges in-

Median

West”

Par,
T

3

Rew England Middie Atlantic Middle West South

A1l Regions

Incen-

Incen-

tive

Time

Incen-
Time tive Time tive ‘Time

Time
workers workers workers workers workers

tive

Incen-
Time

or workers workers workers workers workers

e

Occupation, grade, and asex

Yen

REEVRY SN
lf\f!-*l.d.l -"o*. "'
28111 1i519

BREHYNAGE | Y

lllll
LI 0

A

cleas B

class A

¢lass B

classe C
Laborers, material handling

elaas C

uuuuuu

lers
Asssnblers
Assemblera

Drill-press operators, redial; class A

Drill-press cperators,

Machine-tool operators, production, class A
Automatic-lathe cperators, class A

Electricians, maintenance

Inspectors

Ag

single- or multiple-

Engine-lathe operators, class A

N58F1R8 18 5884
RE3T1RE 18 NEREE
ZIRRRRL 15 HHIAER
§ER2HSANY 988943
BRRE1G81H HERIS

9R%BEHE 14

255
160
155
153
151
1331._
137

5
10
1h1
138
139
12t

b
121

2255528838 303953
833255889 SNIARY

spindle clsse B
Engine-lathe opevators, class B

spindle; class A
Screw-machine operators, automatic, class B 125

Screv-machine operators, sutomatic, class A 139
Turret-lathe operators, hand; class A
Drill-press cperators, radisl, claess B
Prill-press operators, single- or multiple-
Millipg-machine operstors, class B

Turret-lathe operstors, hand, class B

Milling-machine opsrators, class A
Mechine-tool operators, production; class B

Automatic~lathe operstors, class B

Grinding-machine operetora, clsss B

Grinding-machine operators, class A

/continues next psge/



/aBed gxen SnOTUOD gajou/

i q° Lit orT gy~ " L3 4 S o2t #OT O sewyd ‘mojjompoid ‘exojuiado TOOI-BUTYRTH
5 ¥ &2t gt 4 oo R, i @ Lt € aeed 33833 ‘eaoqeiado T00%-IUTRDEY
4 g il 201 ¢ (0] SR 20t 611 20T 0 eeeld ‘ziozsadeny
1 5 A o TR e W 4 e 91t g swuro ‘sxogssdial
5 q o2t 2ot gEl ™ (014 R L1t %a 0 sERTD ‘aIsTqUINGY
N § - It g D B 444 f 8680 _‘sxsrammesy
uWOM
Lz 134 it SBE L g L 548 41 L2t € 99810 ‘puuy ‘exepray
SET 951 9t g€t 5218 gt - 6£T 851 661 v owero ‘pmey ‘axspiey
0t A SRS LI 3 S 25t o9t 2st (edoys Bugqeof TP
PUv 1003 UMY} IIGI0) SIENEN ATP PIE TO0L
Gt = N R e g 5 £91 (sdous
Ba1qqof STP Puw 1003) SIaNWA STP P8 TOO
LET 09T g T 47 MM " ant 4 1 uopyanpord ‘838 VUTUIBH
ol 9T g 17 gy LEX 6n1 6 WOOITO0} ‘#0380 TOOR-ITFPEW
cti 983 ot L2 /1T et 601 24 nlt D/RES0 TpURY ST SV
oo e = 1t §" - 4= o E21 411 O 29970 ‘2T40WONE ‘SX0BIad0 SUTUDEW-ASIOY
1 SN =44 It 601 st ott szt ert D eseTo ‘sxoyerado oupyREL-BUFTTIN
= 60T 931 £11 621 gtt g2t 601 9T 14 0 88870 ‘sIogurado SUFTREN-SUTPULI)
77T 75T T ST e UL g Lot et 49 0 swe1d ‘sxojeisdo auymEy-IUTAUY
Lot T 921 70| SR 701 621 Go1 get ot 0 eswyd ‘eypatde
-aTdI3Tm 10 -oTBare ‘sxogexedo ssexd-1TTQ
T 801 9T ELL o+ pme T a2 921 11T 0 sgeTd ‘yeypex ‘maojsaado ewand- [T
NE AR WA N e e, il S LET st D seUTd ‘sxogmiado SGIST-DFEMOINY
it S1T o2t ert get 11T 921 [o14¢ g2t Z1t o eswTd ‘mopzeonpodd fsxojelado TOOR~SUTYIEH
{"au0a) wox
Figni0s SJISRIOA SISHIOM BIVHJIOS SJIIMJIOA SIIIOA SINIoA SIIRIOA FIIFION n.bwn.unw X989 puw 'apuid ‘UoFiEanLdg

S

L UL 9ATY sutl, aaf3 Sul AT S| AR

- ‘nvaﬁu ..nuonu. -ﬂoo
(399 _UaNoS  394M OTPPTH  OTIUNIAV OTOPIN !wumﬂ L] wﬂu.uwnx T

~-ul safeinedled AUMMBTIQRIES WOTPSY

("o} T FIEVL



Kanninen Se

Notes to Table 1

1. ‘These percentages show the relationship between straight-time
average hourly earnings (excluding premium pay for overtime and nightwork)
for selected plant occupations in machinery plants. In each establish-~
ment covered the aversge hourly earnings for time-rated mem Janitors were
used s a base (100); average hourly emnings for time workers (hourly
rated or salaried) and incentive workers (piecework or production bounus)
in other occupations were converted to a percentage of that base.

2, labor markets stulied have been grouped for this snalysis as
follows: New England.-Boston, Hartford, Providence, Worcester; Middle
Atlantic.-Buffalc, Newark-Jersey City, New York, Philadelphia, Pittsburgh;
South--Atlanta, Beltimore, Chattancogs, Dsllas, Houston, Tulsa; Middle
West--Chicago, Cineinnati, Clevelard, Detroit, Indianapolis, Kansas City,
Milweukse, Minneapolis-St. Peul, S5t. Louis; Far West--Denver, lLos Angeles,
Poytlend, San Francisco-Oaklanrd, ard Seattle.

3. HNumber of establishments with ineenmtive plens too smull to
Justify comparisons for other than time workers.

I, Mmber of establishments employing workers in the occupaticnal
category (and in the janitor category) too small to justify comparisons.



Kenneth M. McCaffee, "The Earnings Differentisl Between White Cellar and
Hapual Occupations,” Review of Economics and Statistics, February

1953.°

In 1939, sverage white collarl earnings were 38 per cent grester
than aversge income in the manual occupations® ($1,hh4 and $830 respectively).
Data for earlier periods, although not so complete, show that the differential
has been declining for 50 years. The trend is probably attributeble o
the increesed employment of women in white collar work relative to other
cecupations, and to the great mmber of high school graduates seeking white
collar jobs.

Does the 30 per cent excess represent a "real” difference in wages,
necessisted by the extre skill involved? Or is it e “compensating'
difference (equeliring the sdvantages and disadvantsges of the occupstions)?

Relative Importsnce of Earnings Determinants. The relevant determin-
snte of differentials are of two iypes, positive and negative: positive
factors which tend to meke the differential larger -- income in kind, length
of employment, educetion, location, racial composition; and negative factors
~~ pex and age composition of the wo groups, unionism, ete.

1. Adjustmenta to the basic Census data were required to make the
income figures comparable. Workers with mo income, umpaid Family workers,
and income in kind were the major technical problems here. The total effect
of these adjustments vas to reduce the differsntial fram 30 to 32 per ceat.
(Corrected menual income of $891 was then taken as a base for future computations

of adjustments,)

1. Cleriecal, sales and kindred workers in the Census classification.
2. A1l other occrupations, except agricultursl, professioy land semi-
profeasional, and proprietors, menagers and officisls.
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2. White collar workers were employed longer hours (but probably
enjoyed more coffee breaks) and more weeks per year, than manusl. The
differential for only those workers who worked 12 months was 28 per cent,

10 percentage points less than the differential for all workers.

3. The typical white collar worker had obtained three to four
nore years of schooling than the memual worker in 19%0. No substantial
eqtra costs were involved except the postponement of income from employment.
Estimating a "riskless" interest rete at 3-h per cent (the rate of long
term U. 8. Tressury bonds and the aversge life insurance earning rate),
sunual sverage white collar income would meed to exceed manual Iincome by
9-12 per cent to compensate for the postponement of ewmployment.

k. Estimates of the effect of the size-of-city factor, using Census
and other data, were put at 4 to 6 per ceni of mamual income because the
proportion of white collar workers in cities over 25,000 was higher than
mamal.

5. Average white collar income for white workers was estimated at
$1,180; for non-white, $472. The comparable figures for mamial workers were
4963 and $407. The different proportions of nonwhites in the two occupationsl
groups thus explained between T and 10 percentage pointe of the earnings
differential.

6. The larger proportion of women in white collar cccupations and
ibe pubstentially larger average eaimings for men in both white collar and
zanmal occupations combine to lower average earnings of all white collar
wvorkers. Hed there been no difference in sex composition of both groups,
the differential would bave been almost one third larger (about 12 per ~ent
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of mamal income).

T+ Vhite collar workers are concentrated more in the younger age
wroup. The difference in age distribution probably lowered the differentisl
by 2 to 5 per cent of menual earnings.

8. Unioniem probably increased manuml incomes slightly over white
sollar: at the most about & tc 5 per cent of the manual average. Miscellsneous
’sctors such as fringe benefits, taxes, etec., were of little account in 1939.

Besults. The combination of factors above accoumts for G4-B8 per
cent of the aize of the differentials observed. What other factors might
be responsible for the unaccounted portiont

1. ©Statistical errors. A multiple correlation might raise the
explained variance, but tests on pairs of variables showed little correlation
betyeen them, except for sge and sex.

2. Nompecuniary advantsges. This is mot likely to be a factor since
white collar jJobs gemerally eve more attractive and have more status, so
the differential would not be needed.

3. Varisbility of incame. The chance of obtaining very high incones
in sither ocecupation is about equally amall, so that the differential is
not likely to be accounted for by this factor.

L. The groups may be noncompetitive. That 13, differentials in earn-
ings may be greater than necessary to compensate white collar workers.

5.(a) Are there sny differences in the imnate productivity of those
who choose white collar jobs? There is no way to messure this factor. (b)
The pupply of white collar workers relative to the demand for them may have
been low. Training and education have been generally regarded as consumption
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rather then investment so thet the proper caleulation wes not made by those
who might bave considered acquiring the skills for white collar jobs.
Similarly, the lack of a capital market for thoee who wanted to borrow to
contime their sducation mede it difficult even for those who wanted to
acquire the skills. This is probebly an important factor in expiaining
the size of the differential between white collar gnd mamugl occupations.



R. L. Raimon, *The Indeterminatencss of Wages of Senl-gldilled Workera,"
Industrial and Iabor Relations Review, Jnuary, 1953.

Raimon asserts that the concept of "occupation® is irrelevant
when applied to semiskilled workers and that persistent wage diversity
can be explained only by the nature of the hiring process, Because of
ihis factor, the wages of semiskilled workers tend to show a greater
range of differentisls than either the wages of skilled or unskilled
workers. According %o Raimon, technological development has resulted
in the creation of a large group of semiskilled workers who are hirved
on the basis of speed, dexterity and adaptability, rather than on
speciiic occupational training, skill, er experience. These workers
are characterized by their ability to shift from cccupation to occupation
and fronm industry to industry becauvse ths great bulk of their "occupa=
tlonal" training actuwally comss on the job, Thus when a semiskilled
worker loses his job, he also loses his occupation and reverts 1o a
pocl of gensral factory labor. In addition, where firms have integrated
wige structures, and rates cannot be raised for jobs where shortages
exist without dishnrhing all wage relationships, some kind of intermal
promotion system is usually developed to enable them to adjust their
supply of labor to their demends. Uhder thess circumstences, the
intrafirm job market tends to heve only limited rather than contimious
contact with the externs] labor market, The points of contact ave
usually centered on the skilled and unskilled groups where hiring is
done on an occupational basis. The semiskilled jobs tend to be filled

from within the firm; hence the rates on these jobe are less subject
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to competitive pressures, and tend to be leas uniform than sidlled
and unskilled rates.

The Evidence

The cross-industry studies, Tables 1 and 2, show that wage
dispereion 1s generally greater for the semiskilled groups than for the
siilled or unskilled. i similar test was also made on occupationsl
groups within one industry, the machinery industry; table 3 shows again
that wape diversity is greatest for semiskllled workers.

Although “he evidence is consistent with the hypothesis, thare
may be other factors which account for these relationships:
1, Tncentive wages, Differences in formmlas for incentive pay may
easily yield large and persistent wage differentials and since incentive
schemes are more prevalent among semisicliled workers than skilled and
unskilled, this mey be a vital factor. However, since Tables 1 and 2
wore constructed from wages paid on & time basis, the comclusion still
stands,
2. Vage discriminstion. Differentials mey be due to differences in
%he proporticns of women or Regroes employed in the various cccupational
groups, The data in Tables 1 and 2 wers computed by sex and the results
ware not affected by this factor. Furthermore, racial factors would
not geem o have any importance since most Hegroes! jobs are in the
unskilled category.
3. Izbor turnover and wage progression, Where rate rangss exist for
jobs, firms or occupations with low turnover are likely to have more

workers near the top of the range a% any point in time than firms with
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TABLE 1
Dispersion of Straight Time Hourly Farnings Among Sidlled,
Semlskilled, and Unskillad Oecupations in Manufacturing,
Public Utilities, Trade, Finance, and Services for Ten Cities, 1951.

Index of dispersion = inmterquartile range/median x 100

Occupatilon Tndex

Sldlled 10.1

Semiskilled 22.3

Unskilled 21.9
TABLE 2

Dispsrgion of Straight Tims Hourly Earnings for Skilled,
Semisidlled, and Unskilled Cecupations in Mamifacturing and
Honmamifacturing Based on Data for Ten Cities, 1951.

Index of dispersion = interquartile range/ median x 100

Ocenpation Index _
Al Thdustries lManufacturing Nommamufacturing
Sid1led 1.1 12.7 U9
Semiskilled 2h.3 2.3 25,5
Unskilled 21.h 18.6 22,8
TABLE 3

Dispersion of Straight Time Hourly Farnings Jmeng Skilled
Semisidilled, and Unskilled Occupetions in the Mac .
ramafacturing Industry based on Inta for Ten Citles in 1951,

Index of disparsion = interquartile range/ medien x 100

Oocupation Index
Sidlled 10.6
Semiskilled .9
lhskilled i0.2
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high turnover. Since there are no turnover data, this test cannot be
made. However, i1t is generally noted that turnover rates are high among
unskilled workers, yet this group exhibits greater wage uniformity than
the semiskilled group.

li, Collective bargaining, Rank correlations for degree of unionization
and degree of wage uniformity in all industries ave gero for skilled
and unskilled worlers but +.5 for semiskdilled workers., This result is
compatible with the hiring pattern hypothesis: employers of semiskilled
labor are free to pay any rate within a broad rangs, For other groups,
employers must face competition from other employers. The same test
was carried out for the machinery industry with similar results: the
rank correlation coefficient was -.,1 for skilled and +.2 for unskilled
whereas the coefficient was +.7 for semiskilled.



M. Rothbsum and H. G. Roms, "Two Views on Wege Differences: Intraoccupational
MMwﬂiw,"Mgmmtm Review, April 195%.
BothhnmandﬂouehlmthahypoﬂnlhmtforthbyﬂahanJMt

wvage diversity is greater among semisikilled occupations than skilled and unakilied.

Wage diversity may arise from two sources: differences in the level of wages among

fims and the fims ability to manipulete certain ekill groups more than others.

Iaimon considers only this latter source. Greater dispersion is more likely when

Jobs are broadly defined than when narrowly defined, and the jobs selected in

Falmon's study do not all have the ssme degree of definmability; hence, the

differences in wage diversity reflect this factor. Rothbaum and Ross auggest

that well defined "key jobs" should be selected, even if they are mmerically less

important than the ill defined semiskilled jobs. They accept the length of
training as & practical guide to the various akill levels bui suggest an alternative
scheme as belng more spprovriate.

Raimon Fothbaun and Ross
unski.ued 8 few hours a few bowrs fto one wveek
m?zsk1lx.eu e few days to & Tev weeks one wonth Lo one and a belf years
skilled Two to Tour years apprenticeship more then one and & helf years

According to the authors, Raimon's scheme excluded from the pemiskilled
group a large pexrt of the non-repetitive machine operations and a large vert
of office occupations.

The Evidence: (a) Cross-industry evidence. Using the seme source
of data that Raimon used (Burean of Iabor Statistics Cammunity Wage Surveys)
but with a different occupational sample, Rothbaum and Rose show that there
is mo eignificant difference between the wege diversity of the akilied

and gemigkiiled groups. On the other hand, the >



unekilled group shows conaiderably greater dispersion than the other two.

(Bee Table 1.) Bimilarly, on a eibty by eity comparison, the unskilled dispersion
exceeds that of the gkilled in all ten citles snd exceeds the semiskilled in
wine of the citlea. The ecities in which the dispersion of sgkilled workers is
greater than that for semiskilled workers were about equal in number to the
gities in which the reverse was true. Since all of the skilled and ungkilled
Joba are occupationally hired, whereas two of three semiskilled jJobs are not,
the conclusion is thet there is no relation between occupetional hiring and sisze
of dispersion.

(v) Intraindustry evidence: Again, using the same date on the machinery
industry as Raimon did, but with a different occupational classification, Rothbaun
oand Ross show that semiskilled wages do not have & greater diversity than wages
of other groups. (See Teble 2.) The standardizing influence of unionization was
rejected since similar results were obtained on the cross-industry study end
in the office clerical study where unionization was not a major factor. Again,
there seemed to be no consistent relationship betwsen occupational hiring and
wage diversity.

{¢) Office workers evidence: The data (Bee Table 3) again show no significant
differences in the wage diversity of the three groups. However, there is counsiderable
variation within each group. Fo consistent relationship between hiring patierns
and wege disperaion was observed.

Why @id the cross-industry data show greater digpersion for unskilled wages
than for other groups? Most likely, it was due to the fact that these dats
inelinded sarvices and trade whereas the evidence from the office and machine
induatries wvas limited to mamufecturing, Trafe and service sectors and characterized.
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by large proportions of women snd minority groups, high turnover rates, exemption
from federal minimum wege laws, and high proportions of new enirants to the labor
force. These factors suggest that the unskilled average dispersion in the cross-~
industry study is essentially a composite of two distinet plateaus which yield
& high dispersion when jolned.

The occupational hiring concept -~ that where genuine markets exist,
campetition will result in less dlversity than where such markets do not exist --
holds true only under the ceteris paribus assumption. Rothbaum and Ross conclude
that this assumption has not been walid:

1. During periods of prosperity, bottlenecks are likely to ocecur in the
skilled maricets, and competition would reduce diversity if counteracting forces
were not brought into play. But such counteracting forces do exist and they
operate to narrow the interoccupational differentials, which set the maximum
limits of intrecccupational diversity. The supply of skilled workers cam be
inereased by promoting semiskilled workers. The competition would therefors
be shifted down the oceupational ladder as workers are promoted. Competition
fbrsuisklllndmkmmldthémomhtowmdimrsimmﬁislewl.
Market pressures arve felt most keenly at the lowest skill levels because the e
are also the lowest income levels. Mnstwatm&m
periods of expansion, and help to relieve the shortege of skilled workers,
preventing further widening on this level. Industrial unionism, pattern bargaining,
flat cost-of-living adjustments alsc operate to extend pressures to all skill
levels. Hence, it is not surprising to find that wage diversity does not vary
greatly among the different ekill groups.

2. The lopg-run decline in interoccupational differentials means that less
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and less veriation is possible in the wages of semiskilled workers. Furthemmore,
the use of Job evaluation plans and of wage surveye also servss to translate
differential supply pressures into uniform wage increases.

3. Ilack of full employment, however, reduces competitive preasures
among employers to equalize vage rates. lence, employers are likely to have &
great deal more discretion over their rates. Similarly, the decline in union
atrength would tend to decrease the egualizing pressures from this source. The
net result is likely to be greater diversity among the umskilled groups than
among the skilled groups. However, this thesis has not been tested empirically.

1. "The Indeterminsteness of Vages of Semiskilled Vorkers," Industrial
and Lebor Relations Review, Jemuary 1953.



Robert L. Raimon, "Hiring Patterns ard Qccupational Wage Dispersion: A

Hejoinder," Induetrial snd Iabor Relstions Review, April 195h4.

Bathbaum and Ross suggest that I drew erroneous conclusions because
the occupations chosen for analysis did not all have the same degree of
definability in all gkill classes. Their owa choices, however, rested on
the views of personnel administrators, tmde association menmals, and the
like. Such groups pursue wege uniformity out of equity considerations: equal
pay for equal work. But my article wvas directed at another issue -- the
relation between idring patterns and occupational wage uniformity. Uniformity
is the resullt of market forces and competition, not equity. Sioce semiskilled
vorkers do not have a market, we expected little wniformity. The skill cless-
ification wag not the crucial elsment. Hence, the sample was selected not on
the banis of gkill content so mmch as it wes on the likelihood of the job belng
filled ps an ococupation. Rothbaum and Ross, by choosing only jobs that are w=ll
defined, are by this very process assuning away the problem. They eliminate
those jobs whose wages are digpersed, btut these are the ones we are trying to
explain. Key Jobs can be key jobs only because they sre the omes for which
cccupational merkets are likely to exist.

The Intra-industry Teat (Mechinery Industry)

By choosing those cccupations vhose training pexicdssar: at leest several
months end for vwbich employers wonld seek bpecific occupational experience from
the applicants, umiformity can be expected because these jobs are nearer our
definition of skilled than semigkillsd workers. In other words, Rothbaum and Boss
have mlssed the conceptual relation vhich was being tested: +the relation between
occupational markets and wege diversity. Even if the statiatical tests were
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carried out properly, without showing the relationship, the hypothesis itself
is not disproved gince there may very well have been offsetting factors. To
defeat the presumed relatiomship, it is necessery to challenge the conceptual

basis on which it is founded.

The Office-Clerical Test.

This test was not made originally becsuse of the importance of length
of service in office wages. That is, two persons in the same Job classification
mey get different weges because of differences in length of service. Since rate
ranges are generally greater for office than plant workers, it generally takes
longer for office woxkers to reach their top ranges, and office turmover is
higher than plant turnover, there is a wide distribution of lengths of services.
This factor is likely to obscure any market forces.

Ceteris Paribus Assumption.

Robthbaun and Ross meke the unsupported assumption that in the upswing,
shortages of skllled labor are lesg likely than for other kinds of hourly rated
labor. Data from the Burean of Employment Becurity suggest the opposite: that
the supply of skilled workers remains e more acute problem than the supply of

othar workers.



RBdwin Mansfield, "Wage Differentisls in the Cotton Textile Industry,”

Review of Economics and Statigtles, Februsxy 1955.

This paper describes and znalyzes changes in wage differentials in
the U. 8. cotton textile industry firam 1933 to 1952 to test the Dunlop --
Lebergott ~~ Ober hypothesis (EEW, 1939; REW, 194T; MIR, 1940, respectively)
that the percentage wage differentisl between skilled and unskilled workers
has rerrowed over the last half-century, and that the trend is accenituated
in perdods of full employment and reversed in depressions.

Mhlmuusmhmmm&mﬁmmorwsm
the industry has decreascd over the period. However, simost all of this
decresge occurred during the period of the Naticnal Imfustrial Recovery
Act, 1933-3%, and the war period, 104i-U6. The NIRA textile code, with its
mininen wage requirements, and the policies of the War ILabor Bosrd, toguther
with the extremely tight merket in wertime for unskilled labor, appear to
bave been importent causes of the marked decresse in wage dispersion in
1933-34 and 1941-46.

Table 2 preaents data on the coefficient of variation of wagea by
region and gex. The bebavior of these sub-structures is quite mimilar to
the total wage structure. The trausition from boom to recession in 1937-38
apparantly d1d not causs the totel wege structure to widen, as the Dunlop-
Iebergott-Ober thesis would probably bave led ue to expect, por were thers
regional changes. Howewer, it ia possible that the time intervel was too
short to allow the expected adjusiment o occur.

Table 3 preaents data on the percventage incresse in eversge hourly
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TABLE 1
Cotton Textile Industry Hourly Earnings
1933-52
Year Mean Hourly Coef?. of Viean Coest. of
Earnings (cents) Vu%;;.ion Varistion
1933 22.5 h1.h 100 100
193 38.4 26.0 im 63
1937 k0.9 28.2 182 68
1938 36.9 28.2 16 63
1940 k0.3 25.5 179 62
1961 2.8 26.2 190 63
1946 75.0 18.7 333 45
1952 119.0 18.0 529 b3




TABLE 2
Relative Dispersion of Cotton Textile Indusiry Hourly Earnings
By Region and Sex, 1933-52 (coefficient of variation in percentages)

Yoar Northern Workers Southern Workers
Total Male Female

1933 35.7 35.3 30.1 50.0 8.6 35.h
1934 25.3 26.6 16.9 22.7 25.5 1b.1
3937 25.3 27.h 17.0 25.9 25.8 21.

1938 26.5 .8 Nede 26.2 n.8. .3
1540 25.T 27.3 iT.T 20.1 £2.1 13.3
19k1 33.5 n.8. Bue 19.7 D.&. n.s.
1946 21.8 23.h 16.2 3 b gy 7.7 13.6
1952 16,1 n.a. n.e. 16.7 n.e. n.s.




TABLE 3

Percentage Increase in Average Hourly Earnings
in Cotton Textile Dadustry of Iow-Pald end High-Pald Occupations

By Region and Sex, 1933-52

Category 1933-34 193h-k0 1940-46 194652
Males 54 8
Horthern
Low-Paid sh 9 90 n.e.
Tigh-Faid ko 13 62 Nedie
Southern
low-Paid 85 13 102 n.8.
High-Paid 56 L 8o n.a.
TJ PB -
Tow-Paid n.3. n.8. 99 62
High-Paid Dl NeBie T8 52
Females
Forthemn
Low-Peld 66 10 90 n.s.
Eigh-Pald Ls s 80 n.8.
Southern
Tow=Paid 105 12 101 0.8,
Figh-Paid T3 T 93 n.a.
U.8.
lou-Pald Dl n.8. or 60
High-Pedid D 0.8, ks 59




earnings of lov-paid and high-paid ocecupations, by region and sex. Occupational
differentials decreased substantially over the period. Agein, the grestest
changes occurred in the two periods 1933-3% and 1940-46. A l2ss substantial
decrease occurred in female differentials.

Table k indicates the retio of Northem to Southern wages in
cotton textilsgfor low- and high-paid oeccupations and by sex. The regional
differsntial vas reduced by three-fourths over the period 1933-50. Again,
most of this was accomplished as & result of the policies of the NIRA and
the WLB. The minimm-wage provisions of these two agencies rsised earnings
in the low-wage South by a greater percemtage than in the high-wage Horth.

The following conciusions are drawm:

1. Dispersion of wages decreased substautially between 1933 and 1952
as a result of:

2. marked naxrowing of wage differentials
between vorkers in different regions and
of different sex, and

b. decreases in wage differentials between workers
of similar region and sex.

2. This decrease was largely accomplighed in two periods, 1933-3%
and 194%0-46, by the policies of the NIRA and WLE.

3. Tha behvalor of wege differentials in the coltion textile industry
nelither confirms nor refutes the Inmlop-lebergoti~Ober hypothesis.
Dwring the war boom, their behavior was in accord with the hypothesis.
During 1937-38, there is some evidence against it. The long-term
movement of occupational differentials is in the direction cbserved
by Lebergott and Ober.
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TABLE 4
Ratio cf Northern to Southern Average
Bourly Esrnings in the Cotion Textile Industry For
Iow-Paid and High-Paid Occupations by Sex, 1933-50

Year Male

Low-Paid Hgh-Paid Low-Pgid Hgh-Peid
1933 1.42 1.29 1.0 1.36
1934 1.21 W 1.15 1.13
19450 1.21 1.31 1.13 1.20
146 1.13 1.18 1.06 1.122
1950 1.10 1.06 1.10 1.06




H. 4. Douty, "Sources of Occupational Wage and Salary Rate Dispersion

Within Iabor Markets," Jodustrial and Iabor Eelatlons Review,
October, 1961.

The problem is to isolate the relative affects of intere
astablishment and intra-establishment factors on the occupational wage
structure of a labor market, OCccupational wage dispersion is based,

%o poma extent, on differances in workers? afficiency, as reflected in
wafe incentive systems, personal rates, rate ranges, and hiring standards.
This factor bas been neglected as a source of wage dispersion.

Methodology, Ten cccupatidns in menufacturing industriss in 13
labor markets in 1959 were comsidereds Women in three importanmt office
clerical jobs and men in seven plant occcupations, thres skilled and four
unskilled, These cccupations are common, reasonably precisaly defined,
and typically compensated by time rates. The s'undnrd deviation and
coefficient of variation were computed for each occupation in each
lsbar markst. With data from individiel establishments, 1t vas possible
%o compute the standard deviation of (g) differences in establishmant
wage levels and (b) differences in rates within the establishment., The
som of the sguares of these two guantities would thus be equal %o the
total varviance for each occupation and zrea.

Fesults. The amount of dispersion in each ocoupation and in
each labor market varied considerably, The median values suggest that
relative dispersion tended %o be lees for the skilled jobs than for the
offica jobs, and mmch less than Tor unskilled jobs., The extreme values
show the bhighest coefficients of varistion te be at least twice the

lowest in all but Swo of ike coccupationa. In the unskilled occupations,
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the highest values were at least four times as large as the lowest,
The thirteen labor markets were coneistent in that thoss with the
lowest coefficient of variation (c.v) forr all occupations also had the
lowest c.v. for individual ocoupstional groups. That is, the rankings
do not change much. The West coast was found to bave the lowest occu=
miional wage differentials and the South the highest. The proportion
of dispersion due to intrafirm influences was greatest for the office
jobs whereas interfirm factors accounted for most of the differentials
in the skilled and unskilled jobs, Howewsr, there was substantial
variation in the pattern within the different occupations so that
other factors besides skill levels mey be at work.

Rank correlation coefficients between relative wage dispersion
and proportion of dispersion accounted for by interestablishment
differentials in 13 labor markets indicated positive relatiomss

r
oifice and clerical .6ﬁ3
plant meintenance . 709

plant laboring 517
Signiticance of Wage Rate Disparsion, The principal conelusion

is that the major source of cccupational wmge dispersion in labor mariets
is the differsnce in wage levels amomg esteblishments. Intrafirm wage
differences bave sows importance, primarily for offige clerical joba.
The existence of such intrafirm dispersion means that the hierarchy
batwsen low and high wege firms is not clearly defimed and that some
overlapping of ratas is likely %o occur,

vhy do labor markets differ in the extent of dispersion? Douty
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Table 1

Goefficients of Variation of Wage or Salary Mates: Medians and
Ranges for Selsdted Occupations in Mamufacturing
Among Thirteen Iabor Markets, 1959-1960

Lowest Vedian Highast
Gocugation Coafficlent Coefficient Coefficient
Hay punch operators 10.3 15.3 20,7
Typlsts, class B 10.8 1.7 20.9
Stenpgraphers, general 10,k 15.7 2L.5
Carpenters, maintanance 6.6 135 25.4
Electricians, maintenarce 9.2 12.4 16,2
Jachinists, maintenance 5.8 11.8 16.6
&nitors, porters, and cleaners Te7 16.5 31.3
Isborers, material handling 7.8 17.1 31.0
Fackers, shipping 7.7 17.2 32.8
Power truckers, fork 1ift 6.2 13.5 25,0

Source ; Bureau of Iabor Statistica, U. S, Department of Iabor



Douty o

Teble 3

of Vage or Salary Rate Dispersion™ Accounted for by Rate
Wmammlm: Medians and Ranges for
Selected Cccupations in Manufacturing
Among Thirteen Iabor Markets, 1959«1960

Iowest Median Highest

e
Gocupation Proportion Proportion  Proportion
Key punch operators 53 73 ok
Typlsts, class B 69 BL 98
Stenographers, general 43 7h 86
Carpenters, maintenance 76 93 98
Ksctricians, weintenance 80 ol 9
Machinists, meintensnce 78 91 99
&nitors, porters, and cleaners 82 96 98
lsbovers, material handling 81 95 98
Pickers, shipping é2 93 oL
Fower {ruckers, fork 1ift 48 9k - 98

Source: Bureau of labor Statistics, U. S, Department of Iabor,

“is measured by mean of squaved deviatioms of individual establishmant
averages Jrom over-all avermge.
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suggests that the reason is likely to lis in the differences in
industrial composition, supply of labor, and degree of unionization
smong the different areas,

Vhy do interfirm differences contribute less %o total diapersion
in office jobs than elsewhere? T is possible that the market for office
workers may be better organized than for plant workers, though there
is no clear cut evidence on this, Since the employers were the sams
for both groups in this study, it is not likely that the cause liea
on the demand side, However, there may be differences on the supply
side, since business end secretarial schools usually provide their
students with labor markst information, Differences in wage administra~
tion may account for tha leaser influsnce of interfirm differences in
office jobs, Usually, rate ranges are more prevalent among office
personnel than plant personnsl, and where ranges exist for both groups,
the range is generally wider for office workers. Furthermore, advancement
within the vange is usually less automatic for office workers than for
plant employees.

The role of collective bargaining in manual wage dispersion is
not clear, In gemeral, the policy of standard rates would tend %o
redncs differemtials between firms in the sams product market, But
since the product market is gecerally wider than the labor market,
interfirm differentials may be increased, although both unlon policy
and union strength vary corsidersbly in this respect.

The crucial questions for further investigation are why
occupational wage dispersion tends to be relatively greater in some
labor markets,and some occupations, than others, and why there are
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such significant differences in ¢he extent of the contributions of
irterfirm and intrefirm variations to the total. More attention nseds
to be given to differences in productiveness among workers; perhaps
Yoo much stress has hitherto been placed on imperfections of the markst
and unionism.



Richard Perlmen, "Force Widening Occupational Wage Differentials.” Review
of Economics and Statistics, Mey 1958.
Thie paper presents a beretical view: that the current tendency ies

for a stabilized differential and the future trend toward s widening differential.
Statistical Studies. Kamninen's anelysis® seemed to show an accelsrating

rate of compression of differentials, since hie figure for the average skilled
wage in memufecturing was 137 per cent of the unskilled average for 1952-53,
wheress Ober's figure for 195-4T was 155 per cent, itself a decline from 205
per cent in 190T.2 However, the deta and methods of the btwo studies differed.
Perlman adjusted Kanninen's data to Cher's method and the result was an index
of 145 instead of 137. (While Ober's data referred to all crafts, Kaminen
used only maintenance jobs; in textiles, for example, loom fixers eaan more
than skilled maintenance men, and therefore even the sdjusted index is probably
on the low side.

Recent Trends. From 1953-56 there was no apprecisble difference in the
increases of skilled and unskilled. Tn 17 lsbor market areas, the 1955 index
for gkilled meintensnce workers (Kasnminen's group) stood at 109.3, with 1953 -
100; the index for unskilled plant workers wes 110.5.7 This stability contimued
into 1956, vmmmmawmdnﬁ.lmmwus.éu in

1. "Occupational Wege Relatiouships in Msmufacturing,"” Monthly Labor
Review, November, 1953, p. 11T1.

2. "Oceupational Wage Differentials, 1907-1947," Monthly Labor Review,
Agnst 1948, p. 127.

3. "Area Wage Trends for Selscted Occupational Groups,” Momthly Labo
Review, November 1955, p. 1249. Simple averages were taken.

4. "EBornings and Wage Differentisls in 17 Labor Markets, 1955-56,"
Monthly ILabor Bavieu, September 1956, p. 10k1.



fact by eliminating Atlanta, Ca., (where the unskilled index jumped from 107.9
in 1955 to 122.6 in 1956, largely because of a rise in the statutory minimmm
vage in that year), the date show a slightly greeter increase for skilled workers.

Tn short, there was a slight narrowing of the differential fram 1945-47
(Ober: 155) to 1952-53 (adjusted Kenninen index: 145). And since 1953 the
differential has remained constant.

Widening Forces. Differentials widen during depressions, when unemployment
is more gevere among the unskilled, tut they also widen during full employment.
The shortege of unskilled workers has been widely noted, but less bas been said
about the concurrent shortage of skilled lsbor. The only immediste source of
supply of additional skilled labor comes from the ranks below; training takes
time. The source of supply of unskilled labor under full employment is larger.
There 1s o temptation to consider the supply of umskilled labor inelastic (as
Reder does), but it is more elastic then the supply of skilled lsbor: egricultural
vorkers are a source of supply for industry; and there are other groups -~ women,
handicapped, ete. -- who make for flexibility in the size of the work force,
entering & tight lebor market mostly in unskilled Jobs. The extent to vhich
the work force, apart from population growth, has adjusted its size to the covntry's
euployment needs, is indicated by the figures:

Labor force as a
percentage of population
1k yeers and over
1929
1980
1550
1322 (est.)

(=]
¢
BUBRINY
mNWwEFa o
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Theory: lLabor Supply. At first sight it eppears inconsistent to claim
that differentials wilden under conditions both of depression aund of full employment.
The explanetion is that the supply curve for skilled labor is more elastic
than for unskilled under low-wage low-employment conditions =-- because of the
opportunity of movement down the ladder of skill -~ and less elastic under
conditions of full employment.

Demand Consilderations. Much has been said on the leveling effects of
machinery on the premium for skill. It is argued that more and better machines
have reduced the responsibilities and difficulties of skillsd work. On the other
k=nd, it has elso been argued that supporting machinery bas mode the unskilled
Janitor more productive; it is 1llogical to give credit to the machine vhen
it sids a skilled worker and to credit the umskilled worker when he is aided
by B machine.

That machines have made skilled work easier has obscursd the fact that our
changing technology has required relatively more skilled than unskilled workers.
From 1940 to 1950, the proportion of skilled workers rose from 11.7 to 13.8
per cent of the vork force, end the unskilled fell from 14.T to 7.8 per ceat
(U, S, Department of Labor, The American Workers' Pact Book, 1956, p. 20).

Tals indicates a distinet change in the skill mix of the work force.

Automation requires a highly trained, akilled force of maintenance workers;
even though the gkill needs for operators in the sutomatic processes will decline,
the more significant influence will be the increased need for maintenance
craftomen.

Igternstious) Examples. The relative strength of marrowing forces
{growth of education, egaliterian sentiment, inflation) and widening forces



(advanced techuology and full employment or mass unemployment) can be estimated
in other countries.

Differentials are extremely narzrov in France and Italy where egalitarian
gentiment is strong, inflation hes been severe, and mass education has exceeded
the pace of industrislization. Differentials sre wide in Canada and the
United States, vhere the reverse situstion prevails. The Scandinavian countries
1ie between these extremes; in periods of price stability, the widening influence
of advances in industrialization has been fell on differentials there. When
egalitarian sentiments have proceeded too far, economic forees have erupted in
the wage glide.

Conclusion. The downward movement of the gkill differentisl has helted;
the future trend will probably be in the direction of a higher differential.

The strongest naxrroving force, inflation, will probebly be contained.
Further mechanization in a full employment economy will incresse the demand for
skilled labor. As the skilled proportion of the work force increagea, the
ranks of the unskilled will be filled by transients, the very young and the very
old, handicspped workers -- mostly wiorganized, and weak in bargaining power.

Thns the question is not whether the differential will remain wide
enough to iaduce vorkers to acquire skills but, essuming stable prices and an
expanding economy, whether egslitarisn messures will be taken outside the
framevork of market forces to limit the widening of the differential.
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Joseph W. Bloch, "Regions) ‘age Differentials: 1907<L6,"

Monthly Iabor Review, April, 1948.

From studiss of average hourly sarnings in menufacturing
occupstions thoughout the country in 1907, 1919, 1231=32, and 194647,
the Bureau of Jabor Statistics analyzed the long=term movement in
wage differentials among the four regions (South, Mar West, Midwest,
and Northeast) of the country. For each period, the hourly exrnings
of workers of roughly equivalent skill levels, doing essentinlly the
same type of work in the same industries, were compared, Such a
comparison is not significanily influenced Ly reglonsl differences
in industriel structure, nor by interregicnal shifts in industry
or lsbor.

The persistence of lower wage levels in the South, long
considered the cors of the regional wage problem, has influenced thas
patrern of industry location and labor mipration. Over the LD-year
pericd covered by this study, the relative wage position of the Souvth
showed no progressive lmprovement .which might be attributed to longstarm
forces affecting the ind:.zstxw and.popuhtim of the South.

However, as Table 1 indicstes, over the perioed 1919 to L9L5-L6,
differentials first widened, thsn returmed to their former level, The
reasens for the decline are more difficult to determine than for the
mbsequent improvemsnt betwesn 1931-2 and 1945=li6. Because of the
relatively lower wages in the South, this reglon wms undonbtedly affected
to a greater proportionate extent than others by the Mational Recovery

Act codes, the Falr Iabor Standards Act, and other Federsl wage
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TABLE 1

Median Regional Differences in Cccupational Wage Rates in
Menufacturing Industries, by Skill and Sex, Selected Feriods

(Wge rates for corresponding occupations in ths Northeast = 100)

Medien relation to Northeast
(in percent)

Occupational cetegory and period
Middle Far
South West Wast

A1l occupations:

1907 86 100 130

1919 87 91 115

1931=32 Th 97 113

19L5=U6 85 101 115
Ments ocoupations:

1907 88 100 131

1919 88 98 117

1931=32 Th 97 11k

19L:5=l6 8L 102 15
Men®s skilled ocoupations:

1907 93 99 13

1919 ; 95 98 {1

1931=32 83 o6 1

19L5=L6 91 1ol 113
Women's occupations:

1507 (1) (1) g%;

1919 81 92

1931=32 73 () 1)

19k5-46 87 98 1

Lnober of cocupations coversd too small to justify selection of mediun.
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legislation: by the spread of unionization:; and by the Tull employ-
mant of the war years.

The median relationships also indice%e that the relative waps
advantage of the skilled over the semiskillsd and unskilled was grezfer
in the Bouth than in other ragions. Also, in conmtrast with the situation
of men workers, the wage position of women in the South relative to the
Northeast appeared to ba substantially better in 1945=h6 than during
tho earlier periods studied.

The Fer West, and particularly the Pacific Coast, haz long
been & high~wage region, The relative status of the Rar West declined
between 1907 and the eerly 15207s but, from that time until the present,
it has retained an appreciable advantage over the rest of ths country.
This long=term stability bears out the conclusion that the growth of
Industry and the beavy immigration of population that have characterised
tha development of the Far West during the past three decades have not
created an lmpetus towards equalization of wage rates between the Far
Weet and the rest of the country.

The major comcluslon of this study is that there doee not appesr
tc be any long-term pressure to reduce regional wage diffeventials,
Yoreover, there was no significant change in the ranking of tha four
regions. Th the absence of strong coumterforces, regiomal differences
tend €0 be self-perpestuating becausa of despendence upon local conditions
in estsblishing job rates, This contrasts sherply with the pricing
policies of industrial establishments competing in reglonal or nstional

markats.



Martin Segal, "Regional Wage Differences in Manufacturing in the Postwar
Pericd," Review of Economice snd Statistics, May, 1961.

This paper examinss tbe changse in the regionel wege differsnces in
manufacturing for the period 1947-54, end considers the mejor fastors
respongible for these changes. The date used are avarage hourly sarnings in
193 industries, employing 56.5 per cent of all manufacturing woriers. The
study exsmines only relatiw regional wege differentiales.

Table 1 indicates the extent of wage differsmtiation for the industries
in the sample.

The slight narvowing of regional vage differentials esppears Lo be
consistent vith the movemsnt of workers that ocourred. Between 1945-5L4, the
South experienced a ret outmigration of more than 1,300,000 peopls. The
West geined subetentisl mwmbers of new workers, and the South and the West
expended their menufacturing employmsnt at a rate faster than the Horth
Central or the HNortheast.

Bince "patural market" influsnces (demand and supply relations)
tended only moderately to narrov regional wags differences in 1947-54, any
markesd influsoce by collective bargaining on the geographic vage struciure
shouid be viaible in differonces between the wege bebavior of the local
mavket end the malti-plant firm sectors. (Wege policies evolved under
collective bargaining might of course reflect not only unions’ but managements®
preference for wmiformity.) Both the incentive and the ability of unions
%o impose greater geographical uniformity might be expected to be weakest
in those industries vith predominantly local employers facing local product-



TAELE 1

Medlan Regional Differences In
Aversge Hourly Esrnings of 193 muu, 1947-54

{Barnings for corresponding industries in the Horiheast=100)

Reglon 947 g5k
Hortheant 100.0 100.0
Horth Central 99.1 101.%
South 81.3 82.7

West 108.5 106.7
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market competition. Also, local unlons would tend to have more autonomy
in thess industries, and union strength would probably differ sharply
from locality to locality. These conditions might well induce e widening
of geographic differentials,

At the other extreme are the industries dominated by multi-plant
firms opsrating cn a national ecale. Rere, collective bargaining, with
stronger and more centralized unicns, might be expscted to contribuie to the
narroving of wege differentials, In between would be the nationsl market
esctor, vhere at least soms firms compete in national markete, and where
the tendency of unions would be to reduce regional differentials but with
verying succese depending on the pature and extent of the product mariet.

Table 2 presants data on the movement of reglonal earmings differentials
for the categories indicsted.

The significent difference’ in the movement of differentials betwesn
the local market and multi-plent firm sectorz camnot be explaived hy the
funetioning of a "natural markst." The only reasonsble explanation is thet
unicn end mensgemsnt policiee exerted a differing impact on wege diffeventials.

The nationsl market sector had a tendsncy toward convergence that wss
stropger than the local or regiopal group but weaker than the multi-plant
frim ssctor. This wvas predictable.

The author concluded that while collective bargaining smerted o

1. Aeccording to the Chi-square test, the cheaces ere lees than
3 out of 100 that this difference was a result of rendom factors.
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TABLE 2

Harrowing snd Widening of Regional Earnings Differences
in 193 Industries, 1947-54

Differences Harrowed Differences Wideped
Category TFotal tliumber  Per Cent of Humber — Per Oent of
Humbsz Sample Sampls

All industries 193 112 58.0 81 2.0
Locel or regiomal

market industries 36 15 k2.0 21 58,0
Malti-plant £irm

industries 30 a1 T0:0 Q9 30.0

industries 27 76 60.0 51 koo
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distinct influence on regional wage differentiels, its influence varied
grestly, in extent and direction, eamong the different sectors. Ccollectivs
bargaining fell far ghort, even in a period of full employment, of
producing a comprehsnsiwe tendency toward reduction of regiomal
differentials. In the sbsence of complete and wniform unionization, the
eritical fectore in regicnal wage differences appear to be the extsal of
the product market and the structure of firms predominating in the industry.



John V. Van Bickle, "Regional Economic Adjustments: The Role of (sogra-
phical Wage Differentials," American Economic Revlew, May, 195i.

The problem of regional asdjustments within the United States in
similar to the problems of adjustments between countries. WYorkers probably
move more freely from one part to ancther of the extensive terxdtories of
the U.5. than they do within the smaller territories of other nationel
gtates. Capital 1s extremely fluid in the U.S., owlng to highly developed
public and privete financial institutions. Nopnetheless, interregicnal
labor mobility is so eluggish compered to such cepital movements that we
are justified in basing our concept of econcmic regions on labor mavieth
areas. A region is a consolidated area within which the resources on
which the population must deperd result in a pattern of factoral rewnide
wvhich sets it off firom adjacent areas.

Agriculture, the single most important industry iu the South,
imposes a distinct pattern of wamges throughout the srea. Firms using
unsikilied labor need only offer enough to attract men from the pearby
ferme. On the other hand, skilled labor is relatively scarce. This
condition produces the greater differenmtials in the wage structwre of
the South yelstive to the wbanized, industrielized North.

In & market ecopomy, the structure of wage differeptigls perforus
the important funetion of providing businessmen with one of the signais
they need in waking locational decisions. A Punction of competitive
market prices 1z to induce the transfer of productive activities to loce-
tlons where the pattern of costs is such that they can be carried on
profitably.

Until recently, the actual geogrsphicel pattern of wages was in
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rough conformity with the pattern that traditional ecowomic theory postu-
lated. Such a pattern induces wvorkers to move to regions where tbeir
marginal productivities are higher. BSecondly, it providee capital the
inducement to move vhere ite marginel productivity 1= higher becmuse of
the ability to meke use of particular types of labor. Amy general Tist
geographicel equalization of monsy wage rates for comparable jobe would
destroy this essential part of the price mechaniem; the prospects of
reelizing a pattern of reglonal specializastion based on comparative
advantage could not be realized; centrelizing forces in the eccnomy
would be strengtbeped.

Pig business is, on balance, highly competitive; it respects ths
patural geogrephical pattern of wages, plans its operations on the basis
of the existing patterm, end in the process brings about interregicnal
movenents of factors that modify the pattern in the direction of greater
geographicel wvage uniformities for compsrable Jobs.

The same camnot be sald of our great national trade unions. Tne
labor leader, as opposed to the busivessman, seeks to eliminate wage
differentinols. These unione are not subject to the same degree of cou-
petition as are the menagements of corporations.

Tharefore, the following recommendations are mede:

1. The federal govermment ahould cease to use federal aid for the
purpose of reglonal equalization; ‘% should also cesse to impose unnatural
vege patierns on low-income states; what these states lose In federsl aid,
they will recoup In increased ability to attract capital.

2. The Valsh-Healey' and Fair Labor Standards Acts® should be
repealed, The former ig not belng administered in accord with the origiral
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intent and the latter has been rendiered innocuous by inflation.

3. The problem of definirg the wights apd duties of trade unions
ghould be returned to the states, leaving to the federal govermment the
task of enforcing the antitrust laws impartially ageinst business end labor.

e e —

1. Establishes minimm standards for work done under govermment
contract.

2. Includes minimum wage provision for employment in "interstate
comserce," which also covers manufacturing industries.



R. Bunting, L. Ashby and P. Prosper, Jr., "Labor Mobility in Three
Southean States,” Industriel and Lebor Relations Review,

Aml, 1%1 .

This article reports some of the results of a study of lsbor
mobility in Georgila, North Cercolina, and South Carolina in 1953. The
besic data, for a sample of over 30,000 workers, rvepresenting a popula-
tion in excess of three million, were obtained from the BPureau of 0ld-
Age apd Survivors Insurance. OASI date are relisble sources of informa-
tion on worker mobility, although (a) spproximetely 21 per cent of
nomilitary employment was not covered by OASDI in 1953; and (b) uze of
{=ne data leads to the inclusion of dual job holders, aod workers vhose
firme experienced & change in ownership, as "mobile" workers.

Teble 1 shows the mmber of worksrs in the various classes who
had at least two employers during 1953, expressed as a percentage of the
total mmber of workers in each class. The percentages in Teble 1 range
from & low of 14.6 to a high of 49.5. (learly, the level of mobility
varies within sge, rece, and sex classes. The data seem to support the
findings of previous studies: that Begroes tend to be more mobile than
non-Negroes, that males tend to be more mobile then females, and that
"young" workers tend to be more mobile then "0ld" workers.

Table 2 is designed tc facilitate an investigation of each of
thess relationships separstely. It shows & new phepomenocn, i.e., that
Fegro females ere less mobile than non-Negro females, about 11 per cent
less.

These findings suggest more particularized hypotheses with regard
to the effect of distance on the age-sex-race composition of mobility:
a8 distance moved increases, the reilo of young workers to old workers,
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TABLE 1

Mobility Percentsges of Workers in North Carolina,
South Carolina, and Georgla, 1953, by Age,
Sex, and Race.2

Mobilsty® Percentages®

ggcd snd sex Total Begro Non-Negro
A1 workers 29.3 34.6 21.6
less than 30 36.0 k2.8 33.9
30 ard over 2h.9 29.3 23.k
Males 34.3 .7 31.6
less than 30 .8 49.5 38.7
30 and over 29.8 36.4 27.5
Temales 20.8 16.9 21.3
less than 30 271.4 26.4 1.6
30 end over 15.8 1.6 16.2

SThe workers to whom the data in this teble spply are those who
ere in ths Buresu of Old-Age and Survivors Insurance 1 percent continuocus
vwork history esmple and whose first or last covered employers were
located in the three-state avea in 1953. "State-wide" workers are included.

bj.mbﬂcuuﬂarhouﬂ:ohnﬂ.hnormmnﬂmlmin 1953.

“Mobility percentsges are computed by dividing the total number of
workers in the classs into the number of mobile workers in that class.

dmhe clase "30 and over” includes & emall mmber of workers whose
ages were not known. The division between age groups at 30, though
reasonable a5 & patural mobility brealking point {in the light of other
empirical findingd, is essentially arbitrary.
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the ratio of males to females, aund the ratio of Negro males to non-Negro
males all increases;} but the ratio of Negro femeles to non-Negro femalec
doas not incresse. To test these hypotheses, moblle workers were broken
into three groups: short, intermedimte, end loog distance moved (Table 7).

In geperal, the data support these hypotheses, but alao indicate
‘the presence of mobility determinants other thaen age, sex, and race. The
one which would appesxr to be the most likely explanation of the age and
rece deviations i1s what might be called the education-skill-occupation
complex: the market for more highly quelified workers is less restricted
spatially and the supply of such workers is essentially heavily weighted
with older male non-Negroes.




Robert L. Bunting, "A Test of the Theory of Geographic Mobility," Industrisl

and Iabor Relations Review, October 1961.

The ability of wage differentials to perform the fumction of
alloesting labor supplies, as posited by conventional econcmic theory, ia
the central issue of recent research on labor motility. Most mobility
studies, however, have taken the local labor market as the framework for
study and analysis of intexrfirs, interindustry, or interoccupationsl
movements of vworkers. Thuis article is concerped with rurel-urban and
interregionsal worker movements with respect to sppropriate differences
in money wages. The results tend to support the hypothesis that the flow
of workers In movement are typicelly from areas of low net advantags o
areasn of high net sdvantage, os measured by income differentisls.

The ares chogen for study was the so-called "Urban Crescent,”
comprised of 10 contiguous counties in Central North Caroline and Northern
South Carolipa. OASDI data were consulted for 1953 to determine nel wovements
from ruval to urban areas and from southern low wage to other high wege
arpas. The differentials in existence at the time were as follows (mesn
quarterly ineome): -

Metropolitan Areas Non-Metropolitan Areas
to. Carolina $ 710.00 $ 615.00
So. Carolina T92.00 .00
Ceorgia T32.00 5h8.00
Three-State Area 736.00 594.00

Comparing the average quarterly vages ol the three-state erea as
e wh.le with the comparable figures for the sation at large, the same
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source showed the following:
North Caroline, Scuth Carolina and Georgis $6sk .00
United States 851.00

Findings:

labor movement within the "local” ares was consistent with the
predictions of the theory -- each of the county groupings containing
metropolitan areas gained workers from the areas surrounding it; those
groupings containing no metropolitan areas lost to the metropolitan groups.
A1l pon-metropolitan county groups were pet losers of workers; two of the
three metropolitan groups were net gainers (the third vas a pet loser due,
apparently, to the completion of a large Atomic Energy Commission construction
project).

The interregional movements verified the South to Worth migration.

The use of OASI data meant tha: only those workers vho hed been
covered by the program on at least two Joba during 1953 could be included
in the 1 per cent sample; since many agricultursl workers are not covered,
the migration with respect to rural-urban and South-North was understated.



Jegse W, Markham, "Some Comments upon the North-South Differential t
Southern Economic Journmal, Jamuary, 1950.

In @ recent article (SEJ, Oot., 19UB) Professors Sufrin, Swiryard,
and Stephenson attempted to account for the North=South annual-earnings
differential by analyzing this variable in terms of phenomena which
characterize the two regions. They concluded that the differential is
a product of two factors: (1) size of capital investment in the merket,
and (2) produotivity of labor. This paper examines the validity of the
conclusions and offers an altemtiv;'e explanation.

The difference in sige of capital investment in urban centers
between the two reglons is due to the difference in the nature of the
investment. This distinction is extremely important, Most economista
who have studied the South would agree that personal incomes in that
region will be increased not so much by sttracting further investment
in industries already concentrated in the Sowuth, btut by attracting
industries of an entirely differsnt nature,.

To indicate the relationship between industrisl structure and
earnings, the percentage of Southern workers employed in the 1% major
industrial classifications was plotted against the anmal incoms received
per wege earnexr in the respective clasaificetions. The resuli wes 2
coefficient of correlation of =,554 == the lower the proportion of total
workers in the South, the higher was total income., (Sse also Tabls 1.)

Froductivity differences are no doubt an important factor but
this is not proved by using statistics of ™alue added by menufacture’
since wages and salaries account for over 50 per cent of this figure, k
Hence, the statistical operation merely correlates one varisble A, with
another varisble A + B,
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Téble 1

Fer Cent of North-South Isbor Force in the South and Average Anmual
Income by Major mhdustrial Group, 1939

Total HNorthe

South Iabor Average
Force (000 Fer Cent Annual

Industrial Group outtted) in South  lage
Food and kimdred producte 965 24.6 31,110
Tobacco manufactures 106 6.5 783
Textile mill products 1,155 Dl 839
Apparel, ets. 752 150 871
Inmbayr and timber basic products 439 734 B4l
Furniture and finished lumber products 331 31.0 936
Faper and allied products 306 16.7 1,171
Printin;, publishing, and allied products 565 18.6 1,521
Chemic.1s and allied products k17 33.8 1,241
Produsts of petroleum and coal 175 38.8 1,648
Rubber goods 148 6.7 1,337
leather and leather products 359 8l 898
Stone, clay, and glass products 313 23.3 1,6
T.on and steel and their products except machinery 1,212 12.4 1,359
donferrous metals end their products 250 10.6 1,308
Electrical machinery 365 3.6 1,309
Mechinery (except electrical) 665 7.1k 1,h31
Automobiles and automobile ecuipment 560 3.2 1,620
Transportatlon equipment (except automobiles) Box 9.4 1,523

Source: 1939 Census of Manufacturss, 1. S. of the Census



Wilfred H. Croock, "Recenmt Developments in the North-South Weme Differen-
tial," Industxial and Isbor Relations Review, October, 1952.

This study analyzes the North-South wage differentisl in the textile
ipdustry. The differential has decreased consistently over time: in 1000
it stood at 50 per cemt; in 1920 at 25 per cemb; and in 1945 the Sowthern
wage in the cotton textile industry was only 14 per cent below thet of
the Rorth. The importance of the industry in the South is indicated by
the fact that it accounted for over 50 per cent of all manufacturing
workers in 1940 throughout the Southeast (Ala., Fla., Ga., Miss., W.C.,
§.C., and Tenn.). AB & result, the South's share of the nation's mami-
facturing payroll wes 1l per cent in 1940, although the South had 18 per
cent of the nationsl work foree.

The South bhas long bad a surplus of labor as a result of a higher
rate of population growth than the rest of the country. In addition, ferm
machanizstion has added and continues to add to the surplus of labor. In
confirast, the North has long experienced difficulty in finding an adeguate
oupply of labor for its textile mills. One migrant stream after another
has been tapped for iis labor resources. In the North, industries competing
for labor with the textile mills are, with Pfew exceptions, high-wage indus-
tries. Also, the degree of wmionization is much greater in the North.

Recent developments in the Sowuth lend support to the hypothesis
that the long-term trend is toward the reduction or sbolition of the
differential. In 1951, the South's expanding economy aversged one nevw
miltimillion-doller industrial plant every working dsy. For the first
tmme'mmum,mm-mlmmgmmsmm.

The wage levels of these industries are far above the best Southern
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textile rates. Also, unionization of Southern textile milis is rapidly
progressing. All of these factors point to a comtinuous dimimution of
the Horth-Scuth wage differential in the textile industry.



Seymour F. Harrds, "Interregional Cospetition: With Fartieulsr Reference
to North-South Competition,” Awaricsn Economic Review, Mey, 135!

In classical =conomlcs, it is pssumed that a country or region
which suffars a competitive deterioration adjusts to the situation as
its balance of trade becomes adverse. In fact, the expected inter-
regioral edjustments do not occur; or do so only after costly delays,
for the following ressons: (1) unlons create wage rigldities; (2)
govermment spending, tax aod teriff policies mmy add to the burden on
the deteriorated region; (3) lebor does not move easily; (%) artificis?
restrictions on imports are not aveilable to the extent that they are
in interastional trade.

When classical economice assumes that prices and coste would
rine in the regions wheye exports ere rapidly rising, it fails to allow
sﬂﬁﬁa&hfw&emtmhwm&mlyofmkﬂldmmwe
farms. This constent movement from the farms tends to depress wage
retes and prices in the South and delsys adjustments.

Despite the cbstacles, there is evidence thal adjustments are
slowly being made. Thus, although New HEngland was at ope time & high-
wege area, thie is no longer true. The effect of the continued pressurs
on ber balance of payments has been = tendency for New England to
become & lov-wnge crea. In 1950, national sverage hourly earningu in
mmnsﬁﬁm$l.hﬁasm1dﬂth $1.38 in Yew England. It is
generally assumed that the older industrial region yields 1ts industries
to newer rivals, and then moves on iiself to more edvanced induatriss.
Bubt it is not always clear that the movement is in the right direction.
Hew Fngland's gains have been in part in the pewer industries, but



frequently at wage rates below the national aversge for those industries.
From 1919 to 1947, Hew England added 162,000 jobs in the 10 memufacturing
industries growing most rapidly, which constituted sbout k& per cent of
the additional jobs in these ipdustries in the nation, a propartion much
below the region's 9-10 per cent of all mamifacturing jobs in the economy.
A weighted average of weges in 1950 in three wesk, soft industries 2od
in eight strong, growing induetries yielded the folliowing figures for
lew England: $1.20 in the week industries or 106 per cemt relative to
U.5. wages; and $1.49 in the strong industries or 94 pexr cent of the
national average.



Lioyd Seville, "Essnings of Okilled snd Unskilled Vorkers in New Fngland
and the South," Journsl of Politieal Economy, Oactober, 1954.

The traditional wviev that wsges paild ia the South are lower Bhan
in the Forth may need revision. Recent changes in several industsries have
brought average stralght-time hourly earnings of skilled workers in the
Sounthesst sbove the wages of comparable workers in Rew Englend. On an
overall besis, wages ere still higher in the NHorth, but not in every
industry or in every skill.

The study s divided irto two paris: a detailed examination of
representative office and production occupations in Tive industries
(cotton textiles, woolen textiles, industrial chemlesls, hosiery, and
electric snd gas utilities), and & general investigation of 3L industydes.

Table 1 is a summery of wage conditions, and Teble 2 of supple-
pentary wage peyments, hours, snd fringe benefite, for the selectsd cccou.
pations in the five imdustries.

In the cotton and woolen textile industries differentials increaseed
for moet occupations from 1945-U8 to 1951-52. Howewer, women office
workers' earnings were higher for both periods in the Southeest.

In the hosiery ipdustry, a2ll production occcupations showed higher
earnings in the Southeast. However, only 2} per cent of the industry i
located in the Northeast while 63 per cent 1s loeated in the Southeast.

Only 5 pexr cent of the total netional production in the Industrial
chemical industry occurs in the two regions. Although differentiasle were
generally higher in the Horthesst for the two periods, they declined in
every instance.

In 1986.48, aversge wages in the electric and gas utilities industry



Saville 2

were generally higher in the Northeast; in 1951-52 the reverse was true.
The reversal was mostly due to the relatively greater expansion of the
electrical utility Industry In the Scutheast.

Table 2 indicates that, among production workers, supplements to
wmges, hours, and fringe benefits are more favorable in the Northeast,
with the single exception of Christmas or year-end bonuses, which are
traditional in the South.

Table 5 indicates that, from 1946-k8 to 1951-52, in all the
industries except hosiery, there has been some egqualization of geogrs-
phical differentials smong skilled workers. It thus appears that skiil
tends f0 reduce or eliminete occupational wage differentials aspgalnat ths
Southeast.

Apalysis of the 31 inpdustries was made by selecting one siilled
and one unsitilled cceupation from each industry in a predetesrmined
preferentisl sequence. Proportionate geographic differentisls in mean
hourly earnings for unskilled workers in 84 per cent of the industries
were substantially higher then for skilled workers. In the skilled
categories, 20 per cent of the industries showed higher mesn wages in
the Southeast. These included durable and nopdureble industries ond
even some service trades. Unskilled differesctials are more influsnced
by reglonal location then by industrial affilistion. These comparisons
tend to support the bhypothesis that the mean eaynings of skilled worke s
behave differently than those of the unskilled.

In conclusion, the regicnal weage differential for unskilled work
hes increased over the period. The much wider use of escalstor clauses

in the Northeast is an important cause of the increased differential.
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Wages of offfce and skilied oecupations im the Southeast have advanced,
relative r: the Northeast, so that differerntials have narrowed, and,
in meny :mses, dissppesred.



Victor R. Machs and Aichaxrd Perlman,"Recent Trends in Southern Wage
Differentisle,” Review of Econcmics snd Statisuics, August 1950.

A high birth rate, & declining demand for labor in agriculturs and
poor educational facilities have traditionselly provided the Sguth with a
large supply of untoained labor for manufactiring industries. ‘fhese cordi-
tions suggest the following hypotheses:

1. Aversge veges in manufacturing will be relatively low in the
South becanse the Industrial structure will tend %o be heavily
weighted with low-wege, low-skill industries.

2. Becsuse lsbor and capital are not perfectly mobile, Southarn
weges will tend to be lower than elpevhere for equal work.

3. For the same reasons, Southern weges will be particularly
low for vork vreguiring 1ittle skill and training.

k., mormmmmma,mmmom&gmw
in meoufacturing relative to the rest of the U.8.

5. Because the differential is greatest in low.wage industries,
the South should be gaining mwost in those industries sfhifch make
the greatest use of low-uwege labor.

Table 1 presents measures of wage levels in the South relative ©c
the rest of the U.8. for the perdcd 1920-54. The messures in Pavt £
represent sverage anmal esrnings per production worker im the South reis-
tive to hie counterpart in the rest of the nation. The measures in Paxt B
show what the relstive sversge &mmual earninge would have been 1f avery
Southern worker had bean peld st the national rate for his industry. They
indicate the extent to which low Southern wages siye attributable Yo the
preponderance of lov-wage industries in the South. Part C represents
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Fuchs and Perlwnn

TABLE 1

Vinge Levels in the South Relstive to

the Natiopal Average, 1929-5L

i‘:r

1929 1947 1954
A. Relative wage lavel
South Atlentic Region 69.7 79.4 7.1
Sast South Central Beglon 70.9 e T9.1
B. Relative wage level according
to industrisl mix
Sowth Atlantic 81.8 89.0 86.0
Bast Sowth Central 90.0 9.3 9.5
. Stenderdized wege
South Atlaptic 85.2 89.2 8.6
East Bouth Centrel T78.8 83.6 87.5
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measures of relative somwl earnings per worker ai'ter eliminsting the
direct influence of industrial structuze. ‘hey shov uhat the wrelsziive
annual enrnings in the Sclith would have been if the U.S. hed the neme
industrial mix as the South. Thus they are an indleation of the degres
to which wage variations are atiributable to differemtial rates of pay
for similar work.

Amnual emynings in Southern msoufacturing are below the nntlonsd
average. Thie is attributsdble Iin shout equal proportions to & poor
izdustry mix end to relatively low sarnings for similar work.

Median aversge howrly eavnings in 1654 for the 221 industries
used in the study were $1.71. Eighty-six fell within the range $1.90-
1.50. Industries sbove and below this range were called high. and low-
wege industries for the purposes of Teble 2. The measures in Part A
of Table 2 are dervived in the esme mmpner as Part ¢ of Teble 1 but are
confined to ths high-and lovw-wege industries; that is, they measwe the
relative wage level, adjusted for industrisl styucture. This supporkts
the third hypothesis that the South’a worst wege position is in the low-
wage industrles. However, where the date are not weighted by smployment
{Part B) the differences between high-snd lov-wage industries tend to
disappear. On the irdividual industry level, other forces such s
corpery or union wage policy mey be more important in determining the
industry’s interregional wage position than ita position in the wage
structure or its use of a region's scerce or plentiful types of lebor.

Such wege differentisie might be expected to glve an impetus io
the growth of mamufacturing in the South. Teble 3 indicates thet such
was pot the case. However, the relative rate of growth of all mamifacturing
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TAELE 2

Southern Standardized Wagas
High and Low-Woge Industrdes, 1929-54

1929 195%
High Low High Low
A. Standasdized Wages
South Atlentie 87.8 75.9 2.7 81..7
East South Central 8T.7T 69.7 87.1 Tl

B. Stardardized Wages, Unweighted
Houth Atlemtic 85.7 15.8 8.7 87k
East South Central 79.5 73.8 8.1 82.9
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TARIE 3

Relative Gains or Losses in Menufacturing Employmert
Unadjusted for Industriel Structure, by Region

Reglon 1929-54 19475k
Hew England 27.0% <11.0%
Middle Atlantic «11.6 <l.6
South Atlantic 13.3 5.1
East. South Central 13.0 2.9

Pacific Coast 38.6 2k.3
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in an area depends on two Pactars: (1) the rates of growth of epecific
intlustries in the area relative to the national rates of growth; and (2)
the extent to which the industrial structure of the area is weighted with
industries snich, st the natlonal level, are fast or slov-growing.

Teble I shows that the South, on an industry-for-industry besis
bas been meking repid strides.

But Table 5 indicates the degres to shich recent gains in Southern
manufacturing have been in low-wage industries.

Populetion Change
Emigration of labor from the South hes been, at best, a ventraliziug

foree offsetting relatively higher matural population increasses. From
193050, the net population increase wms 24.%4 per cent for the South
compared with a natiopal average of 22.7 per cent. Also, Trom 1930-46,
while the nation lost 9 per cent of its agricultural population, the South
lost only 7 per cent, although relatively more people were leaving
Scuthern farms, because of the high patural rate of growth of iis farm
population.

Even if, in the future, industry moved to the South and labox
migrated out of the area to such a degree that Southern workere received
the same pay &s the rest of the nation for idemtical work, Southern
everage wages vould remain below pational levels because of the predon-
devance of lov-wege industries in the region. Attempts by the Scuth to
alter its industrial mix to conform to the nationsl pattern would tend to
reduce the demand for, and vages of tha, lower-paid workers. Thus,
despite the woge improvement in the industry mix, the direction of the
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TARLE &

Relative Gains or Lossee of Mamfacthoring BEmployment,
Adjusted Tor Industrisl Structure

Reglon 1529-54 194754
New England -19.6% «65.0%
Middle Atlantic -16.2 5.2
South Atlantie 32.6 1.2
¥est South Central 30.1 9.9

Facifie 3.3 9.8




TARLE 5

Median Average Bourly Earmings {U.8. Rete) for 25
Gains and 25 With

Industries with
Loargest Loases (Relutive to U.8.)

1929-5h 1ob7-54
o lokeot  Golss otade O
Fev England $1.83 $1.64 $1.77 $L.73
Middle Atlentic 188 ITT 1.75 1.75
South Atlantic 1.83 1.57 1.71 L.56
Eent South Central 1.58 1.57 1.68 1.91
Pacific 1.70 1.9k 1,70 1,94
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cnange in the sverage wage would be unesrials if wages of the largest
group of workers denlined.

An alterpative solution %o the encouragement of emigratiom of
unrkers or special measures to attract high-wage industries, wouli be
an extensive educationsl effort to raise the level of treining snd
skilla of the Southern labor force.



Lowell E. Gellowsy, "The North-South Wege Differentisl," Review of
Feoncmics and Statistics, Auguet, 1963.

A purely compatitive model of a fector market hes as an end result
an equalization of factor prices throughout the merket. If a regional
wege differsntial sxists, claiming thst the market is imperfect is naxt o
no sxplunstion at all. If it persists, the market is ocbvicusly imperfmct
and berciers to the adjuetuent process must exist. Thus the task 1is ope of
determining which Forces work to sreate differentials. This papsr develops
umpirical tests for ssvearal of the suggested explanations.

consider the Tollowing expression:

(1} W =y By

Ly by

whare W=average wage of e reglon, veaverage howrly wege rate, h=number of

hours woriked, and x and y refer to the particuler regions. This provides an
index for the aversge wage rais of region x relative to region y by weichting
Lhe wage rates of region y by the pumber of howrs worked in the particular
sapicyoant in vegion X, The resulis of this procadure are shown below as a
comperison of wege vates in the Esst South Cendral (ESC) snd South Atlantic
States (885} with those of tbe Middle Atlentic States (MAS) for 1g95h.

The mopopsonintic exploitation argument, that vorkers mecelwe laps
“hen their marginal velus product, can he esmpirically tested by comparing the
Tetion of the wege bill 1o fhe total value added Tor the regiome. Jf
monopsonistic exploitation exists, the folloving coodition must hold:

{2) vg Lg Vn g

._._.6";. == .....{.).;_..
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vhere 5 and n denote South and North, w=money wege rate, L=lsbor input

snd O'=value added by manufacture. This wes dope, industry by industry, %o
reduce differences in types of work, for spproximstely 150 industriel
elagsificetions. The resulits are shown in Teble 2. A positive difference
indicates that equation (2) boids, therefore, supporting the hypothesia.
fowaver, consider the respective standard error of ths mesn and T value:
ESC, .75 end 1.33; 848, .61 and 2.26, These indicate respectively, a

2 1/2 yor cent end an 18 per cent probability that the mean of the
distribution differs from zero as & result of chsace. Theee results raise
doubis as to the validity of the argumeat. However, some employments are
more important in a glven region than others, and it is posaible that the
results would be different if a welghted average wae computed. Thie wac
done. the results arguing more strongly sgeinst the monoponistic exploitation
hypothesis as 2 genaral cause (it may =t111 be quite valid for particuler
industries).

Ancther explanation for differentials would be a relaiive deficiency
of demend for the products of industry as betwsen regions. This argument
could only hold for those indusiries in which there is wery little regionul
specialisetion and, consequently, little interregicnal trade; with trads,
the price would move to an interregionsl eguilibrium with the excess supply
of one region satisfying the excess demand of the other. fTherefore, if the
argument is valid w2 will find greater differwatials in those industries
in which there 1s limited regional specialization, that is, an index would
show an inverse relatiomship between differentials and specialization,
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TABLE 2

Comparison of Ratio of Production Work:ar Wages
To Total ¥alus Added, Middle Atlamtic,
East South Contral, and South Atlestic States,
nited States, 1954

Ratio of production workers®
wegns o total valus added,
Kldadlse Atlantic States, less

retie of production worinrs' Kumber of Industries

wagen to total value added, ==

Rast Eouth Central and Seuth Tast South Centrel South Atisntie

Atlantie States Stat=a Statas
v33.00  =27.01 i 0
=27.00  =-21.01 2 0
-21.,00  ~15.01 b 2
-15.00 - 9,01 T 13
- me - 3!01 21’ 23
- 300 +2.99 53 55
+ 300 +8.99 30 b3
+ 9.00 “'1.“-.99 15 1k
415,00  +20.99 5 4
+21,00 +26.99 3 2
Total 144 156

G0URCE: Cemsus of Monufectures, 1954,
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Labor supply conditions complicata the problam: the mpply,
relative to demsnd, may be greeter in the South; the distribution of the
supply batwesn industries may differ between regions. The first possibility
can be ignored, assuming no interregional differences in the distribution of
the total regional labor supplies, the erfabthﬁ :ihath:rirg Wo:}
diminish the differentials in both iater and intraregional trade sectors,
‘e second possibility would dlstort the correlation epending on the
probebility th:t a relatively low wage industry in one regiocn is a relatively
nigh vage industry in the other. Tsble ] provides some insight into this
probability. The test is applicable with those industries in the middle
columm eliminated.

An index of specialization was constructed by use of the following
m

n
By} JE]_ 1&1 h"-d

m
g ny 4 e
J=1 i=1

expression;
(3) I=

vhere (=index of spaclelization, h-number of man hours worked, and 1 snd =
industey and reglon, respsotively. The indsx assumes po differences in
interragional consumption patterns or marginel phyeical productivity of
lebor, A wvalue greaier than ons indicates specielization, relative to the
petion. The index was then correlated with the wege differential of that
industry, with the following regionmal correlation coefficients resultipg:
ESe, -.1821; SAS, -.2856, The deficiency of demand hypothesis is not
substaontiated.
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The sxcess labor supply argumsnt, as it is normally stated, is
logically wesk. To define excess supply as existing vhen differentisle
=xist and then to explain differentials by the pressnce of excess supply
is elrcular. A better altermative is to dsfine an excess supply in terms
of the relative supply of the other factors of production, for example, =2
relative lack of capital. Ooe eannct really assess the significsnce of the
relntive pupplies of fectors until the regional production functions have
been examdned.

The fourth explanation, that of differeat regional production
fmetions, can be tested. Assuming thet average and marginal productivity
are proportional, an expected wage for southern workers can be computed by
muitipiying their actual value aided per hour by the ratio of northsrn
workers® wages to their value addsd per hour, that is:

) v,

-

wherae w'=expscted vage, w=aciual wage, V=valus added par bhour, and x and y
refsr %o yegions. Table 4 shows date which indicate that vhen the sctus)
wege of southern workers is subtracted from the expected wege and expronsed
mapmw«mmmrm.mmmtm
are rendomly distributed sbout zerc. 7The mean value of theps differentisls,
the standard ervor, end 71 velue are, respactively: ESC = .87, 1.89, .u6;
848 = 1,93, 1,86, 1.04. Thus, the respactive mzans have probebilities of
55 and 30 per cent that they differ from zero by chance. Thus, wage



tlelLosgy / =
TABLE L
Wege Diffsventials After Standerdizing
For Differepces in Aversge Value Productivity,
East South Central and South Atluntic States,
United States, 1954
Reglon .
__ Differentiail. Eest South Contral Houth Atiantic
‘&er -60901. 0 2
~50.00  -40.01 3 3
-h0.00 -20.01 21 22
-20.00 - 0,01 50 63
0.00 +19.,99 s bl
WE0.00  439.99 12 16
+0,00 +59.99 l y
53,00 +79.99 2 1
+80.00 +99.99 0 q
Jotal 138 156

SOURCE: Census of Manufaetwrws, 1954.
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differentiels may result from different regiomel producticn funciions,
Whethar thia 13 the caee depends on whether & reglon is operating co o
airffevent point on the same production function or on anothsr one.
Consider s Cobb-Douglas production functicn snd differentiste wiih
raspect to the lsbor inpwt variable, thus by:

{5} 3% 8 ke %: « Marginsl Physical Produet of Labor

where O=owtput, L and C=lshor and cepltal inpuis, end a js the expouend
of eapital. Combining (5) with the production function, converting texms,
ssoundng that the money wege rate aquals the marginal valus produet of
lsbor, end resrranging terms we hsvey

Wi
() asl-0

Prom this the value of the expoment 2 in the production function man
be determined. It is apperezt that the resuvits of this vest will
parellel the monopsoaistic test because of the comwon elsment {cf. =a. (2))
The differences in the values for a, for eech region by industyy, vill bs
repdomly distributed sbout zero, This argues for similar productican
functions. However, this test asmumees an sbssnce of monopsonistic
mmm,mmnmmmwm:Hth°
tiis eircularity reveals that both hypotheses could bs valid or imvslid,
the weight of probability lying with the latter.

Ths "excess" labor supply argursnt, restated in terms of fantor
isbalance, appsars to be the most valid; that is, the capital-labor ratio

of the South is lower. Ths key to determining changes in regional vags
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ratas is then the relatiocnship betwwen the parcentagu changes in ozpital
and labor inputs. To reduce tiw wege differential, the differsnlisl between
the two percentage changes would have to be sufficiently lerge %o offset
the existing C/L ratio. Or, symbolicelly, where /) Rethe differemce betveen

N & Re 'E:\} 4 Ry (%:)
the percentsge changes inm capitsl and lsbor inputs. Solving for e im ag. (6)
to obtain estimates of capital stock by industry for 1954 and combining with
expenditures on new capital stock through 1957 resultsd in the data of
Tebls S These date indicate that over this pericd copnditions were suwch as
%0 favor a reduction of the Norih-Souith wege éifferentisl. The pericd is
very brief, admittedly, but ie indicatlve of the development of conditions
which will serve to eliminste tha differential in time.
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L. Esrl Lewis, "City Comparisons of Wege Levels and Skill Differentiais.”
Honthly Isbor Review, June, 1952.

The earnings data used in this study were compiled by the Bureau
of Labor Statistics In 1951 for 1) clities. There was substantiel regionsl
variation, with wages generally highest on the West Coast and lowsst in
the South. Intereity wege differentiale for comparable work wer= lecs
pronounced for skilled than unskilled workers. Available evidencs indi-
cates a definite long-term reduction in sklll differentials. Intercity
wage relationships ere shown in Tmbls 1.

Differences in the cost of living ere often advanced as & reason
for regional vage differentials. Teble 2 indicates thst little correlie-
tion existe betueen wages and the cost of living in the 11 cities.
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‘ABLE 2

Indexes of Aversge Earnings" for Selected Office
and Indirect Manual-type Occopations in 11
Cities, Jamary-june 1951, asd of Total
Cost of City Worker's Family Budget,
October 1951

[Bew York City-100]

1

Esrnings
Cost of
Indivect eity work-
Office manual ez-_‘ 8 i‘amély

city {2k jobs) (22 jobe) tudget
Alante 0 75 106
Ealtimore 80 84 103
Hoston 87 90 103
Bridgeport 98 93 —es?
Caicago 102 101 102
Dallas » 6 =
Dayton 106 100 Bt
Deaver 90 8k 103
New York City 100 100 100
FPortland (Oreg.) 101 105 102
San Francisco-Oskland 108 109 1.0k

1. Ezcludes premium pay for overtime and night work.
2. ¥or informetion on the cost and content of the eity vorker's Temily

hﬂg!f- m% Labor Review, February 1948 (pp. 131-170).



W. Coldner, "Iabor Mariet Factors and Skill Differentials in fage Rates,®
Industrie) Relations Research Asscclation, Proceedings, 1557.

Goldner chose the standard metropolitan region as his definition
of a labor market in order to secure comparable scomomic units. A
metropoliten region is characterized by its thres components - 4ie
metropolis, surrounding suburba, and rural hinterlands == interacting
45 an economic unit.

(oldner chose %o use absolute wage differemtials rather than
relative differentials for two reasons, First, since he used cross-
gsection data, there was no need 1o deflate the money wages serisu: and
he ettributed little importance to the possible effects of money illusion
on wage variation. OSecondly, absolute differentials did not seesm %c be
associated with area wage levels whereas relative differentials ware
inversely related to area wage levels. Following the principle tonat
methodology and data transformations should have neutral effects on
tha analysis, Goldner chose to uss the absolute differentials,

The data were draur from thirty-nine laboremarket surveys done
by the Burean of Iabor Statistics in 1951-52. Comparsbility of the data
was enhanced by the use of occupstionally standardized wage wate averages.
Further comparability was assured because the information on unicniszstion

wae derived from the same sources.

Hesults
The following regression was estimated from the data:
We 19,36 + .skzl = 1.0022; » ,2824 + ,212), (L)
Re = .80
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where :

W 4is the SMA (standard metropolitan area) wage level in cents par hour,
2, 1s the proportion of workers covered by union contract.
% 18 the log of the SMA population

2273 is the proportion of SMA employment in durable goods manufacturing,
), is the ratio of per capita rural income to per capita urban income
in the metropolis.
An economic interpretation of this regression might run &s follows:
1. The demznd for labor is & function of the population (reflecting
indigenous consumption) and of the proportion of durable goods msnu-
facturing (reflecting the industriul and export potential of tha area).
2. The supply of labor is a function of the potential mobility of the
yurzl labor force, as roughly measured by the rural-urban incoms ratio.
3. The greater the degree of unionization, the narrower the wege dispersicn
is 1ikely to be and the less the diversity of wage policies, C(vllective
bargaining raises the average level of wages by raising the loynr end
of the wage distribution,
The absolute wage differential is obtainsd by subbracting the
wages of the unskilled worlmrs from the wages of skilled workers, The
rfollowing regressions define these relstionships:

§& 1457 + 467 ¢ 1.16Z + .0hZy + .00%, (2)
U= 3715 « k7% + ,72% + .02 + .30Z, (3)

SeU®  77.12 & .012) + .hiZ% - .3623 = .30%, ()

£

et
is the SMA wage level for skilled workers in cents per hour.
is the SMA wage level for unskilled workers in cents per hour.

aw



Goldner 3

Almost all the explainable variation in the skilled wage level
(2) is sttributable to variation in the degree of unionization and to
the size of the SMA., Unskilled wages are affected primarily by differ-
epces in industrial composition and rural-urban income ratios.

Bguation (i) indicates that the absolute wage differential is
subject to both parrowing and widening forces. The differential ‘ends
to widen as the size of the SMA increases. Differences of about 25 per
cent in SMA size widen the skill differential by almost half a cent,
Since the SMA populations vary in sise from 250,000 te 7 million, ths
total effect of this factor accounts for about 7 cents of the expansion
in the skill differential. (Note that the coefficient of Z, is about
60 per cent higher for S than for U, Since the skilled wage level is
also about €0 per cent above the unskilled level, the wage effects of
S5MA size are proportional %o the level of the wage rates involved. For
the same change in SMA size, the skilled wege level will change sbout
&0 per cent more than the unsikilled. Thus the shsolute differential
widens proportionately and relative sklll differentials will be roughly
constant for SMA's of differing sizes.) I contrast, the differentiz)
terds to narrow as the importance of durable goods mamufacture becoiss
greater because the unskilled wage level is raised. The differsntizl
also tends to narrow as the rural-urban income ratio »ises becausc
the unsidlled wge level rises, The effect of unionisation on sicill
differentials is neutral. Unionization changes the level of skillsd
and unekilled wages by about the same absolute amounts,

Why do these factors affect wages as they do? One obviocus reason
is the extent ol the market. As the size of the ecomomle unit incresses,
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more spacialization and division of labor, and greater efficiency in
transportation and marketing, are poseible. Furthermore, as the size

of the unit increases, the service sector expands and provides sltermative
employment opportunities for unskilled workers. Hence, unskilled wages
wlll rise as the demand relative Yo the supply increases.

Despite the congestion and social costs associzted with lavge
urban centers, their existence is an expression of their economic
afficiency. The sssociation of changes in skill differentials with
differences in the proportion of durable goods manufacturing alsc
generates interesting hypotheses. Iet us assume that this proportion
is a crude index of the propensity to export. As this index rises, the
inflow of payments raises, this study suggests, the lower sldll and
income levels, A similar effect can be noted with regard to the rurale
urban incoms ratio. These are questions which will be explored in future
research,



H. M. Douty, "Reglonal Wage Differentials,” Industriel Development and
Manufactursrs Record, September, 1958.

There arve two major difficulties in measuring wege differentlals.
¥irst, the precise measurement of regional differentials should be in
terms of compareble jobs or work operstions. In practice, the evsilable
date are often such that rough approximations of job comparsbility must
be used. The second problem is & result of the incrensing complexity
of compensation systems in recent years. Fringe benefite clearly should
be taken into account in the measwrement of differemtisls. However;, in
general, guantitative date by industry on employer expenditures on fringe
bepefits are meager end hence this factor can only be roughly estimated.
In addition, & wege differential does not necessarily reflect a labor
coet differential. In terms of cosi, a higher wege level in one region
as compared with another may be offset wholly or in pert, depending on
productivity experiance in the respective regions.

Desplite all the difficulties of measurement, the widespread viaw
that wages for comparaeble work tend to be lower in the South sppeors to
heve gubstance. In 1945-U6, wages in Southern manufecturing were 15 per
cent below wages in the Northeast.

There exists a tendency in the South for the differemtial to vary
with the skill of the occupation. This is illustrated in Teble 1. The
date for the South are an average for 13 selected cities; for the rest
of the countyry, an average of 25 selected cities.

These examples could be pultiplied by reference to other indus-
tries, Other studies have shown that the differential widens in jobs of
lower skill reguirements.
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TABLE 1

Union Wage Scales in Selected Building Trades, 1956

Rdg.
Bricklayers Cerpenters Electriciens laborers

South 3.38 2.68 3.05 1.57

Rest of
country 3.h9 3.05 3.25 2.26



ot only does the Southern wage differential tend to differ asmong
occupations classified by skill; it tenxds also to differ among industries.
In meny instances, this intraindustry differential hes been reduced or
eliminated by wnion pressure. As we might expect, the differential is
greetest in those industries in which relatively unskilled or semiskilled
labor forms a large proportion of the work force.

The persistence of & general differential in weges reflects the
underlying labor supply situstion in the South. For many years, popule-
tion growth hes been greater in the South than in the rest of the country.
In addition, low retwrne in sgriculture, combined with drametic advances
in ferm mechanieation, have propelled large numbers of workers to seek
urben employment. It is these relatively unskilled entrants into the
industrial labor market who depress the level of wages in the South.

ntywumqummtze. The key to changes in
wages 18 mobllity -- the movement of capitsl into or the movement of
lsbor out of sn erea. The persistence of & genersal wage differential
in the South reflects, at least in substantial measure, the imperfections
of labor and capital mobility.



A. N. Jarrell, "Job Pay levels, Differentisls, and Trends in 2C lebor Markets,"
Monthly labor Review, October 1959.

Wage and salary rates differed widely smong end within geographical
areas and industrial groups in each of the occupations studied in 20 labor markets
by the Buresu of labor Statistice during 1958-59. The data cover office occupetions
(23 female occupations, € male), four professional and technical occupations, and
14 plant occupations.

Workers in the West Coest and WOrth Central avess were gemerally the
highest paid. Wage differences were greater for unskilled plant workers than
for skilled meintenance and office workera. The magnitude of wege difTerences
among the area varied somewhat mmong occupations.

For a few areas, umsual varistion wvms noted in the relative pay wvaluee
and rank position among job groupe in the mamufacturing end non-manufacturing
divisions. Offfice workers in mamfeeturing in Detroit held a distinet selary
asdvantage over their counterperts in other cities; however, Detroit office pay
in non-manufecturing was exceeded in three other cities; and Detroit custodial
workers in msmufacturing ranked second in the country, whereas in nop-mamufncturing,
Detroit custodial workers averaged only 91 per cemt of New York City pey and
ranked 9P mmong the 20. The maximum differential, ia percentage terms, vns
greater for office workers in manufacturing than in non-mamufacturing. For
gkilled maintenance and custodial workers, the maximm differentials were
substantially greater in non-menufacturing; meximm differentials for the
materials movement group (truck drivers, ete.) vere gimilar for the two broad
groups .

With very few exceptions, area-wide averages for men exceeded the
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averagee Tor vomen in the same job categories and aress. TFor the pix offfice
oceupetions where there were date for both sexes, men's average weekly sslaries
exceeded vomen's by as much as $22, for order clevks; in the three plant jobs,
the hourly differentisls ranged fram § .03 to $ .17. Differences in indusiry
duties, length of service, and experience probably influence these differeuntials.
The difference between men's snd yvomen's earnings wvas greatly reduced when

the comperison wes limited to estsblislments vhich empioyed both. For niae jobs,
the everage difference between men's andl women's eernings waa 16 per ecent in
mamafectoring and 19 per cent in non-mamufacturing esteblishments, but only

9 and 12 per cent respectively in esteblishments employing men end wosen in

the ssme Jjob.
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PABLE 1
Average Veskly Salaries for

Four Professional and Technical Occupations,
20 Areas, ‘Hater 1938-59

Area Draftsuen (men) Industrial
nurses
leader Senfor | Junior | (women)
Hortheast:
Boston $1k9.00 $113.00 | $8h.50 | $81.00
Buf'felo 153.50 116.00 87.00 92.00
Hewvark-Jersey Gity 132,50 13k, 50 86.00 88,50
Kew York City 166. 50 127.50 87.50 93.00
FPhlladelphia 149.00 169.00 81.50 85.00
South:
Atlanta 151.00 110.50 82.50 90.00
Baltimore )-380” m.m ﬂ-w 8‘9-“)
Dallas 120.50 97.00 76.00 84.00
Mestphis - 108.00 T2.50 80.00
Hew Orisans - 111.50 81.00 84.50
Horth Cemtxal:
Chicago 145.00 127.00 93.50 92.00
Detroit ——— 136.50 96.00 98.00
Milusukee akT7.00 113.00 g.so 871.00
Minnespolic-St. Paul ——— 108.00 .50 85.00
8t. Iouis 1k6.50 115.50 89.00 85.00
West:
Denver 150.50 128.50 B2.50 B2.50
Ioe Angeles-Long Beach 00 12.50 90.00 97.00
Portisad —— 107.50 91.50 8s5.00
San Francisco-Oskland 132.50 112.50 90.00 o, 00
Sesttle 121.50 100.00 83.00 ol . 50

NOTE; Imshes indicate no data reported or data that do not meet publication
ariteria.
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TABLE 2
Relative Fay levels for Office® and Plant®
Vorkers in 20 Isbor Merkets,
WHnter 1958-59

[Bew York City = 1007

i .
illed Material
Areo, Office mainte« Custodial | moversnt
nance S
Northeast:
Boston 921 95 95 93
Buffeio 100 107 111 ary
Neverk-Jersey City 99 105 105 110
New York City 100 100 100 00
Philadalphia ol 101 95 g9
South:
Ablants o2 91 TS 81
Baltimore 93 101 8T gh.
Dallez 93 9C 76 78
Memphis 8k 8 T2 73
Rew Orleans 87 95 62 73
lorth Centrel:
Chicago i06 12 10 10k
Detroit 1i3 1as 1 112
Milwsukes 98 107 105 107
Mimespolis-St. Peul 91 105 102 105
gt. Louis 95 108 96 103
Wests ;
Denver oh 101 95 )
los Angelen-long Beach 108 109 109 109
Portlond 99 100 103 106
San Freucisco-Oskland 107 1k 119 15
Seattls 102 107 110 W07

1. These indexes are based on veekly salavies for the Following occimeiinnm: Wl
-~ ¢lerks, sccounting, cless Aj; clerks, accounting cless B; elerks, crder; ofiice
tove; tabuleting machine operators; WMEN -~ billers, machine (billing); bookkeening
machine oparutors, class Bj clexks,; sccounting, class A; clerks, accounting, class

B; clarks, file class B; clerks, .payroll; comptometer operators; keypunch operators:
secretaries; stenograpber, general; avitchboard operators; typists, class &; =ad
typists, class B.

2. The infdexesn for the various plant-vorkers groups are based on dube For the

following occupntions: SKIILED MATNTEHANCE -- carpenters, -mmom, machinists,

mechanics-antomotive and machine repsairmen, end pailaters; CUBFODIAL -- guards,

Janiters, jenitresses, and watelsen; apd MATERTAT, MOVEMENT -~ forkiist operewrs

materisl w-&luag laborers, order f1llsrs, shipping packers. shipping sud rese
cleris, snd truockdrivers.



Toivo P, Farminen, "Wage bifferencee Among Isbor Merkets, " Monthly
Iabor Revlew, June, 1962.

This study analyzes wage differentials for selected occupaticns
in 02 metropolitan areas during the year ending June 30, 1961.

First, computation of aggregates was mede for all industries
cambined and for mapufacturing and ponmanufacturing separately for each
area. These arez aggregatas are the product of (1) the average weckly
salarias of both sexes for each of 17 offics jobs and the average
straight-time hourly earnings for men in esch of eight skilled meine
tepence jobs and for men in the two unskilled plants jobs and (2) the
2)l=industry employment in the job in ali (188) Standard Metropolitan
Statistical Areas combined. The area aggregates for each job and indupstry
group ware then sxpressed a8 percentages of like groups in all areas
combined,

The dispersion of area pay relatives within and among regions
involves a variety of factors, including differences in industrizl
composition, commmnity size, and unionization. @y levels in cach of
the three job groups were hipghest in large metropolitan arsas in which
memufacturing employment was concentrated in the metals, mstaluorking,
chamical, petroleum refining and rubber industries, Thterregional
comparizons did not indicate a consistently higher position for any
reglon. Although Southern areas, s a group, had the loweat pay levels,
particularly for unskilled plant workers, individual areas ranked zmong
the nations high-pay areas. The distribution of area pay relztives
for the four major regions is summarized in Table 1.
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TABLE 1
Area pay relatives
Mumber  Under 85 and 95 and 105 and

Job group and region of arezs 8s under 95 under 105 over

(ffices clerical
Northeast 19 3 5 10 1
North Central 22 2 15 5
South 26 5 ik 3 3
West i 3 6 2

Skilled maintenance
Northeast 18 2 6 7 1
Forth Central 22 2 13 7
South 21 3 10 5 3
test 8 6 2

Unskilled plant
Northeast 20 1 7 8 k
North Central 2l 2 8 1
South 27 21 2 2 2
West 11 1 5 5
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Industrial composition, community sisze, and unionization are
genarelly interrelated, and the influence of 8 single factor can seldom
be isclated. Hence, the associstion of relative pay levels with a
perticular characteristic dees not imply e causal relationship.

Industrisl composition appsersd toc be a mejor factor in
determining market pey lsvels. Nearly all arees with above avorage
pay levels had major concentrations of mamufacturing employmen® in the
atorementioned industryies.

There also appeared to be a consistent relationship betueen the
size of the community and median pay relatives: ithe larger the com-
munity, the higher the pay relatives. 'These relaticnships are summarized
in Teble 2.

The degree of unionizstion in an areca seems to bave a direct
influence on pay rolatives, although there are significanmt exceptions
which indicate the importance of other factors. Charleston and Rockford,
for example, bad pey relatives of 117 and 100, respectively, for unskillaed
plant workers; in each of these areas, between 35 and L0 per cent of the
plant workers were covered by agreements. By contrast, Little Rock and
Manchester, with 65 per cent covered by agreements, had unsiilled pey
relatives of 69 and 75, respectively, The two former aress had & large
proportion of employment in highewage industries, while the latter ilwo
had little employment in these industries,
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TABLE 2

Madian area pay relatives in ==

Areas where the percent of marnfacturing
employment in mstals, metalworking,
chemicals, oil refining, and rubbex
industries was ==

I=z88 70
Job group and area population than 50 50=6% or more All aresas

Office clerical

1 million or more 99 98 106 100

250,000 but less than 1 million 86 97 103 96

iess than 250,000 83 98 90 !
All areas 82 98 102 s7

Skilled maintenance

1 milifon or more 96 100 0L 101
250,000 bu% less than 1 million 91 97 103 98
Iess than 250,000 87 9k 89

All areas 90 28 103 98

lhekilled plant

1 million or more 100 101 L1l 103
250,000 but less than 1 million 17 27 110 26
lese than 250,000 €3 105 %0

All areas 81 100 110 97




Thie study is s doctoral thesis prepared at the Massachuselts
Inetituts of Technology and published by the Federal Reserve Benk cf
Boeton. The major part of the study is an analysis of wage differentisls
in metel working industries in the YNew England swea. The data wers
guthered by gquestionpaires fyom a limited sample of firme in seven lsbo-
merkete in New Engiend. Extensive statistical tests were sppllad 1o
detarmine the validity of the sample and the nstuve and significance of
vage differentials smong the seven markets. The survey covered 22 job
clagsif cations vepresentative of key production, maintensnce, veseavch
end development, and office and clerical activities. On the sverage,

48 per cent of a given firm's employees were covered by the classifics.
tions.

inter-elty wege differsntials over a vider geographicel ares wers
erslyzed by two different methods. The first was the "typicel firm”
epproach. Ten typical firme vere identified, varylng with respect tc
the ski1l and occupationsl mixes required by differsnt metalworiing
opevations. The aversge hourly rates for labor for each of the tep
typleal flme were dexived for each of the seven FNew England lator
markets. Also, uwaing Burear of Iabor Statilstice data, the same process
wer applied to 26 cities throughout the nstion.

The second method utilized Industry and area effects. The pmpose
wes to determine what proportion of inter-aves differentiala could ne
attributed to different industrisl compositions (the "industry effeci’)
and how much to the other fectors which influence wage levels in given
areas [the "aree effect"). Ideelly, the industry effect 1s related to
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the demand side of the market, vhile the ares effect relates to the mupnly
slde.

Thease effecis were isolated as follows: average hourly sarninge of
all produstion workers in each of 61 U.S. cities were tabulated. Ther =
industyy weighted average wege, reflecting the irndustrial structure, vas
computed for each city. This wes done by tabulsting the man-houre worked
in each two-digit industry for each city; the distribution of mwan-howrs in
each eity was multiplied by the appropriate national averege hourly
egrnings for sach industry; the sum was divided by the total man-houro
worked in the city, thus giving irdustrxy-weighted average hourly earnings
for each city. From this statlistic the values of the area apd indusixy
effects were derived; the area effect iz equal to the actual rate minuas
the iofustry weighted rate; the industry effect is equel to the industry
welghted rate mlous $2.29 -- the netional sverage hourly esrnings for
manufocturing production worksrs in Jume, 1950. For example:

Actual Ind, Wed. Area Ind.
Area Rate Rete Effect Effect
dyracuse, N.Y. $.37 2.0 ~.0h +,12

Within the fremework of the apalysis, the differences in Industrial
compeaition explained 80 per cent of the wariance of actual average ssynings
for manufacturing production workers smong cities across the countxry.

Area effects, left as a residual, were partly expleined by the ralstive
sime of ishor markets, cost-of-living, and mobility considerations. So
defiped, area effects may include any mumber of present and historical
factors affecting vages in different loealities.



