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Industry Growth, Labor Compe:isation, and Labor’s
Share of Value Added in US Manufacturing, 1967-1979

Brian C. Brush and Steven E. Crane®

The alleged “constancy™ over time of labor’s share of aggregate national income
in the US has been a subject of considerable controversy.! However, it does
seemn reasonably clear that, for the manufacturing sector, the ratio of labor in-
come to value added was relatively stable over the first half of the twentieth
century.® This does not imply, of course, that labor’s share of value added wat
stable in any particular manufacturing industry, And just as changes in labor’
aggregate share may affect economy-wide performance, industry-specific changes
over time in labor’s share may well have important consequences for individual
industry performance.
. In a recent survey of 17 OECD countries, Martin Paldam [9] found that,
since 1950, there has been a general upward trend in economy-wide measures
of labor’s share. He suggested that, in a number of countries, capital’s share
has fallen to a level too low to sustain a long-run rate of growth necessary for
the maintenance of full employment. In a similar vein, but at a much lower level
of aggregation, Peter F. Drucker [2] has argued that in some individual US
manufacturing industries increasing wages and benefits have pushed labor’s
share upward to the point where it now impedes capital formation, resulting in
a loss of international competitiveness, decreases in employment, and, by implica-
tion, stagnation. :
Our primary focus is on individual industries in the manufacturing sector.
The purpose of this paper is to examine statistically the relationships among
labor compensation rates, labor’s share of value added, and industry growth for
a large sample of US manufacturing industries over the period 1967-1979. Our
principal conclusions are twofold: (1) Wage or compensation rate increases do
not appear to have been a general cause of either increases in labor’s share of
industry stagnation; and (2) Industry stagnation, whatever its cause, may well
result in an increase in labor’s share of value added. These conclusions, while
tentative, should be of considerable interest to those concerned with the role of
labor costs in industrial decline. :
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show labor’s share of “national income originating” in manufacturing [14].
“National income originating” is a more “net” concept of value added, exclud-
ing a number of costs, such as depreciation charges, indirect state and local
taxes, allowance for bad debts, and purchased services, which are all included in
the Census Bureau’s measure of value added [13]. Unfortunately, the BEA data
are not available for individual industries.

The BEA figures for the manufacturing sector show total labor costs fluctuat-
ing in the range from 75 to 84 percent of national income originating between
1967 and 1979, with no particular trend in evidence.® Thus, it is not clear that
labor’s share in manufacturing is actually declining, as indicated by the Census
data. However, neither set of aggregate data suggests any general problem with
a growing labor share in US manufacturing.’

In any case, our principal concern is with neither the economy-wide nor
manufacturing sector aggregate labor share. Qur focus is on the relationships
among growth, compensation rates, and labor’s share at the individual industry
level. '

THE SAMPLE AND MEASURES OF GROWTH AND CHANGES IN LABOR'S SHARE

We intend first to examine the relationship between industry growth and
changes in labor’s share of value added. The period 1967-1979 was selected for
study because: 1) it coincides with an inflationary period during which labor
costs were the subject of much public scrutiny and during which cost-of-living-
adjustment clauses became common in labor contracts; 2) the years 1967 and
1979 were roughly similar in terms of the overall state of the economy, so that
the impact of cyclical movements could be minimized;® and 3) the labor-cost
data are unavailable for years prior to 1967.

The sample consists of 203 four-digit US manufacturing industries as defined
by the Standard Industrial Classification System.® The sample industries ac-
counted for 65 percent of total US manufacturing value added in 1979. Table
2 shows aggregate data on labor’s share of value added for our 203-industry

Table 2

Labor's Share of Velue Added in US Manufacturing, 203
Industry Sample 1967 and 1979 '

Year Total Labor Total Employee Production

Cost as a 2 Compensation .  Worker Wages

of Value as a I of as a 2 of

Added Value Added Value Added
1967 51.0 48.6 30.3
1979 47.3 44,1 25.4

Source: Computed from data in Apoual Survey of
Manufactures [12]. :
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share effect. But the spillover effects of pattern-setting wage settlements may
result in little variation in the increases in compensation rates over time across
industries in the manufacturing sector.’® If fast- and slow-growth industries
experience similar wage increases, then we should find a negative association
between growth and labor’s share. However, causation would be the reverse of
that suggested by the “Drucker hypothesis.” To resolve this issue it is necessary
to look at what was happening to wage or compensation rates as industry growth
rates varied across industries. '

INDUSTRY GROWTH, WAGE RATES, AND LABOR'S SHARE

To examine the relationships among industry growth, compensation rates,
and labor’s share, three alternative measures of compensation-rate changes have
been computed for each industry over the period 1967-1979: 1) RTLCEMP,
the relative or percentage change in total labor costs per employee; 2)
RCOMPEMP, the relative or percentage change in total compensation per
employee; and 3) RWAGMH, the relative or percentage change in production
worker wages per man-hour. In addition, since industry growth might have
been affected by the beginning (1967) level of labor’s share — the latter may
have already been “too high” — three measures of the beginning labor share
have also been computed for each industry: 1) TLCVAG67, total labor costs as
a percentage of value added; 2) COMPVAG7, total employee compensation as 2
percentage of value added; and 3) WAGVAG7, total production worker wages
as i1 percentage of value added.

" The 203-industry sample has been divided into three equal-sized groups based

upon the value of RVA, the industry growth measure. Table 3 shows the mean
values for the variables representing changes in labor’s share, changes in the
rate of labor compensation, and beginning labor share for each group. Table 4
presents z-values for testing the significance of the differences between the var-
ious means presented in Table 3.

For RTLCVA, RCOMPVA, and RWAGVA, the results show a consistent
pattern. However measured, labor’s share of value added fell between 1967 and
1979 for all three groups (except as indicated by RTLCVA in low-growth in-
dustries). It fell the most, on average, in high-growth industries, and fell the
least, on average, in low-growth industries. Differences between group means
are generally statistically significant (except for the low-medium difference for
RWAGVA). _

These results are apparently not due to differences in the rate of growth of
labor compensation rates, however. Looking at RTLCEMP, RCOMPEMP,
and RWAGMH, we again find a consistent pattern, but the fastest compensa”
tion growth took place in the high-growth industries, and the slowest compensa-
tion growth took place in the slow-growth industries. So the relatively large
average decrease in labor’s share of value added in high-growth industries car-
not be attributed to slow compensation-rate growth, nor can the increase of
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slower decreases) in labor’s share of value added in spite of slightly belox
average rates of increase in wage or compensation rates.

Looking at the figures for TLCVAG67, COMPVA67, and WAGVAG7,
appears that labor’s share of value added was typically lower at the beginning ¢
the period for high-growth as compared to low-growth industries. Howeve:
these differences are minor and not statistically significant. For manufacturin
industries generally, it appears that neither the beginning level nor the rate ¢
change in the level of labor’s share of value added has had an appreciabl
causal impact on the rate of industry growth.

Drucker did not in fact claim that excess wage or cornpensation-rate growt!
was a general cause of sluggish industry performance. He suggested that th
problem was primarily to be found in the steel and automobile indusiries
{2, p. 98] Since these two industries are two of the three largest industries in ou
sample (by 1979 value added), it is worthwhile to take a closer look at thei
performance.

For the steel industry (SIC 3312), total labor costs per employee grew by 22
percent from 1967 to 1979, compared to the sample average of 144 percent
The ratio of total labor costs to value added rose from 0.58 to 0.67. Value addex
grew by only 36 percent, compared to a sample average of 89 percent. Thus, th
steel industry does not fit the general pattern, and labor compensation ma;
indeed be one source of its problems.

The case of automobiles (SIC 3711) is less clear. While total labor costs pe
employee grew by an above-average 212 percent, and the ratio of total labot
costs to value added rose from 0.44 to 0.53, value added growth was 84
percent, only a bit below average. This may, however, be indicative of a period
of transition. Given the auto industry’s troubles in the early 1980s it seems
plausible to conclude that “excess wages” are a problem. For these two in-
dustries, then, Drucker’s position seems to have been substantially vindicated
by our data,

CONCLUDING REMARKS

In the manufacturing sector as a whole, our data indicate that labor’s share
of value added declined over the period 1967-1979. And while, across indi-
vidual industries, changes in labor’s share of value added are indeed inversely
correlated with industry growth, slow-growth industries, on average, experienced
approximately the same (or slightly lower) rates of increase in wage or com-
pensation rates as faster-growing industries. Therefore, it does not appear that
excess wage growth has been a general cause of either increases in labor’s share
of value added or of sluggish industry growth. It seems more likely that sluggish
industry growth leads to increases in labor’s share of value added, as slow-growth
industries are faced with the apparent necessity of matching the wage or com-
pensation rate increases of faster-growing industries. This is not to say that
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from the following: In 1967, real GNP grew by 2.7 percent, following growth of 6
percent in the previous year. In 1979, real GNP grew by 3.2 percent, following growi
of 4.8 percent in the previous year. While the civilian unemployment rate was sul
stantially higher in 1979 than in 1967 (5.8 percent to 3.8 percent), the percentage ¢
the population employed was actually higher in 1979 (59.2 percent to 55.8 percent
See [4, Tables B-1 and B-21].

9. The sample consists of all four-digit industries for which comparable data we:
available for the years 1967 and 1979, except: 1)} those industries with a value of shif
ments under $500 million in 1972; 2) those industries with “miscellaneous” or “nc
elsewhere classified” in their titles; and 3) those industries, primarily military, fo
which government is the major purchaser.

10. Of course; an industry for which price movements over the period differed sub
stantially from the manufacturing-sector average may rank differently in the growth o
real output compared to money value added, particularly if raw materials prices do no
move in parallel with output prices.

11. Three measures of the absolute, rather than relative, change in labor’s share o
value added were also computed. However, results with these measures were not sig
nificantly different from those for the measures of relative change and are not reportec
below.

12. For an excellent recent example, see Martin [7].

13. Evidence seems to support the existence of this spillover effect, although the
range of such an effect across industry classifications or geographical areas is uncertain.
See Eckstein and Wilson [3], Mehra [8), and Christofides et al. {1].

14, 1t should be noted that steel and autos are usually considered to be among the
“pattern-setting” industries in studies of possible spillover effects. If so, these industries
can hardly be described as victims of wage patterns established elsewhere.
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