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CHAPTER - III
LABOUR SHARI : IHIKISTKY-MIX EPEECTS

1. The Problem :
The important aspeet in the context of the observed 

trend in labour's share is the changes in industrial 
structure associated with the growth of the economy*
Dunlop, while analysing the labour's share during the 
depression, made an interesting observation that ‘'those 
industries which lost weight most heavily in depressions 
showed the most marked increase in the rate of partici
pation in the same period* *... The decreased importance 
in depression of industries whose rate of participation 
increases most rapidly tends to make for a relatively 
stable share"*

The findings are quite interesting and suggestive 
of the overall wage share variations to be explained in 
terms of changes in industry wage share (participation 
rate) and changes in the relative importance of the 
industry over time*Since the overall wage share is a 
weighted average of individual wage share (weights being 
the industry share in total value added), the growth of 
industries will always be accompanied by the distributional

1. J.T.Dunlop: Wage Determination Under Trade Unions,
(Hew York: Augustus M.Kelley, 1930), p.165.
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shifts in their relative importance and hence influence 
the overall wage share. "When more than one enterprise 
is combined, the share of the aggregate income going to 
labour will depend* upon both the share in each firm and

pthe relative amounts of incomes generated by each concern”. 
It was this structural factor which inspired Solo?/ to 
raise some doubts against the constancy of labour’s share. 
The ’constancy*, he argued,may not be a ’miracle* (Keynes), 
but rather an • opticaljillusion*.

In what follows an attempt is made to isolate and 
quantify the sources of overall wage share changes attri
butable to changes in industry wage share'(Participation 
rate^ and changes in relative importance of the industry 
(share of the industry in total value added).This has 
been done for, the period 1953-1965 for 28 (all CMI except 
one) industries considered in Chapter II - (industry 
group A), and for the period 1959-1965 for all ASI (two-
digit) industries (industry group B). The following

4methodology has been adopted for the purpose.

2* lethodolo^ i
xn

Let li be wages paid to workers in i industry, and 
y^ the value added hy that industry. The participation

2. Ibid, p.164.
3. R.M.Solow* ”A Skeptical Note on the Constancy of 

Relative Share s”, American Iccnomic Review. Sept., .1958.
4. J.T.Dunlops Op.eit.,p.163-173* See also J.W.Beck,

"An Inter-Industry Analysis of labour’s Share", 
Industrial and labour Relations Review. Jan* 1958.
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rate in the i industry (labour's share within the 

industry), then, would be expressed as P^ * ^i/yi*

Defining Y as the total value added by the manufac

turing sector, the weight of the industry - tne value 

added in i industry as a proportion of total value

since is the 

share of the industry in total, ^.TIL * 1, and since
G *

increase in relative importance of some industries means 

decrease in relative importance of the other

added of the sector would be W* =

•^U

The contribution rate of the i industry - wage 

as a proportion of total vdlue added - then, could be 

expressed as . 0± = ljA

Fow, since Xi * Pi Yi

and - ytA, Y*

Therefore, Q±
, /Y _ piyi _ Wi 
V1 ■ T" ~ yt r Piwi

Thus, the eontributon rate (0^5 is the product of the 

participation rate and the weights

Also £PjlWi =
^^1 - total wage bill 
Y ” total value added

This means that the overall wage share is nothing but 

the sum of the contribution rates, which in turn is equal 

to the sum of the product of the weights and participation

rates.
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It follows from the above equation that

* €(Pt Aft + ^ +^Wi ^ Bi) i.e. the varia

tions in labour’s share are split into changes in industry 

weights and changes in industry participation rates. This 

equation, thus, enables us to fin^out the extent to which 

the variations in overall wage share are attributable to 

changes in relative importance of industries and to changes 

in participation rates in different industries. 

indicates that the participation rate is held constant 

while the weight is allowed to vary; end indicates

that weight is held constant and participation rate is

-a p^) is an ’unexplained residual*, 

which measures the combined influence, of both weight and 

participation rate shifts. This term can be eliminated by 

using a system of ’ cross weights*; ^p^ must be weighted 

by in the initial year and then by in the terminal 

year; these two weighted changes in are then averaged 

to get the term In the same way the cross weights

are applied to get the term Pi AW^

3* fhe Period of 1953-1965 (Industry Group A) :

The changes in relative importance of different
\

industries between 1955 and 1965 are presented in 

fable III-1. Out of the 28 industries examined, it can 

be seen, ten industries, namely, rice milling, sugar, edible 

hydrogenated oils, paints and varnishes, soap, tanning,

allowed to vary. (^w.
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game III-1

Relative Importance of Industries and Changes therein 

during 195$ and 1965 (in percentage points)

S. Tv,^.,a+„Tr Relative importance Change in
No. d y ______ (weight)_______  weight in

1965 over
1953 1965 1953

.........1............................................................ 2 ........ 3 ........ 4

1. Wheat floor

2. Rice milling

3. Biscuit making

4*' fruits and vegetables 
processing

5. Sugar

6. Distilleries & Breweries

7. Starch

8. Oilseeds crushing

9. Edible hydrogenated oils

10. Paints and varnishes

11. Soap

12. laming

13. Cement

14. Glass & glassware 

15- Ceramics

16. Plywood & teachests

17. Paper & paperboard

18. Matches

19. Cotton textiles

0.4849 0.5710 + 0.0861

0.4642 0.4209 - 0.0433

0.3553 0.6823 + 0.3270

0.0857 0.1433 + 0.0576

6.9707 6.2664 - 0.7043

0.3647 0.8485 + 0.4838

0.1802 0.3121 + 0.1319

0.7923 1.5758 + 0.7835

1.8224 1.1340 - 0.6884

0.7375 0.7098 - 0.0277

1.2365

0000K
"\* - 0.0977

0.3844 0.3777 - 0.0067

2.7826 3.1527 + 0.3701

0.5777 1.0533 + 0.4756

0.9182 0.6500 - 0.2682

0.2245 0.4285 + 0.2040

2.2744 3.6591 + 1.3847

1.1497 0.6744 - 0.4753

43.9050 31.0072 -12.8978

• • • • • 4<3
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gable III-1 (c^tlucUi.)
Relative Importance of Industries and Changes therein 
during 1953 and 1965 (in percentage points) 'cen-ilwded)

Io. latotry Relative importance (weight) Change in 
weight in

1953 1965
1965 over 

1953
1 2 3 4

20. Woollen textiles 1.0650 1.3761 + 0.3111
21. Jute textile 13.4944 7.4590 - 6.0354
22. Chemicals 5.8164 15.4417 + 9.6253
23* Aluminium, copper and brass 1.1963 4.2425 + 3.0462
24. Iron & steel 11.4131 13.8010 + 2.3879
25. Bicycles 0.4424 1.4002 + 0.9578
26. Sewing machines 0.3156 0.3492 + 0.0336
27. Electric lamps 0.1811 0.3172 + 0.1361
28. Electric fans 0.3642 0.8065 + 0.4423

Source: Same as Appendix III-l
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ceramics, matches, cotton textiles and jute textile show 

a decline in their relative importance over the period - 

the highest decline of about 12*9 and 6*0 per cent points 

being noticed in cotton textiles anti jute textile respec

tively. Both of these old and traditional industries, 

although occupying the largest share in value added 

(about 57$ in 1953 and 38$ in 1965 ), shew* a sharp decline 

in their relative importance.This is precisely because of the 

rapid growth of heavy and basic industries like chemicals, 

aluminium, copper and brass, and iron and steel which show 

the highest rise in their relative importance. These 

industries have gained their importance by about 9.6, 3.0 

and 2.4 per cent points respectively, over the period.

As regards the wage share, as noted in Chapter II, 15 

industries strew a fall, and 13 industries a rise in the 

share.The following table summarises the relative positions 

of industries in respect of change in wage share and change 

in their weights between 1953 and 1965.

Gain in weight 

loss in weight

Rise in 
wage share

8

5

Fall in 
wage share

10

5

Ten industries gained in weight but lost in wage share, 

while five industries lost in weight but gained in wage share. 

In the remaining, thirteen industries weight and wagh share 

have moved in the same direction. (In the ease of employee
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share also, 15 industries show an inverse relationship 

between changes in employee share and shifts in weights).

The following Table III-2 gives the breakdown of 
changeJin labour*s share due to weight shifts and due to 

changes in industry wage share.^he changes are calculated 

for each year with reference to 1953. The shifts in 

industry weights and changes in industry wage share, as it 

can be seen from the table, have played their roles in the 

same direction - to make the wage share fall in each 

year relative to 1953* In other words, the fall in overall 

wage share caused by fall in individual industry wage shares, 

has been further,aggrevated by the decline in weights of 

the industries. Had the industrial composition, for example 

been tne same as in 1953, there would have been only 1.63
point**

per centidecline in wage share in 1965 as compared to 1953* 

Out of the fall of 8.74 per cent points in wage share in 

1965, 7.11 per cent points is purely because of fall in 

the relative importance of the industries.

The average fall in overall wage share during the 

period is 7.38 per cent points, This fall is attributed 

to weight snifting of industries by 3*51 per cent points 

and to industry wage share changes by 3*87 per cent points 

(both figures being averages). In the absence of any weight 

shifts, thus, the.fall in average wage share would be of the
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Table III-2 '] -
//^ -■

Breakdown of Changes in labour* s ^hare/
: © /

(Changes are in percentage points)

Tear Observed
wage
share

1°

Change in 
the obser
ved share 
mm 1953

- V /Change due 'Change'du^ V wage
to shifts tb-’^s'gge'lshare net
in industry share^shifts of shifts
weights within in indu-

(Paw) industries stry
(WAP) weights

1 2 3 4 5 6

1953 49.39 - - _ 49.39

1954 45.96 - 3.43 - 0.88 - 2.55 46.84

1955 42.05 - 7.34 - 1.22 - 6.12 43-27

1956 41.73 - 7.66 - 1.69 - 5.97 43.42

1957 44.00 - 5.39 - 3.51 r 1.88 47.51

1958 41.02 - 8.37 - 4.08 — 4 * 29 45.10

1959 40.30 - 9.09 - 3.84 - 5.25 44.14

1960 42.20 - 7.19 - 3-00 - 4.19 45.20

1961 41.33 - 8.06 - 3.38 - 4.68 44.71

1982 43.04 - 6.35 - 3.44 - 2.91 46.48

1963 41.44 - 7.95 - 4.57 - 3.38 46.01

1964 40.38 - 9.01 - 5.44 - 3.57 45.82

1965 40.65 - 8.74 - 7.11 - 1.63 47.76

Source: Derived from Appendix 111-1,2,3.
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order of only 3.87 fie* cent points instead of the 
observed fall of 7.38 per cent points.

the overall wage share series corrected for the 
shifts in industry weights is presented in column 6 of 
fable III-2. It can be seen that the fall in wage share 
series net of weight shifts in industries is very much 
slowed down (has became almost constant) compared to the 
original observed wage share series (snown in Column 2 
of the fable ). Ihe range of variations in the wage share 
has now declined to 6.12 per cent points in the new series 
as compared to 9.09 per cent points in the original 
observed series.

fhe wage share series corrected for the shifts in 
industry weights, when regressed over time, gives the 
value of the trend coefficient as -0.0017 (the value of 
standard error being 0.1371). fhus, the value of the trend 
coefficient has been both low and statistically insignifi- 
cant. It is changes in relative importance of industries 
which seem to have influenced the declining overall wage 
share during the period.

3* fhe period of 1959-1965 (Industry Group B) :
fhe period 1959-1965 analysed, covers all industries

(including the-29 pH industries) as reported in the Annual
5. fhe value of the trend coefficient in the case of 

observed wage share has been highly significant at -0.456, see Chapter II.
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Surrey of Industries. One might argue that in such a short
period as considered here, the changes in la hour* s share
would only reflect the degree of utilisation of resources
during the various phases of trade cycle," But it should he
remembered that " a country which is undergoing a deliberate
process of development can be expected to experience certain

6structural shifts even in a relatively short period”.

>
Sable III-3 presents overall as well as indue try/wise 

relative wage share over 1959-1965* ®he overall wage share, 

it can be seal, although shows a moderate rise of about 
0*85 per cent point between 1959-1965, displays fluctua
tions of rise during 1959-1960 then fall during 1960-61, 
again rise during 1961-62 and then fall during1962-1965.
So far as Individual industries are concerned, furniture 
and fixtures, and tobacco show the largest fall of 12.55 
and 12*35 per cent points respectively In the wage share*
The industries shewing the highest rise of 9*02 and 7.20 
per cent points over the period are wood and cork and non- 
metallic industries (including petroleum and coal) respec

tively. There are in all, ten industries which show a rise 

and seven Industries which show a fall in the wage share 
(out of the total of 17 industries).

6. K.Sanadive* "Wage share in Organised Manufacturing 
Industries in India, 1946-1957", Artha Vij an ana,
Dec.1961, p.321.
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Table III-4 shows the relative importance of the 
industries over 1959-1965* There are £ industries which 
gained and 9 industries wnich lost in weight during the 
period - the highest rise of 5.09 and 2.93 per cent points 
being in basic metal and machinery industries respectively; 
while the largest fall of 5.82 and 4.37 per cent points 
being in textiles and food respectively.

There are as many as 14 industries which show a 
change of opposite directions in relative importance and 
participation rate between 1959 and 1965 -industries which 
gained in weight, lost in participation rates and 
vice-versa. Considering the breakdown of the whole series 
in terms of rise and fall in the overall wage share, we 
find that there have been only five industries during 
1959-1960, six during 1960-1961, four during 1961-1962 and 
two during 1962-1965 (see Table III-5) which show direct 
relationship between change1 in relative importance and 
participation rate.

The following table summarises the extent of fluctua
tions in overall wage share attributable to weight shifts 
and changes in participation rates (figures being in 
percentage points).
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Period Observed 
variations 
in wage share

Variations 
in wage share 
due to weight 
shifts

Variations in 
wage share due 
to participation 
rate changes

1950-60 +2.74 +0.60 +2.14
1960-61 -0.34 -0.20 -0.14

1961-62 +0.29 +0.04 +0.25
1962-65 -1.84 -1.10 -0.74

Of the periods of rising wage share, namely, 1959-60 

and 1961-62, 1959-60 shows relatively a sharp rise of
points

2.74 per eent| in the wage share, i’he shifts in industry 

weights, it can he seen, have not been important factors 

in influencing the overall wage share in both these years. 
However, it has been little aggrevated by the weight 

shifts in different industries.The greatest increase in 

participation rates during 1959-60 has occm^d’in Food 
(including beverage) and Basic metal industries (see 

Table III-5). Interestingly enough, these industries also 

show the greatest decline in their relative importance.
1,1 1961-62, another period of rising wage-share, also 

reveals that the Textiles industry which shows the greatest 

rise in participation rate, is associated with the greatest 
fall in its relative importance. These factors, therefore, 

seem to have prevented the overall wage share from rising 

further.
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She periods of 1960-61 and 1962-65 have experienced 

a fall in the overall wage share* These have been of the 

order of 0*34 and 1.84 per cent points respectively.

Unlike the periods of rising wage share, the fall in 

overall wage shares during the periods, seem to have been 

caused more by weight shifts rather than changes in partici

pation rates. In the absence of any weight shifting of the 

industries, the overall wage shares would have shown the 

fall of 0.14 and 0.74 per cent points only in 1960-61 and 

1962-65 respectively. It is interesting to note that in 

1960-61, the two industries, namely, food and transport 

equipment, which show the greatest fall in their relative 

Importance also show the greatest rise in their participa

tion rates (Table III-5). Similarly during 1962-65 the 

textiles industry which shoots the greatest fall in its 

relative importance (of the order of 3•26 per cent points) 

also shows the greatest rise in its participation rate 

(0.65 per cent points), Ihe fall in the overall wage share, 

therefore, actually is dampened by the rise in the partici

pation rates of these industries.

The fluctuations in overall wage share are accompanied 

by a continuous rise in tne total value added of the 

manufacturing sector over the period 1959-65* Shere is, 

therefore, inverse relationship between wage share and value 

added during 1960-61 and 1962-65. This might be-.explained
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in terms of what is called 'ratchet* or 'elbow-joint* 

effect. The ratio of wages to value added would rise 

whenever value added falls (since wages are stickly down

ward), but when value added rises again, wages do not rise 

at the same rate, this mekes the relative wage share to 

fall with rise in value added. Alternatively, a rise in 

value added not accompanied by any change in wages, or 

rise in wages less than proportionately, would make the 
two series tokove in the opposite directions. The period 

of rising . wage share, associated with a rise in value 

added would only mean that wages are rising at a faster 

rate than the rise in value added; or wage rate is rising 

at a faster rate than the rise in labour productivity.

4. Conclusion :

There are two forces which operate upon the overall 
wage share (a) inter-industry force or the change in 

relative importance (weights) of different industries, and 

(b) intra-industry force which operates in a particular 

industry through changes in the. participation rate of the 

industry. The former, inter-industry force, is nothing 

but industry-mix or structural shifts brought about say, 

by emphasis on heavy and capital using industries parti- . 
eularly in the initial stages of economic development. 

However, since the capital intensive industries are generally
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low wage share industries and labour intensive industries
7are high wage share industries# the increase in relative 

importance of capital intensive (low wage share) industries 

associated with fall in relative importance of high wage 

share industries would bring about a fall in overall 

wage share and thereby make the distribution unfavourable 

to labour class, in spite of the fact that the industry 
wage shares (participation rates) do not change.

When we isolate the effects of shifts in industry-mix 

on the overall wage snare, what we find is that it is not 

the intra-industry force (participation rates in different 

industries), but the change in industry-mix which has been 

responsible for the fall in the overall wage share during 

the period 1953-65* In other words, in the absence of any 

change in industry-mix, the overall wage share would display 
a very negligible fall (m almost constant trend). The 

trend coefficient of the observed wage share series which 

was found tobe -0,456( Chapter II) is now substantially 

reduced to -0.002 (with stand-error of 0.137) in the case 

of the corrected series. Thus, it is the change in relative

7. The correlation coefficient between wage share and
capital/labour ratio (adjusted capital as per discussion 
in Chapter I?) in different ASI industries in 1964, has 

vtorked out to be highly significant at -0,676).
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importance of industries which have played a crucial role 

in making the overall wage share to decline over the 

period 1955-1965.

In oase of the period 1959-1965# although it covers 

all ASI industries, it is difficult to establish any 

regular trend. She wage share shows-fluctuations between 

37*32 and 40.06 per cent points. The influence of weight 

shifting and participation rates on overall wage share 

have been in the same direction# both in rising and 

falling wage share periods. In the ease of rising wage 

share periods namely, 1959-60 and 1961-62, it is the 

changes in participation rates which are dominating, while 

in the periods of falling wage share namely, 1960-61 and 

1962-65, it is the changes in industrial composition which 

have relatively greater influence on the overall wage share •

The industrial development programme characterised by 

emphasis on heavy industries, would be accompanied by ~ 

a rise in capital relative to labour. Whether the increase 
in capital/labour rati© will affect the overall wage share 

or not will depend on(other things being given) the 

elasticity of substitution between factors of production.

The rise in capital/labour ratio in an industry (due to say, 

rise in wage rate relative to cost of capital), would 

imply a fall in the relative share of labour if the
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elasticity of substitution between labour and capital is 

greater tban unity, and rise in relative share of labour 

if the elasticity of substitution is less than unity. 

Unfortunately, the formula of elasticity of substitution 
does not allow for its direct calculation, ^he way out is to 

evolve some method (like CES production function due to 

Solow, Minhas, Arrow and Channery, see Chapter VI) of 

estimation of the elasticity of substitution and then to 

examine and test the relationship between wage share on 
the bnsjhand and the variables like capital/labour ratio 

and relative prices of the factors on the other hand.
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