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CHAPTER - II

LABOUR SHARE' s TRENDS AND ANALYSIS

1 ♦ The * Constant-Share* Hypothesis :

Recent literature on income distribution widely 

discusses the constancy of income share accruing to 
labour class1 (whether wage earners or wage-earners and 

salary earners combined together). Keynes thought the 

constancy to be a ‘miracle*, while Solow has come out 

with a proposition against the constancy of labour* s 

share believed to be one of the great constants of 
nature like *the velocity of light* and ‘the incest 

taboo'• He declares it to be merely an 'optical illusion'. 

To Phelps Brown and Hart, the variations in the wage 

share are not so great when related to the wide swings 

of the corresponding shares within particular industries. 

Solow agreeing with this viewpoints out that "if the

1 See, for example, Michal Kaledci* Essays in the theory j 
of Economic Fluctuations. (London: Alien and Unwin, 1939) ?! 
J.M.Keynes, "Relative Movements in Real Wages and 
Output", Economic Journal. March,.!939» R.M.Solow, "A i 
Skeptical Note On the Constancy of Relative Shares", 
American Economic Review.- Sept., 19581 E.H.Phelps Brown, 
and Hart, "The Sbare 'of Wages in National Income", 
Economic Journal. June, 1952? E.H.Phelps Brown, Pay and 
Profits.(New York: Augustus M.Kelley,1968). I
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calorie contents of breatfast, lunch and supper each
varies widely, while the 24 hour total remains constant,
we atonce suspect a master hand at the controls. Similarly
if wide swings within industries yield only narrow swings
in the aggregate, this points to some specifically inter-

2-industrial or macroeconomic force". Economists today,
%according to Heidensohn , seem reluctant to see the 

constancy of wage share destroyed, in spite of the evidences 
available against the hypothesis* fhe alleged stability 
of labour's share could get momentum because of the main 
interest in refutation of the *immiserization of the 
proletariat* hypothesis propounded by Marx*

In the context of the constancy of labour* s share 
hypothesis, at least three important questions arise:
(i) Poes it mean that the course of eemomic development 
has no impact on the distribution of income? (ii) Does it 
indicate any failure on the part of the trade-unions in 
turning the distribution in their own favour? (iii) Or 
could we regard the alleged constancy merely an * optical 
illustion* with no real significance attached to it? fhe 
present and the followings Chapter HI, , after examining the 
trends in labour share,, attempt to answer the last question

2. B.M.Solow: Op.eit., p.621.
3. K.Heidensohn: "Labour’s Share in National Income:

A constant?" fhe Manchester School of Economic and 
Social Studies* Dec.1969.
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with reference to the organised manufacturing industries 

in India. The first two questions and other related 

problems are examined in the later chapters.

2. Terms and Concepts :

The different terms and concepts used in the present 

study are- as follows s !

The concept of relative share accruing to labour 

(or employee) class in manufacturing can be interpreted ;
i

in three different ways: (i) the share in value added l

received by workers who are directly employed in the 

production process; (ii) the share in value added received
' I

by the salary earners which ukna* include supervisory and i
I

managerial staff; (iii) share in value added received j

by all employees, i.e. the share of total employee compen- j 

sation (including-other monetary benefits). The sources of j
i

factory data are the reports of Census of Manufacturing 

Industries (Oil) and Annual Survey of Industries (ASI).
i
i

According to the Indian Factories Act 1948* persons !

employed refer to all persons employed attending and on ,
|

leave with pay, such as sick leave, casual leave or paid i 

vacation and also those employed in welfare activities.
■ i

Workers include all persons: employed directly or through |

any agency whether for wages; or not, in any manufacturing |
!

process in or cleaning any part of the machinery or premises |

i
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used for a manufacturing process in or any other kind of 
work incidental to or connected with manufacturing process. 
The category of workers-, it should be noted, excludes 
persons holding positions of supervision or management 
or employed* in a confidential position.

The term salaries/wages includes all payments made
\

in cash as compensation for work done during the year.
Money value of benefits includes the net cost of the 
concessions in respeet of supplies made or services ren­
dered to the employees. Since the money benefits accruing 
to workers are not separately available, these benefits, 
in the present study are added to wages and salaries to 
get the total employee compensation.

Value added by manufacture represents the part of 
the value of the products which is created in the factory 
and is computed by deducting from the gross ex-factory 
value of output, the gross value of input* The figures of 
the ASI used in this study refers to the Census part only. 
The ASI sample reports do not give detailed information 
at par with ASI Census report. Also, the sample sector gives 
information only for three digit industry groups.

One might choose labour's share, as-pointed out 
earlier, either with reference to share received by workers 
in direct production or share received by total employees
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including supervisory and managerial staff# One may, in the
latter case divide the income originating (total value
added) into wages and salaries (employee compensation) I
as one part and rest of the income (property income) as
the other part* “But a part of profits would no doubt then
be included in labor's share of income#Salaries might be
classified separately for clerical and near-supervisory

4employees were the data available**. Since the data on 
wages to workers and compensation to total employees are 
separately available, in what follows, the relative shares 
of both, workers and total employees, are examined separately.

3. Bata Adjustment : j
The data on organised manufacturing industries for ' 

the period 1946-1965, as noted above, are available from ! 
two different sources: the Census of Indian Manufactures 
(CU) for the period 1946-1958, and the Annual Survey of 
Industries (ASI) for the period 1959-1965# Because of the ! 
differences in coverage and classification, the data as 
reported in these two sources are not directly comparahLe 
with one another# Hence, some adjustmentjis called for to 

make the figures comparable? (Adjustments regarding capital j
4# J.T.Bunlop, Wage Determination Under Trade Unions*

(Hew York* Augustus M*Kelley,l950), p.153* J"
. See P.K.Sawhney: "Inter-Industry Wage Bifferentials

in India", Indian Economic Journal,Vol*xyil, July-Sept«. 
1969. The comparable industries- are shorn in 
Appendix II-2.

5
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6figures are. discussed in Chapter IV).

She CM with 29 major group industries covers the 

factories with 20 or more workers using power, whereas j
‘ s

the factories covered by the ASI are those which employ 

50 or more workers with the aid of power and 100 or more 

workers without the aid of power, these factories according 
to the ASI (1964) accounted for 94*1# of the total produc­

tive capital (hook value) of all factories in all industries, 

85*9# of employment, 85.5# of gross output and 89*0# of

value added hy manufacture.the Annual Survey of Industries j
!

covers as many as 63 groups of major industries including

those covered in the Census of Manufacturing, fwentyeight 
, v\..(of theiJCMI industries which are also covered hy the ASI_, j 

accounted for about 58*3# of value added 62.9# of total ! 

wages, 57*8# of total workers in all the ASI industries j
. I

in 1959J the corresponding percentages for the year 1964 |

are 54*1#, 57*6# and 52.1# respectively. !

6. In connection with the comparability of the data
from the two sources mentioned above, it is interesting J to note that the national Commission on Labour (Ministry 
of Labour Employment and Rehabilitation, Government { 
of India) has come out with three volumes of Statis­
tics of Selected Manufacturing Industries (1959) ;
which contain a continuous time series data for the ! 
period 1946-1964, and which, as claimed by the 
Commission, are comparable over time. The Commission, 
although aware of the limitations of the comparability 
of the data between the two sources, surprisingly, ! 
has not considered any adjustment of the figures over 
time.The figures appear to have.been simply copied 
down from the various reports of the CMI and the ASI. ;
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Out of the 29 industries covered by the CM, the

difficulty arises in the case of the following nine

industries which are not separately listed in the ASI.

These industries are s bicycles, sewing machines, plywood

and teachests, distilleries and breweries, vegetable

oils, glass and glass ware, ceramics, chemicals, and

general engineering and electrical engineering. To make
the Gil industries comparable with the ASI classification

the adjustments of industries have beaa made as per shown

in Appendix 11-3. The last industry namely, general
eengineering and electrical engineering has been omitted 

due to difficulties of comparability between CM and ASI.

As noted earlier, the CMI also covers the factories 

employing less than 30 workers which are excluded from 

the ASI coverage. Fortunately, the GMI gives information 

by different size groups for the year 1953 and onwards. 

However, there is another difficulty that the ASI covers, 

the factories employing not only 50 or more workers with 

power but also employing 100 or more workers without the 

aid of power. The CM industries examined relate only to 

those using power. But looking to the fact that the propor­

tion of the factories employing 100 or more workers and 

not using power would he just negligible, the results,- it 

is hoped, would not be affected by any significant amount 
evenjif these factories are not excluded from the analysis.
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Moreover, to the extent that the ratios of different 
variables (and not the absolute figures) are t<^e used 

the above limitations will not affect the overall results*

If we are concerned with only wages paid to workers 
and not the total of wages, salaries and benefits (i.e. 
employee compensation), we are faced with one more diffi­
culty* She total employee compensation in GMI is reported 
by different size groups but wages paid to workers are not 
reported by the size groups i.e. for 50 and above workers. 
However, the figures for wages paid to workers and total 
employee compensation are separately available for the 
total of all size groups (for each industry)* So arrive at 
the figures of wages in the size groufi 50 and above, 
therefore, the ratio of wages to employee compensation of 
all size groups for each industry was calculated and 
applied to the reported figures of employee compensation 
of size group of 50 and above of each industry. Sihee the 
size group of less than 50 workers accounts for a very 
small proportion of total employee compensation in most of 
the industries* the application of the above ratio to the 
size group 50 and above is quite justifiable* Out of the 28 
industries under consideration, only three industries 
namely, rice milling, biscuit making and oilseed crushing 
showed a little higher proportion of employee compensation - 
48$, 16$ and 32$ respectively - in the size gfoup below
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50 workers in the year 1958* For all. other industries the 
proportion varied between 0$ and 12$.

Because of the presence of high proportion of employee 
compensation in the size group of below 50 workers in the 
above three industries, it was found necessary to check 
the resulting figures of wages for the size group 50 and 
above by some alternate methods To do this, the wages/ 
compensation ratio of the nearest year/ of the (ME coverage 
(1959 of the ASI) was calculated and applied to the 
employee compensation figures of the CMT(1958). This: did 
not alter the earlier results by any significant amount, 
and hence the validity of the application of the CMI 
ratio was confirmed.

The high proportion of employee compensation and 
number of employees (including salary earners) in small 
size groups in industries like rice-milling, biscuit making 
and oilseed crushing as compared to other industries seems 
to have been affected' by the under reporting of the workers 
in these industries. In a factory where the employer is 
also a worker^ he normally reports himself as a manager

\

rather than a worker. This type of reporting leads to a 
kind of disguised labour in these industries, and results 
into slight under estimate of the ratio of workers to 
total employees.
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4* Trends in labour Share s
She following chart depicts the tendency of workers* 

share and toted employee share in value added over the 
period 1953-1965. The cyclical (yearly) movements of the 
two series, as it can he seen, are very similar to each 
other except for the laet two years. In the case of workers, 
however, there is a clearcut tendency for the wage share to 
decline over the period. The employee share, on the other 
hand, reveals fluctuations around 57$.

S$ far as the changes between 1953 and 1965 are 
concerned, the relative wage share has registered a 
decline of 8,74 per cent points as against the decline 
of 5*09 per cent points in employee share (Table H-1). 
ai'Jl There are as many as 15 industries (out of the
toted of 28 examined) showing a decline in wage share - the 
highest fall being in Aluminium, Copper and brass, and 
oilseed crushing of the order of 29.07 and 22.50 per cent 
points respectively, as against the highest rise of 15*19 
and 10,10 per cent points in sewing machines, and plywood 
and teachests respectively. In the case of employee^ 11 
industries show a fall and 17 industries a rise in the 
relative share - the hi^aest fall being registered again ‘ 
in Aluminium, copper and brass, and oilseeds crushing 
by 38.62 and 32.84 per cent points respectively, ihe highest 
rise in employee share has been found in sewing machines

I
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Table I1-1
Wage share and Employee Share, and Changes theSCein 
during 1953 and 1965 - by Industry.

_T * Industry WageMsshare
)

Employee
a...Ms).

share Change
in

Change
in

1953 1965 1953 T9W wage
share

employee
share

1 2 3 4 ' 5 6 7

1. Wheat floor 27.06 21.72 41.06 37.60 - 5.34 - 3.46

2. ^ice milling 45.86 28.98 72.13 43-84 -16.88 -28.29

3. BUseuit making 29.09 19.29 44*86 33.37 - 9.80 -11.49

4. Bruits and 
vegetables 
processing

21.09 26.69 35.60 41.81 + 5.60 + 6.21

5. Sugar 26.96 30,39 40.66 46.48 + 3-43 + 5.82

6. Distilleries & 
Breweries 27.63 15.26 48.79 24.18 -12.37 -24.61

7. Starch 18.32 14*44 25.21 26.24 - 3.88 + 1.03

8. Oil seeds 
crushing 43- 24 20.74 64.00 31 .16 -22.50 -32.84

9. Edible hydro­
genated oils 16.81 18.76 25.68 40.43 + 1.95 +14.75

10. Paints and 
varnishes 18.10 20.35 33-36 46.16 + 2.25 +12.80

11. Soap 18.67 18.28 25.89 35.39 - 0.39 + 9.50

12. Tanning 43*41 38.93 58.03 51.94 - 4.48 - 6.09

13* Cement 21.47 22.75 32.41 36.05 + 1.28 + 3*64

14• Glass & 
glassware 73-39 54.87 88.87 71.85 -18.52 -17.02

15. Ceramics 54.97 44.41 75.53 62.34 -10.56 -13.19

16. Plywood & 
teachests 25.03 35.13 45.98 52.35 +10.10 + 6.37
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Table II-1 (concluded)

Wage Share and Employee Share, and Changes therein 

during 1953 and 1965 - by Industry.

jj* Industry Wage share
We)

1953 1965

Employee share
Ws)

T9S31965""

Change
in
wage
share

Change
in
employee
share

1 2 3 4 5 6 7

17. Paper & 
paperboard 28.08 30.41 41.53 47.80 + 2.33 + 6.27

18. Matches 37.99 43.76 54.12 56.70 + 5.77 + 2.58

19. Cotton textiles 65-48 63.64 73.94 76.35 - 1.84 + 2.41

20. Woollen textiles 48.16 33.46 66.67 47.96 -14.70 -18.71

21. Jute textile 58.14 61.90 68.74 73.74 + 3.76 + 5.00

22. Chemicals 20.42 17.09 34.45 33.02 - 3.33 - 1.43

23- Aluminium,
Copper & Brass 43.71 14*64 64.31 25.69 -29.07 -38.62

24. Iron and Steel 33.25 34.82 47.18 53.69 + 1.57 + 6.51

25. Bicycles 34.81 36.63 49.29 55.98 + 1.82 + 6.69

26. Sewing machines 37.71 52.90 55.38 72.41 +15.19 +17.03

27. Electric lamps 29.27 34.77 52.36 58.03 + 5.50 + 6.67

28. Electric fans 36.63 35.95 57.40 57.89 - 0.68 + 0.49

ALE 49.39 40.65 60.63 55.54 - 8.74 - 5.09

Sources See Appendix II-1.
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and edible hydrogenated oils by 17*03 and 14*75 per cent 

points respectively.

To examine the proposition of constancy or otherwise 

of labour*s share and employee" share more objectively, 
the trend coefficients for individual industries (in the 

case of labour's share (See Table II-2) and for the total 

of all 28 industries (for both wage share and employee 
share) are calculated. The following regressions have been 

run for the purpose

X - <+ f X 
and X* *a + bl

where X * wage share in value' added - ratio of wages to 
value added (percentage)

X * years
X' * Employee share-ratio of employee compensation to 

value added (percentage)

The results of the fitted regressions for the wage share

and employee share of all industries are s

X = 45*773 - 0.456 X 
(0.141)

and X* = 57.326 - 0*068 X
(0.143)

The figures in brackets indicate the standard errors of 

the^regression coefficients.Although both of the coefficients 

are negative, in the case of employee share it is found to be
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insignificant. The coefficient of the wage share has 

turned out to he significant at 1$ level (every increase 

in one unit of time - a year - leads to a fall in wage 

share hy about half a per cent point).' The results of 

individual industries for wage share are shown in Table II-2.

5. Conclusion s

We may conclude that there appears tbbe a clear cut 

tendency for the over all wage share to decline over the 

period under consideration. The trend coefficient of the 

wage share has turned out to be highly significant' (with 

negative sign before it). In the case of employee share, 

however, the coefficient, although negative, is not found 

tobe statistically significant. Ihe simple average of 

the estimated trend coefficients of wage share has been 

-3.866, which provides an additional evidence of declining 

tendency of wage share over the period. So far as the 

values of the trend coefficients are concerned, one should 

not be surprised to find them vexy low in our results.

After all what we are concerned with is the ratio of wages 

(or employee compensation) to valued added, and hence it 

must contain certain ’inertia* in it. An industry with 

labour's share of 40 pot cent in value added, for example

7. She trend coefficient for wage share, when calculated 
for the period 1946-1965, has turned out tobe -0.0567. 
The coefficient, although statistically insignificant, 
does bear a negative sign before it. (The figures of 
wages and value added for the period 1946-1952, being 
adjusted by applying the required ratios of the year 
1953).



Table II-2

f

r
t

iff

Regressions of Wageshare over time

S. Industry
No. F

Standard 
error ofcf

1 2 5 4

1. Wheat floor 21.649 0.075 0.280

2. Rice milling 40.272 -0.879 0.335*

5. Biscuit making 23*848 -0.297 0.200

4* Fruits and vegetables processing 18.771 0.734 0.348

5. Sugar 23.820 0.503 0.155**

6. distilleries & Breweries 25.886 -0.804 0.251**

7. Starch 24.001 -0.400 0.419

8. Oil seeds crushing 50.213 -2.305 0.975*

9. Edible hydrogenated oils 23.941 -0.536 0,617

10. Paints and varnishes 15.103 0.324 0.190

11. Soap 13.643 0.230 0.183

12. Tanning 47.175 -0.544 0.343

15* Cement 19.436 0.458 0.162*

14* Glass & Glassware 61.555 -0.808 0.546

15* Ceramics 53.560 -0.569 0.365

16. Plywood & teachests 21.069 1.036 0.262**

17. Paper & Paperboard 23.613 0.498 0.218*

18. Matches 38.779 0.325 0.389

19. Cotton textiles 59.494 -0.031 0.323

20, Woollen textiles 45.349 -1.324 0.361**

--37
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Table II-2 (confiliided)

Regressions of Wageshare over time

S. Industry
Ho. < ?

Standard error of p
1 2 3 4

21. Jute textile 62.688 -0.467 0.491
22. Chemicals 19.572 -0.096 0.124
23. Aluminium,Copper & Brass 34.103 -1.585 0 .331**
24. Iron and Steel 27.340 0.776 .0.380
25. Bicycles 25.992 1.146 0.351**
26. Sewing machines 58.646 0.065 1.189
27. Electric lamps 27-335 0.502 0. 212*
28. Electric fans 37.461 0.107 0.319

N.B.: * indicates the coefficient to be significant at 5$ level.
** indicates the coefficient to be significant at 1$ level. 

Source: Calculated on the basis of data givenin Appendix II-1.
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will show a rise of only 10 per cent points in wage share 
(assuming the elasticity of substitution less than unity) 
evenif the workers succeed in raising their wages by as 
much as 50 per cent. This happens because both numerator 
and denominator of the ratio are not independent of each 
other; with every change in wage both get affected 
simultaneously (although not by the same magnitude). This 
indicates that the wage share is essentially inelastic 
with respect to wage bill.Further, the change in labour*s 
share also depends on the initial value of the gLven share - 
hi^ier the initial ratio, lower is the effect on wage share 
changes (and vice-versa).

The fall in the labour*s share over the period might 
be a result of rise in profit margins of the firms caused 
by say, a rise in the selling, prices of their products or 
an introduction of capital-intensive techniques in the 
production methods. The rise in money wages,- as pointed

oout by Phelps Brown , will not increase the labour* s share 
unless the firms are prevented from raising their selling 
prices so as to protect their profit margins. £o©king|o 
the fact that the profit margins in selling prices are 
generally not compressible in practice, what appears to 
have happened in the case of Indian industries, is that the 
firms must have succeeded in raising their profit margins 
either through increase in selling prices in relation to

8. Phelps Browns 0p.eit.,p.21.
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wage cost or through increase in labour productivity 
relative to wage rate through increase in capital/labour 

ratio accompanied by an improvement in the technique of' 
production.

Another factor which deserves consideration is that 
the proportion of * non-worker* group (i.e. salary earners ) 
to the ’workers* group might change over time in favour of 

the former under the influence of changing technology without 
there being a real substitution of capital for labour;, This 
will affect the workers' share in an industry in the down­

ward direction while keeping the employee share more or 
less constant.

Since the overall labour's share is the outcome of 

changes in industry-mix and changes in labour shares in 
individual industries, the question naturally arises as to 
what part of the observed labour's share really owes to 
changes in industry labour's shares. In other words what 
has been the relative role played by industry-mix in making 
the labour* s share deeline overtime. To answer this question 
we must now turn to Chapter III.
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17.68
12.10
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34.42
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25.19 
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59.66
29.53
51.14 
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32.17 
35.10 
60.90 
34.02 
43.69 
40.30

23.85 
• '1,0

?

21.36

34. 2G 
25.75 
21.95 
22.89

28.56
15.37
20.83  
14.55 
44.26
23.83  
51.79 
52.28- 
27.82 
31.29 
38.72 
55.57 
34.28 
62.49 
20.10 
23.63 
36.46
33.17
69.17 
27.68
44.18
42.20

27.99
28.95
22,59.

32.81" 
28.03 

* 17.66 
21.79

26.26 
18.03 
23.0? 
15.15 
47,62 
26.00 
51.68 
61.45 
36,26
32.37 
37.04
53.37 
30.11 
65.85 
20,08 
20.77 
37.00 
43-25
64.64
31.09
39.34
41.33

27.17
31.39
19.93

23.52
30.89
20.86
21.39

33.94  
19.43 
17.93 
16.22 
41.03 
22.06
53.68 
42.15
27.69 
29.62 
33.45 
59.68 
29.58 
47-43 

'19.59
20.14 
46.96
44.15 
65-72 
32.30 
37.42 
43.04

S_ourc_p_ 
C

alculated on the basis of data provided in 
C

24.02 
30.33
21.70

24.57 
32.17 
18.83 
18.9

C

30.15
19.70 
17.36 
16.35 
41.81 
23.51 
58.10 
48.11 
30.67
28.70
43.57
60.16 
31.99 
50.47
19.03 
17.40 
36.28 
40.88 
59.84 
32.31 
38.59 
41.44

18.79  
-:8'.9

r 
23.83

24.69
30.08
16.60
23.56

31.20
23.30
17,33
19.46
39.63
27.92  
59.22
44.79 
38.55 
28.40 
45.77 
58.86
34.38 
61.11 
19.26 
14.11
30.49 
37-17 
58.53
35.49
33.93
40.39

21.72 
- 28.30 

19.29

26.69 
30.39 
15 

26 
14.44

20.74 
18.76 
20.35 
18.28 
38.93
22.75 
54.87
44.41 
35.13
30.41
43.76
63.64 
33.4^ 
61-90 
17.09 
14*64 
34.82 
36.63 
52.90 
34-77 
35.95
40.65
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APPENDIX II-3
ASI Industries Comparable to CMI Industries

CMI Industries Comparable
ASI industries

1. Wheat floor 205-1
2. Rice milling 205-2
3* Biscuit making 206
4* Bruits & vegetables 203
5. Sugar 207-1
6. Distilleries & Breweries 211+212+213
7. Starch. 209-7
8. Oilseeds crushing 209.2+312.1
9. Edible hydrogenated oils 209.3

10. Paints and varnishes 313
11. Soap 319.6
12. Tanning 291
13. Cement 334
14. Glass & glassware 332
15* Ceramics 333
16. Plywood & teachests 251-2
17. Paper & paperboard 271
18. Matches 319.8
19* Cotton textiles 231.1
20. Woollen textiles 231.3
21. Jute textile 231.2
22. Chemicals 311+319.1 to 

319.5
319.7(319.9 t 

319.12)
23• Aluminium, copper etc.(Ion-ferrous metal) 342
24* Iron and Steel 341.1
25. Bicycles 385
26. Sewing machines 360-11.5
27. Electric lamps 370-1.4
28. Electric fans 370-1.3


