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I. Introduction

slthough the humanitarian ideals enbodied in »odern social welfare
lerislation rarely engender controversy, the actual achievenents of this
same legislation often do. Hather than helping those groups in a society
who are exploited by substandard wares, unsafe or unhealthy workine
.conditions, or are vulnerable to job loss by one means or another, it is
frequently argued that the legislation has the opposite effect., Child
labor laws lead to high unemployment rates for ycunger workers; statutory
wages cause the discharge of low-skilled workers (both young and old) as
their employment becomes unoconomical; social security costs induece emrloyers
to substitute capital for labor and thus reduce erploynent costs of +his
Find; and so on.

‘hat social legislation does have an jwpact on enployrent is un-
donied. Instead Lhe argument is ioined first over the masnitude of the
omplcyment impacl on the one hand and secondly on the value of the tenefits
received by those employed on the other. ixisting empirical data, unfor-
tunately, shed little light on these two questions. oreover, most of the
research carried out has been limited to the developed nations and that
particularly to the United States.i this is a significant ovission when

L

one considers that social welfare programs are quite extensive in ost

ithe author wishes to acknowledge his indeb'edress to T'r, "uan Viudez for
his valuable suggestions in formulating the research problenm,
A
1. .he major exceptions to this peneralization, at least as far es Lztin
america 1is concerned, appear to be: lom i, Davis, "Dualism, ltagna-
tion, and Irequality: [he Impact of Pension Legislation ir the Chilean
Labor :arket,"” Industrial and Labor Relations Review: Vol. 17,
April 1964, pp. 380-392; and Lloyd G. Reynolds, " ares and Smploynent
in a Labor Surplus Econony," american icononic Review, ‘arech 19F%,
pp. 15-3G.




developing countrles while concomitantly, omploy=ent probless bull larea
as major economic and political issues.

it is the premise of this paper that in particular two classes of
social legislation, statutory winimun wages and enployrent stahilizatinn
policies, are in good part responsible for explaining several observable
labor market phenomena in Latin smerica: (1) stagnation of industriel
sector employment; (2) very large wage differentials between zroriculiural
and industrial sectors; and (3) relative uniformity of were retes within
the industrial sector. One is also tempted as well to add *o this hioh
rates of urbanization of Latin American population sinee this alsn seems
in part traceable to the dysfunctional consequences of wage and employment
legislation,

‘he discussion in Parf II of the paper will identify certain
characteristics predominating in Latin American labor markets as well as
relate these characteristics to several generally accepted explana'ions
of labor market structure and functioning in developing couritries.

in Part I1I the statutory wage and job stabilization legislation
will be analyzed for their potentiel employmert and wapge impact. IHere
resort will be wade primarily to marginal enalysis from econories in
order to identify causal relationships,

+he final section will consider the implications derived fro- 'he
analysis, indicating briefly the direction evolving manpower policy micht

be: channeled toward alleviating the dysfunctions associaled with wage and

employment legislation in developing countries.



I« ODiscussion

1n recent years economic science incressingly, albeit erudeinely,
hes come to accept the premise thaf econonric growth is a function of huran
rosource development as well as capital accumula!ion and levels of invesi-
ment . o longer is it heresy (o suggest that "/t/he building of modern
nations depends upon the developrment of people and 'he organization of
huran activity. Capital, natural resources, foreigen a2id, and international
trade, of course play important foles in economic growth, but none is rore
: 2 3 b
irportant. than manpowers, " fhe work of Harbisor end lyers,” Schultiz,
ﬁagen,5 IncClell-and,6 “eber7 and others has long since taken its toll.

-he recognition accorded to human resource development and manpower
planning has in turn generated concomitant theorefical and empirical
attempls directed at describing, explaining and predieting the precise
causal nexus between economic growth and the que2lity and quantity of an
area's human resources. (n the basis of the "™models" as well as data now
accunulated, one can generalize Latin American societies o be charac'erized

as: (1) cdual economies in which small modern industrial sectors exist as

2. Frederick Herbison and Charles 4. iyers, Sducation, “anpower, and
Zeonomic Growth, New York: !etGraw-Hill, 1664, p.v.

3. l1bide.

Le Ge 2o Schultz, "Investment in Human Capital," American Seonomic
Review, Vol. 51, No. 1, Farch 1661,

5. Lverett Hagen, Cn the Theory of Social Change, Honewood:Dorsey Frass,

1962,

6. Devid C. icClelland, 'he Achieving Society, Prirceton, W.J.: Van
Nostrand, 1961,

7. lax .eber, The Frotestant sthic and the Spirit of Capitalism, lew
York: Charles Seribner's sons, 1G5€.
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enclaves within much larper undevelopaed aegricultural snc?ors;g (2) rapidly
urbanizing populations in which mass rigra‘ion from rural ‘o urban sreas
G

prevail;” and surplus labor markets in which visible and disenised unewploy-
went are rampant in both rural and urban areas, 10

liore particularly, derivable generalizatiorns regarding the prceess
of structural change in Latin american labor markets would also indiecate
that: the secltoral expansion of employment should be one in which a2 decline
in agricultural embloyment occurs with a rise in wanufacturing or industrial
employment which then declines ir Lhe face of an expansion of enployment in

11averago waras paid to workers in 'he

the service or terltiary sector;
modern or capitalist sector should exceed ‘hose paid Lo subsistence sec’ or

workers only by a small amoun' (that necessary 'o cover ccs's of "ransfer

€. Various authors have dichotimized developing coun ries in ter-s of
capiralis* vs. subsisience; traditional vs, modern and so on. Cf.
‘e e Leowis, "iconomic Development with Unlimited Supnlies of Labour,"
she tanchester School of conomic arnd Jocial ctudies, Vol. 217,
lfo. 2, lay 1954, ppe 139-161.

Ge s plethora of materials exists for the issue of urbanization irn Latin
smerica but for two recent efforts see: Glenn H. Bever, he Urben
sxplosion in latin america, Ithaca: Cornell University Fress, 1937;
and Gerald Breese, Urbanization in ifewly Developing Countries, Trentice-
Hall, 1966.

10. wconomically speaking, surplus labor will be defined as those workers
whose marginal product is negligible or zero. OJee Stanislsw ellisz,
"Dual HYeconomies, Disguised Unemployment and the Unlimitecd Supply of
Labour," Leconomica, Februery 1668, p. 35,

11, Colin Clark, The Conditions of Sconoric Progress, 3rd edition,
London: jaclillan and Co., 1G57, pp. 492-4GL, According to Clar!-
"eseas time goes on and communities become rmore economically advanced,
the nunbers engaged in agricullure tend to decline relative to the
nutbers in manufacture, which in their turn decline reletive to the
nurbers engaged in serviees." (p. 492)




from one seclor Lo the other in addition to hirhor urban cost of 15vinn};1q
and, finally wiihin the indus:rial or cazpitalis! seac!or, as econoric develop-~
neni advances wages of skilled workers should irnerease a' a proportionately
faster rate than hose for unskilled workers,l>

.he zrowth, structure, and prieine of labor factor inpu‘s in
response o the course of Latin American scononic developnent 'hus can be
hypothesized in some detail., ioreover, an iwmpressive amount of evidence
is being accunulated in support of the first three sets of generalizations
considered above; that is, that Latin American societies are dual economies
marked by repid urbanization and surplus labor.

Support, based admittedly on fragrentary data, for the second set
of three hypotheses, however, is much less evident.

‘he sectoral expansion of employient: Contrary to Clark as azri-

cultural ewploynent has declined, manufacturing or industrial employrent
has not expanded., Rather as .able 1 shows, evployment ecrowth has been
linited to the services sector.

Individual countries showing a marked decline in *the prorortion of

nanufacturing employnent in the period 1947-1660, are Chile, mecuador,

T2, 1th an unlinsited supply of labor fron the subsistence sector,
employers can hire any quantity of units of labor desired al a con-
stant wage. .he labor supply curve thus approxinates perfect
elasticity with changes in capitalist sector wage levels dependent
upon changes in the subsisience soctor. Lewis, pp. 145-151,

13. the logic of this generalization is that while there are unliwited
supplies of unskilled workers available 2f s constant wage, the
same can not be said for sltilled workars, he supply of the latter
is much less elastic, hence with upward shifts in the demand for
skilled labor, the price must necessarily rise. widenine the ecap

between skilled and unskilled wares in the capitalist sec'or,
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DISIRIGUTION CF & PLOY T BY SCONQ-IC 5iCCiS
LaTIN »¢ 8RIC. 1925-1960

Percent of Economically -ctive Ponulation

~zgriculture *anufac-
and turing Services (2
“ining
1925 62.3 13.7 b0
1950 52.2 th, = 1.4
1955 51.1 14,3 : b~
1960 L83 13.% 7.4

%) Tncludes construction to maintain comparability with Clark

source: "Slructural Changs in Uaployment (ithin the Context of Latin
mmerican Sconomic Developrent,"  Iconoric 2ulletin for Latin
cmerica, Vols 4, Iloe 2, Cctober 1965, p. 107,

Haiti, Fanama, raraguvay, and Peru while most of the remainder exrerienced

4 : : .
1 lkexico shows the very interestine

a stationary or minimal change.
result of employing relatively fewer in its manufecturing sector in 1940

than it did at the advent of its revolution in 1910.1f .hile so+e

14, International Labour Organization, !anpower Flanninz and Smployment
Poliey in ieconomic Developirent, Report II, Zighth Conference of
nmerican States Yembers of the International Labour Oreanization,
Cttawa 1966, ppe. 43-45,

15, JStatistiecs presented in iacional Financiera, Statistics on the "exiecan

seonony, rexico, DeFe, 1566, pe 26 give a sectoral division of
enployment to be:

agriculture fr. Service and
and wxiraction Construet ion

1960 £1.8 Iresie W APRC.



author515 contend that we are merely witnessine "an ewployment wultiplier
effect.” in which one new nanufacturine iob ecreates the need for throe or
four 7obs in the service sector, the more conventional explanatior is one

in which rural migrants to urban areas, unable to secure factory ernloyient,
ara forced into service employ=nent of a predominartly pe*ty nature. In

17

Lewis' Lerms they come to occupy urban subsistence omployment. thus, in
contrast to the United States and surope, where beiter than oneshalf of
urban enployrent is accounted for by indusirial wort, Latin .mericer urber
centers provide one-third or less of their dob seekers with indusirial
work.lrl '

Firally of majof significance, given continuing mass migration to
urban areas, is the conclusion that these sawe urban areas, the center for
st industrial a2ctivity, are diminishing in ability to absorb “he expanding
urban labor force.'? i basic explanation for this phenoénnon is to be
found in ". . . the prevailing tendency in major enterprises to re-uce

manpower inpul -output ratios as far as possible in order to diminish heavy

social security payments involved and Lo sirplify labour problews, "<

12, See .alter Galenson. Yiconomic Developrent and the Sectora) “xpansion
of Zmployment," Jnlernational Labour Kevieuw, Vol. €7, June 1963,
Galenson argues that "Under con'itions of wodern technology, however,
/the manufacturing sector's/ role is not litely to be that of a waior
source of new enployrent. Rather it will tend to generate the effective
denand leading to employnent expansion in other sectors." “‘his explan-
ation of the growth of urbar service enployment is reiected here for
reasons which will be outlined below,

17. DSee Lewis on this point, p. 141,

18, "5tructural Change in [nployment ithin the Context of Latin rerican
Fcononic Development,”" Lconomic 3ulleiin for Latin /-erica, Vol. -,
los 2, October 1965, p. 182,

16. Ibid., pp. 170-171.

20. ]bido * p. 166.



.he subsistence v, capilalist sector ware differential: 7Tt was

stated above that wW. .nrthur Lewis, in what has become a classical work,
argued persuasively that so long as productivity was low and the sunply of
labor unlimited in the subsistonce sectors the cap between rhis sec'or and
wages in the industrial or capitalistic sector would be on the order of

30 percent.21 It is not of little interest to find that recent research
indicates this differential to be fer greator than that assumed by Lewis.,
For example, the Economic Conmission for Latin /‘merica concludes that for
Frezil industrial wages average 70 percent creater than those in agriculture
while in “exico the capitalist-subsistence diffarential is 7°5 percem'.?2
it is further estimated that the wage disparity is even larger in such

countries as Colombia, Costa Rieca, Peru, and Chile.z3

okilled ve, unskilled cepifalist sector wace differentials: ..t a

recent conference on manpower planning and econonic development the ILC
pointed out:

Shortages of trained manpower available to meet current and
foreseeable needs in a wide range of occupalions ere reported
from almost all Latin “merican countries.... ‘he generel
sitvation is well known: there is & mass of actual and potential
workers lacking partly or wholly the most elerentary techricsl
gqualifications; as fo the wmore qualified manpower already in
erployment, the basic training received is often so inadequate

21. Lewis, p. 1350,

22. Conision Feononica para america Latina, ‘isiudios Sobre La Distribusidén
del ingreso en fAmerica Latina, i/CN. 12/770/ .dd. 1, 21 abril 1667,
re &

23. International Labour Organization, ‘he Role of Jocial Seenrity and
Iunproved Living and iJorking Standards in Jocial and Seconormic
veveloprent., Report ITI "Hewuneration and Conditions of Work,"
Lsighth Conference of aimerican States ‘embers of the 1L0O, Ottawa,
September 1966, p. 3.




that upgrading and reiraining are very costly if at! 211
possible. Such shortages of trained rarpower have been a
serious bottleneck for economigudevelopwnnf, particularly
for industrialization schenes,
.iell known also is the non-iechnical orientation of “he bul" of
Latin American systems, Thus it is not illogical To conceive of the labor
market for skilled workers to be one in which prosressive industrialization
Zenerates a growing demand for these workers which can no! be ~et, he
predicted result would be a rrowine dicparity in wages belwveen skilled
workers and the unskilled whose wage remnains set by conditions in the
: . ] 25
subsistence sector,
wvidence, which can be considered as fracomeniary at best, seans o
indicate that the logic of the siiuation is not borne out. For those
countries for which wage structure data are available, *he differential
belween skilled and unskilled in the indusirial seclor, has nerrowed very
areatly, if not disappeared all together. Arcentina, for example, has
experienced a situation in which a differential in favor of s%illed factory
wWworkers of 71 percent in 1G35~-17237 was successively redueced o 2f per-
4 ] i L 2t
cent in 1950-1G54 and by 1665 stood at a wmeore 13 percent.

although evidence is not presented, Fischlowiiz indicates that

Brazil parallels in Arcentina, conecluding that the former couniry possesses

2L'P. }‘L.O.’ p. 80.

25, See istanislaw Fischlowitz, " anpower Problems in Zrazil, Interrational
Labour Review, Vol. 79, april 1¢50, ppe. 3982L17, on this point. e
cites the case of the expansion of the crazilian auto industry in the
early 1900's in which the level of employ-en® iunped frow 35,000 +to
120,000 necessitating a crash program to ungrade seni-skilled worlers.

26, U.S. Department of Labor. Labor Developmenis Abroad, -une 1067,
ppe 21-22. Cf., also  orris dorowitz, "Hich-level *anpower in the
ieconomic Development of Argentira,™ in Frederic Harbison and Charles
A. lyers, (eds), lanpower and :ducation, ‘earaw-5ill, 1GF&, pp, 2427,
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"an exlrome uniforrity of wapge rates which ceriainly discouraces any oreat

effort to acquire higher vocational skills, with the investment of Linee,

. - i . . 3 £ g ] g 4] 27

money, anc¢ olher immediate sacrifices which such an effori wouls involve,
the third of the aBC couniries, Chile, follews the pattern of the

L

firsl two. 4 trend toward narrowing of the skill differential iz avparent
here as well, 20 "oreover, the gap between skilled-unskilled wages is now
50 small that "it would virtually disappear if total resureration /‘rince
benefits/ were corisidered, 'Y Consequently, the Chilean wace s’ ructure is
»uch more like that of the most hirchly developes? countries ihan its sctun)
counterparts in development elsewhere in the world,

‘he final country for which pertinent wace data were svailable was
that of fexico. And here the data are even more resiricted in scope, per-
tainine unforiunately, only io the steel irdustry. As can be observes fron
iable 11, however, a narrowing of the differential clezrly has occurred
over the period 1936-1G63 on Lhe order of 18 percent.

From the foregoing, a picture of Latin American labor warkets beoins
to take shape in which the industrial sector holds litile potential for

absorbire a rapidly expanding urban labor forece; tha! despife an unliri’ed

supply of labor at constant wages the industrial wace has risen far beyond

27. Fischlowitz, p. 407.

28, H. Glnter, "Changes in Cecupational age Differentials,”" International
Labour Review, Vol. 8%, February 1954, p. 143.

2S. Peter Gregory, Industrial .ages in Chile, Ithaca,!.Y.:llew Yort State
School of Industrial and Labor Relations, 1%47, n. €8,

30. Ibide.e, p. 90. Gregory lays the blame for wase narrowing at the door
of inflation. The effect of statutory wages, social securi'y costs
and the like is rather one of reduced ermployrent through encouraging
employers to substitute capital for labor.
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IABLE 117

RatI0O OF SKILLED TO UNSKILLED iiGES
MEXICAN STERL INDUSTRY
1936 - 1963

1936 1:€5
1648 1:57
1955 1:41
1659 1:35
19€3 15

Source: Computed by the author from the wage schedule of labor craces
negotiated by the Industrial Union of ! iners and iPletal <orkers
and La Fundidora Steel Company

that of the subsistence sector; and finally, arcain, in the face of *irrevoe-
able" laws of supply and demand, the internal wace has become quite rarrow
and uniform.

In the following section, the question of the relationship of statu-
tory wages and employnrent stabilization to those characteristics of the
lzbor markets enumerated above will be considered aralytically throuch
a conventional tool of economiecs, mareinal analysis. It is hoped that by
so doing the variables in the relationship can be more precisely identifiec,
their dependency specified, and the nature of their relationship more

clearly understood.

I111. 7ihe Impact of Statutory sages and Umployment Stabilization Folicies
Figure 1 below depicts a firm functioning under surplus labor

conditions.31 Given a constant wage the supply curve for labor is hori-

zontal, i.e. perfoctly elastic. ‘he firm can hire as many additbional urits

31. For purposes of simplification the model also assumes that the
firmfaces perfect competition in its producht market.
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Figure 1
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of labor as it desires without havine to pay any more for these a’diiional

1its., ‘he wage, Cv, is determined by the cost to the worker, both real
ard psychological, of moving from the arricultural or subsistence sector
to the industrial, urban, capitalist sector,

he ' PL curve, the enployer's denand curve for labor, is derived

from two facltors: the productivity of labor; and the price for which 'rhe:
7oods produced by labor can be sold. “hus an employer will hire acd”i‘ionel
units of labor only up to the point where the cost of the last worker
equals the value to be received fro» the sale of what he produces, In
Figure 1 this would be the point where Lthe 5j ard | PL curves intersect, an
amount of O units of labor. .o hire more units of labor would recuire the

onployer to pay more in wages to the worker than could be obtained from

selling what this worker produced.

snalysis of Ltatutory .age Increases

In Mizure 2 a statutory wagze increase has been decreed raisineg the
wage from C. to Ciqe Under the circunstances to Yeep his marcinal labor
costs and revenue in balance the employer must reduce his employment back
to Ciq units of labor.

11 nany Latin American countiries such as Texico statutory minirun
wagzeos have been increased bi-ennially while cthers libe srgontina, Trazil
: . : 32
anc Chile this has occurred over even shorter intervals,

in addilion, the legal =minimum wage, even if it applies beyond the indus-

trial sector, which frequently it doesn't, is enforced =#ost effectively and

32. Fan Anmerican Union, Inter-imerican Seonomic and Social Council,
Sunmary of jational Repor's on the Labor Situation in the demisphere,
Olia/Ser H/4T11, CIi5/Com. VI1/53, Cctober 2, 1944, pp. 12-17.
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energetically upon the more conspicuous manufacturing firas. ‘hese are
often the larger, foreign owned companies for whon avoidance is Jifficult

if not dangerous. Finally it should be noted that the agricultural sector
of most Latin American countries has not achieved sicnificant inereasas in
productivity but rather in some instances exhibits declining procduet ivity.
fhaus the ingredients are at hand for a situation in which the subsistence
ware remains fixed, the capitalist sector wage increases reriodicallyv, and
the differential between the two crows far beyond the 30 percent prorhesized

by Lewis. "Islands" of high waces occur in which the industrial workers be-

+

come the elile of the proletariat,

Further, it could be expected that hich industrial or capifalist
sector wage levels have an acceleration effect on the urbarization of +he
population on the one hand as well as to urbar unemploynent on 'he other,
One could arsue that workers are pulled out of rural areas hy the hich

sector
wages of the capitalist/4in contrasrt to the conventional thesis that un-
enployment or under-employmen’ ir rural arees pushes workers ou’ o urbar
areas in search of employmenti. and once there, these rural micran's
lackine skills which would offset their "artificially” hich cost ‘he
enployer would have to bear in hirirz them, drift into service jobs or
33

becore unerployed, “hus urban unerployment or wnderercloy=er: weuld

exist independent of the existence of unemployrert in the countryside,

33. See 3tanislaw .ellisz. '"Dual Icoroiies, Disguised Unemployrent ard the
Unlimited Supply of Labour,” Icononica, February 19(°, p, 43,



It was indicated diagramatically Lhat the employer responded to the
wage increase with a reduction ir employment., Jere he to do this he would
have to raise the productivity of his remaining workers in order o prevent
the firm's tolal output of goods from fallinz. For this reason 'he erployer
is provided with an incentive to increase the amount of capital he is
using; that is, to substitute capital for labor.

As Figure 3 illusirates, we have portrayed the likely situation in
which over time demand for the firm*'s product increases, shown by suvececessive
movements of the LFL curve to the right, but simultaneous inecreases in the
statutory wage have also ocecurred (Onq, Odn, 013). harefore despite
greatly expanded industrial production, industrial employment renains
stationary, or perhaps even declines, relative to other sectors such as
service employment. .his rhonemenon was noted in 'he discussion section
as characiteristic of most Latin American labor markets,

Next is the question of the uniformity of the industrial wanse
structure. Narrowing of skilled-unskilled wage differentials has occurred
in a2 nunber of countries contrary to what labor market conditions woul?
have led us to predict. Again, at least in part, this occurrence i eews
traceable to statutory minimun wages through the following mechanism., As
the minimun wage is raised, workers below the minimum (likely to be the
unskilled or semi-skillec) are brought up to it but wvorkers already a+ or

- . . . 5L T
above minimun are not given corresponding increases.”  Although only one

34, 'he U.S. Department of Labor studying the effecls of the 105° $1.00
minimum wage on seven low wage industries, found this to be a major
result of the statutory increase., MNorman Samuels, "Effects of the 1,00
Minimun Jage on Seven Industries," lonthly Labor Review, ilarch 1957,
pp. 323-328.
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observer points directly at minimur wapge lezislation as the maior enlprit

[+
in observed industrizl wage uniformify,jﬂ

it never-the-less seems ina
escapeble that a strong relationship exists.

In addition to general employnent and vace effects, statutory wege
changes a2lso have been observed as related to the speciel problers of
particular segments of the econovically active population. “hns, for
exairple, a rapid increase in population has lowered the ase styneture,
producing in many lLatin American countries a oopulation averasine under
twenty years of age. This coupled with 2 school dropout rate reaching
90 percent before a six grade level of education is attained, imeans that
nearly 21l of this young population is soon in the labor market seeking
WOrk.BE daving few skills and little produetivity to offer, industrial
employers find youne workers uneconomical to hire in view of their lacally
stipulated cost. isven in those instances where the wage law perrits a

A
<1 there are dysfunc-

reduction in the statutory wage for youthful workers
tional employment consequences. lllustrative of this faect, 2 recent
report concluded:

« « « then there is an official period of probation cdurine
which a wage below the minimum ( or even no wage at all) is
paid, it often appears that the employer disrisses the young
worker as soon as the period is up and brings in anoiher who
will suffer the same fate,

35, Fischlowitz, p. 407.

3¢, "Youth and sork in lLatin smerieca," FPart 1, International Labour
Review, Vol. S0, No. 1, p. 20,

37. 1In argentina, for example, a minus differential is permitted 3s follows:
ape 17, 10 percent; nge 1€, 20 percent; iAge 15, 30 percent; and ..re 1L,
LO percent. 4mnaldo R. Campefio, "lThe Finirum rage sct in .rcentina,”
international Labour iteview, Vol. 9%, Sepi. 1966, pp. 237-254,

38, “Youth and work in Latin .mrerica,™ Fart I1, Internationzl Labour
Roview, Vol. 90, No. 2,p. 160,




17

Under the circumstances many workers find themselves shuttlineg sround to
different employers and different jobs without an opportunity to acquire

necessary skills or job security.

analysis of arployment Stabilization Lecislationd%

n pervasive concern for affording workers maxirwn iob security is
manifested throughout the nations of Latin America in legisletion airec at
restricting the employer's power of cdismissal. opecifically iob security
has come to signify "the idea that an employee has a rirht to keep his iob
during his whole working life and that he cannot be deprived of it unless
there is cause justifying dismissal."uo In much of the legislation "fust
cause" is synonymous with serious misconduct on the employeets part, thus
excluding reasons not connected with the worker's bugavior includine econoric
problems of the firm, Recourse is provided throush either civil or labor
court systems which may either order reinstatorent or require the payrmernt of
cormpensation of varying amounts to the indivicdual declared uniustifiably

.. 41
dismissed.

39, ixcept where noted, the information for this section of the raprer is
drawn from International Labour Crganization, .ore asvects of Labour-
tanagerent Relations in the ..rerican Recion, Geneva: International
Labour Cffice, 1962, pp. Ob=Cl,

40. Ibid., p. 68.

41, 1In argentina, Boliva, Erazil, Colombia, Coste Ricz, iecuador, Guatemale,
Honduras, Peru, Uruguay, and VenezZuela, one wonth's wages per yeoor of
service is the norm. For [exico, the compensation requirec is three
months -wages plus twenty days additional indemnity for each vear of
service., Drazil also requires double indernity for workers with ten
years or more employwment,
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For meny countries the law is quite restrictive as well for those
situations in which technological change, market conditions, end realated
factors necessitate a reduction in force. For example, lcuador stipulates
that the approval of a governmental labor inspector be ob*ained prior to
dismissal and that it is unlewful to dismiss simultaneously fwo or rore
workers in a firm of twenty or less employees or to dismiss five or »nere
workers in a firm larger than twenty employees. 1In other couniries suct
&s Fexico and Chile suspension or dismissal of personnel for eccromie
reasons also requires prior governmental permission.s «» final illus*ration
is that drawn from Argentina which requires that seniority govern sny lay-
off of employees occasioned by economic circumstances,

Hence, although erployment stability legislation does not preclude
completely dismissals for either disciplinary or economic reasons it does
introduce elerments of uncertainty, expense, and delay if this course of
action is attempted. as a consequence, it is likely that incompetent
or inefficient workers mway be retained as well as nurbers of employeces
beyond those optimally required for given levels of production.

The increased inefficiency of the workforce will be reflected in
lower physical productivity per worker., +‘his is shown in Figure 4 where
#PL is the employer's demand curve without employment stabilily lesis-

lation and MPLy is the demand curve with the legislation,
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In contrast to minimwn wage lepislation which affects the sunply
side of the labor market, job security or employment stabilization lesis-
lation affects the demand for lzbor. Under stabilization legislatinn the
1 PL curve is to the left of what it would otherwise be. Under ihese cir-
cunstances the employer will hire fewer units of lebor (C,l) insteac of
ON units. Thus, while they work in different ways, the employment im-
pact of both types of social legislation is the same: " fewor icbs avail-
able to employment seekers,

Unfortunately the dysfunctional consequences do not end with raedueced
levels of employment. 7To compensate for the inefficiencies and a-dditional

costs employment stabilization imposes the employer will be forced to
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substitute capital for labor, = Capital is thereby diverted from other
c d ] : : 073

uses placing further strains on already capital short economics. -

Further, with output raised by ineressine the ratio of cepital to
labor the total retfurns to capital would increase while those to labor
would diminish. 1In other words, Lhe amount of nstional income renersted
by the industirial sector belonging to profits would grow provortiorately
larger than that for wages. his in turn would act to dampen consu-ption
and restrict the growth of domestic markets, Cvercapitalized firms are
thus producing below efficient levels of operation with attendant hizh
costs and prices.

Upward biases on price levels also can be traced to employrmen?
stabilization legislation in snother way. since *the erployer can not

in

reduce his workforce with any easeja downturn in the economy in which a

falling volume of sales in turn requires a2 concomitant lowerine of out-

put, a static level of employrent will raise unit labor costs. 'his will

42.  sith productivity reduced the employer would have ‘o employ “ore
units of labor to reach "normal" levels of output but in doing so
the marginal cost of these additional lsbor inputs would exceed the
value of the product obtained from them, Rather than do this he
would rzise the productivity of the smaller numboar of workers by pro-
viding them with more capital and raise output to the “desired level
this way.

43, 1t might be suggested that the labor of the remairings units richt be
used more intensively as throurh workine ermployees longer hours and
raise its output this way. Given restrictions on the pumsber of hours
which can be worked in most Latin American countries as well as the
existence of hiegh premiuwns for overtirme this would offer only a

temporary solution at best,

4L, It should also be noted that with productivity raise” those units of
labor employed in the industrial sector could, and throush not only
minimum wage legislation but trade union action, probably would be
paid higher wages. (his would permit the gap between the subsistence
end industrial wage Lo grow even more.
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act as a floor preventing prices from being adinsted downward ‘o covpern-
sate for falling sales. On the other hand, under conditions of increasing
volume of product demand an employer will be reluctant to add the 2itioral
workers necessary to raise output to reet demand, herefore, with sunply

to the market relatively inelasfic, the inevitable result will he inecrezsecd

prices.

IV, oummary and Conclusions
The goneralizations to be made in this section sre intended ‘o be

4

only tentztive. In the firsi place, 2 great mzny more datz are required
before the full nature of the relationship of wages and ewployrment to
social legislation is understood and predictable. osecondly, the analysis
has been limited purposely to only two catepories of lezislation,
statutory wages and erploynent stabilization. /e have omitted any dis-
cussion of other categories including pension, femily allowance, ma’ ernity
benefits; and ‘rade union legislation. I* is likely that ezch of ‘these
as well has an identifiable a2nd perhaps measurable impac-.

In the foregoing sections it was concluded that:

1, Cbserved lack of growth of secondary or indus: rial e-ploy-
ment , widening of the wago gap between subsistence and capitalis* sectors,
as well as narrowing of differentials between skilled and unskilled
workers within the industrial secior appear strongly releted "o govern-

mental minimum wage activity. “he high capitalist wage prohably speeds

urbanization of rural workers who, unable to find industrial employrent,



are foreced into unemploymen. or urban subsis!ence employent, ' creover,

o e Ladustrial wage narrouws, the incen!ive for zequiring work skills
diminishes reducing further the availebility of already scarce hizher lewvel
manpowers

2. HZmployment stabilizaiion legislstion #lso

Q

bi

cives evilence
of contributing to a decline in employment opvortunities in the sacondary
sector, .o combat the ridigity in labor use a2ccorpenying this lezisletion
employers were observed a2lso *o substitute capital for labor. he resulting
inereased ratio of cepital 1o labor reises ‘otal profits and lowers 'he
amount going to the waged sec'or of the laborforce thus dempenirs the ~row-h
of dorestic markets, Paradoxieally, it was noied that the incre2sed e:ipital
raised produciivity of the reraining industrial worlers permitting their
average wages to go up. his contributed to widening further the subsis-
tence-capitalist sector gap. ..1lso identified throurh goverrnmentally
stabilized employment was an upwerd bias on prices,

It seenms obvious from the foregoing that developing countries wust
integrate investment, employrent, and social welfare prograws, o neglect
this ray result in the creation of unforseen obstiacles which cause the
programns to cancel each other oul. "hus econoric planning must consider
simultaneously the setting of erployment and investrent zo3ls together
with those dealing with socizl welfare in order to 2lloecate scaree resources
optimally. #s it stands now planning is limited to capital investrent,
evployrent assured to flow autoratiezlly out of investmnent, and soecisl
welfarce programs operated without resard for either enployent or irvest-
ment s The pitfalls of governing 2 society in this fashion are clearly

evident,



