
DRAFT
NCi FOR
QUOTATION

ST. iUl'ORY aAGES aND ET'PLOYhEt’T STABILIZ .TTCN IM 
DEVELOPING COUNTRIES: SONS OBSERVATIONS ON LATIN A? .EFtlC.-x

Richard U. iller
Assistant Professor

Graduate School of Business and Industrial Relations Research 
Institute

University of Wisconsin



I. Introduction

Although the humanitarian ideals embodied in modern social welfare 

legislation rarely engender controversy, the actual achievements of this 

same legislation often do. Rather than helping those groups in a society 

who are exploited by substandard wages, unsafe or unhealthy working 

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 younger workers; statutory 

wages cause the discharge of low-skilled workers (both young and old) as 

their employment becomes uneconomical; social security costs induce employers 

to substitute capital for labor and thus reduce e-^ploymen4 costs of this 

kind; and so on.

That, social legislation does have an impact on employment is un- 

donied. Instead the argument is joined first over the Magnitude of the 

employment, impact or. t.he one hand and secondly on the value of the benefits 

received by those employed on the other, iixisting 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.1 this is a significant omission when 

one considers that social welfare programs are quite extensive in ost 

ihe author wishes to acknowledge his indebt «dress t o ”r. .’uan Viudez for 
his valuable suggestions in formulating the research problem.

1. ihe ma jor exceptions to this generalization, at. least as far as Latin 
America is concerned, appear to be: fort E. Davis, ’’Dualism, stagna­
tion, and Inequality: Ihe Impact of Pension Legislation in the Chilean 
Labor iarket,” Industrial and Labor Relations Review; Vol. 1?, 
«pril 1964, pp. 380-39?; and Lloyd G. Reynolds, ” ages and Employment 
in a Labor Surplus Economy,” American Economic Review, 'arch 19^^, 
pp. 19-39. 



developing countries while concomitantly, employment problems bull: lir<*e 

as major economic and political issues.

It is the premise of this paper that in particular two classes of 

social legislation, statutory minimum wages and employment stabilization 

policies, are in good part responsible for explaining several observable 

labor market phenomena in Latin America: (1) stagnation of industrial 

sector employment; (2) very large wage differentials between agricultural 

and industrial sectors; and (3) relative uniformity of wage rates within 

the industrial sector. One is also tempted as well to add to this high 

rates of urbanization of Latin American populalion since this also seems 

in part traceable to the dysfunctional consequences of wage and employment. 

legislation.

the discussion in Part II of the paper will identify certain 

characteristics predominating in Latin American labor markets as well as 

relate these characteristics to several generally accepted explanations 

of labor market structure and functioning in developing countries.

In Part III the statutory wage and job stabilization legislation 

will be analyzed for their potential employment and wage impact. Here 

resort will be made primarily to marginal analysis from economics in 

order to identify causal relationships.

the final section will consider the implications derived from ‘he 

analysis, indicating briefly the direction evolving manpower policy might 

be channeled toward alleviating the dysfunctions associated with wage and 

employment legislation in developing countries.
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II. Discussion

In recent years economic science increasingly, albeit grudgingly, 

has cone to accept the premise that economic grow+h is a function of human 

resource development as well as capital accumulation and levels of invest­

ment . No longer is it heresy to suggest that "/t/he building of modern 

nations depends upon the development of people and the organization of 

human activity. Capital, natural resources, foreign aid, and international 

trade, of course play important roles in economic growth, but none is nore

2 3important than manpower.” The work of Harbison, and ’yers, Schultz,

5 6 7Hagen,' McClelland, «eber and others has long since taken its toll.

the recognition accorded to human resource development and manpower 

planning has in turn generated concomitant theoretical and empirical 

attempts directed at describing, explaining and predicting the precise 

causal nexus between economic growth and the quality and quantity of an 

area’s human resources. On the basis of the '’models" as well as data, now 

accumulated, one can generalize Latin American societies to be charac4 erized 

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

2. Frederick Harbison and Charles A. yers, Education, *anpower, and 
Economic Growth, New York: McGraw-Hill, 1964, p.v.

3. Ibid.

4. I. u. Schultz. "Investment in Human Capital," American Economic 
Review, Vol. 51» No. 1, March 1961.

5. Everett Hagen, On the theory of Social Change, Homewood:Dorsey Press, 
1962.

6. David C. icClelland, the Achieving Society, Princeton, H.J.: Van 
Nostrand, 1961.

7. l ax ..eber, The Protestant Ethic and the Spirit of Capitalism, New 
York: Charles Scribner’s Sons, 1956.



8enclaves within much larger undeveloped agricultural sectors; (2) rapidly 

urbanizing populations in which mass migration from rural to urban areas
9

prevail; and surplus labor markets in which visible and disguised unemploy­

ment are rampant in bosh rural and urban areas.

More particularly, derivable generalizations regarding the precess 

of structural change in Latin American labor markets would also indicate 

that: the sectoral expansion of employment should be one in which a decline 

in agricultural employment occurs with a rise in manufacturing or industrial 

employment which then declines in the face of an expansion of employment in 

the service or tert iary sector;average wager paid to workers in he 

modern or capitalist sector should exceed, ‘hose paid to subsistence sector 

workers only by a small amount, (that necessary o cover costs of ’ ransfer

8. Various authors have dichotimized developing countries in tor-s of 
capitalist vs. subsistence; traditional vs. modern and so on. Cf.

. A. Lewis, "Economic Development with Unlimited Supplies of Labour,” 
¿he ianchester School of Economic and Social studies, Vol. XX13, 
No. 2, Lay 195^, pp. 139-191.

9. A plethora of materials exists for the issue of urbanization in Latin 
America but for two recent efforts see: Glenn H. Beyer, he Urban 
Explosion in Latin America, Ithaca: Cornell University Fress, 1967;
and Gerald Breese, Urbanization in. 1 ewly Developing Countries, Prentice- 
Hall, 1966.

10. Economically speaking, surplus labor will be defined as those workers 
whose marginal product is negligible or zero. See Stanislaw ellisz, 
‘'Dual Economies, Disguised Unemployment, and the Unlimited Supply of 
Labour,” Economica, February 1968 , p. 35»

11. Colin Clark, The Conditions of Economic Progress, 3rd edition, 
London: LacNillan and Co., 1957» PP* ^92-^9^» According to Clar’* 
"...as time goes on and communities become more economically advanced, 
the numbers engaged in agriculture lend to decline relative to the 
numbers in manufacture, which in their turn decline relative to the 
numbers engaged in services.” (p. ^92)
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1 2 from one sector to the other in addition 1 o higher urban cost of living);

and, finally within the industrial or capitalist sector, as economic develop­

ment advances wages of skilled workers should increase at a proportionately 

faster rate than hose for unskilled workers.

.he growth, structure, and pricing of labor factor inputs in

response to the course of Latin American economic development thus can be 

hypothesized in some detail. Moreover, an impressive amount of evidence 

is being accumulated in support of the first three sets of generalizations 

considered above; that is, that Latin American societies are dual economies 

narked by rapid urbanization and surplus labor.

Support, based admittedly on fragmentary data, for the second set

of three hypotheses, however, is much less evident.

.he seccoral expansion of e^ployient: Contrary to Clark as agri­

cultural employment has declined, manufacturing or industrial employment

has not expanded. Rather as .able I shows, employment growth has been 

limited to the services sector.

Individual countries showing a marked decline in the proportion of 

manufacturing employment in the period 19^7-19^0» are Chile, Ecuador,

1?. i.'ith an unlimited supply of labor from the subsistence sect or, 
employers can hire any quantity of units of labor desired at a con­
stant wage. ihe labor supply curve thus approximates perfect 
elasticity with changes in capitalist, sector wage levels dependent 
upon changes in the subsistence sector. Lewis, pp. 1^5-151,

13. the logic of this generalization is that while there are unlimited 
supplies of unskilled workers available at a constant wage, the 
same can not be said for skilled workers. he supply of the latter 
is much less elastic, hence with upward shifts in the demand for 
skilled labor, the price must necessarily rise, widening the gap 
between skilled and unskilled, wages in the capitalist sec'or.
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DISTRIBUTION CF Ei FLOY ENT BY ECONO’ 1C 3idC ' CRS
LaTlIi Ar'ERICA 1925-1960

Percent of Economically ■ctive Population
griculture 

and 
ining

?anufac-
turing Services(a•

1925 62.3 13.7 24.0
1950 52.2 14. 5 31.4
1955 51.1 14.3 34.4
I960 48.3 13.4 37.4

construction to maintain comparability with Clark1 Includes

Source : "Structural Change in .Employment Aithin the Context of Latin 
lFierican Economic Development." Economic Bulletin for Latin 

America. Vol. A. ho. 2. October 1965. p. 16?.

Haiti, Panama, Paraguay, and Peru while most of the remainder experienced 

a stationary or minimal change.itexico shows the very interesting 

result of employing relatively fewer in its manufacturing sector in i960 

than it did at the advent of its revolution in 1910.1- Ahile some

1^. International Labour Organization, tanpower Planning and Employment 
Policy in Economic Development. Report II, Eighth Conference of 
American States /embers of the International Labour Organization, 
Ottawa 1966, pp. 43-45«

15. Statistics presented in i acional Financiers, Statistics on th«- exican 
Economy, Eexico, D.F., 1966, p. 2,6 give a sectoral division of 
employment to be:

Agriculture fg. Service and
and Extraction____________________________ Construc{ ion

1910
I960

64.4
51.8

15.4
13.1

18.7
30. C
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effect” in which one new ’manufacturing iob creates the need for throe or 

four .iobs in the service sector, the "iore conventional explanation is one 

in which rural migrants to urban areas, unable to secure factory employment, 

are forced into service employment, of a predominantly petty na'ure. In

contrast to the United States and. Europe, where better than one-half of 

urban employment is accounted for by industrial wort, Latin -■meric*n urban 

centers provide one-third or less of their job seekers with industrial 

work.

Finally of major significance, given continuing- mass migration to

urban areas, is the conclusion that these same urban areas, the center for 

lost industrial activity, are diminishing in ability to Absorb the expanding

found in ”. . . the prevailing tendency in ma ior enterprises to reduce 

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

social security payments involved and to simplify labour problems,

16. bee .alter Galenson. "Economic Development and the Sectoral Expansion 
of Employment," International Labour Review, Vol. 87, June 1S'6>. 
Galenson argues that ’’Under conditions of modern technology, however, 
/the manufacturing sector’s/ role is not likely to be that of a major 
source of new employment. Rather it will tend to generate the effective 
demand leading to employment expansion in other sectors.” -his explan­
ation of the growth of urban service employment is re iected here for 
reasons which will be outlined below.

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

18. "Structural Chang© in Employment ithin the Context of Latin . ’’•ericar 
Economic Development,” Economic Bulletin for La’in ..-erica, Vol. , 
l.o. 2, October 1965, p. 182.

19. pp. 170-171

20 ibid., p. 166



the subsistence v. capitalist sector wage differential: It was

stated above that W. r.rthur Lewis, in what has become a classical work,

argued persuasively that so long as productivity was low and the supply of

labor unlimited, in the subsistence sectors the gap between this sector and

wages in the industrial or capitalistic sector would be on the order of

2130 percent. ' It is not of little interest to find that recent research 

indicates this differential to be far greater than that assumed by Lewis.

For example, the Economic Commission for Latin America, concludes that for

Brazil industrial wages average 70 percent greater than those in agriculture

?? while in Mexico the capitalist-subsistence differential is 75 percent.

It is further estimated that the wage disparity is even larger in such

23countries as Colombia, Costa Rica, Peru, and Chile.

Skilled v. unskilled capitalist sector wage differentials: /.t a

recent conference on manpower planning and economic development the ILC

pointed out:

Shortages of trained manpower available to meet current and 
foreseeable needs in a wide range of occupations are reported 
from almost all Latin American countries.... the general 
situation is well known: there is a ■’■ass of actual and potential 
workers lacking partly or wholly the most elerent ary technical 
qualifications; as to the more qualified manpower already in 
employment, the basic training received is often so inadequate

21. Lewis, p. IpO.

22. Comision Sconomica para America Latina, 3s;udios Jobre La Distribusion 
del Ingreso en America Latina, ii/CN. 12/770/ add. 21 Abril 19^7.
p. 9.

23. International Labour Organization, he Role of Social Security and 
Improved Living and working Standards in Social and Economic 
Development, Report III ’’Remuneration and Conditions of Work,” 
eighth Conference of American States embers of the 1L0, Ottawa, 
September 19^6, p* 3» 



that upgrading and retraining are very costly if at all 
possible. Such shortages of trained "anpower have been a 
serious bottleneck for economig^development, particularly 
for industrialization schemes.

Sell known also is the non-technical orientation of the bulk of 

Latin American systems, thus it is not illogical to conceive of the labor 

market for skilled workers to be one in which progressive industrialization 

generates a growing demand for these workers which can no1, be met. he 

predicted result would be a growing disparity in wages between skilled 

workers and the unskilled whose wage remains set by conditions in the

25subsistence sector.

Evidence, which can be considered as fragmentary at best, seems o 

indicate that the logic of the situation is not borne out. For those 

countries for which wage structure data are available, the differential 

between skilled and unskilled in the industrial sector, has narrowed very 

greatly, if not disappeared all together. Argentina, for example, has 

experienced a situation in which a differential in favor of skilled factory­

workers of 71 percent in 1935-1939 was successively reduced to 26 per- 

cent, in 1950-1954 and by I965 stood at a mere 13 percent.' 'X
Although evidence is not presented, Fischlowitz indicates that 

Brazil parallels in Argentina, concluding that the former country possesses

24. l.L.O., p. 80.

25. See Bstanislaw Fischlowitz, ’t anpower Problems in Brazil, International 
Labour Review, Vol. 79, April. 1959» PP* 39^-417» on this point.
cites the case of the expansion of the Brazilian auto industry in the 
early IQoO’s in which the level of employmen': jumped from 35,000 +0 
120,000 necessitating a crash program to upgrade semi-skilled workers.

26. U.S. Department of Labor. Labor Developments Abroad, June 19^7, 
pp. 21-22. Cf. also 2 orris Horowitz, ’’High-level -anpower in the
Economic Development of Argentina,” in Frederick Harbison and Charles 
A. yers, (eds), ' anpower and Education, cSraw-Hill, 196q, pp. 24-25. 
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'•an extreme uni for'” it y of wage rates which cer: a inly discourages any great 

effort to acquire higher vocational skills, with the investment. of time,

27 money, and other immediate sacrifices which such an effort would involve."

the third of the ABC countries, Chile, follows the pattern of the 

first two. A trend toward narrowing of the skill differential .is apparent 

here as well.‘-8 ; oreover, the gap between skilled-unskilled wages is now

so small that "it would virtually disappear if total remuneration 'fringe 

benefits/ were considered."^ Consequently, the Chilean wage structure is 

much more like that of the most highly developed countries than its actual 

counterparts in development elsewhere in the world

the final country for which pertinent wage data were available was 

that of rexico. And here the data are even more restricted in scope, per­

taining unfortunately, only to the steel industry. As can be observed from 

table 11, however, a narrowing of the differential clearly has occurred 

over the period 1936-19&3 on the order of 18 percent.

From the foregoing, a picture of Latin American labor markets begins 

to take shape in which the industrial sector holds little potential for 

absorbing a rapidly expanding urban labor force; that, despite an unlimited 

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

27. Fischlowitz, p. h07'.

28. H. Gunter, "Changes in Occupational .age Differentials," International 
Labour Review, Vol. 89, February 19^, p» 1^+3.

29. Peter Gregory, Industrial .apes in Chilo, Ithaca, : . Y. :i’ew York State 
School of Industrial and Labor Relations, 19&7» P* 88.

30. Ibid., p. 90. Gregory lays the blame for wage narrowing at the door 
of inflation. The effect of statutory wages, social security costs 
and the like is rather one of reduced employment through encouraging 
employers to substitute capital for labor.
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Ku IO OF SKILLED TO UNSKILLED ¿.GES 
MEXICAN STEEL INDUSTRY

W - 196J

1936
1946
1955
1959
1963

1:65
1:57
1:41
1:35
1:35

Source: Computed by the author from the wage schedule of labor grades
negotiated by the Industrial Union of ! iners and Fetal torkers 
and La Fundidora Steel Company

that of the subsistence sector; and finally, again, in the face of ’’irrevoc­

able” laws of supply and demand, the internal wage has become quite narrow 

and uniform.

In the following section, the question of the relationship of statu­

tory wages and employment stabilization to those characteristics of the 

labor markets enumerated above will be considered analytically through 

a conventional tool of economics, marginal analysis. It is hoped that by 

so doing the variables in the relationship can be more precisely identified, 

their dependency specified, and the nature of their relationship more 

clearly understood.

III. The Impact of Statutory aages and Employment Stabilization Policies

Figure 1 below depicts a firm functioning under surplus labor

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

z on tai, i.e. perfectly elastic. the firm can hire as many additional units
31. For purposes of simplification the model also assumes that the 

firmfaces perfect competition in its product market.
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3^ -Supply Curve 
for Labor

FPL - ijnployer’s 
Demand Curve 
For Labor

CN - Lumber of Units 
of Labor Hired

OS - Subsistence 
•Sector 'age

0. - Capitalist 
Sector /age

Figure 1

Figure 3

o Quantity 
of 

labor



of labor as it desires without having to pay any more for these additional 

units. .he wage, 0.*, is determined by the cost, to the worker, both real 

and psychological, of moving from the agricultural or subsistence sector 

to the industrial, urban, capitalist sector.

he ’PL curve, the employer’s demand curve for labor, is derived 

from two factors: the productivity of labor; and + he price for which the 

goods produced by labor can be sold, thus an employer will hire additional 

units of labor only up to the point where the cost of the last worker 

equals the value to be received from the sale of what he produces. In 

Figure 1 this would be the point, where the o£ and PL curves intersect, an 

amount, of 01 i units of labor. .o hire more units of labor would require the 

employer to pay more in wages to the worker than could bo obtained from 

selling what this worker produced.

analysis of statutory .age Increases

In Figure 2 a statutory wage increase has been decreed raising the 

wage from 0 . to Under the circumstances to keep his marginal labor

costs and revenue in balance the employer must reduce his employment back 

to CiJ| units of labor.

In many Latin American countries such as ’ exico statutory minimum 

wages have been increased bi-ennially while others like Argentina, T’razil
32 

and Chile this has occurred over even shorter intervals.

In addition, the legal minimum, wage, even if it applies beyond the indus­

trial sector, which frequently it doesn’t, is enforced nost effectively and

32. Fan American Union, Inter-American Sconomic and Social Council,
Summary of national Reports on the Labor Situation in the ;{emj5phere, 
OEA/Ser H/aIII, CIES/Com. VI1/53, October 2,’19'^, pp. 12-1?.
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energetically upon the more conspicuous manufacturing firns. hese are 

often the larger, foreign owned companies for whom avoidance is difficult 

if not dangerous. Finally it should be noted that the agricultural sector 

of most Latin American countries has not achieved, significant increases in 

producuivity but rather in some instances exhibits declining produc+ivity, 

thus the ingredients are at hand for a situation in which the subsistence 

■wage remains fixed, the capitalist sector wage increases periodically, and 

the differential between the two grows far beyond the 30 percent pronhesize 

by Lewis. '’Islands" of high wages occur in which the industrial workers be 

cone the elite of the proletariat.

Further, it could be expected that high industrial or capitalist 

sector wage levels have an acceleration effect on the urbanization of + he 

population on the one hand as well as to urban unemployment on the other. 

One could argue that workers are pulled out of rural areas by the high 
sector

wages of the capitalist/in contrast to the conventional thesis that un­

employment or under-employmen' in rural areas pushes workers ou~ * o urban 

areas in search of employment. And once there, these rural migrants 

lacking skills which would offset their "artificially'’ high cost the 

employer would have to bear in hiring them, drift into service jobs or
33 

become unemployed." thus urban unemployment or underemployment would

exist independent of the existence of unemployment in the countryside. 

33« dee Stanislaw -ellisz. "Dual 'Economies, Disguised Unemployment and th 
Unlimited Supply of Labour," Iconomica, February 19^°. p» ^-3«
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It was indicated diagramatically that the employer responded to the 

wage increase with a reduction in employment. .’ere he to do this he would 

have to raise the productivity of his remaining workers in order to prevent 

the firm’s toial output of goods from falling. For this reason 'he employer 

is provided with an incentive to increase the amount of capital he is 

using; that is, to substitute capital for labor.

as Figure 3 illustrates, we have portrayed the likely situation in 

which over time demand for the firm’s product increases, shown by successive 

movements of the l-.FL curve to the right, but simultaneous increases in the 

statutory wage have also occurred (0/q, 0»y, OJ3). herefore despite 

greatly expanded industrial production, industrial employment remains 

stationary, or perhaps even declines, relative to other sectors such as 

service employment. j his phonemenon was noted in the discussion section 

as characteristic of most. Latin American labor markets.

Next is the question of the uniformity of the industrial wage 

structure. Narrowing of skilled-unskilled wage differentials has occurred 

in a number of countries contrary to what labor market conditions would 

have led us to predict. Again, at least in part, this occurrence etms 

traceable to statutory minimum wages through the following mechanism. As 

the »minimum wage is raised, workers below the minimum (likely to be the 

unskilled or semi-skilled) are brought up to it but workers already ar or 

above minimum are not given corresponding increases.J Although only one

34. The U.S. Department of Labor studying the effects of the 195- ,1.00 
minimum wage on seven low wage industries, found this to be a major 
result of the statutory increase. Norman Samuels, "Effects of the <1.00
Minimum '¡age on Seven Industries," i onthly Labor Review, : arch 1957, 
pp. 323-328.



observer points directly at minimum wage legislation as the major culprit 

3Cin observed industrial wage uniformity, it never-the-less seems in­

escapable that a strong relationship exists.

In addition to general employment and wage effects, statutory wage 

changes also have been observed as related to the special problems of 

particular segments of the economically active population. Thus, for 

example, a rapid increase in population has lowered the age structure, 

producing in many Latin American countries a population averaging under 

twenty years of age. this coupled with a school dropout rate reachins 

90 percent before a six grade level of education is attained, "cans that 

nearly all of this young population is soon in the labor market seeking 

work.3c Having few skills and little productivity to offer, industrial 

employers find young workers uneconomical to hire in view of their legally 

stipulated cost. liven in those instances where the wage law permits a 

reduction in the statutory wage for youthful workers-^' there are dysfunc­

tional employment consequences. Illustrative of this fact, a recent 

report concluded:

. . . .hen there is an official period of probation during 
which a wage below the minimum ( or even no wage at all) is 
paid, it often appears that the employer dismisses the young 
worker as soon as the period is up and brings in another who 
will suffer the same fate.3^

35. Fischlowitz, p. 407.

36. '’Youth and iork in Latin America,” Fart I, International Labour 
Review, Vol. 90, No. 1, p. 20.

37. In Argentina, for example, a minus differential is permitted as follows: 
age 17, 10 percent; Age 16, 20 percent; Age 15, 30 percent; and ^ge lb, 
hO percent. Arnaldo R. Campano, ’’The Minimum 'age Act. in Argentina,11 
International Labour Review, Vol. 9h, dept. 1966, pp. ?37-25h.

38. '’Youth and dork in Latin America,” Fart II, International Labour 
Review, Vol. 90, No. 2,p. 160.
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Under the circumstances many workers find themselves shuttling around to 

different, employers and different jobs without an opportunity to acquire 

necessary skills or job security.

analysis of ¿mployment Stabilization Legislation-?^1

n pervasive concern for affording workers maximum job security is 

manifested throughout the nations of Latin America in legislation aimed at 

restricting the employer’s power of dismissal, specifically lob security 

has come to signify ’’the idea that an employee has a right to keep his iob 

during his whole working life and that he canno+ be deprived of it unless

40there is cause justifying dismissal.” In much of the legislation ”-ust 

cause” is synonymous with serious misconduct on the employee’s part, thus 

excluding reasons not connected with the worker’s behavior including economic 

problems of the firm. Recourse is provided through either civil or labor 

court systems which may either order reinstatement, or require the payment of 

compensation of varying amounts to the individual declared unjustifiably
hldismissed.

39. t'Jxcept where noted, the information for this section of the paper is 
drawn from International Labour Organization, -O'*e Aspects of Labour- 
tanager ent Relations in the American Region, Geneva: International 
Labour Office, 19^2, pp. 64-94.

40. Ibid., p. 68.

41. In Argentina, Boliva, Brazil, Colombia, Costa Rica, Ecuador, Guatemala, 
Honduras, Peru, Uruguay, and Venezuela, one month’s wages per year of 
service is the norm. For iexico, the compensation required is ihree 
months wages plus twenty days additional indemnity for each year of 
service. Brazil also requires double indemnity for workers with ten 
years or more employment.
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For many countries the law is quite restrictive as well for those 

situations in which technological change, market conditions, ant related 

factors necessitate a reduction in force. For example, Ecuador stipulates 

that the approval of a governmental labor inspector be obtained prior Io 

dismissal and that it is unlawful to dismiss simultaneously two or '•’ore 

workers in a firm of twenty or less employees or to dismiss five or more 

workers in a firm larger than twenty employees. In other countries suet 

as Mexico and Chile suspension or dismissal of personnel for economic 

reasons also requires prior governmental permission, e final illustration 

is that drawn from Argentina which requires that seniority govern any lay­

off of employees occasioned by economic circumstances.

Hence, although employment stability legislation does not preclude 

completely dismissals for either disciplinary or economic reasons it does 

introduce elements of uncertainty, expense, and delay if this course of 

action is attempted. As a consequence, it is likely that incompetent 

or inefficient workers may be retained as well as numbers of employees 

beyond those optimally required for given levels of production.

The increased inefficiency of the workforce will be reflected in 

lower physical productivity per worker. This is shown in Figure 4 where 

FFL is the employer’s demand curve without employment stability legis­

lation and MPIq is the demand curve with the legislation.
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Figure 4

In contrast to minimum wage legislation which affects the supply 

side of the labor market, iob security or employment stabilization legis­

lation affects the demand for labor. Under stabilization legislation the 

xPL curve is to the left of what it would otherwise be. Under these cir­

cumstances the employer will hire fewer units of labor (C instead of 

ON units. Thus, while they work in different ways, the employment im­

pact of both types of social legislation is the same: fewer iobs avail­

able to employment seekers.

Unfortunately the dysfunctional consequences do not end with reduced 

levels of employment. To compensate for the inefficiencies and additional 

costs employment stabilization imposes the employer will be forced to



1^-7substitute capital for labor. ' Capital is thereby diverted from other 

uses placing further strains on already capital short economics.J'

Further, with output raised by increasing the ratio of capital to 

labor the total returns to capital would increase while those to labor 

would diminish. In other words, the amount of national income generated 

by the industrial sector belonging to profits would grow proportionately 

larger than that, for wages. 'his in turn would act to dampen consumption 

and restrict the growth of domestic markets. Overcapitalized firms are 

thus producing below efficient levels of operation with attendant high 

costs and prices.

Upward biases on price levels also can be traced to.employment 

stabilization legislation in another way. Since the employer can not
in 

reduce his workforce with any ease/a downturn in the economy in which a 

falling volume of sales in turn requires a concomitant lowering of out­

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

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

43. It might be suggested that the labor of the remaining units •”imTht be 
used more intensively as through working employees longer hours and 
raise its output this way. Given restrictions on the number of hours 
which can be worked in most Latin American countries as well as the 
existence of high premiums for overtime this would offer only a 
temporary solution at best.

44. It should also be noted that with productivity raised those units of 
labor employed in the incilust rial sector could, and through not only 
minimum wage legislation but trade union action, probably would be 
paid higher wages. this would permit the gap between the subsistence 
and industrial wage to grow even more.
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act as a floor preventing prices from being adjusted downward to compen­

sate for falling sales. On the other hand, under conditions of increasing 

volume of product demand an employer will bo reluctant to add the additional 

workers necessary to raise output to meet demand, herefore, with supply 

to the market relatively inelastic, the inevi+able result will he increased 

prices.

IV. Jummary and Conclusions

The generalizations to be made in this section are intended ‘o be 

only tentative. In the first place, a great many more data are required 

before the full nature of the relationship of wages and employment to 

social legislation is understood and predictable, secondly, the analysis 

has been limited purposely to only two categories of legislation, 

statutory wages and employment stabilization. .e have omitted any dis­

cussion of other categories including pension, family allowance, ma' erni;y 

benefits, and trade union legislation. It is likely that each of these 

as well has an identifiable and perhaps measurable impac'.

In 'he foregoing sections it was concluded, that:

1. Observed lack of growth of secondary or industrial employ­

ment, widening of the wage gap between subsistence and capitalis+ sectors, 

as well as narrowing of differentials between skilled and unskilled 

workers within the industrial sector appear scrongly related to govern­

mental minimum wage activity. .he high capitalist wage probably speeds 

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



are forced into unemploymon or urban subsistence employment. ' c reover,

’’v Industrial wage narrows, the incentive for acquiring work skills 

diminishes reducing further the availability of already scarce higher level 

manpower.

2. Employment stabilization legislation also gives evidence 

of contributing to a decline in employment opportunities in the secondary 

sector. o combat the ridigity in labor use accompanying this legislation 

employers were observed also to substitute capital for labor. he resulting 

increased ratio of capital to labor raises !otal profits and lowers 'he 

amount going to the waged sec'or of the laborforce thus dampenir-t the --rov^h 

of domestic markets. Paradoxically, it was noted that the increased capital 

raised productivity of the remaining industrial workers permitting their 

average wages to go up. his contributed, to widening further the subsis­

tence-capitalist sector gap. .Iso identified through governmentally 

stabilized employment was an upward bias on prices.

It seems obvious from the foregoing that developing countries ^ust 

integrate investment, employment., and social welfare programs. o neglect 

this may result in the creation of unforseen obstacles which cause the 

programs to cancel each other ov.i . hus economic planning must consider 

simultaneously the setting of employment and invest pent goals together 

with those dealing with social welfare in order to allocate scarce resources 

optimally. As it stands now planning is limited to capital inves+’”ent, 

employment assumed to flow automatically out of investment, and social 

welfare programs operated without regard for either employment or invest­

ment. he pitfalls of governing a. society in this fashion are clearly 

evident


