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A Wage Policy for Economic Development 
Subratesh Ghosh 

A WELL-CONCEIVED wage 
policy is an essential condition 

for the success of a plan. Economic 
planning and -social co-ordination 
having been accepted as instruments 
for smooth and rapid progress of 
the country, the need for a national 
wage policy is now self evident. In 
fact, even in the advanced econo
mies which put less emphasis on 
planning the necessity of a national 
wage policy has been recognised and 
it has come to be accepted that wage 
stability in the short run and a 
moderately rising level of wages in 
the long run are necessary condi
tions for economic stability. The 
objectives having been accepted, it 
requires only one further step to 
conclude that they cannot be left 
at the mercy of the unregulated 
market forces and a national wage 
policy becomes the only alternative. 

The conditions of stability are 
not, however, also necessarily suffi
cient conditions for development. 
In an underdeveloped economy, It 
Is more important to enquire about 
the objectives of a wage policy 
that wi l l not only be consistent wi th 
development, but w i l l directly con
tribute towards that process. Our 
search for such objectives may be 
helped if we remember that wages 
are not only incomes to the wor
kers or costs to the industrialists, 
but also incentives for further 
effort and a mechanism for distribu
t ing the workforce among differ
ent industries. Keeping these In 
view, it may be possible to outline 
the broad objectives of a wage policy 
which aims at helping the process 
of economic development. 

I 
In the underdeveloped countries 

the prevailing wage rates in most 
of the industries being inadequate 
to maintain a decent standard of 
l iving and to improve labour effi
ciency, fixation of minimum wages 
in order to ensure a minimum stan
dard of l iving becomes imperative. 
The minimum wage also helps, at 
the same time, to maintain a mini
mum level of managerial efficiency, 
as the survival of the marginal 
firms wi l l no longer be possible on 
the strength of sub-standard wages. 
With the enforcement of minimum 
wage standards, these firms wi l l 
be compelled to search for the 

means of improving their technical 
and managerial efficiency for sheer 
survival. 

Besides, a wage policy for econo
mic development, wi l l also have to 
re-examine the existing wage struc
ture so as to establish and maintain 
a pattern of relative wages which 
wi l l help to regulate the distribution 
of the workforce in a manner con
sistent wi th the planned develop
ment of different sectors of the 
economy. In a purely authoritarian 
economy such a distribution or re
distribution of labour may be achi
eved by decrees, but the method of 
compulsion being unacceptable, 
wage incentives remain the only 
instrument, to obtain the desired 
result. This naturally points to a 
wage structure which wi l l allow 
for reasonable income-differentials 
between different occupations and 
jobs, the relative importance of 
which are given by the pattern of 
development envisaged by the plan
ning authorities. 

Such income differences, how
ever, need not go against the ac
cepted ethical standards of equality 
and social justice. In fact, in a 
period of development, the concept 
of equality has strong economic 
justifications as well. The margi
nal propensity to consume being 
too high in a backward economy 
to be consistent wi th the overall 
needs of capital formation, it Is 
essential to encourage austerity 
and th r i f t among all sections of 
the community. These wi l l increase 
the marginal propensity to save, at 
least by restricting non-essential 
consumptions. The existence of 
large degrees of inequality in earn
ings and wealth, however, makes 
such a restriction of non-essential 
consumption impossible because or 
the inherent tendency of man to 
imitate the standard of consumption 
of the proximate higher income -
group and also due to the encou
ragement which it gives to cons
picuous consumption for business 
purposes. Thus the creation of a 
favourable psychological climate 
for rapid economic development un
derlines the necessity of minimising 
inequality in every respect. 

This may appear to be inconsis
tent wi th our previous appreciation 
of the role of wage-differentials as 

an instrument of regulating the 
distribution of labour in the eco
nomy, But it is really not so, as a 
little reflection wi l l show. For in 
fact, it is only at the strategic points 
that special economic incentives 
wil l be necessary to encourage the 
flow of labour, and they may not 
be very large in number. Thus bar
r ing these exceptions, the wage re
latives may be so adjusted as to 
produce, in general, a. climate of 
greater equality. If may be asked 
whether reduction of inequality in 
general would affect in any way 
the supply of superior skill, more 
particularly in view of the hot tie-
necks which developing economies 
have often to face because of the 
relative scarcity of the managerial 
personnel in a period of rapid ex
pansion. The apprehension, that 
it may, however, completely fails 
to take note of the extra-economic 
factors which influence the supply 
and formation of superior skills and 
which are no less strong. 

The fact that in the present social 
set-up, positions of importance and 
status also necessarily carry high 
remuneration makes it difficult to 
view them separately. Social status 
responsibility and power are by 
themselves sufficiently strong in
centives for people of superior 
talent; given the minimum econo
mic security, they would need no 
further incentives. In India, the 
Cabinet Ministers in the States as 
well as in the centre earn far less 
than successful medical practition
ers, lawyers or businessmen. But 
that docs not prevent the flow of 
sufficient talent to ministerial posi
tion's, even from the above occupa
tions. Many responsible administra
tive posts in the government ser
vices carry a much lower remunera
tion than pasts of high responsibility 
in important commercial firms, but 
that never causes a dearth of supe
rior talents in the civil service or 
brings about, a large-scale exodus 
from the government services to 
private industries. It may he, 
therefore, expected that even after 
allowing for necessary exceptions 
generously, a. proper balancing of 
the two apparently contradictory 
objectives would be possible with
out much difficulty. 

Another aspect of what is known 
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as the ' fair wage' may be consider
ed at this stage, viz, equal pay for 
identical work in different indus
tries or firms. The argument has 
its basis not only in ethics, but in 
sound economic considerations as 
well. Although mobil i ty between 
industries and occupations is neces
sary in the sense that there being 
pull for ski l l and scarce resources 
from different Industries of un
equal social importance, a transfer 
of resources from the less important 
to the more is desirable, there is 
l i t t le social benefit in unnecessary 
labour turn-over wi th in the same 
industry, or even between the indus
tries, if not warranted on above 
grounds. However, from the in 
dividual point of view, such socially 
useless labour tu rnover becomes 
attractive, if the remuneration and 
conditions of work for Identical 
situations substantially differ in dif
ferent firms of the same industry 
or in different industries. The fair 
wage principle which emphasises 
equal pay for indentical work w i l l 
thus help in stabtising the labour 
force in a way consistent wi th the 
requirements of economic growth. 

We thus see that a rational wage 
policy for economic development 
w i l l have to satisfy the criteria of 

(i) the minimum wage principle, 
which wants to ensure a minimum 
standard of l iv ing to al l workers; 

(ii) readjustment of the wage 
structure so as to provide for a 
reasonable degree of wage-differen
tials, justifiable on labour alloca
tion and incentive considerations, 
having at the same time due regard 
to the accepted values of social 
equality; and 

(ii i) the fair wage 'principle, in 
the sense of equal remuneration for 
work of equal skil l , knowledge, res
ponsibility, or degree of unpleasant
ness. 

This w i l l naturally mean for 
a l l the underdeveloped economies, 
an upward revision of wages. But 
the attempt at the practical enforce
ment of the policy w i l l raise another 
problem. As a consequence of such 
wage revision, In most of the indus
tries having some degree of compe
tit ion, the existence of the marginal 
firms which survive on 'sweated 
labour may be endangered. The 
favourable possibility that as a 
result, such firms may Improve their 
managerial efficiency has already 
been noted. Some firms may suc
ceed but there may be others who 
may go into liquidation for their 

failure to improve efficiency. If there 
were no unemployment problem to 
bother about, such a 'penalty on 
Inefficiency' could be easily support
ed. But as underdeveloped econo
mies also have the problem of 
chronic unemployment, it is impos
sible to neglect the possibility of 
aggravation of the unemployment 
problem from the closure of such 
units. As a way out, the Planning 
Commission has suggested the 
amalgamation of such marginal 
firms into larger units, voluntarily 
if possible, but compulsorily, if 
necessary. Formation of larger 
industrial units and reduction of 
wasteful competition having other 
attractions from an economic stand
point, a hastening of the process 
because of the need for enforcing 
fair wage standards, therefore, 
may be an additional benefit of the 
rationalisation of wage policy. 

So much about the immediate 
necessity of upward revision of 
wages according to the criteria 
mentioned above. But there re
mains the problem of the future, 
ie, the further question of work-
ers' sharing the benefits of econo
mic development. The workers 
being a part of the community and 
partners of the adventure for econo
mic progress, justice demands that 
their incomes also should rise with 
the development of the economy. 
This is possible by arranging for 
increase of the workers' real earn
ings wi th the improvements in 
labour productivity, the latter being 
a cause as well as the result of eco
nomic development. However, there 
are two possibilities of achieving 
this and it is desirable to enquire 
about their applicability in a 
developing ecnomy. 

Workers may reap the benefits 
of improved productivity either (i) 
through a policy which maintains 
the wages stable, while prices move 
in the opposite direction to produc
t iv i ty , or, ( i i) by a policy of increas
ing the money wages directly w i t h 
the rise in productivity, while keep
ing the prices stable. In other 
words, in the first, gains in produc
t i v i t y ate translated via lower 
prices, while in the second, they are 
transmitted via higher money wages. 

In current discussions, the first 
alternative has been rejected and 
the general support goes for the 
second. A continuous reduction of 
piece rates w i l l become necessary, 
if wages are to be kept constant 
while productivity increases. Pay

ment by results being the prevail
ing system of wage payments in 
many of the industries even In the 
underdeveloped countries this would 
naturally create serious friction. 
Moreover, " i t is highly Improbable 
that wi th the Industry organised as 
it is at present, prices would really 
be lowered fast enough to offset in 
creases in productivity." Thus, 
practical possibilities of the first 
alternative being strictly limited, 
the choice necessarily falls on the 
second. But even accepting that 
wages should rise in accordance 
wi th gains in productivity, our pro
blem is not solved. How to apply 
the principle in practice? Should 
the wage level be related to average 
increase in productivity, or to in
creases in productivity within each 
branch of industry? The second 
principle may affect the wage rela
tives now and then and as a result, 
frictions may develop in one indus
t ry or other from time to time. But 
the first alternative has the at
traction that it w i l l leave unaffect
ed the wage relatives that have 
been accepted by the authorities and 
the representatives of the parties 
concerned while formulating the 
wage policy as a constituent of the 
development plan. The estimates 
of costs for the plan, therefore, 
would not be disturbed. The accept
ance of the second alternative, how
ever, may create such disturbances. 

I I 

We now have some general out
line of the objectives of a wage 
policy which wi l l meet the require
ments of a developing economy. We 
have also assumed some sort of eco
nomic planning and social regula
tion of the economy under conside
ration. But economic planning may 
be democratic as well as authori
tarian. In the former type, the 
planning process operates through 
and in accordance with the demo
cratic institutions while in the lat
ter type, planning as well as its 
implementation is mainly through 
the decrees of the state. The 
machinery of formulation and ap
plication of the wage policy in the 
two cases would, therefore, natural
ly differ. In an authoritarian 
economy, the objectives having 
been decided, the problem would be 
merely one of effective implemen
tation through decrees of the state 
planning authorities. In a demo
cratic country, however, given the 
existence and freedom of volunta
ry economic associations, the lat-
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ter not only participate in detailed 
formulat ion of the objectives and 
the. principles, but the policy itself 
is implemented through their active 
par t i c ipa t ion . Thus the wage 
policy in such an economy is im
plemented through three groups, 
viz, trade unions, the employers 
and w i th the extension of state 
regulated compulsory arbitrat ion, 
the arbi trat ion boards, although 
all of them work under the broad 
norms set up by industrial and 
labour legislations, which in 
turn originate f rom the policy of 
the planning authority. 

Al though in the Immediate post
war years, most of the developing 
economies, particularly in Asia, 
were quite enthusiastic about com
pulsory arbitrat ion, after the 
experience of al l these years, its 
extension outside public utilities 
and a few basic industries is no 
longer much appreciated. Apart 
f rom the practical difficulty of ex 
tending its scope to a large number 
of industries, compulsory arbitrat ion 
has been found to be of l imited 
ut i l i ty. Awards of the arbi tra
tors may prevent work stoppages 
for the time being, but they can
not develop the genuine spirit of 
cooperation and good wi l l , w i th
out which permanent industrial 
harmony is impossible. Collec
tive bargaining, besides being a 
democratic institution giving much 
scope to free participation of the 
producers in the regulation of in
dustrial conditions, has a special 
at tract ion in this respect. Con
cil iation and mediation also con
tribute a good deal f rom this point 
of view. 

But how can collective bargain
ing, which has upti l now been 
conducted only at the industry or 
factory level, meet the require
ments of a national wage policy? 
As an answer to this, the suggestion 
of a centralised trade union and on 
the other hand a centralised em
ployers' federation may come to 
mind. But such a centralisation 
of wage policy, in the sense that 
wage bargains on the part of 
labour should be conducted exclusi
vely by the .national trade union 
centre instead of Individual uni
ons is neither desirable, nor practi
cable. The wage bargain being 
the most important function of a 
trade union, the removal of wage 
bargaining f rom Its jurisdiction 
wi l l natural ly make the trade 
unions much weaker and workers, 
In their turn, would lose their in

terest in them. Moreover, in 
most of the underdeveloped coun
tries, the national trade union 
centres are weak and have very 
l i t t le effective control over their 
constituent units because of their 
organisational defects and the 
existence of many rival national 
trade union centres and other 
factors promoting disunity. A cen
tralised trade union wage policy 
in such a case, cannot but be a 
thoroughly impractical proposition. 
On the other hand, wage bargaining 
on the basis of industrial units 
may not be well informed of social 
values and economic realities 
and may result in excessive wage 
increases which in turn may deve
lop inflationary pressures. A 
workable solution may be found by 
developing the practice of wage 
bargaining on the industrial basis. 
This would call for the develop
ment of national industrial unions 
representing workers in each in
dustry in place of completely inde
pendent one shop unions. Reali
sation of better organisational 
efficiency of the national industrial 
unions is slowly dawning in the 
minds of the trade unionists of 
different underdeveloped countries 
of Asia. Malaya and Burma have 
already made some definite pro
gress towards i t . Given proper 
guidance and encouragement, other 
underdeveloped countries also would 
not lag behind. 

It should be emphasised at this 
stage that although wi th the 
growth of such industrial unions 
and employers' Industrial federa
tions, free collective bargaining 
should be given proper scope for 
determining wage rates and wage 
relatives in the industry concerned, 
subject to the l imits set by a natio
nal wage policy, perodic revisions 
should be made according to the 
plan period. Before the commen
cement of each plan, the represen
tatives of workers and employers 
should sit round a table in order 
to review and, if necessary, to 
revise the existing wage level and 
structure. The planning authori
ties and the labour department of 
the government may also help the 
process by appointing neutral ex
perts and mediators to enable the 
parties to reach some rational 
settlement. The resulting settle
ment should be registered in the 
form of an agreement and it must 
be inviolable during the plan 
period. The planning authorities, 
therefore, having complete eviden
ce about the level and structure 
of wages during the plan period, 
wi l l make their estimates on the 
basis of these. Thus there wil l be 
no danger of the plan being upset 
by haphazard changes in wages, 
although no restriction of the 
reasonable freedom of collective 
bargaining wi l l be necessary for 
ensuring wage stabil i ty during the 
plan period. 

Prop-jets for Short Haul 
HOUGH turbo-props have en

tered the field of internal 
air transport also, it is only for long 
distance flights. Supersonic speed 
and short hops had hitherto made no 
sense hence the earlier mis-adven
tures of the Indian Airl ines Cor
poration wi th the Heron. Jet 
planes built for speed have to at tain 
a certain height before they 
can take fu l l advantage of their 
capacity for speed, and it had 
meant so far that they could 
operate to advantage and therefore, 
commercially, only on long dis
tance non-stop flights. 

Lockheeds have now announced 
a model, however, which threatens 
to knock out some of these fixed 
notions of commercial aviation, a 
model which may open up the in
ternal air services also to the 
magic charms of Jet propulsion. 
The Electra, a new four engined 
prop-Jet commercial airplane de-

T signed by Lockheeds' for short dis
tance hauls, promises to carry 
44-88 passengers at a cruising 
speed of 400 miles per hour. The 
designers are confident that this 
mtodel wi l l be able to operate pro
fitably even on routes where the 
stops are as near as 150 miles, 
while stil l retaining a maximum 
range, without consuming reserve 
fuel, of 2,740 miles. By the time 
that the Electra goes into service 
two years hence, Its All ison Model 
501 prop-jet power plant wi l l have 
accumulated at least two mill ion 
hours In flight. 

Major airlines seem to have 
fallen for the Electra. They have 
ordered a total of 132 of these 
wonder planes oven before Its first 
flight. This means orders wor th 
approximately $ 270 mn, the highest 
recorded so far for any airplane 
before its first flight, now under 
construction. 
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